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AND CHARGES BASED THEREON

Vail Water Company (“Vail”), an Arizona public service corporation (“VWC” or
“Company”), through this filing applies in accordance with A.R.S. § 40-250 and the
Commission’s Rule R14-2-103 for an order establishing the fair value of its plant and
property used for the provision of service and approving permanent rates and charges. In
support of its Application, the Company states the following:

1. VWC is a public service corporation providing water utility service in Pima
County, Arizona pursuant to a Certificate of Convenience and Necessity granted by the
Arizona Corporation Commission (“Commission”). During the test year, VWC served
approximately 3900 water service customers. VWC’s office is located at 1010 N. Finance
Center Drive, Suite 200, Tucson, AZ 85710, and its phone number is 520-571-1958.

2. Mr. Christopher “Kip” Volpe is the Company’s Vice President and the

primary management contact in relation to this Application.

2977387.1
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3. The individuals responsible for this Application are Mr. Volpe and Mr.
Thomas Bourassa. Mr. Volpe’s mailing address is 1010 N. Finance Center Drive, Suite

200, Tucson, AZ 85710, and his email address is kvolpe@estesco.net. Mr. Bourassa’s

mailing address is 139 W. Wood Drive, Phoenix, Arizona 85029, and his email address is

tib114@cox.net.

4. All discovery and data requests concerning this Application should be
directed by electronic mail to Mr. Volpe (see above) and Mr. Bourassa (see above), as well

as counsel for the Company at mhallam@lrlaw.com and mbingham@Irlaw.com.

5. This Application is filed in compliance with a Settlement Agreement
between the Company and the Commission Staff approved by the Commission in Decision
No. 73218.

6. The Commission approved the Company’s present rates and charges for
water service in Decision No. 62450 (Apr. 14, 2000). Except for the suspension of the
Company’s CAP surcharge as approved in Decision No. 73218, there have been no
changes to the Company’s rate and charges since Decision No. 62450.

7. The Company’s operating expenses have increased since the last test year
and the Company has added more than $18 million of new plant. Through this filing, the
Company is requesting modifications to its rates and charges to allow it to earn a
reasonable rate of return. The Company has agreed to use its original cost rate base as its
fair value rate base in this proceeding to reduce disputes and minimize rate case expense.

8. As part of this Application, the Company is submitting schedules in
compliance with AAC R14-2-103 for Class “B” utilities utilizing a test year ending
December 31, 2011. The Company is proposing that the Commission utilize this test year

with certain adjustments discussed in further detail in its testimony.

2 2977387.1
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9. During the test year, the Company’s adjusted gross revenue were
$2,334,747. The adjusted operating income was $312,107. The adjusted fair value rate
base was $3,312,774.

10.  Through this Application, the Company is requesting an increase in revenues
of $44,144 or 1.89 percent. The rates and charges proposed in this Application will
produce a rate of return of 10.4 percent.

11.  Submitted as Attachment 1 to this Application is the Direct Testimony of
Christopher Volpe, which provides an overview of the Company, the purposes of the
Company’s CAP surcharge, and the status of the CAP project; and the Direct Testimony
of Thomas Bourassa, in two volumes that provide an overview of the Company’s revenue
requirement, including schedules, development of rate base and income statement
adjustments, cost of capital (including the D schedules) and related issues, proposed rate
design (including the applicable schedules), the impact of the proposed rates on customer
bills, and the Company’s proposed CAP surcharge.

12.  Submitted as Attachment 2 to this Application are the ADEQ MAP invoice,
the Company’s water plant descriptions and a water use data sheet for the calendar year
ended December 31, 2011.

13.  CAP Surcharge

As part of this Application, the Company is proposing a CAP surcharge mechanism
to recover costs of direct delivery of CAP water to the Company’s service territory. In
Decision No. 73218, the Commission approved a Settlement Agreement between
Commission Staff and the Company in which the parties agreed that the Company would
seek this surcharge as part of this rate case filing. The Company is seeking approval of the
CAP surcharge mechanism to avoid another costly rate case in order to receive recognition
of the cost to receive CAP water directly once the CAP project is complete. Under the

Company’s proposal, the CAP-related costs that would be part of the surcharge would

3 2977387.1




Nelio R o SRV T SN 7S B\ B

N N NN NN N — e e e e e ek e e
AN L R W NN = OO 0N Y N R W N = O

LEWIS

AND

ROCA

— LLP——
LAWYERS

include depreciation on the CAP project investment, CAP M&I delivery charges, wheeling
fees from Tucson Water, a return on net investment, income taxes, and other CAP-related
costs and credits. As proposed, the Company would make a separate filing for
Commission consideration before the surcharge becomes effective. The amount of the
surcharge will be determined and submitted for approval by the Commission once the
planned CAP project pipeline and related equipment is in service and all CAP-related cost
components are known and measurable.

CONCLUSION

The Company respectfully requests that the Commission issue an order consistent
with the requests set forth in this Application, as more fully set forth in the testimony,
exhibits and schedules that accompany this Application.

Respectfully submitted this 27® day of July, 2012.

LEWIS AND ROCA

oo Wl —

Michael McNulty

Michael Hallam

Lewis and Roca, LLP

40 N. Central Avenue

Phoenix, Arizona 85004

Attorneys for the Vail Water Company

ORIGINAL and thirteen (13) copies
of the foregoing filed this 27" day of
July, 2012 with:

Arizona Corporation Commission
Docket Control — Utilities Division
1200 W. Washington Street
Phoenix, Arizona 85007
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INTRODUCTION AND QUALIFICATIONS

Q.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

My name is Christopher (“Kip”) Volpe. My business address is 1010 N. Finance Center
Drive, Suite 200, Tucson, AZ 85710, and my business phone number is 520-571-1958,
ext. 105.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by TEM Corp., a management company that performs management

services for Vail Water Company (“VWC” or the “Company”) under a service contract.

PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR VAIL.
I .am a Vice President of the Company and oversee the administration and operations of

Vail.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
The purpose of my testimony is to provide an overview of Vail Water Company and its
system and to provide background relating to the Company’s request for a CAP

surcharge.

BACKGROUND INFORMATION

PLEASE PROVIDE AN OVERVIEW OF VAIL WATER COMPANY AND ITS
SYSTEM.
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A.

11

VWC is a water utility certificated by the Arizona Corporation Commission
(“Commission”) to provide service southeast of the City of Tucson in Pima County,
Arizona. The Company currently has approximately 3900 water service customers.
VWC’s system is comprised of four (4) wells and seven (7) storage tanks. The system
also utilizes a chlorination system. The Company has added more than $18 million in
plant since the Company’s last rate case. A more detailed description of the utility plant
is set forth in Attachment 2 to the Company’s Application.

WHY IS VAIL FILING A RATE CASE AT THIS TIME?

In Decision No. 73218, the Commission approved a Settlement Agreement between
VWC and Commission Staff, which, among other items, required VWC to file a rate case
on or before July 31, 2012, using a December 31, 2011 test year. The Commission
approved Vail’s last rate increase in April 2000 in Decision No. 62450.

WHAT IS THE COMPANY’S COMPLIANCE STATUS?

To the best of my knowledge, the Company is currently is compliance with all rules and
requirements of PDEQ, ADEQ, ADWR and the Commission.

SURCHARGE REQUEST

THE COMPANY IS REQUESTING A SURCHARGE TO ACCOMPLISH
DIRECT USE OF CAP WATER IN ITS SERVICE TERRITORY, CORRECT?
Yes, as part of the Settlement Agreement that the Commission approved in Decision No.
73218, VWC and Commission Staff agreed that VWC would propose in this rate case a

surcharge to pay for certain costs relating to that direct use:

As part of the Rate Case, Vail will propose a surcharge to address costs relating to the
CAP project in an effort to avoid the need for the filing of another rate case immediately
after the conclusion of the Rate Case. Staff generally supports the concept of such a
surcharge for amounts to be paid Tucson Water under a Wheeling Agreement, M&I and
delivery charges, as well as other CAP-related cost components; however, Staff's final
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recommendation on such a surcharge is subject to Staff’s examination of the actual
surcharge application filed by Vail and Vail’s financial information as part of the Rate
Case.

The details of the proposed surcharge are set forth in Mr. Bourassa’s Direct Testimony.

Q. WHAT IS THE CURRENT STATUS OF THAT PROJECT?

A. As of this date, the engineering design proposal for the CAP pipeline has been bid, and

Westland Resources, Inc. has been selected as the engineer. Research of necessary
easements and rights of way has been identified and the Company has contacted property

owners to obtain the necessary easements.

Progress with Tucson Water continues as it attempts to determine costs for the proposed
Wheeling Agreement. A target date of September 2012 has been set to review the
proposed Wheeling Agreement costs. VWC has requested a contract template to be

forwarded for its review.

Q. WHAT ARE THE BENEFITS OF DIRECT USE IN VAIL’S SERVICE

TERRITORY?

A. As confirmed in both Decision No. 62450 and 73218, direct use of CAP water in VWC’s

service territory is the preferred method. Direct use of VWC’s CAP water will benefit its
customers in several ways. First, it will secure a renewable supply of potable water,
fortifying its assured water supply. Direct access to the CAP water will also enhance
Vail’s ability to provide an uninterrupted supply from a source with similar quality to
groundwater. In addition to these service benefits, the direct use of CAP water should be
less expensive for Vail’s customers in the long term by maintaining compliance with the
management plan of the Tucson Active Management Area (“AMA”) by mitigating

VWC’s replenishment obligatibns instead of purchasing more costly CAGRD credits.
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The project will also relieve pressure on aquifers in the Tucson AMA and benefit the

entire state by firming Arizona’s supply of Colorado River water.

111 CONCLUSION

Q. DOES THIS CONCLUDE YbUR DIRECT TESTIMONY?
A. Yes.
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INTRODUCTION AND QUALIFICATIONS
PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029.

WHAT IS YOUR PROFESSION AND BACKGROUND?

I am a Certified Public Accountant and am self-employed, providing consulting
services to utility companies as well as general accounting services. I have a B.S.
in Chemistry and Accounting from Northern Arizona University (1980) and an
M.B.A. with an emphasis in Finance from the University of Phoenix (1991).
COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR WORK AND
REGULATORY EXPERIENCE?

Yes. Prior to becoming a private consultant, I was employed by High-Tech
Institute, Inc., and served as controller and chief financial officer. Prior to working
for High-Tech Institute, I worked as a division controller for the Apollo Group,
Inc. Before joining the Apollo Group, I was employed at Kozoman & Kermode,
CPAs. In that position, I prepared compilations and other write-up work for water
and wastewater utilities, as well as tax returns.

In my private practice, I have prepared and/or assisted in the preparation of
several water and wastewater utility rate applications before the Arizona
Corporation Commission (“Commission”).

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
I am testifying in this proceeding on behalf of the Vail Water Company (“VWC”
or the “Company”). VWC is seeking increases in its rates and charges for water

and service in its certificated service area.
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OVERVIEW OF THE COMPANY’S REQUEST FOR RATE RELIEF
WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

I will testify in support of the Company’s proposed adjustments to its rates and
charges for water utility service. I am sponsoring the direct schedules, which are
filed concurrently herewith in support of the Company’s application. I was
responsible for the preparation of these schedules based on my investigation and
review of VWC’s relevant books and records.

For the convenience of the Commission and the parties, the two portions of
my direct testimony, each with the relevant schedules attached, are being filed
separately in this case. In this volume of my direct testimony, I address the rate
base, income statement (revenue and operating expenses), required increase in
revenue, and rate design and proposed rates and charges for service. Schedules A
through C, E-F, G and H, are attached to this portion of my direct testimony. The
Company has not prepared a cost of service study (G schedules). The Company
did not feel it necessary to prepare a cost of service study and consequently the G
schedules are omitted. _

THANK YOU. PLEASE CONTINUE.
In the second volume of my direct testimony, to which the D schedules are
attached, I address cost of capital. VWC is requesting a return on common equity
of 10.4 percent. As shown on Schedule D-1, the Company’s pro forma
consolidated capital structure for ratemaking purposes consists of 100 percent
equity and O percent debt. The weighted average cost of capital is 10.4 percent.
PLEASE SUMMARIZE THE COMPANY’S APPLICATION.
The test year used by VWC is the 12-month period ending December 31, 2011.
The Company is requesting a 10.4 percent return on its fair value rate base
(“FVRB”). The Company has also proposed certain pro forma adjustments to take
2
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into account known and measurable changes to rate base, expenses and revenues.
These pro forma adjustments are consistent with normal ratemaking and are
contemplated by the Commission’s rules and regulations governing rate
applications. See R14-2-103. These adjustments are necessary to obtain a normal
or realistic relationship between revenues, expenses and rate base on a going-
forward basis.

The Company’s fair value rate base is $3,312,774. The increase in revenues
to provide for recovery of operating expenses and a 10.4 percent return on rate
base is approximately $44,114, an increase of approximately 1.89 percent over the
adjusted and annualized test year revenues.

WHY IS THE COMPANY FILING FOR RATE INCREASES AT THIS
TIME?

The Company is filing a rate case at this time to meet its obligation pursuant to a
Commission approved Settlement Agreement (“Agreement”) between the
Commission Staff and the Company. See Decision 73218. Per the Agreement, the
Company is required to file a rate case using a test year ended December 31, 2011
on or before July 31, 2012.}

There are a few notable items the Company is proposing as part of this rate
case. First, the Company does not seek the re-instatement of its CAP recovery fee.
Second, the Company is seeking the approval of a CAP surcharge mechanism
designed to recover the CAP-related costs for the delivery of CAP water to its
service territory. Third, the Company proposes to continue to collect its CAP

hook-up fee once the CAP surcharge has been implemented.

! Decision 73218 at 13.
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VYWC’S SCHEDULES

A. Summary of A, E and F Schedules.
MR. BOURASSA, LET’S TURN TO THE COMPANY’S SCHEDULES.

PLEASE DESCRIBE THE SCHEDULES LABELED AS A,E, ANDF.

The A-1 Schedule is a summary of the rate base, operating income, current
operating margin, required operating margin, operating income deficiency, and the
increase in gross revenue. A 10.4 percent return on FVRB is requested. The
increase in the revenue requirement is $44,114. Revenues at present and proposed
and customer classifications are also shown on this schedule.

The A-2 Schedule is a summary of results of operations for the test year,
prior years, and a projected year at present rates and proposed rates.

Schedule A-3 contains the Company’s capital structure for the test year and
the two prior years.

Schedule A-4 contains the plant construction, and plant-in-service for the
test year and prior years. The projected plant additions are also shown on this
schedule.

Schedule A-5 is the summary of the Company’s changes in financial
position (cash flow) for the prior two years, the test year at present rates, and a
projected year at present and proposed rates.

The E Schedules are based on the Company’s actual operating results, as
reported by the Company in annual reports filed with the Commission. The E-1
Schedule contains the comparative balance sheet data for the years 2009, 2010, and
2011 ended on December 31.

Schedule E-2, page 1, contains the income statement for the years 2009,

2010, and 2011 ended on December 31.
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Schedule E-3 contains the statements of changes in the Company’s financial
position for the test year and the two prior years.

Schedule E-4 provides the changes in shareholder equity.

Schedule E-5 contains the Company’s plant-in-service at the end of the test
year, and one year prior to the end of the test year.

Schedule E-7 contains operating statistics for the years ended 2009, 2010,
and 2011 ended on December 31.

Schedule E-8 contains the taxes charged to operations.

The accountant’s notes to the financial statements and the financial
assumptions used in preparing the rate filing schedules are shown on Schedules E-9
and F-4, respectively, in accordance with the Commission’s standard filing
requirements. The Company does not prepare audited financial statements.

Schedule F-1 contains the results of operations at the present rates (actual
and adjusted), and at proposed rates.

Schedule F-2 contains the summary of changes in financial position (cash
flow) for the prior two years, the test year at present rates, and a projected year at
present and proposed rates.

Schedule F-3 shows the Company’s projected construction requirements for
2012, 2013, 2014.

Schedule F-4 contains the assumptions used in developing the adjustments
and projections contained in the rate filing.

B. Rate Base (B Schedule§ ).
WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE
LABELED AS THE B SCHEDULES?
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Yes. Iwill start with Schedule B-5, which is the working capital allowance. I used
the “formula method” of computing the working capital allowance to reduce costs.
However, the Company is not requesting a working capital allowance.

WHY DIDN'T THE COMPANY PREPARE A LEAD-LAG STUDY AND
USE THE RESULTS OF THAT STUDY TO COMPUTE WORKING
CAPITAL?

Because the costs to prepare a lead-lag study outweigh the benefits. By way of
illustration, in a recent case for Chaparral Water Company (W-02113A-07-0551),
the Residential Utility Consumer Office prepared a lead lag study and computed a
negative $111,000 of cash working capital. VWC is about one third the size in
terms of the level of expenses. So, let’s assume for argument’s sake that a lead-lag
study would produce negative working capital of $37,000. If the negative $37,000
were included in rate base, the impact on the revenue requirement would be a
negative $5,233 (-$37,000 times 10.4 percent return times the tax factor of 1.36).
A formal lead/lag study may not produce a negative working capital amount.
Further, I would argue for the inclusion of rate case expense in prepaid expenses or
alternatively using rate case expense in the computation of lead/lag days in the
study, both approaches would lead to a much less negative or even positive
working capital.

In the meantime, the Company would have incurred $10,000 just to have the
study prepared. Plus, the Company could easily incur more than $15,000
defending its working capital calculation, all of which increases rate case expense.
THANK YOU. PLEASE CONTINUE.

The Company did not file Schedules B-3 and B-4. To limit issues in dispute and
reduce rate case expense, VWC is requesting that its original cost rate base

(“OCRB”) be used as its FVRB.
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HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO
THE COMPANY’S ORIGINAL COST RATE BASE?

Yes. Schedule B-2 shows adjustments to the Company’s OCRB cost rate base
proposed by the Company. Schedule B-2, pages 2 through 5, provides the
supporting information. These adjustments are, in summary:

B-2 adjustment number 1, as shown on Schedule B-2, page 2, adjusts plant-
in-service. There is one plant-in-service adjustment included in Adjustment 1.
This is shown on Schedule B-2, page 3, and is labeled as Adjustment “A”.

Adjustment A of B-2 adjustment number 1 adjusts plant-in-service to reflect
a conforming adjustment to the prior rate case plant-in-service balance.

PLEASE CONTINUE.

Adjustment B-2 shown on Schedule B-2, page 2, adjusts accumulated depreciation.
The details of the accumulated depreciation adjustment are shown a Schedule B-2,
page 4. There is one plant-in-service adjustment included in Adjustment 2. This is
shown on Schedule B-2, page 4, and is labeled as Adjustments “A”.

Adjustment A of B-2 adjustment number 2 adjusts accumulated depreciation
reflects the re-computed amounts of accumulated depreciation per the Company’s
B-2 plant schedule.

DO THE PLANT IN SERVICE AND ACCUMULATED DEPRECIATION
BALANCES SHOWN ON B-2 REFLECT THE LAST COMMISSION RATE
ORDER?

Yes. They also reflect the depreciation rates used for depreciation expense in the
last rate case.

THE ADJUSTMENT TO ACCUMULATED DEPRECIATION IS OVER
$2.7 MILLION. WHY IS THE ADJUSTMENT SO LARGE?

Two reasons. First, the Company used incorrect depreciation rates since the last

7
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test year. Second, the Company did not use half-year convention for computing
depreciation. Half-year convention treats plant acquired during the year as being
acquired exactly in the middle of the year. This means that only half of the full-
year depreciation is taken in the first year. Together, these two errors have resulted
in a greatly overstated accumulated depreciation balance through the end of the test
year.

PLEASE CONTINUE.

Adjustment B-2 shown on Schedule B-2, page 5, adjusts the accumulated
amortization balance of contributions-in-aid of construction (“CIAC”) to the
recomputed amount reflecting the annual composite depreciation rate for plant-in-
service. Computations of amortization since the last rate case take into account
unexpended hook-up fees for each year and the gross CIAC balance at the end of
the test year reflects an adjustment for unexpended hook-up fees (“HUFs”); that is,
HUF funds were collected but have not yet been expended for plant-in-service as
of the end of the test year. Since there is no corresponding plant-in-service cost in
rate base, it is proper to exclude the unexpended amounts from rate base. To
include unexpended HUF's in rate base as CIAC will result in a mismatch and an
understatement of rate base.

HAS THE COMMISSION RECENTLY RECOGNIZED THAT
EXCLUDING UNEXPENDED CIAC FROM RATE BASE IS PROPER?

Yes. In the recent Bella Vista Water Company rate case Decision 72251, April 7,
2011, the Commission found deductions of HUF amounts éls CIAC from rate base

is not proper until such funds have been expended for plant.”

2 Decision 72251 at 47.
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Q.

ARE THERE ANY OTHER ADJUSTMENTS TO THE RATE BASE
COMPONENTS?

No.

HOW WAS THE PROPOSED “FAIR VALUE” RATE BASE SHOWN ON
A-1 DETERMINED?

As stated, the FVRB shown on Schedule A-1 is based on OCRB, with no
adjustment for the current values of the Company’s plant and property.

C. INCOME STATEMENT (C SCHEDULES)

PLEASE EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING TO
THE INCOME STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2.

The following is a summary of adjustments shown on Schedule C-1:

Adjustment 1 annualizes depreciation expense. The proposed depreciation
rate for each component of utility plant is shown on Schedule C-2, page 2. The
depreciation rates approved last rate case were plant account specific. The
Company proposes to continue to use account specific rates except the rates it
proposes are based upon the typical and customary depreciation rates
recommended by Staff Engineering.

Adjustment 2 increases the property taxes based on proposed revenues. The
details of the computation are shown on Schedule C-2, page 3.

HOW DID YOU COMPUTE THE PROPERTY TAXES AT THE CURRENT
AND PROPOSED RATES?

I employed a modified version of the Arizona Department of Revenue - Centrally
Valued Properties (“ADOR” or “the Department”) method for determining
property taxes. The ADOR method uses twice the average of the prior three years
of historical revenue plus an addition for CWIP and a deduction for the book value
of transportation equipment in the determination of the full cash value. The

9
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modified method determines full cash value by using the using twice the adjusted
test year revenues rather than the prior three years of historical revenue. For
determining the property tax expense at proposed revenues, I used two times the 3
year average consisting of two years of adjusted test year revenues plus one year of
proposed revenues. The change to property taxes at proposed revenues is reflected
in the gross revenue conversion factor shown on the A-1 Schedule. For both of the
computations of property tax expense, I used an assessed value equal to 20 percent
of full cash value (the current assessment rate) which was then multiplied by the
property tax rate to determine the property tax expense.

IS THIS CONSISTENT WITH PRIOR COMMISSION DECISIONS?

Yes, more than I can count. See, e.g., Chaparral City Water Company, Decision
No. 68176 (September 30, 2005) at 13, Rio Rico Utilities, Decision No. 67279
(January 6, 2011) at 8; Arizona Water Company, Decision No. 64282 (December
28, 2001) at 12 — 13; Bella Vista Water Company, Decision No. 65350 (November
1, 2002) at 16; Arizona-American Water Company, Decision No. 67093 (June 30,
2004) at 9 — 10; Black Mountain Sewer Corporation, Decision 69164 (December 5,
2006) at 10-11.

IS THIS SYNCHRONIZATION OF PROPERTY TAX EXPENSE WITH
REVENUES PROPER RATEMAKING?

Yes. Like income taxes, property taxes must be adjusted to ensure that the new
rates are sufficient to produce the revenue requirement. For this reason, the
Commission has repeatedly approved the use of proposed revenues to determine an
appropriate level of property tax expense to be recovered through rates. This has
been accomplished by either reflecting the change to property taxes from the
increase in revenues in the revenue gross-up factor or by adjusting the test year
property tax expense to reflect the revenues at proposed rates and not reflecting the

10
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change in the revenue gross-up factor. In more recent years, the Staff has adopted
the former method. To be consistent with Staff’s approach in more recent rate
cases, I have reflected the change in property taxes, from the increase in revenues
in the revenue gross-up factor.’

PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME
STATEMENT ADJUSTMENTS.

Adjustment 3 shows the rate case expense estimated by the Company. The
Company estimates rate case expense of $150,000. The Company proposes that
rate case expense be recovered over five years because it believes a five-year cycle
for future rate cases is reasonable given this utility’s circumstances. Using a five
year recovery period, the annual rate case expense is $30,000.

WHY DO YOU BELIEVE THIS IS A REASONABLE ESTIMATE OF
RATE CASE EXPENSE FOR THIS RATE CASE?

Because it is based on what I have seen in other rate cases. The best recent
example I know 1s Sahuarita Water Company rate case, Decision 72177, February
11, 2011. The Commission granted rate case expense of $225,000 normalized over
five years in that case or about $45,000 annually.® Sahuarita Water was somewhat
larger than VWC at the time it its rate case with about 4,600 customers compared
to VWC’s approximately 3,900 customers.

The recent H20, Inc. rate case is another example, Decision 71414,
December 8, 2009. The H2O case, the rate case expense was 120,000 recovered
over 3 years or $40,000 annually. H2O was somewhat larger than VWC at the
time it its rate case with about 6,400 customers compared to VWC’s approximately

3,900 customers.

? See Schedule C-3, page 2.
* See Decision 72177 at 24.

11
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Another relevant example is the recent Las Quintas Serenas Water Company
rate case, Decision 72498, July 25, 2011. The Commission granted rate case
expense of $80,000 recovered over three years in that case or about $27,000
annually.” VWC is about 4 times larger than Las Quintas Serenas Water which had
about 1,000 customers at the time of its rate case compared to VWC’s
approximately 3,900 customers.

These cases, among the many others I have worked on in the past,
contributed to the formation of the basis for my estimate. I also considered other
factors which include but are not limited to: 1) whether the utility has its own
regulatory staff and legal staff, 2) the intervener(s) in the case; 3) the length of time
between rate cases; and, 4) the scope and complexity of the issues.

PLEASE EXPLAIN WHY YOU REFER TO THIS AMOUNT AS AN
“ESTIMATE”?

Because I can’t see the future, I can only make estimates based on my experience.
The specifics of who may intervene, what unique issues may come into dispute,
what kind of procedural problems we will encounter, etc. I cannot predict. I know
what we have done to prepare the direct filing and I know that rate cases are
lengthy and expensive, but I still have to start with an estimate. If things turn out
more complicated than anticipated, the Company will modify its request to account
for that increased expense. Conversely, if the case proceeds and rate case expense
is lower than expected, we would make an appropriate adjustment downward.
SHOULDN’T THE COMPANY’S SHAREHOLDERS BEAR SOME OF THE
BURDEN OF RATE CASE EXPENSE?

5 See Decision 72498 at 10.

12




1} A.  As a practical matter, the utility always does. My estimate of $150,000 assumes
2 VWC will actually incur more than $150,000 of rate case expense in this case.
3 Whether those additional amounts should be sought for recovery is hard to say. I
4 would agree that if the utility does something improper, or advances positions in
5 bad-faith, it should shoulder the burden of such actions. But, as I testified, the
6 Commission dictates the process, not the utility, and absent such circumstances, the
7 utility must be allowed to recover its reasonably incurred rate case expense as a
8 cost of service.
91 Q. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE INCOME
10 STATEMENT ADJUSTMENTS?
11 | A. Adjustment 4 annualizes revenues to the year-end number of customers. The
12 annualization of revenues is based on the number of customers at the end of the test
13 year, compared to the actual number of customers during each month of the test
14 year. Average revenues per customer by month were computed for the test year
15 and then multiplied by the increase (or decrease) in number of customers for each
16 month of the test year. The total of the monthly revenue change comprise the
17 revenue annualization. This was done for each cﬁstomer class.
18 Adjustment 5 annualizes purchased power expense based on the additional
19 gallons sold from annualizing revenues to the year-end number of customers in
20 Adjustment 4, above. This adjustment is intended to match the additional expense
21 associated with the revenue annualization.
22 Adjustment 6 removes Central Arizona Project (“CAP”) recovery fees from
23 the test year recorded other revenues.  Per Decision 73218 approving the
24 Agreement, VWC ceased charging these fees.® The Company is proposing that
25
26 | °Decision73218 at 9.
13
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these fees not be re-instated. Since the Company proposes to no longer charge
these fees it is proper to remove the revenues from the test year.

Adjustment number 7 reduces management fees to cost.

Adjustment number 8 moves interest expense related to customer security
deposits to operating expenses.

Adjustment number 9 annualizes wages and salaries reflecting wages
increase granted after the end of the test year.

Adjustment 10 reflects income taxes based upon the Company adjusted test
year revenue and expense. The Company is proposing income taxes in the cost of
service even though VWC is a Subchapter S Corporation (“S-Corp”) and does not
pay income taxes itself.

ISN’T IT THE COMMISSION’S CURRENT POLICY TO DENY INCOME
TAX RECOVERY FOR S-CORPS AND OTHER TAX PASS-THROUGH
ENTITIES?

Yes. However, the Commission current policy has been challenged in several
recent rate cases, many of which I participated in.” These challenges prompted the
Commission in 2011 to direct Staff to conduct a Workshop on the current tax policy
as part of a compliance filing in the Commission’s Decision No. 71878.% The
income tax issue is also before the Commission in the pending Pima Utility
Company rate case (Docket No. W-02199A-11-0329).

HAS THE COMMISSION ALWAYS DENIED INCOME TAX RECOVERY
IN THE PAST?

7 See Farmers Water Company, Decision No. 71510, May 17, 2010; Sahuarita Water Company, Decision
No. 72177, February 11,2011; Johnson Utilities, Decision No. 71854, August 25, 2010 and Decision No.
72579, September 15, 2011; Global Water, Decision 71878, September 15, 2010, Sunrise Water
Company, Decision No. 71445, December 23, 2009.

¥ See Generic Docket No. W-00000C-06-0149).

14
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No. The Commission allowed income tax recovery to tax pass-through entities up
until the Consolidated Ulilities rate case, Decision 55829, January 8, 1988. Since
then, there have been but a handful of cases where income tax recovery was |
allowed.” 1 should note, that unlike the single rate case with a limited number of
parties participating and which established the current “the income tax policy”,
there has been a great deal of input to the Commission on a change in the policy
from many different stakeholders on both sides of the issue. Arguably, a much
more complete and robust record is now before the Commission upon which a
decision to include or exclude an income tax allowance for tax pass-through
entities as a matter of policy can be made. ' A decision may even be forthcoming
before the conclusion of this rate case."

IF VWC ITSELF DOES NOT PAY THE TAXES WHY SHOULD THEY
RECOVER THEM THROUGH RATES?

I do not wish to repeat all of the testimony from other rate cases and the comments
and information provided to the Commission through the generic docket supporting
an income tax allowance. In my view, it all boils down to a simple test. Either the
income arises from the operation of the utility or it doesn’t. If it does, then income
tax liability is a cost of service and the utility should be allowed to recover the cost
of that tax liability regardless of the entity type. Staff recognized this before the

Consolidated Utilities decision reversed the Commission’s policy on recovery of a

® See Camp Verde Water System, Inc. Decision No. 60105, March 19, 1997; Fisher’s Landing Water and
Sewer Works, LLC Decision 64998, June 6, 2002; Winchester Water Company, LLC Decision No. 65219,
September 24, 2002; and, Wickenberg Ranch Water, LL.C Decision No. 70741, February 12, 2009.

1 See Farmers Water Company, Decision No. 71510, May 17, 2010; Sahuarita Water Company, Decision
No. 72177, February 11,2011; Johnson Utilities, Decision No. 71854, August 25, 2010 and Decision No.
72579, September 15, 2011; Global Water, Decision 71878, September 15, 2010; Sunrise Water
Company, Decision No. 71445, December 23, 2009; and Pima Utility Company rate case, Docket No. W-
02199A-11-0329.

! See Pima Utility Company rate case, Docket No. W-02199A-11-0329.

15
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tax allowance for pass-through entities. Specifically, Staff argued in its exceptions
to the recommended opinion and order that its position was premised “upon the
belief that the partners incur tax liability as a result of utility operations. Although
the liability flows through to each partner, the expense accrues as does
depreciation, salary, maintenance or any other cost of service expense.”12

The choice of whether an income tax liability generated by the income from
utility operations is recognized by way of taxable entity (a Subchapter C-
Corporation) or through a tax pass-through entity (Subchapter S Corporation,
Partnership (Subchapter K), Limited Liability Company, or Sole Proprietorship) is
a mere technical distinction. There is no question that VWC generates taxable
income and that its shareholders pay tax on that income pro rata.
IS THE COMPANY REQUESTING THE SAME LEVEL OF INCOME
TAXES AS IF IT WERE A SUBCHAPTER C CORPORATION?
No. I will describe the method to computing the effective income tax rate and
income tax allowance later. For now, the method for computing the income tax
allowance basically utilizes the Federal Energy Regulatory Commission’s
(“FERC”) approach for computing the effective income tax rates for tax pass-
thought entities. The FERC approach utilizes the weighted average marginal
income tax rate of the owners. I have gone a step further and computed the
weighted average of the effective tax rates on the pro rata share of taxable income
(and only the pro rata share of taxable income) passed to the owners of VWC
rather than marginal tax rates. In my view the approach I used is more consistent

with the stand-alone method"” used by this Commission for C corporations and

12 See Staff’s Exceptions to Hearing Officer’s Proposed Opinion and Order (filed December 29, 1987, in
Consolidated Water Utilities, Ltd., Docket Nos. E-1009-86-216, E-1009-86-217 & E-1009-86-332
(consolidated)).

B The “stand-alone” method method calculates taxes based upon regulated revenues and operating costs of

16
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actual results in lower effective tax rate than under the FERC approach. The

approach used in this case is more conservative and is the same approach I used in

the pending Pima Utility Company rate case."

PLEASE EXPLAIN THE METHODOLOGY YOU USED FOR THE
DETERMINATION OF THE INCOME TAX ALLOWANCE IN THE
INSTANT CASE.

The basic methodology is summarized as follows:

1.

Indentify all the taxable persons or entities and all non-taxable
entities who are owners of the utility. If necessary, drill down
through all ownership levels until an individual or taxable or
nontaxable entity is reached.

Establish an effective or marginal tax rate for each taxable entity.
Rather than using presumptive rates such as 28% for all individual
taxpayers and 35% for taxable entities, the effective income tax rate
for all taxable entities is determined based on the current statutory
federal and state income tax rates and the proportionate share of
income passed through to each owner. Only the passed through
taxable income is considered in computing the effective tax rate for
each owner. Other income and deductions which may be available to
the owners are ignored so as to prevent cross-subsidization between

utility and non-utility operations.

the utility itself without regard to the utility’s unregulated revenues and operating costs of the utility or its
parent and other affiliated companies. The “stand alone” calculation is used so that taxes in utility rates are
based upon the costs of providing service.

1 Pima Water Company rate case (Docket No. W-02199A-11-0329.

17
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3. Calculate a weighted average effective tax rate for the combined

ownership.

4. Use weighted average tax rate for calculating income tax allowance.
PLEASE COMMENT ON THE EFFECTIVE INCOME TAX RATES FOR
THE OWNERS OF YWC?

The computed individual effective tax rates (federal and state) range from a low of
about 12.6 percent to a high of about 21.4 percent. The average of these rates is
about 15.9 percent; far lower than a presumptive 28 percent margin rate for
individuals. The taxable entity effective tax rates range from a low of about 28.2
percent to a high of about 36 percent. The average of these rates is about 31.7
percent; far lower than a presumptive 35 percent marginal tax rate taxable entities
such as trusts and C-Corps.

WHAT IS AVERAGE EFFECTIVE INCOME TAX RATE USED TO
COMPUTE THE INCOME TAX ALLOWANCE?

In the instant case, as a result of using the approach described above, the effective
income tax rate (federal and state) is about 25.4 percent. This rate can be found on
Schedule C-3, page 1.

HOW DOES THE COMPUTED OVERALL EFFECTIVE TAX RATE
COMPARE TO A COMPARABLE C-CORP?

The computed overall effective tax rate (federal and state) at proposed revenues for
a comparable C-Corp would be approximately 38.6 percent.

D.  Rate Design (H Schedules).

WHAT ARE THE COMPANY’S PRESENT RATES FOR WATER
SERVICE?

The Company’s present rates are:
MONTHLY SERVICE CHARGES
18
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5/8” x 3/4” Meter $ 13.18
3/4” Meter $ 21.00
1”” Meter $ 40.50
1 1/2” Meter $ 89.20
2” Meter $ 147.70
3” Meter $284.20
4” Meter $479.20
6” Meter $966.92
Gallons in minimum 0
COMMODITY RATES
All gallons (per 1,000 gallons) $4.00
CAP Recovery Fee (per 1,000 gallons) $0.32"
CAP Hook-up Fee See Schedule H-3, page 4.

SERVICE?

A.  The Company’s proposed rates are:

MONTHLY SERVICE CHARGES
5/8” x 3/4” Meter
3/4” Meter
1” Meter
1 1/2” Meter
2” Meter
3” Meter

' Company ceased charging this fee per the Settlement Agreement.

19

Q. WHAT ARE THE COMPANY’S PROPOSED RATES FOR WATER

$§ 1470
$ 2342
$ 45.16
$ 99.46
$ 164.69
$316.88
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4” Meter
6” Meter
Gallons in minimum
COMMODITY RATES
5/87X3/4” -Residential

5/87X3/4” - Commercial

3/4” - Residential

3/4” Meter — Commercial
1” Meter

1 %2 Meter

2” Meter

3” Meter

4” Meter

6” Meter

20

$ 53431
$ 1,078.12
0
1 t0 4,000 $3.75
4,001 to 10,000 $4.00
Over 10,000 $4.25
1 to 10,000 $4.00
Over 10,000 $4.25
1 to 4,000 $3.75
4,001 to 10,000 $4.00
Over 10,000 $4.25
1 to 10,000 $4.00
Over 10,000 $4.25
1 to 25,000 $4.00
Over 25,000 $4.25
1 to 50,000 $4.00
Over 50,000 $4.25
1 to 80,000 $4.00
Over 80,000 $4.25
1 to 160,000 $4.00
Over 160,000 $4.25
1 to 250,000 $4.00
Over 250,000 $4.25
1 to 500,000 $4.00
Over 500,000 $4.25
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CAP Recovery Fee (per 1,000 gallons) *removed
CAP Surcharge (per 1,000 gallons) *to be determined
CAP Hook-up Fee See Schedule H-3, page 4.
WHAT METER SIZE ARE THE MAJORITY OF CUSTOMERS ON AND
WHAT WAS THE AVERAGE MONTHLY BILL DURING THE TEST
YEAR?
The largest customer class is the 5/8x3/4 inch residential class comprising over 94
percent of the customer base. As shown on Schedule H-2, page 1, the average
monthly bill under present rates for a 5/8x3/4 inch residential customer using an
average 6,720 gallons is $40.06
WHAT WILL BE THE 5/8X3/4 INCH RESIDENTIAL CUSTOMER
AVERAGE MONTHLY BILL UNDER THE NEW RATES?
As shown on Schedule H-2, page 1, the average monthly bill under proposed rates
for a 5/8x3/4 inch residential customer using an average 6,720 gallons is $40.58 —a
$0.52 increase over the present monthly bill or a 1.29 percent increase.
IS THE COMPANY’S RATE DESIGN A CONSERVATION ORIENTED
RATE DESIGN?
Yes. Inverted tier rate designs are conservation oriented. The smaller residential
meters (5/87x3/4” and %) are on an inverted three tier rate design and all other
meter sizes are on an inverted two tier design.
The Company’s proposed rates also provide somewhat more revenue
stability than the current rate design in that it provides for about 36.4 percent of the

revenue requirement from monthly minimums whereas under present rates about

- 34 percent of revenues are derived from the monthly minimums. Generally, the

portion of revenue derived from the monthly minimums should be in the range of
40 to 50 percent and ideally closer to 50 percent. So, the Company rate design is
21
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less stable than I would like. However, the proposed rate design achieves an
appropriate balance for this case given the constraints in moving from the current
single tier rate design to an inverted tier design with more revenue stability.

1. Other Tariff Changes.
IS THE COMPANY PROPOSING ANY CHANGES TO ITS CAP HOOK-UP
FEE OR ITS OFFSITE FACILITIES HOOK-UP FEE?
No. The Company proposes to continue to charge both hook-up fees. The
Company also continues to propose that the CAP Hook-up Fee continue to be
treated as revenues and the Offsite Facilities Hook-up Fee be treated as CIAC.
However, the Company also proposes that when the proposed CAP surcharge
mechanism is implemented the Company will continue to collect the CAP hook-up
fees. The CAP surcharge mechanism is discussed below.
IS THE COMPANY PROPOSING ANY CHANGES TO MISCELLANEOUS
SERVICE CHARGES?
Yes. The Company is proposing an after-hours service charge which would apply
to all service charges when service is requested after-hours. Accordingly, the
Company proposes the current after-hours establishment fee, after-hours re-
establishment fee, and after-hours reconnection fee be eliminated.
IS THE COMPANY PROPOSING ANY CHANGES TO ITS REFUNDABLE
SERVICE LINE AND METER CHARGES?
Yes. The Company is proposing to update these charges based on the latest costs
recommended by Staff Engineering. The Company has increased Staff’s typical
and customary meter charges to reflect the added cost of the transmitter module
necessary for remote wireless meter reading ($150).

2. CAP Surcharge.
PLEASE DISCUSS THE COMPANY’S PROPOSED CAP SURCHARGE.

22
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The purpose of the CAP surcharge mechanism is to recover the CAP water costs
and costs of delivery of CAP water to the Company’s service territory and to its
customers once the CAP project is complete and water is being delivered.

Under the Company’s proposed CAP surcharge mechanism, the Company
would be required to make a separate filing for Commission consideration before a
surcharge becomes effective. The amount of the surcharge will be determined and
submitted for approval by the Commission once the planned CAP project pipeline
and related equipment is in service and all CAP related cost components are known
and measurable. The Company also proposes that the CAP surcharge be based on
gallons sold similar to a commodity rate. The Company believes this is a fair and
reasonable approach as higher water users will pay more.

WHY PROPOSE A SURCHARGE MECHANISM RATHER WHY NOT
WAIT UNTIL THE CAP PROJECT IS COMPLETE AND FILE ANOTHER
RATE CASE?
The Company is seeking approval of the CAP surcharge mechanism to avoid
another costly rate case in order receive recognition of the cost to receive CAP
water directly in its rates  once the CAP project is complete. As per Decision
62450, the Company’s CAP Hook-up fee and CAP recovery surcharge were
conditioned on the Company directly using CAP water by December 31, 2015.
The Company could complete the CAP project earlier than December 31, 2015.
Based on the estimated timeline of this rate case, the Company would be filing
another rate case within about 1-3 years of the end of the instant case in order to
receive recognition of the costs.
PLEASE EXPLAIN IN MORE DETAIL WHAT THE CAP RELATED
COSTS YOU REFERRED TO EARLIER WOULD BE.
The CAP related costs would include depreciation on the CAP project investment,
23
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the CAP M&I (subcontract and capital) charges, wheeling fees from Tucson Water,
a return on net investment, income taxes, and any other CAP-related costs/credits.
THE ADJUSTED TEST YEAR REVENUES IN THIS CASE INCLUDE CAP
PURCHASED WATER COSTS. HOW WILL THE CAP PURCHASED
WATER COSTS TAKE THESE EXPENSES INTO ACCOUNT ONCE THE
SURCHARGE IS IMPLMENTED?

The test year operating expenses include CAP purchased water costs of
approximately $200,000. The adjusted test year CAP water costs will be
subtracted from the base surcharge costs. Since these expenses are being
considered in the determination of the revenue requirement and base water rates in
the instant case, the computation of the CAP surcharge must take this into account
otherwise the Company will double recover these costs.

WILL THE COMPANY BE REQUIRED TO SUBMIT AN ANNUAL
REPORT OF THE SURCHARGE COLLECTIONS?

Yes. The Company will track the surcharge collections during the year and
identify any over (under) recovery. An annual report will be submitted to the
Commission as a compliance item.

Additionally, the Company will be required to submit annually a schedule
showing the computation of each year’s surcharge along with supporting
documentation of the underlying costs. Any over (under) recovery of the prior
year’s surcharge will be considered in the subsequent year’s computation of the
surcharge. For example, if the Company over recovered fees, the amount of the
over recovery will be subtracted from the base cost to be recovered.

WILL THE COMPANY PROVIDE THE COMMISSION A FULL
ACCOUNTING INCLUDING THE SUPPORTING DOCUMENTATION
FOR THE CAP PROJECT COSTS?

24
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Yes. In VWC’s initial application to the Commission for implementation of the
surcharge, the Company will submit a full accounting of the CAP project costs
along with the approval of construction certificate and any other documentation
Staff may require to verify the total cost of the investment and insure that all
regulatory approvals have been received.

HAVE YOU PREPARED AN EXHIBIT TO ILLUSTRATE THE
COMPUTATION OF THE SURCHARGE?

Yes. Attached as Exhibit TJB-RB-DT1 are schedules which are illustrative of the
annual surcharge computation.

PLEASE EXPLAIN EACH OF THE COMPONENTS SHOWN IN THE
PROPOSED SURCHARGE COMPUTATION AS ILLUSTRATED IN THE
EXHIBIT.

An explanation of each of the components is as follows:

Component 1 -  Annual Depreciation - This component computes the annual

depreciation expense on the CAP project plant costs. The depreciation rate will be
the actual composite rate based upon the authorized depreciation rates by plant
account in the instant case and the relative dollar amount of plant costs in each
plant account.

Component 2 - Annual CAP M&I Charges - This component is based upon

VWC’s current CAP allocation of 1,857 acre feet and the CAP M&I rate in effect
for the year,

Component 3 - Annual Tucson Water Wheeling Fees - This component will be

based upon the fees set forth in the final wheeling agreement between VWC and
Tucson Water and the volume of water delivered to VWC’s service territory as
defined by the wheeling agreement.

Component 4 - Annual Recharge Credits - This component is based upon the the
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difference between the volume of water delivered to VWC’s service territory and
the undelivered volume of CAP water that is recharged at the recharge facilities.

Component 5 - Annual Return on Investment plus Income Taxes — This

component is based upon the net plant investment and the authorized return and a
gross-up for income taxes.

Component 6 - Other CAP-Related Costs/Credits - This component includes

other CAP-related water costs and credits. As currently contemplated, this
component would include a provision for over/under recovery of the prior year
CAP project costs and a provision for CAP purchased water costs included in base
rates, as discussed earlier.
PLEASE EXPLAIN TO FINAL COMPUTATION OF THE SURCHARGE.
Once the component costs have been determined, the CAP surcharge (per 1,000
gallons) will be calculated by dividing the total costs by the prior year gallons sold
(in 1,000’s).
WHAT IS THE ESTIMATED INITIAL CAP SURCHARGE BASED UPON
THE ESTIMATED COMPONENT COSTS AND APPROACH DESCRIBED
ABOVE?
Based on the components and the approach described above the initial (year 1)
computation of the CAP surcharge. See Page 1 of Exhibit TIB-RB-DT1. The
component costs shown on page 1 are estimates at this time. As shown, the
indicated year 1 CAP surcharge (per 1,000 gallons) is $2.33.

Page 2 of Exhibit TIB-RB-DT1 illustrates the year 2 computation of the
CAP surcharge. As you wiil find retlected in Componerit 5, the net investment is
reduced by the accumulated depreciation. You will also find reflected in
Component 2 that the CAP M&I charges were increased to reflect increases in the
CAP subcontract and delivery charges. The CAP M&I charges and recharge
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credits shown are currently estimates and for illustrative purposes only. The base
CAP M&I charge per acre foot is based upon the provisional 2014 rate. Based
upon the most recent CAP rate schedule, the CAP charges are expected to increase
through 2018. As shown, the indicated year 2 CAP surcharge (per 1,000 gallons)
is somewhat lower at $2.32. Of course, the year 2 computation also assumes the
same gallons sold in year 2 as in year 1. The gallons sold may be higher or lower
depending on the conditions and circumstances each year. All things being equal,
if customer growth occurs, the gallons sold (denominator) will be higher leading to
a lower surcharge amount.

HOW WILL THE CAP SURCHARGE APPEAR ON THE CUSTOMERS
BILL?

As a separate line item labeled as “CAP water surcharge”.

WHAT WOULD BE THE YEAR 1 IMPACT ON THE AVERAGE
MONTHLY BILL FOR A 5/8X3/4 INCH RESIDENTIAL CUSTOMER
BASED ON THE $2.33 PER 1,000 GALLON SURCHARGE ESTIMATE?
The CAP surcharge would total $15.66 for average monthly usage for a 5/8x3/4
inch residential customer using 6,720 gallons ($2.33 times 6.72). The $15.66
translates to an increase of approximately 39% over the current average monthly
bill of $40.06.

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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Vail Water Company

Thomas J. Bourassa, CPA Direct Testimony

Exhibit TJB-RB-DT1




Line
No.

OO~ WN=

Vail Water Company
CAP Surcharge Mechanism
Computation of CAP Surcharge (Year 1)

Component 1 - Annual Depreciation
[1]  CAP Project Costs
[2] Composite Depreciation Rate
[3] Depreciation [1]x2]

Component 2 - Annual CAP M&l Charges

[4]  CAP Allocation (a.f)

[5] M&l Charges (per a.f.)using 2013 firm rate
[6] Total M&l Charges [4]x{5]

Component 3 - Annual Tucson Water Wheeling Fees

[71  CAP Water Delivered to Vail Service Territory (a.f.)
[8] Wheeling fee (per a.f.)

[9] Total Wheeling Fees

Component 4 - Annual Recharge Credits
[10] CAP Water Recharged (a.f.) {41-{7]

[11] M&l Charges (per a.f) = [5] »
[12] - Total Recharge Credits for Future Use {10]x{11}

Component 5 - Return on Investment plus Income Taxes

{13] CAP Project Costs ={1]

[14] Less: Accumulated Depreciation (sum of prior years depreciation expense)
[15] Net Investment [13] - {14]

[16] Authorized Rate of Return

[17] Required Return [15]x{16]

[18] Income Tax Factor

[19] Total Return plus Income Taxes [17]x[18]

Component 6 - Other CAP-Related Costs/Credits

[20] Test Year Purchased Water

[21] Prior Year Under (Over) recovery

[22] Other - Specify (provide supporting schedule)

[23] Total Other CAP-Related Costs/Credits [20]+{21]+[22]

Computation of Commodity Charge

[24] Total Base Cost to be Recovery [3]+{6]+9]+{12]+{19]+[23]
[25] Gallons sold in prior year (in 1,000's)

[26] Cost per 1,000 gallons [24]/]25]

EXHIBIT TJB-RB-1
Page 1
$ 1,900,000
2.20%
$ 41,800
1,857
$ 129.00
$ 239,553
1,100
$ 500.00
$ 550,000
757
$ 129.00
$ (97,653)
$ 1,900,000
$ -
$ 1,900,000
10.40%
$ 197,600
1.36
$ 268,736
$ (199,817)
$ -
$ -
$ (199,817)
$ 802,619
344,560
$ 2.33
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Vail Water Company
CAP Surcharge Mechanism
Computation of CAP Surcharge (Year 2)

Component 1 - Annual Depreciation
[11 CAP Project Costs
[21 Composite Depreciation Rate
[3] Depreciation [1]x[2]

Component 2 - Annual CAP M&I Charges

[4] CAP Allocation (a.f.)

[5] M&l Charges (per a.f.) using 2014 provisional rate
[6]  Total M&l Charges [4]x]5]

Component 3 - Annual Tucson Water Wheeling Fees
[71 CAP Water Delivered (a.f.)

[8] Wheeling fee (per a.f.)

[9] Total Wheeling Fees

Component 4 - Annual Recharge Credits

[10] CAP Water Recharged (a.f.) [4}-[7]

[11] M&I Charges (per a.f) = [5]

{12] Total Recharge Credits for Future Use [10]x[11]

Component 5 - Return on Investment plus Income Taxes
[13] CAP Project Costs = [1}

{14] Less: Accumulated Depreciation (sum of prior years depreciation expense)

[15] Net investment [13] -[14]

[16] Authorized Rate of Return

[17] Required Return {15]x{16]

[18] Income Tax Factor

[19] Total Return plus Income Taxes [17][18]

Component 6 - Other CAP-Related Costs/Credits
[20] Test Year Purchased Water

[211 Prior Year Under (Over) recovery
[22] Other - Specify (provide supporting schedule)
[23] Total Other CAP-Related Costs/Credits {20]+{21]+{22]

Computation of Commodity Charge
[24] Total Base Cost to be Recovery [3]+[6]+{9]+[12]+{19]+[23]
[25] Gallons sold in prior year (in 1,000's)

EXHIBIT TJB-RB-1

Page 2
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1,900,000
2.20%
41,800

1,857
138.00
256,266

1,100
500.00
550,000

757
138.00
(104,466)

1,900,000
(41,800)
1,816,400
10.40%
188,906
1.36
256,912

(199,817)
(199,&;17)

800,695
344,560




Vail Water Company

Schedules A through C,
E through F, and H



Line
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Vail Water Company

Test Year Ended December 31, 2011

Computation of Increase in Gross Revenue

Requirements As Adjusted

Fair Value Rate Base

Adjusted Operating Income

Current Rate of Return

Required Operating Income

Required Rate of Return on Fair Value Rate Base
Operating Income Deficiency

Gross Revenue Conversion Factor

Increase in Gross Revenue
Requirement

Adjusted Test Year Revenues

Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement

% Increase

Customer
Classification
{Residential Commercial, lrrigation)
5/8x3/4 Inch Residential
3/4 Inch Residential
1 Inch Residential

5/8x3/4 Inch Commercial

3/4 inch Commercial
11Inch Commercial
112 Inch Commercial
2 inch Commercial

5/8x3/4 Inch Irrigation

3/4 Inch Irrigation

1 Inch Irrigation
112 Inch Irrigation

2 Inch {rrigation
5/8x3/4 Inch Standpipe
1Inch Standpipe

3 inch Construction

Revenue Annualization
Subtotal

Other Water Revenues
Reconciling Amount
Rounding

Total of Water Revenues

SUPPORTING SCHEDULES:
B-1
C1
C-3
H-1

Exhibit

Schedule A-1
Page 1

Witness: Bourassa

$ 3,312,774
312,107
9.42%
$ 344,528
10.40%
$ 32,421
1.3606
$ 44,114
$ 2,334,747
$ 44,114
$ 2,378,860
1.89%
Present Proposed Dollar Percent
Rates Rates Increase Increase
$ 1,728603 $ 1,768,199 $ 39,596 2.29%
55,737 57,656 1,919 3.44%
2,132 2,300 168 7.86%
3,471 3,589 119 3.42%
1,804 1,897 92 5.13%
4,172 4,389 217 5.20%
17,977 19,690 1,713 9.53%
67,893 73,168 5,274 7.77%
2,073 2170 97
5,089 5,458 368 7.24%
17,540 18,581 1,041 5.93%
17,246 18,324 1,078 6.25%
113,577 119,941 6,365 5.60%
12,909 8,590 (4,319) -33.46%
2,256 1,881 (375) -16.64%
37,004 26,030 (10,974) -29.66%
29,925 32,890 2,965 9.91%
$ 2,119,407 § 2,164,752 $ 45,345 2.14%
214,637 214,637 - 0.00%
703 (528) (1,231) -175.11%
- 0.00%
$ 2334746 $ 2378860 $ 44 114 1.89%
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Vail Water Company Exhibit
Test Year Ended December 31, 2011 Schedule A-2
Summary of Results of Operations Page 1
Witness: Bourassa
Projected Year
TYest Year Present Proposed
Prior Years Ended Actual Adjusted Rates Rates

Description 12/31/2009 12/31/2010 12/31/2011 12/31/2011 12/31/2012 12/31/2012
Gross Revenues $ 2,370,309 $ 2385453 $ 2398492 $ 2,334,747 $ 2,334,747 $ 2,378,860
Revenue Deductions and 2,053,707 2,027,381 2,115,259 2,022,639 2,022,639 2,034,332

Operating Expenses
Operating Income $ 316602 $ 358,072 $ 283,233 $ 312107 $ 312,107 $ 344,528
Other Income and 44,506 35,192 29,364 29,364 29,364 29,364

Deductions
Interest Expense (4,229) (4,491) (4,981) - - -
Net income $ 356878 $ 388,773 $ 307616 § 341472 $§ 341472 § 373,893
Common Shares 63,809 63,809 63,809 63,809 63,809 63,809
Eamed Per Average

Common Share 5.59 6.09 482 535 535 5.86
Dividends Paid 140,000 350,000 387,500 387,500 387,500 387,500
Dividends Per

Common Share 219 5.49 6.07 6.07 6.07 6.07
Payout Ratio 0.39 0.90 1.26 1.13 113 1.04
Retumn on Average

Invested Capital 1.79% 2.02% 1.62% 1.58% 1.61% 1.76%
Retumn on Year End

Capital 1.84% 2.04% 1.63% 1.58% 1.64% 1.80%
Return on Average

Common Equity 8.29% 8.77% 6.97% 7.38% 7.51% 8.20%
Retumn on Year End

Common Equity 8.08% 8.73% 7.03% 7.12% 7.24% 7.88%
Times Bond Interest Earned

Before income Taxes 74.87 79.74 56.86 - - -
Times Total interest and

Preferred Dividends Eamed

After Income Taxes 75.62 81.17 58.09 - - -

SUPPORTING SCHEDULES
c1
E-2
F-1




Vail Water Company Exhibit
Test Year Ended December 31, 2011 Schedule A-3
Summary of Capital Structure Page 1
Witness: Bourassa

Unadjusted Adjusted
Line Test Projected
Prior Years Ended Year Year
Description: 12/31/2009 12/31/2010 12/31/2011 12/31/2012

Short-Term Debt - - - .

Long-Term Debt - - - -

No.
1
2
3
3
4
5
6  Total Debt $ - $ - $ - $ -

7
8
9  Preferred Stock - - - -

10

11 Common Equity 4,414,639 4,453,412 4,373,528 7,489,520

12

13

14  Total Capital & Debt $ 4414639 $ 4453412 $ 4,373,528 $ 7.489,520

15

16

17 Capitalization Ratios:

18

19 Long-Term Debt 0.00% 0.00% 0.00% 0.00%

20

21 Total Debt 0.00% 0.00% 0.00% 0.00%

22

23

24 Preferred Stock - - - -

25

26 Common Equity 100.00% 100.00% 100.00% 100.00%

27

28

29  Total Capital 100.00% 100.00% 100.00% 100.00%
30

31

32 Weighted Cost of

33  Senior Capital 0.00% 0.00% 0.00% 0.00%
34

35

36

37

38

39

40

41

42

43

44

45 SUPPORTING SCHEDULES:
46 E-1

47 D1

48

49

50
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Vail Water Company
Test Year Ended December 31, 2011
Construction Expenditures
and Gross Utility Plant in Service

Construction

Expenditures
Prior Year Ended 12/31/2008 24,840
Prior Year Ended 12/31/2009 22,199
Test Year Ended 12/31/2010 242781
Projected Year Ended 12/31/2011 118,052

SUPPORTING SCHEDULES:
B-2
E-5
F-3

Exhibit
Schedule A4
Page 1
Witness: Bourassa
Net Plant Gross
Placed Utility
in Plant
Service in Service

24,840 20,043,125
22,199 20,065,324
242,781 20,308,105

118,052 20,426,157




Vail Water Company
Test Year Ended December 31, 2011
Summary Statements of Cash Flows
Line
No.

HWON -

5 Cash Flows from Operating Activities

6 Net Income

7 Adjustments to reconcile net income to net cash
8  provided by operating activities:

9 Depreciation and Amortization

10 Other -Adjustments

11 Changes in Certain Assets and Liabilities:

12 Accounts Receivable

13 Unbilled Revenues

14 Materials and Supplies Inventory
15 Prepaid Expenses

16 Deferred Charges

17 Notes Receivable

18 Accounts Payable

19 Intercompany payable

20 Customer Meter Deposits

21 Taxes Payable

22 Other assets and liabilities

23 Net Cash Flow provided by Operating Activities
24 Cash Flow From Investing Activities:
25 Capital Expenditures

26 Plant Held for Future Use
27 Changes in debt reserve fund
28 Net Cash Flows from Investing Activities

Cash Flow From Financing Activities
Change in Restricted Cash
31 Change in Shori-term Investments

32 Proceeds from Long-Term Debt

33 Net receipt of contributions in aid of construction
34 Net receipts of advances in aid of construction
35 Repayments of Long-Term Debt

36 Distributions/Dividends Paid

37 Deferred Financing Costs

38 Paid in Capital

39 Net Cash Flows Provided by Financing Activities

Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

SUPPORTING SCHEDULES:
E3
F-2

Exhibit

Schedule A-5
Page 1

Witness: Bourassa

Prior Prior Test Projected Year
Year Year Year Present Proposed
Ended Ended Ended Rates Rates
12/31/2009 12/31/2010 12/31/2011  12/31/2012  12/31/2012
$ 356,878 $ 388,773 $ 307616 $ 341472 § 373,893
(8,345) (3,235) (2,613)
660,269 645,432 635,952 570,649 570,649
(1,825) (46,175) 40,151
(676,847) (226,303) (201,056)
40,268 17,712 35,802
(85,166) (77.125) (81.392)
166 (66,965) 1,289
$ 285400 § 632115 $§ 735749 $§ 912121 $ 944541
(24.840) (22,199) (242,781) (118,052) (118,052)
$ (24,840) $ (22,199) $ (242,781) $ (118,052) $ (118,052)
521,921 247,483 111,327
- (702,876) (210,007)

212,688 179,144 406,002 406,002 406,002
(326,316) (288,337) (289,153) (289,153) (289,153)
(140,000) {350,000) (387,500) (239,030) (239,030)

$ 268,294 $ (914,586) $ (369,330) $ (122,181) § (122,181)
528,854 (304,670) 123,638 671,887 704,308
248,764 777,618 472,948 596,586 596,586

$ 777618 $ 472948 $ 596,586 $ 1,268,473 $ 1,300,894




Line

coooxlmcn:aww-»|oz

Vail Water Company

Test Year Ended December 31, 2011

Summary of Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:
Advances in Aid of Construction

Contributions in Aid of Construction
Accumulated Amortization of CIAC

Customer Meter Deposits
Deferred income Taxes & Credits

Plus:

Deferred CAP Charges
Prepayments
Allowance for Working Capital

Total Rate Base

SUPPORTING SCHEDULES:
B-2
B-3
B-5
E-1

Exhibit
Schedule B-1
Page 1
Witness: Bourassa
Original Cost Fair Value
Rate base Rate Base
$ 20,158,710 $ 20,158,710
3,722,176 3,722,176
$ 16,436,535 $ 16,436,535
11,374,431 11,374,431
2,930,228 2,930,228
(605,832) (605,832)
529,140 529,140
1,104,206 1,104,206
$ 3,312,774 $ 3,312,774
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47
48
49
50

Vail Water Company
Test Year Ended December 31, 2011

Original Cost Rate Base Proforma Adjustments

Gross Utility
Plant in Service

Less:
Accumulated
Depreciation

Net Utility Plant
in Service

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Gross

Accumulated Amortization of CIAC

Customer Meter Deposits
Accumulated Deferred Income Tax

Plus:

Deferred CAP Charges
Prepayments
Materials and Supplies
Working capital

Total

SUPPORTING SCHEDULES:
B-2, pages 2
E-1

$

$

$

Actual
at
End of
Test Year

20,308,105

6,432,277

13,875,828

11,374,431

3,117,009
(670,251)

529,140

1,104,206

629,705

Proforma
Adjustment

(149,394)

(2,710,101)

(186,782)

64,419

Exhibit

Schedule B-2
Page 1

Witness: Bourassa

Adjusted
atend
of
Test Year

$ 20,158,710

3,722,176

$ 16,436,535

11,374,431

2,930,228
(605,832)

529,140

1,104,206

$ 3,312,774

RECAP SCHEDULES:
B-1
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43
44
45

Acct.
No.
301
302
303
304
305
306
307
308
309
310
311
320

320.1

320.2
330

330.1

330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Vail Water Company

Test Year Ended December 31, 2011
Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 -A

Description
Organization Cost

Franchise Cost
Land and Land Rights
Structures and Improvements

Collecting and Impounding Res.

Lake River and Other Intakes
Welis and Springs

infiltration Galleries and Tunnels

Supply Mains

Power Generation Equipment

Electric Pumping Equipment

Water Treatment Equipment

Water Treatment Plant

Chemical Solution Feeders

Dist. Reservoirs & Standpipe

Storage tanks

Pressure Tanks

Trans. and Dist. Mains

Services

Meters

Hydrants

Backflow Prevention Devices

Other Plant and Misc. Equip.

Office Furniture and Fixtures

Computers and Software

Transportation Equipment

Stores Equipment

Tools and Work Equipment

Laboratory Equipment

Power Operated Equipment

Communications Equipment

Miscellaneous Equipment

Other Tangible Plant

1998 ACC Plant Adjustment
TOTALS

SUPPORTING SCHEDULE

B-2, pages 3.2103.14

Recorded Plant
Orginal Per
Cost Reconstruction Difference
17,750 17,750 -
399,328 399,328 (0)
1,126,979 1,126,979 0
2,995 2,995 0)
1,553,110 1,553,110 )
1,621,069 1,621,069 0
14,023,034 14,023,034 0
12,451 12,451 0
923,082 923,082 0
492,908 492,908 (o)}
7,901 7,901 (V)]
6,553 6,553 ©
29,683 29,683 0
15,621 15,621 -
54,807 54,806 W]
15,645 15,645 (0)
5,180 5,190 -
- (149,395) (149,395)
20,308,105 $ 20,158,709 $ (149,395)

Exhibit

Schedule B-2
Page 3.1

Witness: Bourassa



£06'295 $89'129'Z B86.L'4S - yeL'vi YE1'9LE - ve1'9.e 186008 §82'090'2 SIV10L 9
0 [
(98L'v01) (s6€'6¥1) (v6's) - (zvg'oot) (g6€'6¥71) %P9°T 1uBld 0} auysnipy DOV £861 ve
- - - - - - %00°0 jueld aqiBue) JBYO  BYE €€
- - - - . - %09'¢ EoEa_scw SNOBUB|IBISIN  LbE FA%
- - - - - - %00°0 wewdinbg uopeoNWOD  SPE 1€
- - - - - - %000 wewdinby pejeladp Jamod  gve  0F
- - . - - - %00°0 ewdiribg Aioyeioget ppe 62
(296) - 4 128 - ££2 128 %0L'L wewdinb3j ebesep g doys 'sjooL  ¢ve 82
- - - - - - %000 wewdnb3g seiols  2ve L2
orL orz'st LeL'y L06'€L Loz wz'oz 957'6 006'28 %0g'Eh ewdinb3 uopepodsuel]  1¥g 92
0oL 086'2 00L 056'2 056' - - %089 alemyos § ssondwod L'OKE ST
114} 62¢'G 6i¢ 062’1 062'% 9Ll 6£0'y %08'9 ewdinby g aimyuing @00  ove 2
116 vL9'G 16b £46'C €162 09L L'z %09°€ atudinb3 asiy B eld 18RO BEE €2
- - - - ' - - %09°¢ SBINB( UOjUBABId MOORE  9EE 2
- - - . - - %09°¢ slueIpAH  GEE 1z
99€'pe £02'061 809'Y 62Y'vy 62v'vy 96.'62 vLL'SOL %098 siIgleN pEE 02
g8L'y 9Zr'zh 65v (056'2) {056'2) 9z¢e'y 9/¢'sl %0€°e se0IMleS €85 6L
155'82Y 810'589'L 286°0¢ 288142 258'1L2 §15'L6€ 29L'ELP't %00 SUle UONNALISIQ B UOISSIUSUBLL  LSE 8}
- - - - - - %000 syef ainsseid  Zoee  Lb
- - - - - - %000 syue ebeio)g 1'0EE 9l
865'6¢ 168611 08e'z s28'L gz8'l 8L2'ee zL0'8LL %002 ssdidpum)s g sljonesay UoINGMISIG 0SS
- - - - - - %000 sispaed [edlusy) uonnjog  Z'0ZE  vI
- - - - - - %000 sjueld jusuneell J8leM  L°0ZE  EL
- - - - - - %852 swdinby jusuneail JO)BM 026 T4
290'v6 1p5'80¢ 918'04 008°24 0082} 981°c8 189562 %09'C wewdinb3z Suidwing  Lie 1
- - - - - - %000 wswdinb3 uoessusy Jemod  OLe 0L
- - - - - - %002 suley Aiddng Jslemmey 60 6
- - - - - - %000’ sayeljed UOjRAYl 80€ 8
£66'gy Lse'sLl 192§ S06'LL 506'LL ceL'sy opY'sslL %02'C sbupds g silsm 208 L
- - - - - - %000 soxelul jlueD oAl 'BdET 90¢ 9
- - - - - - %000 ssionesey Bulpunodwy p Bugoeliod o &
6.2'61 166'v9 08L't gsL'2 £6LT 665 L1 861'29 %082 sjuswenosdwy g SRINONAS  $0E ¥
. 00g'¢ - - - 00g'¢ %000 sy pue pue puel €0 €
- - - - - - %00°0 1s0) esppuesy zog 2
- - - - - - %00°0 1500 uonezeBIo  10¢ !
38156 soueeg paefoe)]  AuO OGN (YoogJed)  SUORPPY  Sjuswienipy  (Sy00gied) | Bo0ZIverdt 8BBIIECT ey Uohiarsssg BN N
‘wnJdY eid :o_ummoo‘_nwﬂ omw>_ww sjususIey wejd ueld SUOBIPPY W .omamD ieue|d .oo._amo junocody auy
weld paisnipy Jueld W20y pamoly ONYVYN
6661 05729 Uoispaq Jod

BSSBINOG :SSBUIM

z'¢ ofed
z-8 8inpeyos SjusiusInay pue SUOKIPPY JUeld
Hanxzg Aurdwiog Jejem |1eA




08€'L29 221'055'2 LLY'Y9 - LeL'8TY - 1EL'821 STVLOL 9¢
1
(oeL's01) (s6e'6pL) (yv6'c) - %9'2 ue|d 03 Jusunsnipy OOV €861 v
- - - - %000 weld sjqibue L o0 8¥E €€
£6 061'S €6 . 061'g 081's %09'C juswidinb3 snoaus|edsIN  LbE  ZE
- - - - %00°0 Jswdinb3 uopeoNWIO)  gbg 1e
- - . - %000 wewdinb3 pejessdQ semod  Sbe 0
- - - - %000 wewdinby ficjeioqeY pve 62
(ze9) ¥6. 1€ ¥6L 6L %0L'L wewdinb3 abeieo p doug 'siool  €v¢ 82
- - - - %000 wewdinbg ses0lg  2ve L2
$9€'s ovZ'ee 812's - %0E'E} juswdinb3 uoneyodsuell 1y 92
€ls BL1'6 1424 622'9 622'9 %08'9 slemyog g sieindwiod L'0pe 2
968't §69'L 847 92e'C 92¢'2 %08'9 juswdinbz g aunpwing 8OWO  O0vE  ¥Z
[T £95°'0 oze 648 6.8 %09'€ ewidinb3 osiy B weld IO 688 €2
- - - - %09'¢ $00lABQ UONUBADI MOWYOBE 08¢ 22
- - - - %09'¢ sweIipAH  gee 42
cly'or 990'681 Lob'e £98'8t £98'8¢ %09°¢ sigleN  vee 02
g6l's 174} oLy [°74 14 %0E'E seoMeg €6 Bl
zLL'29y Lp'oel't ySL've £6E'GYy £68'sh %00'C SUIB\ UONNQIISIQ P UOISSIWISURBIL  Lee 8
- - - - %00°0 syuz | ainssald zoee L
- - - - %00°0 syue abeioljg 1ose 9
ovo'se (41824 £’z 8v'y 8'v %002 sedidpuelg '® sljonsesey uognaiusig  0ge 6
- - - - %00°0 siepaag [BdJWBYD Uosn|os Toze
- - - - %00'0 sjueld jusunesall JBlBM  1°02€ €4
- - - - %85'2 juswdinb3 juewnesl) JoleM 026 21
28€'G01 19€'028 0ze'LL 02814 0z8'L4 %09°¢ juewdinbg Buldwng  L1e 11
- - - - %000 wewdinb3 uogelsuen Jemod  ole O
- . - - %00'Z sujey Addng Jejepm ey 60 6
- - - - %000 soU3||eD) UoNBAIYYE  80E 8
YrLYS 280°084 16L's LEL'2L LeL'ze %02'¢ sbuudg ¢ slism L0€ L
- - - - %00'0 seelU| (euUBD JRARY '9dE  9O¢ 9
- - - - %000 sijoalesay Bujpunodwi @ Bunoeljod  Goe [
16012 166'79 618't - %08'Z sjueLUdACIdI| B SBIMDIAS  4OE 14
- 005'€ - - %00°0 sjubry pue pue puel  £og £
- - - - %000 1800 8spuUBld  Z0€ 2z
- - - - %00°0 1500 uopeziuebi0  Log 13
LT wiuefed polemorRy] Ao AN (S¥ood 1ad) vV  SeWsnpy  (SYoogied) | Sieg Uonanss BN N
“Wnooy weid uopepaideq ofenes sjuswesney weid weid SUCHIPPY s9ideq WNoadY  auy
we|d pajsnipy ey pamojpy ONAVN
0002

BSSEINOG (SSAUIM
¢'¢ ebed

¢-8 8inPaYds
yauxg

SjuBLLSIYBY PUe SUOHIPPY ield
Auedwon Jejep fleA




26221l 288'€l2' Z16'%8 - - 09¢'€99'4 - 09%'€99') SIVLOL 9
ge
(p29'zLL) (56¢'6¥1) (rv6'e) - %b9'T Jue|d 0} Juswisnipy OOV £861 [
- - . - : %000 we|d sjgibue BYIO 8¥e €€
082 061's 181 - %09°'¢ juswidinb3 snoaus|easIN  LpE  ZE
- - - - %000 Wswdinbg uojeduNWWOD  9pe  LE
- - - - %000 juswdinb3 pajesadQ JemMod  g¥e  0F
- - - - %00'0 juewdinb3 Aojelode  ppe 62
(1Lp) veL 19 - %0L'L wswdinb3 ebesen % doug 'slool epe 8T
- - - - %000 wewdinbg saiols  zbe L2
¥85'01 ove'se 812's - %0€°€L juswdinb3 uogeodsuell |y 9T
eV 8LL'6 2o - %08'9 slemyos B siandwon L'ove 62
85b'Z 299'8 295 L02't L0Z'} %08'9 wewdinb3 g amiwing 90WO 0¥ 2
19¢°) £56'9 9ez - %09'€ swdinb3 osIN B eld OO  BEE €2
A - - - %09'¢ $3VNS( UOUBABIY moppeg  9ge 22
- - - - %09°C SWeIpAH  Gee 12
iyy'sy GE6'€52 vi8'L 698'v9 698'p9 %09°¢ sl pEE 02
909'G (5144 My - %0E'E SIS €8¢ 64
160'80S S05'€08'2 6£E'Sk ¥60'€L0'1 ¥60'€L0'L %00'2 SUIBI UOPNQLISIQ '@ UOISSUSURLL  LgE 8
- - - - %000 syue) ainssald zoge L
- - - - %00°0 syue| obeiolg 1oee 94
09L'ey 825'Lvb 6LL'G yyL'eze yrl'eee %00'Z sedidpuBlg g slloalasay uognauisiq  oge 61
- - - - %00°0 si9pas |edjWsy) uosnios Toee bl
- - - - %00°0 Sjuejd Jusuiealt BB 1'02E €L
- - - - %852 ewdinb3 jueluiesl) JBlBM  02€ 71
Gle'oLlL 19€'02¢ €611 - %09'¢ wswdinb3y buidwing L1 b1
- - - - %000 uswdinb3 uopeIsuUsn JaMod  01E Ot
. - - - %002 sutely Alddng selep meY  60¢ 6
- - - . %000 selv|jes) uoneR(uY|  80¢ 8
L16'¢9 8z2'L8¢ €LL's 991 '102 9pL'1L0Z %02°¢ sBuudg ® sfiem  L0g L
- - - - %00°0 sOyRIU| [BUBD “IBARY ‘BYET  9OE 9
- - - - %00'0 sulontesay Bugpunodw) g Bundsliod  goe S
916'22 166'v9 618't - %08'Z Sjuswonoidwl g seimonis  poe 14
- 005'c - : - %000 SIUBIY pue pue puey  ¢oe €
- - - - %000 1800 8s|youRly  Z0€ 2z
- - - - %000 1500 uopezuebio  Log I
331980 SUEeg Foeroey] AUgaN — (Boogied)  SUGHIPP Susunsnipy  (SfoogBdl | By Uondissag BN ON
‘wnooy jue|d uogefosidag] afeales [SUETET 1Y weld ueld SUoNIPPY ‘oasdaQ JuNoodY  euf
Jueid pajsnipy ueld pamolly ONAUYN
1002
essenog Ssoulipy
p'¢ abed
2-g 8inpayog . siusWaINey pue SUOKIPPY ueld

uaqmx3 Auedwog J03eM IfEA




978'¢28 161'007'9 ¥£5'821 - 000'L} 60£'€02'2 - 60€'202'Z $IVLIOL 9
5¢
(8Lo'aLl) (g6e'6vi) (wv6'e) - %¥9'Z jueld 0} Juauysnipy QOV £861 ve
- - - - %00°0 weld ajqifuel JoYO * 8YE €€
Loy 06L's 18} - %09°¢ uewdinb3 snosueljeasin LbE  ZE
- - - - %00°0 wewdinbg uopeoUNWOD  9YE  IE
- - - - %00°0 wewdinb3 pajesedO Jemod  Gbe 0O
- - - - %000 wawdinb3y Aiojesoqel #¥e 62
(zve) pys'T (14} 0sL't 0sL't %OLL swdinb3 obeieo  doys 'siool  €ve 82
- - - - %00°0 jswdinb3y ses0ls  2ve L2
£08'G1 0ve'8e 812's - %0EEL juswdinb3 uonepodsuely  IpE 92
vi8'L S6b'Tl 8L oie'e gle'e %08'9 aemyog 3 sseinduod Love ST
§6Z'c 18571 6L 612G BLL'G %08'9 juswdinb3 g aunuing 82O OVe b2
€09'4 £65'9 9ez - %09'¢ uswdinb3 oSy B UBId B0 BEE €2
- - - - %09'¢ S80|A0( UORUBABIY MOLSOBE  8EE  ZZ
- - - - %09'E slepAH  geg 12
pL0'6S £61'9€E 829'04 86628 86528 %09°¢ sioleN eSO
L10'9 [5:-T4r4} Iy - %08'€ s9OMAS g8 Bl
896'185 L12'885' L18'EL AYRZ TN L8l [%00°2 SUeW UORNGINSI B UOISS|WISUBLL 1€ 81
- - - - %00°'0 sjue 8inssaid zoee L
- - - - %000 juet abeioig roee o
095'L8 826'2ey 108'8 000'Sh - %002 sedidpuelg  sioAiesay uophquisia  0€¢ Gt
- - - - %000 $iapee [eolueyQ uolnios T0E vl
- - - - %000 sjuB|d lueuneol] JolEM 102 €L
- - - - %8G'Z wewdinb3y ueunealy JoleAN 028 2
£10'vEL 116'629 860'LL 951'60€ 951'60¢ %09'C juswdinb3 Buidwnd  L1g |}
- - - - %00'0 EoE&:Um uoflelauds) Jamod OlLe oL
- - - - %002 sule Aiddng JelemmeY 60 6
- - - - %00°0 sspieieo uonenul 808 8
ovyoL 928'56¢ 62521 265'8 8658 %0Z'€ sbupdg 2 silem L0 L
- - - - %000 sexeiul [BUBD UBAIY ‘BdBT 908 9
- - - - %000 sionesay Buipunodwi g Buoeliod  goe
LoL'ee 156°29 1641 000'C - %082 sjuewoanoidw| B SaINDNAS  $OE ¥
- 000"} - 00'L 006'L %00°0 siybrd pue pue puel gog €
- - - - %000 1800 esioueld  Z0g [4
- - - - %000 1500 uonezuefio  Log I
33148Q BOUEfEY woRIoES] NIGGN — (SYoogied)  SUONpPY  (suewisnipy  (5Yoogfed) | Sy UoRaposeq BN  ON
‘WndY ueld :o_«w_oo.ﬁmn_ wmg_ww sjusielnsy ueld weld SUORIPPY .ow.aoD Junoosy suy
jueld paisnipy Jueld pemolly ) QNYYN
2002
BsseINog [SSOUNM
g'¢ abeg
2-9 einpayos sjuslueIley pue SUONIPPY ueld

Haux3a Auedwiod Jojep lieA




9¢h 866 186'866'L 0L9'vL1 - - 964855V - 96L'85G'} SIVLOL 9
g¢
(z9s'024) (g6¢'6vL) (¥v6'e) - %¥9'Z Jejd o} juausnipy OOV €861 e
- - - - %000 weld sjqibuel oyi0  8ve €€
59 061'6 81 - %09'E juswdinb3 snosugliedsiN  L¥e  2E
- - - - %000 jewdinb3g uoneouMUWOD  9¥E L€
- - - - %00°0 juswdinb3 pejesadp Jomed  g¥e 0
- - - - %00'0 wewdinb3 Aiojesoqe vy 62
(sz)) yeo's [-]%4 08Y 06¥ %0L'L wewdinb3 ebeien  dous 'sjool  eve 8
- - - - %000 wewdinby sails  Zre L2
e YOO £99'9 808'12 808'12 %0E'E} wewdnb3g uogepodsuell  Lye 92T
6LL'T ozL'vl 506 §29't §29') %08'9 siemyog % siondwod L'ope ST
ves'y ¥25'vT oee’l £¥6'6 £¥6'6 %08'9 uswdinb3 g einjiuind eoWO  O¥e V2
8¢8't £65'9 ;174 - %09'¢ juswdinb3 oSy g Weld JOUIO 68 €2
- - - - %09'E $00JA0(] LUOjUBABI MO[DBE  98€ 2T
- - - - %09 sjeIpAH e 1
696'4L 898'6.6 568'21 668'CH -1 %08'¢ sioloN  ¥EE O
8zy'9 814} Ly - %0E'S someg  €ee 6
$02'089 515'6€2'S 1£2'86 862'L¥9 862'L¥9 %002 SUlBy uONGLISIQ P uoisSiwsuRlL  LeE 8l
- - - - %000 syue L anssald zose L
- - - - %000 syuey sbeiolg 1oee 9l
LoL'sy 286'18L [T4%41 ¥50'6¥€ ¥50'6¥€ %00'C sadidpuejg g slloasesay uonnawsigd  0¢e G
- - - - %000 si9pa04 [E21WBYD UOHNIOS zoze vl
- - - - %000 sjueld jusuneas] JABM 1’02 €L
- - - - %8G uswdinby ueuneail JBM 026 Z)
199'194 16¥'906 8p9'L2 086'9L2 086'9L2 %09°€ wawdnb3 Buidwnd  1ie LI
- - - - %000 EoE&_:Um uopeieusg) Jomod 0LE o]}
- - - - %002 sureyy Addng Joiepm med 608 6
- - - . %000 seuo||eD UohRAIUY - 80T 8
908'L8 LLL'Y9S 09¢'st 16€'891 16€'894 %02'¢ sbupds 2 siiem. L0€ L
- - - - %000 seNgju] [BUBD JOARM ‘9B  90F ]
- - - - %00'0 siionesey Bupunodw) B Bunos|od  G0E [
120'52 £08°20} 1282 258'6€ 268'6¢ %08'C sjuewenoidwy g saImoruis  y0¢ {4
- 000'14 - - %000 s)ybry pueipuepuel €0€ €
- - . - %00°0 oD asiyourly 206 2
- - - - %00'0 1500 uoneziueblo 108 3
581380 UE] WoEToRES] RO GN  (Y00gisq)  SUOHIPPY TUSURSRY  (Swoog o) | e [UIEEEET BN N
‘WINOY weld co_um_om_o_wm omw>_mw suswaIney ueld weld suonippyY .uo,_n—wﬁ_ JUNOJOY  aull
jueid pajsnipy jueid pomoily ONYVYN
£002
egssesnog (sseuliMm
9'¢ abed
2-8 onpaYes SjuBIBEY pue SUOHIPPY iueld

nawyx3 Auedwo) Jeyep lIBA




6vZ'plL'L GZ8'¥Se Ll €GB'0EZ - 0v0'GL ) 8/8'0L6'e  (b55'9) ZEV'LLS'E SIV10L 9¢
[

(90g'v2t) (g6c'6rt) (rve'e) - %¥9'T el 0} jusunsnipy OOV £861 ye
- - - - %000 weld sjqibuel JoYO 8¥e €€
18 064G 18 - %09'¢ jswdinb3 snosue|eosiN  LbE  2E
- - - - %000 juewdinb3 uoneounwwod  9ve 1

- - - - %00"0 - uewdinb3 pejesedQ jemod  G¥E 0

- - - - %000 Jwewdinb3y Aiojesoqe vye 62
(¥p9) 0ze'L 66€ 518 102's 102's %0L'L wewdinb3 afeieo g doys 'sI00L  €vE 82
- - - - %00'0 swdinbg seso)ls  2ve L2
(652'6) 9581 806'L orz'ee 8+0'0¢ 8v0'0E %OEEL juswdinb3 uoyeyodsuell  L¥E 92
6EL'S (4541 096 - %08'9 aJemyog g sieindwod 1'o¥e 62
¥82'9 L5v'se 669'1 ££6 ££6 %08°9 wawdinbg g ainiung @WO 0¥ v2
v20'C £55'9 -1 A - %09°'¢ uswdinby oSyl B Weld JBUIO 68 €2
16 190'S 16 190'G 190'S %09'¢ $801A8(] UOHUBABIY MOOBE  9EE 2T
. - - - %09'¢ sjueipAy  gee 12
08€'s8 168695 960'Lb §89'¢ ¥69'¢64 (129'11) 51£'602 %09'¢ sislo  pEE  OF
6£8'9 11443 134 - %0E'E sedeg €8 6l
epe'ShL 137'86E'8 Lee'9el 0021 zi8'eez'e 216'ee'e |%00T SUB UOANQUISIQ P UOISSIUSURIL  LEE 8L
- - - - %00'0 syue| ainssaid zoge Ll

- - - - %00°0 sjue abeiols 1'ose 91
£€€'69 785°18L 2€9'6t - %00'2 sedidpuelg g slloniesay uopnquisiy  0ee G
. - - - %000 $i3po8 4 [@o1WaYD UOANIOS ToEe bl

- - - - %000 siuBld jusunealy JeleM 1028 €L

- - - . %852 juewdinb3z jueuneas s9lBM 028 T}
6¥5'v6L £19'0Z6 888'2¢ sil'pl olL'pl %09'¢ Juswdinb3 Buidund 11 1
- - - - %000 juswdinb3 uojeseusy Jemod  0Le 01

- - - - %002 suie Alddng selep mey  60€ 6

- - - . - %000 seusjied uoheaul  80€ 8

G60'0LL 0.8'81$ 682'84 £69'v1 £€69'v1 %02'¢ sbuudg g slism L0¢ L

- - - - %000 seyeu] jeue) JoAl 'exe]  90€ 9

- - - - %00'0 sijonIasay Bupunodul g Bugoelo)  Go¢ ]

160'82 L10'948 £90'¢ yiz'el : yiz'el %08'Z sjuaweAosdwl) g saINONIS  HOE ¥

- 000'44 - - %000 s)yBly puet pue puel  g0€ €

- - - - %000 1500 esiyouBld  20€ 2

- - - - %000 1500 uopeziuefio 10 l
E-LTEN) s3ueky SIEMe WoaN ~ [joogieg)  Suopppy | SwewRnpy (yoogsd) | &EY Uonamsea BN ON
"WNoDY weld co_wm_umﬁmo wuw>_am sjuswatjey eld wejd SUORIPPY .ow..amo ROy  suy

Jueld pejsnipy jueld pamoiy ONAUYN
Y002
BSSBINOG 'SSOUIAM
L'¢ abed
¢-8 8Inpeycs sjuatuaifay pue SUOHIPPY Jue|d

Hax3 Auedwio) sojem JI_A




yri'LPE'L 106'8EY'PL  691'50¢ - Y12’ 05€'961'¢ - 05€'051'e $IVLOL 9¢
-1
(ost's2t) (56¢'6¥1) (pve'e) - %p9'Z jueld 0} Jusuisnipy DOV €861 ve
- - - - %00°0 weld sjgibue ) oo a¥e  ¢¢
820°L 061's 181 - %09'¢ wewdinb3 snooueRISIN  Lpe  Z¢
- - - - %000 wswdinb3 uogesunuwiod  ove  Ig
- - - - %000 wawdinb3 pajesedQ JaMod  SpE  OF
- - - - %000 wewdinbg Aiojesoqel vy 62
(sg) LL6'L 68 159 159 %0L'L wewdinby ebeseD p doys 'slool ¢ye 82
- - - - %000 wewdinbg salols  zpe L2
(e9£'2) 95816 168'9 - %0E'E} uswdmnb3 uoneyodsuelt |y 92
669'y 0zi'vi 096 - %08'9 21BMY0S § SISINAWOD L'0bE 62
8zi'8 v8.'82 #98'L Leg'e 128 %08'9 uswdinb3 g aimiung 80O OpE T
0ie'2 £85'0 9e2 - %09'¢ wswdinb3 osily g Jueld JOUIC 688 €2
viz L90'S 418 - %09°¢ S90IADQ UOHUBARI MOORE 98¢ 2T
- - - - %09°¢ sWelpAH  ge¢ 12
926'LE £16'808 028'v2 vL2'TL 0SE'LLE 05€'11E %09'¢ sieloW peE 0
6¥2'L 1Sb'2L 1y - %0 sadinleg  ¢ee 6l
618'0€6 poeYL'0L  LLY'GSL L12'16L' 028l (%002 SUle UORNQUISI] B UOISSIWISURIL  LEE 81
- - - - %00°0 sjuB| aunssald 08 L
- - - - %000 sjue abeloig ioge 9l
086'28 2L1'e86 8¥9'LL 065'102 065'102 %00°Z sedidpuelg ® SIlOMIRSIY LORNALISIQ 088 §)
- - - - %000 si8pasd [EojLeYD UORNIoS AT B!
- - - - %00°0 siueld jusunieall JoleM 1028 €}
- - - - %852 uewdinb3 usuneal) J8l8M,  0Z€ 2l
£29'pE2 002'50€'L ¥L0'0Y 180'68¢ £80'G8E %09'¢ wewdinb3y uidwng  11e 1L
- - - - %000 waudinb3 uopsieued Jamog  gLe oL
- - - - %00'Z sufe|y Alddng Jelepm meY  60€ 6
- - - - %000 saUs|jBD uoheauy]  gog 8
s0p'oglL £85'690'1 11€'92 £1L'o8y gLL'08y %02'¢ sbuudg g siem. Log L
- - - - %000 SOYNEIU] [BUBD “JAARY ‘e  90F 9
- - - - %00'0 sujorsasay Butpunodu) @ Bumeliod  gpe S
695'1€ 2eP'2CL 8Lv'e Sib'ol Sip'ol %08°2 sjuswisnoidul] g SAINDING  pOE ¥y
- 000'44 - - %00'0 siuby pue pue puel  gog £
- - - - %000 1500 esyously  Zog 2
- - - - %00'0 1500 uopeziebly  L0g i
3eid3g BoUERy PoErdry) Ao GV [BYo6gJeg)  SUGRpPY  SUeumsnipy  (SYoogd) | By Uohapsssqd BN N
“wnaoYy ueld co_—wmoo.ﬁmh_ cog_ww sjustuaIney eld ueid suoippy .ov..nwo UNosdY  ault
Jueld pajsnipy e|d pamoly ONYYN
5002

S52.N0g SSOUIM
g'¢ ebed

¢-g 9npaypg
Haluxg

SjuswaIleY pue sUoRIPPY ueld
Auedwog ayepm [1eA




11E'¢19') 079'€66'GL  LO¥'09¢ - [ £16'8%9'L - £16'8v9’L $IVLOL ot
Se
(reg'zeL) (g6c'6¥1) vve'e) - %¥9'Z juBld 0} Juawiysnipy DOV €861 ve
- - - - %000 weld o|qibuet JBYIO 8ye €€
y12' 061'S 181 - %09'¢ jewdinb3 snosue|posiN  Lpe  2€
- - - - %00'0 wawdinb3y vopesiuNWWo)  9pg 1€
- - - - %000 juswdinb3 pejesedo Jemod gy OF
- - - - %00°0 wewdinb3 Aojeloqet pre 62
196 £8L's 44’ 1A% t4%4 %0L°L wswdinb3 sbeses g dous 'slool ey 8z
- - - - %000 wewdinb3d saiols  zbe L2
peS'Y 968'1S 168'9 - %0EE} juswdinb3 uoyedodsuell  Lye 92
oL's 029’64 Lot 0058l 008'} %08'9 2iBMyos g SIAINdWOD L'OYE 52
| : £60'0L 966'82 G96'L [4%4 212 %089 wswdinb3 g amnjungd 80O 0¥ ¥2
, or5'2 £56'9 9e2 - %09'¢ Jstwdinb3 osiN 9 eld B0 668 €2
60§ yi0'g [:15¢4 1¥6'2 196'C %09'¢ S8OIAB(Q) UOHUBABI4 MOIOBE  9g8 22
- - - - %09'E SelpAH  gee 4T
(158'92) £66'428 lsv'eZ veZ've ¥eL'ZLL veL'ZL) %09'¢ slelsN  ¥ee 02
099'L isp'eh 184 - %0€'S saoMeS  gee 61
29084’} YeLYLS' ML TYeLLT 05€'62v'L 05e'6ZY't %002 SUlB\ UOBNGLISIQ P UOISSIWSURLL  LEE 81
- - - - %000 syue ) aunsseld zoge Ll
- - - - %000 syuey, abeioig Loee 91
¥79'201 2L1'€86 £99'6} - %002 sedidpue)g 3 sioAlesay Uognauisia  0ge 61
- - - - %000 si6pasy [EoIWeYD UoRNIOg zoze vl
- - - - %000 sjueld Jusuneal JojleM  L'0ZE €1
- - - - %85°Z juswdinbg usuneals 1958 026 2} W
829'182 004'50€'1 S00'LY - %09°€ wewdinbg Buidwnd  11e 11 . ,
- - - - %00°0 EwE&svm uoneIsulds) JamMod Q¢ [1]8 ,
- - - - %002 suie Alddng Jejep meY  60€ 6
- - - - %000 S3UB||BO UONEAUU|  8OE 8
8Ll 6L6°0Z)°} 180'SE 96€'19 96£'19 %02'¢ sBuudg 2 slisM L0g L |
- - - - %000 sayeju] [eue) “JeARd ‘e  gog 9 |
- - - - %000 sJioAsesey Buipunodw  Bupde|0)  Goe g |
106'5€ $66'9LL ey 295"y 295'vY %082 sjuslwenosdul| g SBIMOMIS  HOE 14
- 00041 - - %00'0 sjubpy pue pue puey  £0¢ £
- - - - %000 1800 8sjyouBiy  Z0g 2
- . - - %000 1500 uogiezueBIO  Log i
Te1dsq SIUEEY PoRIDED] KUoaN — Bjodgled)  SUoHppy — Seuwmsnipy  (Syoog jad) | &Ed [eiGiEET) BN ON
W20y eld co_«w_ow,_awo mmm>_mm SjuaWaey ue|d jueid SUO! .00500 WNOJY sul
ueld pajsnipy jue|d pamolly ONYYN
9002
essednog (sssUlM
6'¢ abed
Z-9 sjnpeyas SUBIBINSY PUE SUOHIPPY Iueld

Hqux3 Auedwo) Jejepm jieA



£29'96'L y12'082'6L  8yL'GIY - 9£8'79 0Ly’ LGE'E - oly'Lse'e SIV.LOL 9
. ge
(geg'oet) (s6¢'6¥1) ve'e) - %¥9'Z Jue|d 0} Juawisnipy DOV £861 e
- - - - %00'0 weld sjqibue) JBUIO 8¥E €€
10v') 061'S 81 - %09°¢ juswidinb3 snosuB(ROSIN  LyE  2E
- - - - %000 EOEQ__..UN uopedunuiuoed  9be (1
- - - - %000 juswdinb3 pajeisdQ Jemod  G¥E  OF
- - - - %000 Wwewdinby Alojesoqet pye 62
(609'1) pZ0'L) 6¢eL §16'C 96L's 96L's %0L'L Jusudinb3 oBeieg g doys 'spol  eve 82
- . - - %00'0 jewdinb3y sai0lg  Z¥e L2
LEv'LL 958'1§ 168'9 - %0E'EL ewdinb3 uopeuodsuell  Lbe 92
eLL'e 029's} 290°} - %08'9 21emyog g sueindwio) L'ope 62
| $90°'zL 966'8Z L6t - - %089 juswidinb3 9 aimiwing 90O  0¥E  bC
m8L'T £95'0 9¢Z - %09°C wewdmnb3 osIN 9 UBld BYIO  BEE €2
(18v'1) 9LL'S 124 882'¢ - %09'¢ $90jABQ UCHUSABI] MODRY 9S8 22
€LE'9 2€0'p5¢ eLe'9 2€0'v5e 2E0'YSE %09'¢ suepAy  gee 12
(120'L8) 20£'608 £9%'6Z - £89'65 (4T 41t %09'¢ sJBlOW  ¥EEe O
120'8 1Sp'2t 384 - %0E'E SoOeS  gEE 61
0ee'86e' t 0Z0'25¥'€l  89Z'0§2 972'LL8'L 922'LL8'L %00'Z SUlely LORNGUISIQ g UoIsSiusuBL]  LEE 8L
- - - - %00'0 sjue) ainsseld zoee It
- - - - %00'0 syue) sbeiois 1oee - 9l
yov'szi $¥8'265'L 09L'62 £29'609 £19'609 %002 sedidpue)g @ sJonasay uojnguisiy  0e€ S
- - - - %00'0 $J8pas4 [oMIBYD Uohnos zoze vl
- - - - %000 siueld jusuneast JeleM  L'0ZE €L
- - - - %8G'Z jswdinbd jueunesif JaleM 02 2I
920'cee 0LL'6YS L 86E'LS 0L0'¥¥2 0L0'vP2 %09°¢ wewdinbg uidwing  L4€ 41
- - - - %000 Eoc._n_zcm uopessuUas) JaMod (Q1le ol
- - - - %002 sulely Aiddng Jejlemomey  60€ 6
- - - - %00°0 sauslieD uonenyyl  80e 8
166°L02 6.6'0Z1"} £90'0¢ - %02'¢ sBuudg g silpm L0€ L
- . - - %000 sovEju] fBURD JBARY ‘OdeT  90€ 9
- - - - %000 saonsesay Bupunodw) g Sugoeiod  G08 S
Sle'eh Shp'GeE vi0's 15v'812 15¢'812 %08'7 Sjustiaaosdu] g SBNDNAS 0L 14
- 0sL'LL - 0§2'9 0§L'9 %00'0 siubly puet pue puel  €0€ €
- . - - %00'0 1800 asiyourly  20E 4
- - - - %00'0 iso) uojeziueBio  10¢ b
381000 83ue[eg poEfoRy) AUOQN = Yoogisd)  SUGHpPy  Sosumsnpy  (SYoogled) | W Uoiapsss BN ON
‘WnooYy neld co:m_uwawm muw>_mw sjuswelay jueid eid suoyippy .om._aom wuneddy  sui
ueld pajsnipy jue|g pamolry ONYVYN
L00T
BSSBIN0Y ISSOUUM
01°¢ abed
2-g einpayos SJUSLIQIOY PUB SUORIPPY JUB|d

Haux3a Auedwiod Jejepm lleA




£62'6VE'C 988'998'61 S10°19% - PreSL 910859 - 910859 STvl0oL 9¢
Gt
(zs2'obl) (s6c'6¥1) (y8'e) - %9'2 jue|d 0} juausnipy QOV £861 ve
- - - - %00'0 ueld sjqibue) 1oUI0  8PE 5
886"} 061’ 181 - %09'¢ swidinb3 snosue||adsiy  L¥e 143
- - . - %000 uswidinb3 UCHEDINUILIOD  gYE 35
- - - - %000 uswdinb3 peiiedQ emod  GbE  0F
. - - - %00°0 wewdinb3 Alojesoqe  pre 62
(869) ¥£9'2) 16 019} 0L9't WOL'L swdinb3 ebeieo B dous ‘sjool  €ve 82T
- - - - %00°0 ewdinba seins  Zpe P4
yLv'0L 008'vS €60'L 050'8 000t b 00011 %0E'E} uswidinb3 uopepodsuel]  LpE 92
| yes'L 0Z9's) 290') - %08'9 3iBMYoS B SOINGWOD L°OKE 6T
, ¥6l'8s 62.'v2 128'L 169'S oev't oev't %089 jsidinb3 g aanjuing 8340  OvE 24
| 810'e €55'9 92 - %09’ Walwdinb3 oS|I 2 Weld SO 6EE >4
ﬁ {sez'l) 106'L ove 6TL'e §21'2 %09'¢ $30IA9(Q UOhUBARI4 MOlPORE  9EE (44
W $82°12Z 88E' YLy 41341 95¢'02} 96€'0Z1 %09'¢ sjueipAH  GEE 1z
(#68'09) £2L'eL8 $62'0¢ LiL've 8€G'86 8£5'86 %09°¢ SR  fEE 0z
4: 4] 21243 (134 - %0¢'e SNBSS  €EE 61
| ShO'LLY'L G6¥'618'ElL SLL2Le SLv'L9E Siy'Loe %00 SUIBIN UORNGLISI] B UOISSIUSUBIL [ CE 8l
- - - . %00'0 sjue | ainssald zoee L)
- - - - %00'0 sjue) abeins roee 9l
6L8'VEL £08'819'} 911'z2¢ Zvo'se 009°'LS 009°'LS %002 sedidpuels 9 sloAlesaYy UoRNGUISIa  0EE Sl
- - - - %000 $J0pod4 [eojayd Uopnjos ooee vl
- - - - %00'0 siueld Jueuneail Jejem voee €l
- - - - %852 swidinb3 ueuneall JalBM 028 2l
1¥6'98¢ 266'LYS") 65L'SS 8ce'L - %09'¢ wewdinb3g Buidwng  Lie L1
- - - - %000 wadinbg uopeleusd 1aMmod  01E ot
- - - - %00'2 suie A|ddng sejlep mey  60€ 6
- - - - %00°0 ssuslled uoheniyu] 8oe 8
big'epe 6L6'921'L £90'9¢ - %02°¢ sbuudg B sfiam 20€ L
- . - - %000 soxejul [eueD Janly ‘axel  90€ 9
- - - - %00°0 silontesay Butpunodwi g Buposliod  50€ [
TYo'ss L2e'86¢ &' 288'c 288'e %08' sjuswaAosdw) g seinons  H0E 4
- 0SL'LL - - %00°0 siybly pueT pus puel  €0€ €
- - - - %00°0 1500 8siyourld  20€ z
- - - - %00'0 is0Q uoeziueflQ  10€ l
381050 souefeg BoEroRE)] Ao ON  EYooaied)  SWdhppy  Swewienpy  (sYoogied) | oY UoRapsssg N ON
‘WNooY Bl uojiepaidaq oBBAjeg sjusWalpey we|d wejq suoyIppy sasds Wnossy  surt
e|d peysnipy jueld pamoly JNYVYN
8002
esseInog SSBUIA
Li'g abed
¢-8 einpeyog sjuswaLney pue suolippy ue|d

b Haiyx3 Auedwod Jejepm |1eA




662'G6L'2 9Z4'€68'6)  0v6'89F - SE6'2¢ SLL'LY - SLL'LY STVLOL 9
S¢

(9zz'vt) (s6e'601) (»6'e) - %¥9'e Weld o) jusuisnipy DOV £861 ve
- - - - %00°0 Wwejq sjqibuel B0  8¥E  £C
SLL'L 064's 84 - %09'¢ Wewdinb3y snosueledsiN  Lye  2E
. - - - %00'0 usdinb3 uojeorNWWO)  9ve  Lg

- - - - %000 wswdinb3 pajeiedo Jemod  §¥e  O¢

- - - - %00'0 juswdinb3y Aojesode  p¥e 62
162 ero'el 686 80v 4 %0L'L ewdnb3 ebele g doys ‘siool  €¥e 8§z
- - - - %000 usiudinb3 sei0lg  2ve 42
yoL'LL 908'yS 682'L - %0E'E) juswdinbg uopepodsuell  Lbe 927
1688 029'6! 290'L - %08'9 UBMYOS ¥ SIINAWOD L'OYE  §Z
#v0'01 089'62 0s8'l 1S6'Y 166'y %08'9 Wewdinb3 g aimuung 80O 0¥E b2
yse'e £65'9 9ee - %09'€ Juswdinb3 0S| ¢ JBld JOYO  BEE - €2
(os6) 108'2 ¥82 - %09'€ $8OIAB( UOHUBARI4 MOdBE  96€ 22
9Zy'ge 856'LLY F4 A% 0L6'€ 0.5'c %09°'E siuelpAH  gee 1
(es1'28) 928'¢88 9€9'1 € $£6'22 8€0'¢E 8£0'€E %09°'E s pEE 02
£68'8 1$¥'2) 487 - %0€'e seoIMBS  E£E 6}
Sov'LYe'L o6v'Zze'el  02¥'9L2 666'7 666'2 %002 Sujely UONNGIISIQ 'p Uojssiwisuel]  LEE 8
- - - - %000 sjue) ainssald zoge L

- - - - %00°0 syue, abeiojg Loee 94
LLZ'L91 690'129'} 66£'2¢ 992'2 992'C %002 sodidpuelg p sijoAlesey uognquisia  0E€  §1
- - - - %000 $J8pa94 [BO|WaYY UolN|og zoze v

- - - - %000 SIUE|d JusulealL JOJlBM 102 €L

- - - - %862 wewdinb3 usunesiy oM 028 Z)
289'20Y 8Lv'grs'L SeL'sS 9¥s ovs %09'€ wewdinbzy Buidwindg  Lig 1
- - - - %00'0 juswdinb3 Uoneseues) JaMod  0LE oL

- - - - %00'C sulei Atddng Jejep mey  60€ 6

- - . - %00°0 sels|jBD) UoNesiyUl  §0E 8

119'6L2 646'024'L £90'9¢ - %0Z'€ sbuudg B siom  L0¢ L

- - - - %00'0 soyBU| jeueD ‘Janly ‘adeT  90E 9

- - - - %000 silonsesay Bujpunodwi g Supoeliod  oe [

£22'99 128668 18141 - %082 sjusLueAOIdW] ¢ SRIMONNS  $OE 4

- 0sL'LL - - %000 SJUBRY pue pue puen  £0€ £

- - - - %00°0 1800 esjyouely  20€ 2z

- - - - %00'0 1500 uoneziuebio Lo 1
50Id57 BOUETey PoREIORD] AUOGN  GWoogIsd)  SUSHIBPY  Susunsmpy  (SNood 154) ey Uuonapsssg BN 0N
Wnooy weld uopeiosidag afieaes SUETTEN)EY weld SUOHIPPY oeudaq noddY  aun

ueld pasnipy weld pamolry QNYVYN
6002

BSSEINOG 1SSBUIM
ZL'¢ ebed

2-g 8inpayds
nauxs

Sjuswialey pue SUOHIPPY ue|d
Auedwo? 103 oA




BSSBINOG 'SSOUJIM
£4'¢ aBed

2-g elnpsyog
Hanps

118'¢52'¢ 526'GL6'61  ££8'69¥ - S1Z'1L A - v1p'ee SIVIOL 9¢
s¢
(oL1'8vl) (s6¢'6Pt) (pv6'e) - %b9'Z iue|d 0} Jusunsnipy OOV €864 ve
- - - - %000 we|d ejqiBuel JI8YO 8YE €€
296°L 061'g 181 - %09'E juewdinb3 snosueyieostN  LvE  2¢
- - - - %00'0 wswdinb3 uopesUNUILOD  9pE 1€
- - - - %00'0 wewdinb3 pajeled( jemod  SpE  0E
- - - - %000 juswdinb3 liojesoqe  vpg 62
562'L EPO'EL $00"4 - %O0L'L uswdinby ebeied p doys ‘sool v 82
- . - - %000 swdinbg sau0ls  2be L2
£60'62 908'S 692°L - %0E°E} juswdinb3 uoyeyodsueil Ly 9T
656'6 0z9'st 290'L - %089 sjemyog g s18indwod L'o¥e G2
29021 089'6Z 810'C . %08'9 juewdinb3 B eunjng 8OO OVE ¥
06v'e £65'0 9c7 - %09'S wewdinby oSy B UBId JBUIO 68 €2
(999) L06'L (514 - %09'C $801A8Q LOJUBABLG MOIDIOBE 98¢ 22
££9'GS 8G6°LLY 902'LL - %09'€ swephd gee 12
(vzz'Le) 8Y1'706 y8L2e SLZ'LL Le6'1€ 1£5'1¢ %09'€ siBlBN ¥eE 02
¥0¢'6 [§-1 %41 L - %0E'€ seoues €€ 61
516'€22'Z 06+'228'€h  0SY'9LZ - %00°2 sulejy UopnInsIQ g UosS|WsUBIL  1€E 81
- - - - %000 s)iue) sinssald zoge Ll
- - - - %00°0 syue | sbeio)s Loee 9l
669'664 690°129'4 1ev'ze - %00°Z sadidpur)S § SiloAlesoy uopNqQMIsiQ 08¢ SI
- - - - %00'0 $18p3e [ed1WayY uolnjos z0zEe bl
- - - - %000 sjueld usuness) Jelep 1028 €L
- - - - %852 juswdinb3 Juewyesl ) JoleM 028 2
19v'86Y §5£'055'} 6LL'SS Li8't 18 %09°'¢ juswdinb3 buidwing  |1g |4
- - - - %00'0 swdinb3 uogeIsusd JeMod  OLE 01
- - - - %002 sulely Ajddng Jeiem MY 60€ [
- - - - %000 saus|jed uopeAiuU}  S0E 8
LbLGie 6L6'021') £90'9¢ - %02'¢ sBuudg g siepmy L0€ L
- - - - %00°0 soelU| [euBD 'SOARY ‘N 90E 9
- e - - %000 sijoniasay Buipunodws) g Bupdeliod  G0¢ g
yOb'LL 12€'66€ 181 - %08'Z sjuswenoidwy g s8OS YOS ¥
- osL'Li - - %00°0 siubpy pueqpue puel gog €
- . - - %000 1s0) espoussd 2o
- - - - %00'0 1500 uopeziueBio  10€ !
381850 B5UEey WoEforES] AU ON ~ GYogJied)  SUChppY  Swewlsnpy  [EYoogled) | B1eg Uonausssq N ON
‘WNooY e|d uoneoaide obeaes sjusLaIney ueld jueld suonippy oaade( UNOYOY  sup
: Jueld paysnipy ueld pamoly DNHYN
0102

Sjuswallioy pue SUohIPPY eld
Auedwog s8jep jleA




ye5'9LL'e 60.'86L°02  9vL'Sly - 601'CL ¥68'552 5 688'S52 $IVLOL 9
s¢
(s6€'671) (see'6¥L) (522'1) - %p9°Z jueld 0} Jueuiisnipy OOV £861 v
- - - . %000 wed sjqibue oo 8v¥e €€
:14%4 08L'S 181 - %09°¢ wewdinb3 snosuelisosIN  Lye  2¢
- - - - %000 wawdinby uoRedUNWWOD  9¥E  IE
- - - - %00°0 wowdinbg pajessdp Jemod  §ye 0
- - - - %00°0 juswidinbg Aiojeioqe1 vpe 62
86€'Z SP9's1 voL'y 209'2 209'7 %OL'L juswdinb3 ebeseo g doys 'spool  gve 82
- - - - %000 wewdinb3 seilg zve L7
e'ze 908'vS 682'L - %O0E'EL wewdnb3 uojepodsuerl  1pe 92
120'L1 129'51 z90's I ) %08°9 oJemyyos B sJeindwod Loy 62
080y} £89'62 8107 : £ [ %08'9 juswdinb3 g einjuind 8OO OvE  ¥Z
ozL'e £55'0 o€z - %09'¢ wowdinb3 oSN B Bl ISWO  BEE €2
(18¢) 1062 ¥82 - %09'¢ Se0|AB( UOHUBABI] MOLDIORE  9E€ 22
801'€L 806'26¥ 9Ly L) 056'v} 056'pt %09°€ SueIpAH. gee 32
(epp'Lh) 280626 068'2¢ 8oL} £v0'2¢ V zv0'ze %09°C sl pee 02
SLL'6 121 Ly - %0E'E seoeS €8S 6L
| 02£'208'2 pe0'sz0'yl  §5v'8LZ ¥95'00Z (s66'2) 6£5'€0Z %00°Z SUlg/ UOHNGUISIC B UCISSIMSURY).  LEE 8
- - - - %00°0 syueLainsseld  Z'0ge L)
- - - - %00°0 syue} sbeioyg 10ee 9t
0z1'2€2 690'129's L2y'ze - %002 sedidpuels 7 sJouesey uonnamsid 0SS
- - - - %00°0 siopes [BOWeyD UoRNlog 20z v
- - - - %000 sjuBid Juswiesuy el L'0ZE €1
- - - - %892 juewdinb3 weunesly selep 028 23
vIE'YSs 0LL'€56°) 298'65 §6L'2 () 961°2 %09°¢ uawdinbg Buidwnd {1 1)
- - - - %000 EmEE:cm uofeiaued Jamod (Lg 0l
og $66'C o¢ 5662 §66'C %002 suie Aiddng Jejlepy med  60€ 6
- - - . . %00°0 ssyiejied uoRBAUl 80€ 8
v08'15¢ 646'0Z1'1 £90'0¢ - %0Z'E sbuudg 2 silem Log L
- - - - %000 sogluj [BURD JOARY ‘'OdET 908  ©
- - - - %00'0 sioAesey Bupunodw ' Bunosod  soe [
585'88 8Z£'66€ 18111 ) } %08'2 sjuewenoidwy g seinjonAs. $0E ¥
- 08221 - - %00°0 slybpy puepue puel goe €
- - - - %00°0 isopespyouRld 208 2
- - - - %00°0 1509 uopeziueBIO L0 )
581680 s3ueey oMo  ANG aN (55008 18d) SUBRIPPY Sjemshlpy  swooged) | B UoHoIseq BN N
‘WN2OY uejd :o:c.oc_awn_ oaa>_ww sjuswaiiiey eld ue|d SUORIPPY .oo._non_ UNOJDY aun
jueld paysnipy jueld pemolly ONYYN
1102
Bssesnog ($ssulipy
1'¢ abed
Z-g 8Inpauds sjuswaifiey) pue SUORIPPY ueld

Haux3 Auedwiod Jejep |1eA




Vail Water Company
Reconcilation of Plant to Prior Rate Case

NARUC
Line Account
No. No.
1 301
2 302
3 303
4 304
5 305
6 306
7 307
8 308
9 309
10 310
11 311
12 320
13 3201
14 320.2
15 330
16 330.1
17  330.2
18 331
19 333
20 334
21 335
22 336
23 339
24 340
25 3401
26 341
27 342
28 343
239 34
30 345
31 346
32 347
33 348
34
35
36
37
38
39

Description
QOrganization Cost
Franchise Cost
Land and Land Rights
Structures & improvements
Collecting & Impounding Reservoirs
Lake, River, Canal intakes
Wells & Springs
Infitration Galleries
Raw Water Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Equipment
Water Treatment Plants
Solution Chemical Feeders

Distribution Reservoirs & Standpipes

Storage Tanks

Pressure Tanks .
Transmission & Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant & Misc Equipment
Office Fumniture & Equipment
Computers & Software
Transportation Equipment
Stores Equipment
Toois, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Misceilaneous Equipment
Other Tangible Plant
1983 ACC Adjustment to Plant
CWIP from 1996 rate case
Proforma 1999 Plant
WIFA Loan improvements
1999 Transportation Equip
TOTALS

Exhibit
Schedule B-2
Page 3.15

Witness: Bourassa

1999 12/31/1998
Company as Filed Staff Staff Per Decision Beginning
12/31/1998 Adjustments  Adjustments 12/31/1998 1999 Plant Balance
3,500 3,500 3,500
61,770 428 62,198 62,198
145,736 9,710 155,446 155,446
289,392 6,289 295,681 295,681
118,072 118,072 118,072
1,405,829 7,337 78,891 1,492,057 (78,891) 1,413,166
15,376 15,376 15,376
105,685 89 105,774 105,774
2,701 2,701 2,701
4,039 4,039 4,039
32,900 1,007 20,247 54,154 {21,254) 32,900
827 827 827
(149,395) (149,395) {149,395)
36,593 (36,593) - -
78,891 (78,891) - -
819,000 (819,000) - .
2,967,388 (827,205) 20,247 2,160,430 (100,145) 2,060,285
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Acct.
No.
301
302
303
304
305
306
307
308
309
310
311
320

320.1

320.2
330

330.1

330.2
331
333
334
335
336
339

340.1
341
342
343
344
345
346
347
348

Vail Water Company

Test Year Ended December 31, 2011
Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 -A

Description

Organization Cost

Franchise Cost

Land and Land Rights
Structures and Improvements

Collecting and Impounding Res.

Lake River and Other Intakes
Wells-and Springs

Infiltration Galleries and Tunnels

Supply Mains

Power Generation Equipment

Electric Pumping Equipment

Water Treatment Equipment

Water Treatment Plant

Chemical Solution Feeders

Dist. Reservoirs & Standpipe

Storage tanks

Pressure Tanks

Trans. and Dist. Mains

Services

Meters

Hydrants

Backflow Prevention Devices

Other Plant and Misc. Equip.

Office Furniture and Fixtures

Computers and Software

Transportation Equipment

Stores Equipment

Tools and Work Equipment

Laboratory Equipment

Power Operated Equipment

Communications Equipment

Miscellaneous Equipment

Other Tangible Plant

1998 ACC Plant Adjustment
TOTALS

SUPPORTING SCHEDULE

B-2, pages 3.210 3.14

Accumulated
Recorded Depreciation
Accumulated Per Plant
Depreciation  Reconstruction Difference

126,481 88,585 (37,896)
356,953 351,804 (5,149)
949 30 (919)

491,924 554,324 62,400
513,448 232,120 (281,328)
4,441,578 2,502,370  (1,939,208)

3,944 9,715 5771
292,372 (11,443) (303,815)
156,121 73,108 (83,013)
2,503 (381) (2,884)

2,076 3,726 1,650

9,402 14,080 4,679

4,948 11,021 6,073

17,359 32,342 14,983
4,955 2,399 (2,556)

1,644 2,148 505
(149,395) {149,395)

$ 6,432,277

$ 3,716,554 $(2,710,101)

Exhibit
Schedule B-2
Page 4.1

Witness: Bourassa



Vail Water Company Exhibit

Test Year Ended December 31, 2011 Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 5
Adjustment 3 Witness: Bourassa

Contributions-in-Aid of Construction (CIAC) and Accumutated Amortization

Line

Gross Accumulated
CIAC Amortization
Computed balance at 12/31/2010 $ 3,299,762 $ 605,832
Less: Unexpended HUF's (369,535)
Adjusted CIAC Balance $ 2,930,228

©CONO®m Amwaig

Book balance at 12/31/2010 $ 3,117,009 $ 670,251

11 Increase (decrease) $ (186,782) $ (64,419)

14 Adjustment to CIAC/AA CIAC $ (186,782) $ 64,419
15 tabel 3a 3b

21 SUPPORTING SCHEDULES
22 E-1
23 B-2, page 5.1
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Line

Z
o

!.

CONOOO KR WN

Vail Water Company
Test Year Ended December 31, 2011
Computation of Working Capital

Cash Working Capital (1/8 of Allowance

Operation and Maintenance Expense)
Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Prepaid Expenses

Total Working Capital Allowance

Working Capital Requested

Total Operating Expense
Less:

Income Tax

Property Tax

Depreciation

Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses

SUPPORTING SCHEDULES:
E-1

Exhibit

Schedule B-5

Page 1

Witness: Bourassa

$ 102,958

9,108

8,326

$ 120,391

$ -

Adjusted Test Year

$ 2,022,639

$ 106,244

103,681

570,649

199,817

218,584

$ 823,665

J 102,958
RECAP SCHEDULES:

B-1
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46
47
48
49

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses

Salaries and Wages
Employee Benefits
Purchased Water
Purchased Power
Chemicals

Materials and Supplies

Repairs and Maintenance

Office Supplies and Expense
Contractual Services - Engineering
Contractual Services - Accounting
Contractual Services - Legal
Contractual Services - Mgmt Fees
Contractual Services - Other
Contractual Services - Water Testing
Rents - Building/Real Property

Rents - Equipment

‘“Transportation Expenses

insurance - Vehicle

Insurance - General Liability
Insurance - Worker's Comp

Reg. Comm. Exp.

Reg. Comm. Exp. - Rate Case

Bad Debt Expense

Miscellaneous Expense
Depreciation Expense
Taxes Other Than income

Property Taxes
Income Tax

Interest on Meter Deposits
Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

Gain (loss) on Disposal of Equip
Total Other Income (Expense)
Net Profit (Loss)

SUPPORTING SCHEDULES:

Vail Water Company
Test Year Ended December 31, 2011
income Statement

C-1, page 2
E-2

Exhibit
Scheduie C-1
Page 1
Witness: Bourassa
Test Year Test Year Proposed Adjusted
Book Adjusted Rate with Rate
Resuits Adjustment Results Increase Increase
$ 2,090,185 $ 29,925 $ 2,120,110 $ 44114 $ 2,164,224
308,307 (93,671) 214,637 214,637
$ 2,398,492 $ (63,745) $ 2,334,747 $ 44114 § 2,378,860
3 260,897 16,087 $ 276,984 - $ 276,984
12,757 - 12,757 - 12,757
199,817 - 199,817 - 199,817
215,373 3,211 218,584 - 218,584
1,732 - 1,732 - 1,732
14,372 - 14,372 - 14,372
28,876 - 28,876 - 28,876
73,301 - 73,301 - 73,301
6,270 - 6,270 - 6,270
10,473 - 10,473 - 10,473
12,933 - 12,933 - 12,933
394,545 (183,406) 211,138 - 211,138
15,976 - 15,976 - 15,976
3,906 - 3,906 - 3,906
7,920 - 7,920 - 7,920
8,314 - 8,314 - 8,314
33,154 - 33,154 - 33,154
5,111 - 5,111 - 5,111
32,130 - 32,130 - 32,130
3,111 - 3,111 - 3,111
11,946 - 11,946 - 11,946
- 30,000 30,000 - 30,000
6,856 - 6,856 - 6,856
11,424 - 11,424 - 11,424
635,952 (65,303) 570,649 - 570,649
108,115 (4,434) 103,681 656 104,337
- 106,244 106,244 11,037 117,281
- 4,981 4,981 4,981
$ 2,115,259 $ (92,620) $ 2,022,633 § 11,693 § 2,034,332
$ 283,233 $ 28875 $ 312,107 $ 32421 $ 344,528
33,771 - 33,771 33,771
6,090 - 6,090 6,090
(4,981) 4,981 - -
(10,496) - {10,496) (10,496)
$ 24,383 $ 4981 $ 29,364 $ - $ 29,364
$ 307,616 $ 33,856 $ 341472 $ 32,421 $§ 373,893
RECAP SCHEDULES:

A1
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Line

No.

1

2

3

4  Revenues
5

6  Expenses
7

8  Operating
9 income
10

11 Interest
12 Expense
13 Other
14 income /
15 Expense
16

17 Net Income
18

19

20

21

22

23

24

25 Revenues
26

27 Expenses
28

23 Operating
30 Income
31

32 Interest
33 Expense
34 Other
35 tncome /
36 Expense
37

38 Net income

Vail Water Company
Test Year Ended December 31, 2011
Adjustments to Revenues and E xpenses

Adjustments to Revenues and E xpenses

Exhibit

Schedule C-2
Page 1

Witness: Bourassa

1 2 3 4 5 [} Subtotal
Annualize Remove CAP
Depreciation Property Rate Case Revenue Purchase Recovery Fee
Expense Taxes Expense Annualization Power Revenue
29,925 (93,671) (63,745)
{65,303) (4,434) 30,000 3,211 (36,526)
65,303 4,434 (30,000) 29,925 (3,211) (93,671) (27,219)
65,303 4,434 (30,000) 29,925 (3,211) (93,671) (27,219)
Adijustments to Revenues and E xpenses
z 8 9 1o ikl 12 Subtotal
Mgmnt Move Interest Wages and
Fees Expense to O.E. Salaries Income tax
(63,745)
(183,406) 4,981 16,087 106,244 (92,620)
183,406 (4,981) (16,087) (106,244) - - 28,875
4,981 4,981
183,408 - (16,087) (106,244) - ~ 33,856
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Vail Water Company
Test Year Ended December 31, 2011
Adjustments to Revenues and Expenses
Adjustment Number 1

Depreciation Expense

Exhibit

Schedule C-2
Page 2

Witness: Bourassa

Adjusted
Acct. Original Proposed Depreciation
No. Description Cost Rates Expense
301 Organization Cost - 0.00% -
302 Franchise Cost - 0.00% -
303 Land and Land Rights 17,750 0.00% -
304  Structures and Improvements 399,328 3.33% 13,298
305 Collecting and Impounding Res. - 2.50% -
306 Lake River and Other intakes - 2.50% -
307 Wells and Springs 1,126,979 3.33% 37,528
308 Infiitration Galleries and Tunnels - 6.67% -
309 Supply Mains 2,995 2.00% 60
310 Power Generation Equipment - 5.00% -
311  Electric Pumping Equipment 1,553,110 12.50% 194,139
320 Water Treatment Equipment - 3.33% -
320.1 Water Treatment Plant - 3.33% -
320.2 Chemical Solution Feeders - 20.00% -
330 Dist. Reservoirs & Standpipe 1,621,069 2.22% 35,988
330.1 Storage tanks - 2.22% -
330.2 Pressure Tanks - 5.00% -
331  Trans. and Dist. Mains 14,023,034 2.00% 280,461
333 Services 12,451 3.33% 415
334 Meters 923,082 8.33% 76,893
335 Hydrants 492,908 2.00% 9,858
336 Backflow Prevention Devices 7,901 6.67% 527
339 Other Plant and Misc. Equip. 6,553 6.67% 437
340 Office Furniture and Fixtures 29,683 6.67% 1,980
340.1 Computers and Software 15,621 20.00% 3,124
341 Transportation Equipment 54,806 20.00% 10,961
342  Stores Equipment - 4.00% -
343 Tools and Work Equipment 15,645 5.00% 782
344 Laboratory Equipment - 10.00% -
345 Power Operated Equipment - 5.00% -
346 Communications Equipment - 10.00% -
347 Miscellaneous Equipment 5,190 10.00% 519
348 Other Tangible Plant - 10.00% -
TOTALS $ 20,308,104 $ 666,969
Gross CIAC Amort. Rate
Less: Amortization of Contributions $ 2,930,228 3.2871% $ (96,320)
Total Depreciation Expense $ 570,649
Adjusted Test Year Depreciation Expense 635,952
Increase (decrease) in Depreciation Expense (65,303)
Adjustment to Revenues and/or Expenses $ (65,303)

SUPPORTING SCHEDULE

B-2, page 3
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Vail Water Company
Test Year Ended December 31, 2011
Adjustment to Revenues and Expenses
Adjustment Number 2

Property Taxes

Exhibit

Schedule C-2
Page 3

Witness: Bourassa

Test Year Company
DESCRIPTION as adjusted Recommended
Company Adjusted Test Year Revenues $ 2,334,747 $ 2,334,747
Weight Factor 2 2
Subtotal (Line 1 * Line 2) 4,669,494 4,669,494
Company Recommended Revenue 2,334,747 2,378,860
Subtotal (Line 4 + Line 5) 7,004,241 7,048,354
Number of Years 3 3
Three Year Average (Line 5/ Line 6) 2,334,747 2,349,451
Department of Revenue Mutilplier 2 2
Revenue Base Value (Line 7 * Line 8) 4,669,494 4,698,903
Plus: 10% of CWIP - 2010 - -
Less: Net Book Value of Licensed Vehicles 22,449 22,449
Full Cash Value (Line 9 + Line 10 - Line 11) 4,647,045 4,676,454
Assessment Ratio 20.0% 20.0%
Assessment Value (Line 12 * Line 13) 929,409 935,291
Composite Property Tax Rate - Obtained from ADOR 11.1556% 11.1556%
Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 103,681 $ 104,337
Tax on Parcels - -
Total Property Taxes (Line 16 + Line 17) $ 103,681
Test Year Property Taxes $ 108,115
Adjustment to Test Year Property Taxes (Line 18 - Line 19) $ {4,434)
Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 104,337
Company Test Year Adjusted Property Tax Expense (Line 18) $ 103,681
Increase in Property Tax Due to Increase in Revenue Requirement $ 656
Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 656
Increase in Revenue Requirement $ 44 114
Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 1.48741%

" Intentionally excluded test year CWP.
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Vail Water Company
Test Year Ended December 31, 2011
Adjustment to Revenues and Expenses
Adjustment Number 3

Rate Case Expense

Estimated Rate Case Expense
Estimated Amortization Period in Years
Annual Rate Case Expense

Test Year Rate Case Expense
Increase(decrease) Rate Case Expense

Adjustment to Revenue and/or Expense

Exhibit

Schedule C-2
Page 4

Witness: Bourassa

150,000
5

30,000

30,000

30,000
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Vail Water Company
Test Year Ended December 31, 2011
Adjustment to Revenues and Expenses
Adjustment Number 4

Revenue Annualization

Revenue Annualization

Total Revenue from Annualization

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
C-2 pages 5.1t05.16
H-1

Exhibit

Schedule C-2
Page 5

Witness: Bourassa

29,925

29,925

29,925
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Line
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Vail Water Company
Test Year Ended December 31, 2011
Adjustment to Revenues and Expenses
Adjustment Number 5

Annualize Purchased Power

Purchased power expense recorded in test year
Gallons sold in test year (in 1,000's)

Cost per 1,000 gallons

Additional gallons sold from annualization (in 1,000's)

Increase in pruchased power expense

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
Work papers
H-1

Exhibit

Schedule C-2
Page 6

Witness: Bourassa

215,373
344,456
0.63
5,097

3.211

3,211



Line
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Vail Water Company
Test Year Ended December 31, 2011
Adjustment to Revenues and Expenses
Adjustment Number 6

Remove C.A.P. Recovery Fee Revenues

C.A.P. Recovery Fee revenues recorded in test year

Total

Adjustment to other water revenues.

Adjustment to Revenue and/or Expense

REFERENCE
Work papers
Testimony

Exhibit

Schedule C-2
Page 7

Witness: Bourassa

(93,671)

S (36T
$ (93,671)
$ (93,671)
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Vail Water Company
Test Year Ended December 31, 2011
Adjustment to Revenues and Expenses
Adjustment Number 7

Contractual Servioces - Management Fees

Number of test year billings
Additional billings from revenue annualization

Total adjusted test year number of billings

Cost per bill
Total Cost
Management fees recorded in test year

increase (decrease) in Contractual Services - Management Fees

Adjustment to Revenue and/or Expense

REFERENCE
Work papers

Exhibit

Schedule C-2
Page 8

Witness: Bourassa

45,819
585

46,404

4.55
211,138

394,545

A | en &

(183,406)

(183,406)
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Vail Water Company
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 8

Reclass Interest Expense on Customer Security Deposits

Interest on customer security deposits recorded in test year

Adjustment to operating expenses

Adjustment to Revenue and/or Expense

REFERENCE
Work papers

Exhibit

Schedule C-2
Page 9

Witness: Bourassa

4,981

4,981

4,981
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Vail Water Company
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 9

Wages and Salaries

Proforma 2012 wages and salaries (including payroll taxes)
Test year wages and salaries (including payroll taxes)

Increase (decrease) in wages and salaries

Adjustment to Revenue and/or Expense

REFERENCE
Work papers

$ 276,984
3 260,897
$ 16,087
$ 16,087

Exhibit

Schedule C-2
Page 10

Witness: Bourassa



Line

4
o

DD WN -

Vail Water Company
Test Year Ended December 31, 2011

Adjustment to Revenues and/or Expenses

Adjustment Number 10

Income Tax Computation

Revenue
Operating Expenses Excluding Income Taxes
Synchronized Interest

Exhibit

Schedule C-2

Page 11

Witness: Bourassa

income Before Taxes

Arizona Income Before Taxes

Less: Effective Arizona Income Tax

Rate = 3.1010% '
Arizona Taxable Income

Arizona Income Taxes
Federal Income Before Taxes

Less Arizona Income Taxes

Federal Taxable income

FEDERAL INCOME TAXES:
Effective Federal Tax Rate = 23.0084% *

Federal Income Taxes

Total Income Tax

Overali Tax Rate

Income Tax
Test Year Income tax Expense

Adjustment to Income Tax Expense

Test Year
Adjusted
Results
$ 2,334,747

1,916,395
$ 418,352
$ 418,352
$ 12,973
$ 405,379
$ 12,973
$ 418,352
$ 12,973
$ 405,379
$ 93,271
$ 93,271
$ 106,244
25.40%
$ 106,244
3 06284

' See work papers/testimony

$

©“ | &H B

Adjusted

with Rate

Increase
2,378,860
1,917,051

461,809

461,809
14,321
447,488
14,321
461,809
14,321

447,488

102,960

102,960

117,281
25.40%
117,281

106,244
11,036



Line

Vail Water Company
Test Year Ended December 31, 2011
Computation of Gross Revenue Conversion Factor

No. _Description

DONONAWN -

Combined Federal and State Effective income Tax Rate

Property Taxes

Total Tax Percentage

Operating Income % = 100% - Tax Percentage

1 = Gross Revenue Conversion Factor

Operating Income %

SUPPORTING SCHEDULES:
C-3, page 2

Exhibit

Schedule C-3
Page 1

Witness: Bourassa

Percentage
of
Incremental
Gross
Revenues
25.396%

1.110%

26.506%

73.494%

1.3606

RECAP SCHEDULES:
A-1




Vail Water Company
Test Year Ended December 31, 2011

Bf

e

2goe~

BRY

FHR2E BRY

35

7

4
42
43

45
47
438
49

51
52

a8

GROSS REVENUE CONVERSION FACTOR

Desoript
Calcutation of Gross Revenue Conversion Factor:

Revenue
Uncoliecible Factor (Line 11)
Revenues (L1 - L2)

Combined Federal and State income Tax and Property Tax Rate (Line 23)

Subtotal (L3 - L4)
Revenue Conversion Factor (L1/15)

Calculation of Uncollectible Factor;

Unity

Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 -18)
Uncollectible Rate

Uncaollectible Factor (L9 *110)

. ion of Effective Tax Rate:
Operating income Before Taxes (Arizona Taxable income)
Arizona State Income Tax Rate

Federal Taxable income (L12 - L13)

Applicable Federat Income Tax Rate {Line 53)

Effective Federal iIncome Tax Rate {L14 x L15)

Combined Federal and State income Tax Rate {L13 +L16)

Cajgulation of Effective P E
Unity

Combined Federal and State income Tax Rate (L17)
One Minus Combined Income Tax Rate (L.18-L18)
Property Tax Factor

Effective Property Tax Factor (L20L21)

Combined Federal and State Income Tax and Property Tax Rate (L17+122)

Required Operating Income
AdjustedTest Year Operating income (Loss}
Required increase in Operating Income (L24 - 1.25)

income Taxes on Recommended Revenue (Col. (E), L52)
Income Taxes on Test Year Revenue (Col. {B), L52)

Regquired Increase in Revenue to Provide for Income Taxes (127 - 1.28)

Uncollectible Rate (Line 10)

N iole Exp on

Adjusted Test Year Uncofiectible Expense
ced I in

qui R to Provide for Uncoliectible Exp.

Property Tax with Recommended Revenue
Property Tax on Test Year Revenue

increase in Property Tax Due to Increase in Revenue (L35-L36)

Total Required Increase in Revenue (L26 + 129 + L37)

Calculation of income Tax;

Revenue

Operating Expenses Excluding Income Taxes
Synchronized interest (L58)

Arizona Taxable income (1.39 - L40 - L41)

Arizona State Effective Income Tax Rate (see work papers)
Asizona Income Tax (L42 x L43)

Federal Taxable income (L42- L44)

Effective Tax Rate (see work papers)

Federat Income Tax

Total Federal Income Tax
Combined Federal and State Income Tax (L44 +1.47)

d {30°1L31)

Exhibit

Schedute C-3

Page 2

Witness: Bourassa

WATER Applicable Federal Income Tax Rate [Col. (E], L51 - Col. [B], L51}/ [Col. [E], L45 - Col. [B], L45}

Rate Base
Weighted Average Cost of Debt
Synchronized Interest (L56 X L57)

*) ® © 2] ¥l
100.0000%
0.0000%
100.0000%
26.5056%
73.4944%
1.360648
100.0000%
25.3959%
74.6041%
0.0000%
0.0000%
100.0000%
3.1010%
96.8920%
23.0084%
22.2949%
25.3959%
100.0000%
25.3959%
74.6041%
1.4874%
1.1097%
26.5056%
$ 344,528
$ 312,107
32,421
s 117,281
3 106,244
$ 11,037
3 2,378,860
0.0000%
3 -
s -
$ -
3 104,337
$ 103,681
s 656
$ 44,114
(5] «) {E fFl
Test Year Company Recommended
Total Totat
ail Water Company Vail Water Compan
$ 233474718 2,334,747 $ 23788608 2,378,860
$ 1,916,395 § 1,816,395 $ 191705118 1,917,051
3 - |8 - 1% - $ - 1S -
3 4183521 § 4183521 % - $ 4618101 % 461,810 $ -
3.1010%; 3.1010%} 3.1010%; 3.1010%l 3.1010%] 3.101
$ 12,9731% 1297318 - $ 14,3218 14,3211 $ -M&ﬁ
3 40537918 405379 $ - $ 4474891 % 447,489 | $ -
23.0084%i 23.0084%) 23.0084%] 23.0084%)
s 932711 % 93271 $ 1029601 $ 102,960
$ - $ -
$ - $ -
$ - $ .
$ 9327118 93271 1% - s 102960 $ 102,960 | $ -
$ 10624418 106244 $ - s 1172811§ 117,281 1% -
23.0084%
NA
$ 331277418 -
0.0000%, 0.0000%;
$ - i3 -
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Vail Water Company
Test Year Ended December 31, 2011
Comparative Balance Sheets

ASSETS
Plant In Service
Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plant

CURRENT ASSETS
Cash and Equivalents
Restricted Cash
Short-term Investments
Accounts Receivable, Net
Other Receivables
Materials and Supplies
Prepayments
Misc Current Assets

Total Current Assets

CAP Water
Total Deferred Debits

Other Investments & Special Funds

TOTAL ASSETS

Exhibit
Scheduie E-1
Page 1

Witness: Bourassa

LIABILITIES AND STOCKHOLDERS' EQUITY

Common Equity
Long-Term Debt

CURRENT LIABILITIES
Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Security Deposits
Customer Meter Deposits, Current
Accrued Taxes
Accrued interest
Other Current Liabilities
Total Current Liabilities

DEFERRED CREDITS
Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction
Accumulated Amortization
Total Deferred Credits

Total Liabilities & Common Equity

SUPPORTING SCHEDULES:
Workpapers

Test
Year Year Year
Ended Ended Ended
12/31/2011 12/31/2010 12/31/2009
$ 20,308,105  $ 20,065,324 $ 20,043,125
3,500 3,500 3,500
69,613 69,613 69,613
(6,432,277) (5,664,565) (4,899,881)
$ 13,948,940 $ 14,473,872 $ 1_5,216,357
$ 596,586 $ 472,948 $ 777618
2,142,090 2,253,417 2,500,901
915,478 705,471 2,595
154,197 194,348 148,173
62,420 62,420 62,420
$ 3,870,770 $ 3,688,604 $ 3,491,706
$ 1,104,206 $ 903,150 $ 676,847
$ 1,104,206 $ 903,150 $ 676,847
$ - $ - $ -
$ 18,923,916 $ 19,065,626 $ 19,384,909
$ 4,373,528 $ 4,453412 $ 4,414,639
$ - $ - $ -
$ 113,137 § 77,335 $ 59,623
83,375 83,100 75,825
3,547 2,257 69,222
$ 200,058 $ 162,693 $ 204,670
$ 529,140 $ 610,807 $ 695206
11,374,431 11,663,584 11,951,921
3,117,009 2,711,008 2,531,864
(670,251) (535,878) {413,392)
$ 14,350,330 $ 14,449,521 $ 14,765,600
$ 18,823,916 $ 19,065,626 $ 19,384,909
RECAP SCHEDULES:
A-3
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Vail Water Company
Test Year Ended December 31, 2011
Comparative income Statements

Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues
Operating Expenses

Salaries and Wages

Employee Benefits

Purchased Water

Purchased Power

Chemicals

Materials and Supplies

Repairs and Maintenance

Office Supplies and Expense
Contractual Services - Engineering
Contractual Services - Accounting
Contractual Services - Legal
Contractual Services - Mgmt Fees
Contractual Services - Other
Contractual Services - Water Testing
Rents - Building/Real Property
Rents - Equipment

Transportation Expenses
insurance - Vehicle

insurance - General Liability
Insurance - Worker's Comp
Regulatory Commission Expense

Regulatory Commission Expense - Rate Case

Bad Debt Expense
Miscellaneous Expense
Depreciation Expense
Taxes Other Than income
Property Taxes

Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest income

Other Income

Interest Expense

Other Expense

Gain (loss) on Disposal of Equip

Total Other Income (Expense)
Net Profit (Loss)

SUPPORTING SCHEDULES:

Workpapers

Exhibit

Schedule E-2
Page 1

Witness: Bourassa

Test Prior Prior
Year Year Year
Ended Ended Ended
12/31/2011 12/31/2010 12/31/2009

$ 2,090,185 $ 2045027 $ 2,057,807

308,307 340,426

312,502

$ 2398492 $ 2385453 $ 2,370,309

$ 260,897 $

238,424 $ 250,245

12,757 16,276 21,389
199,817 172,963 143,003
215,373 211,105 211,964

1,732 1,743 4184
14,372 10,223 10,793
28,876 13,263 14,059
73,301 65,947 67,225
6,270 7,035 13,001
10,473 10,545 10,462
12,933 25 6,006
394,545 387,294 377,315
15,976 11,993 10,386
3,906 14,220 14,624
7,920 6,525 6,334
8,314 2,470 8,941
33,154 24,245 24,247
5,111 5,111 5224
32,130 32,989 34,629
3,111 2,905 4,799
11,946 5475 8,568
6,856 5,124 -
11,424 14,290 14,019
635,952 645,432 660,269
108,115 121,758 132,021

$ 2,115259 § 2,027,381 § 2,053,707

$ 283233 $ 358072 $ 316,602

33,771 36,739 50,089
6,090 6,434 3,205
(4,981) (4,491) (4,229)
(10,496) (7,981) (8,789)

$ 24,383 $ 30,701 $ 40,277

$ 307,616 $ 388,773 $ 356,878

RECAP SCHEDULES:
A2
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Vail Water Company

Test Year Ended December 31, 2011

Comparative Statements of Cash Flows

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and Amortization
Other - Adjustments
Changes in Certain Assets and Liabilities:
Accounts Receivable
Unbilled Revenues
Materials and Supplies inventory
Prepaid Expenses
Deferred Charges
Notes Receivable
Accounts Payable
Intercompany payable
Customer Meter Deposits
Taxes Payable
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:
Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund
Net Cash Flows from Investing Activities
Cash Flow From Financing Activities
Change in Restricted Cash
Change in Short-term Investments
Proceeds from Long-Term Debt
Net receipt of contributions in aid of construction
Net receipts of advances in aid of construction
Repayments of Long-Term Debt
Distributions/Dividends Paid
Deferred Financing Costs
Addnl Paid in Capital
Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

SUPPORTING SCHEDULES:
Workpapers/cashflow water.xis

Exhibit
Schedule E-3
Page 1
Witness: Bourassa
Test Prior Prior
Year Year Year
Ended Ended Ended
12/31/2011 12/31/2010  12/31/2009
$ 307616 $ 388,773 $ 356,878
(2,613) (3,235) (8,345)
635,952 645,432 660,269
40,151 (46,175) (1,825)
(201,056) (226,303) {676,847)
35,802 . 17,712 40,268
(81,392) (77,125) (85,166)
1,289 (66,965) 166
$ 735749 $ 632115 $ 285400
(242,781) (22,199) (24,840)
$ (242,781) $ (22,199) $ (24,840)
111,327 247,483 521,921
(210,007) (702,876) -
406,002 179,144 212,688
(289,153) (288,337) (326,316)
(387,500) (350,000) (140,000)
$ (369,330) $§ (914,586) $ 268,294
123,638 (304,670) 528,854
472,948 777,618 248,764
$ 596,586 $ 472948 $ 777618

RECAP SCHEDULES:
A5
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Vail Water Company

Test Year Ended December 31, 2011
Statement of Changes in Stockholder's Equity

Balance, December 31, 2008

Addnl Paid in Capital Adjustment

Distributions/Dividends
Rounding
Net Income

Balance, December 31, 2009
Addnl Paid In Capital
Distributions/Dividends
Rounding

Net Income

Balance, December 31, 2010
Addnl Paid in Capital
Distributions/Dividends
Rounding

Net Income

Balance, December 31, 2011

Exhibit

Schedule E-4
Page 1

Witness: Bourassa

SUPPORTING SCHEDULES:

Common Additional Retained
Stock Paid-in-Capital Eamings Total
$ 638099 $ 2445314 $ 1,114,348 $ 4,197,761
{140,000) (140,(;00)
356,878 356,8-78
$ 638099 $ 2445314 $ 1,331,226 $ 4,414,639
) (350,000} (350,600)
388,773 388,7-73
$ 638099 $ 2445314 $ 1,369,999 $ 4,453,412
(387,500) (387,5;00)
307,616 307,(;16
$ 638099 $ 2445314 $ 1290115 $ 4,373,528
REEg)AP SCHEDULES:
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Acct.

301
302

304
305
306
307
308
309
310
311
320
320
320.2
330.0
330
3302
331.0
331
333
334
335
336
339
340
340.1
341
342
343
344
345
346
347
348

Vail Water Company
Test Year Ended December 31, 2011
Detail of Piant in Service

Piant Description

Organization Cost
Franchise Cost
Land and Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Lake, River, Canal Intakes
Wells & Springs
Infiltration Galleries
Raw Water Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Equipment
Water Treatment Plants
Solution Chemical Feeders
Distribution Reservoirs & Standpipes
Storage Tanks
Pressure Tanks
Transmission & Distribution Mains
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

TOTAL WATER PLANT

SUPPORTING SCHEDULES
Workpapers/Trial Balance Mapping Water and Sewer tjb.xis

Exhibit
Schedule E-5
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Piant
Additions,
Plant Reclass- Plant
Balance ications or Balance
at or at
12/31/2010 Retirements 12/31/2011
$ - $ - $ -
17,750 - 17,750
399,327 1 399,328
1,126,979 - 1,126,979
- 2,995 2,995
1,550,355 2,755 1,653,110
1,621,069 - 1,621,069
13,822,490 200,544 14,023,034
12,451 - 12,451
904,148 18,934 923,082
477,958 14,950 492,908
7,901 - 7,901
6,553 - 6,553
29,680 3 29,683
15,620 1 15,621
54,806 - 54,806
13,043 2,602 15,645
5,190 - 5,190
(149,395) - (149,395)
$ 19,915,925 $ 242785 $ 20,158,709

RECAP SCHEDULES:
A-4
E-1
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Vail Water Company
Test Year Ended December 31, 2011
Operating Statistics

WATER STATISTICS:

Total Gallons Sold (in Thousands)

Water Revenues from Customers:

Year End Number of Customers

Annual Gallons (in Thousands)
Sold Per Year End Customer

Annual Revenue per Year End Customer

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

Exhibit
Schedule E-7
Page 1
Witness: Bouras

Test Prior Prior
Year Year Year
Ended Ended Ended
12/31/2011 12/31/2010 12/31/2009

344,580 336,989 344,852

$ 2090185 $ 2045027 $ 2,057,807
10,188 10,193 10,187

34 33 34

$ 20516 $ 20063 $ 202.00
$ 06250 $ 06264 $ 0.6147
3 05799 $ 05133 $ 0.4147
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Vail Water Company

Test Year Ended December 31, 2011
Taxes Charged to Operations

Description

State Income Taxes
Federal Income Taxes
Payroll Taxes
Property Taxes

Totals

Exhibit

Schedule E-8
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Test Prior Prior
Year Year Year
Ended Ended Ended
12/31/2011 12/31/2010 12/31/2009

$ - $ - $ -
19,567 17,882 18,768
108,115 121,758 132,021
$ 127,682 $ 138640 $ 150,790
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Vail Water Company
Test Year Ended December 31, 2011
Notes To Financial Statements

See attached audited financial statements.

Exhibit
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LaVoie & Co., P.C.

Certified Public Accountants

February 17, 2012

Mr. Christopher Volpe, CPA

Vice President and Treasurer

Vail Water Company, Inc.

1010 N. Finance Center Drive, Ste. 200

Tucson, AZ 85710

Dear Kip:

Enclosed are the audited financial statements for the years ending December 31, 2011 and 2010.

. If you have any questions, please feel free to contact me.

Sincerely,

Thomas R. LaVoie
LaVoie & Company, P.C.

TRLNE

Enclosure

3801 N. Camphen Ave, Suite A Tucson, Arizona 85719  (620) 322-0966 FAX # (520) 881-7392 tuclavoie @ comcast.net
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LaVoie & Co., P.C.
Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

Board of Directors
Vail Water Company
Tucson, Arizona

We have audited the accompanying statements of assets, capitalization and liabilities - income tax basis
of Vail Water Company (an Arizona S-Corporation) as of December 31, 2011 and 2010, and the related
statements of revenue, expenses and accumulated earnings - income tax basis for the years then ended.
These financial statements are the responsibility of the Company's management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As described in Note 2, these financial statements were prepared on the basis of accounting the
Company uses for income tax purposes, which is a comprehensive basis of accounting other than
generally accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
assets, capitalization, and liabilities of Vail Water Company at December 31, 2011 and 2010 and its
revenue, expenses and accumulated earnings for the years then ended, on the basis of accounting
described in Note 2.

Re/ o 100, P.C

La Voie & Company, P.C.
Tucson, Arizona
February 13,2012

3801 N. CampLen Ave., Suite A Tucson, Arizona 85719  (520)322-0966 TPAX # (520) 881-7392  tuclavoie @ comcast.net
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Vail Water Company

STATEMENTS OF ASSETS, CAPITALIZATION AND
LIABILITIES - INCOME TAX BASIS

December 31,
2011 2010
ASSETS
Utility Plant:
Land $ 17750 $ 17,750
Plant and equipment (Note 3) 20,274,736 20,031,954
Construction work-in-progress (Note 4) 69,613 69,613
_ ) Total Utility Plant 20,362,099 20,119,317
Less accumulated depreciation (6,416,657) (5,648,945)
Net Utility Plant 13,945,442 14,470,372
Other Assets:
Water storage and recharge credits (Note 9) 1,104,206 903,150
Other ’ 3,500 3,500
1,107,706 906,650
Current Assets: :
Cash ) . 596,586 472,948
Customer accounts receivable 154,197 194,348
Receivable from annexation group 62,420 62,420
Total Current Assets 813,203 729,716
Noncurrent Assets:
Money market funds (Note 5) ‘ 505,858 277,914
Certificates of deposit (Note 5) 2,551,710 2,680,974
3,057,568 2,958,888

Total Assets § 18,923,919 § 19,065,626

The accompanying notes are an integral part of these financial statements.

2



December 31,

2011 2010
CAPITALIZATION & LIABILITIES
Capitalization:
Commeon stock ($10 par value; 1,000,000 shares
authorized; 63,810 shares issued and outstanding) $ 638,099 $ 638,099
Capital-in-excess of stated value 2,445,314 2,445,314
Accumulated earnings 1,290,116 1,369,999
Total Capitalization 4,373,529 4,453,412
Cuwrrent Liabilities:
Accounts payable and accrued expenses 116,684 79,593
Customer deposits, current portion (Note 6) 128,000 136,000
Total Current Liabilities 244,684 215,593
Customer Deposits, long-term (Note 6) 484,515 557,906
Advances For Construction:
Line extension agreements (Note 7) 12,393,821 12,338,632
Hook-up fee tariffs (Note 8) 1,064,028 1,108,372
Sub-station advance 30,000 30,000
Annexation participation agreement 333,342 361,711
Total Advances For Construction 13,821,191 13,838,715
Total Liabilities 14,550,390 14,612,214
Total Capitalization and Liabilities $ 18,923,919 § 19,065,626

The accompanying notes are an integral part of these financial statements,




Vail Water Company

STATEMENTS OF REVENUE, EXPENSES
AND ACCUMULATED EARNINGS
- INCOME TAX BASIS

Operating Revenue:
Water sales
Fees and other income

Total Operating Revenue

Operating Expenses:
Administrative and general
Long term water storage
Professional services
Depreciation and amortization (Note 3)
Purchased power
Property and other taxes
Repairs and maintenance
Other

Total Operating Expenses

Net Income From Operations
Other Income (Expense):

Interest Income
Interest Expense

Net Income

Distributions to shareholders
Accumulated earnings, beginning of year

Accumulated earnings, end of year

The accompanying notes are an integral part of these financial statements.
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For The Years Ended December 31,

2011

2010

2,136,208 2,085,154
257,878 298,751
2,394,086 2,383,905
461,347 416,151
199,817 172,963
444,102 431,112
635,952 645,432
215,373 211,105
108,729 122,407
33,834 16,247
16,105 11,963
2,115,259 2,027,380
278,827 356,525
33,771 36,739
(4,981) (4,491
307,617 388,773
(387,500) (350,000)
1,369,999 1,331,226

£..1290116 § 1360999




Vail Water Company
NOTES TO FINANCIAL STATEMENTS
December 31,2011 and 2010

Note 1 - ORGANIZATION HISTORY AND NATURE OF OPERATIONS

Vail Water Company (the “Company”), formerly known as Del Lago Water Company, was formed on June
10, 1959 as a corporation under the laws of the State of Arizona. The Company is engaged in the regulated
utility business of public water supply. The Company is regulated by several Arizona agencies, including

.the Arizona Corporation Commission (ACC), which has jurisdiction with respect to rates, services,
accounting procedures and other matters. The Company is operating under a rate order effective May 1,
2000. ’

The Company provides groundwater to 3,899 customers in Vail, Arizona. As a consequence of utilizing
groundwater, the Company is subject to various water conservation requirements authorized pursuant to the
Arizona Revised Statues 45-566. In addition, the Company has a fully executed, judicially validated,
municipal subcontract with the Central Arizona Water Conservation District and the United States of
America for the purchase of up to 786 acre feet per annum of Central Arizona Project Water. Effective
January 1, 2008, the Company entered into a fully executed, judicially validated, municipal subcontract
with the Central Arizona Water Conservation District and the United States of America, for the purchase of
an additional 1,071 acre feet per annum of Central Arizona Project Water. This brings the total per annum
acre feet of Central Arizona Project Water to 1,857. .

Under a Decision and Order dated November 10, 2005, the Department of Water Resources of the State of
Arizona designated the Company as having an assured water supply of 3,749 acre feet. Certain conditions
apply including on going reporting by the Company to the Department of Water Resources.

The Company owns nine registered wells, four of which provide water to customers. The Company is -
dependent upon adequate water sources either from the ground or from purchase of Central Arizona Project
‘Water.

Note 2 - SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting - The financial statements have been prepared on the basis of accounting that the
Company uses to file its income tax return. The basis differs from generally accepted accounting principles
(GAAP) in the following ways:

a) The tax basis of accounting requires that contributions in aid of construction (whether or not made by the
utility’s shareholders) received after June 12, 1996, are not taxable when received and have a zero tax basis
to the Company:

1)  ifnot included in the utility’s rate base for rate making purposes,

2)  ifused to acquire or construct property before the end of the second year following receipt of the
contribution, and

3)  if certain conditions concerning the keeping of records are met.

For GAAP, a regulated entity should capitalize costs if it is possible that future revenue will be
provided to recover the costs and record a liability for revenue that provides recovery of expected
future costs. Under GAAP, this deferred revenue, recorded as a liability, should be recognized in
income as related costs are incurred.

5




Vail Water Company
NOTES TO FINANCIAL STATEMENTS (Continued)
December 31,2011 and 2010

Note 2 - SIGNIFICANT ACCOUNTING POLICIES (Continued)

b) The tax basis of accounting expenses certain costs when paid under the economic performance rules.
GAAP accounting requires the recognition of expenses as incurred.

¢) The tax basis of accounting uses specific statutory lives for depreciation purposes. GAAP requires assets
to be depreciated over the assets” estimated useful lives.

d) The tax basis of accounting uses the direct write-off method for bad debts while GAAP uses the reserve
method.

Central Arizona Project Hook-Up Fee — As described in Note 9, the Company charges a CAP hook-up fee
service charge for future CAP water delivery. In the 2000 rate hearing, the ACC instructed the Company to
treat the CAP hook-up fee as revenue when received.

Plant and Equipment - Plant and equipment are stated at cost and are depreciated using straight-line and
accelerated methods as allowed by the Internal Revenue Code over statutory lives of the applicable assets
(Note 3).

Income Taxes - The stockholders of the Company have elected to have the corporation taxed under the
provisions of Subchapter S of the Internal Revenue Code. Accordingly, the separately stated items of
income and deductions of the corporation will be reported on the income tax returns of the individual
stockholders. For federal purposes, years 2008 through 2010 remain open to audit. For State purposes,
years 2007 through 2010 remain open to audit.

Advances and Contributions in Aid of Construction - Outside parties, generally customers and developers,
make payments to the Company to fund certain capital expenditures to provide water to new customers.
Amounts received are recorded as liabilities. Generally, as new customers begin to receive service, most of
these amounts are refundable for limited periods of times. After the Company has paid all required refunds,
the remaining balances are recorded as contributions in aid of construction. Contributions in aid of
construction are amortized to income over the lives of the respective plant assets. Nonrefundable amounts
received by the Company are recorded as contributions in aid of construction, as discussed under Basis of
Accounting, paragraph a), above.

Concentrations of Credit Risk - In the normal course of business, the Company extends unsecured credit to
customers.

The Company holds its cash balances in various FDIC financial institutions. Accounts at these institutions
are insured up to $250,000 by the FDIC. At December 31, 2011, the Company’s uninsured bank balances
totaled $1,212,000.

Use of Estimates - The preparation of financial statements requires management to make estimates and
assumptions that affect reported amounts and disclosures. Actual results could differ from those estimates.

Reclassifications - Certain amounts for 2010 have been reclassified to conform to the 2011 presentation.




Vail Water Company
NOTES TO FINANCIAL STATEMENTS (Continued)
December 31,2011 and 2010

Note 3 - PLANT AND EQUIPMENT

Plant and equipment at December 31 consists of:

Estimated
Useful
2011 2010 Lives
Structures and improveinents $ 399328 § 399,328 20-40
Wells and springs 1,126,979 1,126,979 20-40
Pumping equipment 1,561,012 1,556,379 20-40
Distribution reserveirs and standpipes 1,621,069 1,621,069 20-40
Transmission and distribution mains 14,026,029 13,822,489 20-40
Hydrants : 492,908 477,958 20-40
Meters 923,082 883,826 20-40
Other equipment and furniture 124,329 121,727 5-7

$20.274,.736 | $20,009.755

Depreciation expense on the Statement of Revenue, Expenses and Accumulated Earnings is net of the
amortization of expired contributions in aid of construction discussed in Note 7 as follows:

2011 2010
Depreciation expense $770,325 $767,918
Amortization of expired contributions
in aid of construction (134.373) (122.486)

$63595  $645432

Note 4 - CONSTRUCTION WORK-IN-PROGRESS

Construction work-in-progress typically consists of water mains, transmission and distribution lines and
reservoirs, Construction work-in-progress is funded by advances for construction.

Note 5 - NONCURRENT ASSETS

The money market funds and certificates of deposit are restricted for the following purposes at December
31

2011 2010
Hookup tariff (Note 8) $ 505,858 $ 277914
CAP hookup and service charge (Note 9) 2,551,710 2.680.974

$3.057,568  $2.958.888




Vail Water Company
NOTES TO FINANCIAL STATEMENTS {(Continued)
December 31,2011 and 2010

Note 6 - CUSTOMER DEPOSITS

Customers are required to make meter, service line, and guarantee deposits when service is initiated. Meter
and service line deposits are subject to the 2000 rate order and are refundable at a rate of 10% per year.

Guarantee deposits are refunded after one year of satisfactory water payments. The guarantee deposnts bear
interest, which is periodically paid to the customers. Customer deposits at December 31 were:

2011 2010
Meter $528,790 $610,386
Service line 350 420
Guarantee 83.375 83.100
612,515 693,906
Less current portion (128,000) (136.000)

$484515  §$557.906

The schedule of estimated deposit refunds payable to customers for each of the next five years and in the
aggregate, as of December 31, is as follows:

Annual Refund

2011 $128,000
2012 56,000
2013 43,000
2014 39,000
2015 35,000
Thereafter 311,515

$612,515

Note 7 - LINE EXTENSION AGREEMENTS

Developers and customers, on behalf of the Company, have constructed line extensions and necessary plant
to provide service to their property. The Company agrees to refund amounts, up to the cost of such
agreements, over 10 to 30 years based upon 10% to 20% of gross annual revenue from water sales to the
customers serviced by the lines. At the expiration of this period any unrefunded balance remains with the
Company and is classified as contributions in aid of construction. Agreements with remaining balances in
the amount of $359,000 and $138,000 expired during 2011 and 2010, respectively.

Note 8 - HOOK-UP FEE TARIFFS

On January 14, 1998, the Arizona Corporation Commission approved an off-site facilities hook-up fee
tariff, initially applicable to the south service area, until such time as the north and south systems were
physically connected. The interconnection of the two systems was completed and accepted by Pima County
DEQ on March 14, 2002. The hook-up fee tariff is now being charged throughout the Company’s service
area. Customers have advanced funds to the Company for these hook-up fees. The fees are a non-
refundable charge assessed to new connections requiring a main extension.

8



Vail Water Company
NOTES TO FINANCIAL STATEMENTS (Continued)
December 31, 2011 and 2010

Note 9 - CENTRAL ARIZONA PROIECT

As a condition of the May 2000 rate order, the Company agreed to begin recharging its CAP water
allocation within six months. As a result of this condition, the Company entered into a contract with the
Central Arizona Water Conservation District for the provision of incentive recharge water. The contract is
subject to the terms and conditions of the original municipal subcontract entered into between the parties.
In order to recover its associated costs, the May 2000 rate order approved a CAP hookup fee for all new
line extensions and subdivisions north of well No. 3, and a CAP service charge of $.32 per 1,000 gallons of
usage that applies to all customers. Following the interconnection of the systems north and south of well
No. 3, the CAP hookup fee will also apply to all customers. The Company collected $110,000 and $97,000
of CAP hookup fees during 2011 and 2010, respectively. The CAP service charge is to be segregated in an
interest bearing account and used solely for the purpose of paying CAP holding and M&I expenses.

The Company has entered into a contract to recharge its entire CAP allocation for the purpose of
accumulating long-term storage credits. Excess CAP recharged over current usage accumulates as long-
term storage credits. During 2009, the Company purchased 4,000 acre feet of long-term storage credits
from the City of Tucson for $489,000. The Company had 7,191 and 6,612 acre feet of long-term storage
credits as of December 31, 2011 and 2010, respectively.

Note 10 - RELATED PARTY TRANSACT TONS

During 2011 and 2010, the Company charged Del Lago Golf, LLC, an entity owned by certain stockholders
of the Company, $81,000 and $76,000, respectively, for water usage, storage credits, and energy use. The
amounts in customer accounts receivable from this entity at December 31, 2011 and 2010 was $30,000 for
both years.

The Company entered into a lease arrangement with Del Lago Golf, LLC, an entity owned by certain
shareholders of the Company, to lease 185 and 155 acre feet of long-term storage credits in 2011 and 2010,
respectively.

The Company entered into a ten-year ground lease with Del Lago Golf, LLC, an entity owned by certain
stockholders of the Company. The lease calls for rate increases of 3% each March 1. Rent expense for
2011 and 2010 was $6,700 and $6,500, respectively.

The Company also rented a backhoe from Del Lago, LLC for 2011 and 2010 in the amount of $7,000 and
$2,000, respectively.

“The Company has entered info an agreement for management services with a corporation controlled by a
stockholder of the Company. The management agreement expired December 31, 2011 and required the
Company to pay $8.50 per customer per month in exchange for certain accounting and administrative
functions. Management services paid under the contract were $396,000 and $387,000 for 2011 and 2010,
respectively. Management services are included in professional services. At December 31, 2011 and 2010,
$33,000 and $0 respectively, are included in accounts payable and accrued expenses. A new agreement was
entered into for 2012 at $3.50 per customer.




Vail Water Company
NOTES TO FINANCIAL STATEMENTS (Continued)
December 31,2011 and 2010

Note 11 - STOCK TRANSFER RESTRICTIONS

The stockholders have entered into a Stockholders’ Agreement, which establishes certain transfer
restrictions on the stock of the Company as follows:

a) Stockholders may not assign, sell, pledge, encumber, give or otherwise transfer, or alienate any .
shares to another entity if such transfer would revoke the Company’s S Corporation tax status.

b) Stockholders may transfer their shares to, or for the benefit of, an immediate famtly member subject
to certain restrictions of the Agreement.

¢) Stockholders may transfer all or any number of shares to one or more members of the stockholder
group.

d) The Agreement provides certain stock transfer restrictions in the event that a stockholder shall die, -
become permanently disabled or become subject to another event defined as an Involuntary Lifetime
Transfer in the Agreement.

Note 12 - PENSION PLAN

The Company entered into a salary deferral plan under IRC Section 401(k). Participants must be 21 and
have six months of service to enter the Plan. The Company made no coniributions to the Plan for 2011 or
2010.

Note 13 - CONTINGENCY

The Arizona Corporation Commission (ACC) claims that the Company failed to meet a deadline to submit final
plans for a system for direct delivery of CAP water to the Company’s service area. If the ACC prevails, the
Company would have to refund all CAP unexpended funds (see Note 9), totaling approximately $1,900,000. The
Company has applied for an extension of the aforementioned deadline until June 30, 2013. The Company is
currently before an ACC administrative law judge and believes a mutually agreed upon resolution will reached
not having a material financial effect on the Company.

Note 14 - SUBSEQUENT EVENTS

The Company did not have any subsequent events through February 13, 2012, which is the date the financial
statements were available to be issued, for events requiring recording or disclosure in the financial statements for
the year ended December 31, 2011.

10



Line

Z
o]

CONODO A WN=

Vail Water Company
Test Year Ended December 31, 2011

Projected Income Statements - Present & Proposed Rates

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses
Salaries and Wages
Employee Benefits
Purchased Water
Purchased Power
Chemicals
Materials and Supplies
Repairs and Maintenance
Office Supplies and Expense
Contractual Services - Engineering
Contractuat Services - Accounting
Contractual Services - Legal
Contractual Services - Mgmt Fees
Contractual Services - Other
Contractual Services - Water Testing
Rents - Building/Real Property
Rents - Equipment
Transportation Expenses
Insurance - Vehicle
Insurance - General Liability
Insurance - Worker's Comp
Regulatory Commission Expense
Regulatory Commission Expense - Rate Case
Bad Debt Expense
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other iIncome {(Expense)
Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Income (Expense)
Net Profit (Loss)

SUPPORTING SCHEDULES:
C-1

Exhibit
Schedule F-1
Page 1
Witness: Bourassa
At Present At Proposed
Rates Rates
Test Year Year Year
Actual Ended Ended
Results 12/31/2012 12/31/2012
$ 2090185 $ 2,120,110 $ 2,164,224
308,307 214,637 214,637
$ 2398492 $ 2,334,747 $ 2,378,860
$ 260897 $ 276,984 $ 276,984
12,757 12,757 12,757
199,817 199,817 199,817
215,373 218,584 218,584
1,732 1,732 1,732
14,372 14,372 14,372
28,876 28,876 28,876
73,301 73,301 73,301
6,270 6,270 6,270
10,473 10,473 10,473
12,933 12,933 12,933
394,545 211,138 211,138
15,976 15,976 15,976
3,906 3,906 3,906
7,920 7,920 7.920
8,314 8,314 8,314
33,154 33,154 33,154
5111 5111 5111
32,130 32,130 32,130
3,111 3,111 3,111
11,946 11,946 11,946
- 30,000 30,000
6,856 6,856 6,856
11,424 11,424 11,424
635,952 570,649 570,649
108,115 103,681 104,337
- 106,244 117,281
$ 2115259 $ 2017658 $ 2,029,351
$ 283,233 $ 317,088 $ 349,509
33,771 33,771 33,771
6,090 6,090 6,090
(4,981) - -
(10,496) (10,496) (10,496)
$ 24,383 $ 29,364 $ 29,364
$ 307,616 $ 346,453 $ 378,874
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Vail Water Company
Test Year Ended December 31, 2011

Projected Statements of Changes in Financial Position

Present and Proposed Rates

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and Amortization
Other
Changes in Certain Assets and Liabilities:
Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges
Notes Receivable
Accounts Payable
Intercompany payable
Customer Meter Deposits
Taxes Payable
Other assets and liabilities
Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:
Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund
Net Cash Flows from Investing Activities
Cash Flow From Financing Activities
Change in Restricted Cash
Change in Short-term Investments

Change in net amounts due to parent and affiliates

Net Receipt contributions in aid of construction

Net receipts of advances in aid of construction

Repayments of Long-Term Debt

Dividends Paid

Deferred Financing Costs

Paid in Capital
Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

SUPPORTING SCHEDULES:
E-3

Exhibit

Schedule F-2.
Page 1

Witness: Bourassa

At Present At Proposed
Rates Rates
Test Year Year Year
Ended Ended Ended
12/31/2011 12/31/2012 12/31/2012
$ 307,616 $ 341,472 % 373,893
(2,613)
635,952 570,649 570,649
40,151
(201,056)
35,802
(81,392)
1,289

$ 735,749 $ 912,121 § 944,541

(242,781) (118,052) (118,052)

$ (242,781) $ (118,052) $ (118,052)

111,327
(210,007)

406,002 406,002 406,002
(289,153) (289,153) (289,153)
(387,500) (239,030) (239,030)

$ (369,330) $ {122,181) $ (122,181)

123,638 671,887 704,308
472,948 596,586 596,586

$ 596,586 $ 1,268,473 $ 1,300,894




Vail Water Company Exhibit

Test Year Ended December 31, 2011 Schedule F-3
Projected Construction Requirements Page 1
Witness: Bourassa
Line
No.
1
2 Account
3 Number Plant Asset: Test Year 2012 2013 2014
4 301  Organization Cost $ -
5 302  Franchise Cost -
6 303 Land and Land Rights -
7 304  Structures and Improvements 1 10,000
8 305 Collecting and Impounding Res. -
9 306 Lake River and Other intakes -
10 307 Wells and Springs -
11 308 Infiltration Galleries and Tunnels -
12 309  Supply Mains 2,995
13 310  Power Generation Equipment -
14 311 Electric Pumping Equipment 2,755

15 320 Water Treatment Equipment -
16 . 320 Water Treatment Equipment -
17 320.1 Water Treatment Plant -
18 320.2 Chemical Solution Feeders -
19 330  Dist. Reservoirs & Standpipe -
20 330.1 Storage tanks -
21 330.2 Pressure Tanks 200,544

22 331  Trans. and Dist. Mains - 378,000 1,525,330

23 333  Services 18,934 76,052

24 334  Meters 14,950 86,777 202,577

25 335  Hydrants -

26 336  Backflow Prevention Devices -

27 339  Other Plant and Misc. Equip. 3

28 340  Office Furniture and Fixtures 1 2,500

29 340.1 Computers and Software - 5,000 10,000

30 341 Transportation Equipment - 35,000 40,000 35,000

31 342  Stores Equipment 2,602

32 343  Tools and Work Equipment - 2,000 2,000 17,000

33 344  Laboratory Equipment -

34 345  Power Operated Equipment -

35 346  Communications Equipment - 25,000
347  Miscellaneous Equipment - 9,000
348  Other Tangible Plant -

36 -

37 Total $ 242,785 $ 118,052 $ 529,277 $ 1,813,907

38

39

40
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Vail Water Company Exhibit
Test Year Ended December 31, 2011 Schedule F-4
Assumptions Used in Rate Filing Page 1
Witness: Bourassa

Property Taxes were computed using the method used by the Arizona Department
of Revenue modified for ratemaking.

Projected construction expenditures are shown on Schedule A-4.

Expense adjustments are shown on Schedule C2, and are explained in the testimony.
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Vail Water Company
Revenue Summary

Test Year Ended December 31, 2011

Total Total
at at
Present Proposed Dollar Percent
Meter Size Classification Rates Rates Change Change

5/8x3/4 Inch Residential $ 1,728603 $ 1,768,199 $ 39,596 2.29%
3/4 Inch Residential 56,737 57,656 1,919 3.44%
1Inch Residential 2,132 2,300 168 7.86%
5/8x3/4 Inch Commercial 3471 3,589 119 3.42%
3/4 Inch Commercial 1,804 1,897 92 5.13%
1 inch Commercial 4,172 4,389 217 5.20%
112 Inch Commercial 17,977 19,630 1.713 9.53%
2 inch Commercial 67,893 73,168 5274 7.77%
5/8x3/4 Inch Irrigation 2,073 2,170 97 4.69%
3/4 inch Irrigation 5,089 5,458 368 7.24%
1inch Irrigation 17,540 18,581 1,041 5.93%
112 Inch frrigation 17,246 18,324 1,078 ©.25%
2inch Irrigation 113,577 119,941 6,365 5.60%
5/8x3/4 inch Standpipe 12,909 8,590 (4,319) -33.46%
1 inch Standpipe 2,256 1,881 (375) -16.64%
3inch Construction 37,004 26,030 {10,974) ~29.66%
Subtotals of Revenues $ 2089481 $ 2,131,861 $§ 42,380 2.03%
Revenue Annualizations:

5/8x314 Inch Residential $ 21,450 $ 21,724 § 274 1.28%
3/4 Inch Residential 1,715 1,759 44 2.56%
1 Inch Residential - - - 0.00%
5/8x3/4 Inch Commercial (132) {137} (5) 3.44%
3/4 Inch Commercial (144) {164) 10} 6.71%
1Inch Commercial - - - 0.00%
112 Inch Commercial 104 114 10 9.85%
2 inch Commercial 3,337 3,592 255 7.63%
5/8x3/4 inch ¥rrigation (78) (G2)] (3) 3.87%
3/4inch irrigation 32 35 2 7.50%
1 Inch Irrigation 1,001 1,048 47 4.65%
112 inch Irrigation (1,986} {2,073) (87) 4.36%
2inch Irrigation 11,538 12,075 537 4.66%
5/8x3/4 Inch Standpipe 213 142 1) -33.27%
1 inch Standpipe - - - 0.00%
3inch Construction (7,125) {5,154) 1,970 -27.66%
Subtotal R A 299825 32,890 2,965 9.91%
Total Revenues w/ Annualization $ 2,119,407 $ 2,164,752 $ 45,345 2.14%
Adjusted Misc Revenues 214637 214,637 - 0.00%
Reconciling Amount 703 (528) {(1.231)  -175.11%
Total Revenues $ 2334746 $ 2,378860 $ 44,114 1.89%

Reconciliation to GL Revenues
Metered Revenues Per GL

Adjusted Metered Revenues per GL

Bilf Count Rev. before Annualization
Difference

% Difference

Tolerance (+/- 0.5%)

Acceptable

$ 2,080,185

$ 2,000,185

2,089,481
$ 703
0.03%
$ 10,451
Yes

Exhibit

Schedule H-1
Page 1

Witness: Bourassa

Percent Percent
of of
Present Proposed
Water Water
Revenues Revenues
74.04% 74.33%
2.3%% 2.42%
0.09% 0.10%
0.15% Q.15%
0.08% 0.08%
0.18% 0.18%
0.77% 0.83%
291% 3.08%
0.09% 0.09%
0.22% 0.23%
0.75% 0.78%
0.74% 0.77%
4,86% 5.04%
0.55% 0.36%
0.10% 0.08%
1.58% 1.09%
89.50% 89.62%
0.92% 0.91%
0.07% 0.07%
0.00% 0.00%
-0.01% 0.01%
0.01% -0.01%
0.00% 0.00%
0.00% 0.00%
0.14% 0.15%
0.00% 0.00%
0.00% 0.00%
0.04% 0.04%
-0.09% 0.09%
0.49% 0.51%
0.01% 0.01%
0.00% 0.00%
031% -0.22%
1.28% 1.41%
90.78% 91.00%
9.15% 9.02%
0.03% -0.02%
100.00% 100.00%

Additional  Additional
Bills Galions

631 3,612,962

31 266,008
-3 (23,144)
(4 {15,001)

1 3,73t

15 280,442
2 (13,001)

1 2,800

10 148,077
(8) (318,068)

15 2,330,549

[] 33,375
8) (1,212,811)

585 5,096,919
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Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000
100,000

$

Vail Water Company

Bill Comparison of Present and Proposed Rates

Customer Classification
Test Year Ended December 31, 2011

(Excludes all Revenue Related Taxes)

Present  Proposed
Bil Bilt
13.18 $ 14.70
17.18 18.45
21.18 22.20
25.18 25.95
29.18 29.70
33.18 33.70
37.18 37.70
41.18 41.70
4518 4570
49.18 49.70
53.18 53.70
61.18 62.20
69.18 70.70
77.18 79.20
85.18 87.70
93.18 96.20
113.18 117.45
133.18 138.70
153.18 159.95
173.18 181.20
193.18 202.45
213.18 223.70
253.18 266.20
293.18 308.70
333.18 351.20
373.18 393.70
413.18 436.20

Average Usage

6,720 $

4006 $ 4058

Median Usage

5500 $

3518 $ 3570

Residential 5/8x3/4 Inch Meter

Dollar Percent
increase Increase
$ 1.52 11.50%
$ 1.27 7.37%
$ 1.02 4.80%
$ 0.77 3.04%
$ 0.52 1.77%
$ 0.52 1.55%
$ 0.52 1.39%
$ 0.52 1.25%
$ 0.52 1.14%
$ 0.52 1.05%
$ 0.52 0.97%
$ 1.02 1.66%
$ 1.52 2.19%
$ 2.02 2.61%
$ 252 2.95%
$ 3.02 3.24%
3 4,27 3.77%
$ 5.52 4.14%
$ 6.77 4.42%
$ 8.02 4.63%
$ 9.27 4.80%
$ 10.52 4.93%
$ 13.02 5.14%
$ 15.52 5.29%
$ 18.02 541%
$ 20.52 5.50%
$ 23.02 557%
$ 0.52 1.29%
$ 0.52 1.47%

Exhibit

Schedule H-4
Page 1

Witness: Bourassa

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
All Gallons

Proposed Rates:
Monthly Minimum:
Gatlons in Minimum
Charge Per 1,000 Gallons

Upto 4,000
Upto 10,000
Over 10,000

LR R

13.18

4.00

14.70

3.7
4.00
4.25



Test Year Ended December 31, 2011
(Excludes all Revenue Related Taxes)

Vail Water Company
Bill Comparison of Present and Proposed Rates
Customer Classification

Present  Proposed

Usage Bill
- $ 2100 $
1,000 25.00
2,000 29.00
3,000 33.00
4,000 37.00
5,000 41.00
6,000 45.00
7,000 49.00
8,000 53.00
9,000 57.00
10,000 61.00
12,000 69.00
14,000 77.00
16,000 85.00
18,000 93.00
20,000 101.00
25,000 121.00
30,000 141.00
35,000 161.00
40,000 181.00
45,000 201.00
50,000 221.00
60,000 261.00
70,000 301.00
80,000 341.00
90,000 381.00
100,000 421.00
Average Usage
8344 3 5438 $
Median Usage
7500 $ 5100 $

Bill
23.42
2717
30.92
34.67
38.42
42.42
46.42
50.42
54.42
58.42
62.42
70.92
79.42
87.92
96.42

104.92

126.17

147.42

168.67

189.92

211.17

232.42

274.92

317.42

359.92

402.42

444.92

556.79

52.42

Exhibit
Schedule H-4

Residential 3/4 Inch Meter Page 2

Dollar

Increase

PO PADADAA DA ANDADD DO ADNPALL PN PO L

2.42
217
1.92
1.67
1.42
1.42
1.42
1.42
1.42
142
1.42
1.91
2.41
2.91
3.41
3.91
5.16
6.41
7.66
8.91
10.17
11.42
13.92
16.42
18.92
21.42
23.92

1.42

1.42

Percent

Increase

11.50%
8.66%
6.60%
5.05%
3.82%
3.45%
3.14%
2.89%
267%
2.48%
2.32%
2.78%
3.14%
3.43%
3.67%
3.88%
4.27%
4.55%
4.76%
4.93%
5.06%
5.17%
5.33%
5.45%
5.55%
562%
5.68%

2.60%

2.77%

Witness: Bourassa

Present Rates:
Monthly Minimum:
Gallons in Minimum

Charge Per 1,000 Gallons

All Gallons

Proposed Rates:
Monthly Minimum:
Gallons in Minimum

Charge Per 1,000 Gallons

Upto
Up to
Over

4,000
10,000
10,000

A hH P

21.00

4.00

23.42

3.75
4.00
4.25



Vail Water Company
Bill Comparison of Present and Proposed Rates
Customer Classification
Test Year Ended December 31, 2011
(Excludes all Revenue Related Taxes)

Present
Usage Bill
- $ 4050
1,000 44 50
2,000 48.50
3,000 52.50
4,000 56.50
5,000 60.50
6,000 64.50
7,000 68.50
8,000 7250
9,000 76.50
10,000 80.50
12,000 88.50
14,000 96.50
16,000 104.50
18,000 112.50
20,000 120.50
25,000 140.50
30,000 160.50
35,000 180.50
40,000 200.50
45,000 220.50
50,000 240.50
60,000 280.50
70,000 320.50
80,000 360.50
90,000  400.50
100,000  440.50
Average Usage
4681 $ 59.22
Median Usage

3,500 $

54.50

Proposed
Bill
$ 45.16
49.16
53.16
57.16
61.16
65.16
69.16
73.16
77.16
81.16
85.16
93.16
101.16
109.16
117.16
125.16
145.16
166.41
187.66
208.91
230.16
251.41
293.91
336.41
378.91
421.41
463.91

$ 63.88

$ 59.16

Residential 1 Inch Meter

Dollar Percent

Increase Increase

$ 466 11.50%
$ 466 10.47%
$ 466 9.60%
$ 466 8.87%
$ 466 8.24%
$ 466 7.70%
$ 466 7.22%
$ 4.66 6.80%
$ 466 6.42%
$ 4.66 6.09%
$ 466 5.79%
$ 466 5.26%
$ 466 4.83%
$ 466 4.46%
$ 4.66 4.14%
$ 466 3.87%
$ 466 3.31%
$ 59 3.68%
$ 716 3.97%
$ 841 4.19%
$ 966 4.38%
$ 1091 4.54%
$ 13.41 4.78%
$ 15.91 4.96%
$ 18.41 511%
$ 20.91 5.22%
$ 23.41 5.31%
$ 466 7.86%
$ 466 8.55%

Exhibit

Schedule H-4
Page 3

Witness: Bourassa

Present Rates:

Monthly Minimum: $
Gallons in Minimum

Charge Per 1,000 Gallons

All Gallons $
Proposed Rates:
Monthly Minimum: $

Gallons in Minimum

Charge Per 1,000 Gallons

Upto 25,000 $
Over 25000 $

40.50

4.00

45.16

4.00
4.25



Vail Water Company Exhibit

Bill Comparison of Present and Proposed Rates Schedule H4
Customer Classification Commercial 58x3/4 Inch Mete Page 4
Test Year Ended December 31, 2011 Witness: Bourassa

Present  Proposed Dollar  Percent

Usage Bilt Bilt Increase Increase
- $ 1318 $ 1470 $ 152 11.50%
1,000 17.18 1870 $§ 152 8.82% Present Rates:
2,000 21.18 270 $ 152 7.16% Monthly Minimum: $ 13.18
3,000 2518 2670 $ 152 6.02% Gallons in Minimum -
4,000 29.18 3070 $ 152 5.19% Charge Per 1,000 Gallons
5,000 33.18 3470 $ 152 4.57% All Gallons $ 4.00
6,000 37.18 3870 $ 152 4.08%
7,000 41.18 4270 $ 152 3.68%
8,000 45.18 4670 $ 152 3.35%
9,000 49.18 5070 $ 152 3.08%
10,000 53.18 5470 $ 152 2.85%
12,000 61.18 6270 $ 152 2.48% Proposed Rates:
14,000 69.18 7070 $ 152 2.19% Monthly Minimum: $ 14.70
16,000 77.18 7870 $ 152 1.96% Gallons in Minimum -
18,000 85.18 8.70 $ 152 1.78% Charge Per 1,000 Galions
20,000 93.18 9470 $ 1562 1.63% Upto 50,000 $ 4.00
25,000 113.18 11470 $ 152 1.34% Over 50,000 $ 425
30,000 13318 13470 $ 152 1.14%
35,000 15318 15470 $ 152 0.99%
40,000 17318 17470 $ 152 0.88%
45,000 193.18 19470 $ 152 0.78%
50,000 21318 21470 $ 152 0.71%
60,000 25318 25720 $ 402 1.59%
70,000 29318 29970 $ 652 2.22%
80,000 33318 34220 $ 9.02 271%
90,000 37318 38470 $ 1152 3.09%
100,000 41318 42720 $ 14.02 3.39%
Average Usage
8274 $ 4628 $ 4779 $ 152 3.28%
Median Usage

4,500 $ 3118 $§ 3270 $ 152 4.86%



Vail Water Company
Bill Comparison of Present and Proposed Rates
Customer Classification

Present
Usage Bill
- $ 21.00
1,000 25.00
2,000 29.00
3.000 33.00
4,000 37.00
5,000 41.00
6,000 45.00
7,000 49.00
8,000 53.00
9,000 57.00
10,000 61.00
12,000 69.00
14,000 77.00
16,000 85.00
18,000 93.00
20,000 101.00
25,000 121.00
30,000 141.00
35,000 161.00
40,000 181.00
45,000 201.00
50,000 221.00
60,000 261.00
70,000 301.00
80,000 341.00
90,000 381.00
100,000 421.00
Average Usage
10858 $ 64.43
Median Usage

9,500 $

59.00

Proposed
Bill
$ 2342
27.42
31.42
35.42
39.42
43.42
47.42
51.42
65.42
59.42
63.42
71.92
80.42
88.92
97.42
105.92
127.17
148.42
169.67
190.92
21217
23342
27592
31842
360.92
403.42
44592

$ 67.06

$ 61.42

Commercial 3/4 Inch Meter
Test Year Ended December 31, 2011

Dollar
increase
242
2.42
2.42
2.42
2.42
2.42
2.42
2.42
2.42
242
242
2.91
341
3.91
4.41
4.91
6.16
7.41
8.66
9.91
11.17
12.42
14.92
17.42
19.92
22.42
24.92

PO ADNAPDAPDLPLPADAARNAPRAANNDPANDLLADLDOLLSD

$ 263

$ 242

Percent

Increase

11.50%
9.66%
8.33%
7.32%
6.53%
5.89%
537%
4.93%
4.56%
4.24%
3.96%
4.22%
4.44%
461%
4.75%
487%
5.10%
5.26%
5.38%
5.48%
5.55%
5.62%
571%
5.79%
5.84%
588%
5.92%

4.08%

4.08%

Exhibit

Schedule H4
Page 5

Witness: Bourassa

Present Rates:

Monthly Minimum: $
Gallons in Minimum

Charge Per 1,000 Gallons

All Gallons $
Proposed Rates:
Monthly Minimum: $

Gallons in Minimum

Charge Per 1,000 Gallons

Upto 10,000 $
Over 10,000 $

21.00

4.00

23.42

4.00
4.25



Vail Water Company
Bill Comparison of Present and Proposed Rates
Customer Chassification

Present

Usage Bill
- $ 40.50
1,000 44 50
2,000 48.50
3,000 52.50
4,000 56.50
5,000 60.50
6,000 64.50
7,000 68.50
8,000 72.50
9,000 76.50
10,000 80.50
12,000 88.50
14,000 96.50
16,000 104.50
18,000 112.50
20,000 120.50
25,000 140.50
30,000 160.50
35,000 180.50
40,000 200.50
45,000 220.50
50,000 240.50
60,000 280.50
70,000 320.50
80,000 360.50
90,000 400.50
100,000 440.50

Average Usage
18848 $ 11589
Median Usage

11,000 $ 84.50

Proposed
Bill
$ 4518
49.16
63.16
57.16
61.16
65.16
69.16
73.16
77.16
81.16
85.16
93.16
101.16
109.16
117.16
125.16
145.18
166.41
187.66
208.91
230.16
25141
2931
336.41
378.91
421.41
463.91

$ 120.55

$ 89.16

Commercial 1 inch Meter
Test Year Ended December 31, 2011

Dollar Percent
Increase Increase
$ 466 11.50%
$ 466 10.47%
$ 466 9.60%
$ 466 8.87%
$ 466 8.24%
$ 466 7.70%
$ 466 7.22%
$ 466 6.80%
$ 466 6.42%
$ 466 6.09%
$ 466 5.79%
$ 466 5.26%
$ 466 4.83%
$ 466 4.46%
$ 466 4.14%
$ 466 3.87%
$ 466 3.31%
$ 591 3.68%
$ 7.16 3.97%
$ 841 4.19%
$ 966 4.38%
$ 10.91 4.54%
$ 13.41 4.78%
$ 1591 4.96%
$ 18.41 5.11%
$ 2091 5.22%
$ 23.41 5.31%
$ 466 4.02%
$ 466 5.51%

Exhibit

Schedule H4
Page 6

Witness: Bourassa

Present Rates:

Monthly Minimurm: $
Gallons in Minimum

Charge Per 1,000 Gallons

Al Gallons $
Proposed Rates:
Monthly Minimum: $

Gallons in Minimum

Charge Per 1,000 Gallons

Upto 25,000 $
Over 25000 $

40.50

4.00

45.16

4.00
425



Vail Water Company Exhibit

Bill Comparison of Present and Proposed Rates Schedule H4
Customer Classification Commercial 1 1/2 Inch Meter Page 7
Test Year Ended December 31, 2011 Witness. Bourassa

Present Proposed Dollar  Percent

Usage Bill Bill Increase Increase
- $ 8920 $ 9946 $ 1026 11.50%
1,000 93.20 10346 $ 10.26 11.01% Present Rates:
2,000 9720 10746 $ 1026 10.55% Monthly Minimum: $ 89.20
3,000 10120 11146 $ 10.26 10.14% Gallons in Minimum -
4,000 105.20 11546 $ 1026 9.75% Charge Per 1,000 Gallons
5,000 10820 11946 $ 10.26 9.39% Ali Gallons $ 4.00
6,000 11320 12346 $ 10.26 9.06%
7,000 11720 12746 $ 10.26 8.75%
8,000 12120 13146 $ 10.26 8.46%
9,000 12620 13546 $ 1026 8.19%
10,000 12920 13946 $ 10.26 7.94%
12,000 13720 14746 $ 10.26 7.48% Proposed Rates:
14,000 14520 15546 $ 10.26 7.06% Monthly Minimum: $ 99.46
16,000 15320 16346 $ 10.26 6.70% Gallons in Minimum -
18,000 16120 17146 $ 10.26 6.36% Charge Per 1,000 Gallons
20,000 16920 17946 $ 10.26 6.06% Upto 50,000 $ 4.00
25,000 18920 19946 $ 10.26 5.42% Over 50,000 $ 425
30,000 20920 21946 $ 10.26 4.90%
35,000 22920 23946 $ 10.26 4.48%
40,000 24920 25946 $ 10.26 4.12%
45,000 26920 27946 $ 10.26 3.81%
50,000 28920 29946 $ 10.26 3.55%
60,000 32920 34196 $ 1276 3.88%
70,000 36920 38446 $ 15.26 4.13%
80,000 40920 42696 $ 17.76 4.34%
90,000 44920 46946 $ 20.26 451%
100,000 48920 51196 $ 22.76 4.65%
Average Usage
4611.$ 10765 $ 11790 $ 10.26 9.53%
Median Usage

2500 $ 99.20 $ 10946 $ 1026 10.34%



Vail Water Company Exhibit

Bill Comparison of Present and Proposed Rates Schedule H4
Customer Classification Commerical 2 Inch Meter Page8
Test Year Ended December 31, 2011 Witness: Bourassa

Present Proposed  Dollar Percent

Usage Bill Bill Increase Increase
- $ 14770 $ 16469 $ 1699 11.50%
1,000 151.70 16869 $ 1699 11.20% Present Rates:
2,000 155.70 17269 $ 1699 10.91% Monthly Minimum: . $ 147.70
3,000 159.70 17669 $ 1699  10.64% Gallons in Minimum -
4,000 163.70 18069 $ 16.99 10.38% Charge Per 1,000 Gallons
5,000 167.70 18469 $ 1699 10.13% All Gallons $ 4.00
6,000 17170 18869 $ 16.99 9.89%
7,000 175.70 19269 $ 16.99 9.67%
8,000 179.70 19669 $ 16.99 9.45%
9,000 183.70 20069 $ 16.99 9.25%
10,000 187.70 20469 $ 16.99 9.05%
12,000 195.70 21269 $ 16.99 8.68% Proposed Rates:
14,000 203.70 22069 $ 16.99 8.34% Monthly Minimum: $ 164.69
16,000 21170 22869 $. 16.99 8.02% Gallons in Minimum -
18,000 21970 23669 § 16.99 7.73% Charge Per 1,000 Gallons
20,000 227.70 24469 $ 16.99 7.46% Upto 80,000 $ 4.00
25,000 24770 26469 $ 16.99 6.86% Over 80,000 $ 425
30,000 267.70 28469 $ 16.99 6.34%
35,000 287.70 30469 $ 16.99 5.90%
40,000 307.70 32469 $ 1699 5.52%
45,000 327.70 34469 $ 16.99 5.18%
50,000 347.70 36469 $ 16.99 4.89%
60,000 387.70 40469 $ 16.99 4.38%
70,000 427.70 44469 $ 16.99 3.97%
80,000 467.70 48469 $ 16.99 363%
90,000 507.70 52719 $ 1949 3.84%
100,000 547.70 56969 $ 21.99 4.01%
Average Usage
18005 $ 21972 $ 23671 $ 16.99 7.73%
Median Usage

8500 $§ 18170 $ 19869 $ 16.99 9.35%




Vail Water Company
Bill Comparison of Present and Proposed Rates

Customer Classification

Test Year Ended December 31, 2011
(Excludes all Revenue Related Taxes)

Present  Proposed

Usage Bitl Bill
- $ 1318 $ 1470
1,000 17.18 18.70
2,000 21.18 2270
3,000 25.18 26.70
4,000 29.18 30.70
5,000 33.18 34.70
6,000 37.18 38.70
7,000 41.18 4270
8,000 45.18 46.70
9,000 49.18 50.70
10,000 53.18 54.70
12,000 61.18 63.20
14,000 69.18 71.70
16,000 77.18 80.20
18,000 85.18 88.70
20,000 93.18 97.20
25,000 113.18 118.45
30,000 133.18 139.70
35,000 153.18 160.95
40,000 173.18 182.20
45,000 193.18  203.45
50,000 213.18 22470
60,000 25318  267.20
70,000 293.18  309.70
80,000 333.18  352.20
90,000 37318 39470
100,000 413.18  437.20
Average Usage
10,343 $ 5455 § 56.15
Median Usage
13,000 $ 6518 $ 67.45

frrigation 5/8x3/4 Inch

BB OPR P PARRNPLPANALN DR NOARLNANPASD

<~

Dollar
Increase
1.52
1.52
1.52
1.52
1.52
1.52
1.52
1.52
1.52
1.52
1.52
2.02
2.52
3.02
3.52
4.02
527
6.52
777
9.02
10.27
11.52
14.02
16.52
19.02
21.52
24.02

1.60

2.27

Percent
Increase
11.50%
8.82%
7.16%
6.02%
5.19%
4.57%
4.08%
3.68%
3.35%
3.08%
2.85%
3.29%
3.64%
3.91%
4.13%
4.31%
4.65%
4.89%
5.07%
521%
531%
5.40%
5.54%
5.63%
5.71%
577%
5.81%

2.94%

3.48%

Exhibit

Schedule H-4
Page 9

Witness: Bourassa

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
All Gallons

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 10,000 $
Over 10,000 $

13.18

4.00

14.70

4.00
4.25



Vail Water Company
Bill Comparison of Present and Proposed Rates
Customer Classification

Present

Usage Bill
- $ 2100
1,000 25.00
2,000 29.00
3,000 33.00
4,000 37.00
5,000 41.00
6,000 45.00
7,000 49.00
8,000 53.00
9,000 57.00
10,000 61.00
12,000 69.00
14,000 77.00
16,000 85.00
18,000 93.00

20,000 101.00
25,000 121.00
30,000 141.00
35,000 161.00
40,000 181.00
45,000 201.00
50,000 221.00
60,000 261.00
70,000 301.00
80,000 341.00
90,000 381.00
100,000 421.00

Average Usage

4462 $ 3885

Median Usage

1,500 $§ 27.00

Proposed
Bilt
$ 23.42
27.42
31.42
3542
39.42
43.42
47.42
51.42
55.42
58.42
63.42
71.92
80.42
88.92
97.42
105.92
127147
148.42
169.67
190.92
21217
233.42
275.92
318.42
360.92
403.42
445.92

$ 41.26

$ 2942

Irrigation 3/4 Inch
Test Year Ended December 31, 2011
(Excludes all Revenue Related Taxes)

BAODADDADDDANRBOADODLDADDDALPDDLNN L

Doliar
Increase
242
242
242
242
2.42
242
242
2.42
2.42
242
2.42
2.91
3.41
3.9
4.41
491
6.16
7.41
8.66
9.91
11.17
12.42
14.92
17.42
19.92
22.42
24 92

2.41

2.42

Percent
Increase
11.50%
9.66%
8.33%
7.32%
6.53%
5.89%
5.37%
4.93%
4.56%
4.24%
3.96%
4.22%
4.44%
4.61%
4.75%
4.87%
5.10%
5.26%
5.38%
5.48%
5.55%
5.62%
5.71%
5.79%%
5.84%
5.88%
5.92%

6.22%

8.94%

Exhibit

Schedule H-4
Page 10

Witness: Bourassa

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Galions
Ali Gallons

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons

Up to 10,000
Over 10,000

©» &

21.00

4.00

23.42

4.00
4.25



Vail Water Company
Bill Comparison of Present and Proposed Rates
Customer Classification

Present

Usage Bill
- $ 4050
1,000 4450
2,000 48.50
3,000 52.50
4,000 56.50
5,000 60.50
6,000 64.50
7,000 68.50
8,000 72.50
9,000 76.50
10,000 80.50
12,000 88.50
14,000 96.50
16,000 104.50
18,000 112.50
20,000 120.50
25,000 140.50
30,000 160.50
35,000 180.50
40,000 200.50
45,000 220.50
50,000 240.50
60,000 280.50
70,000 320.50
80,000 360.50
90,000 400.50
100,000 440.50

Average Usage
13,968 $§ 96.37
Median Usage

9,000 $ 76.50

Proposed
Bill
$ 4516
49.16
53.16
57.16
61.16
65.16
69.16
73.16
77.16
81.16
85.16
93.16
101.16
109.16
117.16
125.16
145.16
166.41
187.66
208.91
230.16
251.41
293.91
336.41
378.91
421.41
463.91

$ 101.03

$ 81.16

frrigation 1 Inch
Test Year Ended December 31, 2011
{Excludes all Revenue Related Taxes)

NPBODLARLDLANARDANDNDDDODDLPDBLLNL N

©¥ &

Dollar
Increase
4.66
4.66
4.66
4,66
4.66
4.66
4.66
4.66
4.66
4.66
4.66
4.66
4,66
4.66
4.66
4.66
4.66
5.91
7.16
8.41
9.66
10.91
13.41
15.91
18.41
20.91
23.41

4.66

4.66

Percent
Increase
11.50%
10.47%
9.60%
8.87%
8.24%
7.70%
7.22%
6.80%
6.42%
6.09%
5.79%
5.26%
4.83%
4.46%
4.14%
3.87%
3.31%
3.68%
3.97%
4.19%
4.38%
4.54%
4.78%
4.96%
5.11%
5.22%
5.31%

4.83%

6.09%

Exhibit

Schedule H4
Page 11

Witness: Bourassa

Present Rates:

Monthly Minimum: $
Gallons in Minimum

Charge Per 1,000 Gallons

All Gallons $

Proposed Rates:

Monthly Minimum: $
Gallons in Minimum

Charge Per 1,000 Gallons

Upto 25000 $
Over 25000 $

40.50

4.00

45.16

4.00
425



Vail Water Company

Bill Comparison of Present and Proposed Rates
Customer Classification

Test Year Ended December 31, 2011

Present
Usage Bill
- $ 89.20
1,000 93.20
2,000 97.20
3,000 101.20
4,000 105.20
5,000 109.20
6,000 113.20
7,000 117.20
8,000 121.20
9,000 125.20
10,000 129.20
12,000 137.20
14,000 145.20
16,000 153.20
18,000 161.20
20,000 169.20
25,000 189.20
30,000 209.20
35,000 229.20
40,000 24920
45,000 269.20
50,000 289.20
60,000 329.20
70,000 369.20
80,000 409.20
90,000 449.20
100,000 489.20
Average Usage
31,594 §& 21557
Median Usage
13,000 $ 141.20

Proposed
Bill
$ 99.46
103.46
107.46
111.46
115.46
119.46
123.46
127.46
131.46
135.46
139.46
147.46
155.46
163.46
171.46
179.46
199.46
219.46
239.46
259.46
279.46
299.46
341.96
384.46
426.96
469.46
511.96

$ 22583

$ 151.46

Irrigation 1 1/2 Inch

Dollar

Increase

DB PADPDDDPDPOAPADONDDADANPDPLDDPLPAPNAADADNAD

L

10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
10.26
12.76
15.26
17.76
20.26
2276

10.26

10.26

Percent
Increase

11.50%
11.01%
10.55%
10.14%
9.75%
9.39%
9.06%
8.75%
8.46%
8.19%
7.94%
7.48%
7.06%
6.70%
6.36%
6.06%
5.42%
4.90%
4.48%
4.12%
3.81%
3.55%
3.88%
4.13%
4.34%
4.51%
4.65%

4.76%

7.26%

Exhibit

Schedule H-4
Page 12

Witness: Bourassa

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
All Gallons

Proposed Rates:
Monthly Minimum:
Galllons in Minimum
Charge Per 1,000 Gallons

Upto 50,000 $
Over 50,000 $

89.20

4.00

99.46

4.00
4.25



Vail Water Company Exhibit

Bill Comparison of Present and Proposed Rates Schedule H-4
Customer Classification lrrigation 2 Inch Page 13
Test Year Ended December 31, 2011 Witness: Bourassa
(Excludes all Revenue Related Taxes)
Present Proposed Dollar Percent
Usage Bilt Bilt Increase  Increase
- $ 14770 $ 16469 $ 1699 11.50%
1,000 151.70 16869 $ 16.99 11.20% Present Rates:
2,000 155.70 17269 $§ 1699 10.91% Monthly Minimum: $ 147.70
3,000 159.70 17669 $ 16.99 10.64% Gallons in Minimum -
4,000 163.70 18069 $ 16.99 10.38% Charge Per 1,000 Gallons
5,000 167.70 18469 $ 1699 10.13% All Gallons $ 4.00
6,000 171.70 18869 $ 16.99 9.89%
7,000 175.70 19269 $ 1699 9.67%
8,000 179.70 19669 $ 1699 9.45%
9,000 183.70 20069 $ 16.99 9.25%
10,000 187.70 20469 $ 1699 9.05%
12,000 195.70 21269 $ 16.99 8.68% Proposed Rates:
14,000 203.70 22069 $ 16.99 8.34% Monthly Minimum: $ 164.69
16,000 211.70 22869 $ 1699 8.02% Gallons in Minimum -
18,000 219.70 23669 $ 16.99 7.73% Charge Per 1,000 Gallons
20,000 227.70 24469 $§ 1699 7.46% Up to 80,000 $ 4.00
25,000 247.70 26469 $ 16.99 6.86% Over 80,000 $ 4.25
30,000 267.70 28469 $ 1699 6.34%
35,000 287.70 30469 $ 16.99 5.90%
40,000 307.70 32469 $§ 16.99 5.52%
45,000 327.70 34469 $ 16.99 5.18%
50,000 347.70 36469 $ 16.99 4.89%
60,000 387.70 40469 $ 1699 4.38%
70,000 427.70 44469 $ 16.99 3.97%
80,000 467.70 48469 $ 1699 3.63%
90,000 507.70 52719 $ 1949 3.84%
100,000 547.70 56969 $ 2199 4.01%

Average Usage
164,452 § 80551 $ 84361
Median Usage
133252 $ 68071 $ 71101 $ 3030 4.45%

-

38.10 4.73%



Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000
100,000

$

Average Usage

5,522

$

Median Usage

4,500

$

Vail Water Company
Bill Comparison of Present and Proposed Rates
Customer Classification
Test Year Ended December 31, 2011
{Excludes all Revenue Related Taxes)

Standpipe - 5/8x3/4 Inch

Present Proposed Doltar

Bill
1318 $
17.18
21.18
25.18
29.18
33.18
37.18
41.18
45.18
49.18
53.18
61.18
69.18
77.18
85.18
93.18

113.18

133.18

153.18

173.18

193.18

213.18

253.18

293.18

333.18

373.18

41318

3527 $

3118 $

Bill
425
8.50

12.75
17.00
21.25
25.50
29.75
34.00
38.25
4250
51.00
59.50
68.00
76.50
85.00

106.25

127.50

148.75

170.00

191.25

212,50

255.00

297.50

340.00

382.50

42500

23.47

19.13

Percent

Increase Increase
$ (13.18) 0.00%
(12.93) -75.26%
(12.68) -59.87%
(12.43) -49.36%
(12.18) -41.74%
(11.93) -35.96%
(11.68) -31.41%
(11.43) -27.76%
(11.18) -24.75%
(10.93) -22.22%
(10.68) -20.08%
(10.18) -16.64%
(9.68) -13.99%
(9.18) -11.89%
(8.68) -10.19%
8.1 -8.78%
6.93) 6.12%
(5.68) -4.26%
(4.43) -2.89%
(3.18) -1.84%
(1.93) -1.00%
(0.68) -0.32%
1.82 0.72%
4.32 1.47%
6.82 2.05%
9.32 2.50%
11.82 2.86%
$ (11.80) -33.46%
$ (12.06) -38.66%

Exhibit

Schedule H4
Page 14

Witness: Bourassa

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
All Gallons

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Galions
All Gallons

13.18

4.00

4.25




Usage
- 3
1,000
2,000
3,000
4,000
5,000
6,000
7.000
8,000
9,000
10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000
100,000

Average Usage
36,876 $

Median Usage
37,500 $

Vail Water Company

Bill Comparison of Present and Proposed Rates

Customer Classification
Test Year Ended December 31, 2011

(Excludes all Revenue Related Taxes)

Present Proposed

Bill
4050 $
4450
48.50
52.50
56.50
60.50
64.50
68.50
72.50
76.50
80.50
88.50
96.50

104.50

112.50

120.50

14050

160.50

180.50

200.50

22050

240.50

280.50

32050

360.50

400.50

44050

188.00 $

19050 $

Bill
425
8.50

1275
17.00
21.25
25.50
29.75
34.00
38.25
4250
51.00
59.50
68.00
76.50
85.00
106.25
127.50
148.75
170.00
191.25

212.50

255.00

297.50

340.00

382.50

425.00

156.72

159.38

Standpipe - 1 Inch

Dollar Percent
Increase Increase
$ (40.50) 0.00%

(40.25) -90.45%

(40.00) -82.47%

(39.75) -75.71%

(39.50) -69.91%

(39.25) -64.88%

(39.00) -6047%

(38.75) -56.57%

(38.50) -53.10%

(38.25) -50.00%

(38.00) -47.20%

(37.50) -4237%

(37.00) -38.34%

(36.50) -34.93%

(36.00) -32.00%

(35.50) -29.46%

(34.25) -2438%

(33.00) -20.56%

(31.75) -17.59%

(30.50) -15.21%

(29.25) -13.27%

(28.00) -11.64%

{(256.50) -9.09%

(23.00) -7.18%

(20.50) -5.69%

(18.00) -4.49%

(15.50) -3.52%
$ (31.28) -1664%

-16.34%

$ (31.13)

Exhibit

Schedule H4
Page 15

Witness: Bourassa

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
All Gallons

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Galions
All Gallons

40.50

4.00

425




Bill Comparison of Present and Proposed Rates
Construction 3 Inch

Vail Water Company

Customer Classification
Test Year Ended December 31, 2011

Usage
- 8
10,000
20,000
30,000
40,000
50,000
100,000
150,000
200,000
250,000
300,000
350,000
400,000
450,000
500,000
1,000,000
1,500,000
2,000,000
2,500,000
3,000,000
3,500,000
4,000,000
4,500,000
5,000,000
10,000,000
15,000,000
20,000,000

Average Usage

139,198 $

Median Usage

45,000 $

Present
Bill
284.20
324.20
364.20
404.20
444.20
484.20
684.20
884.20
1,084.20
1,284.20
1,484.20
1,684.20
1,884.20
2,084.20
2,284.20
4,284.20
6,284.20
8,284.20
10,284.20
12,284.20
14,284 .20
16,284.20
18,284.20
20,284.20
40,284 .20
60,284.20
80,284.20

840.99

464.20

. Proposed

Bill
$ -
42.50
85.00
127.50
170.00
21250
425.00
637.50
850.00
1,062.50
1,275.00
1,487.50
1,700.00
1,912.50
2,125.00
4,250.00
6,375.00
8,500.00
10,625.00
12,750.00
14,875.00
17,000.00
19,125.00
21,250.00
42,500.00
63,750.00
85,000.00

$ 59159

$ 19125

Doliar
increase
(284.20)
(281.70)
(279.20)
(276.70)
(274.20)
(271.70)
(259.20)
(246.70)
(234.20)
(221.70)
(209.20)
(196.70)
(184.20)
(171.70)
(159.20)
(34.20)
90.80
215.80
340.80
465.80
590.80
715.80
840.80
965.80
2,215.80
3,465.80
4,715.80

(249.40)

(272.95)

Percent

Increase

-100.00%
-86.89%
-76.66%
-68.46%
-61.73%
-56.11%
-37.88%
-27.90%
-21.60%
-17.26%
-14.10%
-11.68%

-9.78%
-8.24%
-6.97%
-0.80%
1.44%
2.60%
3.31%
3.79%
4.14%
4.40%
4.60%
4.76%
5.50%
5.75%
5.87%

-29.66%

-58.80%

Exhibit

Schedule H4
Page 16

Witness: Bourassa

Present Rates:

Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
All gallons

Proposed Rates:
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
All gailons

284.20

4.00

4.25



6.6'682
6.6'682
6.6'682
§/6'682
$.6'682
6/6'682
§16'682
6.6'682
6.26'68C
1£8'682
§69'682
olp'682
651'682
0£9'882
0i1'882
ove'ese
TL9'P82
zie'esz
210'082
289'v.2
202’292
L8252
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INTRODUCTION AND QUALIFICATIONS
PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029.

ARE YOU THE SAME THOMAS J. BOURASSA THAT CONCURRENTLY
FILED DIRECT TESTIMONY ON RATE BASE, INCOME STATEMENT, |
REVENUE REQUIREMENT AND RATE DESIGN IN THIS DOCKET?

Yes, and all of my background information and testimony regarding my
qualifications are contained in that portion of my direct testimony.

SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL
FOR THE COMPANY

WHAT IS THE PURPOSE OF THIS PORTION OF YOUR DIRECT
TESTIMONY?

This portion of my direct testimony focuses on cost of capital issues. I will testify
in support of Vail Water Company’s (“VWC” or “the Company”) proposed rate of
return on its fair value rate base (“FVRB”). I am sponsoring the Company’s D
Schedules, which are attached to this testimony. There are 20 schedules that
support my testimony and one attachment. As noted above, I am also sponsoring
direct testimony that addresses the Company’s rate base, income statement
(revenue and operating expenses), required increase in revenue, and its rate design
and proposed rates and charges for service. For convenience, that testimony and
my related schedules are contained in separate volumes.

PLEASE SUMMARIZE YOUR COST OF CAPITAL TESTIMONY.

I have determined that the cost of equity for the publicly traded water utilities falls
in the range of 8.5 percent to 12.6 percent with the midpoint of the range at 10.6

percent. After accounting for differences in financial risk and company size, I am
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recommending a return on equity (“ROE”) of 10.4 percent for the Company. The
10.4 percent is the mid-point of the range of estimates after adjusting for financial
and company specific risk.

My recommendation is based on consideration of (i) cost of equity estimates
using constant growth and multi-stage growth discounted cash flow (“DCF”)
models and the capital asset pricing model (“CAPM”) for the sample group of
publicly traded utilities, (i) my review of the economic conditions expected to
prevail during the period in which new rates will be in effect, (iii) my judgments
about the risks associated with relativély small utilities like VWC that are not
captured by the market data for publicly-traded water utilities used in my DCF and
CAPM models, (iv) the financial risk associated with the level of debt in VWC’s
capital structure, and (v) additional specific business and operational risks faced by
VWC.

WHAT IS THE RECOMMENDED CAPITAL STRUCTURE FOR VWC(C?
The actual and adjusted capital structure at the end of the test year (December 31,
2011) consists of 100 percent equity.

WHAT IS THE WEIGHTED AVERAGE COST OF CAPITAL?

The weighted cost of capital based upon a capital structure consisting of 0 percent
debt and 100 percent equity and a cost of equity of 10.4 percent is 10.4 percent as
shown on Schedule D-1.

PLEASE SUMMARIZE THE APPROACH YOU USED TO ESTIMATE
THE COST OF EQUITY FOR THE COMPANY.

The cost of equity for VWC cannot be estimated directly because the Company’s
equity is not in the form of a publicly traded security and thus there is no market
data for VWC. Consequently, I employed the DCF and CAPM models using data

from a sample of water utilities selected from the Value Line Investment Survey as
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a starting point in my analysis. There are six water utilities in my sample:
American States Water, Aqua America, California Water, Connecticut Water,
Middlesex Water, and SJW Corp. As explained later in my testimony, these
companies aren’t really comparable to VWC, but they are water utilities for which
market data are available and because the Utilities Division Staff has relied on data
for these water utilities in a number of recent water and sewer utility rate cases.

To serve as a check on the reasonableness of my cost of equity estimate and
recommendation, I prepared cost of equity estimates using two risk premium
methods (build-up methods) that do not require a beta estimate. Again, VWC is
not publicly traded, so there is no beta to estimate the cost of equity for VWC
directly. Further, there are no publicly traded utilities of comparable size to VWC
from which a proxy beta for VWC can be obtained. Build-up methods are
commonly used for noﬁ-publicly traded companies.

My DCF analyses indicate ROEs in the range of 9.1 percent to 10.3 percent
with a midpoint of 9.7 percent. The CAPM analysis, again using the same sample
group, indicates ROEs in the range of 8.0 percent to 15.0 percent are appropriate
with a midpoint of 11.5 percent. Both the DCF and CAPM ranges are before
consideration of financial risk and company-specific risks such as size.

Given VWC’s proposed capital structure and relatively small size compared
to the larger publicly-traded utilities used in my sample, the regulatory methods
and policies used in this jurisdiction, and other company-specific factors, it is my
opinion that at the present time, a cost of equity of at least 10.4 percent is
warranted. My cost of equity estimate using the build-up methods indicates a cost
of equity for VWC in the range of 10.1 percent to 13.8 percent with a mid-point of
12.0 percent. Thus, the 10.4 percent cost of equity estimate produced by the DCF

and CAPM is conservative,
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My recommendation of a 10.4 percent ROE balances my judgment about
the degree of financial and business risk associated with an investment in VWC as
well as consideration of the current economic environment. A summary of my cost
of equity analysis result is shown on Schedule D-4.1.

OVERVIEW_ OF THE RELATIONSHIP BETWEEN RISK AND THE
EXPECTED RETURN ON AN INVESTMENT
HOW IS THE COST OF EQUITY TYPICALLY ANALYZED?

The cost of equity is the rate of return that equity investors expect to receive on
their investment. Investors can choose to invest in many types of assets, not simply
publicly traded stock. Each investment will have varying degrees of risk, ranging
from relatively low risk assets such as Treasury securities to somewhat higher risk
corporate bonds to even higher risk common stocks. As the level of risk increases,
investors require higher returns on their investment. Finance models that are used
to estimate the cost of equity often rely on this basic concept.

CAN YOU ILLUSTRATE THE CAPITAL MARKET RISK-RETURN
CONCEPT?

Yes. The following graph depicts the risk-return relationship that has become
widely known as the Capital Market Line (“CML”). The CML illustrates in a

general way the risk-return relationship.
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The Capital Market Line (CML)
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The CML can be viewed as a continuum of the available investment opportunities
for investors. Investment risk increases move upward and to the right along the
CML. Again, the return required by investors increases with the risk.

HOW DOES THE RISK-RETURN TRADE OFF CONCEPT WORK IN
THE CAPITAL MARKET?

As indicated by the CML, the allocation of capital in a free market economy is
based upon the relative risk of, and expected return from, an investment. In
general, investors rank investment opportunities in the order of their relative risks.
Investment alternatives in which the expected return is commensurate with the
perceived risk become viable investment options. If all other factors remain equal,
the greater the risk, the higher the rate of return investors will require to

compensate them for the possibility of loss of either the principal amount invested
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or the expected annual income from such investment.

Short-term Treasury bills provide a high degree of certainty and in nominal
terms (after considering inflation) are considered virtually risk free. Long-term
bonds and preferred stocks, having priority claims to assets and fixed income
payments, are relatively low risk, but are not risk free. The market values of long-
term bonds often fluctuate when government policies or other factors cause interest
rates to change. Common stocks are higher and to the right on the CML continuum
because they are exposed to more risk. Common stock risk includes the nature of
the underlying business and financial strerigth of the issuing corporation as well as
market-wide factors, such as general changes in capital costs.

The capital markets reflect investor expectations and requirements each day
through market prices. Prices for stocks and bonds change to reflect investor
expectations and the relative attractiveness of one investment versus another.
While the example provided above seems straightforward, returns on common
stocks are not directly observable in advance, in contrast to debt or preferred stocks

with fixed payment terms. This means that these returns must be estimated from

market data. Estimating the cost of equity capital is a matter of informed judgment

about the relative risk of the company in question and the expected rate of return
characteristics of other alternative investments.

HOW IS THE COST OF EQUITY FOR A PARTICULAR UTILITY
DETERMINED?

The estimation of a utility’s cost of equity is complex. It requires an analysis of the
factors influencing the cost of various types of capital, such as interest on long-
term debt, dividends on preferred stock, and earnings on common equity. The data
for such an analysis comes from highly competitive capital markets, where the firm

raises funds by issuing common stock, selling bonds, and by borrowing (both long-

6
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and short-term) from banks and other financial institutions. In the capital markets,
the cost of capital, whether the capital is in the form of debt or equity, is
determined by two important factors:

1) The pure or real rate of interest, often called the risk-free rate of
interest; and,

2) The uncertainty or risk premium (the compensation the investor
requires over and above the real or pure rate of interest for subjecting
his capital to additional risk).

PLEASE DISCUSS THESE FACTORS IN GREATER DETAIL.

The pure rate of interest essentially reflects both the time preference for and the
productivity of capital. From the standpoint of the individual, it is the rate of
interest required to induce the individual to forgo present consumption and offer
the funds thus saved to others for a specified length of time. Moreover, the pure
rate of interest concept is based on the assumption that no uncertainty affects the
investment undertaken by the individual, i.e., there is no doubt that the periodic
interest payments will be made and the principal returned at the end of the time
period. In reality, investments without any risk do not exist. Every commitment of
funds involves some degree of uncertainty.

Turning to the second factor affecting the cost of capital, it is generally
accepted that the higher the degree of uncertainty, the higher the cost of capital.
Investors are regarded as risk adverse and require that the rate of return increase as
the risk(s) (uncertainty) associated with an investment increase(s).

CAN YOU PROVIDE SOME PERSPECTIVE ON YOUR PREVIOUS
DISCUSSION WITH RESPECT TO RETURNS ON COMMON STOCKS?

Yes. Conceptually,

[1]  Required Return for Returnon a
Common Stocks = risk-free asset + Risk Premium

7
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where the risk premium investors require for common stocks will be higher than
the risk premium they require for investment grade bonds. This relationship is
depicted in the graph of the CML above. As I will discuss later in this testimony,
this concept is the basis of risk premium methods, such as the CAPM, that are used
to estimate the cost of equity.

WHAT HAS BEEN THE RECENT EXPERIENCE IN THE U.S. CAPITAL
MARKETS?

In the past 10 years, inflation and capital market costs have generally declined.
Interest rates have been lower than in previous decades. Past inflation, as
measured by the Consumer Price Index, has been at relatively low levels in the past
10 years.

The roughly 6 year span of economic expansion after the 2001 recession
began to wane in 2007. Year-over-year Gross Domestic Product (“GDP”) growth1
for 2004, 2005, and 2006 was 3.6 percent, 2.9 percent, and 2.8 percent,
respectively. GDP growth was, in part, spurred on by low interest rates during this
period. The Federal Reserve, having lowered the target Federal Funds rate to 1.0
percent by the end of 2003, began raising interest rates in 2004 to help keep the
economy from overheating and to help keep inflation in check. By mid-2006, the
target Federal Funds rate had been raised to 5.25 percent.

The economic expansion was broad, taking in the major consumer and
industrial sectors for much of its span. However, the economic expansion also
brought excesses, particularly in the areas of housing, lending practices, and the
financial markets.

Economic growth slowed in 2007. For 2007, the year-over-year GDP

! GDP percentage change based on current dollars (1930-2010).

8
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growth had dropped to 2.0 percent with the last quarter of 2007 at a negative 0.2
percent. The slow economic growth, combined with the excesses during the
economic expansion of the previous 6 years, created turmoil in the credit, financial,
and housing markets. This turmoil had a significant drag on the economy. Federal
Reserve Chairman Ben Bernanke noted in Congressional testimony in late 2008
that financial markets were under considerable stress and that broader retrenchment
in the willingness of investors to bear risk, troubles in the credit markets and a
weaker outlook of economic growth have each added to the stresses on economic
growth.

In order to address the weakening economy, the Federal Reserve, starting in
September 2007, has undertaken a series of Federal Funds rate cut actions (500 to
525 total basis points). The reductions in interest rates by the Federal Open Market
Committee (“FMOC”) were taken in order to promote economic growth and to
mitigate risks to economic activity. The target Federal Funds rate currently stands
at zero to .25 percent.

The recession, which some argue began in late 2007, continued through
2008 and for most of 2009. The year-over-year GDP growth for 2008 was -0.3
percent. The year-over-year GDP growth for 2009 was -3.5 perceﬁt. However
during the last quarter of 2009 the economy grew 3.8 percent. Many economists
believe the recession ended in the third quarter of 2009, however, the recovery has
been slow and tepid.

GDP growth for 2010 was a modest 3.0 percent. However, the economy
began to wane in the third and fourth quarters of 2010. In the first and second
quarter of 2011, the business expansion stumbled. GDP growth for the first and
second quarter of 2011 was 0.4 percent and 1.3 percent, respectively. Economists

noted that unusually severe weather and the earthquake in Japan that disrupted

9
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supply chains contributed to the falloff in business expansion in the first half of
2011. The 2011 budget and debt ceiling battles and the downgrade in U.S. debt
have contributed heavily to low consumer sentiment and consumer spending
throughout 2011. GDP growth for 2011 was an anemic 1.7 percent. GDP growth
for the first quarter of 2012 was just 1.9 percent. Estimates for GDP growth for the
first quarter are not much better at 2.0 percent. Economists see the economy
plodding along at a listless pace and foresee modest GDP growth of 2.2 to 2.8
percent over the next year. '
WHAT ABOUT INTEREST RATES AND THE STATUS OF THE STOCK
MARKET?
With respect to interest rates, the Federal Reserve lowered the Federal Funds target
rate to near zero during the depths of the 2007 to 2009 recession where it continues
to stand at zero to .25 percent. While the move to lower interest rates may have
been necessary at the time, the Federal Reserve is left with little latitude to affect
new monetary moves going forward. In August 2009, the Federal Reserve
announced that it intended to keep interest rates low well into 2013 due, in part, to
the expected economic conditions going forward. This news was met with mixed
reactions from investors. On the one hand, investors and businesses received some
level of certainty regarding interest rates over the next few years. On the other
hand, the need to keep interest rates low reflects that the Federal Reserve does not
expect economic conditions to improve much over the same period. More recently
the Fed has said it is likely to raise interest rates at the end of 2014, but not until
then, an announcement that means that the Fed does not expect the economy to
complete its recovery from the 2008 crisis over the next few years.

In short, the current capital markets continue to reflect the uncertainty and

low confidence of investors in the financial markets and in the future prospects of

10
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economic growth over the next few years. Naturally, despite relatively low U.S.
Treasury yields over the past several years, the premiums required for investors to
hold and buy private securities remains high due to this ongoing uncertainty.

IS THERE A RELATIONSHIP BETWEEN THE COST OF EQUITY AND
INTEREST RATES?

Yes. All things being equal, the cost of equity moves in the same direction as
interest rates. Lower interest rates on U.S Treasuries (“risk-free” rate) imply lower
equity returns and visa versa. However, as indicated by Equation [1] above, the
risk premium required to compensate investors also impacts the cost of equity.
Higher risk premiums required by investors imply higher equity costs and vice
versa. Risk premiums are impacted by uncertainty not only with respect future
interest rates, but uncertainty with respect business and economic conditions, and
inflation (or deflation). Risk premiums also reflect other risk factors such busmess
and operation risk, regulatory risk, financial risk, construction risk, and liquidity
risk.

IS VWC AFFECTED BY THESE SAME MARKET UNCERTAINTIES AND
CONCERNS?

Yes, in general, all investors are impacted by economic uncertainty including the
Company’s investors. Capital costs have risen significantly over the past few years
because of this uncertainty. And, smaller utilities like VWC generally feel the
impact worse because of their size, with a small customer base, limited service
territory, and a related limited or inability to attract capital.

WHAT RECENT DEVELOPMENTS IN THE WATER UTILITY
INDUSTRY ARE AFFECTING INVESTMENTS?

On the whole, the water and wastewater utility industry is expected to continue to

confront increasing need for infrastructure upgrades and replacement, as well as
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possible additional demand. Value Line Investment Survey (July 10, 2012)
continues to stress that many utilities have facilities that are decades old and in
need of significant maintenance and, in some cases, massive renovation and
replacement. As infrastructure costs continue to climb, many smaller companies
are at a serious disadvantage. Without sufficient resources to fund improvements
to meet new and more stringent requirements, many smaller companies are being
forced to sell to larger utilities, which have greater operational flexibility and
resources, as well as access to capital. However, Value Line notes that many of
the companies in this sector are starved for cash and balance sheets are debt-laden.
This will require outside financing largely from more debt and higher associated
interest expense, which will thwart share-earnings and shareholder gains. Some
companies may have to rethink current payout ratios of the costs of doing business
cannot be curbed.

WHAT CAN THE COMMISSION DO TO INCENT UTILITIES LIKE VWC
TO CONTINUE TO MAKE NECESSARY INVESTMENT IN
INFRASTRUCTURE?

The Commission can and should recognize that investors have other options and
when it comes to regulated utilities, those options are almost always better than
investing in Arizona. By adhering almost uniformly to Staff’s recommended
ROEs, the Commission is sending a message that it will reduce returns on equity to
placate ratepayers with lower rates. That might make ratepayers happy, but it is
shortsighted. The health of the state rests on its ability to attract investment,
including investment in new water infrastructure and we need a PUC that incents,
not discourages that investment with consistent ROEs that are not nearly always at
the low end of the spectrum.

PLEASE DISCUSS IN MORE DETAIL THE IMPACT OF RISK ON
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CAPITAL COSTS.
With reference to specific utilities, risk is often discussed as consisting of two
separate types of risk: business risk and financial risk.

Business risk, the basic risk associated with any business undertaking, is the
uncertainty associated with the enterprise’s day-to-day operations. In essence, it is
a function of the normal day-to-day business environment, both locally and
nationally. Business risks include the condition of the economy and capital
markets, the state of labor markets, regional stability, government regulation,
technological obsolescence, and other similar factors that may impact demand for
the business product and its cost of production. For utilities, business risk also
includes the volatility of revenues due to abnormal weather conditions, degree of
operational leverage, regulation, and regulatory climate. Regulation, for example,
can compound the business risk if it is unpredictable in reacting to cost increases
both in terms of the time lag and magnitude for recovery of such increases.
Regulatory lag makes it difficult to earn a reasonable return, particularly in an
inflationary environment and/or when there is significant lag between the timing of
investment in capital projects and its recognition in rates. Put simply, the greater
the degree of uncertainty regarding the various factors affecting a company’s
business, the greater the risk of an investment in that company and the greater the
compensation required by the investor.

Financial risk, on the other hand, concerns the distribution of business risk
to the various capital investors in the utility. As I discussed earlier, permanent
capital is normally divided into three categories: long-term debt, preferred stock,
and common equity. Because common equity owners have only a residual claim
on earnings after debt and preferred stockholders are paid, financial risk tends to be

concentrated in that element of the firm’s capital. Thus, a decision by management
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to raise additional capital by issuing additional debt concentrates even more of the
financial risk of the utility in the common equity owners.

An important component of financial risk is construction risk. Construction
risk refers to the magnitude of a company’s capital budget. If a company has a
large construction budget relative to internally generated cash flows it will require
external financing. It is important that companies have access to capital funds on
reasonable terms and conditions. Utilities are more susceptible to construction risk
for two reasons. First, utilities generally have high capital requirements to build
plant to serve customers. Second, utilities have a mandated obligation to serve
leaving less flexibility both in the timing and discretion of scheduling capital
projects. This is compounded by the limited ability to wait for more favorable
market conditions to raise the capital necessary to fund the capital projects.

Although often discussed separately, the two types of risks (business and
financial) are interrelated. Specifically, a common equity investor may seek to
offset exposure to high financial risk by investing in a firm perceived to have a low
degree of business risk. In other words, the total risk to an investor would be high
if the enterprise was characterized as a high business risk with a large portion of its
permanent capital financed with senior debt. To attract capital under these
circumstances, the firm would have to offer higher rates of return to its common
equity investors.
THE MEANING OF “JUST AND REASONABLE” RATE OF RETURN
HAVE THE COURTS SET FORTH ANY CRITERIA THAT GOVERN THE
RATE OF RETURN THAT A UTILITY’S RATES SHOULD PRODUCE?
Yes. In 1923, the U.S. Supreme Court set forth the following criteria for

determining whether a rate of return is reasonable in Bluefield Water Works and

Improvement Co. v. Public Service Commission of West Virginia, 262 U.S. 679,

14




O 0 N N bW e

[ T T
W N e O

692-93 (1923):

A public utility is entitled to such rates as will permit it to earn a
return on the value of the property which it employs for the
convenience of the public equal to that generally being made at the
same time and in the same general part of the country on investments
on other business undertakings which are attended by corresponding
risks and uncertainties .... The return should be reasonably sufficient
to assure confidence in the financial soundness of the utility and
should be adequate, under efficient and economical management, to
maintain and support its credit and enable it to raise money necessary
for the proper discharge of its public duties. A rate of return may be
reasonable at one time and become too high or too low by changes
affecting opportunities for investment, the money market, and
business conditions generally.

In summary, under Bluefield Water Works:

(1)  The rate of return should be similar to the return in businesses with

similar or comparable risks;
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The return should be sufficient to ensure the confidence in the
financial integrity of the utility; and
The return should be sufficient to maintain and support the utility’s

credit.

In Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591
(1944), the U.S. Supreme Court stated the following regarding the return to owners

of a company:

[T]he return to the equity owner should be commensurate with
returns on investments in other enterprises having
corresponding risks.  That return, moreover, should be
sufficient to assure confidence in the financial integrity of the
enterprise, so as to maintain its credit and to attract capital.

320 U.S. at 603.
Q. HOW HAVE THESE CRITERIA BEEN APPLIED IN REGULATORY
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PROCEEDINGS?

Yes, but the application of the “reasonableness” criteria laid down by the Supreme
Court has resulted in controversy. The typical method of computing the overall
cost of capital is quite straightforward: it is the composite, weighted cost of the
various classes of capital (debt, preferred stock, and common equity) used by the
utility. The weighting is done by calculating the proportion that each class of
capital bears to total capital. However, there is no consensus regarding the best
method of estimating the cost of equity capital. The increasing regulatory
emphasis on objectivity in determinirig the rate of return has resulted in a
proliferation of market-based finance models that are used in equity return
determination. As will be discussed more fully below, however, none of these

models are universally accepted as the “correct” means of estimating the ROE.

THE ESTIMATED COST OF EQUITY FOR YWC

A.  The Publicly Traded Utilities That Comprise the Sample Group Used to
Estimate the Company’s Cost of Equity.

PLEASE DESCRIBE THE APPROACH YOU FOLLOWED IN YOUR
COST OF CAPITAL ANALYSIS FOR VWC.

Again, estimating the cost of equity is a matter of informed judgment. The
development of an appropriate rate of return for a regulated enterprise involves a
determination of the level of risk associated with that enterprise and the
determination of an appropriate return for that risk level. Practitioners employ
various techniques that provide a link to actual capital market data and assist in
defining the various relationships that underlie the equity cost estimation process.
Since VWC is not publicly traded, the information required to directly
estimate its cost of equity is not available. Accordingly, as previously noted, I used
a sample group of water utilities as a starting point to develop an appropriate cost

of equity for VWC. There are six water utilities included in the sample group:

16




N=REN--TE N = N % T~ VS R N

NN NN e it i e et e et e e

American States Water, Aqua America, California Water, Connecticut Water,
Middlesex Water, and SJW Corp. All these companies are followed by the Value
Line Investment Survey.

ARE THE WATER UTILITIES IN YOUR SAMPLE DIRECTLY
COMPARABLE TO VWC?

No, but they are utilities for which market data is available. All of them are
regulated, they primarily provide water service, although some provide both water
and wastewater services, and their primary source of revenues is from regulated
services. Therefore, they provide a useful starting point for developing a cost of
equity for the Company. I emphasized “starting point” because VWC is not

publicly traded. Additionally, there is no market data available for smaller utilities,

like VWC, that can be used to more directly develop cost of equity estimates.
BRIEFLY, WHY IS A PROXY SAMPLE GROUP NECESSARY IN A COST
OF CAPITAL ANALYSIS AND HOW IS IT SELECTED?

The comparable earnings standard set forth in the Hope and Bluefield decisions
require the rate of return afforded to utilities be similar to the return in businesses
with similar or comparable risks.> A proxy group of companies with comparable
risk is therefore the starting point in a cost of capital analysis.

There are two broad approaches to choosing a proxy group.” The first
approach consists of selecting pure-play companies that are directly comparable in
risk to the subject utility. The companies are chosen using strict criteria with an
attempt to identify companies with the same investment risk as the subject utility.
There are several qualitative measures that influence investors’ assessment of risk

that can be used to screen companies. These include SIC classification, bond

2 Bourassa Dt. at 14-15.
3 Morin at 400,
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ratings, beta risk, business risk scores, size, percentage of revenues from regulated
operations, common equity ratio, geographical location, etc.*

The second approach is to select as large a group of utilities as possible that
is representative of the utility industry average and make adjustments for any
differences between the subject utility and the industry average. Whether one
employs the direct approach or the indirect approach, the selection of companies
for a proxy group always raises the question of whether it is possible to select a
group that are of comparable risk. Further, there is always the question of
identifying any differences in investment risk. The electric, natural gas, and water
utility industries have witnessed numerous takeovers, restructuring, corporate
reorganizations, unbundling, and increased competition over the last decade or so,
all of which has made selections of proxy groups more difficult.’

The Company’s approach utilizes an indirect method. The water companies
selected derive the vast majority of their revenues from regulated operations. As
shown in Schedule D-4.2, the six water utilities on average derive over 90 percent
of the revenues from regulated activities. These companies were also chosen
because they are publicly traded, are not in financial distress, and there is a
sufficiently long financial and market history from which to perform an analysis.

The bottom line is that the water utility companies in my proxy group are
considered representative of the average of the industry, and, as I have stated
throughout my testimony, must be adjusted for differences in investment risk.
DOES THE MARKET DATA PROVIDED BY THE WATER UTILITY
SAMPLE CAPTURE ALL OF THE MARKET RISKS THAT VWC MIGHT
FACE IF IT WERE PUBLICLY TRADED?

‘1d
‘I
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In my opinion, no. As I stated, there is no comparable market data for utility
companies the size of VWC. The average revenue of the water utility sample
companies is over 150 times that of VWC, and the average net plant of the water
utility sample companies is over 76 times that of VWC. Even the smallest
company in the sample group, Connecticut Water, has over 25 times the net plant-
of VWC, and over 32 times the revenues.

Putting aside the size aspect, an investment in the Company is not a liquid
investment. If an investor invests in any of the publicly traded utilities and is not
happy with the returns, he/she may sell his/her stock within minutes while
liquidating an investment in VWC could take years. This is liquidity risk.
Liquidity risk is a significant risk to an investment in non-publicly traded
companies like VWC. Some researchers believe that the size premium
phenomenon for smaller companies in the public markets is, in part, a reflection of
liquidity risk.

PLEASE PROVIDE A GENERAL DESCRIPTION OF THE WATER
UTILITIES IN YOUR SAMPLE. \

Schedule D-4.2 lists the current operating revenues and net plant for the six water
utilities as reported by AUS Utility Reports (formerly C.A. Turner Utility Reports)
and VWC, respectively. The six (6) sample companies may be generally described

as follows:

(1) American States Water (AWR) primarily serves the California
market through Golden State Water Company, which provides water
services to nearly 256,000 customers within 75 communities in 10
counties in the State of California, primarily in Los Angeles, San
Bernardino, and Orange counties. AWR also owns an electric utility

service provider with over 23,000 customers, but approximately 72
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percent of its revenues were derived from commercial and residential
water customers. Revenues for AWR were nearly $420 million in
2011 and net plant was nearly $890 million at the end of 2011.

Aqua America (WTR) owns regulated utilities in Pennsylvania,

Ohio, North Carolina, Illinois, Texas, New Jersey, Florida, Indiana,
Virginia, Missouri, New York, and Georgia, serving nearly 900,000
customers at the end of 2011. WTR’s utility base is diversified
among residential water, commercial water, fire protection, industrial
water, other water, and wastewater customers. Total revenues for
WTR were nearly $730 million in 2011 and net plant was over $3.6
billion at the end of 2011.

California Water Service Group (CWT) owns subsidiaries in

California, New Mexico, Washington, and Hawaii serving nearly
500,000 customers. Revenues for CWT were over $501 million in
2011 and net plant nearly $1.4 billion at the end of 2011.

Connecticut Water Services (CTWS) owns subsidiaries in

Connecticut, Maine, Massachusetts and Rhode Island serving over
90,000 customers. Revenues for CTWS were over $69 million in
2011 and net plant over $360 million at the end of 2011.

Middlesex Water (MSEX) owns subsidiaries in New Jersey,

Delaware and Pennsylvania serving over 110,000 customers and
provides water service under contract to municipalities in central
New Jersey serving a population of over 303,000. Revenues for
MSEX were over $102 million in 2011 and net plant was over $422
million at the end of 2011.

SIW _Corp. (SJIW) owns San Jose Water, which provides water
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service in a 138 square mile area in San Jose, California, and
surrounding communities serving nearly 235,000 customers.
Revenues for SITW were $239 million in 2011 and net plant was
nearly $731 million at the end of 2011.
HOW DOES YWC COMPARE TO THE SAMPLE WATER UTILITIES?
It is much smaller. At the end of the test year, the Company had approximately
3,900 water customers. Its revenues totaled approximately $2.3 million, and net
plant-in-service was approximately $16.4 million. VWC is located in Pima
County, Arizona, and has a very small service territory compared to the sample
water companies.
ARE THERE OTHER CHARACTERISTICS OF SMALLER UTILITIES,
LIKE VWC, THAT INCREASE RISK?
Yes. VWC has about 3 times as much zero cost capital (advances-in-aid of
construction and contributions-in-aid of construction) in its capitalization as do the
sample water utilities. This is not surprising as smaller utilities, having less access
to debt and equity capital, fund more of their utility plant with developer funds.
All things being the equal, rates are lower as a result. While this is a benefit to
ratepayers, a high proportion of zero cost capital increases risk to VWC and its
stockholders. VWC has an obligation to refund advances, and like debt
obligations, refund payments take priority on cash flows over distributions to
shareholders or utilizing cash to cover operating expenses or internally fund capital
improvements. And while advanced plant receives depreciation recovery in rates
providing cash flows to make refunds, contributed plant does not and neither type
of zero cost capital plant contributes to earnings. Ultimately, however, both types
of zero cost capital have detrimental impacts on the long-term cash flows of the

Company. Advanced plant and contributed plant still has to be maintained and
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eventually has to be replaced. This places additional stress on earnings and
increases risk to the Company as the eventual plant replacements will require the
Company to raise additional capital to fund the replacements.

Water and sewer utilities are also capital intensive and typically have
relatively large construction budgets. Since the last rate case, the Company has
added over $18 million of new plant and has annual capital budgets for the next
three years of nearly $2.5 million. As I have previously discussed in this testimony,
firms with large capital budgets face construction risk (a form of financial risk).
The size of a utility’s capital budget relative to the size of the utility itself often
increases construction risk. Large utilities may be able to fund their capital budgets
from their earnings, cash flows, and short-term borrowings. For smaller utilities,
like VWC, the ability to fund relatively large capital budgets from earnings, cash
flows, and short-term debt is difficult without the need for additional outside
capital.

WHAT OTHER RISK FACTORS DISTINGUISH VWC FROM THE
LARGER SAMPLE WATER UTILITIES?

There are a number of factors including the differences in regulatory environments,
differences in the type of test year used for rate making, and differences in the
available regulatory mechanisms for recovery of costs outside of a rate case. All
these factors have an impact on the ability of a utility to actually earn its authorized
return.

SO VWC REALLY ISN°'T COMPARABLE TO THE SAMPLE WATER
UTILITIES.

It really isn’t, for the reasons I have stated. Besides the obvious difference in size
as well as difference is regulatory environments, constraints on the rate making

process in Arizona, coupled with lower returns over the past decade than most
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states, make it difficult to obtain approval of rates that allow Arizona water utilities
to recover the costs of service they will actually incur during the period when new
rates are put in place, which can be a few years beyond the test year. In the
interim, actual operating costs continue to increase. Risks are thus higher for VWC
and the required return on equity should be above the level required by water
utilities that operate in states that do not have such limitations, whether imposed by
law or by agency policy, on the rate-setting system. Unfortunately, as I have
testified, the approaches commonly used to estimate a utility’s cost of equity
require market data, which is not available for smaller companies and utilities
operating exclusively in Arizona, like VWC. As a result, much larger, public
companies must be used as proxies.

But the emphasis on proxy is very important. The criteria established by the
Supreme Court in decisions such as Bluefield Water Works require the use of
comparable companies, i.e., companies that would be viewed by investors as
having similar risks. A rational investor would not regard VWC as having the
same level of risk as WTR or even CTWS - even with VWC’s lower financial risk
- because of the previously mentioned small size characteristics and the regulatory
constraints in Arizona. Consequently, the results produced by the DCF and CAPM
methodologies, utilizing data for the sample utilities, often understate the
appropriate return on equity for a regulated water utility provider such as VWC.,

IS THERE A RELATIONSHIP BETWEEN A UTILITY’S CAPITAL
STRUCTURE AND ITS COST OF CAPITAL?

Yes. Generally speaking, when a firm engages in debt financing, it exposes itself
to greater risk. Once debt becomes significant relative to the total capital structure,
the risk increases in a geometric fashion compared to the linear percentage increase

in the debt ratio itself. This risk is illustrated by considering the effect of leverage
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on net earnings. For example, as leverage increases, the equity ratio falls. This
creates two adverse effects. First, equity earnings decline rapidly and may even
disappear. Second, the “cushion” of equity protection for debt falls. A decline in
the protection afforded debt holders, or the possibility of a serious decline in debt
protection, will act to increase the cost of debt financing. Therefore, one may
conclude that each new financing, whether through debt or equity, impacts the
marginal cost of future financing by any alternative method. For a firm already

perceived as being over-leveraged, this additional borrowing would cause the

" marginal cost of both equity and debt to increase. On the other hand, if the same

firm instead successfully employed equity funding, this could actually reduce the
real marginal cost of additional borrowing, even if the particular equity issuance
occurred at a higher unit cost than an equivalent amount of debt.

HOW DO THE CAPITAL STRUCTURES OF THE SAMPLE WATER
UTILITIES COMPARE TO YWC?

Schedule D-4.3 shows that the pro forma capital structure of VWC for this rate
case contains 100 percent equity and 0 percent debt, compared to the average of the
water utility sample of 50.0 percent debt and 50.0 percent equity.

Having less debt in its capital structure implies that VWC has less financial
risk than the sample water utilities. However, smaller utilities cannot support the
same level of debt as larger utilities. Smaller utilities face higher business and
operational risk, as compared to larger utilities, which magnify the financial risk of
higher debt levels in their capital structures. Although VWC does not have any
debt in its capital structure, the high proportion of zero cost capital (AIAC and
CIAC) serve to keep the impact on the revenue requirement per $100 of plant

investment relatively low compared to the publicly traded companies.
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B. Overview of the DCF and CAPM Methodologies
PLEASE EXPLAIN THE GENERAL APPROACHES TO ESTIMATING
THE COST OF CAPITAL. |

These two broad approaches:

1) identify comparable-risk sample companies and estimate the cost of

capital directly, or,

2) find the location of the CML and estimate the relative risk of the

company, which jointly determines the cost of capital.

The DCF model is an example of a method falling into the first general
approach. It is a direct method, but uses only a subset of the total capital market
evidence. The DCF model rests on the premise that the fundamental value of an
asset (stock) is its ability to generate future cash flows to the owner of that asset
(stock). I will explain the DCF model in detail in a moment, but for now, the DCF
is simply the sum of a stock’s expected dividend yield and the expected long-term
growth rate. Dividend yields are readily available, but long-term growth estimates
are not.

The CAPM is an example of a method falling into the second general
approach. It uses information on all securities rather than a small subset. 1 will
explain the CAPM in more detail later. For now, the CAPM is a risk-return
relationship, often depicted graphically as the CML. The CAPM is the sum of a
risk-free return and a risk premium.

The Build-up Risk Premium method (“Build-up Method”) is another
example of a method falling into the second general approach. I will explain the
Build-up Method in more detail later. For now, the Build-up method, like the
CAPM, is a risk-return relationship. The Build-up Method is the sum of a risk-free

return and a risk premium. However, rather than a single risk premium as is used
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in the CAPM, the risk premium in the Build-up Method is made up of one or more
risk premia. Each risk premium represents the reward an investor receives for
taking on a specific risk.

Each of these three methods has its own way of measuring investor
expectations. In the final analysis, ROE estimates are subjective and should be
based on sound, informed judgment ratidnally articulated and supported by
competent evidence. I have applied several versions of the DCF, and two versions
of the CAPM to “bracket” the fair cost of equity capital for VWC, but without
taking into account the additional risks that VWC possesses. I also use the Build-
up Method which serves as a reasonableness check on the results of my DCF and
CAPM.

C.  Explanation of the DCF Model and Its Inputs
PLEASE EXPLAIN IN DETAIL THE DCF METHOD OF ESTIMATING
THE COST OF EQUITY.

The DCF model is based on the concept that the current price of a share of stock is
equal to the present value of future cash flows from the purchase of the stock. In
other words, the DCF model is an attempt to replicate the market valuation process
that sets the price investors are willing to pay for a share of a company’s stock. It
rests on the assumption that investors rely on the expected returns (i.e., cash flow
they expect to receive) to set the price of a security. The DCF model in its most
general form is:

[21  Po=CF/(1+k) + CF/(1+k)* + .... + CFy/(1+k)"
where k is the cost of equity; n is a very large number; Py is the current stock price;
arid, CF,, CF,,...CF, are all the expected future cash flows expected to be received
inperiods 1,2, ... n.

Equation (2) can be written to show that the current price (Py) is also equal
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to

[3] Po=CF/(1+k) + CFy/(1+k)* + ... + P/(1+k)"
where P, is the price expected to be received at the end of the period t. If the future
price (P, included a premium (an expected increase in the stock price or capital
gain), the price the investor would pay today (in anticipation of receiving that
premium) would increase. In other words, by estimating the cash flows from the
purchase of a stock in the form of dividends and capital gains, we can calculate the
investor’s required rate of return, i.e., the rate of return an investor presumptively
used in bidding the current price to the stock (Py) to its current level.

Equation [3] is a Market Price version of the DCF model. As with the
general form of the DCF model in equation [2], in the Market Price approach the
current stock price (Py) is the present value of the expected cash inflows. The cash
flows are comprised of dividends and the final selling price of the stock. The
estimated cost of equity (k) is the rate of return investors expect if they bought the
stock at today’s price, held the stock and received dividends through the transition
period, and then sold it for price (Py).

CAN YOU PROVIDE AN EXAMPLE TO ILLUSTRATE THE MARKET
PRICE VERSION OF THE DCF MODEL?

Yes. Assume an investor buys a share of common stock for $40. If the expected
dividend during the coming year is $2.00, then the expected dividend yield is 5
percent ($2.00/$40 = 5.0 percent). If the stock price is also expected to increase to
$43.00 after one year, this $3.00 expected gain adds an additional 7.5 percent to the
expected total rate of return ($3.00/$40 = 7.5 percent). Thus, the investor buying
the stock at $40 per share, expects a total return of 12.5 percent (5 percent dividend
yield plus 7.5 percent price appreciation). The total return of 12.5 percent is the

appropriate measure of the cost of capital because this is the rate of return that
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caused the investor to commit $40 of his capital by purchasing the stock.
PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE DCF
MODEL.

Under the assumption that future cash flows are expected to grow at a constant rate

(P4

(“g”), equation [2] can be solved for k and rearranged into the simple form:

[4] k=CF/Py+g

where CF/P, is the expected dividend yield and g is the expected long-term
dividend (price) growth rate (“g”). The expected dividend yield is computed as the
ratio of next period’s expected dividend (“CF,”) divided by the current stock price
(“Py”). This form of the DCF model is known as the constant growth DCF model
and recognizes that investors expect to receive a portion of their total return in the
form of current dividends and the remainder through future dividends and capital
(price) appreciation. A key assumption of this form of the model is that investors
expect that same rate of return (k) every year and that market price grows at the
same rate as dividends. This has not been historically true for the water utility
sample, as shown by the data in Schedule D-4.4 and Schedule D.4.5. As a result,
estimates of long-term growth rates (g) should take this into account.

ARE THERE ANY CONCERNS ABOUT APPLYING THE DCF MODEL
TO UTILITY STOCKS? |

There are a number of reasons why caution must be used when applying the DCF
model to utility stocks. First, the stock price and dividend yield components may
be unduly influenced by structural changes in the industry, such as mergers and
acquisitions, which influence investor expectations. Second, the DCF model is
based on a number of assumptions that may not be realistic given the current
capital market environment. The traditional DCF model assumes that the stock

price, book value, dividends, and earnings all grow at the same rate. This has not
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been historically true for the sample water utility companies. Third, the application
of the DCF model produces estimates of the cost of equity that are consistent with
investor expectations only when the market price of a stock and the stock’s book
value are approximately the same. The DCF model will overstate the cost of
equity when the market-to-book ratio exceeds 1.0 and conversely will understate
the cost of equity when the market-to-book ratio is less than 1.0. The reason for
this is that the market-derived return produced by the DCF is often applied to book
value rate base by regulators. Fourth, the assumption of a constant growth rate
may be unrealistic, and there may be difficulty in ﬁnding an adequate proxy for the
growth rate. Historical growth rates can be downward biased as a result of the
impact of anemic historical growth rates in earnings, mergers and acquisitions, |
restructuring, unfavorable regulatory decisions, and even abnormal weather
patterns. Further, by placing too much emphasis on the past, the estimation of
future growth becomes circular.

LET’S TURN TO THE SPECIFIC INPUTS USED IN YOUR DCF MODELS.
WHAT DATA HAVE YOU USED TO COMPUTE THE EXPECTED
DIVIDEND YIELD (CF,/P;) IN YOUR MODELS?

First, I computed a current dividend yield (CFy/P;). The expected dividend yield
(CF/Py) is the current dividend yield (CF(/Py) times one plus the growth rate (g). 1
used the spot price for each of the stocks of the water utilities in the sample group
on as reported by the Value Line Investment Analyzer for Jul 10, 2012 for Py. The
current dividend (CF) is the dividend for the next year as reported by Value Line.
In my schedules, the current dividend yield is denoted as (Do/Py), where Dy is the
current dividend and Py is the spot stock price. (D,/Py) is used to denote the
expected dividend yield in the schedules.

WHAT MEASURES OF GROWTH (“g”) HAVE YOU USED?
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For my primary DCF growth estimate, I have used analyst growth forecasts, where
available, from four different, widely-followed sources: Zack’s Investment
Research, Reuters, Yahoo Fi inance®, and Value Line. Schedule D-4.6 reflects the
analyst estimates of growth. The currently available estimates from these four
sources provide at least two estimates for each of the sample water utility
companies. When there is no estimate of forward-looking growth for a utility in the
water utilities sample or there is only one estimate, I have assumed investors expect
the growth for that utility to equal the average of growth rates for the other water
utilities in the sample. V

WHY DID YOU USE FORECASTED GROWTH RATES AS YOUR
PRIMARY ESTIMATE OF GROWTH?

The DCF model requires estimates of growth that investors expect in the future and
not past estimates of growth that have already occurred. Accordingly, I use as a
primary estimate of growth analysts’ forecasts of growth. Logically, in estimating
future growth, financial institutions and analysts have taken into account all
relevant historical information on a company as well as other more recent
information.” To the extent that past results provide useful indications of future
growth prospects, analysts’ forecasts would already incorporate that information.
In addition, a stock’s current price reflects known historic information on that
company, including its past earnings history. Any further recognition of the past

will double count what has already occurred. Therefore, forward-looking growth

® Yahoo Finance analyst estimates provided by Thompson Financial.

" David A. Gordon, Myron J. Gordon and Lawrence 1 Gould, “Choice Among Methods of
Estimating Share Yield,” Journal of Portfolio Management (Spring 1989) 50-55. Gordon,
Gordon and Gould found that a consensus of analysts’ forecasts of earnings per share growth for
the next five years provides a more accurate estimate of growth required in the DCF model than
three different historical measures of growth (historical EPS, historical DPS, and historical
retention growth). They explain that this result makes sense because analysts would take into
account such past growth as indicators of future growth as well as any new information.
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rates should be used.

WHAT OTHER ESTIMATES OF GROWTH DID YOU USE?

I use the 5-year historical average growth rates in the stock price, book value per
share (“BVPS”), earnings per share (“EPS”) and dividends per share (“DPS”)
along with the average of analyst expectations. Using the historical average of
growth in price, BVPS, EPS, and DPS is reasonable because investors know that,
in equilibrium, common stock prices, BVPS, EPS and DPS will all grow at the
same rate and would take information about changes in stock prices and growth in
BVPS into account when they price utilities’ stocks. As I stated either, a basic
assumption of the DCF model is that the stock price, BVPS, EPS and DPS all grow
at the same rate. While I believe the use of historical growth rates gives added
recognition to the past that is already incorporated into analyst estimates of growth,
I have been criticized by the Staff in the past for not giving direct consideration to
past growth rates in my estimate of growth. So, I have endeavored to remove any
basis for the criticism in this case. However, I do so reluctantly because the
empirical evidence indicates that analyst estimates of growth are the best measure
of growth for use in the DCF for utility stocks.

HAVE YOU USED ANALYST ESTIMATES OF DPS GROWTH?

No. While I did not use analyst estimates of DPS growth, the average projected
DPS growth rate of 3.8 percent is higher than the historical DPS growth rate of
3.33 percent. Putting this aside, I did not use analyst estimates of dividend growth
primarily because there are analyst estimates for dividend growth for only three of
the six sample companies. Further, only one source (Value Line) provides DPS
growth estimates. The wide availability of earnings growth estimates compared to
dividend growth estimates indicates a greater reliance by investors on earnings

rather than dividends for their investment decisions.
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D. Explanation of the CAPM and Its Inputs
PLEASE EXPLAIN THE CAPM METHODOLOGY FOR ESTIMATING
THE COST OF EQUITY.

As I already indicated, the CAPM is a type of risk premium methodology that is
often depicted graphically in a form identical to the CML. Put simply, the CAPM
formula is the sum of a risk-free rate plus a risk premium. It quantifies the
additional return required by investors for bearing incremental risk. The risk-free
rate is the reward for postponing consumption by investing in the market. The risk
premium is the additional return compensation for assurhing risk.

The CAPM formula provides a formal risk-return relationship premised on
the idea that only market risk matters, as measure by beta. The CAPM formula is:

(M k = Re + BRaRp
where k is the expected return, R¢ s the risk-free rate, Ry, is the market return, (R¢-
Ry,) is the market risk premium, and B is beta.

The difficulty with the CAPM is that it is a prospective or forward-looking
model while most of the capital market data required to match the input variables
above is historical.

WHAT IS THE RISK-FREE RATE?

It is the return on an investment with no risk. The U.S. Treasury rate serves as the
basis for the risk-free rate because the yields are directly observable in the market
and are backed by the U.S. government. Practically speaking, short-term rates are
volatile, fluctuate wideiy and are subject to more random disturbances than long-
term rates. In short, long-term Treasury rates are preferred for these reasons and
because long-term rates are more appropriately matched to securities with an
indefinite life or long-term investment horizon.

WHAT IS BETA AND WHAT DOES IT MEASURE?
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A.

Beta is a measure of the relative risk of a security in relation to the market. In
other words, it is a measure of the sensitivity of a security to the market as a whole.
This sensitivity is also known as systematic risk. It is estimated by regressing a
security’s excess returns against a market portfolio’s excess returns. The slope of
the regression line is the beta.

Beta for the market is 1.0. A security with a beta greater than 1.0 is
considered riskier than the market. A security with a beta less than 1.0 is
considered less risky than the market.
| There are computational problems surrounding beta. It depends on the
return data, the time period used, its duration, the choice of the market index, and
whether annual, monthly, or weekly return figures are used. Betas are estimated
with error. Based on empirical evidence, high betas will tend to have a positive
error (risk 1s overestimated) and low betas will have a negative error (risk is
underestimated).®
WHAT DID YOU USE AS THE PROXY OF THE BETA FOR VWC?

I used the average beta of the sample water utility companies. Betas were obtained
from Value Line Investment Analyzer (July 10, 2012). Value Line is the source for
estimated betas that I regularly employ, along with Staff, and it is widely-accepted
by financial analysts. The average beta as shown on Schedule D-4.9 is 0.72. 1
should note that because VWC is not publicly traded, VWC has no beta. I believe
that VWC, if it were publicly traded, would have a higher beta than the sample
water utility companies.

WHY WOULD YWC HAVE A HIGHER BETA?

As previously indicated, smaller companies are more risky than larger companies.

8 Eugene F. Fama and Kenneth R. French, “The Capital Asset Pricing Model: Theory and
Evidence,” Journal of Economic Perspectives (Summer 2004) 25-46.
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In Chapter 7 of Momingstar’s Ibbotson SBBI 2012 Valuation Yearbook, for
example, Ibbotson reports that when betas (a measure of market risk) are properly
estimated, betas are larger for small companies than for larger companies. As I
will explain later, Ibbotson also finds that even after accounting for differences in
beta risk, small firms require an additional risk premium over and above the added
risk premium indicated by differences in beta risk.

PLEASE EXPLAIN THE MARKET RISK PREMIUM.

The market-risk premium (R,,-Ry) is the return an investor expects to receive as
cdmpensation for market risk. It is the expected market return minus the risk-free
rate. Approaches for estimating the market risk premium can be historical or
prospective.

Since expected returns are not directly observable, historical realized returns
are often used as a proxy for expected returns on the basis that the historical market
risk premium follows what is known in statistics as a “random walk.” If the
historical risk premium does follow the random walk, then one should expect the
risk premium to remain at its historical mean. Based on this argument, the best
estimate of the future market risk premium is the historical mean. Mormingstar’s
SBBI Valuation Edition 2012 Yearbook provides historical market returns for
various asset classes from 1926 to 2011. This publication also provides market risk
premiums over U.S. Treasury bonds, which make it an excellent source for
historical market risk premiums.

Prospective market risk premium estimation approaches necessarily require
examining the returns expected from common equities and bonds. One method
employs applying the DCF model to a representative market index such as the
Value Liﬁe 1700 stocks (the Value Line Composite Index). The expected return

from the DCF is measured for a number of periods of time, and then subtracted
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from the prevailing risk-free rate for each period to arrive at market risk premium
for each period. The market risk premium subsequently employed in the CAPM is
the average market risk premium of the overall period.

HOW MANY MARKET RISK PREMIUM ESTIMATES DID YOU
PREPARE IN CONNECTION WITH YOUR ASSIGNMENT FOR VWC?

I prepared two market risk premium estimates: An historical market risk premium
and a current market risk premium.

HOW DID YOU ESTIMATE THE HISTORICAL MARKET RISK
PREMIUM? |

I used the’ Morningstar’s Ibbotson SBBI 2012 Valuation Yearbook measure of the
average premium of the market over long-term treasury securities from 1926
through 2011. The average historical market risk premium over long-term treasury
securities is 6.6 percent.

HOW DID YOU ESTIMATE THE CURRENT MARKET RISK PREMIUM?
I derived a market risk premium by, first, using the DCF model to compute an
expected market return for each of the past 12 months using Value Line’s
projections of the mean dividend yield and mean 3-5 year price appreciation
(growth) on the Value Line 1700 Composite Index. I then subtracted the mean 30-
year Treasury yield for each month from the expected market returns to arrive at
the expected market risk premiums. Finally, I averaged the computed market risk
premiums to determine the current market risk premium. The data and
computations are shown on Schedule D-4.11. The average current market risk
premium is 16.33 percent. Estimates of the current market risk premium have
ranged from 11.7 percent to 20.69 percent over the past 12 months averaging 16.33
percent. The most recent 3-month mean is 16.90 percent. My 12-month average

estimate at 16.33 percent is roughly in the middle of the 12 month range and is
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more conservative than the recent 3-month average.

HAS STAFF EMPLOYED A CURRENT MARKET RISK PREMIUM IN
THE PAST?

Yes. However, their estimation of the current market risk premium was somewhat
different. Staff uses a DCF model to compute the current market risk premium as I
do. However, Staff also uses a single spot estimate using the median annualized
projected 3-5 year price appreciation on the Value Line 1700 stocks in conjunction
the median dividend yield on the Value Line 1700 stocks.

WHY DO YOU BELIEVE THAT YOUR APPROACH IS MORE
APPROPRIATE? |

Staff typically computes a market risk premium based on a single point in time,
which makes estimates extremely volatile, so much so that the expected market
risk premium estimate can change by as much as 300 basis points (or more) each
time it is estimated. The accuracy of the expected risk premium is greatly
enhanced by increasing the number of periods used to estimate it.

WHAT DO YOU ADOPT AS THE RETURN FOR THE RISK-FREE RATE?
I use long-term expected Treasury bond rates as the measure of the risk-free return
for use with both CAPM cost of equity estimates from two sources: the Blue Chip
Financial Forecast and Value Line. Mormingstar’s Ibbotson SBBI 2012 Valuation
Yearbook explains on page 55 that the appropriate choice for the risk-free rate is
the expected return for long-term Treasury securities. Thus, when determining an
estimate of the risk-free rate, it is appropriate to adopt a return that is no less than
the expected return on the long-term Treasury bond rate. Both of my CAPM
estimates are based on expected interest rates using a current estimate and
projected estimates of the long-term treasury rates for 2012 and 2013 (from Blue
Chip Financial Forecasts and Value Line Selection and Opinion). The 2012-2013
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timeframe is the period when new rates will be in effect for the Company.

E. Explanation of the Build-Up Method and Its Inputs

PLEASE EXPLAIN THE BUILD-UP RISK PREMIUM METHODOLOGY
FOR ESTIMATING THE COST OF EQUITY.

As 1 already indicated, like the CAPM, the Build-up method is a type of risk
premium methodology. This is a common and effective method used by appraisers
and valuation experts.” The Build-up Method is an additive model in which the
return on a security is the sum of a risk-free rate and one or more risk premia.
Each premium represents the reward an investor receives for taking on a specific
risk. The elegance of the Build-up Method is that it does not require an estimate of
market beta, which is problematic for non-publicly traded companies such as
VWC. The Build-up Method can be stated as follows:
[11 k=Rs+RP,+RP+/-RP,
where k = the expected return

R =risk-free rate

RP,, = equity risk premium for the market

RP; = equity risk premium for size

RP, = risk premium attributed to the specific company or to the industry

(oftened call the company specific risk premium)
Or alternatively as:
[2] k=Re+RP,,+-RP,
where k = the expected return

R¢=risk-free rate

RPp+s = equity risk premium for the market and size

® Morningstar Ibbotson SBBI 2012 Valuation Yearbook. Chapter 3.
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'small companies have higher returns than larger companies.

RP, = risk premium attributed to the specific company or to the industry

(often call the company specific risk premium)

The data for the equity risk premium for the market (RP,,), the equity risk
premium for size (RP;), and the company specific or industry risk premium (RP,)
can be readily obtained from Morningstar and/or other size premium studies such
as the Duff & Phelps study.10 Morningstar quantifies the size premium separate
from the market risk premium by market capitalization as a measure of size

whereas Duff & Phelps study quantifies the risk premium (RPp,.s) (market premium

>(RPm) plus the size premium (RP;) ) by book value of common equity, 5 year

average net income, market value of invested capital, total assets (as reported on
balance sheet), 5-year average of earnings before interest, income taxes,
depreciation and amortization (EBITDA), sales, and number of employees in
addition to market capitalization — all of which have been shown to be highly
correlated with market returns. I should note that the authors of the Duff & Phelps
study conclude that, by whatever measures of size are used, the results are clear

that there is an inverse relationship between size and historical equity returns —
11

ARE THERE ADVANTAGES TO THE USE OF THE BUILD-UP RISK
PREMIUM METHODOLOGY OVER THE CAPM FOR ESTIMATING
THE COST OF EQUITY?

Yes. First, as I mentioned earlier, the Build-up Method does not require a market
beta estimate, which is not available for non-public firms. I use the average beta of
the large publicly traded water utilities as a proxy for the beta of VWC. However,

as I also discussed, there are computation problems surrounding beta and empirical

1 Duff & Phelps LLC, Risk Premium Report 2012.
"I Duff & Phelps at 26.
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financial data show that beta does not account for all of the risks associated with
smaller firms. Second, each of the risk premia used in the Build-up Method can be
quantified using data from the equity markets. Third, the various measures of size
including fundamental accounting measures have a practical benefit of eliminating
the need to make a “guesstimate” of size for comparative purposes where market
data for determining market value measures of size is not available, particularly for
non-public firms.

F. Financial Risk Adjustment

PLEASE EXPLAIN YOUR FINANCIAL RISK ADJUSTMENT TO

REFLECT THE COMPANY’S LOWER LEVEL OF DEBT IN ITS
CAPITAL STRUCTURE AS COMPARED TO THE SAMPLE WATER
UTILITIES.

My financial risk estimation is based upon the methodology developed by

‘Professor Hamada of the University of Chicago, which incorporates the beta of a

levered firm to that of its unlevered counterpart. The equation is
PL=Pull +(1 - T)e]

where f; and Py are the levered and unlevered betas, respectively, T is the tax rate,
and ¢ the leverage, defined as the ratio of debt and equity of the firm. In simple
terms, I unlever the average beta of the six publicly-traded water utilities in my
sample using a ratio of the market value of debt and the market value of equity.
While I can compute the market value of equity of the sample water utilities based
on the current number of shares outstanding and the current stock price, estimating
the market value of debt is much more difficult. For purposes of my analysis, I
assume the market value of debt is the book value. This is a customary and

12

realistic assumption. © Once the unlevered beta is determined, I relever the beta

12 Roger A. Morin. New Regulatory Finance (2006) 224.
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using the capital structure of VWC. For the market value of equity, I multiplied
VWC’s book value of equity times the average market-to-book ratio of the sample
water utilities. For VWC’s debt, I assume the market value of debt is equal to the
book value.

The re-levered beta is then used in my CAPM models, and the new CAPM
results are compared to my original CAPM results. The computed difference is the
basis of my financial risk adjustment. My computation of the financial risk
adjustment for VWC can be found in tables D-4.17, D-4.18, and D-4.19.

WHAT IS THE COMPUTED FINANCIAL RISK ADJUSTMENT?

A downward adjustment of no more than 120 basis points. Again, however, in my
opinion, the beta for VWC would be higher than that of the sample water utilities
that would have resulted in a lower downward financial risk adjustment. But I
have to make some assumptions to work with, an approach used by Staff and
approved by the Commission in past cases.

G.  Company Specific Risk Premium

PLEASE DISCUSS YOUR COMPANY-SPECIFIC RISK PREMIUM.

As I testified earlier, VWC is not directly comparable to the sample water utilities
because of its small size and the regulatory environment in Arizona. The
characteristics associated with small size such as the lack of diversification, limited
revenue and cash flow, small customer base, lack of liquidity, as well as the
magnitudes of regulatory and construction risk which are common to smaller water
utilities regardless of the regulatory jurisdiction. These characteristics and
magnitudes of risk are unique only in the sense that the large publicly-traded water
utilities (including the companies in the proxy group) do not possess these same
characteristics and magnitudes of risk. With respect to Arizona regulation, the use

of an historical test year, with limited out-of-period adjustments, and the lack of
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Q.

automatic adjuster mechanism(s) increase the risk of VWC as an investment.
PLEASE DISCUSS SIZE RISK FOR SMALL UTILITY COMPANIES.
Investment risk increases as the firm size decreases, all else remaining constant.
There is a great deal of empirical evidence that the firm size phenomenon exists.
Morningstar’s Ibbotson SBBI 2012 Valuation Yearbook (Chapter 7) reports that
smaller companies have experienced higher returns that are not fully explainable
by their higher betas and that beta is inversely related to company size. In other
words, smaller companies not only have higher betas but higher returns than larger
ones. Even after accounting for differences in beta risk, small companies require
an additional risk premium over and above the added risk premium indicated by
differences in beta risk. Dr. Zepp also reported evidence that the stocks of small
water utilities are more risky than the stocks of larger water utilities, such as those
in the water utilities sample.”” Even the California PUC conducted a study that
showed smaller water utilities are more risky than larger ones.”* Based on the
evidence, it is clear that investors require higher returns on small company stocks
than on large company stocks.

I have included in Schedule D-4.16 the results of a Morningstar study using
annual data reporting the size premium based upon firm size and return data (i)
provided in Mormingstar’s Ibbotson SBBI 2012 Valuation Yearbook and
information, and (ii) contained in Dr. Thomas M. Zepp’s 2003 article in The
Quarterly Review Economic and Finance. I have estimated that a small company
risk premium in the range of 99 to 367 basis points is appropriate for VWC.
WHAT COMPANY SPECIFIC-RISK PREMIUM DO YOU RECOMMEND

3 Thomas M. Zepp, “Utility Stocks and the Size Effect — Revisited”, The Quarterly Review
Economics and Finance, Vol. 43, Issue 3, Autumn 2003, 578-582.

1 Staff Report on Issues Related to Small Water Utilities, June 10, 1991 and CVWC Decision 92-
03-093. :
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To be conservative, I recommend a size premium of at least 100 basis points which
is at the bottom end of the range of my size premium estimates.

H. Summary and Conclusions

HAVE YOU PREPARED A SCHEDULE THAT SUMMARIZES YOUR
EQUITY COST ESTIMATES AND PRESENTS YOUR
RECOMMENDATIONS?

Yes. The equity cost estimates and my recommendations are summarized in
Schedule D-4.1.

In the first part of my analysis, I applied two versions of the constant growth
DCF model. One uses analyst estimates of growth and the other uses historical
growth and analyst expectations. See Schedules D-4.8. The DCF models produce
an indicated equity cost in the range of 9.1 percent to 10.3 pércent, with a midpoint
of 9.7 percent.

In the second part of my analysis, I applied two versions of the CAPM — a
historical risk premium CAPM and a current market risk premium CAPM. The
CAPM analyses appear in Schedule D-4.12 and produce an indicated cost of equity
in the range of 8.0 percent to 15.0 percent, with a midpoint of 11.5 percent.

In the third part of my analysis, I compute a financial risk adjustment to
account for the lower level of debt in VWC’s pro forma capital structure compared
to the sample water utilities. My recommendation is that a downward financial risk
adjustment of no more than 120 basis points be applied to VWC’s cost of equity.
My financial risk adjustment analysis is shown in schedules D-4.13, D-4.14, and
D-4.15.

In the fourth part of my analysis, I reviewed the financial literature on the

small firm size effect and determined that an appropriate small company size

42




O 0 N N N bW e

[ T N T N T NG N N T N T N T v e T o T S S e S S
= N T S UV T S R — V= I - - BN B~ SV, B SRS S e~

premium for small utilities like VWC that should be applied to the DCF and
CAPM results is the range of 99 to 386 basis points. See Schedule D-4.16. I also
considered the risks for VWC from Arizona regulation. My recommendation is
that an upward adjustment for company-specific risk of no less than 100 basis
points be applied to VWC’s cost of equity.

The range of results of both my DCF and CAPM analyses and other risk
adjustments is 8.3 percent to 12.4 percent, with a mid-point of 10.4 percent. See
Schedule D-4.1.

WHAT EQUITY RETURN DO YOU RECOMMEND?

My recommended return on equity based on VWC(C’s capital structure is 10.4
percent.

HAVE YOU PREPARED AN ESTIMATE OF THE COST OF EQUITY
USING THE BUILD-UP METHOD FOR VWC USING DATA FROM
MORNINGSTAR?

Yes. This Build-up method using Morningstar data is one check on the
reasonableness of my recommendation for VWC. I estimate the cost of equity for
VWC to be at least 10.1 percent and up to 14.5 percent. These results are based
upon the data from Morningstar as contained Table C-1; the risk-rate would be 2.2
percent’’, the equity risk premium would be 6.6 percent'®, the small company risk
premium of 6.1 percent'’) and data contained in Table 3-5 — Industry Premia
Estimates (negative 4.8 for the water supply industry SIC code 494). The

calculation is shown as follows:

15 Long-term (20 year) U.S. Treasury Bond Yield as of July 10, 2012.
16 Morningstar Long-horizon historical equity risk premium — Table A-1 1928-2011.

7 Decile 10 — smallest, market capitalization of $1.028 million to $206.795 million. See
Appendix C of Morningstar.
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[1] k=R;+RP,+RP;+/-RP,

21 k=22%+6.6%+6.1% -4.8%

31 k=10.1%

The computed 10.1 percent is at the low end. Using more refined data provided by
Morningstar with respect to the 10™ decile, the indicated cost of equity would be
13.8 percent for vwc.!®

HAVE YOU PREPARED A COST OF EQUITY ESTIMATE FOR VWC
USING THE DUFF & PHELPS STUDY DATA?

Yes. Please see Exhibit TIB-COC-DT1. I have also included cost of equity
estimates for the water sample companies. These estimates have been adjusted for
leverage (financial risk) differences between the companies in the size portfolios
contained in the study and the water sample companies and VWC. Further, like the
Build-up Method cost of equity estimate using the Morningstar data, the cost of
equity estimates includes a downward water industry risk premium adjustment.”

The results are as follows?’:

Stock Cost of
Symbol Company Equity
AWR  American States Water Co. 10.23%
WTR  Aqua America 8.22%
CWT  California Water Services Group 10.55%

18 Morningstar splits the 10™ decile portfolio into two groups; Decile 10a (up to $206.795 million
in market capitalization) and Decile 10b (up to $128.672 million in market capitalization). If
publicly traded, VWC would likely fall into the latter group (10b) which has a indicated size
premium of 9.8 percent (see Appendix C). Substituting the 9.8 percent size premium for the 6.1
percent in the build-up formula the result would be 13.8 percent (2.2%+6.6%+9.8%-4.8%).

1% Note that the risk premium for the water utility industry is negative indicating that water
utilities are less risky than the market as a whole.

20 See Exhibit TIB-COC-DT1, Table 7.
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CTWS  Connecticut Water Services 11.92%
MSEX  Middlesex Water Company 11.26%
SIW  SIW Corp. 11.65%
Average 10.64%

VWC 13.33%

WHAT CONCLUSIONS CAN BE MADE FROM A COMPARISON OF
THE BUILD-UP METHOD RESULTS TO YOUR RECOMMENDATIONS
FOR THE COST OF EQUITY FOR YW(C?

First, the results of my DCF and CAPM analyses for the publicly traded water
companies compare favorably to the build-up method using the Duff and Phelps
study data. The mid-point of my DCF and CAPM results is 10.6 percent which is
approximately the average of estimates produced by the build-up method using the
Duff and Phelps study data of 10.64 percent. Second, and more importantly, my
recommended ROE of 10.4 for VWC is well below the mid-point of the range of
estimates for VWC using both build-up methods (one using the Morningstar data
and the other using the Duff and Phelps study data) which range from 10.1 percent
to 13.8 percent with a mid-point of 12.0 percent. Accordingly, I find my
recommendation of 10.4 percent appropriately conservative.

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY ON COST OF
CAPITAL?

Yes.
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Vail Water Company Exhibit
Test Year Ended December 31, 2011 Schedule D-3
Cost of Preferred Stock Page 1
Witness: Bourassa

End of Test Year End of Projected Year
Description Shares Dividend Shares Dividend
of Issue Outstanding Amount Requirement Outstanding Amount Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

SUPPORTING SCHEDULES: RECAP SCHEDULES:
E-1 D-1




Vail Water Company Exhibit
Test Year Ended December 31, 2011 Schedule D-4

Cost of Common Equity Page 1
Witness: Bourassa

Line

2
(0]

'o‘coooxnoacnhwm_‘\

The Company is proposing a cost of common equity of 10.40% .

17 SUPPORTING SCHEDULES: RECAP SCHEDULES:
18 E-1 D-1
19 D-4.1 to D-4.16
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Vail Water Company
Application For A Determination Of The Fair Of Its Utility

Plant And Property And For An Increase In Its Rates And
Charges Based Thereon

Attachment 2



VAIL WATER COMPANY . 13416

State of Arizona . 4/18/2012
Date Type Reference Original Amt. Balance Due  Discount Payment
4/5/2012  Bill 68410 A 10,147.07 10,147.07 10,147.07

Check Amount 10,147.07




2 2 VAU LURLUNY A1) LANULY FINUILAIVE
oy @3 ANNUAL SAMPLING FEE INVOICE

ENTAY

4
: A.R.S. § 49-113, interest will be ed if full isnot received by the 1 H S
S B B e e e e e K27
., onmn JO y 0N, an on . 1 3
g:neveisno‘;mdispuﬁe. However, iInonpuymcntisdueyt?w' neglect, you ma sn?fer at ( ) n or - to within Axizona at (800)

an additionsl five porcent penalty of up to twenty-five porcent of the amonit due for eack  234-5677, extension 771-4518.
month or fraction of a month the amount is past due. . ‘

Pursuant to A.R.S. § 49-360 F and A.A.C. R18-4-304 and R18-4-305, "The director shall establish fees for the monitoring
assistance program to be collected from all public water systems..."

Owner 1d #: 21869 : Invoice Number 68410
1To: VAIL WATER COMPANY Public Water System ID #: 10041
STE 200 — )
1010 N FINANCE CENTERDR . Billing, for Calendar Year: 2012
TUCSON AZ 85710-1357 Due Date: May 18, 2012
' ' Total Amount Due « « - vvvvnenennn $  10.147.07
AmountPaid ... ... $
t Keep the top portion for your records. * ADEQ Federal Tax #866004791
‘ { 'This entire bottom portion must be returned to A])Eg2 ¥
e : ADEQ Federal Tax #866004791
M ) Annual Sampling Fee Tnvoice Invoice # 68410
~ | VAIL WATER COMPANY Owner Id #: 21860 MAP |
*77 11010 N FINANCE CENTER DR -
o STE 200 ‘ . , ’ Billing for Calendar Year: 2012
© T I'TUCSON AZ 85710-1357 ' 10041 - Vail Water Company |Due Date: 05/18/2012
ANNUAL SAMPLING FEE WORKSHEET
GBS‘OOQ . 3T RS Slh U A (—\
ECEIVE[\ )
moy M =
. Base Fee (all MAP systems) ........oveoernnenn.. e $ 250.00
. o Fee per Connection m2012. .. ......... 3,851 conmections X $ 2.57.......... ... .. 5 _9.897.07
o . Total Sampling Fee ... ... .. e f e ettt ettt e .$- - 10.147.07
Plus Paid Intersst Charges and/or Other AQJUSIIOIIS « . . .« « . .o eeenereen eneiennanenrnnnn $5__ 0.00
.. ""Plus Unpaid Interest Chaxges as of 04/03/2012. . ... ... ... . .ovuii. L) e S 0.00
Miums Payments Received and/or Other AQJUSHDEBES « « .+« « .+« e v v eennnneenn. RS S0 000
© AOUBEDUC . et T, e 8 10.147.07
N - Amount received by ADEQ (Make check payable to State of Avizona) .. ........ e neaas $ [
-+ 5} -A.412 for will b charped for any check not honored by the bank, Do notwite below this ine
' Make your check or money order payable to State of Arizona Check Number: o
THIS FORM MUST ACCOMPANY YOUR REMITTANCE.
. . . Received:
Mail to: ?gzgon; 11)8 a;; tment of Environmental Quality f’;ostmarked: |
Phoenix, AZ 85005 ‘ pT——
. Entered: . WM300Go
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Name of System: ADEQ Public Water System Number: 10-041
4

) WELLS
ADWRID Pump Pump Yield | Casing Casing Meter Size Year
Number* Horsepower (Gpm) Dépth Diameter - (inches) Drilled
. . (Feet) (Inches
~55-625703 ~100 600 614 12 - . 8 1974
55-087817 200 700 759 14 8 1981
55-087816 300 1200 845 14 10 1981
55-087814 300 975 924 14 8 1981
* Arizona Department of Water Resources Identification Number
OTHER WATER SOURCES
Capacity |Gallons Purchased or Obtained (in
|Name or Description (gpm) ) thousands)
N/A
L) BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
10 3 421 v
20 6
25 4
30 7
50 2
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
600,000 1 2500 13
550,000 1
* 500,000 2
290,000 1
100,000 2

Note: If you are [filing for more than one system, please provide separate sheets

Jor eack system.
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Name of System: ADEQ Public Water System Number: 10-041
AN " MAINS CUSTOMER METERS
=) :
Size (in inches) Material | Length (in feef) Size (in inches) Quantity
2 5,434 5/8X:3/4 3,708 '
3 3/4 103
4 —o— 55,658 - o T 1 %1
5 1172 21
6 160,250 2 40
8 163,930 Comp. 3 3
10 16,830 Turbo 3
12 115,138 Comp. 4
Turbo 4
Comp. 6
Turbo 6
(TOTAL) 3,809
For the following three items, list the utility owned assets in each category.
TREATMENT EQUIPMENT:
T CUTAB TABLET PPG CHLORINATION SYSTEM WITH A .02 RESIDUAL
‘t __FALCIUM HYPOCHLORIDE
STRUCTURES:
ADM]NISTRA’I'IVE OFFICE 57x35 1,995 SQ FT STEEL BUILDING
OTHER:
N/A
Note: If you are filing for more than one system, please provide separate sheets
Jfor each system.
' 11
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Name of System

ADEQ Public Water System Number:

10-041

WATER USE DATA SHEET-BY- MONTH FOR CAL.ENDER YEAR 2079 221/

) NUMBER OF GALLONS GALLONS GALLONS
MONTH CUSTOMERS SOLD PUMPED PURCHASED
(Thousands) (Thousands) (Thousands) -
JANUARY - 3,804 22,854 25,020 0
FEBRUARY 3,814 26,330 29,048 0
—|MAREH-—-—— - : *“3*826 3920 25,602 0| -
APRIL 3,836 29,141 31,539 0
MAY 3,851 32,958 37,241 0
JUNE 3,895 35,693 40,443 )
JULY 3,898 i 35,842 41,488 0
AUGUST 3,902 30,263 37,220 0
SEPTEMBER < 3,901 30,661 31,431 0
OCTOBER . 3,885 25,848 26,695 0
NOVEMBER 3,906 28,756 30,824 0!
|DECEMBER ' 3,899 23,005 235,659 0
TOTALS ---> . 344,580 382,210 0
What is the level of arsenic for each well in your system.
(If more than one well, please list each separately) Well 1 n/a mg/1
Well 2 n/a mg/1
: "\) Well 3 <.010 mg/1
" " Wells <.010 mg/1
Well 6 <.010 mg/1
Well 8 <.010 mg/1
If system has fire hydrants, what is the fire flow requirement? 1.100 GPM for 2 hrs

If system has chlorination freatment, does this treatment system chlorinate continuously?
(X )Yes ( )No

Is the Water Utility located in an ADWR Active Management Area (AMA)?
(X )Yes : { )No

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement?
(X )Yes « ) No

If yes, provide the GPCPED amount: 122 GPCD

Note: If you are ﬁlmg for more than one system, please provide separate sheets
Sfor each system.
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