T

Transcript Exhibit(s)

Docket #(s): W-O\B\QAA-10-053|

Exhibit #: D\-RAS ZDCO\- QDCOZ,. 51-54

Arizona Corporation Commission o~
103 IN0Y Ny

DOCKETED HEIGOIWROD SHE -
NOV 10 201 Gz o 011NN

DOCKETED BY |

I

RETNEREL




o 8 NN N BN s W

NN NN N N e e b e e e e e e
[V N "SR VS T\ R S = T Vo N - S B S~ N O S A VL I ]

26

FENNEMORE CRAIG|
A PROFESEIONAL CORPORATION]
PHOENIX

DRIGINAL

FENNEMORE CRAIG, P.C. Free S0 Arizona Corporation Corpinissi
Patrick J. Black (No. 017141) W pyuqg DPOCKETED
3003 N. Central Ave.

Suite 2600 FEB 11 201

b

Phoenix, Arizona 85012
Attorneys for Bermuda Water Company, fnc.”

X,

DOCKETED BYS\N \
4

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF BERMUDA WATER
COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
THEREON.

DOCKET NO: W-01812A-10-0521

AMENDED RATE APPLICATION

Bermuda Water Company, Inc., an Arizona public service corporation,
(“Bermuda”) hereby applies for an order establishing the fair value of its plant and
property used for the provision of public water utility service and, based on such finding,
approving permanent rates and charges for utility service designed to produce a fair return
thereon. In support thereof, Bermuda states as follows:

1. Bermuda is a public service corporation engaged in providing water utility
service in portions of Mohave County, Arizona, pursuant to certificates of convenience
and necessity granted by the Arizona Corporation Commission.! During the Test Year,
Bermuda served approximately 7,219 residential customers and 413 commercial and

industrial customers.

2. Bermuda’s business office is located at 4544 Highway 95, Bull Head City

! Bermuda’s initial CC&N was granted in Decision No. 33710 (February 26, 1962).

; EXHIBIT
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1 | Arizona, 86426 and its telephone number is (928) 763-6676. Bermuda’s primary
2 | management contact is Wendolyn S.W. Barnett. Ms. Barnett is employed by Utilities,
3 | Inc. as Regional Director for the Western Region.
4 3. The persons responsible for overseeing and directing the conduct of this rate
5 | application are Wendolyn Barnett and Bermuda’s rate case specialist, Ms. Kirsten Weeks.
6 | Ms. Barnett’s mailing address is 1240 E. State Street, Suite 115, Pahrump, Nevada 89048
7 | and her telephone number is (775) 727-5575; her telecopier number is (775) 727-7752 and
8 | her e-mail address is WSBarnett@uiwater.com. Ms. Weeks’ mailing address is 2335
9 | Sanders Road, Northbrook, Illinois 60062, her telephone number is (847) 498-6440; her
10 | telecopier number is (847) 498-2066 and her e-mail address is KEWeeks@uiwater.com.
11 | Al discovery, data requests and other requests for information concerning this
12 | Application should be directed to Ms. Weeks, including copies by e-mail, with a copy
13 | to undersigned counsel for Bermuda, including by e-mail to pblack@fclaw.com and
14 | wbirk@fclaw.com.
15 4. Bermuda’s present rates and charges for utility service were approved by the
16 | Commission in Decision No. 61854 (July 21, 1999) using a test year ending December 31,
17 | 1997.
18 . S. Bermuda maintains that revenues from its utility operations are presently
19 | inadequate to provide Bermuda a fair rate of return on the fair value of its utility plant and
20 | property devoted to public water utility service, including significant increases in
21 | Bermuda’s water utility plant. Operating expenses have also increased since the last test
22 || year. These changes since the test year in the prior rate proceeding have caused the
23 | revenues produced by the current rates and charges for water utility service to become
24 | inadequate to meet operating expenses and provide a rcasonable rate of return for
25 | Bermuda. Therefore, Bermuda requests that certain adjustments to its rates and charges
26 | for utility service be approved by the Commission so that Bermuda may recover its
FENIENORE Crne 2
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operating expenses and be given an opportunity to earn a just and reasonable rate of return
on the fair value of its property. Bermuda agrees to use its original cost rate base as its
fair value rate base in this proceeding to minimize disputes and reduce rate case expense.

6. Filed concurrently herewith are the schedules required pursuant to A.A.C.
R14-2-103. The test year utilized by Bermuda in connection with the preparation of such
schedules is the 12-month period that ended June 30, 2010. Bermuda requests that the
Commission utilize such test year in connection with this Application, with appropriate
adjustments to obtain a normal or more realistic relationship between revenues, expenses
and rate base during the period in which the rates established in this proceeding are in
effect.

7. During the test year, Bermuda’s adjusted gross revenues were $2,858,966.
The adjusted operating income was $343,707 leading to an operating income deficiency
of $566,375. The adjusted fair value rate base was $10,323.080. Thus, the rate of return
during the test year was 3.33 percent.

8. Bermuda submits that the overall rate of return to Bermuda is too low to
allow it to pay reasonable dividends, maintain a sound credit rating, and/or enable
Bermuda to attract additional capital on reasonable and acceptable terms in order to
continue the investment in utility plant necessary to adequately serve customers.

9. Bermuda is requesting an increase in revenues equal to $922,419, an
increase in revenues of 34.17 percent. The adjustments to Bermuda’s rates and charges
that are proposed herein, when fully implemented, will produce a rate of return on the fair
value rate base equal to 8.82 percent.

10.  Previously filed in support of this Application is the Direct Testimony of
Wendolyn S.W. Barnett, providing an overview of Bermuda and discussing Bermuda’s

improvements since the last rate decision, attached hereto as Attachment 1. Also filed is

the revised Direct Testimony of Kirsten Weeks that collectively provide an overview of

3
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Bermuda’s rate filing, discussion of the revenue requirement, including the “A” through
“F” schedules, and the “G” schedules, development of the rate base and income statement
adjustments, cost of equity capital and related issues, proposed rates, including the “H”
schedules, and discussion of the effects of the proposed rates on customers’ bills. Ms.

Weeks’ direct testimony and schedules is attached hereto as Attachment 2.

WHEREFORE, Bermuda requests the following relief:

A. That the Commission, upon proper notice and at the earliest possible time,
conduct a hearing in accordance with A.R.S. § 40-251 and determine the fair value of
Bermuda’s utility plants and property devoted to providing water utility service;

B. Based upon such determination, that the Commission approve permanent
adjustments to the rates and charges for water utility service provided by Bermuda, as
proposed by Bermuda herein, or approve such other rates and charges as will produce a
just and reasonable rate of return on the fair value of Bermuda’s utility plant and property,
and

C. That the Commission authorize such other and further relief as may be
appropriate to ensure that Bermuda has an opportunity to earn a just and reasonable return
on the fair value of their utility plant and property and as may otherwise be required under

Arizona law.

RESPECTFULLY SUBMITTED this 11™ day of February, 2011.

FENNEMORE CRAIG, P.C.

AT A ek ot et -

By —

Phtrick\J. Black

3003 North Central Avenue

Suite 2600

Phoenix, Arizona 85012

i\.ttorneys for Bermuda Water Company,
nc.
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Attorneys for Bermuda Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE DOCKET NO: W-01812A-10-0152

APPLICATION OF BERMUDA WATER
COMPANY. AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
THEREON.

DIRECT TESTIMONY OF
WENDOLYN S.W. BARNETT
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PLEASE STATE YOUR NAME, PRESENT POSITION AND BUSINESS
ADDRESS.
My name is Wendolyn Barnett and I am the Regional Director for the Western
Region of Utilities, Inc. (UI”), which includes Arizona and Nevada. My business
address is 1240 E. State Street, Suite 115, Pahrump, Nevada 89048.
WHAT ARE YOUR DUTIES IN YOUR CURRENT POSITION?
In my current position, I am responsible for directing the safe, efficient and
economical operation of the Western Region assets. My current duties and
responsibilities during the test year include the following:
e Economic performance of operating subsidiaries within the Western Region,
e Lead operations team to be in compliance with all applicable local, state and
federal regulations,
e Maintain assets in good operating condition,
e Developing capital plan to meet customer growth and adherence to that
plan,
e Margin review analysis to ensure efficient operations,
e Foster and ensure safe work environment,
e Manage relationships with the community,
e Manage and provide leadership for staff of approximately 43 people,
e Provide information to national headquarters and manage to expectations,
and
e Staying abreast of local environmental and utility regulations.
WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL
BACKGROUND?
I graduated from Friends University in May of 1991 with a Bachelor of Science in

Human Resources. I have been employed by Water Service Corporation and

2
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providing services to Ul since June 6, 2006.

I have been involved in the water and sewer utility industry for three years
managing nine water systems including forty-one active wells, eleven booster
stations, approximately twenty-four million gallons of storage and almost 450 |
miles of water main, on the water side. I am responsible for overseeing a staff of
thirty-four, operating in two states through 7 UI affiliates that serve a total of
approximately 20,000 customers. |

My employment with the Company began as Business Manager for the Western
Region. As Business Manager, I was responsible for the evaluation of capital
project proposals, ensuring that alternatives had been explored to find the best
resolution, evaluation of expenses and for coordination with corporate accounting
to maintain rccords. I was promoted to Regional Director in January of 2008.
HAVE YOU TESTIFIED BEFORE THE ARIZONA COMMERCE
COMMISSION (THE “COMMISSION”)?

No.

HAVE YOU TESTIFIED BEFORE ANY OTHER PUBLIC UTILITY
COMMISSION?

Yes, [ have provided testimony in Public Utilities Commission of Nevada docket

numbers 09-06037 (Utilities, Inc. of Nevada general rate case), 09-07017

. (Interpretation of Utilities, Inc. of Central Nevada Rule 12), 09-12017 (Utilities,

Inc. of Central Nevada general rate case), and 10-03032 (Sky Ranch Water Service

general rate case).

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?
The purpose of my testimony is to provide the Commission with a brief overview

of our Bermuda Water Company (Bermuda) operations and our continued efforts

3
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to provide our customers with the best possible water utility services and provide
support for the portion of the Company’s application to increase its rates pertaining
to the provision of water utility services.

WOULD YOU BRIEFLY DESCRIBE THE COMPANY’S WATER
OPERATIONS?

Yes. Bermuda’s water system encompasses the southern portion of Bullhead
City, most of Fort Mojave Mesa and the northern portion of Mohave Valley which
are located along the Colorado River in Mohave County, Arizona. The Company’s
operational office is centrally located at 4544 Highway 95 in a 4500 square foot
block building completed in 1991. The building contains our office, shop and
work areas.

The system spans an area 10 miles north to south and two to four miles east to west
with the certificated area covering all or a portion of 24 of the square mile sections.
The southern portion of the service area resembles a “checker board” due to land
ownership of alternating sections by the Fort Mojave Indian Reservation, the State
of Arizona, and the U.S. Department of the Interior, Bureau of Land Management,
(BLM).

The system is designed to provide potable water and sufficient water pressure to
provide fire protection service to residential and commercial customers in the
service area. Bermuda has developed two distinct pressure zones to take advantage
of the geographic elevations in order to supply water using gravity flows in the
distribution system. Pressure reducing valves are strategically located throughout
the system.

Bermuda wholesales water to Arizona American Water Company in Section 23,
T19N, R22W, to Sunrise Vista Utility in Section 18, TI9N, R22W, and to the Fort
Mojave Tribal Utility Authority in Section 14, T18N, R22 W. There is also a tie-in

4
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at the Mesquite Creek subdivision on Boundary Cone Road to wholesale water to
the Fort Mojave Tribal Utility Authority.

Ground water pumped from area wells has been deemed Colorado River water by
various regulatory authorities and currently is subject to administrative
requirements of the Colorado River Compact and other interstate agreements.
Colorado River water is contracted to Bullhead City and the Mohave Valley
Irrigation and Drainage District (MVIDD) by the U.S. Department of the Interior,
Bureau of Reclamation. Prior to developing a subdivision in Bermuda’s service
area, developers are required to obtain a sufficient allocation of water from
available contract supplies to serve the resulting population of the subdivision.

It is currently the policy of the MVIDD to allocate water directly to the property
being subdivided. Bermuda then supplies this water to the subdivisions within its
service area.

The Company owns nine wells. Eight of the wells are in operation. The operating

design for these wells is shown below in Table 1.

TABLE 1: SOURCE OF SUPPLY

Main Zone
Depth | Casing Pum Pump Rated Actual

Location (ﬁ?) (in.) D(e ; Motor CPurnp ?umping

. : apacity ~apaci
ADWR No ( (gPM) ( é’P Mt)y
Well #1
55-527191 200 20/16 168 100 HP 850 750
Well #2
55-600335 200 18 168 75 HP 575 575
Well #3
55-600336 200 20 168 60 HP 460 320
Well #4
55-600337 180 8 148 30 HP 275 250
Well #6
55-806426 300 20 180 60 HP 460 460
Well #7
55-532342 185 12 160 60 HP 460 460
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55-215355

Well #8 ' ‘ ) o

55-565030 200 12 160 60 HP 460 460

Well #9 . _
200 16 160 75 HP 575 575

The depth to water for the wells has not varied since the Company has been in
business.

Bermuda’s system is designed to allow well pumping, whenever possible, during
off-peak hours when power costs are less and there is no demand charge. Water
from all wells is pumped to our main storage tanks. Water from the main storage
site is boosted to the highest-pressure zone when needed.

Bermuda has three storage sites in its two pressure zones. Two of the sites are in
use while the third site is held for development of the southeastern portion of our

system. Bermuda’s storage capacity is in excess of 2.7 million gallons. Operating

data is shown in Table 2 below.

TABLE 2: STORAGE CAPACITY

SITE CAPACITY QUANTITY | ELEVATION
ZONE
El Rodeo Rd. 2,000,000 4 790
Main
- 744,000 2 940
High Arroyo Vista
High (Future) ' N/A 240
Boundary Not in service
Cone

The Arroyo Vista Booster Station is located on Shadow Canyon Drive in Bullhead
City.

capacity of 500 gpm. It was designed to operate two pumps on a rotating basis

It was upgraded in 2009 to three 60 hp pumps, each with a pumping

with the third pump as backup. Capacity at the booster station doubled due to this

upgrade.
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The main storagé reservoirs at the El Rodeo site hold 2,000,000 gallons at an
elevatidn of 790 feet. The site, which is centrally located on land leased from the
State of Arizona, provides gravity flow water with constant pressure to most of the
Company’s active service area. |

The storage reservoirs in the High Zone are supplied by water from the main
storage reservoir that is then lifted at the Arroyo Vista Booster Station. The
Arroyo Vista tank site is located on land leased from the U.S. Department of the
Interior, Bureau of Land Management (BLM). The southern, future storage site
near Boundary Cone Road is also located on land leased from the BLM.

Bermuda has approximately 170 miles of mains installed. The vast majority of the
main installations have occurred since 1984. Company mains are interconnected as
much as possible so as to provide an integrated system with few “dead end” lines.
Transmission lines are designed so that water is available to all parts of our system
in the event of well or storage outages.

Comparative operating statistics for customer connections for 2006, 2007, 2008,
and 2009 are shown in Table 3. Average daily usage includes water used for

construction as well as residential and commercial, and wholesale sales.

TABLE 3: CUSTOMER DEMAND

2006 2007 2008

Average Daily Usage per
Customer (gallons) ' 462 442 428

Peak Month, Average Daily
Usage per Customer (gallons) 551 521 520

Average Daily System
Usage (MGD 3.5 3.6 3.4

4.2 4.3 4.0

Peak Month, AveraI%e Daily
System usage (MGD)
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WITHIN THE COMPANY, WHO IS RESPONSIBLE FOR ENSURING
THAT CUSTOMERS ARE RECEIVING THE BEST POSSIBLE SERVICE?
I have the overall responsibility for ensuring that our customers receive the best
possible service. In order to discharge this responsibility, I make every effort to
see thzit ihe company hires and maintains a highly qualiﬁed and professional staff
of individuals. Debra Fields is the Area Manager and Operator of Record.
Together, we continue to make customer satisfaction the primary responsibility of
each and every employee.

WHAT ONGOING PROGRAMS DOES THE COMPANY HAVE IN PLACE
TO HELP ENSURE THAT CUSTOMERS RECEIVE QUALITY UTILITY
SERVICE?

First and foremost, we make certain that our operations personnel are duly certified
by environmental regulatory authorities. We provide training resources in order to
increase their knowledge and education in the water field. Some of our licensed
operators hold the highest levels of water certifications allowed by the state of
Arizona, and each certified operator must maintain 30-hours of additional,
approved continuing education training every 3 years, as required by ADEQ. We
also hold monthly staff and safety meetings to specifically address service
concerns, as well as to increase employee sensitivity to customer satisfaction, all
while proViding a safe working environment. Topics covered include service
problems we have encountered, steps taken to solve these problems, new
regulations and cost control measures. Specific safety issues pertaining to not only
operations, but at home safety are chosen for discussion and review. These regular
meetings also serve as an opportunity to reinforce our customer service philosophy,
as well as to keep each of us focused on what is important — our customers.

Continuing education programs are provided for all employees, including classes

8
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routinely conducted by Company staff as well as outside consultants. Our most
valuable resource is our personnel. By keeping up to date with new methods and
changing regulations,‘ we enable them to provide better service and hold down
costs.

To ensure that our customers are provided the best possible service we also employ
a capital improvements program, as well as ongoing operational programs such as
routine testing and periodic water main flushing to improve water quality, valve
exercising program, and a 24-hour-a-day, seven-day-a-week on-call emergency
service. Most facilities are checked 7 days per week, 365 days per year. Some
typical upgrades performed in the water systems include the installation of new
wells, replacement or repair of various pumping equipment, the installation of
additional chemical feed equipment, upgrades to the pumping capacity, piping,
electrical controls, replacement and or repair of hydro-pneumatic storage tanks,
installation of elevated storage tanks, and painting of all the facilities. These
programs and upgrades also help ensure that company-wide facilities are properly
maintained and safety standards are met.

Communication with our customers and community leaders regarding issues which
may have an impact on the quality or cost of service is also an important aspect of
our business. As increased environmental regulation continues to place upward
pressure on the cost of providing service, it becomes more important for us to
inform customers of the measures we must take to ensure that their drinking water
is safe. Included in these customer communication efforts would be attendance at
Bullhead City Franchise meetings, customer letters, bill inserts and back-of-the-bill
messages, and the annual Consumer Confidence Reports detailing the Safe
Drinking Water Act compliance.

In addition to these efforts, the Company has an established Web-site that provide

9




O &0 9 & v & W N =

NN N N NN e e e e e i e e ek e
wn B W N = O O X NI YN AW N~ o

26

FENNEMORE CRAIG]
A PROFESSIONAL CORPORATION|
PHOENIX

customers direct access to the company and information, we’ve also implemented
an automatic message delivery system whereby we are able to provide specific
information to customers in a particular geographic area or subdivision, advising
them of any upgrades or emergency repairs being done, which may cause service
outages. We are also able to notify customers in advance of scheduled repairs,
periodic flushing of the water system, or other updates regarding repairs being
made.

HAS INCREASED FEDERAL REGULATION OF THE WATER
UTILITIES CONTINUED TO HAVE AN IMPACT ON THE COMPANY?
Absolutely, yes. The EPA’s Safe Drinking Water Act (SDWA) and the Clean
Water Act (CWA) have changed the way in which water utilities conduct their
business. The Arizona Department of Environmental Quality (ADEQ) implements
statutes and regulations adopted by the state of Arizona under these federal
enactments. Additional costs have been placed upon water and wastewater utilities
to comply with more exacting limits in this area. While we have already complied
with many of the requirements contained in the reauthorization of the SDWA and
CWA, and new requirements continue to be promulgated.

DO YOU HAVE ANY SPECIFIC EXAMPLE OF FEDERAL
REGULATORY IMPACT TO BWC?

Due to new regulations changing the MCL for Arsenic to 10 ppb, Well 5, which
had a contaminant level of 18 ppb, was taken out of inventory. A new 10 inch
water main was installed to supplement the water source for the Arroyo Booster
Station. The pumps at the booster station were upsized to 60 hp to meet demand.
WHAT IMPACT DO THESE REGUALTIONS HAVE ON THE
COMPANY’S CUSTOMERS?

The cost of providing water and wastewater utility service will obviously increase;

10
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but, in turn our custoniers receive the benefit of safer drinking water that is free of
harmful contaminants. Our customers also benefit from our commitment to provide
them with safe and reliable utility service which is reinforced by éompliance.
Understandably, customers may be unaware of our efforts to méeti régulatory
requirements since they do not necessarily see a perceptible change in the quality
of service and therefore, may also be largely unaware of the hidden benefits of
compliance. Without the benefits of compliance, residential development simply
cannot be sustained — much less begun. And, of course, these benefits accrue to the
overall well-being and value of the communities we serve.

DOES THIS CONCLUDE YOUR TESTIMONY?

> o

Yes, however, 1 reserve the right to supplement or make corrections to this

testimony at the time of the hearing in this proceeding.

2381365.1

11
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Phoenix, Arizona 85012

Attorneys for Bermuda Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE DOCKET NO: W-01812A-10-0152

APPLICATION OF BERMUDA WATER
COMPANY. AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
THEREON.

DIRECT TESTIMONY (AMENDED) OF
KIRSTEN WEEKS




1§ Q. PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS
2 ADDRESS FOR THE RECORD.
3| A My name is Kirsten Weeks. I am employed as a Manager of Regulatory
4 Accounting at Utilities, Inc., 2335 Sanders Road, Northbrook, Illinois 60062.
51 Q. WHATIS YOUR PROFESSIONAL BACKGROUND?
6| A I have been employed by Utilities, Inc. since August of 2002. Since that time I
7 have been involved in several phases of rate-making in many regulatory
8 jurisdictions. I graduated from Coe College in 2001, and I have passed the CPA
9 exam. I had one year of public accounting/auditing experience prior to joining
10 Utilities, Inc., and have successfully completed the utility regulation seminar
11 sponsored by NARUC.
12 | Q. PLEASE EXPLAIN YOUR JOB RESPONSIBILITIES AT UTILITIES, INC.
13 | A. My responsibilities include: financial analysis of individual subsidiaries of !
14 Utilities, Inc., preparation of rate applications, facilitation of regulatory audits, and !
15 the submission of testimony and exhibits to support rate applications.
16 | Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
17 | A.  The purpose of my testimony is to sponsor the Application of Bermuda Water
18| Company (“Application”) for an increase in its rates for Water service provided to
19 its service area in Arizona, which was originally filed with the Commission on
20 December 30, 2010.
21 Q. PLEASE DESCRIBE BERMUDA WATER COMPANY.
‘ 22§ A Bermuda Water Corhpany (“Bermuda” or “Company”) is a wholly owned
23 subsidiary of Utilities, Inc. (“UI”). Bermuda was incorporated for the purpose of
24 owning and operating a water utility system and, as of June 30, 2010, Bermuda
25 serves 8,649 water equivalént residential customers (ERCs). Bermuda maintains
26
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an operations office in Fort Mojave, AZ and a customer service office in Pahrump,
NV (élthough calfs can also be answered by customer service representatives in
Altmonte Springs, FL or Charlotte, NC). Administrative functions such as
regulatory services, management, accounting, billing, human resources and data
procéssing are performed from the Ul office in NOrthbr"ovok, Ilinois.

PLEASE DESCRIBE UL

UI is unique within the water and wastewater industry in many respects. From its
inception almost 40 years ago, UI has concentrated on the purchase, formation and
expansion of smaller water and/or wastewater utility systems. Often, these types of
systems have experienced operational or financial difficulties or a combination of
both. At the present time, UI has over 75 systems that provide service to
approximately 250,000 customers in 15 states.

DO BERMUDA CUSTOMERS BENEFIT FROM THE COMPANY’S
AFFILIATION WITH UI?

Yes. The affiliation with Ul has many benefits for Bermuda customers. One of the
primary benefits is Bermuda’s access to a large pool of human resources from
which to draw upon. There are experts in various critical areas, such as
construction, engineering, operations, accounting, data processing, billing,
regulation, customer service, and other fields. This combined expertise and level
of experience is not available in a more cost effective manner elsewhere.

Given UI’s focus on water and wastewater systems only, its personnel have the
ability to meet the challenges of this rapidly changing industry. Because of this
focus, our companies enjoy some unique advantages, one of which is that capital is
available for improvements and expansion at a reasonable cost. With increasingly
more stringent health and environmental standards, ready access to capital will

prove vital to continued quality service in the water and sewer utility business.

3




1 In addition, the UI group of companies has national purchasing power that results
2 in lower costs to rate payérs. Expenditures for insurance, vehicles, chemicals, and
3 meters are a few examples of purchases where national contracts provide tangible
4 benefits to rate-payers. |
51 Q. WHY IS BERMUDA REQUESTING RATE RELIEF IN ITS WATER
6 SYSTEM AT THIS TIME?
71 A Under present rates, Bermuda is not able to meet its operating costs and earn a
8. reasonable return on its investment in the Bermuda water system. Bermuda was
9 acquired by Ul in June of 2000 and has never requested rate relief under Ul
10 ownership. In fact, the prior rate case for Bermuda concluded approximately 11 %2
11 years ago. As reflected in its application for the test year ended June 30, 2010,
12 Bermuda’s return on its rate base was 3.33% and the corresponding return on its '
13 equity is 3.33% after known and measurable adjustments. In addition, as time
14 passes, the need for rate relief will increase. Without satisfactory rate relief,
15 Bermuda’s ability to continue to provide safe, reliable and efficient water utility
16 service to its customers will be placed in jéopardy, and Bermuda will be unable to
17 meet its financial obligations.
18 | Q. PLEASE DESCRIBE THE COMPANY’S APPLICATION.
191 A The Company’s application consists of several schedules, split into sections that
20 are labeled alphabetically.b The A schedules provide summary changes of financial
21 position and the final calculation of the revenue requirement. The B schedules
22 provide data on rate base before and after pro forma adjustments, while the C
23 schedules provide data on net income before and after pro forma adjustments. The
24 D schedules represent the Company’s capital structure. The E schedules include
25 comparative statements and company operating statements. The F schedules
26 contain the Company’s projected financial statements. The G schedules were not
R Peoresaiona cononstod 4
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completed because Bermuda did not prepare a cost of service study. Finally, the H
schedules provide information on consumption and usage patterns.

WOULD YOU PLEASE SUMMARIZE THE PROPOSED RATE CHANGES
IN THE COMPANY’S WATER RATE SCHEDULE?

Schedule H-3 contains the Company’s base and usage charges at present and
proposed rates, which are also stated below.

WERE THE FINANCIAL SCHEDULES IN THE APPLICATION
PREPARED BY YOU OR UNDER YOUR DIRECTION?

Yes, the schedules attached to the Application were prepared by me and are
attached as schedules ranging from A to H, as discussed above.

WOULD YOU PLEASE PROVIDE A BRIEF EXPLANATION OF THE
PRO FORMA ADJUSTMENTS INCLUDED ON SCHEDULE B-2?

Certainly. Adjustments are detailed in the bullet points below.

o Adjustment #1 - Allocations from the parent company and regional
offices were annualized to account for sales of Utilities, Inc. companies
and adjusted ERC bases at test year end, June 30, 2010.

e Adjustment #2 — Vehicles and the related accumulated depreciation for
vehicles has been adjusted to reflect a five year straight line depreciation
rate. In addition, only vehicles assigned to employees who provide
service to Bermuda are included for ratemaking purposes. These
vehicles and the related accumulated depreciation have been allocated on
the basis of ERCs in the given systems in 'Which the employee provides
service. For example, the vehicle driven by Ms. Barnett (and its
accumulated depreciation) is allocated b‘etween both Nevada and
Arizona systems, since Ms. Barnett is the regional director for these five

systems.
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Q.

Adjustment #3 — This adjustment affects UPIS, accumulated
depreciation, and accumulated amortization of CIAC; This adjustment
pertains to certain individual UPIS accounts. Some accounts required a
reclassification only. For example, land & land rights was booked to the
general subsection, when in actuality, the land & land rights we own is
for our treatment plant. Because this is a reclassification only, it has a
zero impact on total rate base. The adjustment that causes the impact on
rate base of $108,705 relates to AFUDC calculations and the timing of
closed projects. Several projects suffered from incorrect AFUDC
calculations and some projects were closed too early, while others were
closed too late. The result of correcting the AFUDC was $108,705.
Accumulated depreciation was affected by the plant adjustment, as well
as by the fact that incorrect depreciation rates have been used since
acquisition. = The incorrect depreciation rate issue also affects
accumulated amortization of CIAC. In Bermuda’s rate case prior to
purchase by Ultilities, Inc., the Corporation Commission ordered
Bermuda to use a composite depreciation rate of 2.76%. The Company
has corrected the accumulated depreciation and accumulated
amortization of CIAC with the 2.76% composite rate through June 30,
2009. For the test year period, the Company switched the depreciation
and amortization to reflect the rates it intends to use going forward.
Those rates are attached as KEW Exhibit 1 and reflect class of asset rates
as recommended by Staff engineers at the Arizona Corporation

Commission.

WHAT PRO FORMA ADJUSTMENTS ARE REFLECTED ON SCHEDULE

C?
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A.

Adjustments are detailed in the bullet points below.

Adjustment #1 - Allocations from the parent company and regional
offices were annualized to account for sales of Utilities, Inc. companies
and adjusted ERC bases at test year end, June 30, 2010.

Adjustment #2 — Salaries, benefits, payroll taxes, vehicle depreciation
expense, and transportation expenses have been adjusted to accurately
reflect the employee allocation percentages for Bermﬁda. Only vehicles
assigned to employees who provide service to Bermuda are included for
ratemaking purposes and these vehicles are depreciated over five years,
straight line. All of these adjustments are allocated on the basis of ERCs
in the given systems in which the employee provides service. For
example, the salary, benefits, payroll taxes, and vehicle depreciation
expense related to Ms. Barnett is allocated between both Nevada and
Arizona systems, since Ms. Barnett is the regional director for these five
systems. Transportation expense per vehicle is calculated by taking the
total transportation expense for Utilities, Inc. and dividing that by the
number of vehicles, which results in an average transportation expense
per vehicle. That average transportation expense is then allocated in the
same manner as salaries, benefits, payroll taxes, and vehicle depreciation
expense.

Adjustment #3 — This adjustment affects depreciation and amortization
expense. This adjustment pertains to certain individual depreciation and
amortization accounts and occurred for three reasons. First,
reclassifications between plant or CIAC accounts will affect the test year
depreciation expense among each individual plant account, since test

year depreciation eéxpense was calculated at the class of asset rates

7




1 shown in KEW Exhibit 1. In addition, several capital projects suffered
2 from incorrect AFUDC calculations and some projects were closed to
3 early, while otheré were closed tob late, which will also affect
4 depreciation expénse Finally, depreciation and amortiiation expense
5 were affected by the plant adjustment, as well as by the fact that
6 incorrect depreciation rates have been ﬁsed since acquisition. In
7 Bermuda’s rate case prior to purchaée by Utilities, Inc., the Corpdratioﬁ
8 Commission ordered Bermuda to use a composite depreciation rate of
9 2.76%. The Company has corrected the accumulated depreciation and
10 accumulated amortization of CIAC with the 2.76% composite rate
11 through June 30, 2009. For the test year period, the Company switched
12 the depreciation and amortization to reflect the rates it intends to use
13 going forward. Those rates are attached as KEW Exhibit 1 and reflect
14 class of asset rates as recommended by Staff engineers at the Arizona
15 Corporation Commission.
16 e Adjustment #4 — A small revenue adjustment has been made to remove
17 the accrual since the consumption analysis accounts for 12 full months of
18 billing. In addition, a small adjustment has been made to tie revenues to
19 the billing analysis.
20 e Adjustment #5 — This adjustment zeroes out AFUDC for ratemaking
21 purposes and sets taxes to zero in order for proposed income taxes to be
22 calculated on the proposed revenue requirement and taxable income. In
23 addition, interest expense is calculated by multiplying the total pro forma
24 rate base by the weighted cost of debt.
25 ° Adjustnient #6 — The Company has included the total estimated cost of
26 this proceeding, amortized to expense over three years.
FEnMons Cne 8
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WHAT TYPE OF RATEMAKING METHODOLOGY DOES THE
COMPANY PROPOSE THAT THE COMMISSION EMPLOY IN THIS
CASE?
The Company proposes that its rates be determined utilizing the rate of return on
rate base methodology.
IS RATE OF RETURN ON RATE BASE TREATMENT APPROPRIATE
FOR THE COMPANY?
Absolutely. The Company has a substantial rate base and needs to earn a rate of
return that is sufficient to obtain the necessary equity and debt capital that a larger
utility needs for sound operation.
WHAT IS THE REQUESTED RETURN ON EQUITY IN THIS FILING?
The requested return on equity is 10.46%.

HOW WAS THIS RETURN CALCULATED?
In an effort to keep rate case expense reasonable, the Company chose not to hire a
rate of return expert. Instead, the Company relied on a leverage formula. A
leverage formula is a calculation that provides a rangé of returns for a utility
company based on that company’s capital structure. For example, based on the
formula, a company that is highly leveraged will generate a higher return than a
company that has a high equity percentage. The range also has a control factor to it
_ while the floor for the formula is 100% equity, thé ceiling is 40% equity (or 60%
debt). This means that a company that has over 60% debt is limited to a 60%/40%
debt/equity structure in the formula.
HAS THE LEVERAGE FORMULA BEEN APPROVED AND USED IN
OTHER STATES?
Yes, the leverage formula has been used in Florida for over a decade. The Florida

Public Service Commission’s formula is what Bermuda has proposed in this

9




1 proceeding and provides a réasonable and fair return to Bermuda’s shareholders. A
2 more detailed description of the formula and exactly how the formula is derived is
3 attached as KEW Exhibit 2, which consists of the proposed agency action order in
4 Florida Docket No. 100006-WS explaining the formula and proposing the most
S current formula, as well as the consummating order that placed the formula into
6 effect for the remainder of 2010 and into 2011.
7 | Q. HAVE OTHER STATES ADOPTED A LEVERAGE FORMULA?
8 | A. Yes they have. On December 8, 2010, the Nevada Public Utilities Commission
9 approved a draft order in Docket No. 09-02025 Othat requests Nevada Public
10 Utilities Staff to propose a leverage formula including ranges of returns on equity.
11 This will now allow Nevada water and wastewater companies to use the most
12 recent leverage formula in their filings. Due to the fact of the approval of the draft
13 order being so recent, a final order is not yet issued in this Nevada docket,
14 however, it is worth noting that a leverage formula was accepted by the Nevada
15 - Public Utilities Commission in Sky Ranch Water Service in Docket No. 10-03032.
16 Sky Ranch is a wholly owned subsidiary of Utilities, Inc. and a sister company to
17 Bermuda.
18 | Q. DOESTHIS CONCLUDE YOUR TESTIMONY AT THIS TIME?
19 A Yes, it does.
20
2381341.1
21
22
23
24
25
26
oo crud 10
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Bermuda Water Company
Test Year Ended June 30, 2010
Index of Standard Filing Schedules for Class B Water Utilities

Schedule No.

Schedule A-1
Schedule A-2
Schedule A-3
Schedule A-4
Schedule A-5

Schedule B-1
Schedule B-2
Schedule B-3
Schedule B-4
Schedule B-5

Schedule C-1
Schedule C-2
Schedule C-3

Schedule D-1
Schedule D-2
Schedule D-3
Schedule D-4

Schedule E-1
Schedule E-2
Schedule E-3
Schedule E-4
Schedule E-5
Schedule E-6
Schedule E-7
Schedule E-8
Schedule E-9

Schedule F-1
Schedule F-2
Schedule F-3
Schedule F-4

Schedule G-1
Schedule G-2
Schedule G-3
Schedule G-4
Schedule G-5
Schedule G-6
Schedule G-7

Scheduie H-1
Schedule H-2
Schedule H-3
Schedule H-4
Schedule H-5

Title

Computation of Increase in Gross Revenue Requirements
Summary of Results of Operations

Summary of Capital Structure

Construction Expenditures and Gross Utility Plant in Service
Summary Changes in Financial Position

Summary of Original Cost and RCND Rate Base Elements
Original Cost Rate Base Pro Forma Adjustments

RCND Rate Base Pro Forma Adjustments

RCND by Major Plant Accounts

Computation of Working Capital

Adjusted Test Year Income Statement
Income Statement Pro Forma Adjustments
Computation of Gross Revenue Conversion Factor

Summary of Cost of Capital

Cost of Long-Term and Short Term Debt
Cost of Preferred Stock

Cost of Common Equity

Comparative Balance Sheet

Comparative iIncome Statements

Comparative Statement of Changes in Financial Position
Statement of Change in Stockhoders' Equity

Detail of Utility Plant

Comparative Departmental Operating Income Statements
Operating Statistics

Taxes Charged to Operations

Notes to Financlal Statements

Projected Income Statements - Present and Proposed Rates
Projected Changes in Financial Position - Present and Proposed Rates
Projected Construction Requirements

Assumptions Used in Developing Projections

Cost of Service Summary - Present Rates
Cost of Service Summary - Proposed Rates
Rate Base.Allocation to Classes of Service
Expense Allocation to Classes of Service
Distribution of Rate Base by Function
Distribution of Expenses by Function
Development of Allocation Factors

Summary of Revenues by Customer Classification - Present and Proposed Rates
Analysis of Revenue by Detailed Class

Changes in Representative Rate Schedules

Typical Bill Analysis

8ill Count

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - Index

Exhibit: Index
Page 1

Witness

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks

Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
Witness: Kirsten Weeks
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule A-1
Computation of Increase in Gross Revenue Requirements Page 1
Witness: Kirsten
Weeks
Line
No.
Computation of Increase in Gross Revenue Requirements
1 Adjusted Rate Base $ 10,323,080
2 Adjusted Operating income $ 343,707
3 v Current Rate of Return 3.33%
4 Required Operating Income $ 910,083
S Required Rate of Return 8.82%
6 Operating Income Deficiency $ 566,375
7 Gross Revenue Conversion Factor 1.6286
8 Increase in Gross Revenue Requirements $ 922,419

Spread of Revenue Increase by Customer Classification

Customer Classification Present Rates Proposed Rates Dollar Increase Percent [ncrease
9  Residential $ 2,248,800 $ 3,017,100 $ 768,300 34.16% ;
10 Commercial : $ 145334 S 194,971 S 49,637 34.15% :
11 Construction S 35,083 $ 47,146 $ 12,063 34.38% j
12 lrrigation $ 110,467 $ 148,469 $ 38,002 34.40% {
13 School $ 15680 $ 21,035 $ 5,355 34.15% }
14 Wholesale $ 132,725 $ 177,972 $ 45,247 34.09% L
15 Total Water Revenues $ 2,688,088 $§ 3,606,693 $ 918,605 34.17% |

Supporting Schedules : B-1, C-1, C-3, 0-1, H-1

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - A-1 Pagelof 1




Bermuda Water Company
Test Year Ended June 30, 2010
summary of Results of Operations

Exhibit:
Schedule A-2
Page 1

Witness: Kirsten
Weeks

Prior Years Ended Test Year Projected Year

Line Actual Adjusted Present Rates | Proposed Rates

No. Description 6/30/2008 6/30/2009 6/30/2010 6/30/2010 6/30/2011 6/30/2011
1 Gross Revenues 3,143,665 3,014,205 2,863,051 2,858,966 2,858,966 3,781,385
2 Revenue Deductions & Operating Expenses 2,469,709 2,455,883 2,354,735 2,515,258 2,515,258 2,655,234
3 Operating Income $ 673956 & 558,316 $ 508,317 § 343,707 $ 343,708 § 1,126,150
4  Other Income and Deductions - (2,277) (2,222) (2,222) {2,222) ' (2,222)
S Interest Expense 288,255 350,977 377,409 - - -
6 Netincome $ 385,701 § 209,616 S 133,130 $ 345,929 § 345,930 $ 1,128,372
7 Earned Per Average Common Share N/A N/A N/A N/A N/A N/A
8 Dividends Per Common Share N/A N/A N/A N/A N/A N/A
9  Payout Ratio N/A N/A N/A N/A N/A N/A

10 Return on Average Invested Capital

11 Return on Year End Capital 8.50% 6.19% 5.10% 3.33% 3.33% 8.82%
12 Return an Average Common Equity

13 Return on Year End Common Equity 8.50% 6.19% 5.10% 3.33% 3.33% 8.82%
14 Times Bond Interest Earned - Before Income Taxes - - - - - -
15 Times Total Interest and Preferred Dividends _ B ; ; _ R

Earned - After Income Taxes
Supporting Schedules : E-2, C-2, A-1, D-1
Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - A-2 Page1of 1




Bermuda Water Company
Test Year Ended June 30, 2010
Summary of Capital Structure

Exhibit:
Schedule A-3
Page 1

Witness: Kirsten Weeks

Prior Years At Test Year At Projected Year At

Line

No. Description 6/30/2008 6/30/2009 6/30/2010 6/30/2011
1 Short-Term Debt - - - -
2 long-Term Debt - - - -
3 Total Debt - 8 -8 - $ -
4  Preferred Stock - - - -
S Common Equity 9,047,204 9,317,267 9,871,422 9,871,422
6 Total Capital 9,047,204 $ 9,317,267 $ 9,871,422 $ 9,871,422

Capitalization .Ratios:
7 Short-Term Debt 0.00% 0.00% 0.00% 0.00%
8 Long-Term Debt 0.00% 0.00% 0.00% 0.00%
9 Total Debt 0.00% 0.00% 0.00% 0.00%
10 Preferred Stock 0.00% 0.00% 0.00% 0.00%
11  Common Equity 100.00% 100.00% 100.00% 100.00%
12  Total Capital 100.00% 100.00% 100.00% " 100.00%
13 Weighted Cost of Short-Term Debt 0.00% 0.00%
14 Weighted Cost of Long-Term Debt 0.00% 0.00%
15 Weighted Cost of Equity 5.10% 8.82%
Supporting Schedules : E-1, D-1
Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - A-3 Pagelof 1




Bermuda Water Company
Test Year Ended June 30, 2010

Construction Expenditures and Gross Utility Plant in Service

Lo
>
®

r
Qo

1  Prior Year Ended
2 Prior Year Ended
-3 Test Year Ended
4  Projected Year Ended
5 Projected Year Ended

6 Projected Year Ended

Supporting Schedules : E-1

6/30/2008
6/30/2009
6/30/2010
6/30/2011
6/30/2012

6/30/2013

$
$
s
$

Construction Net Placed in

Expenditures
72,382 $
33,805 $

0 S

Service
3,569,229
1,522,753
4,244,069
3,823,044
3,823,044

3,823,044

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - A-4

Exhibit:
Schedule A-4
Page 1

Witness: Kirsten
Weeks

Gross Utility Plant
in Service

$ 15,798,125

$ 17,320,878

$ 21,564,947

$ 25,387,991

$ 29,211,035

S 33,034,079

Pagelof 1




Bermuda Water Company
Test Year Ended June 30, 2010
Summary Changes in Financial Position

Exhibit:
Schedule A-5
Page 1

Witness: Kirsten
Weeks

Prior Years Ended Test Year Projected Year
Line Present Rates | Proposed Rates
No. Description 6/30/2008 6/30/2009 6/30/2010 6/30/2011 6/30/2011
Sources of Funds:
1 Operations 792,273 717,192 694,671 869,299 1,612,737
2 Outside Financing 3,004,709 2,855,689 5,606,703 5,634,287 5,634,287
3 Total Funds Provided $ 3,796,982 S 3572882 $ 6,301,375 $ 6,503,586 S 7,247,024
Application of Funds:
4 Construction Expenditures - - - -
5 Other - - - .
6 Total Funds Applied - S - S - $ .

Supporting Schedules : E-3, C-2, B-1

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - A-5
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule B-1
Summary of Original Cost and RCND Rate Base Elements Page 1
Witness: Kirsten Weeks

Original Cost Rate Base -

Line_

No. Adjusted at End of TY
1  Gross Utility Plant in Service 21,761,200
2 Less: Accumulated Depreciation 5,803,833
3 Net Utility Plant in Service S 15,957,368

Less:
4  Advances in Aid of Construction 3,327,086
5 Contributions in Aid of Construction 2,307,201
Add:

6 Allowance for Working Capital -

7 Total Rate Base S 10,323,080

Supporting Schedules : B-2, 8-5
Recap Schedules : A-1, A-2

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - B-1 Pagelof 1
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Bermuda Water Company
Test Year Ended June 30, 2010
RCND Rate Base Pro Forma Adjustments

c
=
@

5

Z
]

1 The Company did not perform a Reproduction Cost New Less Depreciation Study.

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - B-3

Exhibit:

Schedule B-3

Page1l

Witness: Kirsten Weeks
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Bermuda Water Company
Test Year Ended June 30, 2010
RCND by Major Plant Accounts
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Exhibit:

Schedule B-4

Page 1

Witness: Kirsten Weeks

1 The Company did not perform a Reproduction Cost New Less Depreciation Study.

Bermuda 2010 Rate Case Filing - Revised for {nsufficiencies - KW - B-4
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Bermuda Water Company
Test Year Ended June 30, 2010
Computation of Working Capital

.
>
]

' .

=
[o]

1 Working Cash Requirement
2 Material and Supplies Inventories
3  Prepayments

4  Total Working capital Allowance

Recap Schedules : B-1

Exhibit:

Schedule B-5

Page 1

Witness: Kirsten Weeks

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - B-5
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Bermuda Water Company
Test Year Ended June 30, 2010
Adjusted Test Year Income Statement

.
B
]

l "

Z
o

f

-

36
37
38
39

41

42

Description
Revenues
Water Revenues
Other Revenues

Total Revenues

Operating Expenses
ELEC PWR - WATER SYSTEM

CHEMICALS
METER READING
BAD DEBT EXPENSE

BILLING & CUSTOMER SERVICE EXPENSE

EMPLOYEE PENSION&BENEFITS
INSURANCE EXPENSE

IT DEPARTMENT
MISCELLANEQUS EXPENSE
OFFICE EXPENSE

OFFICE UTILITIES/MAINTENANCE
OUTSIDE SERVICE EXPENSE
REGULATORY COMMISSION EXP
RENT EXPENSE

SALARIES & WAGES

TRAVEL EXPENSE

FLEET TRANSPORTATION EXPENSE
MAINTENANCE TESTING
MAINTENANCE-WATER PLANT
MAINTENANCE-WTR&SWR PLANT
DEPRECIATION EXP-WATER
DEPREC EXP-AUTO TRANS
DEPREC EXP-COMPUTER

AMORT EXP-CIA-WATER
PAYROLL TAXES

PROPERTY & OTHER TAXES

DEF INCOME TAX-FEDERAL

DEF INCOME TAXES-STATE
INCOME TAXES-FEDERAL
INCOME TAXES-STATE

Total Operating Expenses

Utility Operating income

Other Income & Deductions
MISCELLANEOUS INCOME

RENTAL / OTHER INCOME

INTEREST EXPENSE-INTERCO
SHORT TERM INTEREST EXP
INTEREST DURING CONSTRUCTION
Total Other income and Deductions

Net income

Supporting Schedules : C-2
Recap Schedules : A-1, A-2

TYest Year Book

Total Pro
Forma

Exhibit:
Schedule C-1
Page 1

Witness: Kirsten
Weeks

Test Year

Resuits Adjustments  Adjusted Results
2,692,173 (4,085) 2,688,088
170,878 - 170,878

$ 2,863,051 $ {4,085) § 2,858,966
358,033 (2,558} 355,476
24,066 62 24,127

229 {2) 228

46,640 1 46,641
35,029 2,239 37,267

146,968 (5,778) 141,190
67,993 10,132 78,125
58,397 5,332 63,729
20,554 - {219) 20,335
15,479 (1,477) 14,001
25,256 3,722 28,977
32,003 . 1,441 33,534

- 50,673 50,673

13,968 (3,322) 10,646
596,004 (23,063) 572,941
8,933 2,858 11,792

39,829 10,583 50,412

8,227 - 8,227

61,464 0 61,464

7,208 3,477 10,685
583,261 {110,075) 473,187
20,288 17,024 37,311
97,705 6,490 104,195

(139,713} 48,390 (91,324)
39,079 (5,537) 33,542
121,669 139 121,808
(44,721) 44,721 -
{9,901) 9,501 -
98,891 78,171 177,062
21,806 17,199 39,005

$ 2354735 $ 160,523 $ 2,515,258

$ 508317 $  (164,609) $ 343,707

{956) - (956)

{1,266) - (1,266)
384,540 (384,540} -
{2,024) 2,024 -
(5,108) 5,108 -

$ 375187 $  (377,409) $ (2,222)
$ 133,130 $ 212,800 $ 345,929

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - C-1
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Bermuda Water Company
Test Year Ended June 30, 2010
Computation of Gross Revenue Conversion Factor

Line
No. Description
1 Operating Income Before Taxes

2  State Income Taxes

3  Federal Taxable Income

4 Federal Income Taxes

S Effective Federal Income Taxes

6 Combined Effective Income Taxes
7 Operating Income Percentage

8 Gross Revenue Conversion Factor

Recap Schedules : A-1

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - C-3

Exhibit:

Schedule C-3

Page 1

Witness: Kirsten Weeks

100.00%

6.968%

93.032%

34.00%

31.631%

38.60%
61.40%

1.6286
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Bermuda Water Company Exhibit:

Test Year Ended June 30, 2010 Schedule D-4
Cost of Common Equity Page 1
Witness: Kirsten
Weeks
Line
No.

The Company's rate application reflects a 10.46% return on common equity. See the direct testimony
of Kirsten E Weeks.

2  Return on Common Equity = 7.46% + 1.356% / equity ratio
3 8.82%

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - D-4 Page 1 of 1




Bermuda Water Company
Test Year Ended June 30, 2010
Comparative Balance Sheet
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22
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24
25
26
27
28
29

30

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - E-1

ASSETS

Property, Plant & Equipment
Utility Plant

Construction Work in Progress
Utility Plant Acquisition Adjustment
Less: Accumulated Depreciation
Net Plant

Current Assets

CASH

ACCOUNTS RECEIVABLE
INVENTORY TOTAL
OTHER CURRENT ASSETS
Total Current Assets

DEF CHGS & OTHER ASSETS

Total Assets

LIABILITIES & STOCKHOLDERS' EQUITY
Equity

COMMON STOCK

PAID IN CAPITAL

MISC PAID IN CAPITAL

TREASURY STOCK

RETAINED EARNINGS

Total Equity

Long-Term Liabilities
ADVANCES IN AID OF CONSTRUCTION

CONTRIBUTIONS IN AID OF CONSTRUCTION

DEFERRED INCOME TAXES
DEFERRED INVESTMENT TAX CREDITS
Total Long-Term Liabilities

Current Liabilities
ACCOUNTS PAYABLE
CUSTOMER DEPOSITS
ACCRUED TAXES
ACCRUED INTEREST
PAYABLE TO DEVELOPERS
Total Current Liabilities

Total Liabilities & Common Equity

Supporting Schedutes : E-5, YE 6.30.10 TB, YE 6.30.09 TB, YE 6.30.08 T8

Recap Schedules : A-3

Exhibit:
Schedule E-1
Page 1
Witness: Kirsten
Weeks
Test Year Ended Prior Years Ended
6/30/2010 6/30/2009 6/30/2008
21,564,947 17,320,878 15,798,125
0 33,805 72,382
5,992,757 5,438,639 4,860,888

$ 15,572,190

$ 11,916,044 S 11,009,619

18,640 56,805 10,338
(685,947) (139,030) 780,417

4,226 - -

12,552 12,194 -
S {650,528) §  (70,031) $ 790,755
$ 3,607 $ (1,423) $ 9,085

$ 14,925,269

S 11,844,590 $ 11,809,459

27,200 27,200 27,200

230,776 230,776 230,776
3,754,378 3,333,353 3,272,905
(340,000) (340,000) (340,000)
6,199,069 6,065,939 5,856,323

$ 9,871,422 $ 9,317,267 S 9,047,204
3,327,086 754,577 928,238
2,279,617 2,101,113 2,076,471
317,406 386,968 449,193

0 0 0

$ 5924110 $ 3,242,658 S 3,453,902
(1,106,262} (1,045,548) (1,108,831)
247,295 254,160 296,054
(32,583) 50,597 104,152

8,344 12,512 4,035

12,943 12,943 12,943

$ (870,263) $ (715,335) $ {691,646)

$ 14,925,269 S 11,844,580 $ 11,809,459

Pagelof 1




Bermuda Water Company
Test Year Ended June 30, 2010
Comparative Income Statements
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Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - E-2

Operating Revenues

Operation and Maintenance Expense
Depreciation & Amortization

Other Taxes

Income Taxes

Total Operating Expense

Operating income

Other Income

Interest

AFUDC

Net Income

Preferred Dividends

Earnings Available for Common Stock

Earnings Per Share of Average Common Stock Outstanding

Supporting Schedules : C-1, YE 6.30.09 T8, YE 6.30.08 TB

Exhibit:

Schedqle E-2
Page 1
Witness: Kirsten
Weeks
Test Year Ended Prior Years Ended
6/30/2010 6/30/2009 6/30/2008
$ 2,863,051 $ 3,014,205 $ 3,143,665
1,566,370 1,660,001 1,748,265
561,541 507,576 406,573
160,749 103,100 175,761
66,075 185,211 139,110
S 2,354,735 $ 2,455,889 $ 2,469,709
S 508,317 § . 558,316 $ 673,956
{2,222) {2,277) -
382,516 351,295 326,413
{5,108) (317) (38,158)
$ 133,130 $ 209,616 $ 385,701
$ -8 -5 -
N/A N/A N/A
N/A N/A N/A
Page1of 1




Bermuda Water Company
Test Year Ended June 30, 2010
Comparative Statement of Changes in Financial Position

Exhibit:
Schedule E-3
Page 1

Witness: Kirsten
Weeks

Test Year Ended

Prior Years Ended

Line
No.

Description

6/30/2010

6/30/2009

6/30/2008

£ W N -

0 N O W

10
11

Source of Funds:

From Operations

Net Income

Depreciation and Amortization
Amort. Of Regulatory Expense
Total from Operations

From Financing

Advances in Aid of Construction
Contributions in Aid of Construction
Other

Total From Financing

Application of Funds:
Construction Expenditures

Other
Total Funds Applied

Supporting Schedules : E-1, E-2, F-3
Recap Schedules : A-5

133,130
561,541

209,616
507,576

385,701
406,573

$ 694,671

$ 717,192

$ 792,273

3,327,086
2,279,617

754,577
2,101,113

928,238
2,076,471

$ 5,606,703

S 2,855,689

$ 3,004,709

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - E-3

Pagelof 1




Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule €-4
Statement of Change In Stockhoders' Equity Page 1
Witness: Kirsten
Weeks
UTILITIES, INC. CAPITAL STRUCTURE - J
Preferred Common
Line Additional Paid- Retained
No. Description Shares Amount Shares Amount In-Capital Earnings
1 Balance, July 1, 2007 - $ - 1,000 $ 100 § 98,111,656 § 60,374,313
| 2 Net Earnings - S - - 3 - S -8 956,745
3 Cash Dividends - Preferred -8 - - 0§ -8 - § -
4 Cash Dividends - Common -8 - -8 - s -8 -
5 Preferred Stock Issued -8 - -8 - 8 -5 -
6 Common Stock Issued - § - -8 - - s -
7 Balance, June 30, 2008 ’ - [ - 1,000 $ 100 § 98,111,656 $§ 61,331,058
8 Net Earnings - S - ~ - $ 1,000,000 $ 18,009
9  Cash Dividends - Preferred -8 - -8 - -8 -
10 Cash Dividends - Comman -8 - - $ -3 -8 -
11 Preferred Stock Issued : -8 - - $ -8 -8 -
12 Common Stock issued -8 - -8 -8 -8 -
13 Balance, June 30, 2009 - $ - 1,000 $ 100 § 99,111,656 $ 61,349,068
14 Net Earnings -8 - - - S - § 5583743
15 Cash Dividends - Preferred -8 - -8 - $ -8 -
16 Cash Dividends - Common - s - -8 - % - $ -
17 Preferred Stock Issued -8 - - 8 -8 - s -
18 Common Stock Issued -8 - -8 - S - $ -
) 19 8alance, june 30, 2010 - $ - 1,000 § 100 $ 99,111,656 $ 66,932,811

Note: Parent company made a $1,000,000 capital contribution
Note: €-4 shows capital structure of Utilities, Inc., however the capital structure of Bermuda has been utifized for this filing.

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - E-4 Pagelof 1




o *
Bermuda Water Company Exhibit:
f Test Year Ended June 30, 2010 Schedule E-5
; Detail of Utility Plant Page 1
! Witness: Kirsten
K Weeks
I Line Plant Balance at Plant Balance at
! No. Account Description 06/30/2008 Additions 06/30/2010
I
l 1 ORGANIZATION 348,371 - 348,371
2 FRANCHISES 24,237 - 24,237
| 3 LAND & LAND RIGHTS TRANS DIST 9,953 - 9,953
i 4 LAND & LAND RIGHTS GEN PLT 147,407 172 147,579
: 5 STRUCT & IMPRV SRC SUPPLY 126,145 - 126,145
: 6  STRUCT & IMPRV WTR TRT PLT 472,382 2,436 474,817
i 7 STRUCT & IMPRV TRANS DIST PLT 7,274 8,799 16,073
! 8 STRUCT & IMPRY GEN PLT 1,106,522 - 1,106,522
9  COLLECTING RESERVOIRS 59,333 - 59,333
10  WELLS & SPRINGS 1,375,398 438,984 1,814,382
11 SUPPLY MAINS 184,002 13,947 197,949
12 POWER GENERATION EQUIP 1,027 . 79 1,106
13 ELECTRIC PUMP EQUIP SRC PUMP - 80,667 80,667
14 ELECTRIC PUMP EQUIP WTP 797,454 145,383 942,837
15 ELECTRIC PUMP EQUIP TRANS DIST 132,794 49,465 182,259
16 WATER TREATMENT EQPT 173,823 2,302 176,125
17 DIST RESV & STANDPIPES 1,067,547 1,670 1,069,217
18 TRANS & DISTR MAINS 5,788,569 2,364,455 8,153,024 : i
19 SERVICE LINES 2,450,303 759,656 3,209,958
20 METERS 811,927 12,755 824,682
21 METER INSTALLATIONS 104,401 7,070 111,471
22 HYDRANTS 555,979 280,605 836,584
23  OFFICE STRUCT & IMPRV 334,843 4,973 339,816
24 OFFICE FURN & EQPT 183,163 3,055 186,218
25 TOOLSHOP & MISC EQPT 88,745 1,227 89,872
26 LABORATORY EQUIPMENT . 2,540 - 2,540 :
27 COMMUNICATION EQPT 24,581 6,850 31,431 :
28 MISC EQUIPMENT 5,154 - 5,154 ‘
29 COMMUNICATION EQPT 696 {636) -
30 TRANSPORTATION EQPT WTR 158,080 (783) 157,298
31 MAINFRAME COMPUTER WTR 16,557 16,700 33,257
32 MINI COMPUTERS WTR 77,463 5,594 83,056
33 COMP SYS COST WTR 667,373 37,607 704,979
34 MICRO SYS COST WTR 16,834 1,098 17,932
35 Total Plant in Service $ 17,320,878 S 4,244,069 S 21,564,947
36 Accumulated Depreciation 5,438,639 554,118 5,992,757
37 NetPlant in Service $ 11,882,240 $ 3,689,951 S 15,572,190
: 38 Construction Work in Progress 33,805 (33,805) 0
39 Total Net Plant $ 11,916,044 $ 3,656,146 $  15572,190
B
Note: The above balances reflect the Company's per books amount and does not include any

adjustments or reclassifications.

Bermuda 2010 Rate Case Filing - Revised for (nsufficiencies - KW - E-5 Pagelof 1




Bermuda Water Company
Test Year Ended June 30, 2010
Comparative Departmental Operating Income Statements

Line
No.

1 Bermuda Water Company only contains one operating system.

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - E-6

Exhibit:
Schedule E-6
Page 1

Witness: Kirsten Weeks
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Bermuda Water Company

Exhibit:

Test Year Ended june 30, 2010 Schedule E-7
Operating Statistics Pagel
Witness: Kirsten
Weeks
Test Year Ended Prior Years Ended
Line '
No. Description 6/30/2010 6/30/2009 6/30/2008
Water Sold '
1 Residential 807,777,000 884,237,000 847,522,000
2 Commercial 51,217,000 48,767,000 53,069,000
3  Construction 17,404,000 18,041,000 41,988,000
4 Irrigation 70,822,000 75,121,000 63,873,000
S School 8,688,000 9,991,000 11,724,000
6 Wholesale 100,549,000 99,585,000 23,246,000
7 Total Gallons Sold 1,056,457,000 1,135,742,000 1,041,422,000
Average No. Customers
8 Residential 7,219 7,409 7,044
9 Commercial 250 256 258
10 Construction 27 40 438
11  firrigation 117 123 114
12 School 10 10 10
13 Wholesale 8 8 8
14 Avg. Annual Gallons Per Residential Customer 111,904 119,350 120,313
15 Avg. Annual Revenue Per Residential Customer S 311.53 32635 S 328.12
16 Pumping Cost Per 1,000 Gallons
Supporting Schedules : H-5, YE 6.30.09 Cons., YE 6.30.08 Cons. CC&B, YE 6.30.08 Cons. Legacy
Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - E-7 Pagelof 1




Bermuda Water Company

Exhibit:

Test Year Ended June 30, 2010 Schedule E-8
Taxes Charged to Operations Page 1
Witness: Kirsten
Weeks
Test Year Ended Prior Years Ended
Line
No. Description 6/30/2010 6/30/2009 6/30/2008
Federal Taxes B '
1 INCOME TAXES-FEDERAL 98,891 202,598 212,497
2  FICAEXPENSE 36,300 41,378 40,793
3  DEFINCOME TAX-FEDERAL (44,721) {50,957} (79,010}
4  FEDERAL UNEMPLOYMENT TAX 683 1,105 752
S Total Federal Taxes S 91,153 $ 194,124 § 175,032
State Taxes
6 INCOME TAXES-STATE 21,806 44,851 23,115
7 DEFINCOME TAXES-STATE {9,901) {11,281) (17,492)
8 STATE UNEMPLOYMENT TAX 2,096 2,710 1,371
9 Total State Taxes S 14,001 S 36,280 S 6,994
Other Taxes
10 FRANCHISE TAX 1,139 156 367
11 PERSONAL PROPERTY/ICT TAX 114,371 112,474 113,874
12 PROPERTY/OTHER GENERAL TAX (7,116) (64,299) 10,078
13 REAL ESTATE TAX 6,048 1,818 2,299
14 UTILITY/COMMISSION TAX 7,228 7,758 6,227
15 Total Local Taxes S 121,669 $ 57,907 § 132,844
16 Total Taxes S 226,823 §$ 288,311 S 314,871
Supporting Schedules : YE 6.30.10 TB, YE 6.30.09 TB, YE 6.30.08 T8
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule £-9
Notes to Financial Statements Page 1

Witness: Kirsten Weeks

Line
! No.

1 The accrual accounting method is used.
|
l : 2 Depreciation has been adjusted in this filing to reflect the Commision's approved rates.
|
! 3 Federal Income taxes are part of consolidated return of the parent company.

4 IDCis charged at a rate of 7.42%.
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Bermuda Water Company Exhibit:

Test Year Ended June 30, 2010 Schedule F-1
Projected Income Statements - Present and Proposed Rates Page 1
Witness: Kirsten
Weeks
Test Year Ended Projected Year Ended
Line 6/30/2011 - 6/30/2011 -
No. 6/30/2010 Present Rates | Proposed Rates
1 Operating Revenues $ - 2,863,051 S 2,858,966 $ 3,781,385
2 Operation and Maintenance Expense 1,566,370 1,620,471 1,620,471
3  Depreciation & Amortization 561,541 523,370 523,370
4 Other Taxes 160,749 155,350 155,350
S Income Taxes 66,075 216,067 395,048
6 Total Operating Expense $ 2,354,735 § 2,515,258 § 2,694,239
7  Operating Income S 508,317 $ 343,708 § 1,087,145
8 Otherincome (2,222) (2,222) (2,222)
9 Interest 382,516 . -
10 AFUDC (5,108) - -
11 NetIncome S 133,130 $ 345,930 $ 1,089,367

12 Earnings Per Share of Average Common Stock Outstanding

13 Return on Common Equity ’ 8.82%

Supporting Schedules : E-2, C-2

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - F-1 Page 1of 1




;
:
i
!
i

Bermuda Water Company
Test Year Ended June 30, 2010
Projected Changes in Financial Position - Present and Proposed Rates

Exhibit:
Schedule F-2
Page 1

Witness: Kirsten
Weeks

Test Year Ended Projected Year Ended
Line 6/30/2011 at 6/30/2011 at
No. Description 6/30/2010 Present Rates | Proposed Rates
Source of Funds:
From Operations
1 Netincome 133,130 345,929 1,089,367
2 Depreciation and Amortization 561,541 5,803,833 523,370
3  Amort. Of Regulatory Expense - - -
4  Total from Operations S 694,671 S 6,149,762 S 1,612,737
From Financing
5 Advances in Aid of Construction 3,327,086 3,327,086 3,327,086
6 Contributions in Aid of Construction 2,279,617 2,307,201 2,307,201
7  Total From Financing S 5,606,703 § 5,634,287 S 5,634,287
Application of Funds:
8 Construction Expenditures - - .
9 Other - . .
10 Total Funds Applied S - S - $ -
Details of Financing:
11 Changes in Short-Term Debt - - -
12 Changes in Long-Term Debt - - -
13 Changes in Preferred Stock - - -
14 Changes in Common Equity - - -
Supporting Schedules : E-3, C-2
Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - F-2 Page 1of 1
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Bermuda Water Company
Test Year Ended June 30, 2010
Projected Construction Requirements

Exhibit:
Schedule F-3
Page 1

Witness: Kirsten
Weeks

Test Year Ended Projected Year Ended
Line
No. Praperty Classification 6/30/2010 6/30/2011 6/30/2012 6/30/2013
From Operations

1 Production Plant - - - -
2 Transmission Plant - - - N
3  Miscellaneous Plant - - - -
4 Total Plant $ - -3 -8 -

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - F-3
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule F-4

Assumptions Used in Developing Projections Pagel
Witness: Kirsten Weeks

Line
No.

1  Customer Growth
2 None

3 Growth in Consumption and Customer Demand
4 None

5 Changes in Expenses
6  See Schedule C-1 and C-2.

7 Construction requirements, including production reserves and changes in plant capacity
8 None

9 Capital Structure Changes
10 None

11 Financing Costs, Interest Rates
12 See Schedule D-1.
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. Bermuda Water Company Exhibit:

! Test Year Ended June 30, 2010 Schedules G-1 thru G-7

Cost of Service Analysis Page 1 :
Witness: Kirsten Weeks

Line
No.

1 The Company did not prepare a cost of service study.

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - G-1 thru G-7 Pagelof 1




Bermuda Water Company
Test Year Ended June 30, 2010
Summary of Revenues by Customer Classification - Present and Proposed Rates

Exhibit:
Schedule H-1
Page 1

Witness: Kirsten
Weeks

Test Year Revenues

Proposed Increase

:’:.! Customer Classification Present Rates Proposed Rates Amount Percentage
1 Residential $ 2,248,800 $ 3,017,100 768,300 34.16%
2 Commercial S 145334 S 194,971 49,637 34.15%
3 Construction S 35,083 $ 47,146 12,063 34.38%
4 lrrigation $ 110,467 S 148,469 38,002 34.40%
S5  School S 15,680 $ 21,035 5,355 34.15%
6 Wholesale S 132,725 § 177,972 45,247 34.09%
7 T;tal Revenues $ 2,688,088 $ 3,606,693 918,605 34.17%
Supporting Schedules : H-2
Recap Schedules : A-1
Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - H-1 Pagelof 1




Bermuda Water Company
Test Year Ended June 30, 2010

Analysis of Revenue by Detailed Class

Exhibit:
Schedule H-2
Page 1

Witness: Kirsten
Weeks

Test Year Revenues

Proposed Increase

Average

Line Meter | Number of Average

No. Customer Classification Size Customers Consumption Present Rates Proposed Rates Amount Percentage
1 Residential 5/8" 7,103 9,061 § 2,147,799 $ 2,881,589 $ 733,791 34.16%
2 1" 74 18,488 $ 44,183 §$ 59,277 $ 15,094 34.16%
3 1.5" 1 13,750 $ s58 $ 749 $ 191 34.22%
4 2" 40 37,669 $ 53,818 $ 72,208 $ 18,390 34.17%
S 6" 1 71,333 $ 2442 S 3,277 $ 834 34.16%
6  Total Residential S 2,248,800 S 3,017,100 $ 768,300 34.16%
7 Commercial 5/8" 168 8,709 $ 53,603 $ 71,515 $ 18,312 34.16%

. 8 1" 53 18,766 S 33,051 $ 44341 $ 11,290 34.16%

9 2" 30 61,477 $ 58,680 S 78,715 § 20,035 34.14%
10 Total Commercial S 145,334 S 194,971 §$ 49,637 34.15%
11 Construction 5/8" 2 2,524 $ 296 S 397 § 101 34.31%
12 1" 5 20,117 $ 2433 § 3,269 $ 836 34.38%
13 2" 4 51,170 $ 4,673 S 6,280 $ 1,607 34.39%
14 3" 16 70,456 S 27,682 $ 37,200 $ 9,518 34.38%
15 Total Construction S 35,083 $ 47,146 $ 12,063 34.38%
16 Irrigation 5/8" 7 25,538 § 3372 § 4,532 § 1,160 34.39%
17 1" 102 33,433 $ 69,679 S 93,644 $ 23,965 34.39%
18 2" 8 289,135 $ 37416 S 50,293 S 12,877 34.42%
19 Total Irrigation $ 110,467 $ 148,469 $ 38,002 34.40%
20 School 3/4" 1 25,083 $ 529 §$ 710 $ 181 34.14%
21 1.5" 1 284,250 $ 4803 $ 6,440 $ 1,638 34.11%
22 2" 7 30,452 $ 6485 $ 8702 $ 2,218 34.20%
23 6" 1. 201,500 $ 3,864 $ 5,183 $ 1,319 34.13%
24 Total School S 15,680 $ 21,035 § 5,355 34.15%
25 Wholesale 5/8" 0 1,358,750 $ 7,174 $ 9,620 $ 2,446 34.09%
26 1 4 30,063 $ 1,905 § 2,554 $ 649 34.09%
27 4 1 -8 -8 -8 - #DIV/0}

28 6" 3 2,601,972 $ 123,646 $ 165,798 $ 42,152 34.09%
29 Total Wholesale $ 132,728 § 177,972 $ 45,247 34,09%
30 Total Company S 2,688,088 S 3,606,693 $ 918,605 34.17%

Supporting Schedules : H-5, YE 6.30.10 Cons
Recap Schedules : H-1
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Bermuda Water Company
Test Year Ended June 30, 2010

Changes in Representative Rate Schedules

Exhibit:
Schedule H-3
Page 1

Witness: Kirsten
Weeks

Base Charge Volume Charge per 1,000 Gals.

Line Meter

No. | Customer Classification Size Rate Block Present Rate | Proposed Rate | Change | PresentRate | Proposed Rate Change

1 Residential 5/8" First 4,000 gals. $ 11.00 $ 1477 § 377 § 115 $ 154 $ 0.39
2 Next 8,000 gals. $ 155 $ 208 $ © 053
3 Over 12,000 gals. $ 220 $ 295 § 0.75
4 1 First4,000gals.  $ 16.00 $ 2149 § 549 § 115 § 154 § 0.39
5 Next 8,000 gals. $ 155 $ 208 $ 053
6 Over 12,000 gals. S 220 § 295 § 0.75
7 1.5" First 4,000 gals, S 2500 $ 3358 § 858 $ 115 § 154 § 0.39
8 Next 8,000 gals. $ 155 $ 208 § 0.53
9 Over 12,000 gals. $ 220 8 295 § 0.75
10 2" First 4,000 gals. 37.00 $ 49.70 $ 1270 $ 115 $ 154 § 0.39
11 Next 8,000 gals. $ 155 S 208 § 0.53
12 Over 12,000 gals. $ 220 $ 295 § 075
13 6" First 4,000 gals.  $ 56.00 S 7522 $ 19.22 ¢ 115 $ 154 § 0.39
14 Next 8,000 gals. $ 155 $ 208 $ 053
15 Over 12,000 gals. S 220 $ 295 $ 0.75
16 Commercial 5/8" First 4,000 gals. $ 11.00 $ 1477 $ 377 $ 115 $ 154 § 0.39
17 Next 8,000 gals. $ 155 $ 208 $ 053
18 Over 12,000 gals. S 220 $ 295 § 0.75
19 b First 4,000 gals. $ 16.00 $ 2149 $ 549 S 115§ 154 $ 0.39
20 Next 8,000 gals. $ 155 § 208 5 0.53
21 QOver 12,000 gals. $ 220 $ 295 $ 0.75
22 2~ First 4,000 gals.  $ 37.00 $ 4970 $§ 1270 $ 118§ 154 S 0.39
23 Next 8,000 gals. S 155 $ 2.08 §$ 0.53
24 Over 12,000 gals. S 220 § 295 $ 0.75
25 Construction 5/8" $ 11.00 § 1477 $ 377 $ 122§ 164 $ 0.42
26 1" $ 16.00 $ 2149 $ 549 § 122 $ 164 $ 0.42
27 2" S 37.00 $ 43.70 $ 1270 $ 122 $ 164 § 0.42
28 3 S 56.00 $ 7522 § 19.22 § 122§ 164 § 0.42
29 {rrigation 5/8" $ 1100 $ 1477 $ 377 S 122 § 164 $ 0.42
30 1" $ 16.00 $ 2143 $ 549 $ 122§ 164 $ 0.42
31 2" s 37,00 § 4870 $ 1270 § 122 $ 164 $ 0.42
32 School 3/4" $ 11.00 $ 1477 § 377 ¢ 132§ 177 § 0.45
33 15" $ 2500 $ 3358 $ 858 § 132 § 177 5 0.45
34 2" $ 37.00 $ 4970 § 1270 $ 132 ¢ 177 § 0.45
35 6" $ 56.00 $ 7522 $ 19.22 §$ 132 ¢ 177 § 0.45
36 Wholesale 5/8" $ -8 - 8 -8 132 § 177 $ 0.45
37 1" $ -8 - s -8 132 § 177 $ 0.45
38 4" $ -8 -8 -8 132 § 177 $ 0.45
39 6" $ - s -8 -8 132 $ 177 § 045

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

5/8" Residential Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill| Charge | Charge Total Bill Amount Percentage

1 - 11.00 - 11.00 14.77 - $ 1477 $ 3.77 34.27%
2 1,000 11.00 1.15 1215 1477 154 § 16.31 $ 4.16 34.24%
3 2,000 11.00 2.30 13.30  14.77 3.08 $ 1785 $ 4.55 34.21%
4 3,000 11.00 3.45 1445 14.77 462 § 19.39 $ 494 34.19%
5 4,000 11.00 4.60 15.60 14.77 616 $ 2093 S 5.33 34.17%
6 5000 11.00 6.15 17.15 14.77 824 $ 2301 § 5.86 34.17%
7 6,000 11.00 7.70 18.70 14.77 1032 § 25.09 $ 639 34.17%
8 7,000 11.00 9.25 20.25 14.77 1240 $ 27.17 S 6.92 34.17%
9 8,000 11.00 10.80 2180 14.77 1448 § 2925 $ 7.45 34.17%
10 9,000 11.00 12.35 23.35 1477 1656 $ 3133 $ 7.98 34.18%
11 10,000 11.00 13.90 2490 14.77 1864 $ 3341 $ 8.51 34.18%
12 11,000 11.00 15.45  26.45 14.77 2072 §$ 3549 $ 9.04 34.18%
13 12,000 11.00 17.00 28.00 14.77 2280 $ 3757 $ 9.57 34.18%
14 13,000 11.00 19.20  30.20 14.77 2575 $ 4052 § £10.32 34.17%
15 14,000 11.00 21.40 3240 1477 2870 $ 4347 § 11.07 34.17%
16 15,000 11.00 23.60  34.60 14.77 31.65 $ 46.42 $ 11.82 34.16%
17 16,000 11.00 25.80  36.80 14.77 3460 $ 4937 $ 12.57 34.16%
18 17,000 11.00 28.00 39.00 14.77 3755 S s2.32 $ 13.32 34.15%
19 18,000 11.00 30.20 4120 14.77 4050 § 5527 $ 14.07 34.15%
20 19,000 11.00 3240 4340 14.77 4345 $ 58.22 $ 14.82 34.15%
21 20,000 11.00 34.60  45.60 14.77 4640 $ 6117 § 15.57 34.14%
22 21,000 11.00 36.80 47.80 14.77 4935 $ 64.12 § 16.32 34.14%
23 22,000 11.00 39.00 50.00 14.77 5230 $ 67.07 S 17.07 34.14%
24 23,000 11.00 41.20 5220 14.77 55.25 $ 70.02 §$ 17.82 34.14%
25 24,000 11.00 43.40 5440 14.77 58.20 $§ 7297 $ 18.57 34.14%
26 25,000 11.00 45.60 56.60 14.77 6115 $ 7592 $ 19.32 34.13%
27 26,000 11.00 47.80 58.80 14.77 6410 $§ 7887 $ 20.07 - 34.13%
28 27,000 11.00 S0.00 6100 14.77 67.05 $ 81.82 $ 20.82 34.13%
29 28,000 11.00 5220  63.20 1477 7000 $ 84.77 § 21.57 34.13%
30 29,000 11.00 54.40 6540 14.77 7295 $ 8772 § 2232 . 34.13%
31 30,000 11.00 56.60 67.60 14.77 7590 $ 9067 $ 23.07 34.13%
32 31,000 11.00 58.80 69.80 14.77 7885 $ 9362 § 23.82 34.13%
33 32,000 11.00 61.00 72.00 14.77 81.80 S 96.57 § 24.57 34.13%
34 33,000 11.00 63.20 74.20 14.77 8475 $ 99.52 $ 25.32 34.12%
35 34,000 11.00 65.40 76.40 14.77 87.70 $ 10247 $ 26.07 34.12%
36 35,000 11.00 67.60 78.60 14.77 9065 $ 10542 $ 26.82 34.12%
37 36,000 11.00 69.80  80.80 14.77 93.60 $ 10837 $ 27.57 34.12%
38 37,000 11.00 7200 83.00 1477 96.55 $ 11132 $ 28.32 34.12%
39 38,000 11.00 7420 8520 1477 99.50 $ 11427 $ 29.07 34.12%
40 39,000 11.00 76.40  87.40 14.77 102.45 $ 117.22 § 29.82 34.12%
41 40,000 11.00 78.60  89.60 14.77 10540 $ 12017 $ 30.57 34.12%
42 41,000 11.00 80.80 - 91.80 14.77 10835 $ 12312 § 31.32 34.12%
43 42,000 11.00 83.00 94.00 14.77 11130 § 12607 § 32.07 34.12%
44 43,000 11.00 8520  96.20 14.77 11425 $ 129.02 $ 32.82 34.12%
45 44,000 11.00 87.40 9840 14.77 117.20 $ 13197 $ 33.57 34.12%
46 45,000 11.00 89.60 100.60 14.77 12015 $ 13492 $ 34.32 34.12%
47 46,000 11.00 91.80 102.80 14.77 123.10 § 137.87 § 35.07 34.11%
48 47,000 11.00 94.00 10500 14.77 126,05 $ 140.82 $ 35.82 34.11%
49 48,000 11.00 96.20 107.20 14.77 129.00 $ 14377 § 36.57 34.11%
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Bermuda Water Company ) Exhibit:
Test Year Ended June 30, 2010 ’ Schedule H-4
Typical Bill Analysis

Witness: Kirsten

5/8" Residential Bills ' ~ Weeks

Present Rates Proposed Rates Proposed Increase
Line Base Usage Base Usage
No. | Consumption § Charge { Charge | Total Bill| Charge | Charge Total Bill Amount Percentage
‘50 49,000 11.00 9840 109.40 14.77 13195 § 14672 $ 37.32 34.11%
51 50,000 11.00 100.60 111.60 14.77 13490 $ 149.67 $ 38.07 34.11%
52 51,000 11.00 102.80 113.80 14.77 137.85 § 15262 $ 38.82 34.11%
53 52,000 11.00 105.00 116.00 14.77 14080 $ 15557 S 39.57 34.11%
54 53,000 11.00 107.20 11820 14.77 14375 $ 15852 $ 40.32 34.11%
55 54,000 11.00 109.40 120.40 14.77 14670 $ 16147 $ 41,07 34.11%
56 55,000 11.00 111.60 122,60 14.77 14965 $ 16442 $ 41.82 34.11%
57 56,000 11.00 113.80 124.80 1477 15260 $ 16737 $ 42.57 34.11%
58 57,000 11.00 116.00 127.00 . 14.77 15555 § 17032 $ 43.32 34.11%
59 58,000 11.00 11820 129.20 14.77 15850 $§ 17327 $ 44,07 34.11%
60 59,000 11.00 120.40 13140 14.77 16145 § 17622 S 44.82 34.11%
61 60,000 11.00 12260 133.60 14.77 16440 $ 17917 § 45.57 34.11%
62 61,000 11.00 124.80 135.80 14.77 167.35 $ 18212 $ 46.32 34.11%
63 62,000 11.00 127.00 138.00 14.77 17030 $ 18507 $ 47.07 34.11%
64 63,000 11.00 129.20 140.20 14.77 173.25 $ 188.02 $ 47.82 34.11%
65 64,000 11.00 131.40 14240 1477 176.20 $ 190.97 $ 48.57 34.11%
66 65,0000 11.00 133.60 14460 14.77 179.15 $ 19392 $ 49.32 34.11%
67 66,000 11.00 135.80 146.80 14.77 182,10 $ 196.87 $ 50.07 34.11%
68 67,000 11.00 138.00 149.00 14.77 185.05 $ 199.82 $ 50.82 34.11%
69 68,000 11.00 140.20 151,20 14.77 188.00 $ 20277 $ 51.57 34.11%
70 69,000 11.00 14240 153.40 14.77 190.85 $ 20572 $ 52.32 34.11%
71 70,000 11.00 144.60 15560 14.77 193.90 $ 208.67 $ 53.07 34.11%
72 71,000 11.00 146.80 157.80 14.77 196.85 $ 21162 $ 53.82 34.11%
73 72,000 11.00 149.00 160.00 14.77 199.80 $ 21457 $ 54.57 34.11%
74 73,000 11.00 15120 162.20 14.77 202,75 § 21752 § 55.32 34.11%
75 74,000 11.00 153.40 164.40 14.77 20570 $ 22047 $ 56.07 34.11%
76 75,000 11.00 155.60 166.60 14.77 208.65 $ 22342 $ 56.82 34.11%
77 76,000 11.00 157.80 168.80 14.77 21160 $ 22637 $ 57.57 34.11%
78 77,000 11.00 160.00 171.00 14.77 21455 § 22932 $ 58.32 34.11%
79 78,000 11.00 16220 173.20 14.77 21750 § 23227 § 59.07 34.11%
80 79,000 11.00 164.40 17540 14.77 22045 $ 235.22 § 59.82 34.10%
81 80,000 11.00 166.60 177.60 14.77 22340 $ 23817 § 60.57 34.10%
82 81,000 11.00 168.80 179.80 14.77 22635 $ 24112 § 61.32 34.10%
" 83 82,000 11.00 171.00 182,00 14,77 22930 $ 24407 $ 62.07 34.10%
84 83,000 11.00 173.20 184,20 14.77 23225 $ 24702 $ 62.82 34.10%
85 84,000 11.00 175.40 186.40 14.77 23520 $ 24997 $ 63.57 34.10%
86 85,000 11.00 177.60 18860 14.77 23815 § 25292 § 64.32 34.10%
87 86,000 11.00 179.80 190.80 14.77 24110 $ 25587 $ 65.07 34.10%
88 87,000 11.00 18200 193,00 14.77 24405 $ 258.82 $ 65.82 34.10%
89 88,000 11.00 18420 195.20 14.77 24700 $ 26177 $ 66.57 34.10%
90 89,000 11.00 186.40 197.40 14.77 24995 $ 26472 3 67.32 34.10%
91 90,000 11.00 188.60 199.60 14.77 25290 $ 26767 $ 68.07 34.10%
92 91,000 11.00 190.80 201.80 14.77 255.85 $ 270.62 $ 68.82 34.10%
93 92,000 11.00 193.00 20400 14.77 258.80 $ 27357 $ 69.57 34.10%
94 93,000 11.00 19520 20620 14.77 26175 § 27652 § 70.32 34.10%
95 94,000 11.00 197.40 20840 14.77 26470 S 27947 § 71.07 34.10%
96 95,000 11.00 199.60 210.60 14.77 267.65 $ 28242 § 71.82 34.10%
97 96,000 11.00 201.80 212,80 14.77 27060 $ 28537 $ 72.57 34.10%
98 97,000 11.00 204.00 21500 14.77 27355 $§ 28832 $ 73.32 34.10%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

5/8" Residential Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage
No. | Consumption | Charge | Charge | Total Bill] Charge | Charge Total Bill Amount Percentage
99 98,000 11.00 206.20 217.20 14.77 27650 $  291.27 § 74.07 34.10%
100 99,000 1100 208.40 219.40 14.77 279.45 $§ 29422 $ 74.82 34.10%
101 100,000 11.00 210.60 221.60 14.77 28240 § 29717 § 75.57 34.10%
102 101,000 11.00 212.80 223.80 14.77 28535 $ 30012 § 76.32 34.10%
103 102,000 11.00 215.00 226.00 14.77 288.30 $ 303.07 § 77.07 34.10%
104 103,000 1100 217.20 228.20 14.77 29125 $  306.02 $ 77.82 34.10%
105 104,000 11.00 219.40 230.40 14.77 29420 $ 30897 $ 78.57 34.10%
106 106,000 11.00 223.80 23480 14.77 300.10 $ 31487 $ 80.07 34.10%
107 109,000 11.00 230.40 241.40 14.77 30895 $ 32372 S 82.32 34.10%
108 110,000 11.00 232.60 243.60 14.77 31190 $ 32667 $ 83.07 34.10%
109 111,000 11.00 234.80 245.80 14.77 31485 $ 32962 $ 83.82 34.10%
110 113,000 11.00 239.20 250.20 14.77 320,75 $ 33552 § 85.32 34.10%
111 115,000 11.00 243.60 254.60 14.77 326.65 $ 34142 § 86.82 34.10%
112 116,000 11.00 245.80 256.80 14.77 32960 $ 34437 § 87.57 34.10%
113 117,000 11.00 248.00 259.00 14.77 33255 § 34732 $ 88.32 34.10%
114 119,000 11.00 25240 26340 14.77 33845 $ 353.22 $ 89.82 34.10%
115 121,000 11.00 256.80 267.80 14.77 34435 $ 359.12 § 91.32 34.10% i
116 122,000 11.00 259.00 270.00 14.77 34730 $ 36207 § 92.07 34.10% ‘
117 124,000 11.00 263.40 274.40  14.77 353.20 $ 36797 $ 93.57 34.10% ‘
118 125,000 11.00 265.60 276.60 14.77 356.15 $ 37092 $ 94.32 34.10% !
119 127,000 11.00 270.00 281.00 14.77 362.05 5 37682 S 95.82 34.10% !
120 128,000 11.00 272.20 283.20 14.77 365.00 $ 379.77 $ 96.57 34.10% i
121 130,000 11.00 276.60 287.60 14.77 37090 $ - 38567 $ 98.07 34.10% :
122 132,000 11.00 281.00 29200 14.77 376.80 $§ 39157 $ 99.57 34.10%
123 134,000, 11.00 285.40 296.40 14.77 38270 $ 39747 $ 101.07 34.10%
124 135,000 11.00 287.60 298.60 14.77 385.65 $ 40042 $ 101.82 34.10%
125 136,000 11.00 289.80 300.80 14.77 388.60 $ 40337 $ 102.57 34.10%
126 137,000 11.00 292.00 303.00 14.77 391.55 $ 40632 S 103.32 - 34.10%
127 138,000 11.00 294.20 305.20 14.77 39450 $ 409.27 $ 104.07 34.10%
128 139,000 11.00 296.40 307.40 1477 39745 $ 41222 $ 104.82 34.10% |
129 142,000 11.00 303.00 314.00 1477 40630 $ 42107 $ 107.07 34.10% |
130 144,000 11.00 30740 318.40 14.77 41220 $ 426.97 $ 108.57 34.10% ;
131 146,000 11.00 311.80 322.80 - 14.77 418.10 $ 43287 § 110.07 34.10% :
132 147,000 11.00 314,00 325.00 14.77 421.05 $ 43582 § 110.82 34.10%
133 154,000 11.00 329.40 340.40 14.77 441,70 $ 45647 $ 116.07 34.10%
134 158,000 11.00 338.20 349.20 14.77 45350 $ 468.27 § 119.07 34.10%
135 159,000 11.00 340.40 351.40 14.77 456.45 $ 471.22 $ 119.82 34.10%
136 160,000 11.00 34260 353.60 14.77 459.40 $ 47417 $ 120.57 -34.10%
137 162,000 11.00 347.00 358.00 14.77 46530 $ 48007 S 122.07 . 34.10%
138 163,000 11.00 349.20 360.20 14.77 468.25 5 483.02 $ 122.82 34.10%
139 166,000 11.00 355.80 366.80 14.77 477.10 $ 491.87 § 125.07 34.10%
140 167,000 11.00 358.00 369.00 14.77 480.05 $ 49482 $ 125.82 34.10%
141 168,000 11.00 360.20 371.20 14.77 483.00 $ 497.77 $ 126.57 34.10%
142 173,000 11.00 371.20 38220 14.77 497.7S $ 51252 $ 130.32 34.10%
143 174,000 11.00 373.40 384.40 14.77 500.70 $ 51547 § 131.07 34.10%
144 177,000 11.00 380.00 351.00 14,77 503.55 $ 52432 $ 133.32 34.10%
145 183,000 11.00 393.20 404.20 14.77 §27.25 $§ 542,02 $ 137.82 34.10%
146 194,000 11.00 417.40 428.40 14.77 559.70 $ 57447 S 146.07 34.10%
147 200,000 11.00 430.60 441.60 14.77 57740 S 59217 § 150.57 34.10%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

5/8" Residential Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase |

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill| Charge | Charge Total 8ill Amount Percentage
148 206,000 11.00 443.80 45480 14.77 59510 $ 609.87 $ 155.07 34.10%
149 216,000 11.00 465.80 476.80 14.77 62460 $ 639.37 § 162.57 34.10%
150 218,000 11.00 47020 48120 14.77 63050 $ 64527 § 164.07 34.10%
151 237,000 11.00 512.00 523.00 14.77 686.55 $ 70132 $ 178.32 34.10%
152 ‘275,000 1100 59560 606.60 14.77 798.65 $§ 813.42 $ 206.82 34.09%
153 430,000 11.00 936.60 947.60 14.77 1,255.90 $ 1,27067 $ 323.07 34.09%
154 - 448,000 11.00 976.20 987.20 1477 . 1,309.00 $ 1,323.77 § 336.57 34.09%

Supporting Schedules : H-3
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule H-4
Typical Bill Analysis
) Witness: Kirsten
1" Residential Bills Weeks
Present Rates Proposed Rates Proposed Increase
Line Base Usage Base Usage
No. | Consumption | Charge | Charge | Total Billj Charge! Charge | Total Bill | Amount Percentage
1 - 16.00 - 16.00 21.49 - 8 2149 $ 549 34.31%
2 1,000 16.00 1.15 17.15 21.48 154 $ 23.03 S 5.88 34.29%
3 2,000 16.00 2.30 18.30 21.49 3.08 § 2457 $ 6.27 34.26%
4 3,000 16.00 3.45  19.45 21.49 462 $ 2611 $ 6.66 34.24%
5 4,000 16.00 4.60 20.60 21.49 6.16 $ 2765 $ 7.05 34.22%
6 5,000 16.00 6.15 2215 21.49 824 § 2973 $§ 758 34.22%
7 6,000 16.00 7.70 23.70 21.49 1032 $§ 3181 §$§ 8.11 34.22%
8 7,000 16.00 9.25 25.25 21.49 1240 S 3389 S 8.64 34.22%
9 8,000 16.00 10.80 26.80 21.49 1448 $§ 3597 $ 9.17 34.22%
10 9,000 16.00 12.35 28.35 21.45 1656 $ 3805 § 9.70 34.22%
11 10,000 16.00 13.90 29.90 21.49 18.64 S 40.13 $ 10.23 34.21%
12 11,000 16.00 15.45 3145 2149 2072 $ 4221 $ 10.76 34.21%
13 12,000 16.00 17.00 33.00 21.49 2280 $ 44.29 $ 11.29 34.21%
14 13,000 16.00 19.20 35.20 21.49 25.75 $ 4724 $ 12.04 34.20%
15 14,000 16.00 21.40 37.40 21.49 28.70 $ 5019 $ 12.79 34.20%
16 15,000 16.00 23.60 39.60 21.49 3165 $ 53.14 $ 13.54 34.19%
17 16,000 16.00 = 25.80 41.80 21.49 3460 S 56.09 $ 14.29 34.19%
18 17,000 16.00 28.00 44.00 21.49 3755 $ 59.04 S 15.04 34.18%
19 18,000 16.00 30.20 46.20 21.49 4050 $ 6199 $ 15.79 34.18%
20 19,000 16.00 32.40 48.40 21.49 4345 $ 6494 $ 16.54 34.17%
21 20,000 16.00 34.60 50.60 . 21.49 4640 S 67.89 S 17.29 34.17%
22 21,000 16.00 36.80 52.80 21.49 4935 $ 7084 S 18.04 34.17%
23 22,000 16.00 39.00 55.00 21.49 5230 $ 73.79 $ 18.79 34.16%
24 23,000 16.00 41.20 57.20 21.49 5525 $ 76.74 $ 19.54 34.16%
25 24,000 1600 43.40 59.40 21.49 58.20 $ 79.69 $ 20.29 34.16%
26 25,000 16.00 45.60 61.60 2149 6115 $ 8264 $ 21.04 34.16%
27 26,000 16.00 47.80 63.80 21.49 64.10 S 8559 $ 21.79 34.15% i
28 27,000 16.00 50.00 66.00 21.49 67.05 $ 8854 $ 2254 34.15% f
29 28,000 16.00 52.20 68.20 21.49 7000 $ 9149 $ 23.29 34.15% :
30 29,000 16.00 54.40 7040 21.49 7295 $ 9444 S 24.04 34.15% ;
31 30,000 16.00 56.60 72.60 21.49 7590 $ 9739 $ 24.79 34.15%
32 31,000 16.00 58.80 74.80 21.49 78.85 $ 100.34 $ 25.54 34.14%
33 32,000 16.00 61.00 77.00 21.49 81.80 $ 10323 $ 26.29 34.14%
34 33,000 16.00 63.20 79.20 21.49 8475 $ 106.24 $ 27.04 34.14%
35 34,000 16.00 65.40 81.40 21.49 87.70 $ 109.19 $ 27.79 34.14%
36 35,000 16.00 67.60 83.60 21.49 90.65 $ 112.14 $ 28.54 34.14%
37 36,000 16.00 69.80 85.80 21.49 9360 $ 11509 $ 29.29 34.14%
38 37,000 16.00 72.00 88.00 21.49 96.55 $ 118.04 $ 30.04 34.14%
39 38,000 16.00 74.20 90.20 21.49 99.50 $ 12099 S 30.79 34.14%
40 40,000 16.00 78.60 94.60 21.49 10540 S 126.89 $ 32.29 34.13%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

1" Residential Bills

Exhibit:

Schedule H-4

Witness: Kirsten

Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge| Charge | Total Bill| Charge | Charge | Total Bill | Amount Percentage
41 41,000 16.00 80.80 96.80 21.49 108.35 S 129.84 $ 33.04 34.13%
42 42,000 16.00 83.00 99.00 21.49 11130 $ 132,79 $ 33.79 34.13%
43 43,000 1600 8520 101.20 21.49 114.25 S 13574 $ 34.54 34.13%
44 44,000 1600 87.40 10340 2149 11720 $ 13869 §$ 35.29 34.13%
45 45,000 1600 89.60 10560 21.49 120.15 S 141.64 $ 36.04 34.13%
46 46,000 16.00 9180 107.80 21.49 123.10 S 14459 $ 36.79 34.13%
47 47,000 16.00 94.00 110.00 21.49 126.05 $ 14754 S 3754 34.13%
48 48,000 16.00 9620 11220 21.49 129.00 S 15049 S 38.29 34.13%
49 49,000 1600 98.40 11440 21.49 13195 $ 153.44 S 39.04 34.13%
50 50,000 1600 100.60 116,60 21.49 13490 S 156.39 S 39.79 34.13%
51 51,000 16.00 102.80 118.80 21.49 137.85 S 159.34 S 40.54 34.12%
52 52,000 16.00 105.00 121.00 2149 14080 $ 16229 $ 41.29 34.12%
53 53,000 16.00 107.20 123.20 21.49 143.75 $ 16524 S 42.04 34.12%
54 54,000 16.00 109.40 12540 2149 146.70 $ 168.19 $ 42.79 34.12%
55 55,000 16.00 111.60 127.60 2149 14965 $ 171.14 $ 43.54 34.12%
56 56,000 16,00 113.80 129.80 21.49 15260 $ 17409 $ 4429 34.12%
57 57,000 16,00 116.00 132,00 2149 15555 $ 177.04 $ 45.04 34.12%
58 58,000 16.00 118.20 13420 21.49 158.50 $ 17999 $ 45.79 34.12%
59 - 59,000 16.00 12040 13640 21.49 16145 $ 18294 S 4654 34.12%
60 60,000 16.00 122.60 138.60 21.49 16440 S 185.89 $ 47.29 34.12%
61 61,000 16.00 124.80 140.80 21.49 167.35 $ 188.84 $ 48.04 34.12%
62 62,000 16.00 127.00 14300 2149 17030 $ 191.79 $ 48.79 34.12%
63 63,000 16.00 129.20 14520 21.49 173.25 $ 194.74 $ 49.54 34.12%
64 64,000 16.00 131.40 147.40 21.49 176.20 $ 19769 $ 50.29 34.12%
65 65,000 16.00 133.60 149.60 21.49 179.15 $ 200.64 $ 51.04 34.12%
66 67,000 16.00 138.00 15400 21.49 185.05 §$ 206.54 $ 52.54 34.12%
67 68,000 16.00 140.20 156.20 21.49 188.00 $ 209.49 $ 53.29 34.12%
68 70,000 16.00 144.60 16060 21.49 19390 §$ 21539 $ 54.79 34.12%
69 71,000 16.00 146,80 162.80 21.49 196.85 $ 21834 $ 55.54 34.12%
70 72,000 16.00 149.00 16500 21.49 199.80 $ 221.29 $ 56.29 34.12%
71 74,000 16.00 153.40 16940 2149 20570 $ 227.19 $ 57.79 34.11%
72 75,000 16.00 155.60 171.60 21.49 208,65 $ 230.14 $ 58.54 34.11%
73 76,000 16.00 157.80 173.80 21.49 21160 $ 233.09 $ 59.29 34.11%
74 77,000 16.00 160.00 176.00 21.49 21455 $ 236.04 S 60.04 34.11%
75 78,000 16.00 162.20 178.20 2149 21750 § 23899 S 60.79 34.11%
76 79,000 16.00 16440 180.40 2149 22045 $ 24194 $ 61.54 34.11%
77 80,000 16.00 166.60 182.60 21.49 223.40 $ 244.89 S 62.29 34.11%
78 81,000 16.00 168.80 18480 21.43 226.35 $ 247.84 S 63.04 34.11%
79 84,000 16,00 175.40 19140 2149 23520 $ 256.69 $ 65.29 34.11%
80 86,000 16.00 179.80 195.80 2149 24110 $ 26259 $ 66.79 34.11%
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 : Schedule H-4

Typical Bill Analysis _
: Witness: Kirsten

1" Residential Bills Weeks
Present Rates : Proposed Rates Proposed Increase
Line Base Usage Base Usage
No. | Consumption | Charge | Charge | Total Bill| Charge | Charge | Total Bill | Amount Percentage

81 89,000 16.00 186.40 202.40 21.49 249.95 $ 271.44 $ 69.04 34.11%
82 91,000 16.00 190.80 206.80 21.49 255.85 $ 27734 $ 70.54 34.11%
83 104,000 16.00 219.40 23540 2149 29420 $ 315.69 $ 80.29 34.11%
84 106,000 16.00 223.80 239.80 2149 300.10 $ 321.59 S 81.79 34.11%
85 118,000 16.00 250.20 266.20 21.49 33550 $ 356.99 $ 90.79 34.11%
86 130,000 16.00 276.60 292.60 21.49 37090 $ 39239 $ 99.79 34.10%
87 145,000 16.00 309.60 32560 21.49 41515 S 436.64 $111.04 T 34.10%
88 156,000 16.00 333.80 349.80 21.49 44760 S 469.09 $119.29 34.10%
8S 162,000 16.00 347.00 363.00 21.49 46530 S 486.79 $123.79 34.10%
90 167,000 16.00 358.00 37400 2149 480.05 §$ 501.54 $127.54 34.10%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

1.5" Residential Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill| Charge | Charge | Total Bill Amount Percentage
1 5,000 25.00 6.15 31.15 33.58 824 $ 4182 $ 10.67 34.25%
2 10,000 25.00 15.50 40.50 3358 2080 $ 54.38 § 13.88 34.27%
3 11,000 25.00 19.65 4465 3358 2636 § 5994 § 15.29 34.24%
4 12,000 25.00 17.00 42,00 3358 2280 $ 5638 $ 14.38 34.24%
5 15,000 25.00 23.60 4860 3358 3165 $ 6523 $ 16.63 34.22%
6 16,000 25.00 25.80 50.80 33.58 3460 S 68.18 $ 17.38 34.21%
7 17,000 25.00 28.00 53.00 33.58 3755 $ 7113 § 18.13 34.21%
8 18,000 25.00 30.20 55.20 33.58 4050 § 74.08 S 18.88 34.20%
9 19,000 - 25.00 32.40 57.40 33.58 4345 §$ 77.03 S 19.63 34.20%
10 20,000 25.00 34.60 59.60 33,58 4640 $ 7998 S 20.38 34.19%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" Residential Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

- Proposed Rates

Proposed increase

Line Base Usage Base Usage
No. | Consumption | Charge| Charge Total Bill | Charge| Charge Total Bill Amount Percentage
1 - 37.00 - 37.00 49.70 - S 49.70 $ 12.70 34.32%
2 1,000 37.00 1.15 38.15 49.70 154 $ 5124 $ 13.09 34.31%
3 2,000 37.00 2.30 3930 49.7Q 3.08 $ 5278 $ 13.48 34.30%
4 3,000 37.00 3.45 40.45 49.70 462 S 5432 S 13.87 34.29%
5 4,000 37.00 4.60 41.60 49.70 6.16 $ 55.86 $ 14.26 34.28%
6 5,000 37.00 6.15 43,15 49.70 824 § 57.94 $ 14.79 34.28%
7 6,000 37.00 7.70 4470 49.70 1032 $. 60.02 $ 1532 34.27%
8 7,000 37.00 9.25 46.25 49.70 1240 S 62.10 $ 15.85 34.27%
9 8,000 37.00 10.80 47.80 49.70 1448 $ 64.18 $ 16.38 34.27%
10 9,000 37.00 12.35 49.35 43.70 1656 $ 66.26 $ 1691 34.27%
11 10,000 37.00 13.90 50.90 49.70 1864 $ 68.34 $ 17.44 34.26%
12 11,000 37.00 15.45 52.45 49.70 2072 S 7042 $§ 1797 34.26%
13 12,000 37.00 17.00 54.00 49.70 2280 $ 7250 $ 18.50 34.26%
14 13,000 37.00 19.20 56.20 49.70 2575 $ 7545 $§ 19.25 34.25%
15 14,000 37.00 21.40 58.40 49.7C 2870 § 78.40 $ 20.00 34.25%
16 15,000 37.00 23.60 60.60 49.70 3165 $ 8135 $ 20.75 34.24%
17 16,000 37.00 25.80 62.80 49.70 3460 $ 8430 $ 21.50 34.24%
18 17,000 37.00 28.00 65.00 49.70 " 3755 S 87.25 § 22.25 34.23%
19 18,000 37.00 30.20 67.20 49.70 4050 $ 90.20 $ 23.00 34.23%
20 19,000 37.00 32.40 69.40 49.70 4345 $ 93.15 $§ 23.75 34.22%
21 20,000 37.00 34.60 71.60 49.70 46.40 S 96.10 $ 24.50 34.22%
22 21,000 37.00 36.80 73.80 49.70 4935 $ 99.05 $ 25.25 34.21%
23 22,000 37.00 39.00 76.00 49.70 5230 $ 10200 $ 26.00 34.21%
24 23,000 37.00 41.20 78.20 49.70 5525 $ 10495 $ 26.75 34.21%
25 24,000 37.00 43.40 80.40 49.70 58.20 $ 107.90 $ 27.50 34.20%
26 25,000 37.00 45.60 82.60 49.70 6115 $ 11085 $ 128.25 34.20%
27 26,000 37.00 47.80 84.80 49.70 6410 $ 11380 $ 29.00 34.20%
28 27,000 37.00 50.00 87.00 49.70 67.05 $ 11675 $§ 29.75 34.20%
29 28,000 37.00 52.20 89.20 49.70 70,00 $ 119.70 $ 30.50 34.19%
30 29,000 37.00 54.40 9140 49.70 7295 $ 122565 § 31.25 34.19%
31 30,000 37.00 56.60 93.60 49.70 7590 $ 12560 $ 32.00 34.19%
32 31,000 37.00 58.80 95.80 49.70 7885 § 12855 S 32.75 34.19%
33 32,000 37.00 61.00 98.00 49.70 81.80 $ 13150 $ 33.50 34.18%
34 33,000 37.00 63.20 100.20 49.70 8475 $ 13445 $ 34.25 34.18%
35 34,000 37.00 65.40 102.40 42.70 8770 $ 13740 $ 35.00 34.18%
36 35,000 37.00 67.60 104.60 49.70 9065 $§ 14035 $ 35.75 34.18%
37 36,000 37.00 69.80 106.80 49.70 93.60 $§ 14330 $ 36.50 34.18%
38 37,000 37.00 72.00 109.00 49.70 96.55 $ 14625 $ 37.25 34.17%
39 38,000 37.00 74.20 111.20 49.70 99.50 $§ 14920 $ 38.00 34.17%
40 39,000 37.00 76.40 113.40 49.70 10245 $§ 15215 $ 38.75 34.17%
41 40,000 37.00 78.60 11560 49.70 105.40 $ 15510 $ 39.50 34.17%
42 41,000 37.00 80.80 117.80 49.70 108.35 § 158.05 S 40.25 34.17%
43 42,000 37.00 83.00 120.00 45.70 11130 § 16100 S 41.00 34.17%
44 43,000 37.00 85.20 122.20 49.70 11425 § 16395 $ 41.75 34.17%
a5 44,000 37.00 87.40 12440 49.70 11720 § 16690 $ 42.50 34.16%
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2" Residential Bills

Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed increase

' Line Base Usage Base Usage |

i No. | Consumption | Charge| Charge Total Bill | Charge| Charge Total Bill Amount Percentage

{

' 46 45,000 37.00 89.60 126.60 49.70 120.15 $ 169.85 $§ 43.25 34.16%
47 46,000 37.00 91.80 128.80 49.70 12310 $ 17280 $ 44.00 34.16%
48 47,000 37.00 94.00 131.00 49.70 '126.05 $ 17575 $ 44.75 34.16%
49 48,000 37.00 96.20 133.20 49.70 129.00 $ 178.70 $ 45.50 34.16%
50 49,000 37.00 98.40 135.40 49.70 131.95 $§ 18165 § 46.25 34.16%
51 51,000 37.00 102.80 139.80 49.70 137.85 § 18755 $ 47.75 34.16%
52 52,000 37.00 105.00 142.00 49.70 140.80 $ 19050 $ 48.50 34.15%
53 54,000 37.00 109.40 146.40 49.70 146.70 $ 196.40 $ 50.00 34.15%
54 56,000 37.00 113.80 150.80 49.70 152.60 § 20230 $ 51.50 34.15%
55 57,000 37.00 116.00 153.00 49.70 155.55 § 205.25 $§ 52.25 34.15%
56 58,000 37.00 118.20 155.20 49.70 158.50 $ 20820 $ 53.00 34.15%
57 59,000 37.00 120.40 157.40  49.70 16145 $ 21115 $ 53.75 34.15%
58 60,000 37.00 122.60 159.60 49.70 164.40 $ 21410 $ 5450 34.15%
59 61,000 37.00 124.80 161.80 45.70 16735 $ 21705 $ 55.25 34.15%
60 64,000 37.00 131.40 168.40  49.70 17620 $ 22590 $ 57.50 34.14%
61 66,000 37.00 135.80 172.80 49.70 182,10 $ 23180 $§ 59.00 34.14%
62 67,000 37.00 138.00 175.00 49.70 185.05 $ 23475 $ 59.75 34.14%
63 68,000 37.00 140.20 177.20 49.70 188.00 § 23770 $§ 60.50 34.14%
64 70,000 37.00 144.60 181.60 49.70 193.90 § 24360 $ 62.00 34.14%
65 72,000 37.00 149.00 186.00 49.70 199.80 $ 249.50 $§ 63.50 34.14%
66 73,000 37.00 151.20 188.20 49.70 202,75 $ 25245 $ 64.25 34.14%
67 76,000 37.00 157.80 194.80 49.70 21160 5 26130 $ 66.50 34.14%
68 79,000 37.00 164.40 201.40 49.70 22045 $ 27015 $ 68.75 34.14%
69 82,000 37.00 171.00 208.00 49.70 22930 $§ 279.00 $ 71.00 34.13%
70 86,000 37.00 179.80 216.80 49.70 241.10 $ 290.80 $ 74.00 34.13%
7 88,000 37.00 184.20 22120 49.70 247.00 $ 29670 $ 75.50 34.13%
72 93,000 37.00 195.20 23220 49.70 26175 $ 31145 $ 79.25 34.13%
73 95,000 37.00 199.60 236.60 49.70 26765 $ 31735 $ 80.75 34.13%
74 96,000 37.00 201.80 238.80 49.70 270.60 $ 32030 $ 8150 34.13%
75 97,000 37.00 204.00 241,00 49.70 273.55 § 32325 § 8225 34.13%
76 98,000 37.00 206.20 24320 49.70 27650 S 32620 $ 83.00 34.13%
77 99,000 37.00 208.40 245.40 49.70 279.45 $ 32915 $ 83.75 34.13%
78 102,000 37.00 215.00 252.00 49.70 288.30 § 338.00 $ 86.00 34.13%
79 103,000 37.00 217.20 254.20 49.70 291.25 $ 34095 $ 86.75 34.13%
80 104,000 37.00 219.40 256.40 49.70 29420 $ 34390 $ 87.50 34.13%
81 106,000 37.00 223.80 260.80 49.70 300.10 $ 349.80 $ 89.00 34.13%
82 107,000 37.00 226.00 263.00 49.70 303.05 $ 35275 $ 89.75 34.13%
83 108,000 37.00 228.20 26520 49.70 30600 $ 35570 $ 9050 34.13%
84 109,000 37.00 230.40 267.40  49.70 30895 $§ 35865 § 91.25 34,12%
85 111,000 37.00 234.80 271.80 49.70 314.85 $ 36455 $ 92.75 34.12%

112,000 37.00 237.00 27400 49.70 317.80 $§ 36750 $ 93.50 34.12%

i 113,000 37.00 239.20 276.20 49.70 32075 $ 37045 $ 94.25 34.12%

88 114,000 37.00 241.40 278.46 49.70 323.70 $ 373.40 $ 95.00 34.12%

i 89 116,000 37.00 245.80 282.80 49.70 32960 $ 37930 $ 96.50 34.12%

§ 90 126,000 37.00 267.80 304.80 49.70 359.10 $ 408.80 $ 104.00 34.12%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" Residential Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge| Charge Total Bill | Charge| Charge Total Bill Amount Percentage
91 134,000 37.00 285.40 322.40 48.70 38270 $ 43240 $ 110.00 34.12%
‘92 137,000 37.00 292.00 329.00 49.70 391.55 § 44125 $ 11225 34.12%
93 162,000 37.00 347.00 384.00 49.70 465.30 § 515.00 $ 131.00 34.11%
94 191,000 37.00 410.80 447.80 49.70 550.85 $ 600.55 $ 152.75 34.11%
95 249,000 37.00 538.40 575.40 '49.70 72195 $ 77165 $ 196.25 34.11%V
96 331,000 37.00 718.80 755.80 49.70 963.85 $ 1,013.55 $ 257.75 34.10%
97 348,000 37.00 756.20 793.20 49.70 1,014.00 $ 1,063.70 $ 270.50 34.10%
98 354,000 37.00 769.40 806.40 49.70 1,031.70 $ 1,081.40 $ 275.00 34.10%
99 460,000 37.00 1,002.60 1,039.60 49.70 1,344.40 $ 1,394.10 $ 354.50 34.10%
100 479,000 37.00 1,044.40 1,081.40 49.70 1,400.45 $ 1,450.15 $ 368.75 34.10%
101 547,000 37.00 1,194.00 1,231.00 49.70 1,601.05 $ 1,650.75 $ 419.75 34.10%
102 651,000 37.00 1,422.80 1,459.80 49.70 1,907.85 $ 1,957.55 $ 497.75 34.10%
103 678,000 37.00 1,482.20 1,519.20 49.70 1,987.50 $ 2,037.20 $ 518.00 34.10%
104 971,000 37.00 2,126.80 2,163.80 49.70 2,851.85 $ 2,901.55 $ 73775 34.10%
.105 1,147,000 37.00 2,514.00 2,551.00 49.70 3,371.05 $ 3,420.75 $ 869.75 34.09%
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule H-4

Typical Bill Analysis
Witness: Kirsten

6" Residential Bills Weeks
Present Rates Proposed Rates Proposed Increase
Line Base Usage Base Usage .
No. | Consumption | Charge | Charge | Total Bill | Charge | Charge | Total Bill | Amount Percentage

1 30,000 56.00 83.00 139.00 7522 11130 $ 186.52 $ 47.52 34.19%
2 60,000 56.00 149.00 205.00 75.22 199.80 $ 275.02 $ 70.02 34.16%
3 63,000 56.00 155.60 21160 7522 20865 $ 283.87 $ 72.27 34.15%
4 69,000 56.00 168.80 224.80 7522 22635 $ 30157 $ 76.77 34.15%
5 71,000 56.00 173.20 229.20 7522 23225 $ 307.47 $ 78.27 34.15%
6 76,000 56.00 184.20 24020 7522 247.00 $ 32222 $ 82.02 34.15%
7 80,000 56.00 193.00 249.00 7522 258.80 $ 334.02 $ 85.02 . 34.14%
8 84,000 56.00 201.80 257.80 75.22 27060 $ 345.82 $ 88.02 34.14%
9 85,000 56.00 204.00 260.00 75.22 27355 $ 34877 $ 88.77 34.14%
10 88,000 56.00 210.60 266.60 7522 28240 $ 357.62 $ 91.02 34.14%
11 90,000 56.00 215.00 271.00 7522 28830 $ 363.52 $ 92.52 34.14%

Supporting Schedules : H-3
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule H-4
Typical Bill Analysis

Witness: Kirsten

5/8" Commercial Bills Weeks
Present Rates Proposed Rates Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge { Charge Total Bill { Charge| Charge Total Bill Amount Percentage

1 - 11.00 - 11.00 14.77 - $ 1477 $ 377 34.27%

2 1,000 11.00 1.15 12.15 14.77 1.54 $ 16.31 $ 4.6 34.24%

3 2,000 11.00 230 13.30 14.77 3.08 $ 17.85 $§ 455 34.21%

4 3,000 11.00 3.45 14.45 14.77 462 $ 1939 § 494 34.19%

5 4,000 11.00 4.60 15.60 14.77 6.16 $ 2093 $ 533 34.17%

6 5,000 11.00 6.15 17.15  14.77 824 $ 23.01 $§ 5.86 34.17%

7 6,000 11.00 7.70 18.70 14.77 1032 $ 2509 $ 639 34.17%

8 7,000 11.00 9.25 20.25 14.77 1240 $ 27.17 S 6.92 34.17%

9 8,000 11.00 10.80 21,80 1477 1448 $ 2925 $§ 745 34.17%

10 9,000 11.00 1235 2335 1477 1656 $ 3133 s 798 34.18%

11 10,000 11.00 13.90 24.90 14.77 1864 $ 3341 s 85S1 34.18%

12 11,000 11.00 15.45 26.45 14.77 2072 S 3549 § 9.04 34.18%

13 12,000 11.00 17.00 28.00 14.77 22.80 $ 3757 § 957 34.18%

14 13,000 11.00 19.20 30.20 14.77 2575 §S 40.52 § 1032 34.17%

‘15 14,000 11.00 21.40 3240 14.77 28.70 S 4347 $ 11.07 34.17%

16 15,000 11.00 23.60 3460 14.77 3165 $ 4642 S 11.82 34.16%

17 16,000 11.00 25.80 36.80 14.77 3460 $ 4937 § 1257 34.16%

18 17,000 11.00 28.00 39.00 14.77 3755 S 5232 § 13.32 34.15%

19 18,000 11.00 30.20 41.20 14.77 40.50 $ 55.27 $ 14.07 34.15% |
20 19,000 11.00 3240 43.40 1477 4345 $ 5822 $ 14.82 34.15% 5
21 20,000 11.00 34.60 45.60 14.77 46.40 S 61.17 $ 15.57. 34.14%

22 21,000 11.00 36.80 47.80 14.77 4935 $ 64.12 § 16.32 34.14% ;
23 22,000 11.00 39.00 50.00 14.77 5230 $ 67.07 $§ 17.07 34.14% |
24 23,000 11.00 41,20 52.20 14.77 55.25 $ 70.02 $§ 17.82 34.14% ;
25 24,000 11.00 43.40 $4.40 14.77 58.20 $ 72897 $§ 1857 34.14% :
26 25,000 11.00 45.60 56.60 14.77 61.15 S 7592 $§ 19.32 34.13%

27 26,000 11.00 47.80 58.80 14.77 6410 $ 7887 § 20.07 34.13% )
28 27,000 11.00 50.00 61.00 14.77 67.05 $ 81.82 $§ 20.82 34.13% i
29 28,000 11.00 52.20 63.20 14.77 70.00 $ 8477 $§ 21.57 34.13% i
30 29,000 11.00 54.40 65.40 14.77 7295 $ 87.72 '§ 2232 34.13% |
31 30,000 11.00 56.60 67.60 14.77 7590 $ 90.67 $§ 23.07 34.13%

32 31,000 11.00 58.80 69.80 14.77 7885 $ 93.62 § 23.82 34.13%

33 32,000 11.00 61.00 72.00 14.77 81.80 $ 96.57 $§ 2457 34.13%

34 33,000 11.00 63.20 74.20 14.77 84.75 S 99.52 § 25.32 34.12%

35 34,000 11.00 65.40 76.40 14.77 87.70 $ 10247 § 26.07 34.12%

36 35,000 11.00 67.60 78.60 14.77 90.65 $ 10542 $ 26.82 34.12%

37 36,000 11.00 69.80 80.80 14.77 9360 $ 10837 § 2757 34.12%

38 37,000 11.00 72.00 83.00 14.77 9655 $§ 11132 § 2832 34.12%

39 39,000 11.00 76.40 87.40 14.77 102.45 $ 117.22 § 29.82 34.12%

40 40,000 11.00 78.60 89.60 14.77 10540 $ 12017 $ 30.57 34.12%

41 41,000 11.00 80.80 91.80 14.77 10835 $ 12312 $ 3132 34.12% ]
42 42,000 11.00 83.00 94.00 14.77 11130 $ 126.07 $§ 32.07 34.12%

43 43,0006 11.00 85.20 96.20 14.77 11425 $§ 129.02 $ 32.82 34.12%

44 44,000 11.00 87.40 98.40 14.77 117.20 $ 13197 § 33.57 34.12%

45 45,000 11.00 89.60 100.60 14.77 12015 $ 13492 § 34.32 34.12%

46 46,000 11.00 91.80 102.80 14.77 123.10 $ 13787 $ 35.07 34.11%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Biill Analysis

5/8" Commercial Bills

Exhibit:

Schedule H-4

Witness: Kirsten

Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption Charge Charge Total Bill | Charge| Charge Total Bill Amount Percentége

47 47,000 11.00 94.00 105.00 14.77 126.05 5 140.82 5§ 35.82 34.11%
48 48,000 11.00 96.20 107.20 14.77 129.00 $ 14377 $ 36.57 34.11%
438 49,000 11.00 98.40 109.40 14.77 13195 $ 14672 $ 3732 34.11%
S0 ’ 56,000 11.00 113.80 124.80 14.77 152,60 $ 167.37 $ 42.57 34.11%
51 57,000 11.00 116.00 127.00 14.77 15555 $ 17032 $ 4332 34.11%
52 62,000 11.00 127.00 138.00 14.77 17030 $§ 185.07 S 47.07 34.11%
53 63,000 11.00 129.20 140.20 14.77 173.25 $§ 188.02 $ 47.82 34.11%
54 64,000 11.00 131.40 14240 1477 176.20 § 19097 $ 4857 34.11%
55 65,000 11.00 133.60 144.60 14.77 179.15 § 19392 $ 49.32 34.11%
56 66,000 11.00 135.80 146.80 14.77 18210 $ 196.87 $ 50.07 34.11%
‘57 67,000 11.00 138.00 149.00 14.77 18505 $ 199.82 $§ 50.82 34.11%
58 68,000 11.00 140.20 151.20 14.77 188.00 $§ 202.77 $ 5157 34.11%
59 €69,000 11.00 142.40 153.40 14.77 19095 $ 205.72 $ 52.32 34.11%
60 70,000 11.00 144.60 155.60 14.77 19390 $ 20867 $ 53.07 34.11%
61 72,000 11.00 143.00 160.00 14.77 199.80 § 21457 $ 54.57 34.11%
62 73,000 11.00 151.20 162.20 14.77 202,75 § 21752 § 55.32 34.11%
63 74,000 11.00 153.40 164.40 14.77 205.70 $ 22047 $ 56.07 34.11%
64 76,000 11.00 157.80 168.80 14.77 21160 $ 22637 $§ 57.57 34.11%
65 77,000 11.00 160.00 171.00 14.77 214.55 $ 229.32 § 5832 34.11%
66 78,000 11.00 162.20 173.20 14.77 21750 $ 232.27 § 59.07 34.11%
67 79,000 11.00 164.40 175.40 14.77 22045 $§ 23522 § 59.82 34.10%
68 82,000 11.00 171.00 182.00 14.77 22930 $§ 24407 $ 6207 34.10%
69 84,000 11.00 175.40 186.40 14.77 23520 $§ 249.97 $§ 63.57° 34.10%
70 85,000 11.00 177.60 188.60 14.77 23815 § 252.92 $§ 64.32 34.10%
71 86,000 11.00 179.80 190.80 14.77 24110 $ 25587 $ 65.07 34.10%
72 90,000 11.00 188.60 199.60 14.77 25290 $ 26767 $ 68.07 34.10%
73 96,000 11.00 201.80 212.80 14.77 27060 $ 28537 $ 7257 34.10%
74 97,000 11.00 204.00 215.00 14.77 27355 § 28832 § 7332 34.10%
75 101,000 11.00 212.80 223.80 14.77 28535 $§ 30012 $ 7632 34.10%
76 102,000 11.00 215.00 226.00 1477 28830 $ 303.07 $§ 77.07 34.10%
77 107,000 11.00 226.00 237.00 14.77 303.05 $§ 317.82 § 8082 34.10%
78 133,000 11.00 283.20 294.20 1477 379.75 § 39452 § 10032 34.10%
79 134,000 11.00 285.40 296.40 1477 38270 $ 39747 S 101.07 34.10%
80 141,000 11.00 300.80 311.80 1477 40335 $ 41812 $ 106.32 34.10%
81 171,000 11.00 366.80 377.80 14,77 49185 S 50662 $ 128.82 34.10%
82 175,000 11.00 375.60 386.60 14.77 503.65 $ 51842 $ 131.82 34.10%
83 220,000 11.00 474.60 485.60 14.77 63640 $ 651.17 $ 165.57 34.10%
84 248,000 11.00 536.20 . 547.20 14.77 719.00 $ 73377 $ 186.57 34.10%
85 287,000 11.00 622.00 633.00 1477 83405 § 84882 § 21582 34.09%
86 296,000 11.00 641.80 652.80 14.77 860.60 $ 875.37 § 222.57 34.09%
87 298,000 11.00 646.20 657.20 14.77 866.50 S 881.27 § 224.07 34.09%
88 307,000 11.00 666.00 677.00 1477 '893.05 § 907.82 § 230.82 34.09%
89 378,000 11.00 822.20 833.20 1477 1,10250 $ 1,117.27 $ 284.07 34.09%
90 663,000 11.00 1,449.20 1,460.20 1477 1,943.25 $ 1958.02 $ 497.82 34.09%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis .

1" Commercial Bifls

Exhibit:
Schedule H-4

Witness: Klrsteh
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge| Charge | Total Bill] Charge | Charge | Total Bill | Amount Percentage
1 - 16.00 - 16.00 21.49 - § 2149 S 549 34.31%
2 1,000 16.00 1.15 17.15 21.49 154 $ 23.03 $§ 588 34.29%
3 2,000  16.00 230 1830 21.49 308 $ 2457 § 6.27 34.26%
4 3,000 16.00 3.45 19.45 21.49 462 $ 2611 S 6.66 34.24%
5 4,000 16.00 460 2060 21.49 616 $ 2765 $§ 7.05 34.22%
6 5,000 16.00 6.15 22.15  21.49 824 § 2973 § 758 34.22%
7 6,000 16.00 7.70  23.70 21.49 1032 $ 3181 $ - 811 34.22%
8 7,000 16.00 9.25 2525 21.49 1240 $ 338 $ 8.64 34.22%
9 8,000 16.00 10.80  26.80 21.49 1448 § 3597 $ 9.17 34.22%
10 9,000 16.00 12.35  28.35 21.49 16.56 $ 3805 $ 9.70 34.22%
11 10,000 16.00 13.90 29.90 21.49 1864 5 40.13 $ 1023 34.21%
12 11,000 16.00 15.45 31.45 21.49 2072 $ 4221 $ 1076 34.21%
13 12,000 16.00 17.00  33.00 21.49 2280 $ 4429 $ 11.29 34.21%
14 13,000 16.00 19.20 3520 21.49 2575 $ 4724 $ 1204 34.20%
15 14,000 16.00 21.40 37.40 21.49 2870 $ 5019 $ 12.79 34.20%
16 15,000 16.00 23.60 39.60 21.49 3165 $ 53.14 $ 1354 34.19%
17 16,000 16.00 25.80 41.80 21.49 3460 $ 56.09 $ 14.29 34.19%
18 17,000 16.00 28.00 44.00 21.49 3755 § 59.04 $ 15.04 34.18%
19 18,000 16.00 30.20 46.20 21.49 4050 $ 6199 $ 1579 34.18%
20 19,000 16.00 32.40 48.40 21.49 4345 $ 6494 $ 16.54 34.17%
21 20,000 1600 34.60 50.60 21.49 4640 $ 67.89 § 17.29 34.17%
22 21,000 16.00 36.80 52.80 21.49 4935 $ 70.84 $ 18.04 34.17%
23 22,000 16.00 39.00 55.00 21.49 5230 § 73.79 $ 1879 34.16%
24 23,000 16.00 4120 57.20 21.49 §5.25 $ 7674 $ 19.54 34.16%
25 24,000 16.00 4340  59.40 21.49 5820 $ 79.69 $ 20.29 34.16%
26 25,000 1600 4560 6160 21.49 6115 $ 8264 $ 2104 34.16%
27 26,000 16.00 47.80  63.80 21.49 6410 § 8559 $§ 21.79 34.15%
28 27,000 16.00 50.00 66.00 21.49 67.05 $ 8854 $ 2254 34.15%
29 28,000 16.00 52.20 68.20 21.49 7000 $ 9149 $ 23.29 34.15%
30 29,000 16.00 54.40 7040 21.49 7295 § 94.44 $§ 24.04 34.15%
31 30,000 16.00 56.60 72.60 21.49 7590 § 9739 $§ 2479 34.15%
32 31,000 16.00 58.80  74.80 21.49 78.85 § 100.34 § 2554 34.14%
33 32,000 16.00 61.00 77.00 21.49 81.80 $ 10329 $ 26.29 34.14%
34 33,000 16.00 63.20 79.20 21.49 8475 $ 106.24 $ 27.04 34.14%
35 34,000 16.00 65.40 8140 21.49 87.70 $ 10919 $ 27.79 34.14%
36 35,000 16.00 67.60 B83.60 21.49 90.65 $ 11214 $ 2854 34.14%
37 36,000 16.00 69.80 85.80 21.49 9360 $ 115.09 $ 29.29 34.14%
38 37,000 16.00 72.00 88.00 21.49 96.55 $ 118.04 $ 30.04 34.14%
39 38,000 16.00 7420 9020 21.49 99.50 § 12099 $ 30.79 34.14%
40 39,000 1600 7640 9240 2149 10245 $ 12394 $ 31.54 34.13%
41 40,000 1600 78.60 94.60 21.49 10540 $ 126.89 $ 32.29 34.13%
42 41,000 16.00 80.80 96.80 21.49 10835 $ 12984 $ 33.04 34.13%
43 42,000 1600 83.00 99.00 21.49 11130 $ 13279 $ 33.79 34.13%
44 43,000 16.00 85.20 10120 21.49 11425 $ 13574 $ 34.54 34.13%
45 44,000 1600 87.40 103.40 2149 117.20 $ 13869 $ 3529 34.13%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

1" Commercial Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Increase

Proposed Rates

Line Base | Usage Base | Usage. .

No. | Consumption | Charge| Charge | Total Billj Charge | Charge | Total Bill | .Amount Percentage
46 45,000 16.00 89.60 105.60 21.49 12015 $ 14164 $ 36.04 '34.13%
47 46,000 16.00 91.80 107.80 21.49 123.10 $ 144.59 $ 36.79 34.13%
48 47,000 16.00 94.00 110.00 2149 126.05 $ 147.54 § 37.54 34.13%
49 48,000 16.00 9620 11220 2149 128.00 $ 15049 $ 38.29 34.13%
50 49,000 16.00 98.40 11440 21.49 13195 $ 153.44 $ 39.04 34.13%
51 50,000 16.00 100.60 11660 21.49 13490 $ 15639 $ 39.79 34.13%
52 51,000 16.00 102.80 118.80 21.49 137.85 $ 159.34 $ 40.54 34.12%
53 52,000 - 16.00 105.00 121.00 21.49 14080 $ 162.29 $ 41.29 34.12%
54 53,000 16.00 107.20 123.20 21.49 143.7S $ 16524 $ 42.04 34.12%
55 54,000 16.00 109.40 12540 21.49 14670 $ 168.19 § 42.79 34.12%
56 55,000 16.00 111.60 127.60 21.49 149.65 $ 171.14 S 43.54 34.12%
57 56,000 16.00 113.80 129.80 21.49 15260 $ 17409 $ 44.29 34.12%
58 57,000 16.00 116.00 132.00 2149 15555 §$ 177.04 $ 45.04 34.12%
59 58,000 16.00 118.20 13420 2149 15850 $ 179.99 $§ 45.79 34.12%
60 59,000 16.00 120.40 13640 21.43 161.45 $ 18294 $ 46.54 34.12%
61 60,000 16.00 122.60 13860 2149 16440 $ 185.89 S 47.29 34.12%
62 63,000 16.00 129.20 14520 21.49 17325 $ 19474 $ 49.54 34.12%
63 64,000 16.00 131.40 147.40 21.49 17620 S 19769 § 50.29 34.12%
64 66,000 1600 135.80 151.80 21.49 18210 $ 203.59 $ 51.79 34.12%
65 68,000 16.00 140.20 156.20 21.49 188.00 $ 20949 $ 53.29 34.12%
66 69,000 16.00 14240 158.40 21.49 19095 $ 21244 $ 54.04 34.12%
67 71,000 16.00 14680 162.80 21.49 19685 $ 21834 $ 5554 34.12%
68 72,000 16.00 149.00 165.00 2149 199.80 $ 221.29 $§ 56.29 34.12%
69 75000 16.00 15560 171.60 21.49 208.65 $ 230.14 $§ 5854 34.11%
70 78,000 16.00 162.20 17820 2149 21750 $ 23899 $ 60.79 34.11%
71 79,000 16.00 164.40 180.40 21.49 22045 $ 24194 $ 61.54 34.11%
72 80,000 16.00 166.60 182.60 21.49 22340 $ 244.89 $ 62.29 34.11%
73 83,000 16.00 173.20 189.20 21.49 23225 $ 253.74 $ 64.54 34.11%
74 86,000 16.00 179.80 195.80 21.49 24110 $ 26259 $§ 66.79 34.11%
75 87,000 16.00 182.00 198.00 21.49 24405 $ 265.54 $ 67.54 34.11%
76 88,000 16.00 184.20 200.20 21.49 247.00 $ 26349 $ 6829 34.11%
77 89,000 16.00 186.40 202.40 21.49 249.95 $ 27144 § 69.04 34.11%
78 90,000 16.00 188.60 204.60 21.49 25290 $ 27439 $ 69.79 34.11%
79 92,000 16.00 193.00 209.00 21.49 25880 $ 280.29 $ 71.29 34.11%
80 93,000 16.00 195.20 21120 2149 26175 $ 28324 $ 72.04 34.11%
81 95,000 16.00 199.60 21560 21.49 26765 $ 289.14 $ 73.54 34.11%
82 96,000 16.00 201.80 217.80 21.49 27060 $ 292.09 $ 74.29 34.11%
83 97,000 16.00 204.00 220.00 21.49 27355 $ 295.04 S 75.04 34.11%
84 102,000 16.00 215.00 231.00 21.49 28830 $ 309.79 $ 78.79 34.11%
85 105,000 16.00 22160 237.60 21.49 297.15 S 31864 S 81.04 34.11%
86 106,000 16.00 223.80 239.80 21.49 300.10 $ 32159 $ 81.79 34.11%
87 107,000 16.00 226.00 242.00 21.49 303.05 $ 32454 S 8254 34.11%
88 111,000 16.00 23480 250.80 21.49 314.85 $ 33634 $§ 8554 34.11%
89 118,000 1600 25020 26620 21.49 33550 $ 35699 $ 90.79 34.11%
90 119,000 16.00 252.40 21.49 33845 § 35994 $ 91.54 34.11%

268.40
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

1" Commercial Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line . Base | Usage Base | Usage

No. | Consumption | Charge} Charge | Total Bill| Charge | Charge | Total gill | Amount Percentage
91 120,000 16.00 254.60 270.60 21.49 341.40 $ 36289 § 9229 34.11%
92 124,000 16.00 26340 279.40 2149 353.20 $ 37469 $ 95.29 34.11%
93 126,000 16.00 267.80 28380 2149 359.10 $ 38059 $ 96.79 34.11%
94 135,000 16.00 287.60 303.60 21.49 385.65 $ 407.14 $ 103.54 34.10%
95 137,000 16.00 292.00 308.00 2149 391.55 $ 413.04 $ 105.04 34.10%
96 138,000 16.00 294.20 31020 21.49 39450 $ 41599 $ 105.79 34.10%
97 146,000 16.00 311.80 32780 2149 418.10 $ 43959 $ 111.79 34.10%
98 154,000 16.00 329.40 34540 2149 441.70 S 46319 S 117.79 34.10%
89 158,000 16.00 338.20 354.20 21.49 453.50 $ 47499 $ 120.79 34.10%
100 207,000 16.00 44600 462.00 2149 598.05 $ 619.54 $ 15754 34.10%
101 290,000 16.00 628.60 ©644.60 2149 842.90 $ 86439 $ 219.79 34.10%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" Commercial Bills

Exhibit:

Schedule H-4

Weeks

‘Witness: Kirsten

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill] Charge{ Charge | Total Bill | Amount Percentage
1 - 37.00 - 37.00 49.70 - $ 4970 $ 12.70 34.32%
2 1,000 37.00 1.15 38.15 49.70 1.54 § 5124 S 13.09 34.31%
3 2,000 37.00 2.30 39.30 49.70 308 $ 52.78 $ 13.48 34.30%
4 3,000 37.00 3.45 40.45 49.70 462 $ 5432 S 13.87 34.29%
5 4,000 37.00 460 4160 49.70 616 $ 5586 $ 14.26 34.28%
6 5,000 37.00 6.15 43.15 49.70 824 § 57.94 §$ 14.79 34.28%
7 6,000 37.00 7.70 44,70 49.70 1032 $§ 60.02 §$ 15.32 34.27%
8 7,000 37.00 9.25 46.25 49.70 1240 $ 6210 S 15.85 34.27%
9 8,000 37.00 10.80 47.80 49.70 1448 $§ 64.18 $ 16.38 34.27%
10 9,000 37.00 12.35 49.35 49.70 1656 $ 66.26 $ 16.91 34.27%
11 10,000 37.00 13.90 50.90 49.70 1864 § 68.34 §$ 17.44 34.26%
12 11,000 37.00 15.45 52.45 49.70 2072 § 7042 $ 17.97 34.26%
13 12,000 37.00 17.00 5400 49.70 2280 $§ 7250 $ 18.50 34.26%
14 13,000 37.00 19.20 56.20 49.70 2575 $ 7545 $ 19.25 34.25%
15 14,000 37.00 21.40 58.40 49.70 2870 $ 78.40 $ 20.00 34.25%
16 15,000 37.00 23.60 60.60 49.70 31.65 $ 8135 $ 20.75 34.24%
17 16,000 37.00 25.80 62.80 49.70 3460 § 8430 $ 2150 34.24%
18 17,000 37.00 28.00 65.00 49.70 37.55 § 8725 $ 2225 34.23%
19 19,000 37.00 32.40 69.40 49.70 4345 $ 93.15 S 23,75 34.22%
20 20,000 37.00 34.60 71.60 49.70 46.40 $ 96.10 $ 24,50 34.22%
21 21,000 37.00 36.80 73.80 49.70 49.35 § 99.05 $ 25.25 34.21%
22 22,000 37.00 39.00 76.00 49.70 52.30 $ 102.00 $ 26.00 34.21%
23 23,000 37.00 41.20 78.20 49.70 55.25 $§ 10495 §$ 26.75 34.21%
24 24,000 37.00 43.40 80.40 49.70 58.20 $ 107.90 $ 27.50 34.20%
25 25,000 37.00 45.60 82.60 49.70 61.15 $ 110.85 $ 28.25 34.20%
26 26,000 37.00 47.80 84.80 49.70 64.10 $ 113.80 $ 29.00 34.20%
27 27,000 37.00 50.00 87.00 49.70 67.05 $ 116,75 $ 29.75 34.20%
28 28,000 37.00 52.20 89.20 49.70 70.00 $ 119.70 $ 3050 34.19%
29 29,000 37.00 54.40 91.40 49.70 7295 $ 122,65 $ 31.25 34.19%
30 30,000 37.00 56.60 93.60 49.70 7590 $ 12560 S 32.00 34.19%
31 31,000 37.00 58.80 95.80 49.70 78.85 $ 128,55 $ 32.75 34.19%
32 32,000 37.00 61.00 98.00 49.7Q 81.80 $ 13150 $ 33.50 34.18%
33 33,000 37.00 63.20 100.20 49.70 8475 $ 13445 $ 34.25 34.18%
34 34,000 37.00 65.40 102.40 49.70 87.70 $ 137.40 S 35.00 34.18%
35 35,000 37.00 67.60 104.60 49,70 90.65 $ 140.35 §$ 35.75 34.18%
36 36,000 37.00 69.80 106.80 49.70 93.60 $ 14330 $ 36.50 34.18%
37 37,000 37.00 72.00 109.00 49.70 96.55 $ 146.25 $ 37.25 34.17%
38 38,000 37.00 7420 111.20 49.70 99.50 $ 149.20 $ 38.00 34.17%
39 39,000 37.00 76.40 113.40 49.70 10245 $ 15215 § 38.75 34.17%
40 40,000 37.00 78.60 115,60 49.70 10540 $ 155.10 $ 39.50 34.17%
41 41,000 37.00 80.80 117.80 49.70 108.35 $ 158.05 $ 40.25 34.17%
42 42,000 37.00 83.00 120.00 49.70 11130 $ 161.00 $ 41.00 34.17%
43 43,000 37.00 85.20 122.20 45.70 114.25 $ 163.95 $ 41.75 34.17%
a4 44,000 37.00 87.40 12440 49.70 117.20 $ 16690 § 42.5_0 34.16%
45 37.00 89.60 126.60 49.70 120315 $ 169.85 $ 43.25 34.16%

45,000
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" Commercial 8ills

Exhibit:

Schedule H-4

Witness: Kirsten

Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage .| Base Usage

No. | Consumption | Charge | Charge | Total Bill] Charge | Charge | Total Bill { Amount Percentage
46 46,000 37.00 91.80 128.80 49.70 123.10 $ 172.80 $ 44.00 34.16%
47 47,000 37.00 94,00 131.00 49.70 126.05 $ 17575 $ 44.75 34.16%
48 50,000 37.00 10060 137.60 49.70 13490 $ 184.60 $ 47.00 34.16%
49 51,000 37.00 102,80 139.80 49.70 137.85 $ 187.55 $ 47.75 34.16%
50 54,000 37.00 109.40 146.40 49.70 14670 5 196.40 $ 50.00 34,15%
51 55000 37.00 11160 14860 49.70 149.65 $ 199.35 $ 50.75 34.15%
52 56,000 37.00 113.80 150.80 49.70 152.60 $ 202.30 $ 51.50 34.15%
53 59,000 37.00 12040 '157.40 49.70 161.45 $ 21115 $ 53.75 34.15%
54 60,000 37.00 122.60 159.60 49.70 164.40 $ 21410 $ 54.50 34.15%
55 61,000 37.00 12480 161.80 49.70 16735 $ 217.05 $ 55.25 34.15%
56 62,000 37.00 127.00 164.00 49.70 170.30 S 220.00 $ 56.00 34.15%
57 63,000 37.00 129.20 166.20 49.70 173.25 $ 22295 $ S56.75 34.15%
58 64,000 37.00 131.40 168.40 49.70 176.20 $ 22590 $ 57.50 34.14%
59 65,000 37.00 13360 170.60 49.70 179.15 $ 228.85 $ 58.25 34.14%

. 60 66,000 37.00 13580 172.80 49.70 182.10 $ 231.80 $ 59.00 34.14%
61 70,000 37.00 14460 18160 4970 193.90 §$ 243.60 $ 62.00 34.14%
62 71,000 37.00 14680 183.80 49.70 196.85 S 24655 S 62.75 34.14%
63 74,000 37.00 153.40 190.40 4970 205.70 $ 255.40 $ 65.00 34.14%
64 75,000 37.00 155,60 192.60 49.70 208.65 $ 25835 $ 65.75 34.14%
65 76,000 37.00 157.80 19480 49.70 211.60 $ 26130 $ 66.50 34.14%
66 77,000 37.00 160.00 197.00 49.70 214.55 S 264.25 $ 67.25 34.14%
67 78,000 37.00 162.20 199.20 49.70 217.50 $ 267.20 $ 68.00 34.14%
68 80,000 37.00 166.60 203.60 49.70 223.40 $ 273.10 S 69.50 34.14%
69 83,000 37.00 173.20 210.20 49.70 232.25 $ 28195 § 7175 34.13%
70 86,000 37.00 179.80 21680 49.70 241.10 $ 290.80 $ 74.00 34.13%
71 87,000 37.00 182,00 219.00 49.70 244.05 $ 293.75 $ 74.75 34.13%
72 88,000 37.00 18420 221.20 49.70 247.00 $ 296.70 S 75.50 34.13%
73 91,000 37.00 190.80 227.80 49.70 255.85 $ 30555 $ 77.75 34.13%
74 92,000 37.00 193.00 230.00 49.70 258.80 $ 308.50 $ 78.50 34.13%
75 93,00¢ - 37.00 19520 23220 49.70 26175 S 31145 $ 79.25 34.13%
76 94,000 37.00 197.40 23440 49.70 26470 $ 314.40 $ 80.00 34.13%
77 97,000 37.06 204.00 241.0C 49.70 273.55 $ 323.25 $ 82.25 34.13%
78 98,000 37.00 206.20 24320 49.70 27650 $ 32620 $ 83.00 34.13%
79 99,000 37.00 20840 24540 49.70 27945 $ 329.15 $ 83.75 34.13%
80 101,000 37.00 212,80 249.80 49.70 28535 S 33505 S 85.25 34.13%
81 103,000 37.00 21720 25420 49.70 291.25 $ 34095 S 86.75 '34.13%
82 104,000 37.00 219.40 25640 49.70 29420 $ 34330 S 87.50 34.13%
83 106,000 37.00 223.80 260.80 43.70 300.10 $ 349.80 $ 89.00 34.13%
84 113,000 37.00 239.20 27620 49.70 320.75 $ 370.45 $ 94.25 34.12%
85 121,000 37.00 25680 293.80 49.70 34435 $ 394.05 $100.25 34.12%
86 123,000 37.00 261.20 298.20 49.70 350.25 $ 399.95 $101.75 34.12%
87 125,000 37.00 26560 302.60 49.70 356.15 $ 405.85 $103.25 34.12%
88 129,000 37.00 274.40 311.40 49.70 367.95 $ 417.65 $106.25 34.12%
89 130,000 37.00 276.60. 313.60 49.70 37090 $ 420.60 $107.00 34.12%
90 136,000 37.00 289.80 326.80 49.70 388.60 $ 43830 $111.50 34.12%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" Commercial Bills

Exhibit:

Schedule H-4

Witness: Kirsten

Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base | Usage Base | Usage

No. | Consumption | Charge| Charge | Total Bill| Charge | Charge | Total Bill | Amount Percentage
91 143,000 37.00 30520 34220 49.70 409.25 $ 45895 $116.75 34.12%
92 145,000 37.00 309.60 346,60 49.70 41515 $ 464.85 $118.25 34.12%
a3 148,000 37.00 31620 35320 49.70 424.00 $ 473.70 $120.50 34.12%
94 150,000 37.00 32060 357.60 49.70 429.90 $ 479.60 $122.00 34.12%
95 154,000 37.00 329.40 36640 49.70 44170 $ 49140 $125.00 34.12%
96 155,000 37.00 33160 368.60 49.70 44465 $ 49435 $125.75 34.12%
97 157,000 37.00 336,00 373.00 49.70 45055 $ 50025 $127.25 34.12%
98 164,000 37.00 351.40. 388.40 49.70 47120 $ 52090 $132.50 34.11%
99 172,000 37.00 369.00 406.00 49.70 494.80 $ 544.50 $138.50 34.11%
100 174,000 37.00 373.40 41040 49.70 500.70 $ 55040 $140.00 34.11%
101 177,000 37.00 38000 417.00 49.70 509.55 $ 559.25 $142.25 34.11%

Supporting Schedules : H-3
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Bermuda Water Cdmpany
Test Year Ended Jjune 30, 2010
Typical Bill Analysis

5/8" Construction Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base | Usage| Total | Base | Usage

No. | Consumption | Charge | Charge] Bill | Charge | Charge | Total Bill| Amount | Percentage
1 - 11.00 - 1100 14.77 - $1477 $§ 3.77 34.27%
2 1,000 11.00 122 1222 14.77 164 $ 1641 $ 4.19 34.29%
3 5,000 11.00 610 1710 1477 820 $ 2297 $ 5.87 34.33%
4 6,000 11.00 732 1832 1477 984 §$ 2461 $ 6.29 34.33%
5 12,000 11.00 1464 2564 1477 19.68 $ 34.45 $§ 881 34.36%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

1" Construction Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill| Charge | Charge | Total Bill | Amount Percentage

1 - 16.00 - 16.00 21.49 - $ 2149 $ 549 34.31%
2 1,000 16.00 1.22 17.22 21.49 164 § 2313 $§ 591 34.32%
3 6,000 16.00 7.32 2332 2149 9.84 $ 3133 $ 801 34.35%
4 7,000 16.00 8.54 24.54 2149 11.48 $ 3297 $ 8.43 34.35%
5 8,000 16.00 976 2576 21.49 13.12 § 3461 $ 885 34.36%
6 11,000 16.00 13.42  29.42 21.49 18.04 $ 39.53 $ 1011 34.36%
7 13,000 16.00 15.86 31.86 21.49 2132 § 42.81 $ 1095 34.37%
8 15,000 16.00 18.300 3430 21.49 2460 $ 46.09 $ 11.79 34.37%
] 16,000 16.00 19.52 3552 21.49% 2624 $ 4773 $ 2.1 34.38%
10 17,000 16.00 2074 3674 21.49 2788 $ 4937 $ 12.63 34.38%
11 18,000 16.00 2196 3796 21.49 29.52 $ 51.01 $ 13.05 34.38%
12 19,000 16.00 23.18  39.18 21.49 3116 $ 52.65 $ 13.47 34.38%
13 20,000 1600 2440 4040 21.49 3280 $ 5429 $ 13.89 34.38%
14 21,000 16.00 25.62 4162 21.49 3444 $ 5593 $ 1431 34.38%
15 22,000 16.00 26.84 4284 21.49 36.08 $ 57.57 $ 14.73 34.38%
16 23,000 16.00 28.06 4406 21.49 3772 $ 59.21 $ 15.15 34.38%
17 25,000 16.00 30.50 46.50 21.49 4100 $ 6249 $ 1599 34.39%
18 27,000 16.00 32.94 4894 21.49 4428 $ 6577 S 16.83 34.39%
19 29,000 16.00 35.38  51.38 2149 4756 $ 69.05 $ 17.67 34.39%
20 31,000 16.00 37.82  53.82 21.49 50.84 $ 7233 $ 18.51 34.39%
21 34,000 1600 4148 5748 21.49 55.76 $ 77.25 $ 19.77 34.39%
22 35,000 16.00 4270  58.70 21.49 5740 $ 78.89 $ 2019 34.40%
23 37,000 16.00 4514  61.14 21.49 60.68 5 8217 $ 21.03 34.40%
24 43,000 16.00 5246  68.46 21.49 7052 $ 9201 §$ 2355 34.40%
25 44,000 16.00 53.68  69.68 21.49 7216 $ 9365 $ 23.97 34.40%
26 50,000 16.00 61.00 77.00 21.49 82.00 $ 103.49 $ 26.49 34.40%
27 58,000 16.00 7076  86.76 21.49 95.12 $ 11661 $ 29.85 34.41%
28 66,000 16.00 80.52 96.52 21.49 108.24 $ 129.73 $ 33.21 34.41%
29 71,000 - 16.00 86,62 102.62 21.49 11644 $ 13793 $ 35.31 34.41%
30 82,000 16.00 100.04 116.04 21.49 13448 $ 15597 $ 39.93 34.41%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" Construction Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge| Charge | Total Bill| Charge | Charge | Tota!Bill | Amount Percentage

1 - 37.00 - 37.00 49.70 - § 49,70 $ 12.70 34.32%
2 1,000 37.00 1.22 38.22 49.70 164 $§ 5134 $ 13.12 34.33%
3 4,000 37.00 4.88 41.88 49.70 656 $§ 56.26 S 14.38 34.34%
4 9,000 37.00 10.98 4798 49.70 1476 § 6446 S 16.48 34.35%
5 10,000 37.00 12.20 49.20 49.70 16.40 $§ 66.10 $ 16.90 34.35%
6 12,000 37.00 14.64 51.64 49.70 1968 $ 69.38 $ 17.74 34.35%
7 17,000 37.00 20.74 57.74 49.70 2788 § 77.58 $ 19.84 34.36%
8 18,000 37.00 21.96 58.96 49.70 29.52 § 79.22 $ 20.26 34.36%
9 19,000 37.00 23.18 60.18 49.70 31.16 $ 80.86 $ 20.68 34.36%
10 21,000 37.00 25.62 62.62 49.70 3444 $ 84.14 S5 21.52 34.37%
11 25,000 37.00 30.50 67.50 49.70 4100 § 9070 $ 23.20 34.37%
12 27,000 37.00 3294 69.94 49.70 4428 $ 9398 $ 24.04 34.37%
13 29,000 37.00 35.38 7238 49.70 4756 $ 97.26 ‘S 24.88 34.37%
14 30,000 - 37.00 36.60 73.60 49.70 4920 $ 98.90 $ 25.30 34.38%
15 34,000 37.00 41.48 78.48 49.70 55.76 $ 10546 $ 26.98 34.38%
16 35,000 37.00 42.70 79.70 49.70 57.40 § 107.10 $ 27.40 34.38%
17 37,000 37.00 45.14 82.14 49.70 60.68 $ 110.38 $ 28.24 34.38%
18 42,000 37.00 51.24  88.24 49.70 68.88 $ 118.58 $ 30.34 34.38%
19 44,000 37.00 53.68 90.68 49.70 72.16 $ 121.86 $ 31.18 34.38%
20 45,000 37.00 54.90 91.90 49.70 73.80 $ 123.50 $ 31.60 34.39%
21 46,000 37.00 56.12 93.12 49.70 -75.44 5 12514 $ 32.02 34.39%
22 49,000 37.00 59.78 96.78 49.70 80.36 $ 13006 $ 33.28 34.39%
23 50,000 37.00 61.00 98.00 49.70 82.00 $ 131.70 v$ 33.70 34.39%
24 56,000 37.00 68.32 105.32 49.70 91.84 $ 141.54 S 36.22 34.39%
25 59,000 37.00 7198 108.98 49.70 96.76 $ 146.46 $ 37.48 34.39%
26 71,000 37.00 86.62 123,62 49.70 11644 $ 166.14 S 42.52 34.40%
27 78,000 37.00 95.16 13216 49.70 12792 $ 177.62 $ 45.46 34.40%
28 82,000 37.00 10004 137.04 49.70 134.48 S 184.18 $ 47.14 34.40%
29 101,000 37.00 123.22 160.22 49.70 165.64 $ 21534 $ 55.12 34.40%
30 103,000 37.00 125.66 162.66 49.70 16892 $ 21862 $ 55.96 34.40%
31 104,000 37.00 126.88 163.88 49.70 170.56 $ 220.26 $ 56.38 34.40%
32 111,000 37.00 13542 17242 49.70 182.04 $ 231.74 $ 59.32 34.40%
33 112,000 37.00 13664 173.64 49.70 183.68 S 233.38 $ 59.74 34.40%
34 123,000 37.00 15006 187.06 49.70 20172 $ 25142 $ 64.36 34.41%
35 124,000 37.00 151.28 188.28 49.70 203.36 § 253.06 $ 64.78 34.41%
36 128,000 37.00 156.16 193.16 49.70 209.92 $ 259.62 $ 66.46 34.41%
37 130,000 37.00 158.60 195.60 49.70 213.20 $ 26290 S 67.30 34.41%
38 236,000 37.00 287.92 32492 49.70 387.04 S 436.74 $111.82 34.41%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

3" Construction Bills

Exhibit:

Schedule H-4

Witness: Kirsten

Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge| Charge Total Bill | Charge| Charge Total Bill Amount Percentage

1 - 56.00 - 56.00 75.22 - S 7522 $§ 19.22 34.32%
2 1,000 56.00 1.22 57.22 7522 164 $ 76.86 $§ 19.64 34.32%
3 2,000 56.00 2.44 58.44 75.22 3.28 § 7850 § 20.06 34.33%
4 3,000 56.00 3.66 59.66 75.22 492 § 80.14 $ 2048 34.33%
5 4,000 56.00 4.88 60.88 75.22 6.56 $ 81.78 $§ 20.90 34.33%
6 5,000 56.00 6.10 62.10 75.22 820 $ 83.42 § 2132 34.33%
7 6,000 56.00 7.32 63.32 75.22 984 § 85.06 § 21.74 34.33%
8 8,000 56.00 9.76 65.76 75.22 1312 § 88.34 § 22.58 34.34%
9 9,000 56.00 10.98 66.98 75.22 1476 $ 89.98 $§ 23.00 34.34%
10 10,000 56.00 12.20 68.20 75.22 16.40 §$ 9162 S 2342 34.34%
11 12,000 56.00 14.64 7064 75.22 19.68 $ 9490 $ 24.26 34.34%
12 13,000 56.00 15.86 7186 75.22 2132 § 96.54 $§ 24.68 34.34%
13 18,000 56.00 21.96 7796 75.22 2952 § 10474 § 26.78 34.35%
14 20,000 56.00 24.40 80.40 75.22 3280 $§ 108.02 § 127.62 34.35%
15 21,000 56.00 25.62 81.62 75.22 3444 $ 10966 S 28.04 34.35%
16 22,000 56.00 26.84 82.84 75.22 36.08 $§ 11130 $ 28.46 34.36%
17 . 26,000 56.00 31.72 87.72 75.22 4264 $ 11786 $ 30.14 34.36%
18 30,000 56.00 36.60 92.60 75.22 49.20 $§ 12442 S 31.82 34.36%
19 34,000 56.00 41.48 - 97.48 75.22 5576 $ 13098 $ 33.50 34.37%
20 42,000 56.00 51.24 107.24 75.22 68.88 $ 14410 ¢ 36.86 34.37%
21 51,000 56.00 62.22 11822 75.22 8364 S 158.86 S 40.64 34.38%
22 53,000 56.00 64.66 12066 75.22 8692 $§ 162.14 S 4148 34.38%
23 56,000 56.00 68.32 12432 75.22 91.84 § 16706 $ 4274 - 34.38%
24 57,000 56.00 69.54 125.54 75.22 9348 $ 16870 $ 43.16 34.38%
25 59,000 56.00 71.98 127.98 75.22 96.76 $ 17198 $ 44.00 34.38%
26 69,000 56.00 84.18 140.18 75.22 113.16 § 18838 $ 48.20 34.38%
27 74,000 56.00 90.28 146.28 75.22 121.36 § 19658 S 50.30 34.39%
28 75,000 . 56.00 91.50 147.50 75.22 123.00 $§ 19822 $ 50.72 34.39%
29 80,000 56.00 97.60 153.60 75.22 131.20 § 20642 $ 52.82 34.39%
30 82,000 56.00 100.04 156.04 75.22 13448 $ 209.70 $ 53.66 34.39%
31 84,000 56.00 102.48 158.48 75.22 13776 § 21298 $ 54.50 34.39%
32 95,000 56.00 115.90 171.90 75.22 155.80 § 23102 § 59.12 34.39%
33 98,000 56.00 119.56 175.56 75.22 160.72 $ 23594 $ 60.38 34.39%
34 103,000 56.00 125.66 181.66 75.22 16892 S 24414 S5 62.48 34.39%
35 104,000 56.00 126.88 182.88 75.22 17056 $ 24578 $ 62.90 34.39%
36 105,000 56.00 128.10 184.10 75.22 17220 $ 24742 $ 63.32 34.39%
37 106,000 56.00 129.32 185.32 75.22 173.84 § 249.06 $ 63.74 34.39%
38 123,000 56.00 150.06 206.06 75.22 20172 $§ 27694 $§ 70.88 34.40%
39 128,000 56.00 156.16 21216 75.22 20992 $ 28514 $ 7298 34.40%
40 133,000 56.00 162.26 218.26  75.22 21812 § 29334 $§ 75.08 34.40%
41 149,000 56.00 181.78 237.78 75.22 24436 $ 31958 $ 81.80 34.40%
42 152,000 56.00 185.44 24144  75.22 24928 § 32450 $ 83.06 34.40%
43 156,000 56.00 190.32 246.32 75.22 255.84 $§ 33106 $ 8474 34.40%
44 160,000 56.00 195.20 25120 75.22 26240 $ 33762 $ 86.42 34.40%
45 171,000 56.00 208.62 26462 75.22 280.44 $§ 35566 $ 91.04 34.40%
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; Bermuda Water Company
{ Test Year Ended June 30, 2010
{ Typical Bill Analysis

3" Construction Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

line Base Usage Base Usage
No. | Consumption | Charge| Charge Total Bill |{ Charge| Charge Total Bill Amount Percentage
46 207,000 56.00 252.54 308.54 75.22 339.48 S 41470 S 106.16° 34.41%
47 229,000 56.00 279.38 33538 75.22 37556 $ 450.78 $ 115.40 34.41%
48 252,000 56.00 307.44 363.44 75.22 41328 $ 488.50 -$ 125.06 34.41%
49 253,000 56.00 308.66 364.66 75.22 41492 $ 490.14 $. 12548 34.41%
50 263,000 56.00 320.86 376.86 75.22 43132 $§ 50654 $ 12968 34.41%
51 297,000 56.00 362.34 41834 7522 487.08 $ 562.30 $ 143.96 34.41%
52 302,000 56.00 368.44 424.44 75.22 495.28 $ 570.50 $ 146.06 34.41%
53 339,000 56.00 413.58 469.58 75.22 55596 $ 631.18 S 161.60 34.41%
54 346,000 56.00 422.12 47812 75.22 567.44 § 64266 $ 164.54 34.41%
55 357,000 56.00 435.54 491.54 75.22 585.48 S§ 660.70 $ 169.16 34.41%
56 362,000 56.00 441.64 497.64 75.22 593.68 $ 668.90 $ 171.26 34.41%
57 429,000 56.00 523.38 579.38 75.22 70356 $ -778.78 $ 199.40 34.42%
58 443,000 56.00 540.46 596.46 75.22 726.52 S 80174 $ 205.28 34.42%
59 560,000 ~56.00 683.20 739.20 75.22 918.40 $ 993.62 $ 254.42 34.42%
60 946,000 56.00 1,154.12 1,210.12 7522 1,551.44 $ 1,626.66 S 416.54 34.42%
61 1,027,000 56.00 1,252.94 1,308.94 75.22 1,68428 $ 1,759.50 $ 450.56 34.42%
62 1,745,000 56.00 2,128.90 2,184.90 75.22 2,861.80 $ 2,937.02 S 75212 34.42%
63 2,084,000 56.00 2,542.48  2,598.48 7522 3,417.76 S 3,49298 $ 894.50 34.42%
Supporting Schedules : H-3
I
|
|
|
?
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

5/8" Irrigation Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base | Usage Base Usage

No. | Consumption | Charge| Charge | Total Bill| Charge | Charge | Total Bill { Amount Percentage

1 - 11.00 - 11.00 1477 - $ 1477 $ 3.77 34.27%
2 3,000 11.00 3.66 14.66 14.77 492 $§ 19569 $ 5.03 34.31%
3 4,000 11.00 4.88 15.88 14.77 656 $ 2133 $§ 5.45 34.32%
4 6,000 11.00 7.32 18.32 14.77 984 $ 2461 $ 6.29 34.33%
5 7,000 11.00 8.54 19.54  14.77 1148 $ 2625 § 6.71 34.34%
[ 10,000 11.00 12.20 23.20 14.77 1640 $ 3117 § 7.97 34.35%
7 12,000 11.00 14.64 25.64 14.77 1968 $ 3445 S 881 34.36%
8 13,000 11.00 15.86 26.86 14.77 2132 § 3609 $ 9.23 34.36%
9 14,000 11.00 17.08 28.08 1477 2296 $ 3773 $§ 9.65 34.37%
10 16,000 11.00 19.52 30.52 14.77 2624 $ 4101 $ 10.49 34.37%
11 18,000 11.00 21,96 3296 14.77 29.52 $ 4429 $ 11.33 34.38%
12 20,000 11.00 24.40 35.40 14.77 3280 § 4757 $ 1217 34.38%
13 22,000 11.00 26.84 37.84 1477 3608 $ 50.85 $ 13.01 34.38%
14 25,000 11.00 30.50 41.50 14.77 41.00 $ 5577 $ 14.27 34.39%
15 27,000 11.00 32.94 4394 14.77 4428 $ 59.05 $ 15.11 34.39%
16 28,000 11.00 34.16 45.16 14.77 4592 $ 6069 S 15.53 34.39%
17 29,000 11.00 35.38 46.38 14.77 4756 $ 6233 $ 15.95 34.39%
18 31,000 11.00 37.82 48.82 14.77 50.84 $ 6561 S 16.79 34.39%
19 32,000 11.00 39.04 50.08 1477 5248 $§ 6725 $ 17.21 34.39%
20 34,000 11.00 41.48 52.48 14.77 5576 § 7053 $ 18.05 34.39%
21 35,000 11.00 42.70 53.70 14.77 5740 $§ 7217 $ 18.47 34.39%
22 36,000 11.00 43.92 5492 14.77 59.04 $ 7381 $ 18.89 34.40%
23 37,000 11.00 45.14 56.14 14.77 60.68 $ 7545 $ 19.31 34.40%
24 38,000 11.00 46.36 57.36 14.77 6232 $ 77.09 $ 19.73 34.40%
25 39,000 11.00 47.58 58.58 14.77 6396 $ 7873 $ 20.15 34.40%
26 41,000 11.00 50.02 61.02 14.77 67.24 § 8201 S 20.99 34.40%
27 42,000 11.00 51.24 62.24 14.77 68.88 $ 8365 S 21.41 34.40%
28 43,000 11.00 52.46 63.46 14.77 7052 $ 8529 $ 21.83 34.40%
29 44,000 11.00 53.68 64.68 14.77 7216 § 8693 § 22.25 34.40%
30 53,000 11.00 64.66 75.66 14.77 86.92 $ 101.69 $ 26.03 34.40%
31 54,000 11.00 65.88 76.88 14.77 88.56 $ 10333 $ 26.45 34.40%
32 61,000 11.00 74.42 85.42 14.77 100.04 $ 11481 $ 29.39 34.41%
33 71,000 11.00 86.62 97.62 1477 116.44 §$ 13121 $ 33.59 34.41%
34 97,000 11.00 11834 12934 14.77 159.08 $ 173.85 $ 44.51 34.41%
35 101,000 11.00 123.22 13422 131477 16564 $ 18041 $ 46.19 34.41%
36 111,000 11.00 13542 146.42 1477 182.04 $ 196.81 $ 50.39 34.41%
37 113,000 11.00 137.86 148.86 14.77 18532 $ 200.09 $ 51.23 34.41%
38 124,000 11.00 151.28 162.28 14.77 203.36 §$ 218.13 §$ 55.85 34.42%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical 8ill Analysis

1" lrrigation Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill| Charge | Charge | Total Bill | Amount Percentage
1 - 16.00 - 16.00 21.49 - $ 2149 $  5.49 34.31%
2 1,000 16.00 122  17.22 21.49 164 $ 2313 $ 591 34.32%
3 2,000 16.00 2.44 18.44 21.49 328 § 2477 $ 633 34.33%
4 3,000 16.00 3.66 19.66 21.49 492 $ 2641 $ 675 34.33%
5 4,000 16.00 4.88 20.88 21.49 656 & 2805 $ 7.17 34.34%
6 5,000 16.00 6.10 2210 21.49 820 $ 2969 $ 7.59 34.34%
7 6,000 16.00 732  23.32 2149 984 $ 3133 § 8.01 34.35%
8 7,000 16.00 8.54 2454 21.49 1148 $ 3297 $ 843 34.35%
] 8,000 16.00 976 2576 21.49 13212 $ 3461 $ 885 34.36%
10 9,000 16.00 1098 2698 21.49 1476 $ 3625 § 927 34.36%
11 10,000 16.00 12.20 2820 21.49 1640 $ 3789 $ 9.69 34.36%
12 11,000 16.00 13.42  29.42 2149 1804 $ 3953 $ 1011 34.36%
13 12,000 16.00 1464 3064 21.49 1968 $ 4117 $ 1053 34.37%
14 13,000 16.00 15.86  31.86 21.49 2132 $ 4281 $§ 1095 34.37%
15 14,000 16.00 17.08  33.08 21.49 2296 $ 4445 5 11.37 34.37%
16 15,000 16.00 1830  34.30 21.49 2460 $ 4609 $ 1179 34.37%
17 16,000  16.00 19.52  35.52 2149 2624 $ 4773 $ 1221 34.38%
18 17,000 16.00 20.74  36.74 21.49 2788 § 4937 $ 12.63 34.38%
19 18,000 16.00 2196 3796 2149 2952 $ 5101 $ 13.05 34.38%
20 19,000 16.00 2318 3918 2149 3116 $ 5265 $ 13.47 34.38%
21 20,000 16.00 2440 40.40 21.49 3280 $ 5429 S 13.89 34.38%
22 21,000 16.00 2562 4162 21.49 3444 $ 5593 $ 1431 34.38%
23 22,000 16.00 26.84  42.84 21.49 36.08 $ S757 $ 14.73 34.38%
24 23,000 1600 28.06 44.06 21.49 3772 $ 5921 § 15.15 34.38%
25 24,000 16.00 29.28  45.28 21.49 39.36 $ 60.85 $ 15.57 34.39%
26 25,000 16.00 30.50 46,50 2149 4100 $ 6249 $ 1599 34.39%
27 26,000 16.00 31.72 47.72  21.49 4264 $ 6433 $ 1641 34,39%
28 27,000 16.00 3294 4894 21.49 4428 $ 6577 $ 16.83 34.39%
29 28,000 16.00 3416 S0.16 21.49 4592 $ 6741 $ 17.25 34.39%
30 29,000 16.00 3538 51.38 2149 4756 S$ 6905 $§ 17.67 34.39%
31 30,000 16.00 3660 52.60 21.49 4920 $ 7069 $ 18.09 34.39%
32 31,000 16.00 37.82 53.82 21.49 50.84 $ 7233 $ 1851 34.39%
33 32,000 1600 39.04 5504 21.49 5248 $§ 7397 $ 1893 34.39%
34 33,000 16.00 4026  56.26 21.49 5412 $ 7561 $ 19.35 34.39%
35 34,000 16.00 4148 57.48 21.49 5576 $§ 7725 $§ 19.77 34.39%
36 35,000 16.00 4270 5870 21.49 5740 $ 7883 $ 20.19 34.40%
37 36,000 16.00 4392 59.92 21.49 59.04 '$ 8053 § 2061 34.40%
38 37,000 16.00 4514  61.14 21.49 6068 $ 8217 $ 21.03 34.40%
39 38,000 16.00 4636  62.36 21.49 6232 $ 8381 $ 2145 34.40%
40 39,000 16.00 47.58  63.58 21.49 6396 $ 8545 $ 21.87 34.40%
41 40,000 16.00 4880 64.80 21.49 65.60 $ 87.09 $ 2229 34.40%
42 41,000 16.00 50.02  66.02 21.49 67.24 $ 8873 $ 2271 34.40%
43 42,000 16.00 51.24 67.24 21.49 68.88 $ 9037 $ 23.13 34.40%
44 43,000 16.00 5246  68.46 21.49 7052 $ 9201 § 23.55 34.40%
13 44000 1600 53.68 69.68 2149 7216 $ 9365 S 23.97 34.40%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

1" irrigation Bills

Exhibit:
Schedule H-4.

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage ) Base Usage :

No. | Consumption | Charge| Charge | Tota! Bill} Charge | Charge | Total Bill | Amount Percentage
46 45,000 '16.00 54.90 7090 2149 73.80 § 9529 $ 2439 34.40%
47 46,000 16.00 56.12 7212 21.49 7544 S 9693 § 24.81 34.40%
48 47,000 16.00 57.34 73.34 2149 77.08 $ 9857 § 25.23 34.40%
49 48,000 16.00 58.56 74.56 21.49 78.72 $ 100.21 $ 25.65 34.40%
50 49,000 -16.00 59.78 75.78 21.49 80.36 S 101.85 S 26.07 34.40%
51 50,000 16.00 61.00 77.00 21.49 82.00 $ 10349 § 26.49 34.40%
52 51,000 16.00 62.22 78.22 21.49 8364 $ 10513 $§ 2691 34.40%
53 52,000 16.00 63.44 79.44 2149 85.28 $ 106.77 § 27.33 34.40%
54 53,000 16.00 64.66 80.66 21.49 8692 $ 10841 $ 27.75 34.40%
55 54,000 16.00 65.88 81.88 21.49 88.56 $§ 11005 $ 28.17 34.40%
56 55,000 16.00 67.10 83.10 21.49 90.20 $ 11169 $§ 28.59 34.40%
57 56,000 16.00 68.32° 8432 2149 91.84 $ 11333 $§ 29.01 34.40%
58 57,000 16.00 69.54 85.54 21.49 93.48 $ 11497 § 29.43 34.40%
59 58,000 16.00 70.76 86.76 21.49 9512 $ 11661 § 29.85 34.41%
60 59,000 16.00 71.98 87.98 21.49 96.76 $ 118.25 § 30.27 34.41%
61 60,000 16.00 73.20 89.20 21.49 98.40 $ 119.89 $ 30.69 34.41%
62 61,000 16.00 74.42 90.42 2149 100.04 $ 12153 $§ 3111 34.41%
63 62,000 16.00 75.64 91.64 2149 101.68 $ 123.17 $ 3153 34.41%
64 63,000 16.00 76.86 92.86 21.49 10332 S 12481 $ 3195 34.41%
65 64,000 16.00 78.08 94,08 2149 10496 S 12645 § 3237 34.41%
66 65,000 16.00 79.30 9530 2149 10660 $ 128.09 § 32.79 34.41%
67 66,000  16.0C 80.52 96.52 21.49 10824 $ 12973 $ 33.21 34.41%
68 67,000 16.00 81.74 97.74 2149 109.88 $ 13137 $ 33.63 34.41%
69 68,000 16.00 82.96 98.96 21.49 111.52 $ 133.01 $ 34.05 34.41%
70 69,000 16.00 84.18 100.18 21.49 113.16 $ 13465 S 34.47 34.41%
71 70,000 16.00 85.40 101.40 21.49 11480 S 13629 $ 34.89 34.41%
72 71,000 16.00 86.62 102.62 2149 116.44 $ 13793 $§ 3531 34.41%
73 72,000 16.00 87.84 103.84 21.49 11808 §$ 13957 $§ 3573 34.41%
74 73,000 16.00 89.06 105.06 2143 119.72 $ 14121 $ 36.15 34.41%
75 74,000 16.00 90.28 106.28 2149 121.36 $ 14285 $§ 36.57 3_4.41%
76 75,000 16.00 91.50 107.50 21.49 123.00 $ 14449 $ 36.99 34.41%
77 76,000 16.00 92,72 108.72 2149 12464 $ 146.13 § 37.41 34.41%
78 77,000 16.00 9394 10994 2149 126.28 $ 147.77 $ 37.83 34.41%
79 78,000 16.00 95.16 111.16 2149 127.92 $ 14541 § 38.25 34.41%
80 79,000 16.00 96.38 11238 21.49 12956 $ 15105 $§ 38.67 34.41%
81 81,000 16.00 98.82 114.82 2149 13284 $ 15433 $ 3951 - 34.41%
82 82,000 16.00 100.04 116.04 21.49 13448 $ 15597 $§ 35.93 34.41%
83 83,000 16.00 101.26 117.26 2149 136.12 $ 157.61 $§ 40.35 34.41%
84 84,000 16.00 102.48 118.48 21.49 137.76 $ 15925 $ 40.77 34.41%
85 85,000 16.00 103.70 119.70 2149 13940 $ 160.89 § 41.19 34.41%
86 86,000 16.00 104.92 120.92 2149 141.04 $ 16253 §$§ 4161 34.41%
87 87,000 16.00 106.14 122,14 21.49 142.68’ $ 164.17 § 42.03 34.41%
88 88,000 16.00 107.36 12336 21.49 14432 $ 16581 $ 42.45 34.41%
89 89,000 16.00 108.58 12458 21.49 14596 $ 16745 $§ 42.87 34.41%
90 90,000 16.00 109.80 125.80 2149 14760 $ 169.09 § 43.29 34.41%
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Bermuda Water Company
Tést Year Ended june 30, 2010
Typical Bill Analysis

1" trrigation Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

- Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill| Charge | Charge | Total Bill | Amount Percentage
91 92,000 16.00 11224 12824 21.49 15088 $ 17237 $ 4413 34.41%
92 93,000 16.00 11346 129.46 21.49 15252 $ 17401 $ 44.55 34.41%
93 94,000 15.Qo 114.68 130,68 21.49 15416 $ 17565 S 44.97 34.41%
94 95,000 16.00 11590 13190 2149 15580 §$ 17729 $ 45.39 34.41%
95 96,000 16.00 117.12 133.12 2149 15744 $ 17893 $ 4581 34.41%
96 97,000 16.00 118.34 13434 2149 159.08 $ 180.57 $ 46.23 34.41%
97 98,000 16.00 11956 13556 21.49 160.72 $ 18221 $  46.65 34.41%
98 99,000 16.00 120.78 13678 21.49 16236 $ 183.85 $ 47.07 34.41%
99 100,000 16.00 122.00 138.00 21.49 164.00 $ 18549 S 47.49 34.41%
100 101,000 16.00 123.22 139.22 2149 16564 $ 18713 $ 47.91 34.41%
101 103,000 16.00 125.66 141.66 21.49 16892 $ 19041 S 48.75 34.41%
102 104,000 16.00 126.88 142.88 21.49 17056 $ 192.05 $ 49.17 34.41%
103 105,000 16.00 12810 14410 2149 17220 $ 19369 $ 49.59 34.41%
104 107,000 - 16.00 130.54 146.54 2149 17548 $ 19697 $ 50.43 34.41%
105 108,000 16.00 131.76 147.76 2149 17712 $ 19861 S 50.85 34.41%
106 109,000 16.00 13298 14898 2149 17876 $ 20025 $ 51.27 34.41%
107 113,000 16.00 137.86 153.86 21.49 18532 S 206.81 $ 52.95 34.41%
108 114,000 16.00 139.08 155.08 21.49 186.96 S 208.45 S 53.37 34.41%
109 115,000 16.00 140.30 15630 21.49 18860 $ 21009 $ 53.79 34.41%
110 116,000 16.00 141.52 15752 2149 19024 $ 21173 $§ 5421 34.41%
111 117,000 16.00 142.74 158.74 21.49 19188 $ 21337 $ 54.63 34.41%
112 118,000 16.00 14396 159.96 2149 19352 §$ 21501 $ 5505 34.41%
113 119,000 16.00 14518 161.18 2149 19516 $ 21665 $ 55.47 ' 34.41%
114 121,000 16.00 147.62 163.62 21.49 19844 $ 21993 $ 56.31 34.42%
115 122,000 16.00 148.84 164.84 2149 200.08 $ 22157 $ 56.73 34.42%
116 123,000 1600 150.06 166.06 21.49 201,72 $ 22321 $ 57.15 34.42%
117 124,000 16.00 151.28 16728 2143 20336 S 224.85 $ 57.57 34.42%
118 129,000 16.00 157.38 173.38 2149 211.56 $ 233.05 $ 59.67 34.42%
119 131,000 16.00 159.82 17582 21.49 214.84 $ 23633 $ 60.51 34.42%
120 132,000 16.00 161.04 177.04 2149 21648 $ 23797 $ 60.93 34.42%
121 134,000 16.00 163.48 179.48 21.49 21976 $ 24125 $ 61.77 34.42%
122 137,000 16.00 167.14 183.14 2149 22468 $ 246.17 $ 63.03 34.42%
123 138,000 16.00 168.36 184.36 21.49 22632 $ 24781 $ 63.45 34.42%
124 141,000 16.00 172.02 188.02 2149 23124 $ 25273 §$ 6471 34.42%
125 143,000 1600 17446 19046 2149 23452 $ 25601 $ 65.55 34.42%
126 144,000 16.00 175.68 191.68 2149 23616 $ 25765 5 65.97 34.42%
127 147,000 16.00 179.34 195.34 2149 241.08 $ 26257 $ 67.23 34.42%
128 148,000 16.00 180.56 196.56 21.49 24272 $ 26421 $ 67.65 34.42%
129 152,000 16,00 18544 201.44 2149 24928 $ 27077 $ 69.33 34.42%
130 158,000 16.00 192.76 208.76 21.49 259.12 $ 28061 $ 71.85 34.42%
131 162,000 16.00 197.64 213.64 21.49 26568 5 287.17 $ 73.53 34.42%
132 177,000 16.00 21594 231.94 2149 29028 $ 31177 $ 79.83 34.42%
133 179,000 16.00 218.38 23438 2149 29356 $ 31505 $ 80.67 34.02%
134 181,000 16.00 220.82 236.82 21.49 296.84 $ 31833 $ 8151 34.42%
135 184,000 16.00 22448 24048 2149 30176 § 323.25 S 82.77 34.42%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

1" irrigation Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base | Usage Base | Usage

No. | Consumption | Charge Charge | Total Bill| Charge | Charge | TotalBill | Amount Percentage
136 185,000 16.00 22570 24170 21.49 303.40 $ 32489 $ 83.19 34.42%
137 194,000 16.00 236.68 252.68 21.49 318.16 $ 33365 $ 86.97 34.42%
138 197,000 16.00 240.34 256.34 21.49 323.08 $ 34457 $ 88.23 34,42%
139 204,000 16.00 248.88 264.88 21.49 33456 $ 35605 $ 91.17 34.42%
140 225,000 16.00 27450 290.50 21.49 369.00 $ 390.49 $ 99.99 34.42%
141 256,000 16.00 31232 32832 21.49 419.84 $ 44133 $ 113.01 34.42%
142 309,000 16.00 37698 39298 21.49 5S06.76 $ 528.25 $ 135.27 34.42%
143 349,000 16.00 42578 441.78 21.49 57236 $ 593.85 $ 152.07 34.42%
144 357,000 16.00 435.54 45154 21.49 58548 $ 60697 $ 155.43 34.42%
145 361,000 16.00 440.42 456.42 21.49 592.04 $ 613.53 $ 157.11 34.42%
146 395,000 16.00 48190 49790 21.49 64780 $ 669.29 S 171.39 34.42%
147 399,000 16.00 486.78 502.78 21.49 654.36 $ 675.85 $ 173.07 34.42%
148 415,000 1600 506.30 522.30 21.49 68060 $ 702.08 S 179.79 34.42%
149 422,000 16.00 514.84 530.84 2149 692.08 $ 71357 $ 182.73 34.42%
150 467,000 16.00 569.74 58574 21.49 76588 $ 787.37 S 201.63 34.42%
151 507,000 16.00 618.54 63454 21.49 831.48 $ 85297 $ 218.43 34.42%
152 632,000 16.00 771.04 787.04 21.49 #EHRHHE BEREBHEE S 27093 34.42%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" |rrigation Bills

Exhibit:

Schedule H-4

Witness: Kirsten

Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

No. } Consumption | Charge| Charge Total Bill | Charge]| Charge Total Bill Amount Percentage

1 1,000 37.00 1.22 38.22 49.70 164 $ 5134 $ 13.12 34.33%
2 3,000 37.00 3.66 40.66 49.70 492 $ 5462 $ 1396 34.33%
3 7,000 37.00 8.54 45.54 49.70 1148 S 61.18 $§ 1564 34.34%
4 8,000 37.00 9.76 46.76 49.70 1312 § 62.82 $ 16.06 34.35%
5 9,000 37.00 10.98 4798 49.70 1476 S 6446 $ 16.48 34.35%
6 10,000 37.00 12.20 43.20 49.70 16.40 $ 66.10 $ 16.90 34.35%
7 12,000 37.00 14.64 51.64 49.70 1968 S 69.38 $ 17.74 34.35%
8 15,000 37.00 18.30 55.30 49.70 2460 S 7430 S 19.00 34.36%
9 45,000 37.00 54.90 9190 49.70 73.80 $ 123.50 $ 31.60 34.39%
10 47,000 37.00 57.34 9434 49.70 7708 $ 12678 S 32.44 34.39%
11 51,000 37.00 62.22 99.22 49.70 83.64 $ 13334 $ 34.12 34.39%
12 56,000 37.00 68.32 10532 4%.70 9184 $ 14154 S 3622 34.39%
13 58,000 37.00 70.76 107.76  49.70 95.12 $ 14482 $ 37.06 34.39%
14 59,000 37.00 71.98 108.98 45.70 9676 $ 14646 S 37.48 34.39%
15 71,006 37.00 86.62 12362 4%.70 116.44 $ 16614 $ 42.52 34.40%
16 74,000 37.00 90.28 127.28 49.70 12136 $§ 171.06 $§ 43.78 34.40%
17 78,000 37.00 95.16 132.16 49.70 12792 $ 17762 S 45.46 34.40%
18 84,000, 37.00 102.48 139.48 49.70 137.76 $ 18746 S 47.98 34.40%
19 92,000 37.00 112.24 149.24 49.70 150.88 $§ 20058 $ 51.34 34.40%
20 96,000 37.00 117.12 154.12 49.70 157.44 $ 207.14 $ 53.02 34.40%
21 98,000 37.00 119.56 156.56 49.70 160.72 $ 21042 $ 53.86 34.40%
22 99,000 37.00 120.78 157.78 49.70 162.36 $§ 21206 $§ 54.28 34.40%
23 101,000 37.00 123.22 160.22 49.70 165.64 $ 21534 $ 55.12 34.40%
24 103,000 37.00 125.66 162.66 49.70 16892 5 21862 $ 5596 34.40%
25 106,000 37.00 129.32 166.32 49.70 173.84 § 22354 $§ 57.22 34.40%
26 107,000 37.00 130.54 167.54 49.70 17548 $ 22518 $§ 57.64 34.40%
27 119,000 37.00 145.18 182.18 49.70 195.16 § 24486 S5 62.68 34.41%
28 133,000 37.00 162.26 199.26 49.70 21812 $ 26782 $§ 68.56 34.41%
29 140,000 37.00 170.80 207.80 49.70 22960 $ 279.30 $ 7150 34.41%
30 154,000 37.00 187.88 '224.88 .49.70 25256 § 30226 $ 77.38 34.41%
31 157,000 37.00 191.54 228.54 49.70 257.48 $ 307.18 $ 7864 34.41%
32 164,000 37.00 200.08 237.08 49.70 26896 $§ 318,66 $ 81.58 34.41%
33 175,000 37.00 213.50 250.50 49.70 287.00 5 33670 $ 86.20 34.41%
34 179,000 37.00  218.38 255.38 49.70 29356 $ 34326 S§ 87.88 34.41%
35 182,000 37.00 222.04 259.04 49.70 29848 $ 34818 $ 89.14 34.41%
36 196,000 37.00 239.12 276.12  49.70 32144 $ 37114 $§ 9502 34.41%
37 204,000 37.00 248.88 285.88 49.70 33456 $ 38426 $ 9838 34.41%
38 206,000 37.00 251.32 288.32 49.70 337.84 $ 38754 § 99.22 34.41%
39 211,000 37.00 257.42 294.42 43.70 346.04 $ 39574 $ 101.32 34.41%
40 225,000 37.00 274.50 311.50 49.70 369.00 § 41870 $ 107.20 34.41%
41 252,000 37.00 307.44 344.44 49.70 41328 $ 46298 $ 118.54 34.42%
42 282,000 37.00 344.04 381.04 49.70 462.48 $ 51218 $ 131.i4 34.42%
43 290,000 37.00 353.8¢ 350.80 49.70 47560 $ 52530 $ 134.50 34.42%
44 349,000 37.00 425.78 462,78 49.70 57236 § 622.06 $ 159.28 34.42%
45 355,000 37.00 433.10 470.10 49.70 58220 $ 631.90 $ 161.80 34.42%
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

2" Irrigation Bills

Exhibit:

Schedule H-4

Witness: Kirsten

Weeks

Present Rates

Proposed Rates

Proposed Increase

tine Base Usage Base Usage

No. | Consumption | Charge| Charge Total Bill | Charge| Charge Total Bill Amount Percentage
46 357,000 37.00 435.54 472.54 49.70 58548 $ 63518 S 162.64 34.42%
47 360,000 37.00 439.20 476.20 49.70 59040 $ 64010 $ 163.90 34.42%
48 362,000 37.00 441.64 478.64 48.70 593.68 S 643.38 $ 164.74 34.42%
49 372,000 37.00 453.84 490.84 49.70 610.08 S 659.78 $ 168.94 34.42%
50 373,000 37.00 455.06 492.06 49.70 611.72 $ 66142 $ 169.36 34.42%
51 383,000 37.00 467.26 504.26 49.70 628.12 $§ 677.82 S 173.56 34.42%
52 398,000 37.00 485.56 522,56 49.70 652.72 § 70242 $ 179.86 34.42%
53 399,000 37.00 486.78 523.78 48.70 654.36 § 704.06 $ 180.28 34.42%
54 402,000 37.00 490.44 52744 48.70 659.28 $ 708.98 ' $ 181.54 34.42%
55 423,000 © 37.00 516.06 553.06 49.70 693.72 $ 743.42 $ 190.36 34.42%
56 425,000 37.00 518.50 555.50 49.70 697.00 $ 74670 $ 191.20 34.42%
57 ° 427,000 37.00 520.94 557.94  49.70 700.28 $§ 74998 S 192.04 34.42%
58 430,000 37.00 524.60 561.60 49.70 705.20 $ 754.90 $ 193.30 34.42%
59 438,000 - 37.00 534.36 571.36 48.70 71832 $ 768.02 $ 196.66 34.42%
60 440,000 37.00 536.80 573.80 45.70 721.60 $ 77130 $ 197.50 34.42%
61 471,000 37.00 574.62 611.62 45.70 77244 $ 82214 $ 210.52 34.42%
62 487,000 37.00 594.14 631.14 48.70 798.68 $ 848.38 $ 217.24 34.42%
63 489,000 37.00 596.58 633.58 49.70 80196 $ 851.66 $ 218.08 34.42%
64 492,000 37.00 600.24 637.24 49.70 806.88 $ 856.58 $ 219.34 34.42%
65 505,000 37.00 616.10 653.10 49.70 828.20 $ 87790 $ 224.80 34.42%
66 583,000 37.00 711.26 748.26  49.70 956.12 $ 1,005.82 $ 257.56 34.42%

67 596,000 37.00 727.12 764.12 49.70 977.44 $ 1,027.14 $ 263.02 34.42%
68 606,000 37.00 739.32 776.32 49.70 993.84 $ 1,043.54 $ 267.22 34.42%
69 615,000 37.00 750.30 787.30 49.70 1,008.60 $ 1,058.30 $ 271.00 34.42%
70 623,000 37.00 760.06 797.06 49.70 1,021.72 $ 1,071.42 $ 274.36 34.42%
71 638,000 37.00 778.36 81536 49.70 1,046.32 $ 1,096.02 $ 280.66 34.42%
72 652,000 37.00 795.44 832,44 49.70 1,069.28 'S 1,11898 $ 286.54 34.42%
73 681,000 37.00 830.82 867.82 4570 1,116.84 $ 1,166.54 $ 298.72 34.42%
74 721,000 37.00 879.62 916.62 49.70 1,182.44 $ 1,232.14 $ 315.52 34.42%
75 744,000 37.00 907.68 944.68 49.70 1,220.16 $ 1,269.86 $ 325.18 34.42%
76 774,000 37.00 944.28 98128 49.70 1,269.36 $ 1,319.06 $ 337.78 34.42%
77 800,000 37.00 976.00 1,013.00 49.70 1,31200 $ 1,361.70 $ 348.70 34.42%
78 834,000 37.00 1,017.48 1,054.48 49.70 1,367.76 $ 1,417.46 $ 362.98 34.42%
79 866,000 37.00 1,056.52 1,093.52 49.70 1,420.24 $ 1,469.94 $ 376.42 34.42%
80 886,000 37.00 1,080.92 1,117.92 49.70 1,453.04 $ 1,502.74 S 384.82 34.42%
81 904,000 37.00 1,102.88 1,139.88 49.70 1,48256 $ 1,532.26 $ 392.38 34.42%
82 921,000 37.00 1,123.62 1,160.62 49.70° 1,510.44 $ 1,560.14 $ 399.52 34.42%
83 925,000 37.00 1,128.50 1,165.50 4370 1,517.00 $ 1,566.70 $ 401.20 34.42%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

3/4" School Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base | Usage Base | Usage

No. | Consumption | Charge | Charge | Total Bill | Charge | Charge | Total Bill | Amount Percentage

1 13,000 11.00 17.16 28.16 1477 23.01 $ 3778 $ 9.62 34.16%
2 16,000 11.00 21.12 32.12 1477 28.32 $ 43.09 $ 10.97 34.15%
3 17,000 11.00 22.44 33.44 1477 3009 $ 4486 S 11.42 34.15%
4 23,000 11.00 30.36 4136 14.77 40.71 $ 5548 $ 14.12 . 34.14%
5 25,000 11.00 33.00 44.00 14.77 4425 $ 59.02 $ 15.02 34.14%
6 26,000 11.00 34.32 4532 1477 46.02 $ 60.79 §$ 15.47 34.14%
7 29,000 11.00 38.28 49.28 1477 5133 $ 66.10 $ 16.82 34.13%
8 32,000 11.00 4224 53.24 1477 5664 $ 7141 $ 18.17 34.13%
9 34,000 11.00 44.88 55.88 1477 60.18 $ 7495 $ 19.07 34.13%
10 38,000 50.16 61.16 14.77 67.26 S 82.03 $ 20.87 34.12%

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - H-4 - Sch 3-4"
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

Exhibit:
Schedule H-4

Witness: Kirsten

1.5" School Bills Weeks
Present Rates Proposed Rates Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge | Charge | Total Bill | Charge | Charge | Total Bill | Amount Percentage
1 71,000 25.00 93.72 118.72 33.58 125,67 §$ 159.25 $ 40.53 34.14%
2 209,000 25.00 275.88 300.88 33.58 369.93 $ 403.51 $ 102.63 34.11%
3 224,000 25.00 295.68 320.68 33.58 396.48 $ 430.06 $ 109.38 34.11%
4 241,000 25.00 318.12 34312 3358 42657 $ 46015 $ 117.03 34.11%
5 274,000 2500 361.68 386.68 33.58 48498 §$ 51856 S 131.88 34.11%
6 286,000 25.00 377.52 402.52 3358 50622 $ 539.80 $ 137.28 34.11%
7 300,000 25.00 396.00 421.00 3358 53100 $ 564.58 $ 143.58 34.10%
8 323,000 25.00 426.36 45136 33.58 57171 S 60529 $ 153.93 34.10%
9 325,000 25.00 429.00 45400 3358 57525 $ 608.83 $ 154.83 34.10%
10 385,000 25.00 508.20 533.20 33.58 68145 $ 71503 $ 181.83 34.10%
11 448,000 25.00 591.36 616.36 33.58 79296 S 82654 $ 210.18 34.10%

Supporting Schedules : H-3
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule H-4
Typical Bill Analysis
Witness: Kirsten
2" School Bills Weeks
Present Rates Proposed Rates Proposed Increase
Line Base { Usage Base Usage
No, | Consumption | Charge] Charge | Total Bill | Charge | Charge | Total Bill | Amount Percentage
1 2,000 37.00 2.64 39.64 49.70 354 $ 5324 $§ 13.60 34.31%
2 3,000 37.00 3.96 4096 49.70 531 $ 5501 $§ 14.05 34.30%
3 4,000 37.00 5.28 42,28 49.70 7.08 $ 56.78 $ 14.50 34.30%
4 5,000 37.00 6.60 43,60 49.70 885 $ 5855 $ 14.95 34.29%
5 6,000 37.00 7.92 4492 49.70 1062 $ 6032 $ 1540 34.28%
6 7,000 37.00 9.24 46.24 49.70 1239 $ 6209 $ 15.85 34.28%
7 8,000 37.00 10.56 47.56 49.70 14.16 $ 638 $ 16.30 34.27%
8 9,000 37.00 11.88 48.88 49.70 1593 ¢ 6563 $ 16.75 34.27%
9 10,000 37.00 13.20 50.20 49.70 1770 $ 6740 $ 17.20 34.26%
10 11,000 37.00 14.52 51.52 49.70 1947 $ 6917 $ 17.65 34.26%
11 12,600 37.00 15.84 52.84 49.70 21.24 $ 7094 $ 18.10 34.25%
12 13,000 37.00 17.16 54.16 49.70 23.01 $ 7271 $ 1855 34.25%
13 14,000 37.00 18.48 55.48 49.70 2478 S 7448 $ 19.00 34.25%
14 15,000 37.00 19.80 56.80 49.70 26,55 $ 7625 $ 19.45 34.24%
15 16,000 37.00 21.12 58.12 49.70 2832 § 78.02 $ 19.90 34.24%
16 17,000 37.00 22.44 59.44 49.70 3009 $§ 7879 § 2035 34.24%
17 18,000 37.00 23.76 60.76 49.70 3186 $§ 8156 $ -20.80 34.23%
18 19,000 37.00 25.08 62.08 49.70 3363 § 8333 $§ 21.25 34.23%
19 21,000 37.00 27.72 64.72. 49.70 3717 $ 8687 $ 2215 34.22%
20 22,000 37.00 29.04 66.04 49.70 3894 $ 8864 S 2260 34.22%
21 23,000 37.00 30.36 67.36 49.70 40.71 $ 90.41 $ 23.05 34.22%
22 25,000 37.00 33.00 70.00 49.70 4425 $ 9395 § 23.95 34.21%
23 26,000 37.00 3432 7132 49.70 4602 $ 9572 $ 24.40 34.21%
24 31,000 37.00 40.92 77.92 49.70 54.87 $ 10457 $ 26.65 34.20%
25 35,000 37.00 46.20 83.20 49.70 61.95 $ 11165 $ 28.45 34.19%
26 41,000 37.00 54.12 91.12 49.70 7257 $ 12227 $ 31.15 34.19%
27 42,000 37.00 55.44 92.44 49.70 7434 $ 12404 $ 31.60 34.18%
28 51,000 37.00 67.32 10432 49.70 90.27 $ 139.97 $§ 135.65 34.17%
29 55,000 37.00 72.60 109.60 49.70 97.35 $ 14705 S 37.45 34.17%
30 56,000 37.00 73.92 110.92 49.70 99.12 $ 14882 $ 37.90 34.17%
31 60,000 -37.00 79.20 116.20 49.70 106.20 $ 155.90 $ 39.70 34.17%
32 71,000 37.00 93.72 130.72 49.70 125.67 $ 17537 $ 44.65 34.16%
33 80,000 37.00 105.60 142,60 49.70 141.60 $ 19130 $ 48.70 34.15%
34 92,000 37.00 12144 158.44 49.70 162.84 $ 21254 S 54.10 34.15%
35 96,000 37.00 126.72 163.72 49.70 16992 $ 219.62 $ 5590 34.14%
36 105,000 37.00 138.60 175.60 49.70 185.85 S 23555 $ 59.95 34.14%
37 121,000 37.00 159.72 196.72 49.70 21417 $ 263.87 $ 67.15 34.13%
38 124,000 37.00 163.68 200.68 49.70 219.48 5 269.18 $ 68.50 34.13%
39 128,000 37.00 168.96 205.96 49.70 22656 $ 276.26 S 70.30 34.13%
40 139,000 37.00 183.48 22048 4970 246.03 $ 29573 S 75.25 34.13%
41 386,000 37.00 509.52 546.52 49.70 683.22 § 73292 $ 186.40 34.11%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

Exhibit:
Schedule H-4

Witness: Kirsten

6" School Bills Weeks
Present Rates Proposed Rates Proposed Increase

Line Base Usage Base Usage

No. | Consumption | Charge| Charge | Total Bill | Charge | Charge | Total Bill | Amount Percentage
1 74,000 56.00 97.68 153.68 75.22 130.98 $ 206.20 $ 52.52 34.17%
2 82,000 56.00 108.24 164.24 7522 14514 $ 22036 $ 56.12 34.17%
3 85,000 56.00 112.20 168.20 7522 150.45 $ 22567 $ 57.47 34.17%
4 112,000 56.00 147.84 203.84 7522 198.24 $ 273.46 $ 69.62 34.15%
5 117,000 56.00 154.44 210.44 7522 207.09 $ 28231 $ 71.87 34.15%
6 154,000 56.00 203.28 259.28 75.22 272.58 $ 34780 $ 88.52 34.14%
7 188,000 56.00 248.16 30416 75.22 33276 $ 407.98 $ 103.82 34.13%
8 247,000 56.00 326.04 382.04 75.22 437.19 $ 512.41 $ 130.37 34.12%
9 258,000 56.00 340.56 396.56 75.22 456.66 $ 531.88 $ 135.32 34.12%
10 357,000 56.00 471.24 527.24 7522 631.89 S 707.11 S 179.87 34.12%
11 368,000 56.00 485.76 541.76 75.22 651.36 $ 726.58 $ 184.82 34.11%
12 376,000 56.00 496.32 552.32 7522 665.52 $ 740.74 $ 188.42 34.11%

Supporting Schedules : H-3
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Bermuda Water Company Exhibit:

i Test Year Ended June 30, 2010 Schedule H-4
Typical Bill Analysis

Witness: Kirsten

|
| 5/8" Wholesale Bills Weeks
| :
|
l : Present Rates Proposed Rates Proposed Increase
: Line Base Usage Base Usage
( ’ No. | Consumption | Charge| Charge Total Bill |{ Charge| Charge Total 8ill Amount Percentage
1 1,013,000 - 1,337.16 1,337.16 - 1,793.01 $ 1,793.01 $ 455.85 34.09%
2 1,191,000 - 1,572.12 1,572.12 - 2,108.07 $ 2,108.07 $ 53595 34.09%
3 1,220,000 - 1,61040 1,610.40 - 2,159.40 $ 2,159.40 $ 549.00 34.09%
4

2,011,000 - 2,654.52  2,654.52 - 3,559.47 $ 3,559.47 $ 904.95 34.09%

Supporting Schedules : H-3
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§ Typical Bill Analysis

i 1" Wholesale 8ills

Bermuda Water Company
' Test Year Ended June 30, 2010

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage

i | No. | Consumption | Charge| Charge | Total Bill | Charge| Charge { Total Bill | Amount Percentage

f } 1 - - - - - N #DIV/0!

i 2 1,000 - 1.32 1.32 - 177 $ 177 $ 045 34.09%

| 3 2,000 - 2.64 2.64 - 354 § 354 $ 090 34.09%

“ 4 5,000 - 6.60 6.60 - 885 $ 885 $ 225 34.09%
5 6,000 - 7.92 7.92 - 1062 $ 1062 $ 270 34.09%
6 7,000 - 9.24 9.24 - 1239 § 1239 $ 3.15 34.09%
7 8,000 - 10.56 10.56 - 1416 $ 1416 $ 3.60 34.09%
8 10,000 - 13.20 13.20 - 1770 $ 17.70 $ 4.50 34.09%
9 11,000 - 14.52 14.52 - 19.47 $ 19.47 $ 4.95 34.09%
10 12,000 - 15.84 15.84 - 2124 $ 2124 $  5.40 34.09%
11 14,000 - 18.48 18.48 - 2478 S 2478 $ 6.30 34.09%
12 15,000 - 19.80 19.80 - 2655 $ 2655 $ 6.75 34.09%
13 16,000 - 21.12 21.12 - 2832 $ 2832 $ 720 34.09%
14 17,000 - 22.44 22.44 - 30.09 $ 3009 $ 765 34.09%
15 18,000 - 23.76 23.76 - 318 $ 318 $ 8.10 34.09%
16 19,000 - 25.08 25.08 - 3363 $ 3363 $ 855 34.09%
17 20,000 - 26.40 26.40 - 3540 S 3540 $ 9.00 34.09%
18 22,000 - 29.04 29.04 - 3894 $ 3894 $ 9.90 34.09%
19 23,000 - 30.36 30.36 - 4071 $ 4071 $ 1035 34.09%
20 25,000 . 33.00 33.00 - 4425 $ 4425 $ 11.25 34.09%
21 27,000 - 35.64 35.64 - 4779 $ 4779 $ 12.15 34.09%
22 55,000 - 72.60 72.60 - 9735 $ 9735 $ 24.75 34.09%
23 64,000 - 84.48 84.48 - 11328 $ 113.28 $ 28.80 34.09%
24 65,000 - 85.80 85.80 - 11505 $ 11505 $ 29.25 34.09%
25 78,000 - 102.96  102.96 - 13806 $ 138.06 $ 35.10 34.09%
26 82,000 - 10824  108.24 - 14514 $ 14514 $ 36.90 34.09%
27 83,000 - 109.56  109.56 - 14691 $ 14691 $ 37.35 34.09%
28 89,000 - 117.48  117.48 - 15753 $ 157.53 $ 40.05 34.09%
29 95,000 - 12540  125.40 - 16815 $ 168.15 $ 42.75 34.09%
30 104,000 - 13728  137.28 - 184.08 $ 184.08 $ 46.80 34.09%
31 119,000 - 157.08  157.08 - 21063 $ 21063 S 53.55 34.09%
32 125,000 - 17028  170.28 - 22833 $ 22833 $ 58.05 34.09%

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

4" Wholesale Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed Increase

Line Base Usage Base Usage
No. | Consumption | Charge| Charge Total Bill | Charge | Charge |Total Billl Amount Percentage
1 - - - - - -5 - - #DIV/0!

Supporting Schedules : H-3
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Bermuda Water Company
Test Year Ended June 30, 2010
Typical Bill Analysis

6" Wholesale Bills

Exhibit:
Schedule H-4

Witness: Kirsten
Weeks

Present Rates

Proposed Rates

Proposed increase

Line Base Usage Base Usage

No. | Consumption | Charge| Charge Total Bill | Charge] Charge Total Bill Amount Percentage

1 - - - - - -8 - S - #DIV/0!

2 1,000 - 1.32 1.32 - 1.77 $ 1.77 § 0.45 34.09%
3 2,000 - 2.64 2.64 - 354 § 354 § 0.90 34.09%
4 3,000 - 3.96 3.96 - 531 § 531 $ 1.35 34.09%
S 7,000 - 9.24 9.24 - 1239 $§ 1239 S 3.15 34.09%
6 8,000 - 10.56 10.56 - 14.16 $ 1416 $ 3.60 34.09%
7 10,000 - 13.20 13.20 - 17.70 $ 17.70 $ 4.50 34.09%
8 18,000 - 23.76 23.76 - 3186 S 31.86 $ 8.10 34.09%
9 27,000 - 35.64 35.64 - 47.79 $ 47.79 $ 12.15 34.09%
10 111,000 - 146.52 146.52 - 196.47 § 196.47 $ 49.95 34.09%
11 157,000 - 207.24 207.24 - 27789 $ 27789 §$ 70.65 34.09%
12 2,076,000 - 2,740.32 2,740.32 - 3,67452 $ 3,674.52 $ 934.20 34.09%
13 2,158,000 - 2,848.56 2,848.56 - 3,819.66 5 3,819.66 $ 971.10 34.09%
14 " 2,160,000 - 2851.20 2,851.20 - 3,823.20 $ 3,823.20 $ 972.00 34.09%
15 2,299,000 - 3,034.68 3,034.68 - 4,069.23 $ 4,069.23 $ 1,034.55 34.09%
16 2,335,000 - 3,082.20 3,082.20 - 413295 $ 4,132.95 $ 1,050.75 34.09%
17 2,481,000 - - 3,274.92 3,274.92 - 439137 $§ 4,391.37 $ 1,116.45 34.09%
18 2,576,000 - 3,400.32  3,400.32 - 4,559.52 S 4,559.52 $ 1,159.20 34.09%
19 2,597,000 - 3,428.04 3,428.04 - 4,596.69 $ 4,596.69 $ 1,168.65 34.09%
20 2,666,000 - 3,519.12 3,519.12 - 471882 $ 4,718.82 $ 1,199.70 34.09%
21 2,693,000 - 3,55476  3,554.76 - 4,766.61 $ 4,766.61 $ 1,211.85 34.09%
22 .3,236,000 - 4,27152  4,271.52 - 5,727.72 $ 5,727.72 $ 1,456.20. 34.09%
23 3,286,000 - 4,337.52 4,337.52 - 581622 $ 5,816.22 $ 1,478.70 34.09%
24 4,204,000 - 5,549.28 5,549.28 - 7,441.08 $ 7,441.08 $ 1,891.80 34.09%
25 4,397,000 - 5,804.04 5,804.04 - 7,782.69 $ 7,782.69 $ 1,978.65 34.09%
26 4,614,000 - 6,090.48  6,090.48 - 8,166.78 $ 8,166.78 $ 2,076.30 34.09%
27 4,674,000 - 6,169.68 6,169.68 - 8,272.98 $§ 8,272.98 $ 2,103.30 34.09%
28 4,839,000 - 6,387.48 6,387.48 - 8,565.03 $- 8,565.03 $ 2,177.55 34.09%
29 5,225,000 - 6897.00 6,897.00 - 9,248.25 $ 9,248.25 $ 2,351.25 34.09%
30 5,354,000 - 7,067.28 7,067.28 ° - 9,476.58 $ 9,476.58 $ 2,409.30 34.09%
31 5,498,000 - 7,25736  7,257.36 - 9,731.46 $ 9,731.46 $ 2,474.10 34.09%
32 5,515,000 - 7,279.80  7,279.80 - 9,761.55 $ 9,761.55 $ 2,481.75 34.09%
33 5,549,000 - 732468 7,324.68 - 9,821.73 $ 9,821.73 $ 2,497.05 34.09%
34 5,682,000 - 7,500.24 7,500.24 - 10,057.14 $ 10,057.14 $ 2,556.90 34.09%
35 7,203,000 - 950796  9,507.96 - 12,74931 $ 12,749.31 $ 3,241.35 34.09%

Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - H-4 - Whsl 6"
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Bermuda Water Company
Test Year Ended June 30, 2010

5/8" Residential Biils

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Reversed Bills Factor Total
1 - 5,996 - 599 - 79,238 ‘ - 0.00%
2 1,000 4,687 4,687,000 10,683 4,687,000 74,551 79,238,000 10.26%
3 2,000 5,738 11,476,000 16,421 16,163,000 68,813 153,789,000 19.91%
4 3,000 6,595 19,785,000 23,016 35,948,000 62,218 222,602,000 . 28.82%
5 4,000 6,761 27,044,000 29,777 62,992,000 55,457 284,820,000 36.88%
6 5,000 6,532 32,660,000 36,309 95,652,000 48,925 340,277,000 44.06%
7 6,000 6,021 36,126,000 42,330 131,778,000 42,904 389,202,000 50.39%
8 7,000 5,491 38,437,000 47,821 170,215,000 37,413 432,106,000 55.95%
9 8,000 4,813 38,504,000 52,634 208,719,000 32,600 469,519,000 60.79%
10 9,000 4,139 37,251,000 56,773 245,970,000 28,461 502,119,000 65.01%
11 10,000 3,647 36,470,000 60,420 282,440,000 24,814 530,580,000 68.70%
12 11,000 3,319 36,509,000 63,739 318,949,000 21,495 555,394,000 71.91%
13 12,000 2,649 31,788,000 66,388 350,737,000 18,846 576,889,000 74.65%
14 13,000 2,267 29,471,000 68,655 380,208,000 16,579 595,735,000 77.13%
15 14,000 1,996 27,944,000 70,651 408,152,000 14,583 612,314,000 79.28%
16 15,000 1,728 25,920,000 72,379 434,072,000 12,855 626,897,000 81.17%
17 16,000 1,442 23,072,000 73,821 457,144,000 11,413 639,752,000 82.83%
18 17,000 1,212 20,604,000 75,033 477,748,000 10,201 651,165,000 84.31%
19 18,000 1,102 19,836,000 76,135 497,584,000 9,099 661,366,000 85.63%
20 19,000 958 18,202,000 77,093 - 515,786,000 8,141 670,465,000 86.81%
21 20,000 846 16,920,000 77,939 532,706,000 7,295 678,606,000 87.86%
22 21,000 733 15,393,000 78,672 548,099,000 6,562 685,901,000 88.81%
23 22,000 635 13,970,000 79,307 562,069,000 5927 692,463,000 89.66%
24 23,000 552 12,696,000 79,859 574,765,000 5,375 698,390,000 90.43%
25 24,000 497 11,928,000 80,356 586,693,000 4,878 - 703,765,000 91.12%
26 25,000 453 11,325,000 80,809 598,018,000 4,425 708,643,000 91.75%
27 26,000 452 11,752,000 81,261 609,770,000 3,973 713,068,000 92.33%
28 27,000 376 10,152,000 81,637 619,922,000 3,597 717,041,000 92.84%
29 28,000 333 9,324,000 81,970 629,246,000 3,264 720,638,000 93.31%
30 29,000 283 8,207,000 82,253 637,453,000 2,981 723,902,000 93.73%
31 30,000 254 7,620,000 82,507 645,073,000 2,727 726,883,000 94.12%
32 31,000 223 6,913,000 82,730 651,986,000 2,504 729,610,000 94.47%
33 32,000 209 6,688,000 82,939 658,674,000 2,295 732,114,000 94.79%
34 33,000 200 6,600,000 83,139 665,274,000 2,095 734,409,000 95.09%
35 34,000 174 5,916,000 83,313 671,190,000 1,921 736,504,000 95.36%
36 35,000 144 5,040,000 83,457 676,230,000 1,777 738,425,000 95.61%
37 36,000 123 4,428,000 83,580 680,658,000 1,654 740,202,000 95.84%
38 37,000 115 4,255,000 83,695 684,913,000 1,539 741,856,000 96.05%
39 38,000 108 4,104,000 83,803 689,017,000 1,431 743,395,000 96.25%
40 35,000 92 3,588,000 83,895 692,605,000 1,339 744,826,000 96.44%
41 40,000 87 3,480,000 83,982 696,085,000 1,252 746,165,000 96.61%
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i Bermuda Water Company . Exhibit:

Test Year Ended June 30, 2010 Schedule H-5
5/8" Residential Bills

Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year

Line | Usage Level ' ' Consolidated | Percentage of

No. (Gals.) Bills Usage Bills Usage Reversed Bills Factor Total
42 41,000 91 3,731,000 84,073 699,816,000 1,161 747,417,000 96.77%
43 42,000 78 3,276,000 84,151 703,092,000 1,083 748,578,000 96.92%
44 43,000 59 2,537,000 84,210 705,629,000 1,024 749,661,000 97.06%
45 44,000 60 2,640,000 84,270 708,269,000 964 750,685,000 97.20%
46 45,000 58 2,610,000 84,328 710,879,000 906 751,649,000 97.32%
47 46,000 48 2,208,000 84,376 713,087,000 858 752,555,000 97.44%
48 47,000 50 2,350,000 84,426 715,437,000 808 753,413,000 97.55%
49 48,000 40 1,920,000 84,466 717,357,000 768 754,221,000 97.66%
50 45,000 45 2,205,000 84,511 719,562,000 723 754,989,000 97.75%
51 50,000 42 2,100,000 84,553 721,662,000 681 755,712,000 97.85%
52 51,000 41 2,091,000 84,594 723,753,000 640 756,393,000 97.94%
53 52,000 33 1,716,000 84,627 725,469,000 607 757,033,000 98.02%
54 53,000 46 2,438,000 84,673 727,907,000 561 757,640,000 98.10%
55 54,000 32 1,728,000 84,705 729,635,000 - 529 758,201,000 98.17%
56 55,000 28 1,540,000 84,733 731,175,000 501 758,730,000 -~ 98.24%
57 56,000 34 1,904,000 84,767 733,079,000 467 759,231,000 98.30%
-58 57,000 26 1,482,000 84,793 734,561,000 441 759,698,000 98.36%
59 58,000 21 1,218,000 84,814 735,779,000 420 760,139,000 98.42%
60 59,000 20 1,180,000 84,834 736,959,000 400 760,559,000 98.48%
61 60,000 16 960,000 84,850 737,919,000 384 760,959,000 98.53%
62 61,000 17 1,037,000 84,867 738,956,000 367 761,343,000 98.58%
63 62,000 14 868,000 84,881 739,824,000 353 761,710,000 98.62%
64 63,000 14 882,000 84,895 740,706,000 339 762,063,000 98.67%
65 64,000 16 1,024,000 84,911 741,730,000 A 323 762,402,000 98.71%
66 65,000 11 715,000 84,922 742,445,000 312 762,725,000 98.76%
67 66,000 13 858,000 84,935 743,303,000 -299 763,037,000 98.80%
68 67,000 14 938,000 84,949 744,241,000 285 763,336,000 98.84%
69 68,000 13 884,000 84,962 745,125,000 272 763,621,000 98.87%
| 70 69,000 16 1,104,000 84,978 746,229,000 256 763,893,000 - 98.91%
: 71 70,000 9 630,000 84,987 746,859,000 247 764,149,000 98.94%
: 72 71,000 13 923,000 85,000 747,782,000 234 764,396,000 98.97%
73 72,000 17 1,224,000 85,017 749,006,000 217 764,630,000 99.00%
74 73,000 12 876,000 85,029 749,882,000 205 764,847,000 99.03%
75 74,000 6 444,000 85,035 750,326,000 199 765,052,000 99.06%
76 75,000 7 525,000 85,042 750,851;000 192 765,251,000 99.08%
| 77 76,000 9 684,000 85,051 751,535,000 183 765,443,000 99.11%
| 78 77,000 7 539,000 85,058 752,074,000 176 765,626,000 99.13%
| 79 78,000 9 702,000 85,067 752,776,000 167 765,802,000 99.15%
80 79,0C0 9 711,000 85,076 753,487,000 158 765,969,000 99.18%
81 80,000 4 320,000 85,080 753,807,000 . 154 - 766,127,000 99.20%
82 81,000 4 324,000 85,084 754,131,000 150 766,281,000 99.22%

. {
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Bermuda Water Company

Test Year Ended June 30, 2010

5/8" Residential Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Reversed Bills Factor Total
83 82,000 7 574,000 85,091 754,705,000 143 766,431,000 99.24%
84 83,000 6 498,000 85,097 755,203,000 137 766,574,000 99.25%
85 84,000 4 336,000 85,101 755,539,000 133 766,711,000 99.27%
86 85,000 4 340,000 85,105 755,879,000 129 766,844,000 99.29%
87 86,000 1 86,000 85,106 755,965,000 128 766,973,000 99.31%
88 87,000 5 435,000 85,111 756,400,000 123 = 767,101,000 99.32%
89 88,000 9 792,000 85,120 757,192,000 114 767,224,000 99.34%
90 89,000 2 178,000 85,122 757,370,000 112 767,338,000 99.35%
91 90,000 1 90,000 85,123 757,460,000 111 767,450,000 98.37%
92 91,000 4 364,000 85,127 757,824,000 107 767,561,000 99.38%
923 92,000 4 368,000 85,131 758,192,000 103 767,668,000 99.40%
94 93,000 1 93,000 85,132 758,285,000 102 767,771,000 99.41%
95 94,000 2 188,000 85,134 758,473,000 100 767,873,000 99.42%
96 95,000 2 190,000 - 85,136 758,663,000 98 767,973,000 99.44%
97 96,000 5 480,000 85,141 759,143,000 93 768,071,000 99.45%
98 97,000 1 97,000 85,142 759,240,000 92 768,164,000 99.46%
99 98,000 1 98,000 85,143 759,338,000 91 768,256,000 99.47%
100 99,000 3 297,000 85,146 759,635,000 88 768,347,000 99.48%
101 100,000 7 700,000 85,153 760,335,000 81 768,435,000 99.50%
102 101,000 1 101,000 85,154 760,436,000 80 768,516,000 99.51%
103 102,000 3 306,000 85,157 760,742,000 77 768,596,000 99.52%
104 103,000 4 412,000 85,161 761,154,000 73 768,673,000 99.53%
105 104,000 1 - 104,000 85,162 761,258,000 72 768,746,000 99.54%
106 106,000 1 106,000 85,163 761,364,000 71 768,890,000 99.55%
107 109,000 2 218,000 85,165 761,582,000 69 769,103,000 99.58%
108 110,000 3 330,000 85,168 761,912,000 66 769,172,000 99.59%
109 111,000 2 222,000 85,170 762,134,000 64 769,238,000 99.60%
110 113,000 1 113,000 85,171 762,247,000 63 769,366,000 99.62%
111 115,000 1 115,000 85,172 762,362,000 62 769,492,000 99.63%
112 116,000 3 348,000 85,175 762,710,000 59 . 769,554,000 99.64%
113 117,000 1 117,000 85,176 762,827,000 58 769,613,000 99.65%
114 119,000 1 119,000 85,177 762,946,000 57 769,729,000 99.66%
115 121,000 2 242,000 85,179 763,188,000 55 769,843,000 99.68%
116 122,000 i 122,000 85,180 763,310,000 54 769,898,000 99.68%
117 124,000 1 124,000 85,181 763,434,000 53 770,006,000 99.70%
118 125,000 2 250,000 85,183 763,684,000 51 770,059,060 99.71%
119 127,000 4 508,000 85,187 764,192,000 47 770,161,000 99.72%
120 128,000 3 384,000 85,190 764,576,000 44 770,208,000 99.72%
121 130,000 3 390,000 85,193 764,966,000 41 770,296,000 99,74%
122 132,000 1 132,000 85,194 765,098,000 40 770,378,000 99.75%
123 134,000 1 134,000 85,195 765,232,000 39 770,458,000 99.76%
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Bermuda Water Company
Test Year Ended june 30, 2010
5/8" Residential Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level . : Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Reversed Bills Factor Total
124 135,000 1 135,000 85,196 765,367,000 38 770,497,000 ' 99.76%
125 136,000 1 136,000 85,197 765,503,000 37 770,535,000 99.77%
126 137,000 2 274,000 85,199 765,777,000 35 = 770,572,000 99.77%
127 138,000 1 138,000 85,200 765,915,000 34 770,607,000 99.78%
b 128 139,000 2 278,000 85,202 766,193,000 32 770,641,000 99.78%
‘ 129 142,000 1 142,000 85,203 766,335,000 31 770,737,000 99.79%
i 130 144,000 2 288,000 85,205 766,623,000 29 770,799,000 99.80%
131 146,000 1 146,000 85,206 766,769,000 28 770,857,000 99.81%
132 147,000 2 294,000 85,208 767,063,000 26 770,885,000 99.81%
133 154,000 1 154,000 85,209 767,217,000 25 771,067,000 99.84%
134 158,000 1 158,000 85,210 767,375,000 24 771,167,000 99.85%
135 159,000 1 159,600 85,211 767,534,000 23 771,191,000 99.85%
136 160,000 1 160,000 85,212 767,694,000 22 771,214,000 99.86%
137 162,000 2 324,000 85,214 768,018,000 20 771,258,000 99.86%
138 163,000 1 163,000 85,215 768,181,000 19 771,278,000 99.86%
139 166,000 1 166,000 85,216 768,347,000 18 771,335,000 99.87%
140 167,000 1 167,000 85,217 768,514,000 17 771,353,000 99.87%
141 168,000 1 168,000 85,218 768,682,000 16 771,370,000 99.88%
142 173,000 4 692,000 85,222 769,374,000 12 771,450,000 99.89%
143 174,000 1 174,000 85,223 769,548,000 11 771,462,000 99.89%
144 177,000 1 177,000 85,224 769,725,000 10 771,495,000 99.89%
145 183,000 1 183,000 85,225 769,908,000 9 771,555,000 99.90%
146 194,000 1 194,000 85,226 770,102,000 8 771,654,000 99.91%
147 200,000 1 200,000 85,227 770,302,000 7 771,702,000 99.92% -
148 206,000 1 206,000 85,228 770,508,000 6 771,744,000 99.92%
149 216,000 1 216,000 85,229 770,724,000 5 771,804,000 99.93%
150 218,000 1 218,000 85,230 770,942,000 4 771,814,000 99.93%
151 237,000 1 237,000 85,231 771,179,000 3 771,890,000 99.94%
152 275,000 1 275,000 85,232 771,454,000 2 772,004,000 99.96%
153 430,000 1 430,000 85,233 771,884,000 1 772,314,000 100.00%
154 448,000 1 448,000 85,234 772,332,000 - 772,332,000 100.00%
Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7 |
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Bermuda Water Company
Test Year Ended June 30, 2010
1" Residential Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated |Percentage of
No, (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 80 - 80 - 804 - 0.00%
2 1,000 35 35,000 115 35,000 769 804,000 4.92%
3 2,000 44 88,000 159 123,000 725 1,573,000 9.62%
4 3,000 20 60,000 179 183,000 705 2,298,000 14.06%
5 4,000 46 184,000 225 367,000 659 3,003,000 18.37%
6 5,000 41 205,000 266 572,000 618 3,662,000 22.41%
7 6,000 39 234,000 305 806,000 579 4,280,000 26.19%
8 7,000 30 210,000 335 1,016,000 549 4,859,000 29.73%
9 8,000 42 336,000 377 1,352,000 507 5,408,000 33.09%
10 9,000 36 324,000 413 1,676,000 471 5,915,000 36.19%
11 10,000 28 280,000 441 1,956,000 443 6,386,000 39.07%
12 11,000 19 209,000 460 2,165,000 424 6,829,000 41.79%
13 12,000 17 204,000 477 2,369,000 407 7,253,000 44.38%
14 13,000 22 286,000 499 2,655,000 385 7,660,000 46.87%
1S 14,000 27 378,000 526 3,033,000 358 8,045,000 49.23%
16 15,000 19 285,000 545 3,318,000 339 8,403,000 51.42%
17 16,000 30 480,000 575 3,798,000 309 8,742,000 53.49%
18 17,000 18 306,000 593 4,104,000 291 9,051,000 55.38%
19 18,000 7 126,000 600 4,230,000 284 9,342,000 57.16%
20 19,000 13 247,000 613 4,477,000 271 9,626,000 58.90%
21 20,000 15 300,000 628 4,777,000 256 9,897,000 60.56%
22 21,000 10 210,000 638 4,987,000 246 10,153,000 62.12%
23 22,000 11 242,000 649 5,229,000 235 10,399,000 63.63%
24 23,000 14 322,000 663 5,551,000 221 10,634,000 65.07%
25 24,000 12 288,000 675 5,839,000 209 10,855,000 66.42%
26 25,000 12 300,000 687 6,139,000 197 11,064,000 67.70%
27 26,000 S 130,000 692 6,269,000 192 11,261,000 68.90%
28 27,000 8 216,000 700 6,485,000 184 11,453,000 70.08%
29 28,000 7 196,000 707 6,681,000 177 11,637,000 71.20%
30 29,000 6 174,000 713 6,855,000 171 11,814,000 72.29%
31 30,000 7 210,000 720 7,065,000 164 11,985,000 73.33%
32 31,000 3 93,000 723 7,158,000 161 12,148,000 74.34%
33 32,000 4 128,000 727 7,286,000 157 12,310,000 75.32%
34 33,000 4 132,000 731 7,418,000 153 12,467,000 76.28%
35 34,000 4 136,000 735 7,554,000 149 12,620,000 77.22%
36 35,000 11 385,000 746 7,939,000 138 12,769,000 78.13%
37 36,000 3 108,000 749 8,047,000 135 12,907,000 78.98%
38 37,000 5 185,000 754 8,232,000 130 13,042,000 79.80%
39 38,000 5 190,000 759 8,422,000 125 13,172,000 80.60%
40 40,000 2 80,000 761 8,502,000 123 13,422,000 82.13%
41 41,000 6 246,000 767 8,748,000 117 13,545,000 82.88%
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Bermuda Water Company
Test Year Ended June 30, 2010
1" Residential Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total

42 42,000 7 294,000 774 9,042,000 110 13,662,000 83.60%
a3 43,000 4 172,000 778 9,214,000 106 13,772,000 84.27%
44 44,000 3 132,000 781 9,346,000 103 13,878,000 84.92%
45 45,000 2 90,000 783 9,436,000 101 13,981,000 85.55%
46 46,000 2 92,000 785 9,528,000 99 14,082,000 86.17%
47 47,000 1 47,000 786 9,575,000 S8 14,181,000 86.77%
48 48,000 3 144,000 789 9,719,000 95 14,279,000 87.37%
49 49,000 3 147,000 792 9,866,000 92 14,374,000 87.95%
50 50,000 3 150,000 795 10,016,000 89 14,466,000 88.51%
51 51,000 4 204,000 799 10,220,000 85 14,555,000 89.06%
52 52,000 2 104,000 801 10,324,000 83 14,640,000 89.58%
53 53,000 5 265,000 806 10,589,000 78 14,723,000 90.09%
54 54,000 5 - 270,000 811 10,859,000 73 14,801,000 90.56%
55 55,000 i 55,000 812 110,914,000 72 14,874,000 91.01%
56 56,000 6 336,000 818 11,250,000 66 14,946,000 91.45%
57 57,000 2 114,000 820 11,364,000 64 15,012,000 91.86%
58 58,000 4 232,000 824 11,596,000 60 15,076,000 92.25%
59 59,000 2 118,000 826 11,714,000 58 15,136,000 92.61%
60 60,000 -5 300,000 831 12,014,000 53 15,194,000 92.97%
61 61,000 5 305,000 836 12,319,000 48 15,247,000 93.29%
62 62,000 1 62,000 837 12,381,000 47 15,295,000 93.59%
63 63,000 3 189,000 840 12,570,000 44 15,342,000 93.88%
64 64,000 2 128,000 842 12,698,000 42 15,386,000 94.14%
65 65,000 3 195,000 845 12,893,000 39 15,428,000 94.40%
66 67,000 3 201,000 848 13,094,000 36 15,506,000 94.88%
67 68,000 2 136,000 850 13,230,000 34 15,542,000 95.10%
68 70,000 3 210,000 853 13,440,000 31 15,610,000 95.51%
69 71,000 3 213,000 856 13,653,000 28 15,641,000 95.70%
70 72,000 1 72,000 - 857 13,725,000 27 15,669,000 95.88%
71 74,000 1 74,000 858 13,799,000 26 15,723,000 96.21%
72 75,000 2 150,000 860 13,949,000 24 15,749,000 96.37%
73 76,000 3 228,000 863 14,177,000 21 15,773,000 96.51%
74 77,000 1 77,000 864 14,254,000 20 15,794,000 96.64%
75 78,000 1 78,000 865 14,332,000 19 15,814,000 96.76%
76 79,000 2 158,000 867 14,490,000 17 15,833,000 96.88%
77 80,000 1 80,000 868 14,570,000 16 15,850,000 96.98%
78 81,000 2 162,000 870 14,732,000 14 15,866,000 97.08%
79 84,000 2 168,000 872 14,500,000 12 15,908,000 97.34%
80 86,000 1 86,000 873 14,986,000 11 15,932,000 97.49%
81 89,000 2 178,000 875 15,164,000 9 15,965,000 97.69%
82 91,000 1 91,000 876 15,255,000 8 15,983,000 97.80%
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Bermuda Water Company

Test Year Ended June 30, 2010

1" Residential Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
83 104,000 1 104,000 877 15,359,000 7 16,087,000 98.43%
84 106,000 1 106,000 878 15,465,000 6 16,101,000 98.52%
85 118,000 1 118,000 879 15,583,000 5 16,173,000 98.96%
86 130,000 1 130,000 880 15,713,000 4 16,233,000 99.33%
87 145,000 1 145,000 881 15,858,000 3 16,293,000 99.69%
88 156,000 1 156,000 882 16,014,000 2 16,326,000 99.90%
89 162,000 1 162,000 883 16,176,000 1 16,338,000 99.97%
90 167,000 1 167,000 884 16,343,000 - 16,343,000 100.00%
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Bermuda Water Company
Test Year Ended June 30, 2010
1.5" Residential Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 5,000 1 5,000 1 5,000 11 60,000 36.36%
2 10,000 2 20,000 3 25,000 9 115,000 69.70%
3 11,000 1 11,000 4 36,000 8 124,000 75.15%
4 12,000 2 24,000 6 60,000 6 132,000 80.00%
5 15,000 1 15,000 7 75,000 5 150,000 - 90.91%
6 16,000 1 16,000 8 91,000 4 155,000 93.94%
7 17,000 1 17,000 9 108,000 3 159,000 96.36%
8 18,000 1 18,000 10 126,000 2 162,000 98.18%
9 19,000 1 19,000 11 145,000 1 164,000 99.39%
10 20,000 1 20,000 12 165,000 - 165,000 100.00%
Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule H-5
2" Residential Bills
Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year
Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 30 - 30 - 450 - 0.00%
2 1,000 7 7,000 37 7,000 443 450,000 2.49%
3 2,000 4 8,000 41 15,000 439 893,000 4.94%
4 3,000 6 18,000 47 33,000 433 1,332,000 7.37%
s 4,000 14 56,000 61 89,000 419 1,765,000 9.76%
6 5,000 15 75,000 76 164,000 404 2,184,000 12.08%
7 6,000 23 138,000 99 302,000 381 2,588,000 14.31%
8 7,000 16 112,000 115 414,000 365 2,969,000 16.42%
9 8,000 16 128,000 131 542,000 349 3,334,000 18.44%
10 9,000 15 135,000 146 677,000 334 3,683,000 20.37%
11 10,000 14 140,000 160 817,000 320 4,017,000 22.22%
12 11,000 20 220,000 180 1,037,000 300 4,337,000 23.99% |
13 12,000 23 276,000 203 1,313,000 277 4,637,000 25.65% ; {
14 13,000 10 130,000 213 1,443,000 267 4,914,000 27.18% |
15 14,000 9 126,000 222 1,569,000 258 5,181,000 28.65% :
16 15,000 9 135,000 231 1,704,000 249 5,439,000 30.08% ;
17 16,000 18 288,000 249 1,992,000 231 5,688,000 31.46% ;
18 17,000 15 255,000 264 2,247,000 216 5,919,000 32.74%
19 18,000 14 252,000 278 2,499,000 202 6,135,000 33.93%
20 19,000 12 228,000 290 2,727,000 190 6,337,000 35.05%
21 20,000 5 100,000 295 2,827,000 185 6,527,000 36.10%
22 21,000 9 189,000 304 3,016,000 176 6,712,000 37.12%
23 22,000 5 110,000 309 3,126,000 171 6,888,000 38.10%
24 23,000 4 92,000 313 3,218,000 167 7,059,000 39.04%
25 24,000 3 72,000 316 3,290,000 164 7,226,000 39.96%
26 25,000 4 100,000 320 3,390,000 160 7,390,000 40.87% ;
27 26,000 10 260,000 330 3,650,000 150 7,550,000 41.76%
28 27,000 5 135,000 335 3,785,000 145 7,700,000 42.59%
29 28,000 4 112,000 339 3,897,000 141 7,845,000 43.39%
30 29,000 5 145,000 344 4,042,000 136 7,986,000 44.17%
31 30,000 5 150,000 349 4,192,00(5 131 8,122,000 44.92%
32 31,000 5 155,000 354 4,347,000 126 8,253,000 45.64%
33 32,000 1 32,000 355 4,379,000 125 8,379,000 46.34%
34 33,000 2 66,000 357 4,445,000 123 8,504,000 47.03%
35 34,000 1 34,000 358 4,479,000 122 8,627,000 47.71%
36 35,000 2 70,000 360 4,545,000 120 8,749,000 48.39%
37 36,000 6 216,000 366 4,765,000 114 8,869,000 49.05%
38 37,000 1 37,000 367 4,802,000 113 8,983,000 49.68%
39 38,000 1 38,000 368 4,840,000 112 9,096,000 50.31%
40 39,000 3 117,000 371 4,957,000 109 9,208,000 50.93%
41 40,000 3 120,000 374 5,077,000 106 9,317,000 51.53%
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Bermuda Water Company

Exhibit:

Test Year Ended June 30, 2010 Schedule H-5
2" Residential Bills
Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year
Line | Usage Level ' Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
42 41,000 7 287,000 381 5,364,000 99 9,423,000 52.12%
43 42,000 3 126,000 384 5,490,000 96 9,522,000 52.66%
44 43,000 6 258,000 390 5,748,000 90 9,618,000 53.19%
45 44,000 1 44,000 ‘391 5,792,000 89 9,708,000 53.69%
46 45,000 4 180,000 395 5,972,000 85 9,797,000 54.18%
47 46,000 3 138,000 398 6,110,000 82 9,882,000 54.65%
48 47,000 4 188,000 402 6,298,000 78 9,964,000 55.11%
49 48,000 3 144,000 405 6,442,000 75 10,042,000 55.54%
50 49,000 1 49,000 406 6,491,000 74 10,117,000 55.95%
51 $1,000 4 204,000 410 6,695,000 70 10,265,000 56.77%
52 52,000 1 52,000 411 6,747,000 69 10,335,000 57.16%
53 54,000 1 54,000 412 6,801,000 68 10,473,000 57.92%
54 56,000 1 56,000 413 6,857,000 67 10,609,000 58.67%
55 57,000 . 2 114,000 415 6,971,000 65 10,676,000 59.05%
56 58,000 3 174,000 418 7,145,000 62 10,741,000 59.40%
57 59,000 1 59,000 419 7,204,000 61 10,803,000 59.75%
58 60,000 1 60,000 420 7,264,000 60 10,864,000 60.09%
59 61,000 3 183,000 423 7,447,000 57 10,924,000 60.42%
60 64,000 2 128,000 425 7,575,000 55 11,095,000 61.36%
61 66,000 2 132,000 427 7,707,000 53 11,205,000 61.97%
62 67,000 1 67,000 428 7,774,000 52 11,258,000 62.26%
63 68,000 4 272,000 432 8,046,000 48 11,310,000 62.55%
64 70,000 2 140,000 434 8,186,000 46 11,406,000 63.08%
65 72,000 1 . 72,000 435 8,258,000 45 11,498,000 63.59%
66 73,000 1 73,000 436 8,331,000 44 11,543,000 63.84%
67 76,000 1 76,000 437 8,407,000 43 11,675,000 64.57%
68 79,000 1 79,000 438 8,486,000 42 11,804,000 65.28%
. 69 82,000 2 164,000 440 8,650,000 40 11,930,000 65.98%
70 86,000 1 86,000 441 8,736,000 39 12,090,000 66.87%
71 88,000 1 88,000 442 8,824,000 38 12,168,000 67.30%
72 93,000 1 93,000 443 8,917,000 37 12,358,000 68.35%
73 95,000 1 95,000 444 9,012,000 36 12,432,000 68.76%
74 96,000 1 96,000 445 9,108,000 .35 12,468,000 68.96%
75 97,000 1 97,000 446 9,205,000 - 34 12,503,000 69.15%
76 98,000 1 98,000 447 9,303,000 33 12,537,000 69.34%
77 99,000 4 396,000 451 9,699,000 29 12,570,000 69.52%
78 102,000 1 102,000 452 9,801,000 28 12,657,000 70.00%
79 103,000 1 103,000 453 9,904,000 27 12,685,000 70.16%
80 104,000 1 104,000 454 10,008,000 26 12,712,000 70.31%
81 106,000 1 106,000 455 10,114,000 25 12,764,000 70.59%
82 107,000 1 107,000 456 10,221,000 24 12,789,000 70.73%
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Bermuda Water Company ‘ : Exhibit:
Test Year Ended June 30, 2010 Schedule H-5
2" Residential Bills

Witness:
o Kirsten Weeks
o
% ! Test Year Actuals Cumulative Test Year
| { Line | Usage Level Reversed | Consolidated {Percentage of
| [ No. (Gals.) Bills Usage Bills Usage Bills Factor Total
| ‘83 108,000 1 108,000 457 10,329,000 23 12,813,000 70.86%
84 109,000 1 108,000 458 10,438,000 . 22 12,836,000 70.99%
85 111,000 1 111,000 459 10,549,000 21 12,880,000 71.23%
86 112,000 2 224,000 461 10,773,000 19 12,901,000 71.35%
87 113,000 1 113,000 462 10,886,000 18 12,920,000 71.46%
88 114,000 i 114,000 463 11,000,000 17 12,938,000 71.56%
89 116,000 1 116,000 464 11,116,000 16 12,972,000 71.74%
90 126,000 1 126,000 465 11,242,000 15 13,132,000 72.63%
91 134,000 1 . 134,000 466 11,376,000 14 13,252,000 73.29%
92 137,000 1 137,000 467 11,513,000 13 13,294,000 - 73.52%
93 162,000 1 162,000 468 11,675,000 - 12 13,619,000 75.32%
94 191,000 1 191,000 469 11,866,000 11 13,967,000 77.25%
95 249,000 1 249,000 470 12,115,000 10 14,605,000 80.78%
96 331,000 1 331,000 471 12,446,000 9 15,425,000 85.31%
97 348,000 1 348,000 472 12,794,000 8 15,578,000 86.16%
98 354,000 1 354,000 473 13,148,000 7 15,626,000 86.42%
99 460,000 1 460,000 474 13,608,000 6 16,368,000 90.53%
100 479,000 1 479,000 475 14,087,000 5 16,482,000 91.16%
101 547,000 1 547,000 476 14,634,000 4 16,822,000 93.04%
102 651,000 1 651,000 477 15,285,000 3 17,238,000 95.34%
103 678,000 1 678,000 478 15,963,000 2 17,319,000 95.79%
104 - 971,000 1 971,000 479 16,934,000 1 17,905,000 99.03%
105 1,147,000 1 1,147,000 480 18,081,000 - 18,081,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company

Test Year Ended June 30, 2010

6" Residential Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total,
1 30,000 1 30,000 1 30,000 11 360,000 42.06%
2 60,000 2 120,000 3 150,000 9 690,000 80.61%
3 63,000 1 63,000 4 213,000 8 717,000 83.76%
4 69,000 1 69,000 5 282,000 7 765,000 89.37%
5 71,000 1 71,000 6 353,000 6 779,000 91.00%
6 76,000 1 76,000 7 429,000 5 803,000 94.51%
7 80,000 1 80,000 8 509,000 4 829,000 96.85%
8 84,000 1 84,000 9 593,000 3 845,000 98.71%
9 85,000 1 85,000 10 678,000 2 848,000 99.07%
10 88,000 1 88,000 11 766,000 1 854,000 99.77%
11 90,000 1 90,000 12 856,000 - 856,000 100.00%
Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010

5/8" Commerical Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 577 - 577 - 1,441 - 0.00%
2 1,000 354 354,000 931 354,000 1,087 1,441,000 8.20%
3 2,000 137 274,000 1,068 628,000 950 2,528,000 14.38%
4 3,000 114 342,000 1,182 970,000 836 3,478,000 19.79%
S 4,000 114 456,000 1,296 1,426,000 722 4,314,000 24.55%
6 5,000 78 390,000 1,374 1,816,000 644 5,036,000 28.65%
7 6,000 61 366,000 1,435 2,182,000 583 5,680,000 32.32%
8 7,000 56 392,000 1,491 2,574,000 527 6,263,000 35.64%
9 8,000 42 336,000 1,533 2,910,000 485 6,790,000 38.63%
10 9,000 41 369,000 1,574 3,279,000 444 7,275,000 41.39%
11 10,000 31 310,000 1,605 3,589,000 413 7,719,000 43.92%
12 11,000 30 330,000 1,635 3,919,000 383 8,132,000 46.27%
13 12,000 21 252,000 1,656 4,171,000 362 8,515,000 48.45%
14 13,000 25 325,000 1,681 4,456,000 337 8,877,000 50.51%
15 14,000 18 252,000 1,699 4,748,000 319 9,214,000 52.43%
16 15,000 27 405,000 1,726 5,153,000 292 9,533,000 54.24%
17 16,000 23 368,000 1,749 5,521,000 269 9,825,000 55.90%
18 17,000 14 238,000 1,763 5,759,000 255 10,094,000 57.43%
19 18,000 25 450,000 1,788 6,209,000 230 10,349,000 58.88%
20 19,000 25 475,000 1,813 6,684,000 205 10,579,000 60.19%
21 20,000 7 . 140,000 1,820 6,824,000 198 10,784,000 61.36%
22 21,000 15 315,000 1,835 7,139,000 183 10,982,000 62.49%
23 22,000 " 10 220,000 1,845 7,359,000 173 11,165,000 63.53%
24 23,000 11 253,000 1,856 7,612,000 162 11,338,000 64.51%
25 24,000 10 240,000 1,866 7,852,000 152 11,500,000 65.43%
26 25,000 8 200,000 1,874 8,052,000 144 11,652,000 66.30%
27 26,000 11 286,000 1,885 8,338,000 133 11,796,000 67.12%
28 27,000 9 243,000 1,894 8,581,000 124 11,929,000 67.87%
29 28,000 6 168,000 1,900 8,749,000 118 12,053,000 68.58%
30 29,000 5 145,000 1,905 8,894,000 113 12,171,000 69.25%
31 30,000 4 120,000 1,909 9,014,000 109 12,284,000 69.89%
32 31,000 S 155,000 1,914 9,169,000 104 12,393,000 70.51%
33 32,000 5 160,000 1,919 9,329,000 99 12,497,000 71.11%
34 33,000 5 165,000 1,924 9,494,000 94 12,596,000 71.67%
35 34,000 4 136,000 1,928 9,630,000 90 12,690,000 72.20%
36 35,000 3 105,000 1,931 9,735,000 87 12,780,000 72.72%
37 36,000 4 144,000 1,935 9,879,000 a3 12,867,000 73.21%
38 37,000 5 185,000 1,940 10,064,000 78 12,950,000 73.68%
39 39,000 4 156,000 1,944 10,220,000 74 13,106,000 74.57%
40 40,000 3 120,000 1,94'7 10,340,000 71 13,180,000 74.99%
41 41,000 4 164,000 1,951 10,504,000 67 13,251,000 75.40%
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Bermuda Water Company ' Exhibit:
Test Year Ended June 30, 2010 _ Schedule H-5
5/8" Commerical Bills

Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of

No. (Gals.) Bills Usage Bills Usage Bills Factor Total
42 42,000 1 42,000 1,952 10,546,000 66 13,318,000 75.78%
43 43,000 1 43,000 1,953 10,589,000 65 13,384,000 76.15%
44 44,000 2 88,000 1,955 - 10,677,000 63 13,449,000 76.52%
v 45 45,000 3 135,000 1,958 10,812,000 60 13,512,000 76.88%
' 46 46,000 2 92,000 1,960 10,904,000 58 13,572,000 77.22%
; 47 47,000 3 141,000 1,963 11,045,000 55 13,630,000 77.55%
48 48,000 3 144,000 1,966 11,189,000 52 13,685,000 77.87%
49 49,000 2 98,000 1,968 11,287,000 50 13,737,000 78.16%
50 56,000 1 56,000 1,969 11,343,000 49 14,087,000 80.15%
51 57,000 1 57,000 1,970 11,400,000 48 14,136,000 80.43%
52 62,000 2 124,000 1,972 11,524,000 46 14,376,000 81.80%
53 63,000 2 126,000 1,974 11,650,000 44 14,422,000 82.06%
54 ~ 64,000 1 64,000 1,875 11,714,000 43 14,466,000 82.31%
55 65,000 2 130,000 1,977 11,844,000 41 14,509,000 82.55%
56 66,000 1 66,000 1,978 11,910,000 40 14,550,000 82.79%
57 67,000 3 201,000 1,981 12,111,000 37 14,590,000 83.02%
58 68,000 2 136,000 1,983 12,247,000 35 14,627,000 83.23%
59 69,000 2 138,000 1,985 12,385,000 33 14,662,000 83.43%
60 70,000 1 70,000 1,986 12,455,000 32 14,695,000 83.61%
61 72,000 1 72,000 1,987 12,527,000 31 14,759,000 83.98%
62 73,000 1 73,000 1,988 12,600,000 30 14,790,000 84.15%
63 74,000 1 74,000 1,989 12,674,000 29 14,820,000 84.32%
64 76,000 2 152,000 1,991 12,826,000 27 14,878,000 84.65%
65 77,000 1 77,000 1,992 12,903,000 26 14,905,000 84.81%
66 78,000 1 78,000 1,993 12,981,000 25 14,931,000 84.96%
67 79,000 1 79,000 1,994 13,060,000 24 14,956,000 85.10%
68 82,000 1 82,000 1,995 13,142,000 23 15,028,000 85.51%
69 84,000 1 84,000 1,996 13,226,000 22 15,074,000 85.77%
f 70 85,000 1 85,000 1,997 13,311,000 21 15,096,000 85.89%
! 71 86,000 1 86,000 1,998 13,397,000 20 15,117,000 86.01%
72 90,000 1 90,000 1,999 13,487,000 19 15,197,000 86.47%
73 96,000 1 96,000 2,000 13,583,000 18 15,311,000 87.12%
74 97,000 1 97,000 2,001 13,680,000 17 15,329,000 87.22%
75 101,000 1 101,000 2,002 13,781,000 16 15,397,000 87.61%
76 102,000 1 102,000 2,003 13,883,000 15 15,413,000 87.70%
77 107,000 1 107,000 2,004 13,990,000 14 15,488,000 88.13%
78 133,000 1 133,000 2,005 14,123,000 - 13 15,852,000 90.20%
79 134,000 | 2 268,000 2,007 14,391,000 11 15,865,000 90.27%
80 141,000 1 141,000 2,008 14,532,000 10 15,942,000 90.71%
81 171,000 1 171,000 2,009 14,703,000 9 16,242,000 92.42%
82 175,000 1 175,000 2,610 14,878,000 8 16,278,000 92.62%
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Bermuda Water Company » ‘ Exhibit:
Test Year Ended June 30, 2010 ’ Schedule H-5
5/8" Commerical Bills

Witness:
Kirsten Weeks

Test Year Actuals Cumulative Test Year .
Line | Usage Level Reversed | Consolidated | Percentage of

No. (Gals.) Bills Usage Bills Usage Bills Factor Total
83 220,000 1 220,000 2,011 15,098,000 7 16,638,000 94.67%
84 248,000 1 248,000 2,012 15,346,000 6 16,834,000 95.78%
85 287,000 1 287,000 2,013 15,633,000 5 17,068,000 97.12%
86 296,000 1 296,000 2,014 15,929,000 4 17,113,000 - 97.37%
87 298,000 1 298,000 2,015 16,227,000 3 17,121,000 97.42%
88 307,000 1 307,000 2,016 16,534,000 2 17,148,000 97.57%
89 378,000 1 378,000 2,017 16,912,000 1 17,290,000 98.38%
90 663,000 1 - 17,575,000 100.00%

663,000 2,018 17,575,000

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended june 30, 2010
1" Commerical Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year,

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factar Total
1 - 116 - 116 - 517 - 0.00%
2 1,000 81 81,000 197 81,000 436 517,000 4.35%
3 2,000 39 78,000 236 159,000 397 953,000 8.02%
4 3,000 21 63,000 257 222,000 376 1,350,000 11.36% -
5 4,000 37 148,000 294 370,000 339 1,726,000 14.53%
6 5,000 32 160,000 326 530,000 307 2,065,000 17.38%
7 6,000 23 138,000 349 668,000 284 2,372,000 19.97%
8 7,000 11 77,000 360 745,000 273 2,656,000 22.36%
9 8,000 19 152,000 379 897,000 254 2,929,000 24.66%
10 9,000 13 117,000 392 1,014,000 241 3,183,000 26.80%
11 10,000 11 110,000 403 1,124,000 230 3,424,000 28.82%
12 11,000 7 77,000 410 1,201,000 223 3,654,000 30.76%
13 12,000 3 36,000 413 1,237,000 220 3,877,000 32.64%
14 13,000 2 26,000 415 1,263,000 218 4,097,000 34.49%
15 14,000 4 56,000 419 1,319,000 214 4,315,000 36.32%
16 15,000 6 90,0000 425 1,409,000 208 4,529,000 38.13%
17 16,000 5 80,000 430 1,489,000 203 4,737,000 39.88%
18 17,000 11 187,000 441 1,676,000 192 4,940,000 41.59%
19 18,000 5 90,000 446 1,766,000 187 5,132,000 43.20%
20 19,000 7 133,000 453 1,899,000 180 5,319,000 44.78%
21 20,000 4 80,000 457 1,979,000 176 5,499,000 46.29%
22 21,000 1 21,000 458 2,000,000 175 5,675,000 47.77%
23 22,000 2z 44,000 460 2,044,000 173 5,850,000 49.25%
24 23,000 5 115,000 465 2,159,000 168 6,023,000 50.70%
25 24,000 1 24,000 466 2,183,000 167 6,191,000 52.12%
26 25,000 6 150,000 472 2,333,000 161 6,358,000 53.52%
27 26,000 10 260,000 482 2,593,000 151 6,519,000 54.88%
28 27,000 9 243,000 491 2,836,000 142 6,670,000 56.15%
29 28,000 8 224,000 499 3,060,000 134 6,812,000 57.34%
30 29,000 - 7 203,000 506 3,263,000 127 6,946,000 58.47% -
31 30,000 2 60,000 508 3,323,000 125 7,073,000 . 59.54%
32 31,000 7 217,000 515 3,540,000 118 7,198,000 60.59%
33 32,000 3 96,000 518 3,636,000 115 7,316,000 61.59%
34 33,000 3 99,000 521 3,735,000 112 7,431,000 62.56%
3s 34,000 4 136,000 525 3,871,000 108 7,543,000 63.50%
36 35,000 i 35,000 526 3,906,000 107 7,651,000 64.41%
37 36,000 2 72,000 528 3,978,000 105 7,758,000 65.31%
38 37,000 2 74,000 530 4,052,000 103 7,863,000 66.19%
39 38,000 5 190,000 535 4,242,000 98 7,966,000 67.06%
40 39,000 3 117,000 538 4,359,000 95 8,064,000 67.88%
41 40,000 4 160,000 542 4,519,000 91 8,159,000 68.68%
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Bermuda Water Company ‘ Exhibit;
Test Year Ended June 30, 2010 Schedule H-5
1" Commerical Bills

Witness:
Kirsten Weeks

Test Year Actuals Cumulative Test Year,
Line | Usage Level Reversed | Consolidated | Percentage of
No. {Gals.) Bills Usage Bills Usage Bills Factor Total
42 41,000 2 82,000 544 4,601,000 89 8,250,000 69.45%
43 42,000 5 210,000 549 4,811,000 84 8,339,000 70.20%
44 . 43,000 2 86,000 551 4,897,000 82 8,423,000 70.91%
45 44,000 2 88,000 553 4,985,000 80 8,505,000 71.60%
46 45,000 2 90,000 555 5,075,000 78 8,585,000 72.27%
47 46,000 2 92,000 557 5,167,000 76 8,663,000 72.93%
48 47,000 2 94,000 559 5,261,000 74 8,739,000 73.57%
49 48,000 1 48,000 560 5,309,000 73 8,813,000 74.19%
50 49,000 1 49,000 561 5,358,000 72 8,886,000 74.80%
51 50,000 2 100,000 563 5,458,000 70 8,958,000 . 75.41%
52 51,000 2 102,000 565 5,560,000 68 9,028,000 76.00%
53 52,000 3 156,000 568 5,716,000 65 9,096,000 76.57% i
54 53,000 3 159,000 571 5,875,000 62 9,161,000 77.12% 1
55 54,000 2 108,000 573 5,983,000 60 9,223,000 77.64%
56 55,000 2 110,000 575 6,093,000 58 9,283,000 78.15%
57 56,000 2 112,000 577 6,205,000 56 9,341,000 78.63%
58 57,000 2 114,000 579 6,319,000 54 9,397,000 79.11%
59 58,000 1 58,000 580 6,377,000 53 5,451,000 79.56% i
60 59,000 1 59,000 581 6,436,000 52 9,504,000 80.01% :
61 60,000 1 60,000 582 6,496,000 51 9,556,000 80.44%
62 63,000 1 63,000 583 6,559,000 50 9,709,000 81.73%
63 64,000 1 64,000 584 6,623,000 49 9,759,000 82.15%
64 66,000 2 132,000 - 586 6,755,000 a7 9,857,000 82.98%

- 85 68,000 1 68,000 587 6,823,000 46 9,951,000 83.77%
66 69,000 1 69,000 588 6,892,000 45 9,997,000 84.16%
67 71,000 1 71,000 589 6,963,000 44 10,087,000 84.91%
68 72,000 1 72,000 590 7,035,000 43 10,131,000 85.28%
69 75,000 1 75,000 591 7,110,000 42 10,260,000 86.37%
70 78,000 2 156,000 593 7,266,000 40 10,386,000 87.43%
71 79,000 1 79,000 594 7,345,000 39 10,426,000 87.77%
72 80,000 1 80,000 595 7,425,000 38 10,465,000 88.10%
73 83,000 1 83,000 596 7,508,000 37 10,579,000 89.06%
74 86,000 1 86,000 597 7,594,000 36 10,690,000 89.99%
75 87,000 1 87,000 598 7,681,000 35 10,726,000 90.29%
76 88,000 1 88,000 599 7,769,000 34 10,761,000 90.59%
77 89,000 2 178,000 601 7,947,000 32 10,795,000 90.87%

78 90,000 1 90,000 602 8,037,000 31 10,827,000 91.14%
79 92,000 2 184,000 604 8,221,000 . 29 10,889,000 " 91.67%
80 93,000 2 186,000 606 8,407,000 27 10,918,000 . 91.91%
81 95,000 1 95,000 607 8,502,000 26 10,972,000 92.36%
82 96,000 2 192,000 609 8,694,000 24 10,998,000 92.58%
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Bermuda Water Company
Test Year Ended June 30, 2010
1" Commerical 8ills

Exhibit:
Schedule H-S

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year|

Line | Usage Level Reversed | Consolidated { Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total

83 97,000 2 194,000 611 8,888,000 22 11,022,000 92.79%
84 102,000 1 102,000 612 8,990,000 21 11,132,000 93.71%
85 105,000 2 210,000 614 9,200,000 19 11,195,000 94.24%
86 106,000 1 106,000 615 9,306,000 18 11,214,000 94.40%
87 107,000 1 107,000 616 9,413,000 17 11,232,000 94.55%
88 111,000 2 222,000 618 9,635,000 15 11,300,000 95.13%
89 118,000 2 236,000 620 9,871,000 13 11,405,000 96.01%
90 119,000 1 119,000 621 9,990,000 12 11,418,000 96.12%
91 120,000 1 120,000 622 10,110,000 11 11,430,000 96.22%
92 124,000 1 124,000 623 10,234,000 10 11,474,000 96.59%
93 126,000 1 126,000 624 10,360,000 9 11,494,000 96.76%
94 135,000 1 135,000 625 10,495,000 8 11,575,000 97.44%
95 137,000 1 137,000 626 10,632,000 7 11,591,000 97.58%
96 138,000 1 138,000 627 10,770,000 6 11,598,000 97.63%
97 146,000 1 146,000 628 10,916,000 5 11,646,000 98.04%
98 154,000 2 © 308,000 630 11,224,000 3 11,686,000 98.38%
99 158,000 1 158,000 631 11,382,000 2 11,698,000 98.48%
100 207,000 1 207,000 632 11,589,000 1 11,796,000 99.30%
101 290,000 1 290,000 633 11,879,000 - 11,879,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010
2" Commerical Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line { Usage Level _ Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 42 - 42 - 312 - © 0.00%
2 1,000 18 18,000 60 18,000 294 312,000 1.43%
3 2,000 27 54,000 87 72,000 267 606,000 2.78%
4 3,000 14 42,000 101 114,000 253 873,000 4.01%
5 4,000 9 36,000 110 150,000 244 1,126,000 5.17%
6 5,000 17 85,000 127 235,000 227 1,370,000 6.30%
"7 6,000 6 36,000 133 271,000 221 1,597,000 7.34%
8 7,000 8 56,000 141 327,000 213 1,818,000 8.35%
9 8,000 6 48,000 147 375,000 207 2,031,000 9.33%
10 9,000 4 36,000 151 411,000 203 2,238,000 10.28%
11 10,000 2 20,000 153 431,000 201 2,441,000 11.22%
12 11,000 2 22,000 155 453,000 199 2,642,000 12.14%
13 12,000 3 36,000 158 489,000 196 2,841,000 13.05%
14 13,000 2 26,000 160 515,000 194 3,037,000 13.95%
15 14,000 3 42,000 163 557,000 191 3,231,000 14.85%
16 15,000 4 60,000 167 617,000 187 3,422,000 15.72%
17 16,000 1 16,000 168 633,000 186 3,609,000 16.58%
18 17,000 4 68,000 172 701,000 182 3,795,000 17.44%
19 13,000 3 57,000 175 758,000 179 4,159,000 19.11%
20 20,000 3 60,000 178 818,000 176 4,338,000 19.93%
21 21,000 4 84,000 182 902,000 172 4,514,000 20.74%
22 22,000 3 66,000 185 968,000 169 4,686,000 21.53%
23 23,000 - 3 69,000 188 1,037,000 166 4,855,000 22.31%
24 24,000 2 48,000 190 1,085,000 164 5,021,000 23.07%
25 25,000 5 125,000 195 1,210,000 159 5,185,000 23.82%
26 26,000 2 52,000 197 1,262,000 157 5,344,000 24.56%
27 27,000 3 81,000 200 1,343,000 154 5,501,000 25.28%
28 28,000 1 28,000 201 1,371,000 153 5,655,000 25.98%
29 29,000 2 58,000 203 1,429,000 151 5,808,000 26.69%
30 30,000 1 30,000 204 1,459,000 150 5,959,000 27.38%
31 31,000 4 124,000 208 1,583,000 146 6,109,000 28.07%
32 32,000 3 96,000 211 1,679,000 143 6,255,000 28.74%
33 33,000 2 66,000 213 1,745,000 141 6,398,000 29.40%
34 34,000 1 34,000 214 1,779,000 140 6,539,000 30.05%
35 35,000 1 35,000 215 1,814,000 139 6,679,000 30.69%
36 36,000 3 108,000 218 1,922,000 136 6,818,000 31.33%
37 37,000 3 111,000 221 2,033,000 133 6,954,000 31.95%
38 38,000 2 76,000 223 2,109,000 131 7,087,000 32.56%
39 39,000 1 39,000 224 2,148,000 130 7,218,600 33.17%
40 40,000 2 80,000 226 2,228,000 1238 7,348,000 33.76%
41 41,000 2 82,000 228 2,310,000 126 7,476,000 34.35%
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Bermuda Water Company

Test Year Ended June 30, 2010

2" Commerical Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. {Gals.) Bills Usage Bills Usage Bills Factor Total

42 42,000 5 210,000 233 2,520,000 121 7,602,000 34.93%
43 43,000 1 43,000 234 2,563,000 120 7,723,000 35.49%
44 44,000 1 44,000 235 2,607,000 119 7,843,000 36.04%
45 45,000 2 90,000 237 2,697,000 117 7,962,000 36.59%
46 46,000 4 ‘184,000 © 241 2,881,000 113 8,079,000 37.12%
47 47,000 1 47,000 242 2,928,000 112 8,192,000 37.64%
48 50,000 2 100,000 244 3,028,000 110 8,528,000 39.19%
49 51,000 3 153,000 247 3,181,000 107 8,638,000 39.69%
50 54,000 1 54,000 248 3,235,000 106 8,959,000 41.17%
51 55,000 2 110,000 250 3,345,000 104 9,065,000 41.65%
52 56,000 3 168,000 253 3,513,000 101 9,169,000 42.13%
53 59,000 1 59,000 254 3,572,000 100 9,472,000 43.52%
54 60,000 2 120,000 256 3,692,000 98 9,572,000 43.98%
55 61,000 1 61,000 257 3,753,000 97 9,670,000 44.43%
56 62,000 1 62,000 258 3,815,000 96 9,767,000 44.838%
57 63,000 2 126,000 260 3,941,000 94 9,863,000 45.32%
58 64,000 4 256,000 264 4,197,000 90 9,957,000 45.75%
.59 65,000 1 65,000 265 4,262,000 89 10,047,000 - 46.17%
60 66,000 1 66,000 266 4,328,000 88 10,136,000 46.57%
61 70,000 1 70,000 267 4,398,000 87 10,488,000 48.19%
62 71,000 2 142,000 269 4,540,000 85 10,575,000 48.59%
63 74,000 1 74,000 270 4,614,000 84 10,830,000 49.76%
64 75,000 1 75,000 271 4,689,000 83 10,914,000 50.15%
65 76,000 2 152,000 273 4,841,000 81 10,997,000 50.53%
66 77,000 2 154,000 275 4,995,000 79 11,078,000 50.90%
67 78,000 1 78,000 276 5,073,000 78 11,157,000 51.27%
68 80,000 1 80,000 277 5,153,000 77 11,313,000 51.98%
69 83,000 3 249,000 280 5,402,000 74 11,544,000 53.04%
70 86,000 1 86,000 281 5,488,000 73 11,766,000 54.06%
71 87,000 1 87,000 282 5,575,000 72 11,839,000 54.40%
72 88,000 1 88,000 283 5,663,000 71 11,911,000 54.73%
73 91,000 1 91,000 284 5,754,000 70 12,124,000 55.71%
74 92,000 1 92,000 285 5,846,000 69 12,194,000 56.03%
75 93,000 1 93,000 286 5,939,000 .68 12,263,000 56.35%
76 94,000 1 94,000 287 6,033,000 67 12,331,000 56.66%
77 97,000 1 97,000 288 6,130,000 66 12,532,000 57.58%
78 98,000 1 98,000 289 6,228,000 65 12,598,000 57.89%
79 99,000 2 198,000 291 6,426,000 63 12,663,000 58.19%
80 101,000 1 101,000 292 6,527,000 62 12,789,000 58.76%
81 103,000 2 206,000 294 6,733,000 60 12,913,000 59.33%
82 104,000 2 208,000 296 6,941,000 58 12,973,000 59.61%
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Bermuda Water Company
Test Year Ended June 30, 2010
2" Commerical Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total

83 106,000 2 212,000 298 7,153,000 56 13,089,000 60.14%
84 113,000 2 226,000 300 7,379,000 54 13,481,000 61.94%
85 121,000 2 242,000 302 7,621,000 52 13,913,000 63.93%
86 123,000 1 123,000 303 7,744,000 51 14,017,000 64.41%
87 125,000 1 125,000 304 .7,869,000 S0 14,119,000 64.88%
88 129,000 1 * 129,000 305 7,998,000 49 14,319,000 65.80%
89 130,000 1 130,000 306 8,128,000 48 14,368,000 66.02%
30 136,000 1 136,000 307 8,264,000 47 14,656,000 67.34%
91 143,000 1 143,000 308 8,407,000 46 14,985,000 68.86%
92 145,000 1 145,000 309 8,552,000 45 15,077,000 69.28%
93 148,000 1 148,000 310 8,700,000 44 15,212,000 69.90%
94 150,000 2 300,000 312 9,000,000 42 15,300,000 70.30%
95 154,000 1 154,000 313 9,154,000 41 15,468,000 71.07%
96 155,000 1 155,000 314 9,309,000 40 15,509,000 71.26%
97 157,000 1 157,000 315 9,466,000 39 15,589,000 71.63%
98 164,000 1 164,000 316 9,630,000 38 15,862,000 72.89%
99 172,000 1 172,000 317 9,802,000 37 16,166,000 74.28%
100 174,000 1 174,000 318 9,976,000 36 16,240,000 74.62%
101 177,000 1 177,000 319 10,153,000 35 16,348,000 75.12%
102 187,000 1 187,000 320 10,340,000 34 16,698,000 76.73%
103 189,000 1 189,000 321 10,529,000 33 16,766,000 77.04%
104 191,000 1 191,000 322 10,720,000 32 16,832,000 77.34%
105 222,000 1 222,000 323 10,942,000 31 17,824,000 81.90%
106 224,000 1 224,000 324 11,166,000 30 17,886,000 82.19%
107 271,000 1 271,000 325 11,437,000 29 19,296,000 88.66%
108 275,000 1 275,000 326 11,712,000 28 19,412,000 89.20%
109 301,000 1 301,000 327 12,013,000 27 20,140,000 92.54%
110 311,000 2 622,000 329 12,635,000 25 20,410,000 93.78%
111 323,000 1 323,000 330 12,958,000 24 20,710,000 95.16%
112 325,000 1 325,000 331 13,283,000 23 20,758,000 95.38%
113 333,000 1 333,000 332 13,616,000 22 20,942,000 96.23%
114 334,000 1 334,000 333 13,950,000 21 20,964,000 96.33%
115 341,000 2 682,000 335 14,632,000 19 21,111,000 97.00%
116 343,000 1 343,000 336 14,975,000 18 21,149,000 97.18%
117 344,000 1 344,000 337 15,319,000 17 21,167,000 97.26%
118 346,000 1 346,000 338 15,665,000 16 21,201,000 97.42%
119 348,000 2 696,000 340 16,361,000 14 21,233,000 97.56%
120 350,000 1 350,000 341 16,711,000 13 21,261,000 97.69%
121 351,000 1 351,000 342 17,062,000 12 21,274,000 97.75%
122 359,000 1 359,000 343 17,42 1,000 11 21,370,000 98.19%
123 360,000 1 360,000 344 17,781,000 10 21,381,000 98.24%
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule H-5
2" Commerical Bills

Witness:
Kirsten Weeks

Test Year Actuals Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) " Bills Usagé Bills Usage Bills Factor Total

124 382,000 1 382,000 345 18,163,000 9 21,601,000 99.26%
125 386,000 1 386,000 346 18,549,000 8 21,637,000 99.42%
126 388,000 2 776,000 348 19,325,000 6 21,653,000 99.49%
127 391,000 2 782,000 350 20,107,000 4 21,671,000 99.58%
128 408,000 1 408,000 351 20,515,000 3 21,739,000 99.89%
129 412,000 1 412,000 352 20,927,000 2 21,751,000 99.94%
130 417,000 1 417,000 353 21,344,000 1 21,761,000 99.99% -
131 419,000 1 419,000 354 21,763,000 - 21,763,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010

5/8" Construction Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 12 - 12 - 9 - 0.00%
2 1,000 1 1,000 13 1,000 8 9,000 16.98%
3 5,000 2 10,000 15 11,000 6 41,000 77.36%
4 6,000 5 30,000 20 41,000 1 47,000 88.68%
5 1 12,000 21 53,000 - 53,000 100.00%

12,000

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010
1" Construction Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 12 - 12 - 48 - 0.00%
2 1,000 1 1,000 13 1,000 47 48,000 3.98%
3 6,000 1 6,000 14 7,000 46 283,000 23.45%
4 7,000 1 7,000 15 14,000 45 329,000 27.26%
5 8,000 2 16,000 17 30,000 43 374,000 30.99%
6 11,000 2 i 22,000 19 52,000 41 503,000 41.67%
7 13,000 3 39,000 22 91,000 38 585,000 48.47%
8 15,000 1 15,000 23 106,000 37 661,000 54.76%
9 16,000 1 16,000 24 122,000 36 698,000 57.83%
10 17,000 1 17,000 25 139,000 35 734,000 60.81%
11 18,000 3 54,000 28 193,000 32 769,000 63.71%
12 19,000 3 57,000 31 250,000 29 801,000 66.36%
13 20,000 7 140,000 38 390,000 22 830,000 68.77%
14 21,000 2 42,000 40 432,000 20 852,000 70.59%
15 22,000 3 66,000 43 498,000 17 872,000 72.25%
16 23,000 1 23,000 44 521,000 16 889,000 73.65%
17 25,000 1 25,000 45 546,000 15 921,000 76.30%
18 27,000 3 81,000 48 627,000 12 951,000 78.79%
19 29,000 1 29,000 49 656,000 11 975,000 80.78%
20 31,000 1 31,000 50 687,000 10 997,000 82.60%
21 34,000 1 34,000 51 721,000 9 1,027,000 85.09%
22 35,000 1 35,000 52 756,000 8 1,036,000 85.83%
23 37,000 1 37,000 53 793,000 7 1,052,000 87.16%
24 43,000 1 43,000 54 836,000 6 1,094,000 90.64%
25 44,000 1 44,000 55 880,000 5 1,100,000 91.14%
26 50,000 1 50,000 56 930,000 4 1,130,000 93.62%
27 58,000 1 58,000 57 988,000 3 1,162,000 96.27%
28 66,000 1 66,000 58 1,054,000 2 1,186,000 98.26%
29 71,000 1 71,000 59 1,125,000 1 1,196,000 99.09%
30 82,000 1 82,000 60 1,207,000 - 1,207,000 100.00%
Supporting Schedules : YE 6.30.2010 Cons.
’ Recap Schedules ; H-2, E-7
Bermuda 2010 Rate Case Filing - Revised for Insufficiencies - KW - H-5 - Cnst 1" Page 1of 1




Bermuda Water Company

Test Year Ended June 30, 2010
2" Construction Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. {Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 2 - 2 - 45 - 0.00%
2 1,000 2 2,000 4 2,000 43 45,000 1.87%
3 4,000 1 4,000 S 6,000 42 174,000 7.23%
4 9,000 1 9,000 6 15,000 41 384,000 15.97%
5 10,000 2 20,000 8 35,000 39 425,000 17.67%
6 12,000 1 12,000 9 47,000 38 503,000 20.91%
7 17,000 2 34,000 11 81,000 36 693,000 28.81%
8 18,000 1 18,000 12 99,000 35 729,000 30.31%
9 19,000 1 19,000 13 118,000 34 764,000 31.77%
10 21,000 2 42,000 15 160,000 32 832,000 34.59%
11 25,000 2 50,000 17 210,000 30 960,000 39.92%
12 27,000 1 27,000 18 237,000 29 1,020,000 42.41%
13 29,000 2 58,000 20 295,000 27 1,078,000 44.82%
14 30,000 2 60,000 22 355,000 25 1,105,000 45.95%
15 34,000 1 34,000 23 389,000 24 1,205,000 50.10%
16 35,000 1 35,000 24 424,000 23 1,229,000 51.10%
17 37,000 1 37,000 25 461,000 22 1,275,000 53.01%
18 42,000 1 42,000 26 503,000 21 1,385,000 57.59%
19 44,000 1 44,000 27 547,000 20 1,427,000 59.33%
20 45,000 1 45,000 28 592,000 19 1,447,000 60.17%
21 46,000 1 46,000 29 638,000 18 1,466,000 60.96%
22 49,000 1 49,000 30 687,000 17 1,520,000 63.20%
23 50,000 . 2 100,000 32 787,000 15 1,537,000 63.91%
24 56,000 1 56,000 33 843,000 14 1,627,000 67.65%
25 59,000 1 59,000 34 902,000 13 1,669,000 69.40%
26 71,000 1 71,000 35 973,000 12 1,825,000 75.88% :
27 78,000 1 78,000 36 1,051,000 11 1,909,000 79.38% f
28 82,000 1 82,000 37 1,133,000 10 1,953,000 81.21% i
29 101,000 1 101,000 38 1,234,000 9 2,143,000 89.11% :
30 103,000 1 103,000 39 1,337,000 8 2,161,000 89.85%
31 104,000 1 104,000 40 1,441,000 7 2,169,000 90.19%
32 111,000 1 111,000 41 1,552,000 6 2,218,000 92.22%
33 112,000 1 112,000 42 1,664,000 5 2,224,000 92.47%
34 123,000 1 123,000 43 1,787,000 4 2,279,000 94.76%
35 124,000 1 124,000 44 1,911,000 3 2,283,000 94.93%
36 128,000 1 128,000 45 2,039,000 2 2,295,000 95.43%
37 130,000 1 130,000 46 2,169,000 1 2,295,000 95.59%
38 236,000 1 236,000 47 2,405,000 - 2,405,000 100.00%
Supporting Schedules : YE 6.30.2010 Cons.
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Bermuda Water Company

Test Year Ended fune 30, 2010
2" Construction Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line
No.

Usage Level
(Gals.)

Bills

Usage

Bills

Usage

Reversed
Bills

Consolidated
Factor

Percentage of
Total

Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010
3" Construction Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 109 - 109 - 86 - 0.00%
2 1,000 1 1,000 110 1,000 85 86,000 0.63%
3 2,000 2 4,000 112 5,000 83 171,000 1.24%
4 3,000 5 15,000 117 20,000 78 254,000 1.85%
5 4,000 1 4,000 118 24,000 77 332,000 2.42%
6 5,000 3 15,000 121 39,000 74 409,000 2.98%
7 6,000 4 24,000 125 63,000 70 483,000 3.52%
8 8,000 2 16,000 127 79,000 68 623,000 4.53%
9 9,000 3 27,000 130 106,000 65 691,000 5.03%
10 10,000 3 30,000 133 136,000 62 756,000 5.50%
11 12,000 1 12,000 134 148,000 61 - 880,000 6.41%
12 13,000 1 13,000 135 161,000 60 941,000 6.85%
13 18,000 3 54,000 138 215,000 57 1,241,000 9.03%
14 20,000 1 20,000 139 235,000 56 1,355,000 9.86%
15 21,000 1 21,000 140 256,000 55 1,411,000 10.27%
16 22,000 1 22,000 141 278,000 54 1,466,000 10.67%
17 26,000 3 78,000 144 356,000 51 1,682,000 12.24%
18 30,000 1 30,000 145 386,000 50 1,886,000 13.73%
19 34,000 1 34,000 146 420,000 49 2,086,000 15.18%
20 42,000 1 42,000 147 462,000 48 2,478,000 18.04%
21 51,000 1 51,000 148 513,000 47 2,910,000 21.18%
22 53,000 1 53,000 149 566,000 46 3,004,000 21.86%
23 56,000 2 112,000 151 678,000 44 3,142,000 22.87%
24 57,000 3 171,000 154 849,000 4] 3,186,000 23.19%
25 59,000 2 118,000 156 967,000 39 3,268,000 23.79%
26 69,000 1 69,000 157 1,036,000 38 3,658,000 26.62%
27 74,000 1 74,000 158 1,110,000 37 3,848,000 28.01%
28 75,000 1 75,000 159 1,185,000 36 3,885,000 28.28%
29 80,000 1 ~ 80,000 160 1,265,000 35 4,065,000 29.59%
30 82,000 1 82,000 161 1,347,000 34 4,135,000 30.10%
31 84,000 2 168,000 163 1,515,000 32 4,203,000 30.59%
32 95,000 1 95,000 164 1,610,000 31 4,555,000 33.15%
33 98,000 1 98,000 165 1,708,000 30 4,648,000 33.83%
34 103,000 1 103,000 166 1,811,000 29 4,798,000 34.92%
35 104,000 1 104,000 167 1,915,000 28 4,827,000 35.13%
36 105,000 1 105,000 168 2,020,000 27 4,855,000 35.34%
37 106,000 1 106,000 169 2,126,000 26 4,882,000 35.53%
38 123,000 1 123,000 170 2,249,000 25 5,324,000 38.75%
39 128,000 1 128,000 171 2,377,000 24 5,449,000 39.66%
40 133,000 1 133,000 172 2,510,000 23 5,569,000 40.53%
41 149,000 1 149,000 173 2,659,000 22 5,937,000 43.21%
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Bermuda Water Company

Test Year Ended June 30, 2010

3" Construction Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated { Percentage of
No. {Gals.) Bills Usage Bills Usage Bills Factor Total

42 152,000 1 152,000 174 2,811,000 21 6,003,000 43.69%
43 156,000 1 156,000 175 2,967,000 20 6,087,000 44.30%
44 160,000 1 160,000 176 3,127,000 19 6,167,000 44.89%
45 171,000 1 171,000 177 3,298,000 18 6,376,000 46.41%
46 207,000 1 207,000 178 3,505,000 17 7,024,000 51.12%
47 229,000 1 . 229,000 179 3,734,000 16 7,398,000 53.85%
48 252,000 1 252,000 180 3,986,000 15 7,766,000 56.53%
49 253,000 1 253,000 181 4,239,000 14 7,781,000 56.63%
S0 263,000 - 1 263,000 182 4,502,000 i3 7,921,000 57.65%
51 297,000 1 297,000 183 4,799,000 12 .8,363,000 60.87%
52 302,000 1 302,000 184 5,101,000 11 8,423,000 61.31%
53 339,000 1 339,000 185 5,440,000 10 8,830,000 64.27%
54 346,000 1 346,000 186 5,786,000 9 8,500,000 64.78%
55 357,000 1 357,000 187 6,143,000 8 8,999,000 65.50%
56 362,000 1 362,000 188 6,505,000 7 9,039,000 65.79%
57 429,000 1 429,000 189 6,934,000 6 9,508,000 69.20%
58 443,000 1 443,000 190 7,377,000 5 9,592,000 69.82%
59 560,000 1 560,000 191 7,837,000 4 10,177,000 74.07%
60 946,000 1 946,000 192 8,883,000 3 11,721,000 85.31%
61 1,027,000 1 1,027,000 193 9,910,000 2 11,964,000 87.08%
62 1,745,000 1 1,745,000 194 11,655,000 1 13,400,000 97.53%
63 2,084,000 1 2,084,000 195 13,739,000 - 13,739,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010
5/8" Iirrigation Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated { Percentage of
No. (Gals.) Bills Usage 8ills Usage Bills Factor Total
1 - 23 - 23 - 57 - - 0.00%
2 3,000 1 3,000 24 3,000 56 171,000 8.37%
3 4,000 1 4,000 25 7,000 55 227,000 11.11%
4 6,000 2 12,000 27 19,000 53 337,000 16.50%
S 7,000 2 14,000 29 33,000 51 390,000 19.09%
6 10,000 2 20,000 31 53,000 49 543,000 26.58%
7 12,000 1 12,000 32 65,000 48 641,000 31.38%
8 13,000 2 26,000 34 91,000 46 689,000 33.72%
9 14,000 1 14,000 35 105,000 45 735,000 35.98%
10 16,000 1 16,000 36 121,000 44 825,000 40.38%
11 18,000 1 18,000 37 139,000 43 913,000 44.69%
12 20,000 2 40,000 39 179,000 41 999,000 48.90%
13 22,000 1 22,000 40 201,000 40 1,081,000 52.91%
14 25,000 3 75,000 43 276,000 37 1,201,000 58.79%
15 27,000 1 27,000 44 303,000 36 1,275,000 62.41%
16 28,000 2 56,000 - 46 359,000 34 1,311,000 64.17%
17 29,000 3 87,000 49 446,000 31 1,345,000 65.83%
18 31,000 3 93,000 52 539,000 28 1,407,000 68.87%
19 32,000 3 96,000 55 635,000 25 1,435,000 70.24%
20 34,000 3 102,000 58 737,000 22 1,485,000 72.69%
21 35,000 1 35,000 59 772,000 21 1,507,000 73.76%
22 36,000 1 36,000 60 808,000 20 1,528,000 74.79%
23 37,000 2 74,000 62 882,000 18 1,548,000 75.77%
24 38,000 3 114,000 65 996,000 15 1,566,000 76.65%
25 39,000 1 39,000 66 1,035,000 14 1,581,000 77.39%
26 41,000 1 41,000 67 1,076,000 13 1,609,000 78.76%
27 42,000 1 42,000 68 1,118,000 12 1,622,000 79.39%
28 43,000 1 43,000 69 1,161,000 11 1,634,000 79.98%
29 44,000 1 44,000 70 1,205,000 10 1,645,000 80.52%
30 53,000 2 106,000 72 1,311,000 8 1,735,000 84.92%
31 54,000 1 54,000 73 1,365,000 7 1,743,000 85.32%
32 61,000 1 61,000 74 1,426,000 -6 1,792,000 87.71%
33 71,000 1 71,000 75 1,497,000 5 1,852,000 90.65%
34 97,000 1 97,000 76 1,594,000 4 1,982,000 97.01%
35 101,000 1 101,000 77 1,695,000 3 1,998,000 97.80%
36 111,000 1 111,000 78 1,806,000 2 2,028,000 ©99.27%
37 113,000 1 113,000 79 1,919,000 1 2,032,000 99.46%
38 124,000 1 124,000 80 2,043,000 - 2,043,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
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Bermuda Water Company
Test Year Ended June 30, 2010
5/8" Irrigation Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line

No.

Usage Level
(Gals.)

Bills

Usage

Bills Usage

Reversed
Bills

Consolidated

Percentage of

Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010
1" trrigation Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.} Bills Usage Biils Usage Bills Factor Total
1 - 148 - 148 - 1,079 - 0.00%
2 1,000 35 35,000 183 35,000 1,044 1,079,000 2.63%
3 2,000 30 60,000 213 95,000 1,014 2,123,000 5.18%
4 3,000 34 102,000 247 197,000 980 3,137,000 7.65%
5 4,000 38 152,000 285 349,000 942 4,117,000 10.04%
6 5,000 31 155,000 316 504,000 911 5,059,000 12.33%
7 6,000 29 174,000 345 678,000 882 5,970,000 14.55%
8 7,000 23 161,000 368 839,000 859 6,852,000 16.70%
9 8,000 22 176,000 390 1,015,000 837 7,711,000 18.80%
10 9,000 23 207,000 413 1,222,000 814 8,548,000 20.84%
11 10,000 20 200,000 433 1,422,000 794 9,362,000 22.82%
12 11,000 23 253,000 456 1,675,000 771 10,156,000 24.76%
13 12,000 20 240,000 476 1,915,000 751 10,927,000 26.64%
14 13,000 22 286,000 498 2,201,000 729 11,678,000 28.47%
15 14,000 17 238,000 515 2,439,000 712 12,407,000 30.24%
16 15,000 25 375,000 540 2,814,000 687 13,119,000 31.98%
17 16,000 24 384,000 564 3,198,000 663 13,806,000 33.66%
18 17,000 23 - 391,000 587 3,589,000 640 14,469,000 35.27%
19 18,000 23 414,000 610 4,003,000 617 15,109,000 36.83%
20 19,000 16 304,000 626 4,307,000 601 15,726,000 38.34%
21 20,000 26 520,000 652 4,827,000 575 16,327,000 39.80%
22 21,000 18 378,000 670 5,205,000 557 16,902,000 41.20%
23 22,000 20 440,000 690 5,645,000 537 17,459,000 42.56%
24 23,000 17 391,000 707 6,036,000 520 17,996,000 43.87%
25 24,000 21 504,000 728 6,540,000 499 18,516,000 45.14%
26 25,000 18 450,000 746 6,990,000 481 19,015,000 46.35%
27 26,000 9 234,000 755 7,224,000 472 19,496,000 47.53%
28 27,000 8 216,000 763 7,440,000 464 19,968,000 48.68%
29 28,000 14 392,000 777 7,832,000 450 20,432,000 49.81%
30 29,000 14 406,000 791 8,238,000 436 20,882,000 50.90%
31 30,000 9 270,000 800 8,508,000 427 21,318,000 51.97%
32 31,000 15 465,000 815 8,973,000 412 21,745,000 53.01%
33 32,000 12 384,000 827 - 9,357,000 400 22,157,000 54.01%
34 33,000 10 330,000 837 9,687,000 390 22,557,000 54.99%
35 34,000 12 408,000 849 10,095,000 378 22,947,000 55.94%
36 35,000 19 665,000 868 10,760,000 359 23,325,000 56.86%
37 36,000 9 324,000 877 11,084,000 350 23,684,000 57.73%
38 37,000 16 592,000 893 11,676,000 334 24,034,000 58.59%
39 38,000 11 418,000 904 12,094,000 323 24,368,000 59.40%
40 39,000 9 351,000 913 12,445,000 314 24,691,000 60.19%
41 40,000 8 320,000 921 12,765,000 306 25,005,000 60.96%
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Bermuda Water Company
Test Year Ended June 30, 2010
1" irrigation Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
42 41,000 8 328,000 929 13,093,000 298 25,311,000 61.70%
43 42,000 5 210,000 934 13,303,000 293 25,609,000 62.43%
44 43,000 9 387,000 943 13,690,000 284 25,902,000 63.14%
45 44,000 10 440,000 953 14,130,000 274 26,186,000 63.83%
46 45,000 7 315,000 960 14,445,000 267 26,460,000 64.50%
47 46,000 6 276,000 966 14,721,000 261 26,727,000 65.15%
48 47,000 10 470,000 976 15,191,000 251 26,588,000 65.79%
49 48,000 9 432,000 985 15,623,000 242 27,239,000 66.40%
50 49,000 7 343,000 992 15,966,000 235 27,481,000 66.99%
S1 50,000 7 350,000 999 16,316,000 228 27,716,000 67.56%
52 51,000 3 153,000 1,002 16,469,000 225 27,944,000 68.12%
53 52,000 4 208,000 1,006 16,677,000 221 28,169,000 68.67%
54 53,000 5 265,000 1,011 16,942,000 216 28,390,000 69.21%
55 54,000 2 108,000 1,013 17,050,000 214 28,606,000 69.73%
56 55,000 2 110,000 1,015 - 17,160,000 212 28,820,000 70.25%
57 56,000 6 336,000 1,021 17,496,000 206 29,032,000 70.77%
58 57,000 S 285,000 1,026 17,781,000 201 29,238,000 71.27%
59 58,000 4 232,000 1,030 18,013,000 197 29,439,000 71.76%
60 59,000 10 590,000 1,040 18,603,000 187 29,636,000 72.24%
“61 60,000 4 240,000 1,044 18,843,000 183 29,823,000 72.70%
62 61,000 2 122,000 1,046 18,965,000 181 30,006,000 73.15%
63 62,000 2 124,000 1,048 15,089,000 179 30,187,000 73.59%
64 63,000 2 126,000 1,050 19,215,000 177 30,366,000 74.02%
65 64,000 -5 320,000 1,055 19,535,000 172 30,543,000 74.46%
66 65,000 2 130,000 1,057 19,665,000 170 30,715,000 74.87%
67 66,000 6 396,000 1,063 20,061,000 164 30,885,000 75.29%
68 67,000 1 67,000 1,064 20,128,000 163 31,049,000 75.69%
69 68,000 3 204,000 1,067 20,332,000 160 31,212,000 76.09%
70 69,000 5 345,000 1,072 20,677,000 155 31,372,000 76.48%
71 70,000 7 490,000 1,079 21,167,000 148 31,527,000 76.85%
72 71,000 3 213,000 1,082 21,380,000 145 31,675,000 77.21%
73 72,000 1 72,000 1,083 21,452,000 144 31,820,000 77.57%
74 73,000 5 365,000 1,088 21,817,000 139 31,964,000 77.92%
75 74,000 2 148,000 1,090 21,965,000 137 32,103,000 78.26%
76 75,000 1 75,000 1,091 22,040,000 136 32,240,000 78.59%
77 76,000 2 152,000 1,093 22,192,000 134 32,376,000 78.92%
78 77,000 2 154,000 1,095 22,346,000 132 32,510,000 79.25%
79 78,000 5 350,000 1,100 22,736,000 127 32,642,000 79.57%
80 79,000 4 316,000 1,164 23,052,000 123 32,769,000 79.88%
81 81,000 4 324,000 1,108 23,376,000 119 33,015,000 80.48%
82 82,000 1 82,000 1,109 23,458,000 118 33,134,000 80.77%
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Bermuda Water Company
Test Year Ended June 30, 2010
1" Irrigation Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

. Test Year Actuals Cumulative Test Year

Line | Usage Level : Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total

83 83,000 2 166,000 1,111 23,624,000 116 33,252,000 81.06%
84 84,000 4 336,000 1,115 23,960,000 112 33,368,000 81.34%
85 85,000 3 255,000 1,118 24,215,000 109 33,480,000 81.61%
86 86,000 5 430,000 1,123 24,645,000 104 33,589,000 81.88%
87 87,000 4 348,000 1,127 24,993,000 100 33,693,000 82.13%
88 88,000 1 88,000 1,128 25,081,000 99 33,793,000 82.38%
83 89,000 1 89,000 1,129 25,170,000 98 33,892,000 82.62%
90 90,000 1 90,000 1,130 25,260,000 97 33,990,000 82.86%
91 92,000 3 276,000 1,133 25,536,000 94 34,184,600 83.33%
92 93,000 3 279,000 1,136 25,815,000 91 34,278,000 83.56%
93 94,000 3 282,000 1,139 26,097,000 88 34,369,000 83.78%
94 95,000 3 285,000 1,142 26,382,000 85 34,457,000 84.00%
95 96,000 2 192,000 1,144 26,574,000 83 34,542,000 84.20%
96 97,000 2 194,000 1,146 26,768,000 81 34,625,000 84.41%
97 98,000 2 196,000 1,148 26,964,000 79 34,706,000 84.60%
98 99,000 1 99,000 1,149 27,063,000 78 34,785,000 84.80%
99 100,000 2 200,000 1,151 27,263,000 76 34,863,000 84.99%
100 101,000 4 404,000 1,155 27,667,000 72 34,939,000 85.17%
101 103,000 2 206,000 1,157 27,873,000 70 35,083,000 85.52%
102 104,000 1 104,000 1,158 27,977,000 69 35,153,000 85.69%
103 105,000 1 105,000 1,159 28,082,000 68 35,222,000 85.86%
104 107,000 2 214,000 1,161 28,296,000 66 35,358,000 86.19%
105 108,000 2 216,000 1,163 28,512,000 64 35,424,000 86.35%
106 109,000 1 109,000 1,164 28,621,000 63 35,488,000 86.51%
107 113,000 1 113,000 1,165 28,734,000 62 35,740,000 87.12%
108 114,000 2 228,000 1,167 28,962,000 60 35,802,000 87.28%
109 115,000 1 115,000 1,168 29,077,000 59 35,862,000 87.42%
110 116,000 2 232,000 1,170 29,309,000 57 35,921,000 87.57%
111 117,000 1 117,000 1,171 29,426,000 56 35,978,000 87.70%
112 118,000 2 236,000 1,173 29,662,000 54 36,034,000 87.84%
113 119,000 2 238,000 1,175 29,900,000 52 36,088,000 87.97%
114 121,000 1 121,000 1,176 30,021,000 51 36,192,000 88.23%
115 122,000 1 122,000 1,177 30,143,000 50 36,243,000 88.35%
116 123,000 2 246,000 1,179 30,389,000 48 36,293,000 88.47%
117 124,000 1 124,000 1,180 30,513,000 47 36,341,000 88.59%
118 129,000 1 129,000 1,181 30,642,000 46 36,576,000 89.16%
119 131,000 2 262,000 1,183 30,904,000 44 36,668,000 89.39%
120 132,000 1 132,000 1,184 31,036,000 43 36,712,000 89.49%
121 134,000 2 268,000 1,186 31,304,000 41 36,798,000 89.70%
122 137,000 1 137,000 1,187 31,441,000 40 36,921,000 90.00%
123 138,000 1 138,000 1,188 31,579,000 39 36,961,000 90.10%
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Bermuda Water Company

Test Year Ended June 30, 2010

1" {rrigation Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Consolidated

Percentage of

Line | Usage Level . Reversed

No. (Gals.) Bills Usage Bills Usage Bills Factor Total

124 141,000 2 282,000 1,190 31,861,000 37 37,078,000 90.39%
125 143,000 2 286,000 1,192 32,147,000 35 37,152,000 90.57%
126 144,000 2 288,000 1,194 32,435,000 33 37,187,000 90.65%
127 147,000 2 294,000 1,196 32,729,000 31 37,286,000 90.89%
128 148,000 1 148,000 1,197 32,877,000 30 37,317,000 90.97%
129 152,000 2 304,000 1,199 33,181,000 28 37,437,000 91.26%
130 158,000 2 316,000 1,201 33,497,000 26 37,605,000 91.67%
131 162,000 2 324,000 1,203 33,821,000 24 37,709,000 91.92%
132 177,000 2 354,000 1,205 34,175,000 22 38,069,000 92.80%
133 179,000 1 179,000 1,206 34,354,000 21 38,113,000 92.91%
134 © 181,000 1 181,000 1,207 34,535,000 20 38,155,000 93.01%
135 184,000 1 184,000 1,208 34,719,000 19 38,215,000 93.16%
136 185,000 1 185,000 1,209 34,904,000 18 38,234,000 93.20%
137 194,000 1 194,000 1,210 35,098,000 17 38,396,000 93.60%
138 197,000 1 197,000 1,211 35,295,000 16 38,447,000 93.72%
139 204,000 2 408,000 1,213 35,703,000 14 38,559,000 94.00%
140 225,000 2 450,000 1,215 36,153,000 12 38,853,000 94.71%
141 256,000 1 256,000 1,216 36,409,000 11 39,225,000 95.62%
142 309,000 1 309,000 1,217 36,718,000 10 39,808,000 97.04%
143 349,000 1 349,000 1,218 37,067,000 9 40,208,000 98.02%
144 357,000 1 357,000 1,219 37,424,000 8 40,280,000 98.19%
145 361,000 1 361,000 1,220 37,785,000 7 40,312,000 98.27%
146 395,000 1 395,000 1,221 38,180,000 6 40,550,000 98.85%
147 399,000 1 399,000 1,222 38,579,000 5 40,574,000 - 98.91%
148 415,000 1 415,000 1,223 38,994,000 4 40,654,000 99.10%
149 422,000 1 422,000 1,224 39,416,000 3 40,682,000 99.17%
150 467,000 1 467,000 1,225 39,883,000 2 40,817,000 99.50%
151 507,000 1 507,000 1,226 40,390,000 1 40,897,000 99.70%
152 632,000 1 632,000 1,227 41,022,000 - 41,022,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company

Exhibit:

Test Year Ended June 30, 2010 Schedule H-5
2" {rrigation Bills '
Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year
Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 1,000 2 2,000 2 2,000 94 96,000 0.35%
2 3,000 1 3,000 3 5,000 93 284,000 1.02%
3 7,000 3 21,000 6 26,000 90 656,000 2.36%
4 8,000 6 48,000 12 74,000 84 746,000 2.69%
5 9,000 3 27,000 15 101,000 81 830,000 2.99%
6 10,000 1 10,000 16 111,000 80 911,000 3.28%
7 12,000 1 12,000 17 123,000 79 1,071,000 3.86%
8 15,000 1 15,000 18 138,000 78 1,308,000 4.71%
9 45,000 1 45,000 19 183,000 77 3,648,000 13.14%
10 47,000 1 47,000 20 230,000 76 3,802,000 13.70%
11 51,000 1 51,000 21 281,000 75 4,106,000 14.79%
12 56,000 1 56,000 22 337,000 74 4,481,000 16.14%
13 58,000 1 58,000 23 395,000 73 4,629,000 16.68%
14 59,000 1 59,000 24 454,000 72 4,702,000 16.94%
15 71,000 1 71,000 25 525,000 71 5,566,000 20.05%
16 74,000 1 74,000 26 599,000 70 5,779,000 20.82%
17 78,000 1 78,000 27 677,000 69 6,059,000 21.83%
18 84,000 1 84,000 28 761,000 68 6,473,000 23.32%
19 92,000 1 92,000 29 853,000 67 7,017,000 25.28%
20 96,000 2 192,000 31 1,045,000 65 7,285,000 26.25%
21 38,000 1 98,000 32 1,143,000 64 7,415,000 26.71%
22 99,000 1 99,000 33 1,242,000 63 7,479,000 26.94%
23 101,000 1 101,000 34 1,343,000 62 7,605,000 27.40%
24 103,000 1 103,000 35 1,446,000 61 7,729,000 27.85%
25 106,000 1 106,000 36 1,552,000 60 7,912,000 28.50%
26 107,000 1 107,000 37 1,659,000 59 7,972,000 28.72%
27 119,000 2 238,000 39 1,897,000 57 8,680,000 31.27%
28 133,000 1 133,000 40 2,030,000 56 9,478,000 34.15%
29 140,000 1 140,000 41 2,170,000 55 9,870,000 35.56%
30 154,000 1 154,000 42 2,324,000 54 10,640,000 38.33%
31 157,000 1 157,000 43 2,481,000 53 10,802,000 38.92%
32 164,000 1 164,000 44 2,645,000 52 11,173,000 40.25%
33 175,000 1 175,000 45 2,820,000 51 11,745,000 42.31%
34 179,000 1 179,000 46 2,999,000 50 11,949,000 43.05%
35 182,000 1 182,000 47 3,181,000 49 12,099,000 43.59%
36 196,000 1 196,000 48 3,377,000 48 12,785,000 46.06%
37 204,000 2 408,000 50 3,785,000 46 13,169,000 47.44%
38 206,000 1 206,000 51 3,991,000 45 13,261,000 47.78%
39 211,000 1 211,000 52 4,202,000 44 13,486,000 48.59%
40 225,000 1 225,000 53 4,427,000 43 14,102,000 50.81%
41 252,000 1 252,000 54 4,679,000 42 15,263,000 54.99%
42 282,000 1 282,000 55 4,961,000 41 16,523,000 59.53%
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Bermuda Water Company v Exhibit:
Test Year Ended June 30, 2010 Schedule H-5
2" Irrigation Bills

Witness:
Kirsten Weeks

Test Year Actuals Cumulative Test Year
Line | Usage Level ' Reversed Consoiidated Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor - Total
43 290,000 1 290,000 56 5,251,000 40 16,851,000 60.71%
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Bermuda Water Company

Test Year Ended June 30, 2010

2" Irrigation Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level . Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total

44 349,000 1 349,000 57 5,600,000 39 19,211,000 69.21%
45 355,000 1 355,000 58 5,955,000 38 19,445,000 70.05%
46 357,000 1 357,000 59 6,312,000 37 19,521,000 70.33%
47 360,000 1 360,000 60 6,672,000 36 19,632,000 70.73%
48 362,000 1 362,000 61 7,034,000 35 19,704,000 70.99%
49 372,000 1 372,000 62 7,406,000 - 34 20,054,000 72.25%
50 373,000 1 373,000 . 63 7,779,000 33 20,088,000 72.37%
51 383,000 1 383,000 64 8,162,000 32 20,418,000 73.56%
52 398,000 1 398,000 65 8,560,000 31 20,898,000 75.29%
s3 399,000 1 399,000 66 8,959,000 30 20,929,000 75.40%
54 402,000 1 402,000 67 9,361,000 29 21,019,000 75.73%
S5 423,000 1 423,000 68 9,784,000 28 21,628,000 77.92%
56 425,000 1 425,000 69 10,209,000 27 21,684,000 78.12%
57 427,000 1 427,000 70 10,636,000 26 21,738,000 78.32%
58 430,000 1 430,000 71 11,066,000 25 21,816,000 78.60%
59 438,000 1 438,000 72 11,504,000 24 22,016,000 79.32%
60 440,000 1 440,000 73 11,944,000 23 22,064,000 79.49%
61 471,000 1 471,000 74 12,415,000 22 22,777,000 82.06%
62 487,000 1 487,000 75 12,902,000 21 23,129,000 83.33%
63 489,000 1 489,000 76 13,391,000 20 23,171,000 83.48%
64 492,000 1 492,000 77 13,883,000 19 23,231,000 83.69%
65 505,000 1 505,000 78 14,388,000 18 23,478,000 84.58%
66 583,000 1 583,000 79 14,971,000 17 24,882,000 89.64%
67 596,000 1 596,000 80 15,567,000 16 25,103,000 90.44%
68 606,000 1 606,000 81 16,173,000 15 25,263,000 91.01%
69 615,000 1 615,000 82 16,788,000 14 25,398,000 91.50%
70 623,000 1 623,000 83 17,411,000 13 25,510,000 91.90%
71 638,000 1 638,000 84 18,049,000 12 25,705,000 92.61%
72 652,000 1 652,000 85 18,701,000 11 25,873,000 93.21%
73 681,000 1 681,000 86 19,382,000 10 26,192,000 94.36%
74 721,000 1 721,000 87 20,103,000 9 26,592,000 95.80%
75 744,000 1 744,000 88 20,847,000 8 26,799,000 96.55%
76 774,000 1 774,000 89 21,621,000 7 27,039,000 97.41%
77 800,000 1 800,000 90 22,421,000 6 27,221,000 98.07%
78 834,000 1 834,000 91 23,255,000 5 27,425,000 98.80%
79 866,000 1 866,000 92 24,121,000 4 27,585,000 99.38%
80 886,000 1 886,000 93 25,007,000 3 27,665,000 99.67%
81 904,000 1 904,000 94 25,911,000 2 27,719,000 99.86%
82 921,000 1 921,000 95 26,832,000 1 27,753,000 99.99%
83 925,000 1 925,000 96 27,757,000 - 27,757,000 100.00%
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 : Schedule H-5
2" Irrigation Bills '

: . Witness:
Kirsten Weeks
\

Test Year Actuals Cumulative Test Year
Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010
3/4" School Bills

Exhibit:
Schedule H-S

Witness:
Kirsten Weeks

Test Year Actuals Cumulative Test Year
Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 13,000 1 13,000 1 13,000 . 11 156,000 51.83%
2 16,000 1 16,000 2 29,000 10 189,000 62.79%
3 17,000 1 17,000 3 46,000 9 199,000 66.11%
4 23,000 2 46,000 5 92,000 7 253,000 84.05%
S 25,000 2 50,000 7 142,000 5 267,000 88.70%
6 26,000 1 26,000 8 168,000 4 272,000 90.37%
7 29,000 1 29,000 9 197,000 3 284,000 94.35%
8 32,000 1 32,000 10 229,000 2 293,000 97.34%
9 34,000 1 34,000 11 263,000 1 297,000 98.67%
10 38,000 1 38,000 12 301,000 - 301,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7

Bermuda 2010 Rate Case Filing - Revised for insufficiencies - KW - H-5 - Sch 3-4"
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Bermuda Water Company

Exhibit:

Test Year Ended June 30, 2010 Schedule H-5
1.5" School Bills
Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year
Line | Usage Level Reversed | Consolidated {Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 71,000 1 71,000 1 71,000 11 852,000 24.98%
2 209,000 1 209,000 2 280,000 10 2,370,000 69.48%
3 224,000 1 224,000 3 504,000 9 2,520,000 73.88%
4 241,000 1 241,000 4 745,000 8 2,673,000 78.36%
5 274,000 1 274,000 5 1,019,000 7 2,937,000 86.10%
6 286,000 1 286,000 6 - 1,305,000 6 3,021,000 88.57%
7 300,000 1 300,000 7 1,605,000 ) 3,105,000 91.03%
8 323,000 1 323,000 8 1,928,000 4 3,220,000 94.40%
9 325,000 2 650,000 10 2,578,000 2 3,228,000 94.64%
10 385,000 1 385,000 11 2,963,000 1 3,348,000 98.15%
11 448,000 1 448,000 12 3,411,000 - 3,411,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company

Exhibit:

Test Year Ended June 30, 2010 Schedule H-5
2" School Bills
Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of

No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 2,000 1 2,000 1 2,000 83 168,000 6.57%
2 3,000 3 9,000 4 11,000 80 251,000 9.81%
3 4,000 1 4,000 S 15,000 79 331,000 12.94%
4 5,000 2 10,000 7 25,000 77 410,000 16.03%
S 6,000 4 24,000 11 49,000 73 487,000 19.04%
6 7,000 4 28,000 15 77,000 69 560,000 21.89%
7 8,000 3 24,000 18 101,000 66 629,000 24.59%
8 9,000 S 45,000 23 146,000 61 695,000 27.17%
9 10,000 4 40,000 27 186,000 57 756,000 29.55%
10 11,000 3 33,000 30 219,000 54 813,000 31.78%
11 12,000 5 60,000 35 279,000 49 867,000 33.89%
12 13,000 1 13,000 36 292,000 48 916,000 35.81%
13 14,000 7 98,000 43 390,000 41 964,000 37.69%
14 15,000 3 45,000 46 435,000 38 1,005,000 39.29%
15 16,000 4 64,000 50 495,000 34 1,043,000 40.77%
16 17,000 4 68,000 54 567,000 30 1,077,000 42.10%
17 18,000 1 18,000 55 585,000 29 1,107,000 43.28%
18 13,000 1 19,000 56 604,000 28 1,136,000 44.41%
19 21,000 1 21,000 57 625,000 27 1,192,000 46.60%
20 22,000 4 88,000 61 713,000 23 1,219,000 47.65%
21 23,000 2 46,000 63 759,000 21 1,242,000 48.55%
22 25,000 1 25,000 64 784,000 20 1,284,000 50.20%
23 26,000 1 26,000 65 810,000 19 1,304,000 50.98%
24 31,000 1 31,000 66 841,000 18 1,399,000 54.69%
25 35,000 2 70,000 68 911,000 16 1,471,000 57.51%
26 41,000 1 41,000 69 952,000 15 1,567,000 61.26%
27 42,000 1 42,000 70 994,000 14 1,582,000 61.85%
28 51,000 1 51,000 71 1,045,000 13 1,708,000 66.77%
29 55,000 1 55,000 72 1,100,000 12 1,760,000 68.80%
30 56,000 1 56,000 73 1,156,000 11 1,772,000 69.27%
31 60,000 1 60,000 74 1,216,000 10 1,816,000 70.99%
32 71,000 1 71,000 75 1,287,000 9 1,926,000 75.29%
33 80,000 1 80,000 76 1,367,000 8 2,007,000 78.46%
34 92,000 1 92,000 77 1,459,000 7 2,103,000 82.21%
35 96,000 1 96,000 78 1,555,000 6 2,131,000 83.31%
36 105,000 1 105,000 79 1,660,000 S 2,185,000 85.42%
37 121,000 1 121,000 80 1,781,000 4 2,265,000 88.55%
38 124,000 1 124,000 81 1,905,000 3 2,277,000 89.01%
39 128,000 1 128,000 82 2,033,000 2 2,289,000 89.48%
‘40 139,000 1 139,000 83 2,172,000 1 2,311,000 90.34%
41 b1 386,000 84 2,558,000 - 2,558,000 100.00%

386,000

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company

Exhibit:

Test Year Ended June 30, 2010 Schedule H-5
6" School Bills
Witness:
Kirsten Weeks
Test Year Actuals Cumulative Test Year
Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 74,000 1 74,000 1 74,000 11 888,000 36.72%
2 82,000 1 82,000 2 156,000 10 976,000 40.36%
3 85,000 1 85,000 3 241,000 9 1,006,000 41.60%
4 112,000 1 112,000 4 353,000 8 1,245,000 51.65%
5 117,000 1 117,000 S 470,000 7 1,289,000 53.31%
6 154,000 1 -154,000 6 624,000 6 1,548,000 64.02%
7 188,000 1 188,000 7 812,000 5 1,752,000 72.46%
8 247,000 1 247,000 8 1,059,000 4 2,047,000 84.66%
9 258,000 1 258,000 9 1,317,000 3 2,091,000 86.48%
10 357,000 1 357,000 10 1,674,000 2 2,388,000 98.76%
11 368,000 1 368,000 11 2,042,000 1 2,410,000 99.67%
12 376,000 1 376,000 12 2,418,000 - 2,418,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules ; H-2, E-7
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Bermuda Water Company

Test Year Ended June 30, 2010

5/8" Wholesale Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Totat
1 1,013,000 1 1,013,000 1 1,013,000 3 4,052,000 74.55%
2 1,191,000 1 1,191,000 2 2,204,000 2 4,586,000 84.38%
3 1,220,000 1 1,220,000 3 3,424,000 1 4,644,000 85.45%
4 2,011,000 1 2,011,000 4 5,435,000 - 5,435,000 100.00%

Supporting Schedules : YE 6.30.2010 Cons.

Recap Schedules : H-2, E-7
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Bermuda Water Company

Test Year Ended June 30, 2010

1" Wholesale Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 6 - 6 - 42 - 0.00%
2 1,000 2 2,000 8 2,000 40 42,000 2.91%
3 2,000 1 2,000 9 4,000 39 82,000 5.68%
4 5,000 1 5,000 10 9,000 38 199,000 13.79%
S 6,000 2 12,000 12 21,000 36 237,000 16.42%
6 7,000 3 21,000 15 42,000 33 273,000 18.92%
7 8,000 1 8,000 16 50,000 32 306,000 21.21%
8 10,000 1 10,000 17 60,000 31 370,000 25.64%
9 11,000 1 11,000 18 71,000 30 401,000 27.79%
10 12,000 1 12,000 19 83,000 29 431,000 29.87%
11 14,000 1 14,000 20 97,000 28 489,000 33.89%
12 15,000 2 30,000 22 127,000 26 517,000 35.83%
13 16,000 2 32,000 24 159,000 24 543,000 37.63%
14 17,000 1 17,000 25 176,000 23 567,000 39.29%
15 18,000 2 36,000 27 212,000 21 590,000 40.89%
16 19,000 1 19,000 28 231,000 20 611,000 42.34%
17 20,000 2 40,000 30 271,000 18 631,000 43.73%
18 22,000 2 44,000 32 315,000 16 667,000 46.22%
19 23,000 1 23,000 33 338,000 15 683,000 47.33%
20 25,000 2 50,000 35 388,000 13 713,000 49.41%
21 27,000 1 27,000 36 415,000 12 739,000 51.21%
22 55,000 1 55,000 37 ' 470,000 11 1,075,000 74.50%
23 64,000 1 64,000 38 534,000 10 1,174,000 81.36%
24 65,000 2 130,000 40 664,000 8 1,184,000 82.05%
25 78,000 1 78,000 41 742,000 7 1,288,000 89.26%
26 82,000 1 82,000 42 824,000 6 1,316,000 91.20%
27 83,000 1 83,000 43 907,000 5 1,322,000 91.61%
28 89,000 1 89,000 44 996,000 4 1,352,000 93.69%
29 95,000 1 95,000 45 1,091,000 3 1,376,000 95.36%
30 104,000 1 104,000 46 1,195,000 2 1,403,000 97.23%
31 119,000 1 119,000 - 47 1,314,000 1 1,433,000 99.31%
32 128,000 1 129,000 438 1,443,000 - 1,443,000 100.00%
Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company Exhibit:
Test Year Ended June 30, 2010 Schedule H-5
4" Wholesale Bills

Witness:
Kirsten Weeks

Test Year Actuals Cumulative Test Year
Line | Usage Level Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 12 - 12 - - - #DIv/0!

Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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Bermuda Water Company
Test Year Ended June 30, 2010
6" Wholesale Bills

Exhibit:
Schedule H-5

Witness:
Kirsten Weeks

Test Year Actuals

Cumulative Test Year

Usage Level

Line Reversed | Consolidated | Percentage of
No. (Gals.) Bills Usage Bills Usage Bills Factor Total
1 - 1 - 1 - 35 - 0.00%
2 1,000 1 1,000 2 1,000 34 35,000 0.04%
3 2,000 1 2,000 3 3,000 33 69,000 0.07%
4 3,000 1 3,000 4 6,000 32 . 102,000 0.11%
S 7,000 1 7,000 S 13,000 31 230,000 0.25%
6 8,000 1 8,000 6 21,000 30 261,000 0.28%
7 10,000 2 20,000 8 41,000 28 321,000 0.34%
8 18,000 1 18,000 9 59,000 27 545,000 0.58%
9 27,000 1 27,000 10 86,000 26 788,000 0.84%
10 111,000 1 111,000 11 197,000 25 2,972,000 3.17%
11 157,000 1 157,000 12 354,000 24 4,122,000 4.40%
12 2,076,000 1 2,076,000 13 2,430,000 23 50,178,000 53.57%
13 2,158,000 1 2,158,000 14 4,588,000 22 52,064,000 55.58%
14 2,160,000 1 2,160,000 15 6,748,000 21 52,108,000 55.63%
15 2,299,000 1 2,299,000 16 9,047,000 20 55,027,000 58.74%
16 2,335,000 1 2,335,000 17 11,382,000 19 55,747,000 59.51%
17 2,481,000 1 2,481,000 18 13,863,000 18 58,521,000 62.48%
18 2,576,000 1 2,576,000 19 16,439,000 17 60,231,000 64.30%
19 2,597,000 1 2,597,000 20 19,036,000 16 60,588,000 64.68%
20 2,666,000 1 2,666,000 21 21,702,000 15 61,692,000 65.86%
21 2,693,000 1 2,693,000 22 24,395,000 14 62,097,000 . 66.29%
22 3,236,000 1 3,236,000 23 27,631,000 13 69,699,000 74.41%
23 3,286,000 1 3,286,000 24 30,917,000 12 70,349,000 75.10%
24 4,204,000 1 4,204,000 25 35,121,000 11 81,365,000 86.86%
25 4,397,000 1 4,397,000 26 39,518,000 10 83,488,000 89.13%
26 4,614,000 1 4,614,000 27 44,132,000 9 85,658,000 91.45%
27 4,674,000 1 4,674,000 .28 48,806,000 8 86,198,000 92.02%
28 4,839,000 1 4,839,000 29 53,645,000 7 87,518,000 93.43%
29 5,225,000 1 5,225,000 30 58,870,000 6 90,220,000 96.32%
30 5,354,000 1 5,354,000 31 64,224,000 S 90,994,000 97.14%
31 5,498,000 1 5,498,000 32 69,722,000 4 91,714,000 97.91%
32 5,515,000 1 5,515,000 33 75,237,000 3 91,782,000 97.98%
33 5,549,000 1 5,549,000 34 80,786,000 2 91,884,000 98.09%
34 5,682,000 1 5,682,000 35 86,468,000 1 92,150,000 98.38%
35 7,203,000 1 7,203,000 36 93,671,000 - 93,671,000 100.00%
Supporting Schedules : YE 6.30.2010 Cons.
Recap Schedules : H-2, E-7
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FENNEMORE CRAIG|
A PROFESSIONAL CORPORATIOM
PHORNIX

FENNEMORE CRAIG, P.C.
Patrick J. Black (No. 017141)
3003 N. Central Ave.

Suite 2600

Phoenix, Arizona 85012
Attorneys for Bermuda Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE .
APPLICATION OF BERMUDA WATER | POCKET NO: W-01812A-10-0521
COMPANY, AN ARIZONA

CORPORATION, FOR A NOTICE OF FILING AMENDED
DETERMINATION OF THE FAIR SCHEDULES

VALUE OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
THEREON.

Bermuda Water Company, Inc., (“Bermuda”) an Arizona public service
corporation, hereby submits this Notice of Filing Amended Schedules in the above-
captioned matter. Attached hereto as Exhibit 1 is Bermuda’s amended H-3 Schedule,
Pages 1-3. Attached hereto as Exhibit 2 are Bermuda’s ‘current’ and ‘proposed’ tariff

schedules.

RESPECTFULLY SUBMITTED this 14™ day of April, 2011.

o FENNEMORE CRAIG, P.C.
Arzana Gomomion ﬂ;qﬁ}imssmﬂ
DOCKETED SN s =
By &
Patrick J. Black el
3003 North Central Avenue
Suite 2600

Phoenix, Arizona 85012
i&ttorneys for Bermuda Water Company,
nc.

EXHIBIT




1 | ORIGINAL and fifteen (15) copies of the
foregoing, were filed
2 | this 14™ day of April, 2011, to:
3 | Docket Control
Arizona Corporation Commission
4 | 1200 W. Washington St.
Phoenix, AZ 85007
5
COPY dtxand-delivered
6 | this 14" day of April, 2011 to:
7 | Al Amezcua
Utilities Division
8 || Arizona Corporation Commission
1200 W. Washington St.
9 | Phoenix, AZ 85007
10 | Kimberly Ruht
Legal Division
11 | Arizona Corporation Commission
1200 W. Washington St.
12 | Phoenix, AZ 85007
13
/\
14 &
s | By Yl b
16 2412630.1/029232.0001
17
18
19
|
20
21
22
23
24
25
26
‘ AFII;:NNEMORE Cl::‘\lG 2
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Bermuda Water Company
Test Year Ended June 30, 2010
Changes in Representative Rate Schedules

Exhibit:

Schedule H-3

Page 1

Witness: Kirsten

Weeks
Line
No. Customer Classification Meter Size | Present Rate | Proposed Rate Change Percent Change
Monthly Base Charge

1 Residential 5/8"x3/4" S 11.00 § 1477 $ 3.77 34.27%
2 1" $ 16.00 $ 2149 $ 5.49 34.31%
3 1.5" S 25.00 $ 33.58 § 8.58 34.32%
4 2" $ 37.00 $ 4570 $ 12.70 34.32%
5 3" S 56.00 $ 7522 $ 19.22 34.32%
6 6" S - S 11000 $ 110.00 0.00%
7 Commercial 5/8"x3/4" S 11.00 §$ 1477 § 3.77 34.27%
8 1" $ 16.00 § 2149 $ 5.49 -34.31%
9 1.5" $ 25.00 $ 33.58 § 8.58 34.32%
10 2" $ 37.00 $ 49.70 $§ 12.70 34.32%
11 3" S 56.00 $ 7522 $ 19.22 34.32%
12 6" S - S 110.00 $ 110.00 0.00%
13 Construction 5/8"x3/a" 3 -8 1477 § 14.77 0.00%
14 1" $ 16.00 $ 2149 $ 5.49 34.31%
15 1.5" $ - S 3358 $ 33.58 0.00%
16 2" $ 37.00 $ 4970 $ 12.70 34.32%
17 3" $ 56.00 $ 75.22 $ 19.22 34.32%
18 6" $ - S 11000 $ 110.00 0.00%
19 Irrigation 5/8" x3/4" $ -8 1477 $ 1477 0.00%
20 1" $ 16.00 $ 2149 $ 549 34.31%
21 1.5" S -8 3358 $ 33.58 0.00%
22 2" $ 37.00 $ 4970 $ 12.70 34.32%
23 3" $ 56.00 $ 7522 $ 19.22 34.32%
24 6" 5 -8 110.00 $ 110.00 0.00%
25 School 5/8"x3/4" $ - $ 1477 $ 14.77 0.00%
26 1" $ 16.00 $ 2149 $ 5.49 34.31%
27 1.5" $ -8 3358 $ 33.58 0.00%
28 2" $ 37.00 $ 4970 $ 12.70 34.32%
29 3" $ 56.00 $ 7522 $ 19.22 34.32%
30 6" $ - s 110,00 $ 110.00 0.00%
31 Wholesale 5/8"x3/4" S - S - S - 0.00%
32 1" s - $ -8 - 0.00%
33 1.5" $ - 8 -8 - 0.00%
34 2" $ - $ - $ - 0.00%
35 3" S - S -8 - 0.00%
36 6" $ - 8 -8 - 0.00%

AMENDED 4/14/2011 Page 1of 1




Bermuda Water Company
Test Year Ended June 30, 2010
Changes in Representative Rate Schedules

Exhibit:
Schedule H-3
Page 2

Witness: Kirsten
Weeks

Line No. | Customer Classification Meter Size Rate Block Present Rate | Proposed Rate Change Percent Change
Volu! hary 7 J)
1 Residential 5/8"x3/4"  First 4,000 gals. $ 115 $ 154 $ 0.39 33.91%
2 Next 8,000 gals. $ 15 ¢ 208 $ 0.53 34.19%
3 Over 12,000 gals.  $ 220 $ 295 $ 0.75 34.09%
4 1" First 4,000 gals. $ 115 $ 154 § 0.39 33.91%
S Next 8,000 gals. $ 155 §$ 208 §$ 0.53 34.19%
6 Over 12,000 gals.  $ 220 $ 295 § 0.75 34.09%
7 15" First 4,000 gals. $ 115 §$ 154 $ 0.39 33.91%
8 Next 8,000 gals. $ 155 $ 208 $ 0.53 34.19%
9 ) Over 12,000 gals.  $ 220 $ 295 $ 0.75 34.09%
10 2 First 4,000 gals. $ 115 $ 154 3% 0.39 33.91%
11 Next 8,000 gals. $ 15 § 208 $ 0.53 34.19%
12 Over 12,000 gals.  $ 220 $ 295 $ 0.75 34.09%
13 3" First 4,000 gals. $ 115 § 154 § 0.39 33.91%
14 Next 8,000 gals. $ 155 $ 208 $ 0.53 34.19%
15 Over 12,000 gals.  $ 220 $ 295 $ 0.75 34,09%
16 6" First 4,000 gals. $ 115 $ 154 S 0.39 33.91%
17 Next 8,000 gals. $ 155 $ 208 $ 0.53 34,19%
18 Over12,000gals. $ 220 $ 295 § 0.75 34.09%
19  Commercial 5/8"x 3/4"  First 4,000 gals. $ 115 § 154 § 0.39 33.91%
20 Next 8,000 gals. $ 155 § 208 $ 0.53 34.19%
21 Over 12,000 gals.  $ 220 $ 295 S 0.75 34.09%
22 1" First 4,000 gals. $ 115 § 154 $ 0.39 33.91%
23 Next 8,000gals.  $ 155 § 208 § 0.53 34.19%
24 Over 12,000 gals.  $ 220 § 295 § 0.75 34,09%
25 15" First 4,000 gals. $ 115 § 154 $ 0.39 33.91%
26 Next 8,000 gals. $ 155 § 208§ 0.53 34.19%
27 Over 12,000 gals.  $ 220 $ 295 § 0.75 34,09%
28 2" First 4,000 gals. $ 115 $ 154 § 0.39 33.91%
29 Next 8,000 gals. H 155 § 208 $ 0.53 34.19%
30 Over12,000gals. $ 220 § 295 $ 0.75 34.09%
3 3" First 4,000 gals. S 115 § 1.54 § 0.39 33.91%
32 Next 8,000 gals. $ 155 $ 208 $ 0.53 34.19%
33 Over 12,000 gals.  $ 220 $ 295 $ 0.75 34.09%
34 6" First 4,000 gals. S 115 $ 154 § 0.39 33.91%
35 Next 8,000 gals. $ 155 § 208 $ 0.53 34.19%
36 Over 12,000 gals.  $ 220 $ 295 § 0.75 34.09%
37  Construction 5/8" x 3/4" S 122§ 164 $ 0.42 34.43%
38 1" $ 122§ 164 $ 0.42 34.43%
39 15" $ 122 § 164 $ 0.42 34.43%
40 2" $ 122 §$ 164 § 0.42 34.43%
41 3" $ 122§ 164 $ 0.42 34.43%
42 6" $ 122§ 164 § 0.42 34.43%
43 Irrigation 5/8" x 3/4" $ 122 § 164 $ 0.42 34.43%
44 1" $ 122 § 164 $ 0.42 34.43%
45 15" $ 122 $ 164 $ 0.42 34.43%
46 2" $ 122 § 164 $ 0.42 34.43%
47 3" $ 122§ 164 $ 0.42 34.43%
48 [ $ 122§ 164 $ 0.42 34.43%
49 School 5/8" x 3/4" $ 132§ 177 $ 0.45 34.09%
50 1" $ 132 $ 177§ 0.45 34.09%
51 15" $ 132§ 177 $ 0.45 34.09%
52 2" 5 132 $ 177 $ 0.45 34.09%
53 3" $ 132 §$ 177§ 0.45 34.09%
54 [ $ 132 § 177 $ 0.45 34.09%
55 Wholesale 5/8" x 3/4" $ 132§ 177§ 0.45 34.09%
56 1" s 132 § 177 % 0.45 34.09%
57 15" $ 132 $ 177§ 0.45 34.09%
58 2" $ 132 $ 177 $ 0.45 34.09%
59 3" $ 132§ 177§ 0.45 34.09%

AMENDED 4/14/2011
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Bermuda Water Company
Test Year Ended June 30, 2010
Changes in Representative Rate Schedules

Exhibit:
Schedule H-3
Page 2

Witness: Kirsten
Weeks

Line No. | Customer Classification Meter Size Rate Block Present Rate | Proposed Rate Change Percent Change ]
60 6" S 132§ 177§ 0.45 34.09%
AMENDED 4/14/2011
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Bermuda Water Company
Test Year Ended June 30, 2010
Changes in Representative Rate Schedules

Exhibit:

Schedule H-3

Page 3

Witness: Kirsten

Weeks
Line Current Proposed
No. Description Charge Charge Notes
Miscellaneous Charges
1 Broken Meter Lock S 15.00 $ 15.00
2 Deferred Payment Interest 1.50% 1.50% A
3 Deposit - - B
4 Deposit (Interest) - - B
5 Establishment Fee S 3500 $ 35,00
6 Late Payment S 5,00 $ 5.00 c
7 Meter Test Performed by Company S 20.00 S 20.00 D
8 Meter Test Performed by Outside Vendor S 25.00 § 25.00 D
9 NSF Check (Returned Check) S 15.00 $§ 15.00
10 Reconnection (Delinquent) S 50.00 $ 50.00
Meter Installation Charges
11 5/8"x3/4" S 60.00 § 60.00 E
12 1" S 85.00 $ 85.00 E
13 2" ) 317.00 S 317.00 E
Service Line Installation Charges
14 5/8"x3/4" S 125,00 $ 125.00 E
5 1" S 180.00 S 180.00 E
16 2" S 520.00 § 520.00 E
- - E&F

17 3"orlarger

Notes
A
B Pursuant to A.A.C.R. 14-2-403.B
C If payment not received within 15 days from date bill is rendered
D Only if correct
E
will occur in the billing month of September
F Actual costs of materials and labor

AMENDED 4/14/2011

1.5% of unpaid balance each month for a maximum of 6 months with signed agreement

Refunds of the installation charges shall be pursuant to A.A.C.R. 14-3-405 except that the refunds
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CURRENT TARIFF SCHEDULE




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

GENERAL SERVICE

APPLICABILITY:

Applicants for service by Bermuda Water Company, Inc. requiring water for domestic or sanitary
purposes. Charges under this tariff shall include all applicable sales, transaction, privilege, regulatory or
other taxes and assessments as may apply now or in the future. (See A.A.C.R14-2-409.D.5.)

SERVICE CHARGES:
The Minimum Monthly Charge for various meter sizes shall be:

5/8 x 3/4” $11.00

17 16.00
1-172” 25.00
2” ' 37.00
3” 56.00
COMMODITY CHARGES:
From 0 — 4,000 gallons: $1.15 per 1000 gallons

From 4001 — 12,000 gallons: 1.55 per 1000 gallons

Excess of 12,000 gallons: 2.20 per 1000 gallons




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

CONSTRUCTION, IRRIGATION AND INDUSTRIAL SERVICE

APPLICABILITY:

Applicants for service by Bermuda Water Company, Inc. who require water for heavy
construction, industrial processes requiring water in the process, or irrigation. This tariff shall not be used
to provide water for domestic or light-commercial uses.

REQUIREMENTS:

The Company shall provide water through a separate meter for service of water for heavy
construction, industrial processes or for irrigation purposes. All domestic or light commercial water
service required by the customer is required to be taken through an appropriately sized service connection
and meter and the General Service Tariff.

In the event that the Company experiences a disruption of water service, due to planned repairs or
maintenance, or emergencies resulting from failure of service, water availability, local disaster, or
national emergency, service under this tariff will be curtailed. Service under this tariff will only be
resumed after the Company is able to restore full service to its General Service (residential and
commercial), Schools and Wholesale customers.

SERVICE CHARGES:
The Minimum Monthly Charge for various meter sizes shall be:

1” | 16.00

2” 37.00
3” 56.00
COMMODITY CHARGES:

All water usage shall be billed at $1.22 per 1000 gallons.

Charges shall include all applicable sales, transaction, privilege, use, regulatory or other taxes or
assessments as may apply now or in the future. (See A.A.C.R14.2-409.D.5.)




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

MISCELLANEOUS WATER SERVICE

SALES FOR RESALE (WHOLESALE)

Charges for commodity sales for resale to consumers shall be at $1.32 per thousand gallons.
Meter charges shall not apply.

STATE CERTIFIED SCHOOLS

Schools certified by the State of Arizona shall be billed using the applicable meter charges from
the General Service Tariff. Charges for water used shall be at $1.32 per thousand gallons. Charges shall
include all applicable sales, transaction, privilege, regulatory or other taxes and assessments as may apply
now or in the future per A.A.C.R14-2-409.D.5.

TEMPORARY CONSTRUTION

Charges for commodity sales for construction water where the use thereof shall be less than 2
weeks shall be at $1.22 per thousand gallons. Charges shall include all applicable sales, transaction,
privilege, regulatory or other taxes and assessments as may apply now or in the future. (See A.A.C.R14-
2-409.D.5.) '




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

TEMPORARY GENERAL SERVICE TARIFF FOR CUSTOMERS
OF THE FORMER PEBBLE LAKE WATER COMPANY

APPLICABILITY:

All residential and commercial applicants for service by Bermuda Water Company, Inc. in the
area served by the former Pebble Lake Water Company. Charges under this tariff shall include all
applicable sales, transaction, privilege, regulatory or other taxes and assessments as may apply now or in
the future. (See A.A.C.R14-2-409.D.5.)

This tariff shall expire on July 31. 2000 and customers will then be charged under the Company’s
General Service Tariff

SERVICE CHARGES:
The Minimum Monthly Charge for various meter sizes shall be:

5/8 x 3/4” $ 8.50

1” 16.00
1-1/2» 25.00
2 37.00
3” 56.00
COMMODITY CHARGES:

The commodity charge per 1000 gallons shall be applied as follows:
From 0 — 4,000 gallons: $1.05 per 1000 gallons
From 4001 — 12,000 gallons: 1.25 per 1000 gallons

Excess of 12,000 gallons: 1.65 per 1000 gallons




BERMUDA WATER COMPANY, INC,
TARIFF SCHEDULE

MISCELLANEOUS SERVICE CHARGES

APPLICABILITY:

App]icémts for service by Bermuda Water Company, Inc. when charges have been incurred.

CHARGES:

Broken Meter Lock $15.00

Deferred Payment Interest 1.5% of unpaid balance each month for a maximum of 6 months with
signed agreement

Deposit: Pursnant to A.A.C.R14-2-403 B

Deposit (Interest) Pursuant to A.A.C.R14-2-403.B

Established Fee $35.00

(R14-2-403.D.1)

Late Payment $5.00 if payment not received within 15 days from date bill is rendered

Meter Test (if correct)

(R14-2-408.F.1)
Performed by the Company $20.00
Performed by outside vendor  $25.00

NSF Check (returned check)  $15.00
(R14-2-409.F.1)

Reconnection (Delinquent) $50.00
(R14-2-403.D.1)




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

METER AND SERVICE LINE INSTALLATION

APPLICABILITY:

All applicants for service by Bermuda Water Company, Inc. where service has not been provided
at the service address.

METER INSTALLATION CHARGES:
5/8 x 3/14” $ 60.00

1”7 85.00
27 317.00

SERVICE LINE INSTALLATION CHARGES:

5/8 x 3/4” $125.00
1” 180.00
2” 520.00

3” or larger actual costs of materials and labor

REFUNDS:

Refunds of the installation charges shall be pursuant to A.A.C.R14-3-405 except that the refunds will
occur in the billing month of September.




PROPOSED TARIFF SCHEDULE




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

PROPOSED GENERAL SERVICE

APPLICABILITY:
Applicants for service by Bermuda Water Company, Inc. requiring water for domestic or sanitary

purposes. Charges under this tariff shall include all applicable sales, transaction, privilege, regulatory or
other taxes and assessments as may apply now or in the future. (See A.A.C.R14-2-409.D.5.)

SERVICE CHARGES:
The Minimum Monthly Charge for various meter sizes shall be:

5/8 x 3/4” $14.77

17 21.49
1-1/2” 33.58
27 49.70
3” 75.22
6” 110.00
COMMODITY CHARGES:
From 0 — 4,000 gallons: $1.54 per 1000 gallons

From 4001 ~ 12,000 gallons: 2.08 per 1000 gallons ‘

Excess of 12,000 gallons: 2.95 per 1000 gallons

AMENDED 4/14/2011




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE:

PROPOSED CONSTRUCTION, IRRIGATION AND INDUSTRIAL SERVICE

APPLICABILITY:

Applicants for service by Bermuda Water Company, Inc. who require water for heavy
construction, industrial processes requiring water in the process, or irrigation. This tariff shall not be used
to provide water for domestic or light-commercial uses.

REQUIREMENTS:

The Company shall provide water through a separate meter for service of water for heavy
construction, industrial processes or for irrigation purposes. All domestic or light commercial water
service required by the customer is required to be taken through an appropriately sized service connection
and meter and the General Service Tariff.

In the event that the Company experiences a disruption of water service, due to planned repairs or
maintenance, or emergencies resulting from failure of service, water availability, local disaster, or
national emergency, service under this tariff will be curtailed. Service under this tariff will only be

resumed afier the Company is able to restore full service to its General Service (residential and
commercial), Schools and Wholesale customers.

SERVICE CHARGES:
The Minimum Monthly Charge for various meter sizes shall be:

5/8 x 3/4” $14.77

17 21.49
1-1/2” 33.58
27 49.70
3” 75.22
6” 110.00
COMMODITY CHARGES:

All water usage shall be billed at $1.64 per 1000 gallons.

Charges shall include all applicable sales, transaction, privilege, use, regulatory or other taxes or
assessments as may apply now or in the future. (See A.A.C.R14.2-409.D.5.)

AMENDED 4/14/2011




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

PROPOSED MISCELLANEOUS WATER SERVICE

SALES FOR RESALE (WHOLESALE)

Charges for commodity sales for resale to consumers shall be at $1.77 per thousand gallons.
Meter charges shall not apply. '

STATE CERTIFIED SCHOOLS

Schools certified by the State of Arizona shall be billed using the applicable meter charges from
the General Service Tariff. Charges for water used shall be at $1.77 per thousand gallons. Charges shall
include all applicable sales, transaction, privilege, regulatory or other taxes and assessments as may apply
now or in the future per A.A.CR14-2-409.D.5.

TEMPORARY CONSTRUTION

Charges for commodity sales for construction water where the use thereof shall be less than 2
weeks shall be at $1.64 per thousand gallons. Charges shall include all applicable sales, transaction,
privilege, regulatory or other taxes and assessments as may apply now or in the future. (See A.A.C.R14-

2-409.D.5.)

AMENDED 4/14/2011




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

PROPOSED MISCELLANEOQOUS SERVICE CHARGES

APPLICABILITY:

| Applicants for service by Bermuda Water Company, Inc. when charges have been incurred.

CHARGES:

Broken Meter Lock $15.00

Deferred Payment Interest 1.5% of unpaid balance each month for a maximum of 6 months with
signed agreement

Deposit: Pursuant to A.A.C.R14-2-403.B

Deposit (Interest) " Pursuant to A.A.C.R14-2-403 B

Established Fee $35.00

(R14-2-403.D.1)

Late Payment $5.00 if payment not received within 15 days from date bill is rendered

Meter Test (if correct)

(R14-2-408.F.1)
Performed by the Company $20.00
Performed by outside vendor  $25.00

NSF Check (returned check)  $15.00
(R14-2-409.F.1)

Reconnection (Delinquent) $50.00
(R14-2-403.D.1)

AMENDED 4/14/2011




BERMUDA WATER COMPANY, INC.
TARIFF SCHEDULE

PROPOSED METER AND SERVICE LINE INSTALLATION

APPLICABILITY:

All applicants for service by Bermuda Water Company, Inc. where service has not been provided
at the service address.

METER INSTALLATION CHARGES:

5/8 x 3/4” $ 60.00
1” 85.00
2” 317.00

SERVICE LINE INSTALLATION CHARGES:

5/8 x 3/4” $125.00
17 180.00
2” 520.00
3” or larger actual costs of materials and labor

REFUNDS:

Refunds of the installation charges shall be pursuant to A.A.C.R14-3-405 except that the refunds will
occur in the billing month of September.

AMENDED 4/14/2011




1 | FENNEMORE CRAIG, P.C.
Patrick J. Black (No. 017141)
2 | 3003 N. Central Ave.
Suite 2600
3 | Phoenix, Arizona 85012
4 Attorneys for Bermuda Water Company, Inc.
5
. BEFORE THE ARIZONA CORPORATION COMMISSION
7
IN THE MATTER OF THE .
8 | APPLICATION OF BERMUDA WATER | POCKET NO: W-01812A-10-0521
o | COMPANY. AN ARIZONA
CORPORATION, FOR A
1o | DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
11 § ITS WATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
12 | THEREON.
13
14
15
16
17
18
19 REBUTTAL TESTIMONY OF
.~ KIRSTEN WEEKS
20
21
22
23
24
25
26 EXHIBIT
FENNEMORE CRALG 1 A -
PHOENIX ;{é:’:i .‘.?1'; : 5 ; ;:Z;




W 00 3 & W &~ W NN -

N [ S T S T e e e T e T e B e B synd

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION
PHOENIX

@

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS
ADDRESS FOR THE RECORD.

My name is Kirsten Weeks. I am employed as a Manager of Regulatory
Accounting at Utilities, Inc., 2335 Sanders Road, Northbrook, Illinois 60062.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

I am testifying in this proceeding on behalf of the applicant, Bermuda Water
Company (“Bermuda” or “Company”).

ARE YOU THE SAME KIRSTEN WEEKS WHO FILED DIRECT
TESTIMONY IN THIS DOCKET?

Yes. My direct testimony addressed the Company’s application on the issues of

rate base, income statement, rate design and cost of capital.
WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

To respond to the direct testimony and recommendations filed by the Utilities
Division Staff, Jeffrey M. Michlik on the issues of rate base, operating revenues
and expenses, revenue requirement, rate of return and rate design, and Marlin Scott
Jr. on engineering analysis. In addition, I will address the direct testimony
submitted by William Rigsby on behalf of the Residential Utility Consumers Office
(“RUCO”) concerning his proposed hypothetical structure for Bermuda. The
remainder of the Company’s rebuttal to RUCO’s cost of capital testimony will be

addressed by Pauline M. Ahearn.

MS. WEEKS, CAN YOU PLEASE SUMMARIZE YOUR REBUTTAL TO
THE DIRECT TESTIMONY SUBMITTED BY MR. MICHLIK AND MR.
SCOTT ON BEHALF OF STAFF?

Yes. Simply put, the Company is willing to accept all the analysis, adjustments

and recommendations made by Staff in their direct testimony.

2




1| Q. SO YOU ARE WILLING TO ADOPT STAFF’S TESTIMONY ON THE
2 ISSUES OF RATE BASE, OPERATING REVENUES AND EXPENSES,
3 REVENUE REQUIREMENT, RATE OF RETURN, RATE DESIGN AND
4 ENGINEERING AS YOUR OWN?
1A Yes, with a few minor caveats. First, although I am not an engineer, I do accept
6 Marlin Scott’s conclusions and recommendations contained in his direct testimony
7 on behalf of the Company. Second, while Staff neither accepts, denies or
8 recommends use of the leverage formula — as a cost of capital analysis — based on
9 standards adopted by the Florida Public Service Commission, the Company is
10 willing to withdraw its request for its adoption in this proceeding provided that all
11 of Staff’s recommendations are adopted.
12 Q. WHAT ABOUT THE COST OF CAPITAL ANALYSIS PROVIDED BY
B RUCO?
14
15 A. According to Mr. Rigsby, the reason why RUCO intervened in this proceeding was
16 to address Bermuda’s cost of capital approach proposed in its application, which
17 was to adopt the leverage formula developed and adopted by the Florida Public
18 Service Commission. See Direct Testimony of William A. Rigsby at p. 3, In. 14 to
19 p. 4, In. 2. However, given that the Company is willing to withdraw its request to
20. apply the Florida leverage formula in this proceeding, it would appear as if
21 RUCO’s intervention is no longer warranted.
22 | Q BUT RUCO DID PROVIDE EXTENSIVE COST OF CAPITAL
23 TESTMONY TO SUPPORT ITS RECOMMENDATION TO REJECT THE
24 FLORIDA PUBLIC SERVCIE COMMISSION LEVERAGE FORMULA,
25 CORRECT?
26
FENNEMORE CRAIG 3
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FENNEMORE CRAIG|
A PROFE3SIONAL CORPORATION
ProeNIX

A.  Yes. And an extensive rebuttal is being submitted by the Company to demonstrate
why Mr. Rigsby’s analysis is incorrect in the event that the Commission chooses to
adopt RUCO’s cost of capital position in this proceeding. Rebuttal Testimony of
Pauline Ahearn, CRRA, AUS Consultants. However, the Company expects that by
removing the stated reason for RUCO’s intervention, the parties can avoid

extensive cost of capital testimony and cross-examination during the hearing.

Q. ASSUMING THAT BERMUDA’S COST OF CAPITAL IS ADDRESSED BY
RUCO DURING THE HEARING, IS THERE ANYTHING ELSE YOU
WANT TO ADDRESS CONCERNING MR. RIGSBY’S COST OF CAPITAL
TESTIMONY?

A. Yes, I would like to address one more issue — the Company’s capital structure. Mr.
| Rigsby recommends that the Commission adopt a hypothetical capital structure for
Bermuda that consists of 60% common equity and 40% debt. However, I believe

that the Commission has previously accepted a 100% equity capital structure for

other similarly situated utility companies in Arizona. Nothwithstanding the
rebuttal testimony provided by Pauline Ahearn on behalf of the Company, using a
capital structure that consists of 100% equity is appropriate in this case as well.

The Company agrees with Mr. Michlik that a return on equity of 8.82% is

reasonable given the financial and business risks associated with Bermuda.
DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.

24935521
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Introduction

Q. Please state your name, occupation and business address.

A. My name is Pauline M. Ahern. I am a Principal of AUS Consultants. My business
address is 155 Gaither Drive, Suite A, Mt. Laurel, New Jersey 08054.
Please summarize your professional experience and educational background.
I have offered expert testimony on behalf of investor-owned utilities before twenty-six
state regulatory commissions on rate of return issues, including but not limited to
common equity cost rate, fair rate of return, capital structure issues, credit quality issues
and the like. I am a graduate of Clark University, Worcester, MA, where I received a
Bachelor of Arts degree with honors in Economics in 1973. In 1991, I received a Master
of Business Administration with high honors and a concentration in finance from Rutgers
University. The details of these appearances, my educational background, presentations I
have given and articles I have co-authored are shown in Appendix A supplementing this
testimony.

On a monthly basis, I also calculate and maintain the American Gas Association
(A.G.A.) Gas Index under contract with the A.G.A., which serves as the benchmark
against which the performance of the American Gas Index Fund (AGIF) is measured.
The A.G.A. Gas Index and AGIF are a market capitalization weighted index and fund,
respectively, comprised of the common stocks of the publicly traded corporate members
of the A.G.A.
I am also the Publisher of AUS Utility Reports, responsible for supervising the

production, publication, distribution and marketing of its various reports.

I am a member of the Society of Utility and Regulatory Financial Analysts
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(SURFA) where I serve on its Board of Directors, having served two terms as President,
from 2006 — 2008 and 2008 — 2010. Previously, I held the position of Secretary/Treasurer
from 2004 — 2006. In 1992, I was awarded the professional designation "Certified Rate
of Return Analyst" (CRRA) by SURFA, which is based upon education, experience and
the successful completion of a comprehensive written examination.

I am also an associate member of the National Association of Water Companies,
serving on its Finance/Accounting/Taxation Committee; a member of the Energy
Association of Pennsylvania, formerly the Pennsylvania Gas Association; and a member
of the American Finance and Financial Management Associations.

What is the purpose of your testimony in this proceeding?

The purpose of this testimony is to rebut certain aspects of the direct testimony of
William A. Rigsby, CRRA, relative to his recommended common equity cost rate.
Specifically, I will address his proxy group selection; his Discounted Cash Flow Analysis
(DCF); his Capital Asset Pricing Analysis (CAPM); his failure to reflect Bermuda Water
Company’s (Bermuda or the Company) increased business risk due to its smaller size
relative to his proxy group; and, the lower financial risk reflected in his recommended
capital structure ratios relative to his proxy group. Finally, I will address an appropriate
common equity cost rate based upon the Florida 2011 Leverage Formula which was
adopted by the Florida Public Service Commission on August 2, 2011. In the course of
this rebuttal, I will correct Mr. Rigsby’s DCF and CAPM analyses as well.

Have you prepared an exhibit which supports your rebuttal testimony?

Yes. It has been identified as Exhibit No. 1 and consists of Schedules PMA-1 through

PMA-9.
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Common Equity Cost Rate

Proxy Group Selection

Q.

Please comment upon Mr. Rigsby’s selection of two proxy groups for his cost of
common equity analysis.

Mr. Rigsby’s DCF and CAPM analyses are based upon the market data of two samples of
utility companies. The first is a proxy group of four publicly traded water companies

selected followed by Value Line Investment Survey (Value Line) in its Standard Edition.

Although American Water Works, Co., Inc. is also included in the standard edition of
Value Line, Mr. Rigsby chose not to include it for unspecified reasons. Mr. Rigsby also
utilized a second group of utilities, namely, a group of publicly traded natural gas
distribution companies (LDCs) which are followed in Value Line’s Standard Edition.
Although Mr. Rigsby did not include American Water Works Co., Inc. or those
water companies followed by Value Line in its Small- and Mid-Cap Edition, I will limit
my rebuttal to Mr. Rigsby’s common equity cost rate based upon the four water
companies. However, I do take exception to his use of an LDC group because LDCs are
not comparable in risk to water utilities.
Please define business risk and explain why it is important to the determination of a
fair rate of return.
Business risk is the riskiness of a company’s common stock without the use of debt
and/or preferred capital. Examples of such general business risk to all utilities, i.e., water,
electric and natural gas distribution, include the quality of management, the regulatory
environment, customer mix and concentration of customers, service territory growth,

capital intensity, size, and the like, which have a direct bearing on earnings.
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Business risk is important to the determination of a fair rate of return because the
greater the level of risk, the greater the rate of return investors demand, consistent with
the basic financial precept of risk and return.

What business risks face the water industry in general?

Water is essential to life and unlike electricity or natural gas, water is the only utility
product which is ingested. Consequently, water quality is of paramount importance to the
health and well-being of customers and subject to additional health and safety regulations.
In addition, unlike many electric and natural gas utilities, water utilities serve a
production function in addition to the delivery functions served by electric and gas
utilities.

Water utilities obtain supply from wells, aquifers, surface water reservoirs,
streams and rivers, or through water rights. Throughout the years, well supplies and
aquifers have been environmentally threatened, with historically minor purification
treatment having given way to major well rehabilitation, treatment or replacement.
Simultaneously, environmental water quality standards have tightened considerably,
requiring multiple treatments. In addition, drought, water source overuse, runoff,
threatened species/habitat protection and other factors are limiting supply availability. As
for water rights, their lives are typically finite with renewability uncertain. In the course
of procuring water supplies and treating water so that it meets Safe Drinking Water Act
standards, water utilities have an ever-increasing responsibility to be stewards of the
environment from which supplies are drawn, in order to preserve and protect the natural
resources of the United States.

Moreover, electric and natural gas companies, where transmission and distribution
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is separate from generation, generally do not produce the electricity or natural gas which
they transmit and distribute. In contrast, water utilities are typically vertically engaged in
the entire process of acquiring supply, production (treatment) and distribution of water.
Hence, water utilities require significant capital investment in sources of supply and
production (wells and treatment facilities), in addition to transmission and distribution
systems, both to serve additional customers and to replace aging systems, creating a major
risk facing the water and wastewater utility industry.

Value Line Investment Survey' (Value Line) observes the following about the

water utility industry:

Some stocks here have gained momentum since our April report, as many
in the investment community appear to be seeking shelter from looming
global economic issues.

Still, water utility stocks, for the most part, remain uninspiring at this time.
Not a single one, sans American Water Works, is ranked favorably for
Timeliness. Earnings growth was hard to come by in the first quarter, and
burgeoning operating costs are likely to continue outpacing the revenue
gains being generated by an improving regulatory environment.

The long-term outlook is not much rosier, and growth prospects appear
daunting. True, as discussed below, the safe and timely delivery of water
is undeniable. However, many of the country’s water systems are aging,
increasing the need for repairs and maintenance. Most providers,
meanwhile, are strapped for cash, and the financing activity required to
maintain infrastructures will only dilute future earnings gains.

* ok %

But while the demand picture painted above would have you rushing out
to buy Water Utility stocks, the industry does have its warts.
Infrastructures are old, and many are decrepit. They require significant
maintenance and investment is unavoidable. These costs have escalated

Value Line Investment Survey, July 22, 2011.
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into the hundreds of millions of dollars and are not likely to subside
anytime soon. Unfortunately, most of the companies operating in this
space are starved for cash. Balance sheets are debt-laden and meek on
assets. Outside financing has become commonplace and will probably
remain the only viable option for those looking to bring cash into the fold.
That said, the increased share count and higher interest expense associated
with these initiatives thwarts share-earnings and shareholder gains. The
lack of cash also precludes most from growing their businesses via
acquisitions, such as Aqua America has become known for. The industry
is consolidating at a red-hot pace, and the bigger players are the ones that
are benefiting. Although the capital constraints have yet to influence
dividends, some companies may have to rethink the current payout ratios
if the costs of doing business cannot be curbed.

This industry is probably not for most. Share-price growth potential is not

something that comes to mind when we think of water utility stocks

because of its capital-intensive nature and financial constraints of most
companies of its players.

In addition, because the water and wastewater industry is much more capital-
intensive than the electric, natural gas or telephone industries, the investment required to
produce a dollar of revenue is greater. For example, as shown on page 1 of Schedule
PMA-1, it took $3.83 of net utility plant on average to produce $1.00 in operating
revenues in 2010 for the water utility industry as a whole. In contrast, for the electric,
combination electric and gas and natural gas utility industries, on average it took only
$2.16, $1.70 and $1.27, respectively, to produce $1.00 in operating revenues in 2010.
The greater capital intensity of water utilities is not a new phenomenon as water utilities
have exhibited a consistently and significantly greater capital intensity relative to electric,
combination electric and gas and natural gas utilities during the ten years ended 2010, as
also shown on page 1 of Schedule PMA-1. As financing needs have increased over the

last decade, the competition for capital from traditional sources has increased, making the

need to maintain financial integrity and the ability to attract needed new capital




10
11
12
13
14
15

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

increasingly important. Because investor-owned water utilities typically do not receive
federal funds for infrastructure replacement, the challenge to investor-owned water
utilities is exacerbated and their access to financing is restricted, thus increasing risk.

The National Association of Regulatory Commissioners (NARUC) has also
highlighted the challenges facing the water and wastewater industry stemming from its
capital intensity. NARUC’s Board of Directors adopted the following resolution in July

2006:2

WHEREAS, To meet the challenges of the water and wastewater industry which
may face a combined capital investment requirement nearing one trillion dollars over a
20-year period, the following policies and mechanisms were identified to help ensure
sustainable practices in promoting needed capital investment and cost-effective rates: a)
the use of prospectively relevant test years; b) the distribution system improvement
charge; ¢) construction work in progress; d) pass-through adjustments; e) staff-assisted
rate cases; f) consolidation to achieve economies of scale; g) acquisition adjustment
policies to promote consolidation and elimination of non-viable systems; h) a streamlined
rate case process; 1) mediation and settlement procedures; j) defined timeframes for rate
cases; k) integrated water resource management; 1) a fair return on capital investment;
and m) improved communications with ratepayers and stakeholders; and

WHEREAS, Due to the massive capital investment required to meet current and
future water quality and infrastructure requirements, adequately adjusting allowed equity
returns to recognize industry risk in order to provide a fair return on invested capital was
recognized as crucial...

RESOLVED, That the National Association of Regulatory Utility Commissions
(NARUC), convened in its July 2006 Summer Meetings in Austin, Texas, conceptually
supports review and consideration of the innovative regulatory policies and practices
identified herein as “best practices;” and be it further

RESOLVED, That NARUC recommends that economic regulators consider and
adopt as many as appropriate of the regulatory mechanisms identified herein as best

practices...

The water utility industry also experiences lower relative depreciation rates.

“Resolution Supporting Consideration of Regulatory Policies Deemed as ‘Best Practices’”, Sponsored by
the Committee on Water. Adopted by the NARUC Board of Directors, July 27, 2005.
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Lower depreciation rates, as one of the principal sources of internal cash flows for all
utilities, mean that water utility depreciation as a source of internally-generated cash is far
less than for electric, combination electric and gas or natural gas utilities. Water utilities’
assets have longer lives and, hence, longer capital recovery periods. As such, water
utilities face greater risk due to inflation which results in a higher replacement cost per
dollar of net plant than for other types of utilities. As shown on page 2 of Schedule
PMA-1, water utilities experienced an average depreciation rate of 3.0% for 2010. In
contrast, in 2010, the electric, combination electric and gas, natural gas or telephone
industries, experienced average depreciation rates of 3.7%, 3.7% and 3.4%, respectively.
As with capital intensity, the lower relative depreciation rates of water and wastewater
utilities is not a new phenomenon. As also shown on page 2 of Schedule PMA-1, water
utility depreciation rates have been consistently and much lower than those of the electric,
combination electric and gas and natural gas utilities. Such low depreciation rates signify
that the pressure on cash flows remains significantly greater for water utilities than for
other types of utilities.

In addition, not only is the water utility industry historically capital intensive, it is
expected to incur significant capital expenditure needs over the next 20 years. Prior to
the recent economic and capital market turmoil, Standard & Poor’s (S&P) noted’:

Standard & Poor’s expects the already capital-intensive water utility

industry to become even more so over the next several years. Due to the

aging pipeline infrastructure and more stringent quality standards, the U.S.

Environmental Protection Agency’s (EPA) foresees a need for $277 billion
to upgrade and maintain U.S. water utilities through 2022, with about

Standard & Poor’s, Credit Qutlook For U.S. Investor-Owned Water Utilities Should Remain Stable in
2008 (January 31, 2008) 2, 4.
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$185 billion going toward infrastructure improvements. In addition, about
$200 billion will be needed for wastewater applications, which suggests
increased capital spending to be a long-term trend in this industry.

In line with these trends, many companies have announced aggressive
capital spending programs. Forecast capital spending primarily focuses on
infrastructure replacements and growth initiatives. Over the past five
years, capital spending has been equivalent to about three times its
depreciation expense. However, companies are now forecasting spending
to be at or above four times depreciation expense over the intermediate
term. For companies in regulatory jurisdictions that provide timely cost
recovery for capital expenditures, the increased spending is likely to have a
minimal effect on financial metrics and ratings. However, companies in
areas without these mechanisms, earnings, and cash flow could be
negatively affected by the increased spending levels, which over the longer
term could harm a company’s overall credit profile.

Due to the high level of capital spending, U.S. investor-owned water
utilities do not generate positive free cash flow. This, coupled with the
forecast increase in capital spending over the intermediate term, will
require additional access to capital markets. We expect rated water
companies to have enough financial flexibility to gain that access. Ratings
actions shouldn’t result from this increased market activity because we
expect companies to use a balanced financing approach, which should
maintain debt near existing levels.

Specifically, the EPA states the following®:

The survey found that the total nationwide infrastructure need is $334.8
billion for the 20-year period from January 2007 through December 2026.
With $200.8 billion in needs over the next 20 years, transmission and
distribution projects represent the largest category of need. This result is
consistent with the fact that transmission and distribution mains account
for most of the nation’s water infrastructure. The other categories, in
descending order of need are: treatment, storage, source and a
miscellaneous category of needs called “other”. The large magnitude of the
national need reflects the challenges confronting water systems as they
deal with an infrastructure network that has aged considerably since these
systems were constructed, in many cases, 50 to 100 years ago.

4

“Fact Sheet: “EPA’s 2007 Drinking Water Infrastructure Needs Survey and Assessment”, United States
Environmental Protection Agency, Office of Water, February 2009, 1.
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In its 2009 infrastructure Fact Sheet® published by the American Society of Civil
Engineers (ASCE) they state:

America’s drinking water systems face an annual shortfall of at least $11

billion to replace aging facilities that are near the end of their useful lives

and to comply with existing and future federal water regulations. This does

not account for growth in the demand for drinking water over the next 20

years. Leaking pipes lose an estimated 7 billion gallons of clean drinking

water a day.

Water utility capital expenditures as large as projected by the EPA and ASCE will
require significant financing. The three sources typically used for financing are debt,
equity (common and preferred) and cash flow. All three are intricately linked to the
opportunity to earn a sufficient rate of return as well as the ability to achieve that return.
Consistent with the Bluefield and Hope decisions discussed above, the return must be
sufficient enough to maintain credit quality as well as enable the attraction of necessary
new capital, be it debt or equity capital. If unable to raise debt or equity capital, the utility
must turn to either retained earnings or free cash flow, both of which are directly linked to
earning a sufficient rate of return. If either is inadequate, it will be nearly impossible for
the utility to invest in needed infrastructure. Since all utilities typically experience
negative free cash flows, it is clear that an insufficient rate of return can be financially
devastating for utilities and for its customers, the ratepayers. Page 3 of Schedule PMA-1
demonstrates that the free cash flows (funds from operations minus capital expenditures)

of water utilities as a percent of total operating revenues has been consistently more

negative than that of the electric, combination electric and gas and natural gas utilities for

5

2009 American Society of Civil Engineers, Report Card for America’s Infrastructure 2009.
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the ten years ended 2010. Magnifying the impact of water utilities’ negative free cash
flow position is a continued inability to achieve what may already be an insufficient
authorized rate of return on common equity, as will be discussed subsequently.

Consequently, as with the previously discussed capital intensity and depreciation
rates, significant capital expenditures relative to net plant as well as the consistently and
more significantly negative free cash flow relative to operating revenues of water utilities
indicates greater investment risk for water utilities relative to electric, combination
electric and gas and natural gas utilities.

In view of the foregoing, it is clear that the water utility industry’s high degree of
capital intensity, low depreciation rates and significant negative free cash flow, coupled
with the need for substantial infrastructure capital spending, requires regulatory support in
the form of adequate and timely rate relief, as recognized by NARUC, so water utilities
will be able to successfully meet the challenges they face.

Are there other indications that the water utility industry exhibits more investment
risk than the electric, combination electric and gas and natural gas utility
industries?

Yes. Pages 4-13 of Schedule PMA-1 also present several such indications: total debt /
carnings before interest, taxes, depreciation and amortization (EBITDA); funds from
operations (FFO) / total debt; funds from operations / interest coverage; before-income
tax / interest coverage; earned returns on common equity (ROEs) and earned v.
authorized ROEs for each utility industry for the ten years ended 2010. The increasing
proportion of total debt to EBITDA for the water utilities indicates significantly

increasing and greater financial risk for water utilities, which began the most recent ten
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years below that of electric, combination electric and gas and natural gas utilities.

As noted above, S&P evaluates total debt as a percentage of EBITDA and FFO as
a percentage of debt in the bond / credit rating process. Page 4 of Schedule PMA-1
shows that total debt / EBITDA has risen steadily for water utilities for the ten years
ended 2010, dropping only slightly for 2010. Notwithstanding the decline in 2010, total
debt / EBITDA is now higher than that for electric, combination electric and gas and
natural gas utilities. Page 5 shows that FFO / total debt has steadily declined for water
utilities over the decade ending 2010, while rising for the other utility groups. The
consistently low level of FFO / total debt for the water utilities, is a further indication of
the pressures upon water utility cash flows and the increased relative investment risk
which the water utility industry faces.

Pages 6 and 7 of Schedule PMA-1 confirm the pressures upon both cash flows
and income faced by water utilities. Page 6 shows that FFO / interest coverage for water,
electric, combination electric and gas and natural gas utilities followed a similar pattern to
FFO interest coverage for the ten years ended 2010. FFO interest coverage remained
relative consistent for water utilities, rising and falling between 2.0‘and 3.0 times during
the period. A similar pattern was exhibited by electric utilities. However, FFO / total debt
for combination electric and gas as well as natural gas utilities rose during the ten years,
exceeding that of water utilities significantly in 2009 and dropping back somewhat in
2010. Page 7 shows that before-income tax coverage interest coverage for water utilities
also remained relatively stable, falling below that of gas utilities in 2002 and below that
of electric and combination electric and gas utilities between 2005 and 2006, where it

remained for the remainder of the ten years. In 2010, in all likelihood due to the “Great

12
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Recession” and the economy’s nascent, fragile recovery from it, before-income tax
interest coverage for water, electric and combination electric and gas utilities has
converged at slightly lower than 3.0 times, while natural gas utilities continue to enjoy a
significantly greater before-income tax interest coverage of approximately 4.25 times in
2010. Once again, the consistency and relatively low level of interest coverage ratios for
water utilities are further indications of the pressures upon cash flow which water utilities
face, confirming greater investment risk for water utilities relative to electric,
combination electric and gas and natural gas utilities.

A final indication of the relative investment risk of water utilities compared with
electric, combination electric and gas and natural gas utilities, are trends in earned and
authorized ROEs. As shown on page 9 of Schedule PMA-1, earned ROEs, on average, for
water utilities have generally been below those of electric, combination electric and gas
and natural gas utilities during the ten years ended 2010. They have consistently been
lower for the last five years. However, such a comparison would not be complete without
a comparison of earned ROEs with authorized ROEs, as shown on pages 10 through 13 of
Schedule PMA-1. The authorized ROEs are those reported in AUS Utility Reports for
the last month of each year representing the authorized ROEs in effect during the
previous year, rather than the outcomes of rate cases decided during the year. Hence,
these authorized ROEs represent the revenue requirements of each year which give rise to
the earned ROEs in each year. Water utilities generally, consistently and dramatically
earned far below their authorized ROEs, while electric and combination electric and gas
utilities earned above their authorized ROEs in some years and below in others. In

contrast, natural gas utilities generally, consistently and dramatically earned above their
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authorized ROEs. Notwithstanding the closing of the gap between the average authorized

ROEs for the various utility groups over the ten year period, for the majority of the

-period, water utilities have failed to earn their average authorized ROE with earned ROEs

significantly lower than authorized, a likely contributing factor to the greater risk
indicated by the previously discussed coverage metrics.

In view of all of the foregoing, it is clear that the investment risk of water utilities
has increased over the most recent ten years and that water utilities currently face greater
investment risk relative to electric, combination electric and gas and natural gas utilities.
Therefore, Mr. Rigsby should have limited his analysis to the proxy group of four water
utilities.

Does Bermuda face additional business risk?

Yes. Bermuda faces additional extraordinary business risk due to its smaller size relative
to the proxy group. As discussed above, the greater the level of risk, the greater the rate
of return demanded / required by investors, consistent with the basic financial precept of
risk and return. Therefore an upward adjustment to the corrected common equity cost
rate is necessary to reflect the smaller size of Bermuda and will be discussed
subsequently.

Please explain how Bermuda’s smaller size increases its business risk relative to the
proxy groups.

As will be discussed subsequently, Bermuda’s smaller size, $19.012 million in estimated
market capitalization relative to the average market capitalization of $1.209 billion for the
four water companies, shown on page 1 of Schedule PMA-8, indicates greater relative

business risk because all else equal, size has a bearing on risk. It is clear, too, that on a

14




1 relative basis, water utilities on average are smaller in terms of market capitalization than

2 electric, combination electric and gas and natural gas utilities, as demonstrated on page 5
3 of Schedule PMA-1, which shows the market capitalization of each utility for the ten
4 years ended 2010.
5 Q. Please explain why size has a Bearing on business risk.
: 6 A. It is conventional wisdom, supported by actual returns over time, that smaller companies
7 tend to be more risky causing investors to expect greater returns as compensation for that
8 risk. Smaller companies are simply less able to cope with significant events which affect
9 sales, revenues and earnings. For example, in general, the loss of revenues from a few
10 larger customers would have a greater effect on a small company than on a much larger
11 company with a larger, more diverse, customer base. Moreover, smaller companies are
2 generally less diverse in their operations as well as experiencing less financial flexibility.
13 In addition, the effect of extreme weather conditions, i.e., prolonged droughts or
14 extremely wet weather, will have a greater affect upon a small operating water utility than
15 upon the much larger, more geographically diverse holding companies.
16 Further evidence of the risk effects of size include the fact that investors demand
‘ 17 greater returns to compensate for the lack of marketability and liquidity of the securities
} 18 of smaller firms. That it is the use of funds invested and not the source of those funds
19 which gives rise to the risk of any investment is a basic financial principle®. Therefore,
20 because Bermuda is the regulated utility to whose jurisdictional rate base the overall cost
21 of capital allowed by the Commission will be applied, the relevant risk reflected in the

Brealey, Richard A. and Myers, Stewart C., Principles of Corporate Finance (McGraw-Hill Book Company,
2006) 204-205.
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1 cost of capital must be that of Bermuda, including the impact of its small size on common

2 equity cost rate. As noted above, Bermuda is smaller than the average proxy group
3 company based upon the results of a study of the market capitalization of the four water
4 companies as shown on Schedule PMA-8.
5 In addition, Brigham’ states:
6 A number of researchers have observed that portfolios of small-firms have
7 earned consistently higher average returns than those of large-firms stocks;
8 this is called “small-firm effect.” On the surface, it would seem to be
9 advantageous to the small firms to provide average returns in a stock
10 market that are higher than those of larger firms. In reality, it is bad news
11 for the small firm; what the small-firm effect means is that the capital
12 market demands higher returns on stocks of small firms than on otherwise
13 similar stocks of the large firms. (italics added)
14
15  Financial Risk
16 Q. Please define financial risk and explain why it is important to the determination of a
17 fair rate of return.
18 A Financial risk is the additional risk created by the introduction of senior capital, i.e., debt
19 and preferred stock, into the capital structure. The higher the proportion of senior capital
20 in the capital structure, the higher the financial risk which must be factored into the
21 common equity cost rate, consistent with the previously mentioned basic financial
22 principle of risk and return, i.e., investors demand a higher common equity return as
23 compensation for bearing higher investment risk.
24 As will be discussed below, Mr. Rigsby’s recommended capital structure ratios
25 consisting of 40% long-term debt and 60% common equity are less financially risky than
26 his average proxy water company. Therefore, it is necessary to reflect the lower financial

Brigham, Eugene F., Fundamentals of Financial Management, Fifth Edition (The Dryden Press, 1989) 623.
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risk of his recommended common equity ratio in a corrected common equity cost rate, as
will be discussed subsequently. In addition, should the Commission decide to utilize the
Florida Leverage Formula updated for 2011 but adopt Mr. Rigsby’s recommended capital
structure ratios, I will demonstrate how his recommended common equity cost rate of
9.00% does not reflect greater financial risk relative to Bermuda’s actual capital structure

which consists of 100% common equity.

The Efficient Market Hypothesis (EMH)

Please describe the conceptual basis of the EMH.
The EMH, which is the foundation of modern investment theory, was pioneered by
Eugene F. Fama® in 1970. An efficient market is one in which security prices reflect all
relevant information all the time, with the implication that prices adjust instantaneously to
new information, thus reflecting the intrinsic fundamental economic value of a security.’
The generally-accepted “semistrong” form of the EMH asserts that all publicly
available information is fully reflected in securities prices, i.e., that fundamental analysis
cannot enable an investor to “out-perform the market” in the long-run as noted by Brealey
and Myers'®. The “semistrong” form of the EMH is generally held to be true because the
use of insider information often enables investors to earn excessive returns by
“outperforming the market” in the short-run. This means that all perceived risks and

publicly-available information are taken into account by investors in the prices they pay

10

Fama, Eugene F., “Efficient Capital Markets: A Review of Theory and Empirical Work” (Journal of Finance,
May 1970) 383-417.

Morin, Roger A., New Regulatory Finance (Public Utility Reports, Inc., 2006) 279-281.

Brealey, Richard A. and Myers, Stewart C., Principles of Corporate Finance First Edition, (McGraw-Hill,
1996) 329.
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for securities, such as bond/credit ratings, discussions about companies by bond/credit
rating agencies and investment analysts as well as the discussions of the various common
equity cost rate methodologies (models) in the financial literature. In an attempt to
emulate investor behavior, a limited number of common equity cost rate models, such as
one or two, should not be relied upon exclusively in determining a cost rate of common
equity and the results of multiple cost of common equity models should be taken into
account. In addition, the academic literature provides substantial support for the need to
rely upon multiple cost of common equity model in arriving at a recommended common
equity cost rate."!

Are the cost of common equity models Mr. Rigsby uses market-based models, and
hence based upon the EMH?

Yes. The DCF model is market-based in that market prices are utilized in developing the
dividend yield component of the model. The CAPM is market-based in that risk-free rate
is market-based and the use of betas to determine the equity risk premium also reflects the
market’s assessment of market/systematic risk as betas are derived from regression
analyses of market prices. Therefore, the cost of common equity models Mr. Rigsby

utilized are market-based models, and hence based upon the EMH.

Discounted Cash Flow Model (DCF)

What is the theoretical basis of the DCF model?

The theory underlying the DCF model is that the present value of an expected future

Morin 428-431.

Brigham, Eugene F. and Gapenski, Louis C., Financial Management — Theory and Practice Fourth Edition,
(The Dryden Press, 1985) 256.

Brigham, Eugene F. and Daves, Phillip R., Intermediate Financial Management, (Thomson-Southwestern,
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stream of net cash flows during the investment holding period can be determined by
discounting those cash flows at the cost of capital, or the investors’ capitalization rate.
DCF theory indicates that an investor buys a stock for an expected total return rate which
is derived from cash flows received in the form of dividends plus appreciation in market
price (the expected growth rate). Mathematically, the dividend yield on market price plus
a growth rate equals the capitalization rate, i.e., the total common equity return rate
expected by investors.

Please comment on the applicability of the DCF model in establishing a cost of
common equity for Bermuda.

The extent to which the DCF is relied upon should depend upon the extent to which the
cost rate results differ from those resulting from the use of other cost of common equity
models because the DCF model has a tendency to mis-specify investors' required return
rate when the market value of common stock differs significantly from its book value.
Mathematically, because the “simplified” DCF model traditionally used in rate
regulation assumes a market-to-book ratio of one, it understates/overstates investors'
required return rate when market value exceeds/is less than book value. It does so
because, in many instances, market prices reflect investors' assessments of long-range
market price growth potentials (consistent with the infinite inv.estment horizon implicit
in the standard regulatory version of the DCF model) not fully reflected in analysts'
shorter range forecasts of future growth for earnings per share (EPS) and dividends per
share (DPS) accounting proxies. Thus, the market-based DCF model will result in a

total annual dollar return on book common equity equal to the total annual dollar return

2007) 332-333.
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expected by investors only when market and book values are equal, a rare and unlikely
situation. In recent years, the market values of utilities’ common stocks have been well
in excess of their book values as shown on page 1 of Schedule PMA-8 ranging between
168.1% and 255.3% for Mr. Rigsby’s proxy group of four water companies.

Roger A. Morin has confirmed this tendency of the DCF by statingn:

The third and perhaps most important reason for caution and skepticism is

that application of the DCF model produces estimates of common equity

cost that are consistent with investors’ expected return only when stock

price and book value are reasonably similar, that is when the M/B is close

to unity. As shown below, application of the standard DCF model to utility

stocks understates the investor’s expected return when the market-to-book

(M/B) ratio of a given stock exceeds unity. This is particularly relevant in

the capital market environment of the 1990s and 2000s, where utility stocks

are trading at M/B ratios well above unity and have been for nearly two

decades. The converse is also true, that is, the DCF model overstates that

investor’s return when the stock’s M/B ratio is less than unity. The reason

for the distortion is that the DCF market return is applied to a book value

rate base by the regulator, that is, a utility’s earnings are limited to earnings

on a book value rate base. (italics added)

Under the DCF model, the rate of return investors require is related to the price
paid for a security. Thus, market prices form the basis of investment decisions and
investors’ expected rates of return. In contrast, a regulated utility is limited to earning on
its net book value (depreciated original cost) rate base. Market values can diverge from
book values for a myriad of reasons including, but not limited to, earnings per share
(EPS) and dividends per share (DPS) expectations, merger / acquisition expectations,
interest rates, etc. Thus, when market values are grossly disparate from their book

values, a market-based DCF cost rate applied to the book value of common equity will

not reflect investors’ expected common equity cost rate. It will either overstate the

12

Roger A. Morin, New Regulatory Finance, Public Utility Reports, 2006, 434,
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common equity cost rate (without regard to any adjustment for flotation costs which
may, at times, be appropriate) when market value is less than book value or understate
the cost rate when market value is, as here, above book value.

This indicates the need to better match market prices with investors' longer range
growth expectations embedded in those prices. However, the understatement /
overstatement of investors' required return rate associated with the application of the
market price-based DCF model to the book value of common equity clearly illustrates
why reliance upon a single common equity cost rate model should be avoided.

Is it reasonable to expect the market values of utilities' common stocks to continue
to sell well above their book values?

Yes. I believe that the common stocks of utilities will continue to sell substantially
above their book values, because many investors, especially individuals who
traditionally committed less capital to the equity markets, will likely continue to commit
a greater percentage of their available capital to common stocks in view of lower interest
rate alternative investment opportunities and to provide for retirement. The recent past
and current capital market environment is in stark contrast to the late 1970's and early
1980's when very high (by historical standards) yields on secured debt instruments in
public utilities were available. Despite the fact the U. S. / global economies and capital
markets are recovering falteringly from the recent “Great Recession,” utility stocks have
continued to sell at market prices well above their book values.

Traditional rate base/rate of return regulation, where a market-based common
equity cost rate is applied to a book value rate base, presumes that market-to-book ratios

are one. However, there is ample empirical evidence over sustained periods which
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demonstrate that this is an incorrect presumption. Market-to-book ratios of one are
rarely the case as there are many factors affecting the market price of common stocks, in
addition to earnings. Moreover, allowed ROEs have a limited effect on utilities'
market/book ratios as market prices of common stocks are influenced by a number of

other factors beyond the direct influence of the regulatory process.
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For example, Phillips" states:

Many question the assumption that market price should equal book value,
believing that 'the earnings of utilities should be sufficiently high to
achieve market-to-book ratios which are consistent with those prevailing
for stocks of unregulated companies.'

In addition, Bonbright14 states:

In the first place, commissions cannot forecast, except within wide limits,
the effect their rate orders will have on the market prices of the stocks of
the companies they regulate. In the second place, whatever the initial
market prices may be, they are sure to change not only with the changing
prospects for earnings, but with the changing outlook of an inherently
volatile stock market. In short, market prices are beyond the control,
though not beyond the influence of rate regulation. Moreover, even if a
commission did possess the power of control, any attempt to exercise it ...

would result in harmful, uneconomic shifts in public utility rate levels.
(italics added)

In view of the foregoing, a mismatch results in the application of the DCF model

as market prices reflect long range expectations of growth in market prices (consistent

with the presumed infinite investment horizon of the standard DCF model), while the

short range forecasts of growth in accounting proxies, i.e., EPS and DPS, do not reflect

Charles F. Phillips, Jr., The Regulation of Public Utilities-Theory and Practice, (Public Utility Reports,
Inc., 1993) 395

James C. Bonbright, Albert L. Danielsen and David R. Kamerschen, Principles of Public Utility Rates,
1988, Public Utilities Reports, Inc., Arlington, VA, p. 334.
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the full measure of growth (market price appreciation) expected in per share market
value.

On page 17, lines 11-13, Mr. Rigsby states that “[t]he market price of a utility’s
common stock will tend to move toward book value, or a market-to-book ratio of
1.0, if regulators allow a rate of return that is equal to the cost of capital.” Please
comment.

Such a statement assumes that there is a direct relationship between earnings and market-
to-book ratios. In addition, such a statement is inconsistent with the fact discussed above
that “market prices are beyond the control, though not beyond the influence of rate
regulation.” As also noted above, there are many factors affecting market prices, in
addition to earnings.

In the competitive environment, there is no evidence of any direct and exclusive
relationship between market-to-book ratios and earned return on common equity (ROE),
which for public utilities is based upon the authorized ROE. While traditional rate
base/rate of return regulation presumes that .market-to-book ratios equal one, there is
ample empirical evidence over sustained periods of time which demonstrate that this is an
incorrect presumption as discussed in my prepared direct testimony at pages 31 through
35.

Since regulation acts as a surrogate for competition, it is reasonable to look to the
competitive environment for evidence of a direct relationship between market-to-book
ratios and earned ROE. To determine if his contention of such a direct relationship has
any merit, [ observed the market-to-book ratios and the earned ROEs for the S&P

Industrial Index and the S&P 500 Composite Index over a long period of time. On
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Schedule PMA-2 I have shown the market-to-book ratios, earned ROEs, annual inflation
rates and ROEs net of the annual rates of inflation for each year from 1947 through 2010,
the latest year for which the information is available. In only one year, 1949, did the S&P
Industrials have a market-to-book ratio of 1.00 time. In all of the other years, the market-
to-book ratios exceeded 1.00 time. In no year did the market-to-book ratio fall below 1.00
time. In 1949, the only year the market-to-book ratio was 1.00 (or 100%), the real rate of
earnings on book equity, adjusted for deflation, was 18.1% (16.3% + 1.8%). In contrast,
in 1961, the S&P Industrials had a market-to-book ratio of 2.01 times, while experiencing
a rate of earnings on book equity (adjusted for inflation) of only 9.1% (9.8% - 0.7%). In
2010, the estimated average market-to-book ratio of the S&P 500 Composite was 1.92
times, while the average rate of earnings on book equity (adjusted for inflation) was
10.9%.
The foregoing information, and all of the information shown on Schedule
PMA-2 shows that competitive unregulated companies have never sold below book
value, on average and have sold at their book value in only one year since 1947. These
data also show that there is no relationship between ROE (either the nominal rate or the
real earnings rate, i.e., the nominal rate less inflation or plus deflation for the only two
years in which deflation occurred, 1949 and 1954 and the market-to-book ratio. It is
illogical that investors would pay 2.56 times book value to earn an ROE net of inflation
of 13.8% in 1989, yet would pay 2.77 times book value to earn a rate, net of inflation, of
only 7.7% in 1991.
Because of the nearly 65 years in the period, it cannot validly be argued that the

expected trend would be different because the market-to-book ratios best relate to future
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years. The foregoing data, and all of the data on Schedule PMA-2 demonstrate that Mr.
Rigsby’s comments are a distortion of reality
Is it appropriate to apply Mr. Rigsby’s DCF-derived water company common equity
cost rate of 9.28% to the book value of common equity?
No. A DCF-derived common equity cost rate will understate the investors’ required
return when it is applied to a book value significantly lower than market value. Under the
DCF model, the rate of return investors require is related to the price paid for a security.
Because a regulated utility is limited to earning on its net book value (depreciated original
costj rate base and market values can diverge from book values for a myriad of reasons
including a market-based DCF cost rate applied to the book value of common equity will
not reflect investors’ expected common equity cost rate when market values are grossly
disparate from their book values.

Mr. Rigsby’s water company DCF cost rate, 9.28% is based upon average
adjusted dividend yield of 3.29% plus an average estimate of growth of 6.17%, as shown
on Schedules WAR-2, WAR-3 and WAR-4. As can be derived from Schedule PMA-3,
the average market to book ratio of Mr. Rigsby’s water proxy group is 184.4% based
upon the group’s average market price of $24.403 and average book value of $13.236. 1
have demonstrated the inadequacy of Mr. Rigsby’s DCF cost rate on Schedule PMA-3,
which demonstrates that there is no realistic opportunity to earn the market-based rates of
return on book value. In this example, the investor expects a total return rate of 9.28%
for his water proxy group. The 9.28% market-based cost rate for the water proxy group
implies an annual return of $2.265 consisting of $0.759 in dividends and $1.506 in

growth (market-price appreciation). When the 9.28% return rate is applied to the average
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book value of the proxy group, $13.236, the opportunities for total annual returns is just
$1.228. With annual dividends of $0.759, there are opportunities to earn only $0.469 in
market-price appreciation which is a mere 1.92% on market price in contrast to the 6.17%
average growth in market price expected by investors for the group. There is no possible
way to achieve the expected growth of $1.506 (6.17%) related to an average market price
of $23.280, for the proxy group, absent a huge cut in annual cash dividends, an
unreasonable expectation since such an action by a board of directors is usually indicative
of an extremely adverse financial condition. Of course, if the converse situation exists
(market prices substantially below their book values), a market-based DCF cost rate
applied to the book value of common equity would overstate the cost rate.

Do you agree with Mr. Rigby’s reliance upon sustainable growth DCF analysis?

No. Mr. Rigsby’s DCF growth rate utilizes the sustainable growth methodology for
determining the growth rate component. He calculates sustainable growth for his proxy
companies as derived on Schedule WAR-5 and summarized on Schedule WAR-4. On
pages 1-4 Schedule WAR-S, it can be seen that the return on equity utilized in Mr.
Rigsby’s growth rate analysis is based upon both historical, 2011, 2012 and five-year
expectations by Value Line.

If the Commission chooses to adopt Mr. Rigsby’s sustainable growth
methodology, given the economic and market turmoil of the last several years and the
current faltering recovery, it is not reasonable to rely upon historical sustainable growth
or even sustainable growth expected in the near future, 2011 and 2012. If one is to use the
sustainable growth methodology, one should use the sustainable growth rates derived

from the 2014-2016 Value Line projections shown on Schedule WAR-5.
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Q. What would Mr. Rigsby’s DCF results have been had he correctly relied upon
projected internal growth.

A. As shown on Schedule PMA-4, the DCF result is for the four water companies 11.60%
using projected sustainable, or internal, growth rates. However, a cost rate of 11.60% is
understated because it does not reflect the additional business risk of Bermuda due to its
smaller size or its lower financial risk relative to the water companies as discussed above.

The Capital Asset Pricing Model (CAPM)

Q. Please explain the theoretical basis of the CAPM.

A. CAPM theory defines risk as the covariability of a security's returns with the market's
returns as measured by beta (B). A beta less than 1.0 indicates lower variability while a
beta greater than 1.0 indicates greater variability than the market.

The CAPM assumes that all other risk, i.e., all non-market or unsystematic risk,
can be eliminated through diversification. The risk that cannot be eliminated through
diversification is called market, or systematic, risk. In addition, the CAPM presumes that
investors require compensation only for these systematic risks which are the result of
macroeconomic and other events that affect the returns on all assets. The model is applied
by adding a risk-free rate of return to a market risk premium, which is adjusted
proportionately to reflect the systematic risk of the individual security relative to the total

market as measured by beta. The traditional CAPM model is expressed as:
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R = Rf+B(Rm- Ry
Where: R, = Return rate on the common stock
Rs = Risk-free rate of return
Ru = Return rate on the market as a whole
B = Adjusted beta (volatility of the security

relative to the market as a whole)

Numerous tests of the CAPM have measured the extent to which security returns
and betas are related as predicted by the CAPM confirming its validity. The empirical
CAPM (ECAPM) reflects the reality that while the results of these tests support the
notion that beta is related to security returns, the empirical Security Market Line (SML)
described by the CAPM formula is not as steeply sloped as the predicted SML. Morin'’
states:

With few exceptions, the empirical studies agree that ... low-beta

securities earn returns somewhat higher than the CAPM would predict,
and high-beta securities earn less than predicted.

* ok %k

Therefore, the empirical evidence suggests that the expected return on a
security is related to its risk by the following approximation:

K = Rrp+xBRMm-Rp) +(1-x) B(Rm - Rp)
where x is a fraction to be determined empirically. The value of x that
best explains the observed relationship Return = 0.0829 + 0.0520 B is
between 0.25 and 0.30. If x = 0.25, the equation becomes:

K = Rp+0.25(Rym - Rp) + 0.75 B(Rym - Rp)'®

15

16

Morin 175.

Morin 190.
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In view of theory and practical research, it is conservatively appropriate to apply the
traditional CAPM and the ECAPM and average the results.

Do you agree with Mr. Rigsby’s application of the CAPM?

No. Mr. Rigsby’s application of the CAPM is flawed for several reasons. First, he
incorrectly relied upon an historical estimate of the yield on 5-year U.S. Treasury
securities as the risk-free rate. Second, he relied, in part, upon the geometric mean
historical large company stock return. Third, he relied upon the historical total returns on
an intermediate-term U.S. Treasury security rather than the more correct income returns.
Finally, he did not utilize the ECAPM as described above.

Please comment upon Mr. Rigsby’s selection of the risk-free rate.

Mr. Rigsby utilized an historical 8-week average yield on 5-year U.S. Treasury securities
as stated in lines 10-14 on page 32 of his direct testimony. This is incorrect for two
reasons. First, because both ratemaking and the cost of capital, including common equity,
are prospective, the risk-free rate for a CAPM analysis should be forward looking.
Second, using the yield on 5-year U.S. Treasury securities is not consistent with either the
in perpetuity investment horizon assumed in the DCF model used by Mr. Rigsby, the
concept of the long-term cost of capital or the life of the typical utility rate base.

Why is the prospective yield on long-term U.S. Treasury Bonds appropriate for use
as the risk-free rate?

The prospective yield is appropriate for use as the risk-free component in a CAPM
analysis because it is consistent with the prospective nature of both ratemaking and the

cost of capital. In addition, the yield on long-term U.S. Treasury T-Bonds is almost risk-
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free and its term is consistent with the long-term cost of capital to public utilities
measured by the yields on A rated public utility bonds, the long-term investment horizon
inherent in utilities’ common stocks, the long-term investment horizon presumed in the
standard DCF model employed in regulatory ratemaking, and the long-term life of the
jurisdictional rate base to which the allowed fair rate of return, i.e., cost of capital will be
applied. In contrast, short-term U.S. Treasury yields are more volatile and largely a
function of Federal Reserve monetary policy.

In addition, noted in the Ibbotson® SBBI® — 2011 Valuation Yearbook — Market

Results for Stocks, Bonds, Bills and Inflation — 1926-2010 (SBBI — 2011)"7:

Although the equity risk premia of several horizons are available, the long-
horizon equity risk premium is preferable for use in most business-
valuation settings, even if an investor has a shorter time horizon.
Companies are entities that generally have no defined life span; when
determining a company’s value, it is important to use a long-term discount
rate because the life of the company is assumed to be infinite. For this
reason, it is appropriate in most cases to use the long-horizon equity risk
premium for business valuation.

The 30-year bond that the Treasury recently began issuing again is
theoretically more correct due to the long-term nature of business
valuation. . .
Please comment upon Mr. Rigsby’s calculation of the market equity risk premium.
Mr. Rigsby “used both a geometric and an arithmetic mean of the historical total returns

on the S&P 500 index from 1926 to 2010 as the proxy for the market rate of return (Ry,)”

as stated on lines 6-9 on page 33 of his direct testimony. Mr. Rigsby then deducted “the

17

Ibbotson® SBBI® — 2011 Valuation Yearbook — Market Results for Stocks, Bonds, Bills and Inflation — 1926-
2010 (SBBI-2011) 55.
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geometric mean of the total returns on intermediate-term government bonds for the same
eighty-four [sic] year period” as stated on lines 9-10 on page 33. This is incorrect for
four reasons. First, the geometric mean is not appropriate for cost of capital purposes.
Second, the intermediate-term government bond is not appropriate for cost of capital
purposes as discussed above. Third, the use of total returns in the risk-free component of
the market equity risk premium is not appropriate. Four, he did not utilize a forecasted
market equity risk premium.

Why is the geometric mean historical return inappropriate when estimating the cost
of capital?

The arithmetic mean return rates and yields (income returns) are appropriate for cost of
capital purposes as noted in the SBBI — 2011. Arithmetic mean return rates and yields
are appropriate because ex-post (historical) total returns and equity risk premiums differ
in size and direction over time, providing insight into the variance and standard deviation
of returns. Because the arithmetic mean captures the prospect for variance in returns and
equity risk premiums, it provides the valuable insight needed by investors in estimating
future risk when making a current investment. Absent such valuable insight into the
potential variance of returns, investors cannot meaningfully evaluate prospective risk. If
investors alternatively relied upon the geometric mean of ex-post equity risk premiums,
they would have no insight into the potential variance of future returns because the
geometric mean relates the change over many periods to a constant rate of change,
thereby obviating the year-to-year fluctuations, or variance, critical to risk analysis.

The financial literature is quite clear on this point, that risk is measured by the
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1 variability of expected returns, i.e., the probability distribution of returns.'® In addition,
2 Weston and Brigham'® provide the standard financial textbook definition of the riskiness
3 of an asset when they state:
4 The riskiness of an asset is defined in terms of the likely variability of
5 Sfuture returns from the asset. (emphasis added)
6
7 And Morin states®:
8 The geometric mean answers the question of what constant return you
9 would have to achieve in each year to have your investment growth match
10 the return achieved by the stock market. The arithmetic mean answers the
11 question of what growth rate is the best estimate of the future amount of
12 money that will be produced by continually reinvesting in the stock
13 market. It is the rate of return which, compounded over multiple periods,
14 gives the mean of the probability distribution of ending wealth. (emphasis
15 added)
16
17 In addition, Brealey and Myers®' note:
8 The proper uses of arithmetic and compound rates of return from past
19 investments are often misunderstood. . . Thus the arithmetic average of
20 the returns correctly measures the opportunity cost of capital for
21 investments. . . Moral: If the cost of capital is estimated from historical
22 returns or risk premiums, use arithmetic averages, not compound annual
23 rates of return. (italics in original)
24
25 Also, Giaacchino and Lesser?” state:
26 The appropriateness of using either a geometric or arithmetic mean
27 depends on the context.'*(footnote omitted) If you are evaluating the past
28 performance of a stock, the geometric mean is appropriate: it represents
29 the compound average return over time.
30
31 % % X
; 18 Brigham (1989) 639.
| 19 Weston, J. Fred and Brigham, Eugene F., Essentials of Managerial Finance Third Edition (The Dryden
Press, 1974) 272.
| 20 Morin 133.
| . u Brealey and Myers 146-147.
2 Giaacchino, Leonardo R. and Lesser, Jonathan A., Principles of Utility Corporate Finance (Public Utilities
i
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If, instead, you wish to estimate future growth, you need to use an

arithmetic mean . . . compounding the stock at the arithmetic mean . . .

gives us the expected (average) stock price . . . compounding at the

geometric mean leads to the median stock price.

As previously discussed, investors gain insight into relative riskiness by analyzing
expected future variability. This is accomplished by the use of the arithmetic mean of a
distribution of returns / premiums. Only the arithmetic mean takes into account all of the
returns / premiums, hence, providing meaningful insight into the variance and standard
deviation of those returns / premiums.

Can it be demonstrated that the arithmetic mean takes into account all of the
returns and therefore, that the arithmetic mean is appropriate to use when
estimating the opportunity cost of capital in contrast to the geometric mean?

Yes. Pages 1 through 3 of Schedule PMA-5 graphically demonstrate this premise. It is
clear from observing the year-to-year variation (the returns on large company stocks for
each and every year, 1926 through 2010 on page 1), that stock market returns, and hence,
equity risk premiums, vary. |

There is a clear bell-shaped pattern to the probability distribution of these returns
shown on page 2, an indication that they are randomly generated and not serially
correlated. The arithmetic mean of this distribution of returns considers each and every
return in the distribution, taking into account the standard deviation or likely variance
which may be experienced in the future when estimating the rate of return based upon

such historical returns. In contrast, page 3 demonstrates that when the geometric mean is

calculated, only two of the returns are considered, namely the initial and terminal years,

Reports, Inc., 2011) 38-41 and 233-234.




10

11

13

14

15

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

i.e,, 1926 and 2010. Based upon only those two years, a constant rate of return is
calculated by the geometric average. That constant return is graphically represented by a
flat line, showing no year-to-year variation, over the entire 1926 to 2010 time period,
which is obviously far different from reality, based upon the probability distribution of
returns shown on page 2 and demonstrated on page 1.

Consequently, only the arithmetic mean takes into account the standard deviation
of returns which is critical to risk analysis. The geometric mean is appropriate only when
measuring historical performance and should not be used to estimate the investors
required rate of return.

You stated earlier that it is incorrect to use the historical total return on U.S.
Treasury securities as the risk-free component of the equity risk premium. Please
comment.

Using the total return on U.S. Treasury securities is not appropriate as the risk-free
component of the equity risk premium because it is not a truly risk-free rate. As indicated
on pages 55 and 56 of the SBBI 2011 (pages 8 and 9 of Schedule PMA-5), it is:

Another point to keep in mind when calculating the equity risk

premium is that the income return on the appropriate-horizon Treasury

security, rather than the total return, is used in the calculation. The total

return is comprised of three return components: the income return, the

capital appreciation return, and the reinvestment return. The income

return is defined as the portion of the total return that results from a

periodic cash flow or, in this case, the bond coupon payment. The

capital appreciation return results from the price change of a bond over

a specific period. Bond prices generally change in reaction to

unexpected fluctuations in yields. Reinvestment return is the return on

a given month’s investment income when reinvested into the same

asset class in the subsequent months of the year. The income return is

thus used in the estimation of the equity risk premium because it
represents the truly riskless portion of the return.* (foomote omitted)
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Anticipated changes in yields are assessed by the market and figured

into the price of a bond. Future changes in yields that are not

anticipated will cause the price of the bond to adjust accordingly. Price

changes in bonds due to unanticipated changes in yields introduce price

risk into the total return. Therefore, the total return on the bond series

does not represent the riskless rate of return. The income return better

represents the unbiased estimate of the purely riskless rate of return,

since an investor can hold a bond to maturity and be entitled to the

income return with no capital loss. (italics added)

Hence, it is appropriate to use the income return and not the total return on long-
term U.S. government bonds when calculating a market equity risk premium.
You also stated earlier that Mr. Rigsby failed to utilize a forecasted market equity
risk premium. Please comment.
Once again, because both ratemaking and the cost of capital, including the cost rate of
common equity are prospective, a prospective market equity risk premium is essential.
The basis of the forecasted or prospective market equity risk premium can be found on
note 1 on page 2 of Schedule PMA-6. Consistent with the development of the risk-free
rate component of Mr. Rigby’s CAPM analysis, it is derived from an average of the most
recent eight weeks ending August 12, 2011 3-5 year median market price appreciation
potentials by Value Line plus an average of the median estimated dividend yield for the
common stocks of the 1,700 firms covered in Value Line’s Standard Edition.

The average median expected price appreciation is 59% which translates to a
12.29% annual appreciation and, when added to the average (similarly calculated) median
dividend yield of 1.99% equates to a forecasted annual total return rate on the market as a

whole of 14.28%. The forecasted total market equity risk premium of 9.61% is derived by

deducting the August 1, 2011 Blue Chip Financial Forecasts consensus estimate of about
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50 economists of the expected yield on 30-year U.S. Treasury Notes for the six calendar
quarters ending with the fourth calendar quarter 2012 of 4.67% as derived in note 1 on
page 2 of Schedule PMA-6 (9.61% = 14.28% - 4.67%)).

Averaging this 9.61% Value Line forecasted equity risk premium with a correctly
derived long-term historical market equity risk premium, i.e. using the arithmetic mean
long-term historical total returns on large company common stocks and the arithmetic
mean long-term historical income return on long-term U.S. Treasury securities, of 6.70%
as derived in note 1 on page 2 of Schedule PMA-6 yields a market equity risk premium of
8.16% (8.16% = (9.61% + 6.70%)/2).

What would be the results of an application of the traditional and empirical CAPM
to Mr. Rigsby’s proxy group using a correctly calculated risk-free rate and market
equity risk premium as discussed above?

As shown on Schedule PMA-6, page 1, the average traditional CAPM cost rate is 10.79%
for the four water companies and the average ECAPM cost rate is 11.30%. Thus, as
shown on column 6 on page 1, the CAPM cost rate applicable to the proxy group of four
water companies is 11.05% based upon an average of the traditional CAPM and ECAPM
results for Mr. Rigsby’s proxy group. However, a cost rate of 11.05% is still understated
because it does not reflect the additional business risk of Bermuda due to its smaller
relative size or its lower relative financial risk as discussed above.

Does the use of adjusted betas in a traditional CAPM model render that model the
equivalent of the ECAPM model?

No. Using adjusted betas in a CAPM analysis is not equivalent to the ECAPM. Betas are

adjusted because of the general regression tendency of betas to converge toward 1.0 over
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time, i.e., over successive calculations of beta. As noted above, numerous studies have

determined that the SML described by the CAPM formula at any given moment in time is

not as steeply sloped as the predicted SML. Morin® states:

Some have argued that the use of the ECAPM is inconsistent with the use
of adjusted betas, such as those supplied by Value Line and Bloomberg.
This is because the reason for using the ECAPM is to allow for the
tendency of betas to regress toward the mean value of 1.00 over time, and,
since Value Line betas are already adjusted for such trend [sic], an
ECAPM analysis results in double-counting. This argument is erroneous.
Fundamentally, the ECAPM is not an adjustment, increase or decrease, in
beta. This is obvious from the fact that the expected return on high beta
securities is actually lower than that produced by the CAPM estimate. The
ECAPM is a formal recognition that the observed risk-return tradeoff is
flatter than predicted by the CAPM based on myriad empirical evidence.
The ECAPM and the use of adjusted betas comprised two separate
features of asset pricing. Even if a company’s beta is estimated accurately,
the CAPM still understates the return for low-beta stocks. Even if the
ECAPM is used, the return for low-beta securities is understated if the
betas are understated. Referring back to Figure 6-1, the ECAPM is a
return (vertical axis) adjustment and not a beta (horizontal axis)
adjustment. Both adjustments are necessary.

Moreover, the slope of the SML should not be confused with beta. As Brigham

24 states™ :

25 The slope of the SML reflects the degree of risk aversion in the economy —

26 the greater the average investor’s aversion to risk, then (1) the steeper is
3 27 the slope of the line, (2) the greater is the risk premium for any risky asset,

28 and (3) the higher is the required rate of return on risky assets.'?

29

30 12Students sometimes confuse beta with the slope of the SML. This is a

31 mistake. As we saw earlier in connection with Figure 6-8, and as is

32 developed further in Appendix 6A, beta does represent the slope of a line,

33 but not the Security Market Line. This confusion arises partly because the

34 SML equation is generally written, in this book and throughout the finance

B Morin 191.

# Brigham and Gapenski 203.
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literature, as ki = Rg + bi(km — Rg), and in this form b; looks like the slope

coefficient and (km — Rf) the variable. It would perhaps be less confusing

if the second term were written (km — Rr)b;, but this is not generally done.

Regulatory support for the ECAPM can be found in the New York Public Service
Commission’s Generic Financing Docket, Case 91-M-0509. Also, the Regulatory
Commission of Alaska has stated®:

Although we primarily rely upon Tesoro’s recommendation, we are

concerned, however, about Tesoro’s CAPM analysis. Tesoro averaged the

results it obtained from CAPM and ECAPM while at the same time

providing empirical testimony®® that the ECAPM results are more

accurate then [sic] traditional CAPM results. The reasonable investor

would be aware of these empirical results. Therefore, we adjust Tesoro’s

recommendation to reflect only the ECAPM result. (footnote omitted)

Thus, using adjusted betas in an ECAPM analysis is not incorrect nor inconsistent
with either their financial literature or regulatory precedent. Notwithstanding empirical
and regulatory support for the use of only the ECAPM, my CAPM analysis, which
includes both the traditional CAPM and the ECAPM, is a conservative approach resulting
in a reasonable estimate of the cost of common equity.

What would Mr. Rigsby’s recommended common equity cost rate based upon the
corrections discussed above?

It is 10.32% based upon the common equity cost rates resulting from the application of a
corrected DCF and CAPM to the four water companies, as adjusted for financial and
business risks due to Bermuda’s lower financial risk and smaller relative size.

The results of correcting Mr. Rigsby’s DCF and CAPM applied to his four water

companies are summarized below:

25

In the Matter of the Correct Calculation and Use of Acceptable Input Data to Calculate the 1997, 1998,
1999, 2000, 2001 and 2002 Tariff Rates for the Intrastate Transportation of Petroleum over the
TransAlaska Pipeline System, Docket No P-97-4, Order No. 151, p. 146 (Reg. Comm’n AK 11/27/02).
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Table 1

Proxy Group
of Four
Water
Companies
Discounted Cash Flow Model 10.60%
Capital Asset Pricing Model 11.05
Indicated Common Equity Cost
Rate Before Adjustment for
Financial Risk and Business Risk 11.33%
Financial Risk Adjustment (0.98)
Business Risk Adjustment 0.5
Corrected Common Equity
Cost Rate 10.85%

Based upon these corrected common equity cost rate results, a common equity
cost rate of 11.33% is indicated for the four water companies before the financial and

business risk adjustments previously discussed.

Financial Risk Adjustment

Q.

Is there a way to quantify a financial risk adjustment due to Bermuda’s previously
discussed lower financial risk relative to the proxy group?

Yes. As shown on page 1 of Schedule WAR-1, Mr. Rigsby recommends a common
equity ratio of 60.00% which is higher than the average 2010 total equity ratio
maintained, on average, by the four water companies, 48.09% as shown on Schedule
PMA-7. Conversely, Mr. Rigsby’s recommended debt ratio of 40.00% is lower than the
average 2010 long-term debt ratio of the proxy group, 51.91%. Thus, Bermuda has lower

financial risk than the companies in his proxy group. Because investors require a higher /
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lower return in exchange for bearing higher / lower risk, a downward adjustment to the
common equity cost rate derived from the market data of the proxy group companies
which have a higher degree of financial risk than Bermuda is necessary.

An indication of the magnitude of the necessary financial risk adjustment is given
by the Hamada equation26, which un-levers and then re-levers betas based upon changes
in capital structure.

The Hamada equation un-levers the median beta of the proxy group of four water
companies of 0.75 with an average December 31, 2010 total equity ratio of 48.09% to
0.40 when applied to a 100% common equity ratio and then levers the beta to 0.63 using
Mr. Rigsby’s recommended common equity ratio of 60.00%. The re-levered beta,
applied to an 8.16% market risk premium and a 4.67% risk-free rate translates to a
9.81%”’ common equity cost rate. The difference between the 10.25% relevered beta
common equity cost rate and the result of the traditional CAPM for the proxy group with
a median beta of 0.75, 10.79%® is a negative 98 basis points (-0.98%). A downward
financial adjustment of 98 basis points (-0.98%), reflects the lower financial risk of
attributable to Mr. Rigsby’s recommend higher equity ratio of 60.00% compared with the
proxy group's average total equity ratio of 48.09% at December 31, 2010. The Hamada

Equation and calculations are as follows:

b, =b,[1+(1-T)YD/S)]
Where b, = Levered beta
b,= Un-levered beta

26

27
28

Brigham and Daves 533.

9.81% = (0.63 x 8.16%) + 4.67%.
10.79% = (0.75 x 8.16%) + 4.67%.
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T = Tax Rate
(D/8)=Debt to Common Equity Ratio

To un-lever the beta from a 48.09% average proxy group total equity ratio, the following
equation is used:

0.70=b,[1 + (1 -0.35) (51.91%/48.09%)]
When solved for b, , b, = 0.44, indicating that the beta for the proxy group of four water

companies would be 0.44 if their average capital structure contained 100% total equity.
To re-lever the beta relative to Mr. Rigsby’s recommended 60.00% common
equity ratio, the following equation is used:

b,=0.40 [1 + (1 - 0.35) (40.00%/60.00%)]
When solved for b,, b, = 0.63, indicating that the beta for the proxy group of four water

companies would be 0.63, if their average capital structure contained 60.00% common

equity.

Business Risk Adjustment

Q.

Is there a way to quantify a business risk adjustment due to Bermuda’s small size
relative to the proxy group as discussed above?

Yes. As discussed above, the Company has greater business risk than the average
company in Mr. Rigsby’s proxy group because of its smaller size relative to the group,
measured by either book capitalization or the market capitalization of common equity

(estimated market capitalization for Bermuda, whose common stock is not traded).
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Table 2
Times
Market Greater than
Capitalization(1) the Company
($ Millions)
Bermuda Water Co. $19.012
Proxy Group of Four
Water Companies 1,208.594 63.6x

(D) From page 1 of Schedule PMA-8.

Because the Company’s common stock is not publicly traded, I have assumed that
if it were, the common shares would be selling at the same market-to-book ratio as the
average market-to-book ratio for Mr. Rigsby’s proxy group, 192.6%, as shown on page 2
of Schedule PMA-8. Since Mr. Rigsby’s recommended common equity cost rate is based
upon the market data of his proxy group, it is reasonable to use the market-to-book ratios
of the proxy group to estimate Bermuda’s market capitalization. Hence, the Company’s
market capitalization is estimated at $19.012 million based upon the average market-to-
book ratio of his proxy group. In contrast, the market capitalization of the average water
company in Mr. Rigsby’s proxy group was $1.209 billion on August 12, 2011, or 63.6
times the size of Bermuda’s estimated market capitalization.

Therefore, it is necessary to upwardly adjust the common equity cost rate of
10.80% based upon the four water companies to reflect Bermuda’s greater risk due to its
smaller relative size. The determination is based upon the size premiums for decile
portfolios of New York Stock Exchange (NYSE), American Stock Exchange (AMEX)
and NASDAQ listed companies for the 1926-2010 period and related data from SBBI-

011. The average size premium for the decile in which Mr. Rigsby’s proxy group falls
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has been compared with the average size premium for the decile in which the market
capitalization of Bermuda would fall if its stock were traded and sold at an average
market/book ratio of 192.6% experienced by the proxy group. As shown on page 1,
because Bermuda falls in the 10™ decile and the four water companies fall between the 6"
and 7" deciles, the size premium spread between the Company and the four water
companies is 4.51 basis points (4.51%).

In view of the foregoing, although the SBBI 2011 study indicates that a 4.51%
adjustment is warranted, I recommend a conservative upward adjustment of 50 basis
points (0.50%) to reflect Bermuda’s greater relative business risk due to its smaller size.
A business risk adjustment of 50 basis points (0.50%) coupled with the previously
discussed financial risk adjustment of a negative 98 basis points (-0.98%), when added to
the 11.33% indicated common equity cost rate based upon the four water companies
before adjustment, results in a financial risk and business risk-adjusted corrected common
equity cost rate of 10.85%.

A common equity cost rate of 10.85%, when applied to Mr. Rigsby’s
recommended common equity ratio of 60.00%, results in an overall rate of return of
8.96%.

Please summarize your corrections to Mr. Rigsby’s cost of common equity analysis.
Schedule PMA-9 presents a comparison of Mr. Rigsby’s recommended overall rate of
return, common equity cost rate, DCF and CAPM analysis with the corrections to those

analyses discussed above. Page 1 presents the overall rate of return of 8.96% resulting

29

10.85% = 11.33% - 0.98% + 0.50%.
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from the 10.85% corrected common equity cost rate in contrast to Mr. Rigsby’s
recommended overall rate of return of 7.85%. Page 2 presents a detailed summary of the
Mr. Rigsby’s DCF and CAPM analyses side by side with the corrections to those analyses
discussed above.

What would be the Florida Leverage Formula ROE applicable to Mr. Rigsby’s
recommended ratemaking common equity ratio of 60.00%?

It would be 9.813%. Mr. Rigsby has provided the recommended 2011 Florida Leverage
Formula as Exhibit 1. On page 1 of Attachment 1, in Exhibit 1, the 2011 Leverage
Formula (Recommended) is to be calculated as 7.13% + 1.610 / ER, with “ER” being the
equity ratio. When solved for an equity ratio of 60.00%, Mr. Rigsby’s recommended
ratemaking common equity ratio for Bermuda, a 9.81% common equity cost rate results
(9.81% = 7.13% + (1.610 / 60.00%)).

Does that conclude your direct testimony?

Yes.
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PROFESSIONAL QUALIFICATIONS
OF
PAULINE M. AHERN, CRRA
PRINCIPAL
AUS CONSULTANTS

PROFESSIONAL EXPERIENCE

1994 -Present

In 1996, I became a Principal of AUS Consultants, continuing to offer testimony as an
expert witness on the subjects of fair rate of return, cost of capital and related issues before state
public utility commissions. I provide assistance and support to clients throughout the entire
ratemaking litigation process. In addition, I supervise the financial analyst and administrative
staff in the preparation of fair rate of return and cost of capital exhibits which are filed along with
expert testimony before various state and federal public utility regulatory bodies. The team also
assists in the preparation of interrogatory responses, as well as rebuttal exhibits.

As the Publisher of AUS Utility Reports (formerly C. A. Turner Utility Reports), I am
responsible for the production, publishing, and distribution of the reports. AUS Utility Reports
provides financial data and related ratios for about 120 public utilities, i.e., electric, combination
gas and electric, natural gas distribution, natural gas transmission, telephone, and water utilities,
on a monthly, quarterly and annual basis. Among the subscribers of AUS Ultility Reports are
utilities, many state regulatory commissions, federal agencies, individuals, brokerage firms,
attorneys, as well as public and academic libraries. The publication has continuously provided
financial statistics on the utility industry since 1930.

As the Publisher of AUS Utility Reports, I also supervise the production, publishing, and
distribution of the AGA Rate Service publications under license from the American Gas
Association. I am also responsible for maintaining and calculating the performance of the AGA
Index, a market capitalization weighted index of the common stocks of the approximately 70
corporate members of the AGA, which serves as the benchmark for the AGA Gas Index Fund.

As an Assistant Vice President from 1994 - 1996, I prepared fair rate of return and cost of
capital exhibits which were filed along with expert testimony before various state and federal
public utility regulatory bodies. These supporting exhibits include the determination of an
appropriate ratemaking capital structure and the development of embedded cost rates of senior
capital. The exhibits also support the determination of a recommended return on common equity
through the use of various market models, such as, but not limited to, Discounted Cash Flow
analysis, Capital Asset Pricing Model and Risk Premium Methodology, as well as an assessment
of the risk characteristics of the client utility. I also assisted in the preparation of responses to
any interrogatories received regarding such testimonies filed on behalf of client utilities.
Following the filing of fair rate of return testimonies, I assisted in the evaluation of opposition
testimony in order to prepare interrogatory questions, areas of cross-examination, and rebuttal
testimony. [ also evaluated and assisted in the preparation of briefs and exceptions following the
hearing process. I also submitted testimony before state public utility commissions regarding
appropriate capital structure ratios and fixed capital cost rates.




1990-1994

As a Senior Financial Analyst, [ supervised two analysts and assisted in the preparation of
fair rate of return and cost of capital exhibits which are filed along with expert testimony before
various state and federal public utility regulatory bodies. The team also assisted in the
preparation of interrogatory responses.

I evaluated the final orders and decisions of various commissions to determine whether
further actions were warranted and to gain insight which assisted in the preparation of future rate
of return studies.

I assisted in the preparation of an article authored by Frank J. Hanley and A. Gerald
Harris entitled "Does Diversification Increase the Cost of Equity Capital?" published in the July
15, 1991 issue of Public Utilities Fortnightly.

In 1992, 1 was awarded the professional designation "Certified Rate of Return Analyst"
(CRRA) by the National Society of Rate of Return Analysts (now the Society of Utility and
Regulatory Financial Analysts (SURFA)). This designation is based upon education, experience
and the successful completion of a comprehensive examination.

As Administrator of Financial Analysis for AUS Utility Reports, which then reported
financial data for over 200 utility companies with approximately 1,000 subscribers, I oversaw the
preparation of this monthly publication, as well as the accompanying annual publication,
Financial Statistics - Public Utilities.

1988-1990

As a Financial Analyst, I assisted in the preparation of fair rate of return studies including
capital structure determination, development of senior capital cost rates, as well as the
determination of an appropriate rate of return on equity. I also assisted in the preparation of
interrogatory responses, interrogatory questions of the opposition, areas of cross-examination and
rebuttal testimony. I also assisted in the preparation of the annual publication C. A. Turner
Utility Reports - Financial Statistics -Public Utilities.

1973-1975

As a Research Assistant in the Research Department of the Regional Economics Division
of the Federal Reserve Bank of Boston, I was involved in the development and maintenance of
econometric models to simulate regional economic conditions in New England in order to study
the effects of, among other things, the energy crisis of the early 1970's and property tax
revaluations on the economy of New England. I was also involved in the statistical analysis and
preparation of articles for the New England Economic Review. Also, I was Assistant Editor of
New England Business Indicators.

1972

As a Research Assistant in the Office of the Assistant Secretary for International Affairs,
U.S. Treasury Department, Washington, D.C., I developed and maintained econometric models
which simulated the economy of the United States in order to study the results of various




alternate foreign trade policies so that national trade policy could be formulated and

recommended.

Clients Served

I have offered expert testimony before the following commissions:

Arkansas
California
Connecticut
Delaware
Florida
Hawaii
Idaho
Illinois
Indiana
Towa
Kentucky
Louisiana
Maine

I have sponsored testimony on generic/uniform methodologies for determining the return

on common equity for:

Aquarion Water Company
The Connecticut Water Company

Maryland
Michigan
Missouri
Nevada

New Jersey
New York
North Carolina
Ohio
Pennsylvania
Rhode Island
South Carolina
Virginia
Washington

United Water Connecticut, Inc.
Utilities, Inc.

I have sponsored testimony on the rate of return and capital structure effects of merger

and acquisition issues for:

California-American Water Company

New Jersey-American Water Company

I have sponsored testimony on fair rate of return and related issues for:

Alpena Power Company
Apple Canyon Utility Company

Applied Wastewater Management, Inc.

Aqua Illinois, Inc.

Aqua New Jersey, Inc.

Aqua North Carolina, Inc.

Aqua Virginia, Inc.

Aquarion Water Company
Artesian Water Company

The Atlantic City Sewerage Company
Audubon Water Company

The Borough of Hanover, PA
Carolina Pines Utilities, Inc.
Carolina Water Service, Inc. of NC
Carolina Water Service, Inc. of SC

The Columbia Water Company

The Connecticut Water Company
Consumers Illinois Water Company
Consumers Maine Water Company
Consumers New Jersey Water Company
City of DuBois, Pennsylvania
Elizabethtown Water Company
Emporium Water Company

GTE Hawaiian Telephone Inc.
Greenridge Utilities, Inc.

Illinois American Water Company
[owa American Water Company
Water Services Corp. of Kentucky
Lake Wildwood Utilities Corp.
Land‘Or Utility Company




Long Island American Water Company
Long Neck Water Company

Louisiana Water Service, Inc.
Massanutten Public Service Company
Middlesex Water Company
Missouri-American Water Company
Mt. Holly Water Company

Nero Utility Services, Inc.

New Jersey-American Water Company
The Newtown Artesian Water Company
NRG Energy Center Pittsburgh LLC
NRG Energy Center Harrisburg LLC
Ohio-American Water Company

Penn Estates Utilities

Pinelands Water Company

Pinelands Waste Water Company
Pittsburgh Thermal

San Jose Water Company

Southland Utilities, Inc.

Spring Creek Utilities, Inc.

Sussex Shores Water Company

Tega Cay Water Service, Inc.

Total Environmental Services, Inc. —

Treasure Lake Water & Sewer Divisions

Thames Water Americas
Tidewater Utilities, Inc.
Transylvania Utilities, Inc.

Trigen — Philadelphia Energy Corporation

Twin Lakes Utilities, Inc.
United Utility Companies
United Water Arkansas, Inc.

United Water Arlington Hills Sewerage, Inc.

United Water Connecticut, Inc.
United Water Delaware, Inc.
United Water Great Gorge Inc. / United
Water Vernon Transmission, Inc.
United Water Idaho, Inc.

United Water Indiana, Inc.

United Water New Jersey, Inc.
United Water New Rochelle, Inc.
United Water New York, Inc.
United Water Owego / Nichols, Inc.
United Water Pennsylvania, Inc.
United Water Rhode Island, Inc.
United Water South County, Inc.
United Water Toms River, Inc.
United Water Vernon Sewage Inc.
United Water Virginia, Inc.
United Water Westchester, Inc.
United Water West Lafayette, Inc.
United Water West Milford, Inc.
Utilities, Inc.

Utilities Inc. of Central Nevada
Utilities, Inc. of Florida

Utilities, Inc. of Louisiana
Utilities, Inc. of Nevada

Utilities, Inc. of Pennsylvania
Utilities, Inc. - Westgate

Utilities Services of South Carolina
Utility Center, Inc.

Valley Energy, Inc.

Wellsboro Electric Company
Western Utilities, Inc.

I have sponsored testimony on capital structure and senior capital cost rates for the

following clients:

Alpena Power Company
Arkansas-Western Gas Company
Associated Natural Gas Company

PG Energy Inc.
United Water Delaware, Inc.
Washington Natural Gas Company




I have assisted in the preparation of rate of return studies on behalf of the following

clients:

Algonquin Gas Transmission Company
Anadarko Petroleum Corporation
Arkansas-Louisiana Gas Company
Arkansas Western Gas Company
Artesian Water Company

Associated Natural Gas Company
Atlantic City Electric Company
Bridgeport-Hydraulic Company
Cambridge Electric Light Company
Carolina Power & Light Company
Citizens Gas and Coke Utility

City of Vernon, CA

Columbia Gas/Gulf Transmission Cos.
Commonwealth Electric Company
Commonwealth Telephone Company
Conestoga Telephone & Telegraph Co.
Connecticut Natural Gas Corporation
Consolidated Gas Transmission Company
Consumers Power Company

CWS Systems, Inc.

Delmarva Power & Light Company
East Honolulu Community Services, Inc.
Equitable Gas Company

Equitrans, Inc.

Florida Power & Light Company

Gary Hobart Water Company

Gasco, Inc.

GTE Arkansas, Inc.

GTE California, Inc.

GTE Florida, Inc.

GTE Hawaiian Telephone

GTE North, Inc.

GTE Northwest, Inc.

GTE Southwest, Inc.

Great Lakes Gas Transmission L.P.
Hawaiian Electric Company

Hawaiian Electric Light Company

IES Utilities Inc.

[llinois Power Company

Interstate Power Company

Interstate Power & Light Co.

Iowa Electric Light and Power Company
Iowa Southern Utilities Company
Kentucky-West Virginia Gas Company
Lockhart Power Company

Middlesex Water Company
Milwaukee Metropolitan Sewer District
Mountaineer Gas Company

National Fuel Gas Distribution Corp.
National Fuel Gas Supply Corp.
Newco Waste Systems of NJ, Inc.
New Jersey Natural Gas Company
New Jersey-American Water Company
New York-American Water Company
North Carolina Natural Gas Corp.
Northumbrian Water Company
Ohio-American Water Company
Oklahoma Natural Gas Company
Orange and Rockland Utilities

Paiute Pipeline Company

PECO Energy Company

Penn Estates Utilities, Inc.

Penn-York Energy Corporation
Pennsylvania-American Water Co.

PG Energy Inc.

Philadelphia Electric Company
Providence Gas Company

South Carolina Pipeline Company
Southwest Gas Corporation

Stamford Water Company

Tesoro Alaska Petroleum Company
Tesoro Refining & Marketing Co.
United Telephone of New Jersey
United Utility Companies

United Water Arkansas, Inc.

United Water Delaware, Inc.




(Rate of Return Study Clients Continued)

United Water Idaho, Inc. Washington Gas Light Company
United Water Indiana, Inc. Washington Natural Gas Company
United Water New Jersey, Inc. Washington Water Power Corporation
United Water New York, Inc. Waste Management of New Jersey —
United Water Pennsylvania, Inc. Transfer Station A

United Water Virginia, Inc. Wellsboro Electric Company

United Water West Lafayette, Inc. Western Reserve Telephone Company
Utilities, Inc. of Pennsylvania Western Utilities, Inc.

Utilities, Inc. - Westgate Wisconsin Power and Light Company

Vista-United Telecommunications Corp.
EDUCATION:

1973 — Clark University — B.A. — Honors in Economics (Concentration: Econometrics and
Regional/International Economics)
1991 — Rutgers University — M.B.A. — High Honors (Concentration: Corporate Finance)

PROFESSIONAL AFFILIATIONS:

American Finance Association
Financial Management Association
Society of Utility and Regulatory Financial Analysts
Member, Board of Directors — 2010-2012
President — 2006-2008 and 2008-2010
Secretary/Treasurer — 2004-2006
Energy Association of Pennsylvania
National Association of Water Companies — Member of the Finance/Accounting/Taxation
Committee

SPEAKING ENGAGEMENTS:

“Public Utility Betas and the Cost of Capital”, (co-presenter with Richard A. Michelfelder, Ph.D.)
— Advanced Workshop in Regulation and Competition, 30™ Annual Eastern Conference of the
Center for Research in Regulated Industries (CRRI), May 20, 2011, Rutgers University, Skytop,
PA.

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter
with Richard A. Michelfelder, Ph.D.) — Hot Topic Hotline Webinar, December 3, 2010, Financial
Research Institute of the University of Missouri.

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter
with Richard A. Michelfelder, Ph.D.) before the Indiana Utility Regulatory Commission Cost of
Capital Task Force, September 28, 2010, Indianapolis, IN




Tomorrow’s Cost of Capital: Cost of Capital Issues 2010, Deloitte Center for Energy Solutions,
2010 Deloitte Energy Conference, “Changing the Great Game: Climate, Customers and Capital”,
June 7-8, 2010, Washington, DC.

“Cost of Capital Issues —2010” — Deloitte Center for Energy Solutions 2010 Energy Conference:
Changing the Great Game: Climate, Consumers and Capital, June 7-8, 2010, Washington, DC

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter
with Richard A. Michelfelder, Ph.D.) — Advanced Workshop in Regulation and Competition, 29"
Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 20,
2010, Rutgers University, Skytop, PA

Moderator: Society of Utility and Regulatory Financial Analysts: 42" Financial Forum — “The
Changing Economic and Capital Market Environment and the Utility Industry”, April 29-30,
2010, Washington, DC

“A New Model for Estimating the Equity Risk Premium for Public Utilities” (co-presenter with
Richard A. Michelfelder, Ph.D.) — Spring 2010 Meeting of the Staff Subcommittee on Accounting
and Finance of the National Association of Regulatory Utility Commissioners, March 17, 2010,
Charleston, SC

“New Approach to Estimating the Cost of Common Equity Capital for Public Utilities” (co-
presenter with Richard A. Michelfelder, Ph.D.) - Advanced Workshop in Regulation and
Competition, 28" Annual Eastern Conference of the Center for Research in Regulated Industries
(CRRI), May 14, 2009, Rutgers University, Skytop, PA

Moderator: Society of Utility and Regulatory Financial Analysts: 41% Financial Forum —
“Estimating the

Cost of Capital in Today’s Economic and Capital Market Environment”, April 16-17, 2009,
Washington, DC

“Water Utility Financing: Where Does All That Cash Come From?”, AWWA Pre-Conference
Workshop: Water Utility Ratemaking, March 25, 2008, Atlantic City, NJ

PAPERS:
“Public Utility Beta Adjustment and the Cost of Capital”, co-authored with Richard A.

Michelfelder, Ph.D. and Panayiotis Theodossiou, Ph.D. (under review at Journal of Applied
Corporate Finance).

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, co-authored
with Frank J. Hanley and Richard A. Michelfelder, Ph.D. (forthcoming in The Journal of
Regulatory Economics).




“Comparable Earnings: New Life for an Old Precept” co-authored with Frank J. Hanley,
Financial Quarterly Review, (American Gas Association), Summer 1994.
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Bermuda Water Company Exhibit No. __
Market-to-Book Ratios, Earnings / Book Ratios and Schedule PMA-2
{nflation for Standard & Poor's Industrial Index and Page 1 of 1
the Standard & Poor’s 500 Composite Index
from 1947 through 2010

Market-
to-Book Eamings/
Year Ratio (1) Book Ratic (2]
S&P 500 S&P 500
S&P Industrial Composite S&P Industrial Composite R

Index (3) Index (3) index (3) Index (3) Inflation (4) Eamings / Book Ratio - Net of Infiation
1947 1.23 NA 13.0 % NA 9.0 % 40 % NA
1948 1.13 NA 17.3 NA 27 146 NA
1949 1.00 NA 16.3 NA (1.8} 18.1 NA
1950 116 NA 183 NA 58 12,5 NA
1951 1.27 NA 14.4 NA 5.9 85 NA
1952 1.29 NA 127 NA 09 1.8 NA
1953 1.21 NA 127 NA 0.6 121 NA
1954 1.45 NA 13.5 NA (0.5) 14.0 NA
1955 1.81 NA 16.0 NA 0.4 156 NA
| 1956 1.92 NA 13.7 NA 29 108 NA
i 1957 1.71 NA 12.5 NA 3.0 9.5 NA
i 1958 1.70 NA 9.8 NA 1.8 8.0 NA
; 1959 194 NA’ 11.2 NA 1.5 9.7 NA
1960 1.82 NA 103 NA 1.5 8.8 NA
1961 2.01 NA 8.8 NA 07 9.1 NA
1962 1.83 NA 10.9 NA 12 97 NA
1963 1.94 NA 11.4 NA 1.7 9.7 NA
1964 218 NA 123 NA 12 1.1 NA
1965 2.21 NA 13.2 NA 19 11.3 NA
1966 2.00 NA 13.2 NA 34 9.8 NA
1967 2.0 NA 1214 NA 3.0 9.1 NA
1968 217 NA 126 NA 4.7 79 NA
1969 210 NA 121 NA 6.1 6.0 NA
1970 1.71 NA 10.4 NA 55 4.9 NA
1971 1.99 NA 11.2 NA 34 7.8 NA
1972 2.16 NA 12.0 NA 34 8.6 NA
1973 1.96 NA 146 NA 88 58 NA
1974 1.39 NA 14.8 NA 12.2 26 NA
1975 1.34 NA 123 NA 7.0 5.3 NA
1976 1.51 NA 14.5 NA 48 9.7 NA
1977 1.38 NA 146 NA 6.8 7.8 NA
1978 1.25 NA 16.3 NA 8.0 6.3 NA
1979 1.23 NA 17.2 NA 13.3 3.9 NA
1980 1.31 NA 16.6 NA 12.4 3.2 NA
1981 1.24 NA 14.9 NA 8.9 6.0 NA
1982 1.17 NA 1.3 NA 3.9 7.4 NA
1983 1.45 NA 12.2 NA 3.8 8.4 NA
1984 1.46 NA 146 NA 4.0 106 NA
1985 1.67 NA 12.2 NA 38 8.4 NA
1986 2.02 NA 11.5 NA 11 104 NA
1987 2.50 NA 15.7 NA 4.4 113 NA
1988 213 NA 19.0 NA 44 146 NA
1989 2.56 NA 18.5 NA 4.7 138 NA
1990 263 NA 16.3 NA 6.1 10.2 NA
1991 277 NA 10.8 NA 31 7.7 NA
1992 329 NA 13.0 NA 29 10.1 NA
1993 372 NA 167 NA 28 12.9 NA
1994 3.73 NA 23.0 NA 27 203 NA

1995 4.06 2.64 229 16.0 % 2.5 204 135 %
1996 479 3.00 248 16.8 33 21.5 135
1997 5.88 3.53 246 16.3 1.7 229 14.6
1998 7.13 416 21.3 145 16 19.7 12.9
1999 8.27 476 252 17.1 27 225 14.4
2000 7.51 4.51 238 16.2 3.4 205 128
2001 NA 3.50 NA 7.4 16 NA 58
2002 NA 293 NA 83 24 NA 59
2003 NA 278 NA 14.1 19 NA 12.2
2004 NA 29 NA 163 3.3 NA 12.0
! 2005 NA 278 NA 16.4 34 NA 13.0
! 2006 NA 2.75 (5) NA 17.2 25 NA 147
2007 NA 277 (5) NA 128 41 NA 87
2008 NA 2.02 (5) NA 27 0.1 NA 26
2009 NA 1.63 (5) NA 9.2 27 NA 6.5
2010 NA 1.92 (5) NA 13.0 1.5 NA 11.5

Average 2.34 3.04 149 % 133 % 37 % 109 % 109 %

Notes: (1) Market-to-Book Ratio equals average of the high and low market price for the year divided by the average book value.
(2) Eamings/Book equals eamings per share for the year divided by the average book value.

(3) On January 2, 2001 Standard & Poor’s released Global Industry Classification Standard (GICS) price indexes for all Standard & Poor's U.S. indexes. As a result, all
S&P Indexes have been calculated with a common base of 100 at a start date of December 31, 1994. Also, the GICS industrial sector is not comparable to the
former S&P Industrial Index and data for the former S&P industrial index has been discontinued.

(4) As measured by the Consumer Price Index (CP1).

(5) Ratios for 2006 / 2007 are based upon estimated book vaiues using the actual average price and the estimated book value calculated by adding the 2006 earnings
per share to the 2005 / 2006 book value per share and then subtracting the 2006 / 2007 dividends per share as provided by Standard & Poor's Statistical Record -
Current Statistics, March 2008, p. 29.

Source of Information: Standard & Poor's Security Price index Record, 2000 Edition, p. 40
Standard & Poor's Statistical Service, Current Statistics, June 2011, p. 30

Standard & Poor's Compustat Services, tnc. PC Plus Research Insight Database
Ibbotson SBB! 2011 Valuation Yearbook
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Bermuda Water Company
Example of the [nadequacy of
DCF Return Rate Related to Book Value
When Market Value Exceeds Book Value

Based on RUCO Witness Rigsby's Proxy Group of
Water Companies

@ S () E—
Line No. Market Value Book Value
1. Per Share $ 24.403 (1) $ 13.266 (2)
2. DCF Cost Rate (3) 9.28% 9.28%
3. Return in Dollars $ 2.265 $ 1.230
4. Dividends $ 0.759 (4) $ 0759 (4)
5. Growth in Dollars $ 1.506 $ 0471
6. Return on Market Value (5) 9.28% 5.04%
7. Rate of Growth on Market Value (6) 6.17% 1.93%
Notes: (1) Average market price of RUCO Witness Rigsby's proxy group of water companies on lines 1

- 4 of Schedule WAR-3.
(2) Average book value from Schedule PMA-7, page 2 of this Exhibit.
(3) From Schedule WAR-2.
(4) Dividends per share based upon a 3.11% dividend yield. $0.776 = $24.403 * 3.11%.

(5) Line 3/ market value per share (line 1 column (a}).
(6) Line 6 - dividend yield from Schedule WAR-3.




Bermuda Water Company

Exhibit No.____
Schedule PMA-4
Page 1 of 1

Corrected Common Equity Cost Rate Using the Discounted Cash Flow Model for
RUCO Witness Rigsby's Proxy Group of Four Water Companies

1 2 3 4
Indicated
Common
Proxy Group of Four Water Dividend Yield internal External Equity Cost
i Companies (1) Growth (br) (2)  Growth (sv) (3) Rate (4)
American States Water Co. 329 % 732 % 210 % 1271 %
Aqua America, Inc. 2.86 5.54 0.99 9.39
California Water Service Group 3.35 5.06 511 13.52
SJW Corporation 2.94 2.24 5.60 10.78
Average 11.60 %

NA= Not Available

NMF = Not Meaningful Figure

Notes:

(1) From Schedule WAR-3.

(2) 2014 - 2016 projection in dividend growth on Schedule

WAR-5.

(3) Share growth x market-to-book ratio derived from

Schedule WAR-4, page 2 of 2.
(4) Sum of Columns 1 through 3.




Large Company Stock Returns

From 1926 to 2010
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Shapter b

The Equity Risk Premium

The expected equity risk premium can be defined as the
additional return an investor expects to receive to com-
pensate for the additional risk associated with investing in
equities as opposed to investing in riskless assets. It is an
essential component in several cost of equity estimation
models, inciuding the buildup method, the capital asset
pricing mode! (CAPM), and the Fama-French three factor
moadel. It is important to note that the expected equity risk
premium, as it is used in discount rates and cost of capital
analysis, is a forward-looking concept. That is, the equity
risk premium that is used in the discount rate should be
reflective of what investors think the risk premium will be
going forward.

Unfortunately, the expected equity risk premium is unob-
servable in the market and therefore must be estimated.
Typically, this estimation is arrived at through the use of
historical data. The historical equity risk premium can be
calculated by subtracting the long-term average of the
income return on the riskless asset (Treasuries) from the
long-term average stock market return (measured over
the same period as that of the riskless asset). In using a
historical measure of the equity risk premium, one assumes
that what has happened in the past is representative of
what might be expected in the future. In other words,
the assumption one makes when using historical data to
measure the expected equity risk premium is that the rela-
tionship between the retums of the risky asset (equities)
and the riskiess asset (Treasuries) is stable. The stability
of this relationship will be examined later in this chapter.

Since the expected equity risk premium must be estimated,
there is much controversy regarding how the estimation
should be conducted. A variety of different approaches to
calculating the equity risk premium have been utilized over
the years. Such studies can be categorized into four groups
based on the approaches they have taken. The first group
of studies tries to derive the equity risk premium from his-
torical returns between stocks and bonds as was mentioned
above. The second group, embracing a supply side model,

Exhibit No. __
Schedule PMA-5
Page 6 of 14

uses fundamental information such as earnings, dividends,
or overall economic productivity to measure the expected
equity risk premium. A third group adopts demand side
models that derive the expected returns of equities through
the payoff demanded by investors for bearing the risk of
equity investments.' The opinions of financial profession-
als through broad surveys are relied upon by the fourth and
final group.

The range of equity risk premium estimates used in prac-
tice is surprisingly large. Using a low equity risk premium
estimate as opposed to a high estimate can have a sig-
nificant impact on the estimated value of a stream of cash
flows. This chapter addresses many of the controversies
surrounding estimation of the equity risk premium and
focuses primarily on the historical calculation but also
discusses the supply side model.

Calculating the Historical Equity Risk Premium

In measuring the historical equity risk premium one must
make a number of decisions that can impact the resulting
figure; some decisions have a greater impact than oth-
ers. These decisions include selecting the stock market
benchmark, the risk-free asset, either an arithmetic or a
geometric average, and the time period for measurement.
Each of these factors has an impact on the resulting equity
risk premium estimate.

The Stock Market Benchmark

The stock market benchmark chosen should be a broad
index that reflects the behavior of the market as a whole.
Two examples of commonly used indexes are the S&P
500 and the New York Stock Exchange Composite Index.
Although the Dow Jones Industrial Average is a popular
index, it would be inapprapriate for calculating the equity
risk premium because it is t0o narrow.

We use the total return of our large company stock index
{currently represented by the S&P 500) as our market
benchmark when calculating the equity risk premium.
The S&P 500 was selected as the appropriate market
benchmark because it is representative of a large sample
of companies across a large number of industries. As of
December 31, 1993, 88 separate industry groups were
included in the index, and the industry composition of the
index has not changed since. The S&P 500 is also one of

2011 Ibhotson® SBBI® Valuation Yearhook
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the most widely accepted market benchmarks. In short,
the S&P 500 is a good measure of the equity market as a
whole. Table 5-1 illustrates the equity risk premium calcula-
tion using several different market indices and the income
return on three government bonds of different horizons.

Table 5-1: Equity Risk Premium with Different Market Indices

Equity Risk Premia

Long- Intermediate-  Short-

Horizen (%)  Horizon (%) Horizon {%}
S&P 500 6.72 1.22 8.22
Total Value-Weighted NYSE ~ 6.52 7.03 8.02
NYSE Decifes 1-2 5.99 6.50 7.49

Data from 1926-2010.

The equity risk premium is calculated by subtracting the
arithmetic mean of the government bond income return
from the arithmetic mean of the stock market total return,
Table 5-2 demonstrates this calculation for the long-horizon
equity risk premium.

Table 5-2: Long-Horizon Equity Risk Premium Calculation

Asithmetic Mean

Market Total  Risk-Free  Equity Risk
Long-Horizon Retum (%} Rate (%) Premium (%}
S&P 500 188 — 6517 = 672"
Total Value-Weighted NYSE 1163 -~ 617 = 652
NYSE Deciles 1-2 1115 - 517 = 599

Data from 1326-2010. *difference due to rounding.

Data for the New York Stock Exchange is obtained from
Morningstar and the Center for Research in Security Prices
{CRSP) at the University of Chicago’s Graduate School of
Business. The “Total” series is a capitalization-weighted
index and includes ali stocks traded on the New York Stock
Exchange except closed-end mutual funds, real estate
investment trusts, foreign stocks, and Americus Trusts.
Capitalization-weighted means that the weight of each
stock in the index, for a given month, is proportionate to
its market capitalization (price times number of shares
outstanding) at the beginning of that month. The "Decile
1-2" series includes all stocks with capitalizations that
rank within the upper 20 percent of companies traded on
the New York Stock Exchange, and it is therefore a large-
capitalization index. For more information on the Center
for Research in Security Pricing data methodology, see
Chapter 7.
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The resulting equity risk premia vary somewhat depending
on the market index chosen. It is expected that using the

“Total" series will result in a higher equity risk premium

than using the "Decile 1-2" series, since the “Decile 1-2"
series is a large-capitalization series. As of September 30,
2010, deciles 1-2 of the New York Stock Exchange con-
tained the largest 274 companies traded on the exchange.
The "Total” series includes smaller companies that have
had historically higher returns, resulting in a higher equity
risk premium.

The higher equity risk premium arrived at by using the S&P
500 as a market benchmark is more difficult to explain. One
possible explanation is that the S&P 500 is not restricted
to the largest 500 companies; other considerations such as
industry composition are taken into account when deter-
mining if a company should be included in the index. Some
smaller stocks are thus included, which may result in the
higher equity risk premium of the index. Another possible
explanation would be what is termed the “S&P inclusion
effect.” It is thought that simply being included among
the stocks listed on the S&P 500 augments a company's
returns. This is due to the large quantity of institutional
funds that flow into companies that are listed in the index.

Comparing the S&P 500 total returns to those of another
large-capitalization stock index may help evaluate the
potential impact of the “S&P inclusion effect.” Prior to
March 1957, the S&P index that is used throughout this
publication consisted of 90 of the largest stocks. The
index composition was then changed to include 500
large-capitalization stocks that, as stated earlier, are
not necessarily the 500 largest. Deciles 1-2 of the NYSE
contained just over 200 of the largest companies, ranked
by market capitalization, in March of 1957. The number of
companies included in the deciles of the NYSE fluctuates
from quarter to quarter, and by September of 2010, deciles
1-2 contained 274 companies. Though one cannot draw
a causal relationship between the change in construction
and the correlation of these twao indices, this analysis does
indicate that the "S&P inclusion effect” does not appear to
be very significant in recent periods.

Another possible explanation could be differences in
how survivorship is treated when calculating returns.
The Center for Research in Security Prices includes the
return for a company in the average decile return for the
period following the company’s removal from the decile,

94

Chapter 5: The Equity Risk Premium




whether caused by a shift to a different decile portfolio,
bankruptey, or other such reason. On the other hand, the
S&P 500 does not make this adjustment. Once a company
isnolonger included among the S&PS00, itsreturnis dropped
from the index. However, this effect may be lessened
by the advance announcement of companies being dropped
from or added to the S&P 500. In many instances through-
out this publication we will present equity risk premia
using both the S&P 500 and the NYSE “Deciles 1-2"
portfolio to provide a comparison between these large-
capitalization benchmarks.

The Market Benchmark and Firm Size

Although not restricted to include only the 500 largest
companies, the S&P 500 is considered a large company
index. The returns of the S&P 500 are capitalization
weighted, which means that the weight of each stock in
the index, for a given month, is proportionate to its market
capitalization {price times number of shares outstanding) at
the beginning of that month. The larger companies in the
index therefore receive the majority of the weight. The use
of the NYSE “Decites 1-2" series results in an even purer
large company index. Yet many valuation professionals
are faced with valuing small campanies, which historically
have had different risk and return characteristics than large
companies. If using a large stock index to calculate the
equity risk premium, an adjustment is usually needed to
account for the different risk and return characteristics of
small stocks. This will be discussed further in Chapter 7 on
the size premium.

The Risk-Free Asset

The equity risk premium can be calculated for a variety of
time horizons when given the choice of risk-free asset to be
used in the calculation. The 2017 Ibbotson® Stocks, Bonds,
Bills, and Inflation® Classic Yearbook provides equity risk
premia calculations for short-, intermediate-, and long-term
horizons. The short-, intermediate-, and long-horizon equity
risk premia are calculated using the income return from a
30-day Treasury bill, a 5-year Treasury bond, and a 20-year
Treasury bond, respectively.

Although the equity risk premia of several horizons are
available, the long-horizon equity risk premium is pre-
ferable for use in most business-valuation settings, even
if an investor has a shorter time horizon. Companies are
entities that generally have no defined life span; when
determining a company's value, it is important to use a
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long-term discount rate because the life of the company is
assumed to be infinite. For this reason, it is appropriate in
most cases to use the long-horizon equity risk premium for
business valuation.

20-Year versus 30-Year Treasuries

Our methadalogy for estimating the long-horizon equity
risk premium makes use of the income return on a 20-year
Treasury bond; however, the Treasury currently does not
issue a 20-year bond. The 30-year bond that the Treasury
recently began issuing again is theoretically more correct
due to the long-term nature of business valuation, yet
Ibbotson Assaciates instead creates a series of returns
using bonds on the market with approximately 20 years to
maturity. The reason for the use of a 20-year maturity bond
is that 30-year Treasury securities have only been issued
over the relatively recent past, starting in February of 1977,
and were not issued at all through the early 2000s.

The same reason exists for why we do not use the 10-year
Treasury bond—a long history of market data is not avail-
able for 10-year bonds. We have persisted in using a 20-year
bond to keep the basis of the time series consistent.

Income Return

Anather point to keep in mind when calculating the equity
risk premium is that the income return on the appropriate-
harizon Treasury security, rather than the total return, is
used in the calculation. The total return is comprised of
three retumn components: the income return, the capital
appreciation return, and the reinvestment return. The
income return is defined as the portion of the total return
that results from a periodic cash flow or, in this case, the
bond coupon payment. The capital appreciation return
results from the price change of a bond over a specific peri-
od. Bond prices generally change in reaction to unexpected
fluctuations in yields. Reinvestment return is the return on
a given month’s investment income when reinvested into
the same asset class in the subsequent months of the year.
The income return is thus used in the estimation of the
equity risk premium because it represents the truly riskless
portion of the return.?

Yields have generally risen on the long-term bond over the -
19262010 period, so it has experienced negative capital
appreciation over much of this time. This trend has turned
around since the 1980s, however. Graph 5-1 illustrates
the yields on the long-term government bond series
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compared to an index of the long-term government bond
capital appreciation. In general, as vields rose, the capital
appreciation index fell, and vice versa. Had an investor held
the long-term bond to maturity, he would have realized
the vield on the bond as the total return. However, in a
constant maturity portfolio, such as those used to measure
bond returns in this publication, bonds are sold before
maturity (at a capital loss if the market yield has risen since
the time of purchase]. This negative retumn is assaciated
with the risk of unanticipated yield changes.

Graph 5-1: Long-term Government Bond Yields versus Capital
Appreciation Index

Index {8) Vield (%)
15 _ 160

1925 1942 1959 1976 1993 2010
Year-end — Capita! Appreciation —  Yield

Data from 1925-2010.

For example, if bond vyields rise unexpectedly, inves-
tors can receive a higher coupon payment from
a newly issued bond than from the purchase of an
outstanding bond with the former lewer-coupon
payment. The outstanding lower-coupon bond will thus fail
to attract buyers, and its price will decrease, causing its
yield to increase correspondingly, as its coupon payment
remains the same. The newly priced outstanding bond
will subsequently attract purchasers who will benefit from
the shift in price and yield; however, thase investars wha
already held the bond will suffer a capital loss due to the
fall in price.
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Anticipated changes in yields are assessed by the market
and figured into the price of a bond. Future changes in
yields that are not anticipated will cause the price of the
bond te adjust accordingly. Price changes in bonds due to
unanticipated changes in yields introduce price risk into
the total return. Therefore, the total return on the bond
series does not represent the riskless rate of return.The
income retum better represents the unbiased estimate of
the purely riskless rate of return, since an investor can hold
a bond to maturity and be entitled to the income return with
no capital loss.

Arithmetic versus Geometric Means

The equity risk premium data presented in this book are
arithmetic average risk premia as opposed to geometric
average risk premia. The arithmetic average equity risk pre-
mium can be demenstrated to be most appropriate when
discounting future cash flows. For use as the expected
equity risk premium in either the CAPM or the building
biock approach, the arithmetic mean or the simple differ-
ence of the arithmetic means of stock market returns and
riskless rates is the relevant number. This is because both
the CAPM and the building block approach are additive
models, in which the cost of capital is the sum of its parts.
The geometric average is more appropriate for report-
ing past performance, since it represents the compound
average return.

The argument for using the arithmetic average is quite
straightforward. In looking at projected cash flows, the
equity risk premium that should be employed is the equity
risk premium that is expected to actually be incurred over
the future time periods. Graph 5-2 shows the realized
equity risk premium for each year based on the returns of
the S&P 500 and the income return on long-term gavern-
ment bonds. {The actual, observed difference between the
return on the stock market and the riskless rate is known
as the realized equity risk premium.) There is considerable
volatility in the year-by-year statistics. At times the realized
equity risk premium is even negative.
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Grapii §-2: Realized Equity Risk Premium Per Year

Average Equity Risk Premium (%}

———
—

1926 1938 1950 1962 1974 1986 1998 2010
Year-end

Data from 1926-2010.

To illustrate how the arithmetic mean is more appro-
priate than the geometric mean in discounting
cash flows, suppose the expected return on a stock
is 10 percent per year with a standard deviation of
20 percent. Also assume that only two outcomes are pos-
sible each year: +30 percent and —10 percent {i.e., the mean
plus or minus one standard deviation). The probabitity
of occurrence for each outcome is equal. The growth of
wealth over a two-year period is illustrated in Graph 5-3.

Graph 5-3: Growth of Wealth Example

$1.70 /
5169

$0.60 $0.81
0 1 2
Years
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The most comman outcome of $1.17 is given by the geo-
metric mean of 8.2 percent. Compounding the possible
outcomes as follows derives the geometric mean:

[(++030)x(1-010)) 1 =o.0§2

However, the expected value is predicted by compounding
the arithmetic, not the geemetric, mean. To illustrate this,
we need to look at the probability-weighted average of all
possible outcomes:

{0.25 x $1.89) = $0.4225
+ {0.50 X $1.17) = $0.5850
+ {0.25 X $0.81) = $0.2025
Total $1.2100

Therefore, $1.21 is the probability-weighted expected
value. The rate that must be compounded to achieve the
terminal value of $1.21 after 2 years is 10 percent, the
arithmetic mean:

s1x(1+0.10)2 =81.21

The geometric mean, when compounded, results in the
median of the distribution:

six(1+0082) 2 =817

The arithmetic mean equates the expected future value
with the present value; it is therefore the appropriate
discount rate.

Appropriate Historical Time Period

The equity risk premium can be estimated using any his-
torical time period. For the U.S., market data exists at least
as far back as the late 1800s. Therefore, it is possible to
estimate the equity risk premium using data that cavers
roughly the past 100 years.

Our equity risk premium covers the time period from
1926 to the present. The original data scurce for the time -
series comprising the equity risk premium is the Center
for Research in Security Prices. CRSP chose to begin their
analysis of market returns with 1926 for two main reasons.
CRSP determined that the time period around 1926 was
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approximately when quality financial data became avail-
able. They also made a conscious effort to include the
period of extreme market volatility from the iate twenties
and early thirties; 1926 was chosen because it includes
one full business cycle of data before the market crash of
1929. These are the most basic reasons why our equity risk
premium calculation window starts in 1926.

Implicit in using history to forecast the future is the
assumption that investors’ expectations for future out-
comes conform to past results. This method assumes that
the price of taking on risk changes only slowly, if at all,
over time. This “future equals the past” assumption is most
applicable to a random time-series variable. A time-series
variable is random if its value in one period is independent
of its value in other periods.

Does the Equity Risk Premium Revert to lts Mean

Over Time?

Some have argued that the estimate of the eéquity risk
premium is upwardly biased since the stock market is cur-
rently priced high. In other words, since there have been
several years with. extraordinarily high market returns and
realized equity risk premia, the expectation is that returns
and realized equity risk premia will be lower in the future,
bringing the average back to a normalized level. This argu-
ment relies on several studies that have tried to determine
whether reversion to the mean exists in stock market prices
and the equity risk premium.? Several academics contradict
gach other on this topic; moreover, the evidence supporting
this argument is neither conclusive nor compelling enough
to make such a strong assumption.

Our awn empirical evidence suggests that the yearly dif-
ference between the stock market total return and the
U.S. Treasury bond income return in any particular year is
random. Graph 5-2, presented earfier, illustrates the ran-
domness of the realized equity risk premium.

A statistical measure of the randomness of a return series is
its serial correlation. Serial correlation (or autocorrelation)
is defined as the degree to which the return of a given series
is related from period to period. A serial correlation near
positive one indicates that returns are predictable from one
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period to the next period and are positively related. That
is, the returns of one period are a good predictor of the
returns in the next period. Conversely, a serial correlation
near negative one indicates that the returns in one period
are inversely related to those of the next period. A serial
carrelation near zero indicates that the returns are random
or unpredictable from one period to the next. Table 5-3
contains the serial correlation of the market total returns,
the realized fong-horizon equity risk premium, and infiation.

Table 5-3; Interpretation of Annual Serial Correlations

Serial Inter-
Series Cartelation pretation
Large Company Stock Total Retumns 0.02 Random
Equity Risk Premium 0.02 Random
Inflation Rates 0.64 Trend

Data from 1926-2010.

The significance of this evidence is that the realized equity
risk premium next year will not be dependent an the real-
ized equity risk premium from this year. That is, there is no
discernable pattern in the realized equity risk premium-——it
is virtually impossible to forecast next year's realized risk
premium based on the premium of the previous year. For
example, if this year's difference between the riskiess
rate and the return on the stock market is higher than last
year's, that does not imply that next year's will be higher
than this year's. It is as likely to be higher as it is lower. The
best estimate of the expected value of a variable that has
hehaved randomly in the past is the average (or arithmetic
mean) of its past values.

Table 5-4 also indicates that the equity risk premium var-
ies considerably by decade. The complete decades ranged
from a high of 17.9 percent in the 1950s to a low of -3.7
percent in the 2000s. This look at historical equity risk
premium reveals no observable pattern.

Table 5-4: Long-Horizon Equity Risk Premium by Decade (%)

2001-
1920s* 1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s 2010

176 23 80 179 42 03 79 121 -37 -1

Data from 1326-2010.
“Based on the period 1926-1928.
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Finnerty and Leistikow perform more econometrically
sophisticated tests of mean reversion in the equity risk
premium. Their tests demonstrate that—as we suspected
from our simpler tests—the equity risk premium that was
realized over 1926 to the present was almost perfectly free
of mean reversion and had no statistically identifiable time
trends.* Lo and MacKinlay conclude, “the rejection of the
random walk for weekly returns does not support a mean-
reverting model of asset prices.”

Choosing an Appropriate Histarical Period

The estimate of the equity risk premium depends on the
length of the data series studied. A proper estimate of the
equity risk premium requires a data series long enough to
give a reliable average without being unduly influenced
by very good and very poor short-term returns. When
calculated using a long data series, the histarical equity
risk premium is relatively stable.® Furthermore, because an
average of the realized equity risk premium is quite volatile
when calculated using a short history, using a Jong series
makes it less likely that the analyst can justify any number
he or she wants. The magnitude of how shorter periods
can affect the result will be explored later in this chapter.

Some analysts estimate the expected equity risk premium
using a shorter, more recent time period on the basis that
recent events are more likely to be repeated in the near
future; furthermore, they believe that the 1920s, 1930s,
and 1940s contain too many unusual events. This view
is suspect because all periods contain “unusual” events.
Some of the most unusual events of the last hundred years
took place quite recently, including the inflation of the late
1970s and early 1980s, the October 1987 stock market
crash, the colfapse of the high-yield bond market, the major
contraction and consolidation of the thrift industry, the col-
lapse of the Soviet Union, the development of the European
Economic Community, the attacks of September 11, 2001
and the more recent liquidity crisis of 2008 and 2009.

ft is even difficult for economists to predict the economic
environment of the future. For example, if one were ana-
lyzing the stock market in 1987 before the crash, it would
be statistically improbable to predict the impending short-
term volatility without considering the stock market crash
and market volatility of the 1929-1931 period.
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Without an appreciation of the 1920s and 1930s, no one
would believe that such events could happen. The 85-year
period starting with 1926 is representative of what can
happen: it includes high and low returns, volatile and quiet
markets, war and peace, inflation and deflation, and pros-
perity and depression. Restricting attention to a shorter
historical period underestimates the amount of change
that could accur in a long future period. Finally, because
historical event-types {not specific events) tend to repeat
themselves, long-run capital market return studies can
reveal a great deal about the future. investors probably

.expect “unusual” events to occur from time to time, and

their return expectations reflect this.

A Look at the Historical Results

It is interesting to take a look at the realized returns
and realized equity risk premium in the context of the
above discussion. Table 55 shows the average stock
market return and the average {arithmetic mean) realized
long-horizon equity risk premium over various historical
time periods. Similarly, Graph 5-5 shows the average
{arithmetic mean) realized equity risk premium calcu-
lated through 2010 for different ending dates. The table
and the graph both show that using a longer historical
period provides a more stable estimate of the equity
risk premium. The reason is that any unique period will
not be weighted heavily in an average covering a longer
historical period. t better represents the probability of
these unique events occurring over a long period of time.

Table 5-5: Stock Market Return and Equity Risk Premium Over Time

Large Company

Stack Arithmetic Long-Harizon
Length Period Mean Total Equity Risk
(Yrs.j Dates Return (%} Premium (%)
85 1926~2010 11.8 6.7
70 1941-2010 128 70
60 1951-2010 123 6.1
50 19612010 112 4.4
40 1971-2010 1.8 45
30 1981-2010 122 50
20 19912010 11.0 53
15 1996-2010 89 3.7
10 2001-2010 36 SN
5 2006-2010 5.2 08

Data fram 1926-2010.
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Graph 5-11: Equity Risk Premium Using Different Starting Dates

Average Equity Risk Premium Through 2010 {%}
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Starting Date

Data from 1926-2010.

Looking carefully at Graph 5-4 will clarify this point. The
graph shows the realized equity risk premium for a series
of time periods through 2010, starting with 1926. In other
words, the first value on the graph represents the average
realized equity risk premium over the period 1926-2010.
The next value on the graph represents the average real-
ized equity risk premium over the period 1927-2010, and so
on, with the last value representing the average over the
most recent five years, 2006-2010. Concentrating on the
left side of Graph 5-5, ane notices that the realized equity
risk premium, when measured over long periods of time,
is relatively stable. In viewing the graph from {eft ta right,
moving from longer to shorter historical periods, one sees
that the value of the realized equity risk premium begins
to decline significantly. Why does this occur? The reason
is that the severe bear market of 1973-1974 is receiving
proportionately more weight in the shorter, more recent
average. If you continue to follow the line to the right,
however, you will also notice that when 1973 and 1974 fall
out of the recent average, the realized equity risk premium
jumps up by nearly 1.2 percent.
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Additionally, use of recent historical periods for estima-
tion purposes can lead to illogical conclusions. As seen in
Table 5-5, the bear market in the early 2000°s and in 2008
has caused the realized equity risk premium in the shorter
historical periods to be lower than the long-term average.

The impact of adding one additional year of data to a
historical average is lessened the greater the initial
time period of measurement. Short-term averages can be
affected considerably by one or more unique observations.
On the other hand, long-term averages produce more stable
results. A series of graphs looking at the realized equity
risk premium will illustrate this effect. Graph 5-5 shows
the average {arithmetic mean) realized long-horizan equity
risk premium starting in 1926. Each additional point on
the graph represents the addition of another year to the
average. Although the graph is extremely volatile in the
beginning periods, the stability of the long-term average is
quite remarkable. Again, the “unigue” periods of time wilt
not be weighted heavily in a long-term average, resulting
in a more stable estimate.

Graph 5-5: Equity Risk Premium Using Different Ending Dates
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Data from 1926-2010.
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Graph 5-6: Equity Risk Premium Over 30-Year Periods

Average Equity Risk Premium (%)

15
10
1955 1967 1979 1991 2003 2010
30-Year Period Ending
Data from 1926-2010.

Some practitioners argue for a shorter historical time peri-
od, such as 30 years, as a basis for the equity risk premium
estimation. The logic for the use of a shorter period is that
historical events and economic scenarios present before
this time are unlikely to be repeated. Graph 5-6 shows the
equity risk premium measured over 30-year periods, and it
appears from the graph that the premium has been trend-
ing downwards. The 30-year equity risk premium remained
close to 4 percent for several years in the 1980s and 1990s.
However, it has fallen and then risen in the most recent
30-year periods.

The key to understanding this result lies again in the years
1973 and 1974. The oil embargo during this period had a
tremendous effect on the market. The equity risk premium
for these years alone was -21 and -34 percent, respectively.
Periods that include the years 1973 and 1974 result in an
average equity risk premium as low as 3.1 percent. In the
most recent 30-year periods that excludes 1973 and 1974,
the average rises to aver 6 percent. The 2000s have aiso
had an enormous effect on the equity risk premium.

it is difficult to justify such a large divergence in esti-
mates of return over such a short period of time. This
does not suggest, however, that the years 1973 and 1974
should be excluded from any estimate of the squity risk
premium; rather, it emphasizes the importance of using
a long historical period when measuring the equity risk
premium in order to obtain a reliable average that is not
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overly influenced by short-term returns. The same holds
true when analyzing the poor performance of the early
2000s and 2008.

Does the Equity Risk Premium Represent Minority or
Controlling Interest?

There is quite a bit of confusion among valuation practi-
tioners regarding the use of publicly traded company data
to derive the equity risk premium. Is a minority discount
implicit in this data? Recall that the equity risk premium
is typically derived from the returns of a market index:
the S&P 500, the New York Stock Exchange (NYSE), or the
NYSE Deciles 1-2. {The size premia that are covered in
Chapter 7 are derived from the returns of companies traded
on the NYSE, in addition to those on the NYSE AMEX and
NASDAQ). Both the S&P 500 and the NYSE include a pre-
ponderance of companies that are minority held. Does this
imply that an equity risk premium (or size premium) derived
from these data represenis a minority interest premium?
This is a critical issue that must be addressed by the
valuation professional, since applying a minority discount
or a control premium can have a material impact on the
ultimate value derived in an appraisal.

Since most companies in the S&P 500 and the NYSE are
minority held, some assume that the risk premia derived
from these return data represent minority returns and
therefore have a minority discount implicit within them. -
However, this assumption is not correct. The returns that
are generated by the S&P 500 and the NYSE represent
returns to equity holders. While most of these companies
are minority held, there is no evidence that higher rates of
return could be earned if these companies were suddenly
acquired by majority shareholders. The equity risk premium
represents expected premiums that holders of securities of
a similar nature can expect to achieve on average into the
future. There is no distinction between minority owners
and controlling owners.

The discount rate is meant to represent the underlying risk
of being in a particular industry or line of business. There
are instances when a majority shareholder can acquire a
company and improve the cash flows generated by that
company. However, this does not necessarily have an
impact on the general risk level of the cash flows generated
by the company.
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Bermuda Water Company
Correction of RUCO Witness Rigsby's CAPM Analysis
Reflecting Appropriate Arithmetic Mean Historical Market Risk Premiums,
Prospective Market Risk Premiums, Prospective Risk-Free Rates, and use of the ECAPM
1 2 3 4 5 6
Indicated
Value Line Traditional ECAPM Common
Adjusted Market Risk Risk-Free CAPM Cost Cost Rate Equity Cost
Proxy Group of Four Water Companies Beta Premium (1) Rate (2) Rate (3) (4) Rate (5)
American States Water Co. 0.75 8.16 % 467 % 10.79 % 11.30 %
Aqua America, Inc. 0.65 8.16 4.67 9.97 10.69
California Water Service Group 0.70 8.16 4.67 10.38 10.99
SJW Corporation 0.90 8.16 4.67 12.01 12,22
Average 10.79 % 11.30 % 11.05 %

~ See page 2 for notes.




Notes:

()

)

4
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Bermuda Water Company
Development of the Market-Required Rate of Return on Common Equity Using
the Capital Asset Pricing Model for
the Proxy Group of Four Water Companies
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return

For reasons explained in Ms. Ahern’s accompanying rebuttal testimony, from the eight weeks ending August 12,
2011, Value Line Summary & Index, a forecasted 3-5 year total annual market return of 14.28% can be derived by
averaging the eight weeks ended August 12, 2011 forecasted total 3-5 year total appreciation, converting it into an
annual market appreciation and adding the Value Line average forecasted annual dividend yield.

The 3-525year average total market appreciation of 59% produces a four-year average annual return of
12.29% ((1.59°") - 1). When the average annual forecasted dividend yield of 1.99% is added, a total average
market return of 14.28% (1.99% + 12.29%) is derived.

The eight week forecasted total market return of 14.28% minus the forecasted risk-free rate of 4.67%
(developed in Note 2)is 9.61% (14.28% - 4.67%). The Morningstar, Inc. (Ibbotson Associates) calculated market
premium of 6.70% for the period 1926-2010 results from a total market return of 11.90% less the average income
return on long-term U.S. Government Securities of 5.20% (11.90% - 5.20% = 6.70%). This is then averaged with
the 9.61% Value Line market premium resulting in an 8.16% market premium. The 8.16% market premium is then
multiplied by the beta in column 1 of page 1 of this Schedule.

The average forecast based upon six quarterly estimates of 30-year Treasury Note yields per the consensus of
nearly 50 economists reported in the Blue Chip Financial Forecasts dated August 1, 2011 (see page 3 of this
Schedule). The estimates are detailed below:

30-Year
Treasury Note Yield

Third Quarter 2011

Fourth Quarter 2011 4.50
First Quarter 2012 4.60
Second Quarter 2012 4.70
Third Quarter 2012 4.90
Fourth Quarter 2012 5.00
Average 4.671%

The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula:
Rs = Re + B (Rw-Re)

Where Rg = Return rate of common stock
Re = Risk Free Rate
B = Value Line Adjusted Beta
Rum = Return on the market as a whole

The empirical CAPM is applied using the following formula:
R3=RF+.25(RM ‘RF)+-75B(RM 'RF)
Where Rg = Return rate of common stock

Rk = Risk-Free Rate

B = Value Line Adjusted Beta
Rwu = Return on the market as a whole

Source of Information: Value Line Summary & index

Blue Chip Financial Forecasts, August 1, 2011

Value Line Investment Survey, Standard Edition, July 22, 2011

Ibbotson™ SBBI” 2011 Valuation Yearbook —~ Market Results for

Stocks, Bonds, Bills, and Inflation — 1926 — 2010, Morningstar, Inc., 2011 Chicago, iL




|2 ™ BLUE CHIP FINANCIAL FORECASTS ™ AUGUST 1,2011 |

Consensus Forecasts Of U.S. Interest Rates And Key Assumptlons
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History
------- Average For Week Ending------ ----Average For Month---- Latest Q
Interest Rates July22 July15 July8 Julyl Jun May Apr.  2Q 2011
Federal Funds Rate 0.06 0.07 0.08 0.08 0.09 0.09 0.10 0.09
Prime Rate 325 3.25 3.25 3.25 3.25 325 3.25 3.25
LIBOR, 3-mo. 025 0.25 0.25 0.25 0.29 0.26 0.28 0.28
Commercial Paper, l-mo.  0.09 0.09 0.10 0.08 0.11 0.11 0.14 0.12
Treasury bill, 3-mo. 0.02 0.02 0.02 0.02 0.04 0.04 0.06 0.05
Treasury bill, 6-mo. 0.06 0.06 0.07 0.10 0.10 0.09 0.12 0.10
Treasury bill, 1 yr. 0.16 0.16 0.19 0.19 0.18 0.19 0.25 0.21
Treasury note, 2 yr. 0.38 0.37 0.44 0.46 0.41 0.56 0.73 0.57
Treasury note, 5 yr. 1.47 1.48 1.67 1.67 1.58 1.84 2.17 1.86
Treasury note, 10 yr. 295 2.94 312 3.11 3.00 3.17 346 321
Treasury note, 30 yr. 425 4.21 4.35 4.36 4.23 429 4.50 434
Corporate Aaa bond 491 4.89 5.07 5.11 4.99 4.96 5.16 5.04
Corporate Baa bond 5.74 5.71 5.84 5.88 5.75 5.78 6.02 5.85
State & Local bonds 4.46 4.51 4.65 4.59 451 4.59 499 4.70
Home mortgage rate 4.52 4.51 4.60 4.51 4.51 4.64 4.84 4.66
_ History

3Q 4Q 1Q 2Q 3Q 4Q 1Q 20*
Key Assumptions 2009 2009 2010 2010 2010 2011 2011 2011
Major Currency Index 76.4 72.8 74.8 71.6 75.9 73.0 71.9 69.8
Real GDP 1.6 5.0 3.7 1.7 2.6 3.1 19 18
GDP Price Index 0.7 -0.2 1.0 1.9 2.1 0.4 2.0 2.3
Consumer Price Index 3.7 2.7 1.3 -0.5 14 2.6 52 4.1

Forecasts for interest rates and the Federal Reserve’s Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Pnce Index and Consumer Pnce
Index are seasonally-adjusted anaual rates of change (saar). Individual panel members® forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from
Federal Reserve Release (FRSR) H.15. LIBOR quotes available from The Wall Street Journal. Interest rate definitions are the same as those in FRSR H.15. Treasury yields are

reported on a constant maturity basis. Historical data for the Fed’s Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index
are from the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). ). Flgures Jor 20
2011 Real GDP and the GDP Chained Price Index are based on a special question asked of the panelists this month (see page 14).
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Page 1 of 1
Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Four Water Companies
2006 - 2010, Inclusive
S5 YEAR
2010 2009 2008 2007 2006 AVERAGE
American States Water Co.
Long-Term Debt 4430 % 46.95 % 46.25 % 46.99 % 4861 % 46.62 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 55.70 53.05 53.75 53.01 51.39 53.38
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Aqua America, Inc.
Long-Term Debt 57.05 % 56.59 % 54.21 % 55.88 % 51.55 % 55.06 %
Preferred Stock 0.02 0.02 0.09 0.09 0.10 0.06
Common Equity 4293 43.39 45.70 44.03 48.35 44,88
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
California Water Service
Group,
Long-Term Debt 52.51 % 47.93 % 41.88 % 42.86 % 43.47 % 4573 %
Preferred Stock 0.00 0.00 0.00 0.51 0.51 0.20
Common Equity 47.49 52.07 58.12 56.63 56.02 54.07
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
SJW Corporation
Long-Term Debt 53.79 % 49.52 % 46.08 % 47.79 % 41.83 % 47.80 %
Preferred Stock 0.00 0.00 0.00 0.01 0.01 0.00
Common Equity 46.21 50.48 53.92 52,20 58.16 52.20
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Proxy Group of Four Water
Companijes
Long-Term Debt 51.91 % 50.25 % 4711 % 48.38 % 46.37 % 48.80 %
Preferred Stock 0.01 0.00 0.02 0.15 0.15 0.07
Common Equity 48.08 49.75 52.87 51.47 53.48 51.13
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Source of Information
EDGAR Online's |I-Metrix Database
Annual Forms 10-K
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Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance
is that of a relationship between firm size and retum.
The relationship cuts across the entire size spectrum but
is most evident among smaller companies, which have
higher returns on average than larger ones. Many studies
have fooked at the effect of firm size on return.! In this
chapter, the retumns across the entire range of firm size
are examined,

Size and Liguidity

Capitalization 1s not necessarily the underlying cause of
the higher returns for smaller companies. While smaller
companies are usually less liquid, with fewer shares traded
on any given day, not all companies of the same size have
the same liquidity. Stocks that are more liquid have higher
valuations for the same cash flows because they have a
lower cost of capital and commensurately fower retums on
average. Stocks that are less liquid have & higher cost of
capital and higher returns on average.?

While it would be very useful to estimate the equity cost
of capital of companies that are not publicly traded, there
is not a direct measure of liguidity for these companies
because there are no public trades. Thus, there is usu-
ally no share turnover, no bid/ask spreads, etc. in which
to measure liquidity. Even though liquidity is not directly
observable, capitalization is; thus the size premium gap
serve as a partial measure of the increased cost of capital
of a less liguid stock.

Size premiums presented in this book are measured from
publicly traded companies of various sizes and therefore do
not represent the full cost of capital for non-traded com-
panies. The valuation for a non-publicly traded company
should also reflect a discount for the very fact that it is not
traded. This would be an liquidity discount and could be
applied 1o the valuation directly, or alternatively reflected
as an ligquidity premium in the cost of capital.
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This chapter does not tell you how to estimate this incre-
mental liquidity valuation discount {or cost of capital
liquidity premium) that is not covered by the size premium.
At the end of this chapter, we show sorme empirical results
an the impact of liquidity on stock returns.

Construction of the Decile Portfolios

The portfolios used in this chapter are those created by
the Center for Research in Security Prices {CRSP} at the
University of Chicago's Graduate School of Business.
CRSP has refined the methodology of creating size-based
portfolios and has applied this methodology to the entire
universe of NYSE/AMEX/NASDAQ-listed securities going
back 1o 1926.

The New York Stock Exchange universe exciudes closed-
end mutual funds, preferred stacks, real estate investment
trusts, foreign stocks, American Depository Receipts, unit
investment trusts, and Americus Trusts. All companies on
the NYSE are ranked by the combined market eapitalization
of their eligible equity securities. The companies are then
split into 10 equally populated groups, or deciles. Eligible
compariies traded on the NYSE, the NYSE Amex Equities
{AMEX), and the Nasdaq National Market (NASDAQ} are
then assigned to the appropriate deciles according to their
capitalization in relation to the NYSE hreakpoints. The
porifolios are rebalanced, using closing prices for the last
trading day of March, June, September, and Oecember.
Securities added during the quarter are assigned to the
apprepriate portfolic when two consecutive month-end
prices are available. If the final NYSE price of a secu-
rity that becomes delisted is a month-end price, then
that month's retum is included in the quarterly return of
the security’s portfolio. When a month-end NYSE price is
missing, the month-end valus of the security is derived
from merger terms, quotations on regional exchanges, and
other sources. If 2 month-end value still is not determined,
the last available daily price is used.

In October 2008, NYSE Euronext acquired the American
Stock Exchange {AMEX) and rebranded the index as NYSE
Amex Equities. To ease confusion, we will continue to refer
to this index as AMEX through out this chapter.

2011 {hbotsan® SBBI® Valvation Yearhook
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'g 7-1: Size-Decile Portfolios of the NYSE/AMEX/NASDAC
. ber of Companies, Histericat and Recent Market Capitalization

Historieal Average Racent Dacila Becant
Perceatage fecent Matket Parcentage
of Total Number of Capitalization of Tota!
Decile Capitalization Companias {in Thousands) Ca;ﬁ_@ig:_@
1-{argest §3.26% 168 8,586,385,656 62.30%
2 1394 18 1,873,378,708 1359
3 7.53 187 1,022,604,243 142
4 471 185 594,702,185 4.32
5 324 213 482,327,242 350
8 239 230 360,140,550 2.61
7 178 287 304,948,414 220
8 1.3 .3e 239,018,585 1.73
g 1.03 481 181,744,805 1.32
10-Smallest 083 1,320 136,118,075 048
Mid-Cap 3-5 1548 565 2,099,633,670 15.24
Low-Cap 68 5.6 878 904,107,559 £.56
Micro-Cap 9-10 1.86 1.811 317,863,880 2.3

Data from 1926~2010. Sousce; Momingstar and CRSP, Calevlated {or Derived) based un data from CRSP US Steck Database and
CRSP US lidices Databiase ©2011 Center for Research in Secuity Prices {CASP®), The University of Chicage Booth Schoal of
Bosiness. Used with pennission.

Historical average percentage of tolal capitalization shows the average, over the 125t 85 years, of the decile market
values 83 o percentage of tha totol NYSEZAMEXNASDAQ salculated each month, Number of companies in deciles,

recont market capitativation of decilos and recent p ge of total cap ion are as of Septembar 39, 2010
Tubls -2 Size-Decile Partfolios of the NYSE/AMEX/NASDAQ,
Largest Company and its Market Capitalization by Decile
Recent Market
Cepitalization
wetils {in Thousands} Company Name
1-Largest $314,622,574 Exxon Mobil Corp.
Z 15,079,529 H.J. Heinz Co.
3 6,793,876 Ameren Comp.
4 3,710,985 Timken Co.
5 2.509,152 Compass Minerals Inil Inc.
§ 1,775,956 Trinity Incustries Inc.
7 1,212,290 Delphi Financial Group
8 771,783 RSC Holdings Inc.
g 477,539 DSW Inc.
10-Smallest 235847 McClatchy Co.
Source; M znd CRSP. Calculated {or Derived] based on data from CRSP US Stack Batabase and CASP US Indices Database

©2011 Center for Research in Security Prices {CRSP®), The University of Chicage Booth Sthoof of Business. Used with

Market capitalization and neme of largest compeny in sach dexdile as of September 30, 2010.

Base security retums are monthly holding period returns.
All distributions are added to the month-end prices, and
appropriate price adjustments are made to account for
stock splits and dividends. The return on a portfolio for
one month is calculated as the weighted average of the
returns for its individual stocks. Annual portfolio retumns are
calculated by compounding the monthly portfolio returns.
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Size of the Deciles

Table 7-1 reveals that the 1op three deciles of the NYSE/
AMEX/NASDAQ account for most of the total market value
of its stocks. Nearly two-thirds of the market value is rep-
resented by the first decile, which currently consists of 165
stocks, while the smallest decile accounts for just over one
percent of the market value. The data in the second column
of Table 7-1 are averages across all 85 years. Of course,
the proportion of market value represented by the various
deciles varies from year to year.

Columns three and four give recent figures on the
number of companies and their market capitalization,
presenting a snapshot of the structure of the deciles as of
September 30, 2010.

Table 7-2 gives the current breakpoints that define the
composition of the NYSE/AMEX/NASDAQ size deciles.
The largest company and its market capitalization are
presented for each decile. Table 7-3 shows the historical
breakpoints for each of the three size groupings presented
throughout this chapter. Mid-cap stocks are defined here
as the aggregate of deciles 3-5. Based on the most recent
data {Table 7-2), companies within this mid-cap range
have market capitalizations at or below $6,793,876,000
but greater than $1,775,966,000. Low-cap stocks include
deciles 6-8 and currently include all companies in the
NYSE/AMEX/NASDAQ with market capitalizations at or
below $1,775,966,000 but greater than $477,539,000.
Micro-cap stocks include deciles 8-10 and include compa-
nies with market capitalizations at or below $477,539,000.
The market capitalization of the smallest company included
in the micro-capitalization group is currently $1,222,000.

Presentation of the Decile Data

Summary statistics of annual returns of the 10 deciles
aver 1826-~2010 are presented in Table 7-4. Note from
this exhibit that both the average return and the total risk,
or standard deviation of annual retumns, tend to increase
as one moves from the largest decile to the smallest.
Furthermore, the serial correlations of retums are near zero
for all but the smallest deciles. Serial correlations and their
significance will be discussed in detail later in this chapter.

84 Chapter 7: Firm Size and Return




Tahble 7-3
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ:
Lasgest and Smatlest Company by Size Group {Continued)
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19261985
Cagitalization of Largest Company {in Th is) Canitatization of Smallest Company {in Tt ds}

Date Mid-Cap taw-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap
{Sept 30} 35 &8 8-19 3-5 68 910
1926 $62,865 $14128 $a188 $14,363 $4,200 sh
1927 4w 16.200 4,560 16.250 4513 41
s 89,494 21,350 5976 21,500 6,028 82
1929 103483 23,194 5,749 23,386 5,769 70
1930 53,033 11,550 2,413 11,567 2422 24
1931 - 27,750 5171 1079 5,250 1,088 10
1832 26,240 4175 1,008 4,187 1,013 48
1933 36,313 6,192 1,499 6,208 1,515 .8,
1934 12,563 5813 1,440 5875 1,443 83
1935 41,652 8247 1,875 8,249 1,888 47
1936 53608 12,817 3794 13,031 3325 90
1937 ' 42,384 10,888 2978 10,895 2,833 83
1938 40,140 8,574 2113 8,660 2,235 53
1939 40,533 9,836 2,721 9887 2,749 100
1940 32,813 8,832 2,100 8,867 2,112 93
1941 33,313 8,800 2,396 8,813 2,431 82
1942 28,091 7,308 2,040 7372 2,052 145
1943 43,425 11,060 1652 11,100 3718 281
1944 45,659 13,456 4,820 13,500 4875 328
1945 58,029 18910 7,205 18,947 7,228 542
1946 59,575 18,070 7,080 18,075 7,132 813
1947 £1,443 18,464 £,689 18,506 6,711 530
1948 58468 17,216 5,281 17,224 8,297 665
1949 £1.284 16,503 5,658 16,564 5 670 455
1350 72628 20,904 7,326 21,021 7.363 805
1351 92894 25,493 8,438 75,549 8,441 B9
1952 34,051 25114 836 25118 8,428 480
1353 92,780 23,808 7,650 23,836 7,688 355
195¢ 134,694 31812 9328 31,625 9,444 509
1955 162,221 42,120 12215 42,485 12,276 600
1956 178,588 45,750 13283 45,765 13298 601
1957 ‘ 170,079 42,234 12,552 42,470 12,650 801
1958 219,264 52,512 15513 52,601 15,561 800
1959 243,709 61,458 18,200 61,620 19,278 1,768
1960 240,600 58,530 18,340 58,591 18,480 775
1951 308,900 74919 22,162 75,002 22,710 2,160
1962 252,500 50,771 18,377 61,053 19,346 736
1983 310628 74531 24,827 74,556 24852 158
1984 358730 §1,950 27,931 82,429 28092 278
1965 411,397 91,550 31,533 92,442 31,650 339

2011 ibbatson® SBBI® Valuation Yearbosk
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Table 7-3 {Continued)

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ:

Largest and Smallest Company by Size Group {Continued}
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1966-2010
Capitalization of targest Company {in i Capitalization of Smallest Company fin Th ds)
Date Mid-Cap Low-Cap Micro-Lap Mid-Cap towCap Micro-Cap
35 8—8 310 3~5 88 910
36976 B3 79518 G303 7968 162
~ 394221 A8 g3 13221 48182 519
' 545337 188176 62725 20 ... 2681
,,,,,, 496,371 141,542 48,785 48840 1384
' 185 116,353 37,038 116,246 3101 1216
976 140,357 44888 140,397 4907 908
550,011 wose o 4tew Mo 41958
507,165 116042 33930 16087 33.941
218,010 61009 18,020 61,379 18,032
25638 78 el
_.554 : 34,541 LJw3me o 3u5e
567,353 %5 Uaeas  \g07 39398
626,508 180503 52850 181,148 sz8rs
722753 186862 56.404 197312 56420
843,224 232,001 60516 232,504 50,550
848,189 221,008 58,185 223677 58451
857,872 229,803 60007 230,450 60,138
1983 1223644 360,242 90.038 360,591 99,444
1904 192830 300762 gitez . 34080 91,492
(L < 2: 1 S 341,504 90,773 342770 91018
1986 CTagsien 394738 96391 395,134 s6480 856
1987 2,145,644 499,340 116,468 500,270 116553
1988 1928870 43006 %6064 434,359
1989 2,332,567 515,156 103620 517,276
1990 1,809,083 360,000 1792 360,715 .
1991 2,371,976 497,945 50,285 493,636 90,317 156
1997 Y RE) 512,510 102,376 513,251 102,959 s
1993 2,836,393 B14016 147083 619825 147.276 550
1994 2830783 633433 151,759 633,578 151814
1996 " 2899061 690,600 188873 ot
1996 3,222,158 741853 192,658 150 192,
1997 3.936,936 942,616 260,119 944,497 260,269
1998 3,537,903 723517 192,465 724133 192864 515
1999 S 3nsem 801,711 201,767 03,529 01 817 1123
W0 4592543 972,582 189,370 927,860 189474 1,287
) 913,122 211,085 913,428 ‘a0t 418
976,123 242101 976,647 242,226 289
1,241.508 365,09 1243618 385772 1563
320713 1,568,386
) 7,690,867 1806555 543,522 1810805 0 5e3%8y e
2006 813310 1985960 633397 198885 638915 1745
2007 8,677,165 2292931 631865 2.793 545 631,888 1422
2008 5,840,629 1,580,757 442,559 1,688,843 442506 1,482
2009 5936147 1,600,169 431,256 1,602,429 432175 1,007
2510 5,793,876 1,775,968 477539 1,778,758 478,102 17712

86

Chapter 7: Firm Size and Return




raph 7-1: Size-Decile Portfalios of the NYSE/AMEX/NASOAQ
Vealth Indices of Investments in Mid-, Low-, Micro-, and Total Capitalization Stocks
{ndex {Year-End 1925 = $1.00}

$100.000.0
-~ Micro-Cap {$18,556.06 YE 10}
—~  low-Cap($10,250.9 YE10}
~  Mid-Cap ($7,300.58 YE10)
$10,000.0 —  Total Capitatization {$2,555.74 YE10}

1925 1935
Year-end

Data from 19252018,

1845 1855 1855 1875 1935 1995 2005 o

Graph 7-1 depicts the growth of one dollar invested in
gach of three NYSE/AMEX/NASDAQ groups broken down
into mid-cap, low-cap, and micro-cap stocks, The index
value of the entire NYSE/AMEX/NASDAQ is also included.
All returns presented are value-weighted based on the
market capitalizations of the declles contained in each
subgroup, The sheer magnitude of the size effect in some
years is noteworthy. While the largest stocks actually
declined 9 percent in 1977, the smallest stocks rose more
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than 20 percent. A more extreme case occurred in the
depression-recovery year of 1933, when the difference
between the first and tenth decile retumns was far more
substantial, with the largest stocks rising 46 percent, and
the smallest stocks rising 218 percent. This divergence in
the performance of small and farge company stacks is a
COMMON OCCUITence.

Table 7-4: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Suminary Statistics of Annual Returns

Geemetdc  Adthmetic Swmndand  Seriat
Decils Mean Mean Oeviation  Conelation
1-largest 9.1 108 1493 0.07
2 10.5 128 22.3 .01
109 138 238 ~0.03
10.8 138 26.0 402
0.03

114 150 215 0.02
11.4 154 29.7 0.01
16 18.5 343 0.05

3
4
5 114 148 26.8
§
7
8

9 1.7 172 35 004
10-Smalfest 133 210 49 0.14
Mid Cap 110 139 249 003
tow Cap 11.5 154 283 ooz
Micro 123 184 390 007
NYSE/AMEX/ a7 Mg 04 0m

NASDAQG Total Value
Weighted Index

Data from 1925-2010. Seare: Morningstar and CRSP. Calcutated (or Derived) based
on data from CRSP US Stock Datebose and CASP US fndices Databass @201 Center
for Research in Secusity Prices {CHSP®, The University of Chicago Baoth School of
Busi Used with pernissi

Ressits are for quarterly re-ranking for the decifes, Tha smatl company stock
surnary statistits presented in eailier chaptars comprise a re-ranking of the
portfolios every five years prior (o 1982,

Aspects of the Firm Size Effect

The firms size phenomenon is remarkable in several ways.
First, the greater risk of small stocks does not, in the con-
text of the capital asset pricing model {CAPM), fully account
for their higher returns over the long term. In the CAPM only
systematic, or beta risk, is rewarded; small company stocks
have had returns in excess of those implied by their batas.

Second, the calendar annual return differences between
small and large companies are serially correlated. This
suggests that past annual returns may be of some value
in predicting future annual returns. Such serial correlation,
or autocorrelation, is practically unknown in the market for
large stocks and in most other equity markets but is evident
in the size premia.
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Table 7-5: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Long-Term Returas in Excass of CAPM

Acwal CAPM Size
Arith-  Retum Raturn Precmium
metic  inbxcess  inExcess  {Retumin
Mean  of Riskless of Fiskless  Excess of

Retirn Rate™* Rate' CAFM}
Decile Beta®  {%) %4 (%] (%1
1-Largest 0.91 10,92 5.76 6,14 -0.38
2 1.03 1292 7.6 6.95 081
3 110 1356 8.39 139 1.01

112 1391 8.75 7.55 1.20

________ L6 1475 9.59 1.71 181

124 1538 1021 834 188

4

5

6 119 1485 878 7.96 1.82
3 .

8

136 1654 11.37 8.73 2.65

3 135 V746 1189 805 294

10-Smaltest 141 7087 15.81 8.45 5.36

Mid-Cap, 3-5 1.2 1387 871 7.51 1.20

Low-Cap, 6-8 173 1538 10.22 8.24 1.98

Micro-Cap, 810 136 1837 13.20 912 407

Qata from 19262010

*Betas ere estimated from monthly returns in exeass of the 30-day U.S. Treasury bill
total retum, Janvary 1828-Dacember 2010,

**Historical riskless rate measured by the §5-year arithmetic mean income retum
of 20-year g bonds (517}

*Caleulated in the context of the CAPM by multiplying the equity risk premium by
hata. The equity risk premium s estimated by the arithmetic mean total retirm of
the S&8 500 {1188 pescent} minus the arithmetic mean income return component
of 20-year government bonds {5.17 percent) from 19262010,

Graph 7-2: Security Market Line Versus Size-Decile Punfolioé of the
NYSE/AMEX/NASDAG

yil
0
2
8

, Q{f" ”

15 “”’«'55 !
&P 506 @?!34/
T
10
x/ g
P

5 Riskigss Asie

Bete 000 025 050 075 100 128 18175

Data from 1826-2010.

Source: Momingsisr sod CASP. Caleulated {or Derived) based on data from CASP
US Stotk Datatrase and CRSP US lodices Batsbese ©2011 Center for Besearch
in Secwity Prices {CRASPE), The University of Chicago Booth School of Business,
Used with permission.
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Third, the firm size effect is ssasonal. For example, small
commpany stocks outperformed large company stocks in the
month of January in 8 large msjority of the years. Such
predictability is surprising and suspicious in light of modem
capital market theory. These three aspects of the firm sfze
sffect—Ilong-term returns in excess of systematic risk,
serial correlation, and seasonality—will be analyzed
thoroughly in the following sections.

Long-Term Returns in Excess of Systematic Risk

The capital asset pricing madel (CAPM) does not fully
account for the higher returns of small company stocks.
Table 7-5 shows the retums in excess of systematic risk
over the past 85 years for each decile of the NYSE/AMEX/
NASDAQ. Recail that the CAPM is expressed as follows:

kg =1 +{(B s XERP)

Table 7-5 uses the CAPM to estimate the return in excess
of the riskless rate and compares this estimate 1o historical
perfarmance. According to the CAPM, the expected return
on a security should consist of the riskless rate plus an
additional return to compensate for the systematic risk
of the security. The return in excess of the riskless rate is
estimated in the context of the CAPM by multiplying the
equity risk premium by B {beta). The equity risk premium
is the return that compensates investors for taking on risk
equal to the risk of the market as a whole (systematic risk).?
Beta measures the extent to which a security or portfolio
is exposed to systematic risk.* The beta of each decile indi-
cates the degree to which the decile’s return moves with
that of the averall market.

A beta greater than one indicates that the security or port-
folio has greater systematic risk than the market; according
to the CAPM equation, investors are compensated far
taking on this additional risk. Yet, Table 7-5 illustrates
that the smaller deciles have had returns that are not fully
explained by their higher betas. This return in excess of
that predicted by CAPM increases as one maves from the
largest companies in decile 1 to the smallest in decile 10.
The excess retumn is espacially pronounced for micro-cap
stocks {deciles 9-10). This size-refated phenomenon has
prompted 3 revision to the CAPM, which includes a size
premium. Chapter 4 presents this modified CAPM theory
and its application in more detail.
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. “able 7-6: Sze-Decite Portfolios of the NYSE/AMEX/NASDAQ
(Oth Decils Sub-Portfolios

Iarket
Recent Capitalization
Nembar at of Lasgest Company
Uecile Companies {ine Thousands} Corapany Name
10a 388 235,847 McClatchy Company
10w A /47 McClatchy Company
10x 167 179,318 Furmanite Corporation
10b 1,294 143,379 Callon Petroleumn Company
10y 304 143,379 Callon Petroleum Company
102 930 85,670 Visteon Corporation

Noie: These numbers may not aggregate to equal decile 1@ figures.

Source: Morningstar and CRSP. Caleotated {or Dirived) based on data from CASP US Stock Datatisse and CRSP US Indices Datstase

@201t Center for Research in Security Prices {CRSP®), The Univarsity of Chicaga Booth Schunl of Busi

Used with |

Masket capitatization and name of largest company i esch dscile 3s of Seplember 33, 2010,

This phenomenon can also be viewed graphically, as
depicted in Graph 7-2. The security market line is based on
the pure CAPM without adjustment for the size premium.
Based on the risk {or beta) of a security, the expected
seturn lies on the security market tine. However, the actual
historic returns for the smaller deciles of the NYSE/AMEX/
NASDAQ lie above the line, indicating that these deciles
have had returns in excess of that which is appropriate for
their systematic risk.

Further Analysis of the 10th Decile

The size premia presented thus far do a great deal to
explain the return due solely to size in publicly traded com-
panies. However, by splitting the 10th decile into further
size groupings we can get a closer look at the smallest
companies. This magnification of the smallest companies
will demonstrate whether the company size 1o size premia
relationship continues to hold true.

Ibbotson first split the 10th decile into 102 and 180 in
the 2001 Ibbotson SBB! Valuation Yearbook. In the 2010
Ibbotson SBBI Valuation Yearbook, we introduced an even
closer look at the smallest companies by splitting 10a into
10w and 10x, and splitting 10b into 10y and 10z.

As previously discussed, the method for determining
the size groupings for size premia analysis was to take
the stocks traded on the NYSE and break them up into
10 deciles, after which stocks traded on the NYSE AMEX
and NASDAQ were allocated into the same size groupings.
This same methodology was used to split the 10th decile
into four parts: 10w, 10x [sub-portfolios of 10a), and 10y,
and 10z {sub-portfolios of 10b). Splitting the 10th decile into
10a and 10b is equivalent to breaking the stocks down into
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20 size groupings, with portfolios 19 and 20 representing
102 and 10b. Further splitiing 10z into 10w and 10x and 10b
into 10y and 10z is equivalent to breaking the stocks down
into 40 size groupings, with portfotios 37 and 38 represent-
ing 10w and 10x, and portfolios 39 and 40 representing
10y and 10z,

Table 7-7 shows that the pattern continues; as companies
get smaller their size premium increases. There is a notice-
able increase in size premium from 10a to 10b, and the
portfolio made up of the smallest companies, 10z, has the
largest size premium, which is demonstrated visually in
Graph 7-3. This can be useful information in valuing compa-
nies that are extremely small. Table 7-6 presents the size,
composition, and breakpoints of each size category. First,
the recent number of companies and total decile market
capitalization are presented for each of the portfolios. Then
the market capitalization and name of the largest company
is presented. Breaking the smallest decile down lowers the
significance of the results compared to results for the 10th
decile taken as a whole, however. There are always going
to be more companies included in the Micro-cap than in the
10th decile, and more companies in the 10th decile than in
the 10b category. The more stocks included in a sample,
the more significance can be placed on the results. The
10th decile gets as smalf as 49 companies back in March
of 1926. This is still significant.

While this is not as much of a factor with the recent years
of data, these size premia are constructed with data back
to 1926. By breaking the 10th decile down into smaller
components we have cut the number of stacks included
in each grouping. The change over time of the number of
stocks included in the t0th decile for the NYSE/AMEX/
NASDAQ is presented in Table 7-8. With fewer stocks
included in the analysis early on, there is & strong pos-
sibility that just a few stocks can dominate the retums
for those early years. While the number of companies
included in the 10th decile for the early years of our
analysis is low, it is not too low to demonstrate that the
company size to size premia relationship continues to hold
true, even when broken down into subdivisions 10a, 10w,
10x, 10b, 10y, and 10z.

All things considered, size premia developed for these
portfolios are significant and can be used in cost of
capital analysis. These size premia should greatly enhance
the development of cost of capital analysis for vary
small companies.
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Overlapping Size Categories

A common question amang valustion practioners is
sbout how to use the varicus size premium metrics that
Merningstar provides when size-based category break-
points overlap. This issue is magnified now that we have
published even more granularity for the 10th decile.

There are gouing to' be cases when the estimated equity
value for a subject could categorize it in 3 number of size
premium buckets. This range of potential size premium
choices would have a tremendous effect on the firm's
enterprise vatue. There are two decision paths when mak-
ing this choice. The improper path is to choose the size
premium that achigves the self-serving goal of influencing
the enterprise value in the direction most desired. In many
cases this leads to choosing the highest size premium
number (12.06% in Table 7-7}, because this will lead to
the lowest enterprise value for tax purposes, marital dis-
solution, acquisition valuation, etc. The proper path is to
choose the size premium that is most statistically relevant
for your application,

Choosing the Right Size Premium

There are two primary factors in determining which size
premium to use. First, identify how close 1o a size category
boundary your subject company falls. Second, determing
how confident you are in your estimate of equity value.

Let's say you have an example where the estimated
equity value is close to the top breakpoint of the 10b cat-
egory, toward the middle of the 10th detile, and toward
the bottorm of the Micro-cap. In this case, the statistically
conservative choice is the 10th decile. We need to bafance
the confidence that our subject firm actually falls within
a particutar size category with the need 1o tailor that size
grouping as tight as possible to make the peers relevant
to our analysis. The Micro-cap category is too broad for
this case, since the subject firm falls in the lower range
of the category, and 10b is too narrow since our subject
company would harely squeeze in under the top breakpoint
before sliding into 10a. We can say with confidence that
the 10th decile puts our company among the most peers
of similar size.
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Since estimating equity value for the purpose of size
premium categorization is a circular challenge, it makes
sense to use as many quality metrics that are available to
perform this estimate. In doing so. you may find that the
equity estimates cross a number of size premium catego-
ries. In this case, it is advisable 1o sacrifice granularity for
statistical confidence. For example, if you have three equity
estimates indicating that your firm would fall in the middie
of 10x, bottom of 10x, and middle of 10y categories, the
overall 10th decile size premium would be the best cat-
egory 1o capture the size of similar peer companies while
acknowledging that the imperfections and circular nature
of the size bucketing process.

Table 7-7: Long-Terra Returms in Excess of CAPM Estimation for Decile
Partfolios of the NYSE/AMEX/NASDAR, with 10th Decite Spit’
Beatized Estimated  Size
At Retarn Return Pramium
metic infacass inBxess  Pewmin
Mgan  of Risklsss  of Riskless  Exessof
Feturn  Rate™ flate? CAPM)
Beta” {%) . l“:fs) I
a.41 10.92 5.76 6.14
1.03 1292 7.76 695 0.81
1.10 13.56 8.39 7.33 1.01
112 1381 8.75 155 1.20
1.16 14.75 9.59 1.77 181
1.18 14.95 978 186 1.82
1.24 16.38 10.21 834 188
1.30 16.54 11.37 8.73 2.65
135 12.16 11,99 905 2.94
Oa 142 19.24 14,08 953 455
10w 1.39 18.52 13.35 9.36 3.99
10x 1.45 19.68 14.72 9.75 4.95
10b 1.38 24.46 18.30 9.24 10.06
10y 1.40 2372 18.55 340 9.15
10z 1.34 28,25 2108 9.03 12.06
Mid-Cap, 3-5 1.12 13.87 8n 151 120
Low-Cap, 6-8 1.23 15.38 1022 8.24 198
Micro-Cap, 810 1.36 18.37 1320 9.12 407

AP I N P I N -

Data from 19262014, Source: Morningstar and CRSP, Calculated (or Darived] based
oo data from CRSP US Stock Database and CRSP US Indices Database ©2011 Center
for Research in Security Prices (CRSP®), The University of Chicago Baoth Schost of
Busil Used with p fon.

“Betas are estimated from monthly portiolio 161l 1aturns i excess of the 30-day
US. Treasury bill toral retum versus the SZP 500 totat returns In excess of the
30-day US. Treasury bill, January 1926-Dacember 7010 .

**Historical riskless rate is measwrad by the 85-year adthmetic mean income tetarn
s of 20-year g tonds (517 pecemt)

tCalculated in the context of the CAPM by multiplying the equity risk premium by
beta. The equity risk premium is estimated by the aridinetic mean tatal retem of
the SEP 500 (11.88 percent) minus the arithmetis mean income retum companant
af 20-year govemment bonds (5,17 parcent) from 1825-2010.
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Graph 7-3: Security Market Line versus Siza-Oecile Portfolios of the
NYSESAMEX/NASDAQ, with 10th Decile Spiit

30

25
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10 -

@}}(‘skless Rate

Befa ppg 020 040 080 080 100 120 140 180

Rata froem 19262010,

Tahle 7-8: Historical Number of Companies for NYSE/AMEX/NASDAQ
Decile 10

Sept. Nurober of Companies
1926 ] 52"
1930 72
1940 78
1850 100
1960 169
1970 885
1980 ‘ 685
1580 A
2000 e
08 1,746
2005 1,744
2007 1,775
2008 1,628
2009 1415
2010 1,320

Seowrce: Mosringstar and CRSP, Caleutated {or Dedived) based on data fram CRSP
US Stock Database and CRSP US Indices Datehase ©2011 Center for Pasearch
in Secusity Prices (CASP@), The University of Chicago Booth School of Business.
Used with pemnigsion.

“The fewest number of companies was 43 in dlerch, 1926

Alternative Methods of Calculating the Size Premia
The size premia estimation method presented above makes
several assumptions with respect to the market bench-
mark and the measurement of beta. The impact of these
assumptions can best be examined by looking at some
alternatives. In this section we will examine the impact an
the size premia of using a different market benchmark for
estimating the equity risk premia and beta. We will also
examine the effect on the size premia study of using sum
beta or an annual beta.®
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Changing the Market Benchmark

In the original size premia study, the S&P 500 is used as
the market benchmark in the caiculation of the realized
historical equity risk premium and of each size group's
beta. The NYSE total value-weighted index is a common
alternative market benchmark used to calculate beta. Table
7-9 uses this market benchmark in the calculation of beta.
In order to isolate the size effect, we require an equity risk
premium based on a large company stock benchmark. The
NYSE decifes 1-2 large company index offers a mutually
exclusive set of portfolios for the analysis of the smaller
corapany groups: mid-cap deciles 3-5, low-cap deciles
68, and micro-cap deciles 3-10. The size premia analyses
using these benchmarks are summarized in Table-7-9 and
depicted graphically in Gragh 7-4.

Table 7-9: Long-Term Returns in Excess of CAPM Estimation for Decile
Partfolios of the NYSE/AMEX/NASDAD, with NYSE Market Benchmarks
Reatired Estimated  Size
Adth-  Retemn Retm Preatium
metic  inExcess  inExcess  {Aetuinin
Maan  of Riskless  of Riskless  Excess of
Pewm  Rawe** Bate’ CAPMY
Bew® (%) %) (%) (%}
0.99 1892 576 591 0.15
1.11 1292 178 6.65 110
117 1356 839 702 1.38
1.20 13.91 8.75 113 156
973 15 9, 1% 222
126 1495 978 753 225
' 1021 788 233
. .54 11.37 8.25 312
1.42 17.18 11.98 B52 346
10 1.48 20.97 15.81 8.47 6.94
Mid-Cap, 3-5 118 1387 8.71 713 1.58
Low-Cap, 6-8 130 15.38 10.22 7.79 2.43
Micro-Cap, 310 143 18.37 1320 858 4.81

B XIS

~ e

w2 I

Data from 1925-2010. Source: Morningstar and CRSP. Calewlated for Derived) based
oft data from CHSP US Stock Databese and CASP US Indices Database ©2011 Center
for Research in Seeurity Prices (CRSP®), The Univarsity of Chicage Sooth Sehaw! of
Bus Ysed with g i

*Betas arg estinvated from monthly portfolio wial returns in excess of the 30day
LS, Traasury bill total retwem versys the CRSP Daciles 1-Z total retusns in excess of
the 30-day U.S. Treasury bill, January 1926-December 2010 .

**Histoxical riskless rate is measured by the BS-year arithmetic mean income relum
of 20+ear g tonds {5.17 p }

tCalculated in the tontess of tie CAPM by multiplying the equity risk premium by
heta. The equity risk premium is estimated by the arithinetic mean otal etum of
the CASP Decites 1-2 (11,15 percent} minys the arithmetic mean income retuen cam-
ponent of 28-year gavernment bands {5.17 perent] from 1926-2010.
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Graph 7-4: Sgeurity Market Line versus Size-Decile Portfolios of the
NYSE/AMEX/NASDAQ, with NYSE Market Benchmarks

25 Arithmetic Mean Betum (%)
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Beta 000 025 050 075 100 125 150 175

Data from 19262010,

for the entire period analyzed, 1926-2010, the betas
obtained using the NYSE total value-weighted index are
higher than those obtained using the S&P 500. Since
smalfer companies had higher betas using the NYSE bench-
mark, one would expect the size premia to shrink. However,
as was illustrated in Chapter 5, the equity risk premium
calculated using the NYSE deciles 1-2 benchmark results
in a value of 5.99, as opposed to 6.72 when using the S&P
500, The effect of the higher betas and lower equity risk
premium cancel each other out, and the resulting size
premia in Table 7-9 are slightly higher than those resulting
from the original study.

Measuring Beta with Sum Beta

The sum beta method atiempts to provide a better measure
of beta for small stacks by taking into account their lagged
firice reaction to movements in the market. [See Chapter
6.] Table 7-10 shows that using this method of beta esti-
mation results in larger betas for the smaller size deciles
of the NYSE/AMEX/NASDAG while those of the larger
size deciles remain relatively stable. From these results,
it appears that the sum beta method corrects for possible
errors that are made when estimating small company betes
without adjusting for the lagged price reaction of small
stocks. However, the sum beta, when apptied to the CAPM,
still does not account for all of the returns in excess of the
riskless rate historically found for small stocks. Table 7-10
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demonstrates that a size premium is still necessary to esti-
mate the expected returns using sum beta in conjunction
with the CAPM, though the premium is smaller than that
needed when using the typical calculation of beta.

Graph 7-5 compares the 10 deciles of the NYSE/AMEX/
NASDAQ to the security market line. There are two sets
of decile portfolios—one set is plotted using the single
variable regression method of calculating beta, as in Graph
7-2, and the second set uses the sum bsta method. The
portfolios plotted using sum beta more closely resemble
the security market line. Again, this demonstrates that the
sum beta method results in the desired effect: a higher
estimate of retums for smafl companies. Yat the smaller .
portfolios still lie above the security market line, indicating
that an additional premium may be required.

Table 7-10: Long-Term Returms in Excess of CAPM Estimation for Decile
Partfofios of the NYSE/AMEX/NASDAQ, with Sum Beta
Realized Estimated  Size
Ath-  Retum Retum Premium
matic  inBwess  inbxess  {Rewmin
Mean  of fliskless  of Riskless  Excess of
Retun  Rate®™ fate® CAFM)
Bata* {%) {56} %) - %
1-Largest 0.91 10.82 576 6.13 -0.37
1.06 12.92 178 7.08 0.68
1.13 1356 8.39 7180 0.79
120 1381 875 805 069
1.24 14.75 959 8.30 1.29
1.30 14.95 978 8.73 105
1.38 15.38 10.21 3.27 0.94
1.49 16.54 1137 1004 134
9 156 17.16 1188 1045 1.54
10-Smatlest [N 2097 15.81 11.47 434
Mid-Cap, 3-5 117 1387 8N 7.88 (.84
Low-Cap, 68 1.36 15.38 10.22 918 1.05
Micro-Cap, 910 160 1837 1326 W7 2.46

isdignicniaicoing

Data from 1926-7010. Source: Mormingster and CRSP. Calculaiad {or Darived) based
on data from CRSP US Siock Database and CRSF US Indices Database ©2011 Center
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Exhibit No.
Schedule PMA-9
Page 1 of 2

Bermuda Water Company
Summary of Cost of Capital and Fair Rate of Return

Based upon Corrections to RUCO Witness Rigsby's DCF and CAPM

Weighted

Type of Capital Ratios (1) Cost Rate Cost Rate
Long-Term Debt 40.00% 6.13% (1) 2.45%
Common Equity 60.00% 10.85% (2) 6.51%
Total 100.00% 8.96%

RUCO Witness Rigsby's Recommendation

Weighted

Type of Capital Ratios (1) Cost Rate (1) Cost Rate
Long-Term Debt 40.00% 6.13% 2.45%
Common Equity 60.00% 9.00% 5.40%
Total 100.00% 7.85%

Notes:
(1) From Schedule WAR - 1, page 1.
(2) From page 2 of this Schedule.




Exhibit No. ___
‘ Schedule PMA-9
| Page 2 of 2
| Bermuda Water Company
Brief Summary of Common Equity Cost Rate
RUCO Witness RUCO Witness
Rigsby's Original Rigsby's Corrected
Line No. Methodology Methodology
1. Discounted Cash Flow Model (DCF) (1)
a. Dividend Yield 3.11% (1 311% (2)
b. Growth Rate 6.17% ) 8.49% 2)
c. DCF Indicated Common Equity Cost Rate 9.28% 11.60%
2. Capital Asset Pricing Model (CAPM)
a. Risk-Free Rate 1.52% (3) 4.67% (4)
b. Market Equity Risk Premium 5.45% (5) 8.16% (4)
c Beta 0.75 3) 0.75 (4)
d. Traditional CAPM Indicated Common Equity Cost Rate 5.61% 10.79%
e. Empirical CAPM Indicated Common Equity Cost Rate NA 11.30%
f. Average CAPM Indicated Common Equity Cost Rate 5.61% 11.05%
3 Average DCF and CAPM Indicated Common Equity
Cost Rates 7.44% 11.33%
4, Financial Risk Adjustment (6) NA -0.98%
5. Business Risk Adjustment (7) NA 0.50%
6. Indicated Common Equity Cost Rate 7.44% 10.85%
7. Recommended Common Equity Cost Rate 9.00% (8) 10.85% (9)

Notes: (1) From Schedule WAR - 2.
(2) From Schedule PMA-4
(3) From Schedule WAR - 7, page 1.
| (4) From Schedule PMA-6, page 1.
(5) Average market equity risk premium from Schedule WAR 7, pages 1 and 2.

(6) Developed on pages 39 - 41 of Ms. Ahern’s accompanying rebuttal testimony.
(7) Developed on pages 41 - 17 of Ms. Ahern's accompanying rebuttal testimony.
(8) From Schedule WAR-1, page 1.
(9) Sum of Line Nos. 3, 4, 5, and 6.




No T s Y, T S S

N RN N N N N e e e e e e e e s
N R W N = O YO NN R WD = O

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION]|
PHOENIX

FENNEMORE CRAIG, P.C.

Patrick J. Black (No. 017141)

3003 N. Central Ave.

Suite 2600

Phoenix, Arizona 85012

Attorneys for Bermuda Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE _
APPLICATION OF BERMUDA WATER | DOCKET NO: W-01812A-10-0521

COMPANY. AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER RATES AND CHARGES
FOR UTILITY SERVICE BASED
THEREON.

REJOINDER TESTIMONY OF
KIRSTEN WEEKS

EXHIBIT




O 0 N N s W N -

NN N NN N e e = e = s e e e
[ N N N = =T~ - R B W U, B - VS B S =)

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION
PHOENIX

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS
ADDRESS FOR THE RECORD.

My name is Kirsten Weeks. I am employed as a Manager of Regulatory
Accounting at Utilities, Inc., 2335 Sanders Road, Northbrook, Illinois 60062.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

I am testifying in this proceeding on behalf of the applicant, Bermuda Water
Company (“Bermuda” or “Company”).

ARE YOU THE SAME KIRSTEN WEEKS WHO PREVIOUSLY FILED
TESTIMONY IN THIS DOCKET?

Yes. My direct testimony addressed the Company’s application on the issues of
rate base, income statement, rate design and cost of capital. My rebuttal testimony
addressed direct testimony submitted by the Utilities Division Staff over rate base,
operating revenue and expenses, revenue requirement, rate of return, rate design
and engineering. 1 also briefly addressed direct testimony submitted by the

Residential Utility Consumer Office (“RUCO”) on cost of capital issues.

DID THE COMPANY FILE SEPARATE REBUTTAL TESTIMONY ON
THE COST OF CAPITAL ISSUES RAISED BY RUCO?

Yes, the Company presented its own cost of capital expert, Ms. Pauline Ahearn,

who responded to RUCO’s cost of capital testimony.
WHAT IS THE PURPOSE OF YOUR REJOINDER TESTIMONY?

To briefly respond to the surrebuttal testimony and recommendations filed by the
Utilities Division Staff on Bermuda’s adoption of seven Best Management
Practices (“BMPs™) tariffs, as well as to confirm the Company’s position with

respect to use of the Florida Leverage Formula in determining a cost of capital.
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Q.

A.

MS. WEEKS, CAN YOU PLEASE SUMMARIZE YOUR REJOINDER TO
THE SURREBUTTAL TESTIMONY SUBMITTED BY MR. MICHLIK
AND MR. SCOTT ON BEHALF OF STAFF?

Yes. It appears that there are no issues in dispute between the Company and Staff
over rate base, operating revenue and expenses, revenue requirement, rate of return
and rate design. In addition, Bermuda supports Staff’s recommendation to adopt

the seven BMPs tariffs identified in Marlin Scott Jr.’s surrebuttal testimony.

WHAT ABOUT USE OF THE FLORIDA LEVERAGE FORMULA IN
ADDRESSING COST OF CAPITAL ISSUES?

Based on the testimony provided by both Commission Staff and RUCO to date, the
Company is withdrawing its request to use the Florida Leverage Formula in this

proceeding.

WHAT ABOUT THE COST OF CAPITAL ANALYSIS PROVIDED BY
RUCO?

The Company is pleased that RUCO is willing to adopt the Company and Staff’s

proposed 8.82% cost of capital. No further rejoinder is necessary.

DOES YOUR SILENCE ON ANY OTHER ISSUES, MATTERS OF
FINDINGS ADDRESSED IN THE TESTIMONY PROVIDED BY MR.
RIGSBY CONSTITUTE YOUR ACCPETANCE OF RUCO’S POSITION
ON SUCH ISSUES, MATTERS OR FINDINGS?

No, it does not.
DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.

2501742.1/029232.0001
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EXECUTIVE SUMMARY

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of
Bermuda Water Company’s amended application for a permanent rate
increase, filed with the Arizona Corporation Commission (“ACC" or

“Commission”) on February 11, 2011, RUCO recommends the following:

Cost of Equity — RUCO recommends that the Commission adopt a 9.00

percent cost of equity. This 9.00 percent figure falls on the high side of
the range of results obtained in RUCQO'’s cost of equity analysis, and is 146
basis points lower than the 10.46 percent cost of equity capital reflected in

Bermuda Water Company’s application for a permanent rate increase.

Capital Structure — RUCO recommends that the Commission adopt a

hypothetical capital structure comprised of 60.00 percent common equity
and 40.00 percent long-term debt as opposed to the Company-proposed

actual capital structure comprised of 100.00 percent common equity.

Cost of Debt — RUCO recommends that the Commission adopt RUCO'’s

recommended hypothetical cost of Long-term debt of 6.13 percent which
is 70 basis points higher than the current 5.40 percent yield on a
Baa/BBB-rated utility bond and is 126 basis points higher than the current

4.87 percent yield on an A-rated utility bond.
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EXECUTIVE SUMMARY (Cont.)

Weighted Average Cost of Capital — RUCO recommends that the

Commission adopt a 7.85 percent weighted average cost of capital
(“WACC") for Bermuda Water Company, which is the weighted cost of
RUCO’s recommended costs of common equity and long-term debt, and
is 97 basis points lower than the 8.82 percent WACC being proposed by

the Company.
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INTRODUCTION

7Q. Please state your name, occupation, and business address.

A. My Name is William A. Rigsby. | am a Public Utilities Analyst V employed
by the Residential Utility Consumer Office (“RUCQO”") located at 1110 W.
Washington, Suite 220, Phoenix, Arizona 85007.

Q. Please describe your qualifications in the field of utilities regulation
and your educational background.

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

that period of time | have worked as a utilities rate analyst for both the
Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO.
| hold a Bachelor of Science degree in the field of finance from Arizona
State University and a Master of Business Administration degree, with an
emphasis in accounting, from the University of Phoenix. | have been
awarded the professional designation, Certified Rate of Return Analyst
(“CRRA”) by the Society of Utility and Regulatory Financial Analysts
(“SURFA”). The CRRA designation is awarded based upon experience
and the successful completion of a written examination. Appendix I, which
is attached to my direct testimony further describes my educational
background and also includes a list of the rate cases and regulatory

matters that | have been involved with.
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Q.

A

What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are
based on my analysis of Bermuda Water Company's (“Bermuda” or
“Company”) amended application for a permanent rate increase
(“Application”) that was filed with the Commission on February 11, 2011.
Bermuda has chosen the operating period ended June 30, 2010 for the
test year (“Test Year”) in this proceeding. The Company has elected not
to conduct a reconstruction cost new less depreciation study (“RCND”) for
the purpose of establishing a fair value rate base, and to use its original
cost rate base as its fair value rate base for the purpose of establishing a

fair value rate of return on its invested capital.

Briefly describe Bermuda.

According to the Company's Application, Bermuda is a public service
corporation engaged in providing water utility service in portions of
Mohave County pursuant to certificates of convenience and necessity
granted by the ACC. During the Test Year, Bermuda served
approximately 7,219 residential customers and 413 commercial and
industrial customers. The Commission authorized the Company's current,
permanent rates and charges in Decision Number 61854, dated July 21,
1999. Bermuda’s parent company is Utilities, Inc. (“UL” or “Parent”) a

privately held corporation based in Northbrook, lllinois. According to Ul's
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website," Bermuda is one of eighty-four systems that are operated by its

Parent in fifteen states.?

Q. Is this your first case involving Bermuda®?
No. | testified, as a witness for RUCO, on operating income and cost of
capital issues in Bermuda'’s last rate case proceeding in 1999 (prior to the

Company being acquired by UI).

Q. What areas will you address in your direct testimony?

A. | will address the cost of capital issues associated with the case.

Q. Will RUCO also offer direct testimony on rate base, operating income
or rate design in this proceeding?

A. No. The reason RUCO intervened in this case was to address Bermuda's
cost of capital approach. As | will explain in more detail below, Bermuda
is recommending a methodology that was developed by the staff of the
Florida Public Service Commission (“Florida PSC”) for use in rate case
proceedings in that state. This is the first time this approach has been

used in Arizona to the best of my knowledge. For the reasons set forth

' http://www.uiwater.com/index.php

2 In addition to Arizona, Utilities, Inc. operates systems in Florida, Georgia, lllinois, Indiana,
Kentucky, Louisiana, Maryland, North Carolina, New Jersey, Nevada, Pennsylvania, South
Carolina, Tennessee and Virginia.
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below, RUCO does not believe the Commission should adopt this

methodology.

Q. Please explain your role in RUCO's analysis of Bermuda’s
Application.

A. | reviewed Bermuda's Application and performed a cost of capital analysis

to determine a fair rate of return on the Company’s invested capital. In
addition to my recommended hypothetical capital structure, my direct
testimony will present my recommended cost of common equity (the
Company has no preferred stock) and my recommended hypothetical cost
long-term debt. The recommendations contained in this testimony are
based on information obtained from Company responses to data requests,
Bermuda’s Application, and from market-based research that | conducted

during my analysis.

Q. Please identify the exhibits that you are sponsoring.
| am sponsoring Exhibit 1, Attachments A through D and Schedules WAR-

1 through WAR-9.

SUMMARY OF TESTIMONY AND RECOMMENDATIONS
Q. Briefly summarize how your cost of capital testimony is organized.

A. My cost of capital testimony is organized into seven sections. First, the

introduction | have just presented and second, a summary of my testimony
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and recommendations that | am about to give. Third, | will present the
findings of my cost of equity capital analysis, which utilized both the
discounted cash flow (“DCF”) method, and the capital asset pricing model
(“CAPM”"). These are the two methods that RUCO and ACC Staff have
consistently used for calculating the cost of equity capital in rate case
proceedings in the past, and are the methodologies that the ACC has
given the most weight to in setting allowed rates of return for utilities that
operate in the Arizona jurisdiction. In this third section | will also provide a
brief overview of the current economic climate within which the Company
is operating. Fourth, | will discuss my recommended hypothetical cost of
long-term of debt for Bermuda. The fifth section of my direct testimony is
devoted to a discussion of my recommended hypothetical capital structure
for the Company. Sixth | will discuss my recommended weighted average
cost of capital. In the Seventh and final section, | will comment on the
Company'’s cost of capital testimony. Exhibit 1, Attachments A through D
and Schedules WAR-1 through WAR-9 will provide support for my cost of

capital analysis.

Q. Please summarize the recommendations and adjustments that you
will address in your testimony.
A. Based on the results of my analysis, | am making the following

recommendations:
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1 Cost of Equity Capital — | am recommending a 9.00 percent cost of
2 equity capital. This 9.00 percent figure falls on the high side of the range
3 of results that | obtained in my cost of equity analysis, which employed
4 both the DCF and CAPM methodologies. My 9.00 percent cost of equity
5 capital is 146 basis points lower than the 10.46 percent cost of equity
6 capital reflected in the Company’s Application. My 9.00 percent cost of
7 common equity exceeds my recommended hypothetical cost of long-term
8 debt by 287 basis points.
9
10 Capital Structure — | am recommending that the Commission adopt a
11 capital structure comprised of 60.00 percent common equity and 40.00
12 percent long-term debt as opposed to the Company-proposed capital
13 structure comprised of 100.00 percent common equity.
14
15 Cost of Debt — | am recommending that the Commission adopt my
| 16 recommended hypothetical cost of Long-term debt of 6.13 percent which
| 17 is 70 basis points higher than the current 5.40 percent yield on a
18 Baa/BBB-rated utility bond and is 126 basis points higher than the current
19 4.87 percent yield on an A-rated utility bond.
20
21 Weighted Average Cost of Capital — Based on the results of my
22 recommended capital structure, | am recommending a 7.85 percent
23 weighted average cost of capital (“WACC”") for Bermuda, which is the
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1 weighted cost of my recommended costs of common equity and long-term
2 debt. My recommended weighted average cost of capital is 97 basis
3 points lower than the 8.82 percent WACC being proposed by the
4 Company.

5

6 | Q. Why do you believe that RUCO’s recommended 7.85 percent WACC
7 is an appropriate rate of return for the Company to earn on its
8 invested capital?

9 A The 7.85 percent WACC figure that | am recommending meets the criteria

10 established in the landmark Supreme Court cases of Bluefield Water
11 Works & Improvement Co. v. Public Service Commission of West Virginia
12 (262 U.S. 679, 1923) and Federal Power Commission v. Hope Natural
13 Gas Company (320 U.S. 391, 1944). Simply stated, these two cases
14 affirmed that a public utility that is efficiently and economically managed is
15 entitled to a return on investment that instills confidence in its financial
16 soundness, allows the utility to attract capital, and also allows the utility to
17 perform its duty to provide service to ratepayers. The rate of return
18 adopted for the utility should also be comparable to a return that investors
19 would expect to receive from investments with similar risk.

‘ 20

| 21 The Hope decision allows for the rate of return to cover both the operating
22 expenses and the “capital costs of the business” which includes interest

23 on debt and dividend payment to shareholders. This is predicated on the
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belief that, in the long run, a company that cannot meet its debt obligations
and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers.

Do the Bluefield and Hope decisions indicate that a rate of return

sufficient to cover all operating and capital costs is guaranteed?
No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment.
That is to say that a utility, such as Bermuda, is provided with the
opportunity to earn an appropriate rate of return if the Company’'s
management exercises good judgment and manages its assets and

resources in a manner that is both prudent and economically efficient.

COST OF EQUITY CAPITAL

Q.
A

What is your final recommended cost of equity capital for Bermuda?

| am recommending a cost of equity of 9.00 percent. My recommended
9.00 percent cost of equity figure falls on the high side of the range of
results derived from my DCF and CAPM analyses, which utilized a sample
of publicly traded water providers and a sample of natural gas local
distribution companies (“LDCs”). The results of my DCF and CAPM

analyses are summarized on page 3 of my Schedule WAR-1.
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Discounted Cash Flow (DCF) Method

Q.

Please explain the DCF method that you used to estimate the
Company’s cost of equity capital.

The DCF method employs a stock valuation model known as the constant
growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.
the Gordon model), the professor of finance who was responsible for its
development. Simply stated, the DCF model is based on the premise that
the current price of a given share of common stock ié determined by the
present value of all of the future cash flows that will be generated by that
share of common stock. The rate that is used to discount these cash
flows back to their present value is often referred to as the investor's cost
of capital (i.e. the cost at which an investor is willing to forego other
investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from
the standpoint of a company that is offering its shares of stock to the
investing public. In order to raise capital, through the sale of common
stock, a company must provide a required rate of return on its stock that
will attract investors to commit funds to that particular investment. In this
respect, the terms "cost of capital” and "investor's required return" are one
in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the
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stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k = +
Py 0
where: k = the required return (cost of equity, equity capitalization rate),
D, iy . .
N = the dividend yield of a given share of stock calculated
0

by dividing the expected dividend by the current market

price of the given share of stock, and

g = the expected rate of future dividend growth

This formula is the basis for the standard growth valuation model that |

used to determine the Company’s cost of equity capital.

In determining the rate of future dividend growth for the Company,
what assumptions did you make?

There are two primary assumptions regarding dividend growth that must
be made when using the DCF method. First, dividends will grow by a
constant rate into perpetuity, and second, the dividend payout ratio will
remain at a constant rate. Both of these assumptions are predicated on
the traditional DCF model's basic underlying assumption that a company's
earnings, dividends, book value and share growth all increase at the same

constant rate of growth into infinity. Given these assumptions, if the

10
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1 dividend payout ratio remains constant, so does the earnings retention
2 ratio (the percentage of earnings that are retained by the company as
3 opposed to being paid out in dividends). This being the case, a
4 company's dividend growth can be measured by multiplying its retention
5 ratio (1 - dividend payout ratio) by its book return on equity. This can be
6 statedasg=b xr.

7

8 | Q. Would you please provide an example that will illustrate the
9 relationship that earnings, the dividend payout ratio and book value
10 have with dividend growth?

11 (A RUCO consultant Stephen Hill illustrated this relationship in a Citizens

12 Utilities Company 1993 rate case by using a hypothetical utility.®

13 Table |

14 Year 1 Year 2 Year 3 Year 4 Year 5 Growth
15 Book Value $10.00 $10.40 $10.82 $11.25 $11.70 4.00%
16 Equity Return 10% 10% 10% 10% 10% N/A
17 Earnings/Sh. $1.00 $1.04 $1.082 $1.125 $1.170 4.00%
18 Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A
19 Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702 4.00%
20

21 Table | of Mr. Hill's illustration presents data for a five-year period on his
22 hypothetical utility. In Year 1, the utility had a common equity or book
23 value of $10.00 per share, an investor-expected equity return of ten

® Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared

Testimony, dated December 10, 1993, p. 25.

11




10

11

12

13

14

15

16

17

18

19

20

21

22

Direct Testimony of William A. Rigsby
Bermuda Water Company
Docket No. W-01812A-10-0521

percent, and a dividend payout ratio of sixty percent. This results in
earnings per share of $1.00 ($10.00 book value x 10 percent equity return)
and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during
Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's
earnings are retained as opposed to being paid out to investors, book
value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table |
presents the results of this continuing scenario over the remaining five-
year period.

The results displayed in Table | demonstrate that under "steady-state” (i.e.
constant) conditions, book value, earnings and dividends all grow at the
same constant rate. The table further illustrates that the dividend growth
rate, as discussed earlier, is a function of (1) the internally generated
funds or earnings that are retained by a company to become new equity,
and (2) the return that an investor earns on that new equity. The DCF
dividend growth rate, expressed as g = b x r, is also referred to as the

internal or sustainable growth rate.

If earnings and dividends both grow at the same rate as book value,
shouldn't that rate be the sole factor in determining the DCF growth
rate?

No. Possible changes in the expected rate of return on either common

equity or the dividend payout ratio make earnings and dividend growth by

12
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themselves unreliable. This can be seen in the continuation of Mr. Hill's

illustration on a hypothetical utility.

Table 1l
Year 1 Year 2 Year 3 Year 4 Year 5 Growth
Book Value $10.00 $10.40 $10.82 $11.47 $12.158 5.00%
Equity Return 10% 10% 15% 15% 15% 10.67%
Earnings/Sh $1.00 $1.04 $1.623 $1.720 $1.824 16.20%
Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A
Dividend/Sh $0.60 $0.624 $0.974 $1.032 $1.094 16.20%

In the example displayed in Table Il, a sustainable growth rate of four
percent* exists in Year 1 and Year 2 (as in the prior example). In Year 3,
Year 4 and Year 5, however, the sustainable growth rate increases to six
percent.’ [If the hypothetical utility in Mr. Hill's illustration were expected to
earn a fifteen-percent return on common equity on a continuing basis,
then a six percent long-term rate of growth would be reasonable.
However, the compound growth rate for earnings and dividends, displayed
in the last column, is 16.20 percent. If this rate was to be used in the
DCF model, the utility's return on common equity would be expected to
increase by fifty percent every five years, [(15 percent + 10 percent) — 1].

This is clearly an unrealistic expectation.

4 [ ( Year 2 Earnings/Sh — Year 1 Earnings/Sh ) + Year 1 Earnings/Sh ] =[ ( $1.04 - $1.00 ) +
$1.001=[%$0.04 + $1.00 ] = 4.00%

[ (1 - Payout Ratio ) x Rate of Return ] =[( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00%

13
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Although it is not illustrated in Mr. Hill's hypothetical example, a change in
only the dividend payout ratio will eventually result in a utility paying out
more in dividends than it earns. While it is not uncommon for a utility in
the real world to have a dividend payout ratio that exceeds one hundred
percent on occasion, it would be unrealistic to expect the practice to

continue over a sustained long-term period of time.

Q. Other than the retention of internally generated funds, as illustrated

in Mr. Hill's hypothetical example, are there any other sources of new
equity capital that can influence an investor's growth expectations

for a given company?

A. Yes, a company can raise new equity capital externally. The best

example of external funding would be the sale of new shares of common
stock. This would create additional equity for the issuer and is often the
case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas.

Q. How does external equity financing influence the growth
expectations held by investors?

A. Rational investors will put their available funds into investments that will
either meet or exceed their given cost of capital (i.e. the return earned on
their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility’s earning

14
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‘ 1 base). Because regulators allow utilities the opportunity to earn a
2 reasonable rate of return on rate base, an investor would take into
3 consideration the effect that a change in book value would have on the
4 rate of return that he or she would expect the utility to earn. If an investor
5 believes that a utility's book value (i.e. the utility's earning base) will
6 increase, then he or she would expect the return on the utility's common
7 stock to increase. If this positive trend in book value continues over an
8 extended period of time, an investor would have a reasonable expectation
9 for sustained long-term growth.
10
11 [ Q. Please provide an example of how external financing affects a
12 utility's book value of equity.
13 A As | explained earlier, one way that a utility can increase its equity is by
14 selling new shares of common stock on the open market. If these new
15 shares are purchased at prices that are higher than those shares sold
16 previously, the utility's book value per share will increase in value. This
17 would increase both the earnings base of the utility and the earnings
18 expectations of investors. However, if new shares sold at a price below
19 the pre-sale book value per share, the after-sale book value per share
20 declines in value. If this downward trend continues over time, investors
21 might view this as a decline in the utility's sustainable growth rate and will
22 have lower expectations regarding growth. Using this same logic, if a new
23 stock issue sells at a price per share that is the same as the pre-sale book
15
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value per share, there would be no impact on either the uiiiity's earnings

base or investor expectations.

Q. Please explain how the external component of the DCF growth rate is

determined.

A. In his book, The Cost of Capital to a Public Utility,* Dr. Gordon (the

7 individual responsible for the development of the DCF or constant growth
8 model)’ identified a growth rate that inclﬁdes both expected internal and
9 external financing components. The mathematical expression for Dr.
10 Gordon's growth rate is as follows:
11
12 g=(br)+(sv)
13 where: g = DCF expected growth rate,
14 b = the earnings retention ratio,
15 r = the return on common equity,
‘ 16 S = the fraction of new common stock sold that
% 17 accrues to a current shareholder, and
18 Y = funds raised from the sale of stock as a fraction
19 of existing equity.
20 and v = 1-[(BV)+(MP)]
21 where: BV = book value per share of common stock, and
22 MP = the market price per share of common stock.

® Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp. 30-33.
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Q.

Did you include the effect of external equity financing on long-term
grcwth rate expectations in your analysis of expected dividend
growth for the DCF model?

Yes. The external growth rate estimate (sv) is displayed on Page 1 of
Schedule WAR-4, where it is added to the internal growth rate estimate

(br) to arrive at a final sustainable growth rate estimate.

Please explain why your calculation of external growth on page 2 of
Schedule WAR-4, is the current market-to-book ratio averaged with
1.0 in the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book
value, or a market-to-book ratio of 1.0, if regulators allow a rate of return
that is equal to the cost of capital (one of the desired effects of regulation).
As a result of this situation, | used [(M + B) + 1] + 2 as opposed to the
current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

Has the Commission ever adopted a cost of capital estimate that
included this assumption?

Yes. In a prior Southwest Gas Corporation rate case’, the Commission
adopted the recommendations of ACC Staff's cost of capital witness,

Stephen Hill, who | noted earlier in my testimony. In that case, Mr. Hill

7 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)
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used the same methods that | have used in arriving at the inputs for the
DCF model. His final recommendation for Southwest Gas Corporation
was largely based on the results of his DCF analysis, which incorporated
the same valid market-to-book ratio assumption that | have used

consistently in the DCF model as a cost of capital witness for RUCO.

Q. How did you develop your dividend growth rate estimate?

| analyzed data on two separate proxy groups. A water company proxy
group comprised of four publicly traded water companies and a natural
gas proxy group consisting of nine natural gas local distribution companies

(“LDCs") that have similar operating characteristics to water providers.

Q. Why did you use a proxy group methodology as opposed to a direct

analysis of the Company?

A. One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company as in
this case where neither Bermuda or its Parent are publicly-traded on a
stock exchange. Because of this situation, | used the aforementioned

proxy that includes four publicly-traded water companies and nine LDCs.

Q. Are there any other advantages to the use of a proxy?

Yes. As | noted earlier, the U.S. Supreme Court ruled in the Hope

decision that a utility is entitted to eamn a rate of return that is

18
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commensurate with the retumns on investments of other firms with
comparable risk. The proxy technique that | have used derives that rate of
return. One other advantage to using a sample of companies is that it
reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

Q. What criteria did you use in selecting the companies that make up

your water company proxy for the Company?

A. The four water companies used in the proxy are publicly traded on the

New York Stock Exchange (“NYSE”). All four water companies are

followed by The Value Line Investment Survey (“Value Line”) and are the

same companies that comprise Value Line's large capitalization Water
Utility Industry segment of the U.S. economy (Attachment A contains
Value Line’s July 22, 2011 update of the water utility industry and

evaluations of the water companies used in my proxy).

Q. Are these the same water utilities that you have used in prior rate

case proceedings?

A. Yes and no. In prior proceedings | have included a water provider known

as SouthWest Water Company (“SWWC”). My water company sample in
this case includes SJW Corporation (NYSE symbol SJW), a San Jose,
California-based water provider which, prior to April of 2011, was included

in Value Line’'s Small and Mid-Cap Edition.

19
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Q.
A.

Why did you exclude SWWC from your sample in this proceeding?

On March 3, 2010 SWWC announced that it had entered into a definitive
merger agreement to be acquired for approximately $275 million in cash,
or $11.00 per share (almost 2.5 times SWWC’s 2009 book value per
share), by institutional investors advised by J.P. Morgan Asset
Management and Water Asset Management L.L.C. Since the completion
of the acquisition, SWWC is no longer publicly traded and is no longer

being followed by Value Line.

Please describe the companies that comprise your water company
proxy group.

In addition to SJW, my water company proxy group includes American
States Water Company (stock ticker symbol “AWR”), California Water
Service Group (“CWT") and Aqua America, Inc. ("WTR"). Each of these
water companies face the same types of risk that Bermuda faces. For the
sake of brevity, | will refer to each of these companies by their appropriate

stock ticker symbols henceforth.

Briefly describe the areas served by the companies in your water
company sample proxy.

AWR serves communities located in Los Angeles, Orange and San
Bernardino counties in California. CWT provides service to customers in

seventy-five communities in California, New Mexico and Washington.

20
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1 CWT’s principal service areas are located in the San Francisco Bay area,
2 the Sacramento, Salinas and San Joaquin Valleys and parts of Los
3 Angeles. SJW serves approximately 226,000 customers in the San Jose
4 area and approximately 8,700 customers in a region located between
5 Austin and San Antonio, Texas. WTR is a holding company for a large
6 number of water and wastewater utilities operating in nine different states
7 including Pennsylvania, Ohio, New Jersey, lllinois, Maine, North Carolina,
8 Texas, Florida and Kentucky.

9

10 | Q. What criteria did you use in selecting the natural gas LDCs included

11 in your proxy for the Company?

12 [ A. As are the water companies that | just described, each of the natural gas
13 LDCs used in the proxy are publicly traded on a major stock exchange (ali
14 nine trade on the NYSE) and are followed by Value Line. Each of the nine
15 LDCs in my sample are tracked in Value Line's natural gas Utility industry
16 segment. All of the companies in the proxy are engaged in the provision
17 of regulated natural gas distribution services. Attachment B of my
18 testimony contains Value Line’s most recent evaluation of the natural gas
20

21 | Q. What companies are included your natural gas proxy?

19 proxy group that | used for my cost of common equity analysis.

i 22 | A. The nine natural gas LDCs included in my proxy (and their NYSE ticker
|

|

23 symbols) are AGL Resources, Inc. (“AGL"), Atmos Energy Corp. (“ATO"),

21




Direct Testimony of William A. Rigsby
Bermuda Water Company
Docket No. W-01812A-10-0521

1 Laclede Group, Inc. (“LG”), New Jersey Resources Corporation (“NJR”),
2 Northwest Natural Gas Co. (“NWN”), Piedmont Natural Gas Company
3 ("PNY”), South Jersey Industries, Inc. (“SJI”) Southwest Gas Corporation
4 ("SWX”), which is the dominant natural gas provider in Arizona, and WGL
5 Holdings, Inc. ("WGL").

6

7 Q. Are these the same LDCs that you have used in prior rate case

8 proceedings?

9 [A. Yes, | have used these same LDCs in prior cases including the most
10 recent UNS Gas, Inc. proceeding.® However, in those prior proceedings |
11 also included a tenth natural gas provider known as Nicor, Inc. (“GAS”).
12 Nicor, Inc. is currently being acquired by AGL Resources, Inc. Because
13 GAS’ stock price is now being driven by the aforementioned acquisition,
14 I've dropped it from my LDC proxy group.

15

16 | Q. Briefly describe the regions of the U.S. served by the nine natural

17 gas LDCs that make up your sample proxy.

18 | A. The nine LDCs listed above provide natural gas service to customers in
19 the Middle Atlantic region (i.e. NJR which serves portions of northern New
20 Jersey, SJI which serves southern New Jersey and WGL which serves the
21 Washington D.C. metro area), the Southeast and South Central portions
22 of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the

8 Docket No. G-04204A-06-0463
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1 Atlanta, Georgia area and PNY which serves customers in North Carolina,
2 South Carolina and Tennessee), the South, deep South and Midwest (i.e.
| 3 ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,
4 Colorado and Kansas, LG which serves the St. Louis area), and the
} 5 Pacific Northwest (i.e. NWN which serves Washington state and Oregon).
6 Portions of Arizona, Nevada and California are served by SWX.
7
8 | Q. Are these the same water and natural gas utilities that the
9 Company’s cost of capital witness relied on?
10 | A. According to Company Witness Kirsten Weeks, Bermuda chose not to hire
11 a cost of capital withess in an effort o keep rate case expense
12 reasonable. The Company instead relied on a leverage formula
13 methodology that was developed by the staff of the Florida PSC (“Florida
14 PSC Staff’) which | will comment on later in my direct testimony. The
15 Florida leverage formula methodology (“Florida Leverage Formula”) does
16 not rely on a sample of publicly traded water utilities but does rely on a
17 sample of nine natural gas LDC’s that are nearly identical to the ones that
18 | included in my sample. During 2010, the LDC sample used by the Staff
19 of the Florida PSC included all of the LDC’s in my sample with the
20 exception of New Jersey Resources Corporation (“NJR”). Staff of the
21 Florida PSC instead chose to include Nicor, Inc. (“GAS”), which, as |
22 explained earlier was excluded from my sample due to a pending
23 acquisition by AGL Resources, Inc.
23
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Q.

Please explain your DCF growth rate calculations for the sample
companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal
growth rates, book values per share, numbers of shares outstanding, and
the compounded share growth for each of the utilities included in the
sample for the historical observation period 2006 to 2010. Schedule
WAR-5 also includes Value Line's projected 2011, 2012 and 2014-16
values for the retention ratio, equity return, book value per share growth
rate, and number of shares outstanding for the both the water utilities and

the LDCs included in my analysis.

Please describe how you used the information displayed in Schedule
WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, | wili use AWR as an example. The first
dividend growth component that | evaluated was the internal growth rate.
| used the "b x r" formula (described earlier on pages 11 and 12 of my
direct testimony) to multiply AWR's earned return on common equity by its
earnings retention ratio for each year in the 2006 to 2010 observation
period to derive the utility's annual internal growth rates. | used the mean
average of this five-year period as a benchmark against which | compared
the projected growth rate trends provided by Value Line. Because an
investor is more likely to be influenced by recent growth trends, as

opposed to historical averages, the five-year mean noted earlier was used

24




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Direct Testimony of William A. Rigsby
Bermuda Water Company
Docket No. W-01812A-10-0521

only as a benchmark figure. As shown on Schedule WAR-5, Page 1,
AWR’s average internal growth rate of 3.67% over the 2006 to 2010 time
frame reflects an up and down pattern of growth that ranged from a low of
2.56% in 2006 to a high of 5.85% during 2010. Value Line is predicting a
pattern of increasing growth for the future and expects internal growth will
fall to 4.50% in 2011 before climbing to 7.32% by the end of the 2014-16
time frame. After weighing Value Line's projections on earnings and
dividend growth, | believe that a 6.25% rate of internal sustainable growth

is reasonable for AWR (Schedule WAR-4, Page 1 of 2).

Q. Please continue with the external growth rate component portion of

your analysis.

A. Schedule WAR-5 demonstrates that the number of shares outstanding for

AWR increased from 17.05 million to 18.63 million from 2006 to 2010.
Value Line is predicting that this level will increase from 19.00 million in
2011 to 20.25 million by the end of 2016. Based on this data, | believe
that a 3.00 percent growth in shares is not unreasonable for AWR (Page 2
of Schedule WAR-4). My final dividend growth rate estimate for AWR is
7.30 percent (6.25 percent internal growth + 1.05 percent external growth)

and is shown on Page 1 of Schedule WAR-4.
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Q.

What is your average DCF dividend growth rate estimate for your
sample of water utilities?
My average DCF dividend growth rate estimate for my water company

sample is 6.17 percent as displayed on page 1 of Schedule WAR-4.

Did you use the same approach to determine an average dividend
growth rate for your proxy of natural gas LDCs?

Yes.

What is your average DCF dividend growth rate estimate for the
sample natural gas utilities?
My average DCF dividend growth rate estimate is 5.38 percent, which is

also displayed on page 1 of Schedule WAR-4.

How does your average dividend growth rate estimates on water
companies compare to the growth rate data published by Value Line
and other analysts?

Schedule WAR-6 compares my growth estimates with the five-year
projections of analysts at both Zacks Investment Research, Inc. (“Zacks”)
(Attachment C) and Value Line. In the case of the water companies, my
6.17 percent growth estimate falls between Zacks’ average long-term EPS
projection of 6.50 percent for the water companies in my sample and

Value Line's growth projection of 5.04 percent (which is an average of
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1 EPS, DPS and BVPS). My 6.17 percent estimate is 100 basis points
2 higher than the 5.17 percent average of Value Line’s historical growth
3 results and 108 basis points higher than the 5.09 percent average of the
4 growth data published by Value Line and Zacks. My 6.17 percent growth
5 estimate is also 180 basis points higher than Value Line’'s 4.37 percent 5-
6 year compound historical average of EPS, DPS and BVPS. The
7 estimates of analysts at Value Line indicate that investors are expecting
8 somewhat higher performance from the water utility industry in the future
9 given their 8.00 percent to 9.50 percent return on book common equity
10 over the 2011 to 2016 period (Attachment A). On balance, | would say my
11 6.17 percent estimate is a good representation of the growth projections
12 that are available to the investing public.
13
14 | Q. How do your average growth rate estimates on natural gas LDCs
15 compare to the growth rate data published by Value Line and other
16 analysts?

17 [ A. As can be seen on Schedule WAR-6, my 5.38 percent growth estimate for

18 the natural gas LDCs also falls between the average 4.67 percent long-
19 term EPS consensus projections published by Zacks, and the 5.57
20 percent Value Line projected estimate (which is an average of EPS, DPS
21 and BVPS). The 5.38 percent estimate that | have calculated is 18 basis
22 points lower than the 5.56 percent average of the 5-year historic EPS,

23 DPS and BVPS means of Value Line and is also 6 basis points lower than
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1 the combined 5.44 percent Value Line and Zacks averages displayed in
2 Schedule WAR-6. However, my 5.38 percent growth estimate exceeds
3 Value Line's 4.29 percent 5-year compound historical average of EPS,
4 DPS and BVPS by 109 basis points. In the case of the LDCs | would say
5 that my 5.38 percent estimate is representative of the growth projections
6 for natural gas LDCs being presented by securities analysts at this point in
7 time.

8

9 [Q. How did you calculate the dividend yields displayed in Schedule

10 WAR-3?

11 (A For both the water companies and the natural gas LDCs | used the
12 estimated annual dividends, for the next twelve-month period, that
13 appeared in Value Line's July 22, 2011 Ratings and Reports water utility
14 industry update and Value Line’s June 10, 2011 Ratings and Reports
15 natural gas utility update. | then divided those figures by the eight-week
16 average daily adjusted closing price per share of the appropriate utility's
17 common stock. The eight-week observation period ran from June 13,
18 2011 to August 5, 2011. The average dividend yields were 3.11 percent
19 and 3.73 percent for the water companies and natural gas LDCs
20 respectively.

21
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Q.

Based on the results of your DCF analysis, what is your cost of
equity capital estimate for the water and natural gas utilities included
in your sample?

As shown on Schedule WAR-2, the cost of equity capital derived from my
DCF analysis is 9.28 percent for the water utilities and 9.11 percent for the

natural gas LDCs.

Capital Asset Pricing Model (CAPM) Method

Q.

Please explain the theory behind CAPM and why you decided to use
it as an equity capital valuation method in this proceeding.

CAPM is a mathematical tool that was developed during the early 1960’s
by William F. Sharpe®, the Timken Professor Emeritus of Finance at
Stanford University, who shared the 1990 Nobel Prize in Economics for
research that eventually resulted in the CAPM model. CAPM is used to
analyze the relationships between rates of return on various assets and
risk as measured by beta.” In this regard, CAPM can help an investor to
determine how much risk is associated with a given investment so that he
or she can decide if that investment meets their individual preferences.

Finance theory has always held that as the risk associated with a given

® William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Management Science, Vol. 9, No.
2 (January 1963), pp. 277-93.

' Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market; and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.
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investment increases, so should the expected rate of return on that
investment and vice versa. According to CAPM theory, risk can be
classified into two specific forms: nonsystematic or diversifiable risk, and
systematic or non-diversifiable risk. While nonsystematic risk can be
virtually eliminated through diversification (i.e. by including stocks of
various companies in various industries in a portfolio of securities),
systematic risk, on the other hand, cannot be eliminated by diversification.
Thus, systematic risk is the only risk of importance to investors. Simply
stated, the underlying theory behind CAPM is that the expected return on
a given investment is the sum of a risk-free rate of return plus a market
risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

follows:
k=rf+[f3(rm-rf)]
where: k = the expected return of a given security,
e = risk-free rate of return,
3 = beta coefficient, a statistical measurement of a

security's systematic risk,
Fm = average market return (e.g. S&P 500), and

fm=Tf = market risk premium.
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1 {Q. What types of financial instruments are generally used as a proxy for
2 the risk-free rate of return in the CAPM model?

3 A Generally speaking, the yields of U.S. Treasury instruments are used by

4 analysts as a proxy for the risk-free rate of return component.

5

6 |Q. Please explain why U.S. Treasury instruments are regarded as a

7 suitable proxy for the risk-free rate of return?

8 | A. As citizens and investors, we would like to believe that U.S. Treasury
9 securities (which are backed by the full faith and credit of the United
10 States Government) pose no threat of default no matter what their maturity
11 dates are. However, a comparison of various Treasury instruments
12 (Attachment D) will reveal that those with longer maturity dates do have
13 slightly higher yields. Treasury yields are comprised of two separate
14 components,” a real rate of interest (believed to be approximately 2.00
16 percent) and an inflationary expectation. When the real rate of interest is
16 subtracted from the total treasury yield, all that remains is the inflationary
17 expectation. Because increased inflation represents a potential capital
18 loss, or risk, to investors, a higher inflationary expectation by itself

19 represents a degree of risk to an investor. Another way of looking at this

20 is from an opportunity cost standpoint. When an investor locks up funds in
21 long-term T-Bonds, compensation must be provided for future investment

"As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

i 31

]




-

Direct Testimony of William A. Rigsby
Bermuda Water Company
Docket No. W-01812A-10-0521

1 opportunities foregone. This is often described as maturity or interest rate

2 risk and it can affect an investor adversely if market rates increase before
3 the instrument matures (a rise in interest rates would decrease the value

4 of the debt instrument). As discussed earlier in the DCF portion of my

5 testimony, this compensation translates into higher rates of returns to the

6 investor.

7

8 | Q. What security did you use for a risk-free rate of return in your CAPM

9 analysis?

10 | A. | used an eight-week average of the yield on a 5-year U.S. Treasury
11 instrument. The yields were published in Value Line’s Selection and
12 Opinion publication dated June 24, 2011 through August 12, 2011
13 (Attachment D). This resulted in a risk-free (r;) rate of return of 1.52
14 percent.

15

16 | Q. Why did you use the yield on a 5-year year U.S. Treasury instrument

17 as opposed to a short-term T-Bill?

18 | A. While a shorter term instrument, such as a 91-day T-Bill, presents the
19 lowest possible total risk to an investor, a good argument can be made
20 that the yield on an instrument that matches the investment period of the
21 asset being analyzed in the CAPM model should be used as the risk-free
22 rate of return. Since utilities in Arizona generally file for rates every three
23 to five years, the yield on a 5-year U.S. Treasury Instrument closely
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1 matches the investment period or, in the case of regulated utilities, the
2 period that new rates will be in effect.
3
4 1Q. How did you calculate the market risk premium used in your CAPM
5 analysis?
6 A | used both a geometric and an arithmetic mean of the historical total
7 returns on the S&P 500 index from 1926 to 2010 as the proxy for the
8 market rate of return (ry). For the risk-free portion of the risk premium
9 component (r5), | used the geometric mean of the total returns of
10 intermediate-term government bonds for the same eighty-four year period.
11 The market risk premium (ry, - rf) that results by using the geometric mean
12 of these inputs is 4.50 percent (9.90% - 5.40% = 4.50%). The market risk
13 premium that results by using the arithmetic mean calculation is 6.40
14 percent (11.90% - 5.50% = 6.40%).
15
16 | Q. How did you select the beta coefficients that were used in your
17 CAPM analysis?
18 | A. The beta coefficients (B), for the individual utilities used in both my
19 proxies, were calculated by Value Line and were current as of June 10,
20 2011 for the water companies and July 22, 2011 for the natural gas LDCs.
21 Value Line calculates its betas by using a regression analysis between
22 weekly percentage changes in the market price of the security being
1 23 analyzed and weekly percentage changes in the NYSE Composite Index
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1 over a five-year period. The betas are then adjusted by Value Line for
2 their long-term tendency to converge toward 1.00. The beta coefficients
3 for the service providers included in my water company sample ranged
4 from 0.65 to 0.90 with an average beta of 0.75. The beta coefficients for
5 the LDCs included in my natural gas sample ranged from 0.60 to 0.75 with
6 an average beta of 0.67.

7

8 | Q. What are the results of your CAPM analysis?

9 (A As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

10 using a geometric mean to calculate the risk premium results in an
11 average expected return of 4.89 percent for the water companies and 4.52
12 percent for the natural gas LDCs. My calculation using an arithmetic
13 mean results in an average expected return of 6.32 percent for the water
14 companies and 5.78 percent for the natural gas LDCs.

15

16 | Q. Please summarize the results derived under each of the
17 methodologies presented in your testimony.

18 | A. The following is a summary of the cost of equity capital derived under
19 each methodology used:

20 METHOD RESULTS

21 DCF (Water Sample) 9.28%

22 DCF (Natural Gas Sample) 9.11%

23 CAPM (Water Sample) 4.89% —6.32%

24 CAPM (Natural Gas) 4.52% — 5.78%
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Based on these results, my best estimate of an appropriate range for a
cost of common equity for the Company is 4.52 percent to 9.28 percent.

My final recommended cost of common equity figure is 9.00 percent.

Q. How does your recommended cost of equity capital compare with
the cost of equity capital proposed by the Company?

A. The 10.46 percent cost of equity capital reflected in the Company’s
Application is 146 basis points higher than the 9.00 percent cost of equity

capital that | am recommending.

Q How did you arrive at your final recommended 9.00 percent cost of
common equity?

A. My recommended 9.00 percent cost of common equity falls on the high
side of the range of estimates obtained from my DCF and CAPM
analyses. As | will discuss in more detail in the next section of my
testimony, my final estimate takes into consideration current interest rates
(as the cost of equity moves in the same direction as interest rates), the
current state of the national economy — which could be sliding back into
recession. My final estimate also takes into consideration the U.S.
Federal Reserve’s recent decision not to raise interest rates anytime over
the next two years. | also took into consideration information on Arizona’'s
economy and current rate of unemployment in making my final cost of

equity estimate.
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Current Economic Environment

Q.

Please explain why it is necessary to consider the current economic
environment when performing a cost of equity capital analysis for a
regulated utility.

Consideration of the economic environment is necessary because trends
in interest rates, present and projected levels of inflation, and the overall
state of the U.S. economy determine the rates of return that investors eamn
on their invested funds. Each of these factors represent potential risks
that must be weighed when estimating the cost of equity capital for a
regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

Please describe your analysis of the current economic environment.

My analysis begins with a review of the economic events that have
occurred between 1990 and the present in order to provide a background
on how we got to where we are now. It also describes how the Board of
Governors of the Federal Reserve System (“Federal Reserve” or “Fed”)
and its Federal Open Market Committee (“FOMC") used its interest rate-
setting authority to stimulate the economy by cutting interest rates during
recessionary periods and by raising interest rates to control inflation during
times of robust economic growth. Schedule WAR-8 displays various
economic indicators and other data that | will refer to during this portion of

my testimony.
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1 In 1991, as measured by the most recently revised annual change in
2 gross domestic product (“GDP”), the U.S. economy experienced a rate of
3 growth of negative 0.20 percent. This decline in GDP marked the
4 beginning of a mild recession that ended sometime before the end of the
5 first half of 1992. Reacting to this situation, the Federal Reserve, then
6 chaired by noted economist Alan Greenspan, lowered its benchmark
7 federal funds rate'? in an effort to further loosen monetary constraints - an
8 action that resulted in lower interest rates.
9
10 During this same period, the nation's major money center banks followed
11 the Federal Reserve's lead and began lowering their interest rates as well.
12 By the end of the fourth quarter of 1993, the prime rate (the rate charged
13 by banks to their best customers) had dropped to 6.00 percent from a
14 1990 level of 10.01 percent. In addition, the Federal Reserve's discount
15 rate on loans to its member banks had fallen to 3.00 percent and short-
16 term interest rates had declined to levels that had not been seen since
17 1972.
18 Although GDP increased in 1992 and 1993, the Federal Reserve took
19 steps to increase interest rates beginning in February of 1994, in order to
20 keep inflation under control. By the end of 1995, the Federal discount rate
‘ 21 had risen to 5.21 percent. Once again, the banking community followed
2 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.
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the Federal Reserve's moves. The Fed’s strategy, during this period, was
to engineer a "soft landing." That is to say that the Federal Reserve
wanted to foster a situation in which economic growth would be stabilized
without incurring either a prolonged recession or runaway infiation.
6 {Q. Did the Federal Reserve achieve its goals during this period?
7 [A. Yes. The Fed's strategy of decreasing interest rates to stimulate the
8 economy worked. The annual change in GDP began an upward trend in
9 1992. A change of 4.50 percent and 4.20 percent were recorded at the
10 end of 1997 and 1998 respectively. Based on daily reports that were
11 presented in the mainstream print and broadcast media during most of
12 1999, there appeared to be little doubt among both economists and the
13 public at large that the U.S. was experiencing a period of robust economic
14 growth highlighted by low rates of unemployment and inflation. Investors,
15 who believed that technology stocks and Internet company start-ups (with
16 little or no history of earnings) had high growth potential, purchased these
i 17 types of issues with enthusiasm. These types of investors, who exhibited
18 what former Chairman Greenspan described as “irrational exuberance,”
19 pushed stock prices and market indexes to all time highs from 1997 to
20 2000. Over the next ten years, the FOMC continued to stimulate the
21 economy and keep inflation in check by raising and lowering the federal
22 funds rate.
23
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Q.
A

How did the U.S. economy fare between 2001 and 20077?

The U.S. economy entered into a recession near the end of the first
quarter of 2001. The bullish trend, which had characterized the last half of
the 1990’s, had already run its course sometime during the third quarter of
2000. Disappointing economic data releases, since the beginning of
2001, preceded the September 11, 2001 terrorist attacks on the World
Trade Center and the Pentagon which are now regarded as a defining
point during this economic slump. From January 2001 to June 2003 the
Federal Reserve cut interest rates a total of thirteen times in order to
stimulate growth. During this period, the federal funds rate fell from 6.50
percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004
and raised the federal funds rate 25 basis points to 1.25 percent. From
June 29, 2004 to January 31, 2006, the FOMC raised the federal funds
rate thirteen more times to a level of 4.50 percent during a period in which
the economic picture turned considerably brighter as both Inflation and
unemployment fell, wages increased and the overall economy, despite
continued problems in housing, grew briskly.'®

The FOMC'’s January 31, 2006 meeting marked the final appearance of
Alan Greenspan, who had presided over the rate setting body for a total of
eighteen years. On that same day, Greenspan's successor, Ben
Bernanke, the former chairman of the President’s Council of Economic

Advisers, and a former Fed governor under Greenspan from 2002 to

'8 Henderson, Nell, “Bullish on Bernanke” The Washington Post, January 30, 2007.
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1 2005, was confirmed by the U.S. Senate to be the new Federal Reserve
2 chief. As expected by Fed watchers, Chairman Bernanke picked up
3 where his predecessor left off and increased the federal funds rate by 25
4 basis points during each of the next three FOMC meetings for a total of
5 seventeen consecutive rate increases since June 2004, and raising the
6 federal funds rate to a level of 5.25 percent. The Fed’s rate increase
7 campaign finally came to a halt at the FOMC meeting held on August 8,
8 2006, when the FOMC decided not to raise rates. Once again, the Fed
9 managed to engineer a soft landing.
10

11 | Q. What has been the state of the economy since 20077

12 [ A Reports in the mainstream financial press during the majority of 2007
13 reflected the view that the U.S. economy was slowing as a result of a
14 worsening situation in the housing market and higher oil prices. The
15 overall outlook for the economy was one of only moderate growth at best.
16 Also during this period the Fed’s key measure of inflation began to exceed
17 the rate setting body’s comfort level.

18 On August 7, 2007, the beginning of what is now being referred to as the
19 Great Recession; the FOMC decided not to increase or decrease the
20 federal funds rate for the ninth straight time and left its target rate
21 unchanged at 5.25 percent.' At the time of the Fed’s decision, analysts

" Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August
8, 2007
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1 speculated that a rate cut over the next several months was unlikely given
2 the Fed’'s concern that inflation would fail to moderate. However, during
3 this same period, evidence of an even slower economy and a possible
4 recession was beginning to surface. Within days of the Fed's decision to
5 stand pat on rates, a borrowing crisis rooted in a deterioration of the
6 market for subprime mortgages and securities linked to them, forced the
7 Fed to inject $24 billion in funds (raised through its open market
8 operations) into the credit markets.'® By Friday, August 17, 2007, after a
9 turbulent week on Wall Street, the Fed made the decision to lower its
10 discount rate (i.e. the rate charged on direct loans to banks) by 50 basis
11 points, from 6.25 percent to 5.75 percent, and took steps to encourage
12 banks to borrow from the Fed's discount window in order to provide
13 liquidity to lenders. According to an article that appeared in the August 18,
14 2007 edition of The Wall Street Journal, *® the Fed had used all of its tools
15 to restore normalcy to the financial markets. If the markets failed to settle
16 down, the Fed’'s only weapon left was to cut the Federal Funds rate —
17 possibly before the next FOMC meeting scheduled on September 18,
18 2007.
19
20
21
'S Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007
"® |p, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall
Street Journal, August 9, 2007
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Q.

Did the Fed cut rates as a result of the subprime mortgage borrowing
crises?

Yes. At its regularly scheduled meeting on September 18, 2007, the
FOMC surprised the investment community and cut both the federal funds
rate and the discount rate by 50 basis points (25 basis points more than
what was anticipated). This brought the federal funds rate down to a level
of 4.75 percent. The Fed's action was seen as an effort to curb the
aforementioned slowdown in the economy. Over the course of the next
four months, the FOMC reduced the Federal funds rate by a total 175
basis points to a level of 3.00 percent — mainly as a result of concerns that
the economy was slipping into a recession. This included a 75 basis point
reduction that occurred one week prior to the FOMC'’s meeting on January

29, 2008.

What actions has the Fed taken in regard to interest rates since the
beginning of 20087

The Fed made two more rate cuts which included a 75 basis point
reduction in the federal funds rate on March 18, 2008 and an additional 25
basis point reduction on April 30, 2008. The Fed's decision to cut rates
was based on its belief that the slowing economy was a greater concern

than the current rate of inflation (which the majority of FOMC members
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believed would moderate during the economic slowdown).”” As a result of
the Fed’'s actions, the federal funds rate was reduced to a level of 2.00
percent. From April 30, 2008 through September 16, 2008, the Fed took
no further action on its key interest rate. However, the days before and
after the Fed's September 16, 2008 meeting saw longstanding Wall Street
firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of
their subprime holdings. By the end of the week, the Bush administration
had announced plans to deal with the deteriorating financial condition
which had now become a worldwide crisis. The administrations actions
included former Treasury Secretary Henry Paulson’s request to Congress
for $700 billion to buy distressed assets as part of a plan to halt what has
been described as the worst financial crisis since the 1930’s'®. Amidst this
turmoil, the Fed made the decision to cut the federal funds rate by another
50 basis points in a coordinated move with foreign central banks on
October 8, 2008. This was followed by another 50 basis point cut during
the regular FOMC meeting on October 29, 2008. At the time of this
writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008.

7 Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief” The Wall Street Journal,

March 19, 2008

18 Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008
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Q.

A

What is the current rate of inflation in the U.S.?
As can be seen on Schedule WAR-8, the current rate of inflation is at 3.60
percent according to information provided by the U.S. Department of

Labor’s Bureau of Labor Statistics.'®

Has the Fed raised interest rates in anticipation of higher inflation?

No. Attributing the higher levels of inflation to recent higher prices for
food and oil - which the Fed believes will fall in the near-term, the FOMC
has not raised interest rates to date. The Fed’s plan to buy $600 billion of
U.S. government bonds over an eight month period (known as quantitative
easing stage two or QE2)?° was completed during the summer of 2011.
The attempt to drive down long-term interest rates and encourage more
borrowing and growth by increasing the money supply has yet to stimulate
the economy and fears of a double dip recession persist. At its last
meeting on August 9, 2011, the FOMC announced that it intended to keep
interest rates at their current levels for at least the next two years warning
that the economy would remain weak for some time but that the Fed is

prepared to take further steps to shore it up.?*

" hitp://www.bls.gov/news.release/cpi.nr0.htm

2 Hilsenrath, Jon, “Fed Fires $600 Billion Stimulus Shot” The Wall Street Journal, November 4,

2010

? Reddy, Sudeep and Jonathan Cheng “Markets Sink Then Soar After Fed Speaks” The Wall
Street Journal, August 10, 2011
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Q.

Putting this all into perspective, how have the Fed’s actions since
2000 affected the yields on Treasury Instruments and benchmark
interest rates?

As can be seen on Schedule WAR-8, current Treasury yields are
considerably lower than corresponding yields that existed during the year
2000 and U.S. Treasury instruments, are for the most part, still at
historically low levels. As can be seen on the first page of Attachment D,
the previously mentioned federal discount rate (the rate charged to the
Fed's member banks), has remained steady at 0.75 percent since August
of 2010.

As of August 3, 2011, leading interest rates that include the 3-month, 6-
month and 1-year treasury yields have dropped from their June 2010
levels. Longer term yields including the 5-year, 10-year and 30-year have
all fallen from levels that existed a year ago. The same is true for the 30-
year Zero rate (Attachment D, Value Line Selection & Opinion page 2081).
The prime rate has remained constant at 3.25 percent over the past year,
as has the benchmark federal funds rate discussed above. A previous
trend, described by former Chairman Greenspan as a “conundrum”®, in
which long-term rates fell as short-term rates increased, thus creating a
somewhat inverted yield curve that existed as late as June 2007, is

completely reversed and a more traditional yield curve (one where yields

increase as maturity dates lengthen) presently exists. The 5-year

22 Wolk, Martin, “Greenspan wrestling with rate 'conundrum',” MSNBC, June 8, 2005
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1 Treasury yield, used in my CAPM analysis, has decreased 35 basis points
2 from 1.61 percent, in August 2010, to 1.26 percent as of August 3, 2011.
3

} 4 [Q. What are the current yields on utility bonds?

5 JA. Referring again to Attachment D, as of August 3, 2011, 25/30-year A-rated

6 utility bonds were yielding 4.87 percent (41 basis points lower than a year
7 ago) and 25/30-year Baa/BBB-rated utility bonds were yielding 5.43
8 percent (down 34 basis points from a year earlier).

9

10 [ Q. What is the current outlook for the economy?

46

1 | A The current outlook on the economy has become increasingly pessimistic
12 due to disappointing information on various economic indicators. Value
13 line's analysts offered this perspective in the August 12, 2011 edition of
14 Value Line’s Selection and Opinion publication:
15 The business expansion faltered badly in the first half of
16 this year, with the gross domestic product rising by an
17 undistinguished 1.3% over the April-through-June period,
18 following a downwardly revised and anemic 0.4% gain in the first
19 three months. (Earlier, that increase had been estimated at
20 1.9%.) True, there were factors in the opening-half falloff in
21 growth that may be transitional, such as the unusually severe
22 weather and the supply chain disruptions stemming from the
23 tragic earthquake in Japan. Still, the GDP report was a stunner,
24 in particular the downward revision to the first quarter. Also,
25 revised data show the recession to have been deeper than
26 earlier thought. Couple that with the toll the budget and debt-
27 ceiling battles have taken on consumer sentiment, and it is easy
28 to see why optimism on the economy is fading.
29
30 Value Line’s analysts went on to say:
31 We are becoming less confident about the current six
32 months, and now sense that the economy will face an uphill
33 climb to grow by more than 2% in this half. Although that would
|
|
|
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1 be better than the first two quarters, it would still be discouraging,
2 especially given the positive effect of lower oil prices on the
3 consumer’s buying power.
4
5 Value Line’s analysts also stated:
6 Meanwhiie, a debt deal has been fashioned, though it fell
7 short of what many on both sides of the aisle [in Congress] had
8 wanted. However, a failure to put into place any deal would have
9 led to a default and a certain downgrade of our debt, which
10 would have been far worse. A downgrade in the U.S. debt rating,
11 however, is still possible.
12
13 Value Line’s analysts further went on to say:
14 More challenges lie ahead, not only regarding the economy —
15 which has slowed, with manufacturing and non-manufacturing
16 easing in July and with consumer spending faltering in June —
17 but also with respect to profits, which may prove problematic in
18 the second half, if the economy does not firm up meaningfully.
19
20
21 | Q. How are water utilities such as Bermuda faring in the current
22 economic environment?
23 jA. While, as always, there are concerns regarding long-term infrastructure
24 requirements, Value Line analyst Andre J. Costanza stated in his July 22,
25 2011 quarterly water industry update (Attachment A) that water utilities are
26 being viewed as safe havens during the current period of economic
27 uncertainty — even though they are regarded as less than stellar
28 investments. Mr. Costanza went on to state the following:
29 The Water Utility Industry has snuck back into the top half of the
30 Value Line Investment Survey for Timeliness. Some stocks here
31 have gained momentum since our April report, as many in the
32 investment community appear to be seeking shelter from
33 looming global economic issues.
| 34
3 35 Still, water utility stocks, for the most part, remain uninspiring at