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1 INTRODUCTION

Please state your name, occupation, and business address

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

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

Washington, Suite 220, Phoenix, Arizona 85007

Have you filed any other direct testimony in this case on behalf of RUCO?

Yes, on September 30, 2008, I fi led, under separate cover, direct

testimony which addressed the cost of capital issues associated with

Chaparral City Water Company, lnc.'s ("Chaparral" or "Company")

application requesting a permanent rate increase ("Application"). The

Company filed its Application with the Arizona Corporation Commission

("ACC" or "Commission") on September 27, 2007

Please describe your qualifications in the field of utilities regulation and

your educational background

A complete description of my educational background and my experience

in the field of utilities regulation is presented in my direct testimony on the

cost of capital issues noted above



I

Direct Testimony of William A. Rigsby
Chaparral City Water Company, Inc.
Docket No. w-02113A-07-0551

1

2

Please state the purpose of your testimony.

The purpose of  my test imony is  to respond to Chaparral 's  request  for

3

4

recovery of legal expenses in connection with the appeal and remand of

Decision No. 68176, dated September 30, 2005 ("Remand Proceeding").

5

6

7

8

9

10

What is RUCO recommending in regard to Chaparral's request for

recovery of legal expenses in connection with the Remand Proceeding?

RUCO is recommending that the Commission deny the company's

request for recovery of legal expenses in connection with the Remand

Proceeding.

11

12

13

14

15

16

17

How is your direct testimony organized?

My direct testimony contains four parts: the introduction that I have just

presented,  a background on the Remand Proceeding,  a summary of

Chaparral's supplemental testimony that makes its argument for recovery

of legal expenses associated with the Remand Proceeding, and RUCO's

recommendation on Chaparral's request.

18

19 BACKGROUND ON THE REMAND PROCEEDING

20

21

22

23

Please provide the background on the Remand Proceeding that Chaparral

is requesting recovery of legal expenses for.

On August 24, 2004 Chaparral f i led an application for a permanent rate

increase with the ACC. Over the course of the proceeding the Company

1

A.

A.

A.

Q.

Q.

Q.

A.

Q.

2
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argued that an original cost rate of return was the appropriate rate of

return to be applied to the Company's fair value rate base ("FVRB"). Both

RUCO and ACC Staff opposed the company's argument and advocated

that the Commission continue to use the established method used in prior

rate cases, and apply a fair value rate of return to the Company's FVRB in

order to avoid the awarding of excessive operating income to Chaparral

On September 30, 2005, the Commission approved Decision No. 68176

which rejected Chaparral's argument and applied a fair value rate of return

to the Company's FVRB. The Decision provided Chaparral with a revenue

increase of $1,107,596 or an increase of 17.86 percent over test year

adjusted operating revenues

Following the Commission's decision on Chaparral's rate request, the

Company filed an application for rehearing which the Commission took no

action on. Chaparral subsequently filed an appeal' with the Arizona Court

of Appeals, Division One ("Court of Appeals").

claimed that Chaparral was denied a fair rate of return on its invested

capital as a result of the Commission's established method of calculating a

level of operating income based on the Company's FVRB

On February 13, 2007, the Court of Appeals issued a Memorandum

Decision which affirmed in part, vacated, and remanded Decision No

68176 to the Commission for further determination

Chaparral's appeal

Chaparral City Water Co. v Arizona Corp. Comm'n, 1 CA-CC 05-0002, Mem. Decision at 2
(Ariz. Ct. App, 207)
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1

2

3

4

5

6

7

8

9

10

11

12

Although the Court of Appeals found that the Commission did not comply

with Article 15, § 14 of the Arizona Constitution when the Commission set

Chaparral's rates based on original cost as opposed to the fair value of the

Company's property, it affirmed the Commission's methodologies used to

determine Chaparral's cost of equity.

On June 7, 2007, the ACC's Hearing Division issued a Remand Hearing

Procedural Order which stated that,  once a level of  operat ing income,

based on Chaparra l ' s  FVRB,  has  been calculated by an appropr iate

methodology, new just  and reasonable rates wil l  be designed to al low

Chaparral to recover the amount of revenue that the Company is entitled

to. The Remand Hearing Procedural Order also stated that if the results

of  the process demonstrate that the rates established in Decision No.

13 68176 are either too high or too low, the Commission should consider the

14

15

16

17

18

19

20

21

22

23

necessity of providing a mechanism for either a surcharge or a refund.

The Remand Hearing Procedural Order further stated that if  the parties'

proposed methodologies for determining a return on investment based on

FVRB results in a measurably dif ferent revenue requirement, it  may be

necessary to reassess rate design.

The Remand Proceed ing  hear ing  began as  schedu led  on  Monday,

January 28, 2008 at 10:00 a.m. and was concluded on Tuesday, January

29. 2008. The Company,  ACC Staf f  and RUCO f i led test imony in the

proceeding and offered expert witnesses for cross-examination during the

hearing.

4

4
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1

2

3

4

5

6

7

8

9

10

11

12

13

At  a  spec ia l  open meet ing  he ld  on  Ju ly 17 ,  2008,  t he  Commiss ion

approved Decis ion No.  70441 by a vote of  four to one. The Decision

adopted a modif ied version of the methodology recommended by RUCO

witness Ben Johnson, Ph.D., and reduced the Company's cost of equity

capital  by an inf lat ion factor of  200 basis  points . The result ing 6.40

percent weighted average cost of capital was then applied to Chaparral's

fair value rate base to arrive at an appropriate level of operating income

for  the Company ( the rev ised annual  operat ing  f igure  prov ided the

company w i th  an addi t iona l  $12,143 more than what  was  or ig ina l ly

authorized in Decision No. 68176). The ROO recommended that  the

recovery, if any, of Chaparral's legal expenses incurred during the appeal

and remand proceedings be considered in the Company's pending rate

case proceeding.

14

15 SUMMARY OF CHAPARRAL'S SUPPLEMENTAL TESTIMONY

16

17

18 Yes.

19

Have you read the Company's supplemental testimony which requests the

recovery of rate case expense associated with the Remand Proceeding?

I have read the supplementa l  tes t imony of  Company w i tness

Thomas J. Bourassa, which was filed on September 8, 2008.

20

21

22

23

Briefly summarize Mr. Bourassa's supplementary testimony.

Briefly, Mr. Bourassa's supplementary testimony argues that the Company

should be entitled to collect approximately half of the legal expenses that

H
I

Q.

A.

A.

Q.

5
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the Company incurred as a result of Chaparral's appeal of Decision No

68176

What specific amount of legal expense is Chaparral seeking and how

does it propose to collect it?

Chaparral seeks to recover $258,511 out of a total amount of $520,000 in

legal expenses attributed to both the Company's Appeal of Decision No

68176 and the Remand Proceeding. The Company is proposing that the

$258,511 be recovered through a commodity surcharge based on gallons

sold (in 000's) during the most recent twelve month period. Mr. Bourassa

has calculated a commodity rate of $0.124 per 1,000 gallons which he

believes would allow Chaparral to recover the legal expense over

approximately twelve months depending on the level of water sales. The

company would cease to collect the surcharge once the $258,511 is

recovered

17 RECOMMENDATION ON CHAPARRAL'S REQUEST

18

19

20

Q. What is RUCO recommending on Chaparral's request to recover legal

expenses attributed to both the Appeal of Decision No. 68176 and the

Remand Proceeding

RUCO recommends that the Commission reject Chaparral's request for

recovery of legal expenses attributed to both the Appeal of Decision No

68176 and the Remand Proceeding
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1 Why does RUCO believe that the Commission should reject Chaparral's

request for recovery of the Company's legal expenses?

RUCO believes that Chaparral made a conscious business decision to

appeal Decision No. 68176. In making this business decision, the

Company should have weighed all of the possible risks associated in

obtaining a satisfactory decision from both the Court of Appeals and the

Acc. The Company should have also taken into consideration what a

possible outcome could mean in terms of obtaining its desired level of

operating income. The chain of events that caused Chaparral to incur the

legal expenses that it now seeks to recover from captive ratepayers can

be directly attributed to the Company's business decision to appeal

Decision No. 68176

Does RUCO believe that Chaparral's decision to appeal Decision No

Q .

68176 benefited the Company's ratepayers?

No. Chaparral's Decision to appeal Decision No. 68176 was made strictly

to increase the Company's operating income for the benefit of Chaparral's

shareholders. Therefore, it is not reasonable for the Company to ask

ratepayers to pay the expenses associated with the appeal and Remand

Proceeding. In addition, the $258,511 rate case expense that the

Company seeks to recover is excessive and not reasonable for the appeal

and Remand Proceeding. The rate case proceeding produced a complete

record and a body of evidence that allowed the Commission to set rates
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1 t ha t  w ou ld  genera t e  an  app rop r ia t e  l ev e l  o f  rev enue  t o  c ov e r  t he

2

3

4

5

6

Company's operating expenses end provide Chaparral with the

opportunity to realize its authorized rate of return. Had the Company not

pu rs ued  an  appea l  o f  Dec is ion  No .  68176 ,  i t  w ou ld  hav e  rea l i zed

$520,000 in funds that would not have been spent on costly litigation that

only prov ided Chaparral  w i th $12,143 more than what  was or ig inal ly

authorized in Decision No. 68176. For this reason RUCO believes that7

8

9

10

the Commission should deny the Company's request for recovery of the

legal expenses associated with both the appeal of Decision No. 68176

and the Remand proceeding.

11

12

13

Is there any amount of  recovery that  RUCO could agree to should the

Commiss ion  des i re  t o  g ran t  some amount  o f  l ega l  expense  t o  t he

14

15

16

17

18

Company?

The maximum amount that RUCO could possibly recommend is $117.79

which represents 0.0097 percent of  the $12,143 in addit ional revenue

granted to Chaparral in Decision No. 70441. This is the same percentage

of rate case expense to operating revenue that was awarded to Chaparral

in Decision No. 68176.19

20

21

22

23

P

Q.

A.

8
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1 Does your s i lence on any of  the issues or posi t ions addressed in the

2 tes t imony of  Mr.  Bourassa or  any of  the Company's  other  w i tnesses

3 constitute acceptance?

4 No, it does not.

5

6 Does this conclude your direct testimony on Chaparral's request for

7 recovery of rate case expense in connection with the repeal and remand

8 of Decision No. 681767

9 Yes, it does.

Q.

A.

A.

Q.

9
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1 INTRODUCTION

Please state your name, occupation, and business address

My Name is William A. Rigsby. l am a Public Utilities Analyst v employed

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

Washington, Suite 220, Phoenix, Arizona 85007

Please describe your qualifications in the field of utilities regulation and

your educational background

l have been involved with utilities regulation in Arizona since 1994. During

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

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

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

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

emphasis in accounting, from the University of Phoenix. I have been

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix l, which

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

been involved with
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1 What is the purpose of your testimony

The purpose of my testimony is to present recommendations that are

based on my analysis of Chaparral  Ci ty W ater Company Inc. 's

("Chaparral" or "Company") application for a permanent rate increase

("Application") for the Company's Water operations in eastern Maricopa

County. Chaparral filed the Application with the ACC on September 26

2007. Chaparral has chosen the operating period ended December 31

2006 for the test year ("Test Year") in this proceeding

10 Briefly describe Chaparral's operations in Arizona

According to Chaparral's Application, and the Direct Testimony of the

Company's District Manager, Mr. Robert N. Hanford, Chaparral provided

water service to approximately 13,500 customers in the Town of Fountain

Hills and a small portion of the City of Scottsdale during the Test Year

Chaparral is a wholly owned subsidiary of American States Water

Company ("American States"), a utility holding company based in San

Dimas, California, which is publicly traded on the New York Stock

Exchange ("NYSE"). American States acquired 100 percent of

Chaparral's common stock from MCO Properties., Inc. during October

Q.

Q.

ACC Decision No. 62909 Dated September 18, 2000
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1 Please explain your role in RUCO's analysis of Chaparral's Application

I reviewed Chaparral's Application and performed a cost of capital

analysis to determine a fair rate of return on the Company's invested

capital. In addition to my recommended capital structure, my direct

testimony will present my recommended costs of common equity and my

recommended costs of short-term and long-term debt (Chaparral has no

preferred stock). The recommendations contained in this testimony are

based on information obtained from Company responses to data requests

the Company's Application and from market-based research that I

conducted during my analysis

Is this your first case involving Chaparral?

No. I was the ACC Staff member who recommended Commission

approval of American State's proposed acquisition of Chaparral in 2000

Later, as an analyst for RUCO, I testified on the cost of capital issues in

Chaparral's prior rate case that was filed with the Commission in August of

to

20

Were you also responsible for conducting an analysis on the Company's

proposed revenue level, rate base and rate design?

No. RUCO witness Timothy J. Coley handled those aspects of the

Q.

Q.

Company's Application
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1 What areas will you address in your testimony

I will address the cost of capital issues associated with the case. I am

also filing, under separate cover, testimony on Chaparral's request to

recover legal expenses associated with the Company's appeal of Decision

No. 68176

Please identify the exhibits that you are sponsoring

I am sponsoring Schedules WAR-1 through WAR-9

10 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

11 Q.

Q.

Briefly summarize how your cost of capital testimony is organized

My cost of capital testimony is organized into seven sections. First, the

introduction I have just presented and second, the summary of my

testimony that I am about to give. Third, I will present the findings of my

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this third section I will also provide a brief overview of the

current economic climate that Chaparral is operating in. Fourth, I will

discuss my recommended cost of debt. Fifth, I wi l l  compare my
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1

2

3

4

recommended capi ta l  s t ruc ture w i th  the Company-proposed capi ta l

structure. Sixth, I will explain my weighted cost of capital recommendation

and seventh,  I wi l l  comment on Chaparral 's  cost  of  capital  test imony.

Schedules WAR-1 through WAR-9 wi l l  prov ide support  for my cost  of

5 capital analysis.

6

7 Please summarize the recommendations and adjustments that you will

8

9

address in your testimony.

Based on the resu l t s  o f  my ana lys is  o f  Chapar ra l ,  l  am making the

10 following recommendations:

11

12

13

14

15

16

17

18

Cost of Equity Capital .-. I am recommending a 6.38 percent cost of equity

capital to be applied to the Company's fair value rate base ("FVRB"). This

6.38 percent f igure is based on the results that I obtained in my cost of

equity analysis, which employed both the DCF and CAPM methodologies.

My recommended FVRB cost  of  common equity inc ludes a 200 basis

point  inf lat ion factor adjustment  that  was calculated us ing the same

method adopted by the Commission in Decision No. 70441.

19

20

21

22

23

Cost of Short-Term Debt - I am recommending a 3.13 percent  cost  of

short-term debt. This is based on my review of the (London Interbank

Of fered Rate ( "L IBOR")  ass igned to  in ter -company debt  that  exis ts

between Chaparral and its parent, American States.

A.

Q.

5
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Cost of Long-Term Debt - I am recommending a 5.34 percent cost of

long-term debt. This is based on my review of the costs associated with

Chaparral's various bond issuances

am recommending a capital structure which is

comprised of 4.10 percent short-term debt, 20.20 percent long-term debt

Capital Structure I

and 75.70 percent common equity, be adopted by the Commission

Weighted Average Cost of Capital Based on the resul ts of my

recommended capital structure, cost of common equity, and debt

analyses, I am recommending a 6.38 percent FVRB cost of capital for

Chaparral. This figure represents the weighted cost of my recommended

costs of short-term debt, long-term debt and FVRB cost of common equity

(which includes a 200 basis point inflation factor adjustment)

17

18

Q. Why do you believe that your recommended 6.38 percent cost of capital is

an appropriate rate of return for Chaparral to earn on its invested capital?

The 6.38 percent cost of capital figure that l have recommended meets

the criteria established in the landmark Supreme Court cases of Bluefield

Water Works 8; Improvement Co. v. Public Service Commission of West

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Company (320 U.S. 391, 1944). Simply stated, these two
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cases affirmed that a public utility that is efficiently and economically

managed is entitled to a return on investment that instills confidence in its

financial soundness, allows the utility to attract capital, and also allows the

utility to perform its duty to provide service to ratepayers. The rate of

return adopted for the utility should also be comparable to a return that

investors would expect to receive from investments with similar risk

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers

Do theBluefieldand Hopedecisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment

That is to say that a utility, such as Chaparral, is provided with the

opportunity to earn an appropriate rate of return if the Company's

management exercises good judgment and manages its assets and

resources in a manner that is both prudent and economically efficient
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1 COST OF EQUITY CAPITAL

2 What is your final recommended cost of equity capital for Chaparral?

3

4

5

I  am  rec om m end ing  a  FVRB c os t  o f  equ i t y o f  6 . 83  pe rc en t . My

recommended 6.83 percent FVRB cost of  equity f igure represents the

8.83 percent mean average of the results of my DCF and CAPM analyses,

6

7

8

9

which ut i l ized both a sample of  publ ic ly t raded water providers and a

sample of publicly traded natural gas local distribution companies ("LDC")

to calculate an original cost rate base ("OCRB") cost of equity capital, and

a 200 basis point inflation factor adjustment (Schedule WAR-1 page 4 of

10 5). My 200 basis point inflation factor adjustment was calculated using the

11 same method adopted by the Commission in Decision No. 70441.

12

13 Discounted Cash Flow (DCF) Method

14

15

16

17

18

19

20

21

22

Please explain the DCF method that you used to est imate Chaparral 's

cost of equity capital.

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.

the Gordon model), the professor of f inance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash

23 flows back to their present value is often referred to as the investor's cost

A.

Q.

A.

Q.

8
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of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen)

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

stock (dividend yield) plus an expected rate of future dividend growth

This is illustrated in mathematical terms by the following formula

D
k g

where: k = the required return (cost of equity, equity capitalization rate)

the dividend yield of a given share of stock calculated

by dividing the expected dividend by the current market

price of the given share of stock, and

g = the expected rate of future dividend growth
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This formula is the basis for the standard growth valuation model that I

used to determine Chaparral's cost of equity capital

In determining the rate of future dividend growth for Chaparral, what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

the traditional DCF model's basic underlying assumption that a company's

earnings, dividends, book value and share growth all increase at the same

constant rate of growth into infinity. Given these assumptions, if the

dividend payout ratio remains constant, so does the earnings retention

ratio (the percentage of earnings that are retained by the company as

opposed to being paid out in dividends). This being the case, a

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

stated as g = b x r

10
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1

2

Would you please provide an example that will illustrate the relationship

that earnings, the dividend payout ratio and book value have with dividend

3

4

5

growth?

RUCO consultant Stephen Hil l i l lustrated this relat ionship in a Cit izens

Utilities Company 1993 rate case by using a hypothetical uti1ity.2

6

7

8

9

10

11

12

13

14

Book Value

Equity Return

Earnings/Sh .

Payout Ratio

Dividend/sh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table I

Year 3

$10.82

10%

$1 .082

0.60

$0.649

Year 4

$11 .25

10%

$1 .125

0.60

$0.675

Year 5

$1 t.70

10%

$1.170

0.60

$0.702

Growth

4.00%

N/A

4.00%

N/A

4.00%

15

16

17

18

19

20

Table I of Mr. Hill's illustration presents data for a five-year period on his

hypothetical utility. In Year 1,  the ut i l i ty had a common equity or book

value of  $10.00 per share,  an investor-expected equi ty return of  ten

percent,  and a div idend payout rat io of  s ixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout rat io) during

21 Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

22

23

earnings are retained as opposed to being paid out to investors,  book

value increases to $10.40 in Year 2 of  Mr.  Hi l l 's  i l lustrat ion. Table I

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p, 25.

2

A.

Q.

11
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presents the results of this continuing scenario over the remaining five

year period

The results displayed in Table I demonstrate that under "steady-state" (i.e

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

rate, as discussed earlier, is a function of (1) the internally generated

funds or earnings that are retained by a company to become new equity

and (2) the return that an investor earns on that new equity. The DCF

dividend growth rate, expressed as g

internal or sustainable growth rate

b x r, is also referred to as the

If earnings and dividends both grow at the same rate as book value

shouldn't that rate be the sole factor in determining the DCF growth rate?

No. Possible changes in the expected rate of return on either common

equity or the dividend payout ratio make earnings and dividend growth by

themselves unreliable. This can be seen in the continuation of Mr. HilTs

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/Sh

illustration on a hypothetical utility

Table ll

Year 3

$10.82

15%

$1.623

Year 1

$10.00

10%

$1 .00

Year 2

$10.40

10%

Year 4

$1 t.47

15%

$1 .720

Year 5

$12.158

15%

$1 .824

Growth

5.00%

1067%

16.20%

$0.60 $0.624 $0.974 $1 .032 $1 .094 16.20%

12
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In the example displayed in Table II, a sustainable growth rate of four

percent" exists in Year 1 and Year 2 (as in the prior example). In Year 3

Year 4 and Year 5, however, the sustainable growth rate increases to six

percent." If the hypothetical utility in Mr. HilTs illustration were expected to

earn a fifteen-percent return on common equity on a continuing basis

then a six percent long-term rate of growth would be reasonable

However, the compound growth rates for earnings and dividends

displayed in the last column, are 16.20 percent. If this rate were to be

used in the DCF model, the utility's return on common equity would be

expected to increase by fifty percent every five years, [(15 percent 10

percent) - 1]. This is clearly an unrealistic expectation

Although it is not illustrated in Mr. HilTs hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

percent on occasion, it would be unrealistic to expect the practice to

continue over a sustained long-term period of time

[ ( Year 2 Earnings/Sh - Year 1 Earnings/Sh )
$1 .00] = [$0.04 + $1 .00] = 4.009

Year 1 Earnings/Sh ] = [ ( $1.04 - $1.00 )

[ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.009

13



Direct Testimony of William A. Rigsby
Chaparral City Water Company, inc
Docket No. W-02113-A-07-0551

1 Other than the retention of internally generated funds, as illustrated in Mr

HilTs hypothet ical example, are there any other sources of new equity

capital that can inf luence an investor's growth expectations for a given

company

5 A

7

8

g

Yes,  a  company can ra ise new equi ty capi ta l  external ly. The bes t

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case wi th ut i l i t ies  that  are ei ther in the process of  acquir ing smal ler

systems or providing service to rapidly growing areas.

10

11 How does external equity financing influence the growth expectations held

12

13

14

15

16

17 base).

18

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators  a l low ut i l i t ies  the opportuni ty to earn a

reasonable ra te of  re turn on rate base,  an inves tor  would take in to

19 consideration the effect that a change in book value would have on the

20

21

22

23

rate of return that he or she would expect the utility to earn. If an investor

bel ieves that  a ut i l i ty's  book value ( i .e.  the ut i l i ty's  earning base) wil l

increase, then he or she would expect the return on the utility's common

stock to increase. If this positive trend in book value continues over an

A.

Q.

Q.

14
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extended period of time, an investor would have a reasonable expectation

for sustained long-term growth

Please provide an example of how external financing affects a utility's

book value of equity

As I explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

previously, the utility's book value per share will increase in value. This

would increase both the earnings base of the utility and the earnings

expectations of investors. However, if new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time. investors

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

value per share, there would be no impact on either the utility's earnings

base or investor expectations

15
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1 Please explain how the external component of  the DCF growth rate is

determined.2

3

4

5

In his book, The Cost of Capital to a Public Utility,5 Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

6 external f inancing components. The mathematical expression for Dr.

7 Gordon's growth rate is as follows:

8

9

10 where: g

b11

g = ( br ) + ( SV )

DCF expected growth rate,

the earnings retention ratio,

12 r the return on common equity,

13 S the fraction of new common stock sold that

14 accrues to a current shareholder, and

15 v funds raised from the sale of stock as a fraction

16

17 and v

18 where: BV

19 MP

of existing equity.

1-l(Bv)+(Mp)1

book value per share of common stock, and

the market price per share of common stock.

20

5 Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp, 30-33.

A.

Q.

16
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Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?

Yes. The external growth rate estimate (sv) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(Br) to arrive at a final sustainable growth rate estimate

Please explain why your calculation of external growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

the equation [(M + B) + 1] + 2

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation)

As a result of this situation, I used [(M + B) + 1] + 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0

Has the Commission ever adopted a cost of capital estimate that included

this assumption?

Yes. In a prior Southwest Gas Corporation rate case°, the Commission

adopted the recommendations of ACC Staff's cost of capital witness

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill

Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

17
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used the same methods that I have used in arriving at the inputs for the

DCF model. His f inal recommendation for Southwest Gas Corporation

was largely based on the results of his DCF analysis, which incorporated

t he  s am e v a l i d  m arke t - t o -book ra t i o  as s um pt ion  t ha t  I  hav e  us ed

consistently in the DCF model as a cost of capital witness for RUCO

How did you develop your dividend growth rate estimate?

I analyzed data on two separate proxy groups. A water company proxy

group comprised of four publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") which have similar operating characteristics to water providers

13

14

20

Why did you use a proxy group methodology as opposed to a direct

analysis of Chaparral?

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with Chaparral itself. Although shares of Chaparral's parent

American States, are publicly traded, there is no financial data available

on dividends paid on publicly held shares of Chaparral itself

Consequently it was necessary to create a proxy by analyzing publicly

traded water companies and LDC's with similar risk characteristics

Q.

18
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1

2 A

Are there any other advantages to the use of a proxy

Yes. As I  noted ear l ier ,  the U.S.  Supreme Court  ru led in  the Hope

d e c i s i o n  t h a t  a  u t i l i t y  i s  e n t i t l e d  t o  e a r n  a  r a t e  o f  r e t u r n  t h a t  i s

commensura te  w i th  the  re turns  on  inves tments  o f  o ther  f i rms  w i th

7

8

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

9

10

11

12

13 ("

14

15

16

17

18

19

20

21

What criteria did you use in selecting the companies that make up your

water company proxy for Chaparral?

Three of the four water companies used in the proxy are publicly traded on

the New York Stock Exchange NYSE"), and one of them, Southwest

Water Company is traded over the counter through the National

Association of Securities Dealers Automated Quotation System

("NASDAQ"). All four water companies are followed by The Value Line

Investment Survey ("Value Line") and are the same companies that

comprise Value Line's large capitalization Water Utility Industry segment

of the U.S. economy (Attachment A contains Value Line's July 25, 2008

update of the water utility industry and evaluations of the four water

companies used in my proxy).

22

23

A.

Q.

Q.

19
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1 What companies comprise your water company proxy group

My water company proxy group includes Chaparral's parent company

American States (stock ticker symbol "AWR"), Aqua America, Inc

('WTR"), formerly known as Philadelphia Suburban Corporation, California

Water Service Group ("CWT") and Southwest Water Company ("SWWC")

Each of these water companies face the same types of risk that Chaparral

faces. For the sake of brevity, I will refer to each of these companies

with the exception of American States, by their appropriate stock ticker

symbols henceforth

11 Briefly describe the areas sewed by the companies in your water

12 company sample proxy

In addition to providing water service to residents of Fountain Hills through

its wholly owned subsidiary Chaparral, American States also serves

communities located in Los Angeles, Orange and San Bernardino

counties in California. cwT provides service to customers in seventy-five

communities in California, New Mexico and Washington. CWT's principal

service areas are located in the San Francisco Bay area, the Sacramento

Salinas and San Joaquin Valleys and parts of Los Angeles. SWWC owns

and manages regulated systems in California, New Mexico, Oklahoma

and Texas. WTR is a holding company for a large number of water and

wastewater utilities operating in nine different states including

Q.

Q.

20
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1 Pennsylvania, Ohio, New Jersey, Il l inois, Maine, North Carolina, Texas,

2 Florida and Kentucky.

3

4 A r e  t h e s e  t h e  s a m e  w a t e r  c o m p a n i e s  t h a t  Ch a p a r r a l  u s e d  i n  i t s

5

6

7

8

9

application?

Chaparral's cost of equity witness, Mr. Thomas Bourassa, used the same

water companies included in my proxy with the exception of SWWC. Mr.

Bourassa also used three other water companies in his cost of capital

analysis which are included in Value Line's Small and Mid Cap Edition.

10

11

12

13

14

15

16

17

Why did you exclude the water companies that are followed in Value

Line's Small and Mid Cap Edition?

Value Line does not provide the same type of forward-looking information

(i.e. long-term estimates on return on common equity and share growth)

on small and mid-cap companies that it provides on the four water

companies that l used in my proxy. Consequently, these water companies

are not as suitable as the ones that I have used in my analysis.

18

19

20

21

22

What criteria did you use in selecting the natural gas LDC's included in

your proxy for Chaparral?

As are the water companies that I just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

7 Connecticut Water Service, Inc., Middlesex Water Company and SJW Corp,

A.

A.

Q.

A.

Q.

Q.

21
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1

2

3

4

5

ten trade on the NYSE) and are followed by Value Line. Each of the ten

LDC's in my sample are tracked in Value Line's natural gas Utility industry

segment. All of the companies in the proxy are engaged in the provision

of regulated natural gas distribution services. Attachment B of my

testimony contains Value Line's most recent evaluation of the natural gas

6 proxy group that I used for my cost of common equity analysis.

7

8

g

10

11

12

13

14

15

16

What companies are included your natural gas proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("ATG"), At nos Energy Corp. ("ATO"),

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Nicor, Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJI")

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the

same ten LDC's that I analyzed recently in the UNS Gas, Inc. proceeding.8

17

18

19

20

21

22

Brief ly describe the regions of  the U.S. served by the ten natural gas

LDC's that make up your sample proxy.

The ten LDC's listed above provide natural gas service to customers in the

Middle At lant ic region (i.e.  NJI which serves port ions of northern New

Jersey, SJI which serves southern New Jersey and WGL which serves the

8 Docket No. G-04204A-06-0463

A.

A.

Q.

Q.

22
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1

2

Washington D.C. metro area), the Southeast and South Central portions

of the U.S. (i.e. ATG which serves Virginia, southern Tennessee and the

3

4

5

6

7

8

9

Atlanta, Georgia area and PNY which serves customers in North Carolina,

South Carolina and Tennessee), the South, deep South and Midwest (i.e.

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

Colorado and Kansas ,  GAS which prov ides  serv ice to  nor thern and

western Illinois, and LG which serves the St. Louis area), and the Pacific

Nor thwes t  ( i . e .  NW N which serves  W ashington s ta te  and Oregon) .

Portions of Arizona, Nevada and California are served by SWX.

10

11 Did the Company's witness also perform a similar analysis using natural

12

13

gas LDC's'?

No, he did not.

14

15

16

17

18

19

20

P leas e  exp la in  you r  DCF g row t h  ra t e  c a l c u la t i ons  f o r  t he  s am p le

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of  the ut i l i t ies included in the

sample for the historical observat ion period 2003 to 2007 for both the

water and LDC industries. Schedule WAR-5 also includes Value Line's21

22 projected 2008, 2009 and 2011-13 values for the retention ratio, equity

A.

A.

Q.

Q.

23
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1

2

r e t u r n ,  b o o k  v a l u e  p e r  s h a r e  g r o w t h  r a t e ,  a n d  n u m b e r  o f  s h a r e s

outstanding for both the water utilities and the LDC's.

3

4

5

6

7

8

9

10

11

12

13

14

15

Please describe how you used the informat ion displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, I will use Chaparral's parent, American States

as an example. The first dividend growth component that I evaluated was

the internal growth rate. l used the "b x r" formula (described on pages 12

and 13) to multiply AWR's earned return on common equity by its earnings

retent ion rat io for each year in the 2003 to 2007 observat ion period to

derive the utility's annual internal growth rates. I used the mean average

of this f ive-year period as a benchmark against  which I compared the

projected growth rate trends provided by Value Line. Because an investor

is more l ikely to be inf luenced by recent growth trends, as opposed to

historical averages, the five-year mean noted earlier was used only as a

16

17

18

benchmark figure. As shown on Schedule WAR-5, Page 1, American

States had sustainable internal growth that averaged 2.51 percent over

the course of the 2003 to 2007 observation period. This reflects an

19

20

21

22

23

upward trend that began during the 2004 operat ing period. American

States rebounded from negative growth of 0.72 percent in 2003 to 1.01

percent in 2004. Internal growth climbed from 1.01 percent in 2004 to

3.79 percent during 2007. Value Line is predict ing a slight decrease to

3.74 percent during 2008 but then sees increased growth through the

A.

Q.

24
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2011-13 time frame. After weighing Value Line's projections on earnings

dividends and book value. I believe that a 6.50% rate of growth is

reasonable for AWR

Please continue with the external growth rate component portion of your

analysis

Schedule WAR-5 demonstrates that the pattern of shares outstanding for

American States increased from 15.21 million to 17.23 million from 2003

to 2007. Value Line is predicting that this level will increase from 17.75

million in 2008 to 19.00 million by the end of 2013. Based on this data, l

believe that a 2.50 percent growth in shares is not unreasonable for

American States. My final dividend growth rate estimate for AWR is 7.93

percent (6.50 percent internal + 1.43 percent external) and is shown on

Page 1 of Schedule WAR-4

16

17

What is your average dividend growth rate estimate using the DCF model

for the sample water utilities?

Based on the DCF model, my average dividend growth rate estimate is

6.30 percent as displayed on page 1 of Schedule WAR-4

21

22

Did you use the same approach to determine an average dividend growth

rate for the proxy comprised of natural gas LDC's?

Q.

Q.
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1

2

3

4

What is your average dividend growth rate estimate using the DCF model

for the sample natural gas utilities?

Based on the DCF model, my average dividend growth rate estimate is

5.97 percent, which is also displayed on page 1 of Schedule WAR-4.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

How  does  you r  av e rage  d i v i dend  g row t h  ra t e  es t im a t es  on  w a t e r

companies compare to the growth rate data published by Value Line and

other analysts?

Schedule WAR-6 compares my sustainable growth est imates with the

f ive-year  pro jec t ions  of  analys ts  at  both Inves tment  Research,  Inc .

("Zacks") (At tachment C) and Value Line. in  t he  case  o f  t he  water

companies, my 6.30 percent estimate falls between Zacks' average long-

term EPS projection of 9.15 percent and Value Line's growth projection of

5.94 percent (which is an average of  EPS, DPS and BVPS). My 6.30

percent est imate is also 86 basis points higher than the 5.44 percent

average of Value Line's historical and projected data and the consensus

opinions published by Zacks. Furthermore, my 6.30 percent estimate is

54 basis points higher than the Value Line 5-year compound historical

average also displayed in Schedule WAR-6. The estimates of analysts at

both Value Line and Zacks indicate that investors are expecting increased

performance from water utilities in the future. On balance, l would say my

6.30 percent estimate is a good representation of the growth projections

that are available to the investing public.

A.

A.

Q.

Q.
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1

2

3

How do your average dividend growth rate estimates on natural gas LDC's

compare to  the growth rate data publ ished by Value L ine and other

analysts?

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

In regard to the natural gas LDC's, my 5.97 percent est imate also falls

between the average 6.94 percent  long- term consensus projec t ions

published by Zacks, and the 4.70 percent Value Line projected estimate

(which is an average of EPS, DPS and BVPS). As can also be seen on

Schedule WAR-6, the 5.97 percent estimate that I have calculated is 41

basis points higher than the 5.56 percent average of the 5-year historic

Eds,  DPS and BVPS means of  Value Line and 23 basis points higher

than the 5.74 percent five-year compound historical average of Value Line

data (on EPS, DPS and BVPS). In fact,  my 5.97 percent est imate is 55

basis points higher than the combined 5.42 percent Value Line and Zacks

averages displayed in Schedule WAR-6. As with the water companies,

the est imates of  both Value Line's  and Zacks '  analys ts  indicate that

investors are expecting increased performance from natural gas

distribution companies in the future. In the case of the LDC's I would say

that my 5.97 percent estimate, which is lower than Zack's projections but

higher than Value Line's forecasts, is a fair representation of the growth

projections presented by securities analysts at this point in time.

21

22

23

A.

Q.

27



Direct Testimony of William A. Rigsby
Chaparral City Water Company, inc.
Docket No. W-02113-A-07-0551

1

2

3

4

5

6

7

8

9

10

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC's I used the

estimated annual dividends, for the next twelve-month period, that

appeared in Value Line's July 25, 2008 Ratings and Reports water

services industry update and Value Line's September 12, 2008 Ratings

and Reports natural gas utility update. I then divided those figures by the

eight-week average price per share of the appropriate utility's common

stock. The eight-week average price is based on the daily closing stock

prices for each of the companies in my proxies for the period July 21,

2008 to September 12, 2008.

11

12

13

Based on the results of  your DCF analysis,  what is your cost of  equity

capital est imate for the water and natural gas ut i l i t ies included in your

14

15

16

sample?

As shown in Schedule WAR-2, the cost of equity capital derived from my

DCF analysis is 9.00 percent for the water utilities and 9.79 percent for the

17 natural gas LDC's.

18

19

20

21

22

23

A.

Q.

A.

Q.
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1 Capital Asset Pricing Model (CAPM) Method

Please explain the theory behind CAPM and why you decided to use it as

an equity capital valuation method in this proceeding

CAPM is a mathematical tool that was developed during the early 1960's

by William F. Sharpe", the Timken Professor Emeritus of Finance at

Stanford University, who shared the 1990 Nobel Prize in Economics for

research that eventually resulted in the CAPM model. CAPM is used to

analyze the relationships between rates of return on various assets and

risk as measured by beta. In this regard, CAPM can help an investor to1u

determine how much risk is associated with a given investment so that he

or she can decide if that investment meets their individual preferences

Finance theory has always held that as the risk associated with a given

investment increases, so should the expected rate of return on that

investment and vice versa. According to CAPM theory, risk can be

classified into two specific forms: nonsystematic or diversifiable risk, and

systematic or non-diversifiable risk. While nonsystematic risk can be

virtually eliminated through diversification (i.e. by including stocks of

various companies in various industries in a portfolio of securities)

systematic risk, on the other hand, cannot be eliminated by diversification

William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No
2 (January 1963), pp. 277-93

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market: and if a stock's beta is less than 1.0. its returns are less volatile or riskier than the overall
stock market
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1

2

3

Thus, systematic risk is the only risk of importance to investors. Simply

stated, the underlying theory behind CAPM states that the expected return

on a given investment is the sum of a risk-free rate of return plus a market

4

5

risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

6 follows:

7

8

9 where: k

k = r f + [ I 3 ( r m- r f ) ]

the expected return of a given security,

10 ff risk-free rate of return,

11 13 beta coefficient, a statistical measurement of a

12

13 rm

14

security's systematic risk,

average market return (e.g. S&P 500), and

market risk premium.

15

16

17

What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?

18

19

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.

20

21

22

23

A.

Q.
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1 Q

3 A

Please explain why U.S. Treasury instruments are regarded as a suitable

proxy for the risk-free rate of return?

As cit izens and investors,  we would l ike to bel ieve that U.S. Treasury

securi t ies (which are backed by the ful l  fai th and credit  of  the United

5

6

7

8

9

10

States Government) pose no threat of default no matter what their maturity

dates are. However, a comparison of various Treasury instruments will

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components," a true rate

of interest (believed to be approximately 2.00 percent) and an inflationary

expectation. When the true rate of interest is subtracted from the total

11

12

13

14

15

16

17

18

19

20

treasury yield, all that remains is the inflationary expectation. Because

increased inflation represents a potential capital loss, or risk, to investors,

a higher inflationary expectation by itself represents a degree of risk to an

investor. Another way of  looking at  th is  is  f rom an opportuni ty cost

standpoint. When an investor  locks up funds in long-term T-Bonds,

compensat ion must  be prov ided for  fu ture inves tment  oppor tuni t ies

foregone. This is often described as maturity or interest rate risk and it

can af fec t  an investor  adversely i f  market  rates  increase before the

instrument matures (a rise in interest rates would decrease the value of

the debt instrument). As discussed ear l ier  in the DCF port ion of  my

11 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the true rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.
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testimony, this compensation translates into higher rates of returns to the

investor

4 What security did you use for a risk-free rate of return in your CAPM

analysis?

I used the most recent yield on a 5-year U.S. Treasury instrument which

was published in Value Line's September 12, 2008 Selection and Opinion

publication. (Attachment E). This resulted in a risk-free (rf) rate of return

of 2.95 percent

10

11

12

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to five years, the yield on a 5-year U.S. Treasury Instrument closely

matches the investment period or, in the case of regulated utilities, the

period that new rates will be in effect

Q.

Q.

32



Direct Testimony of William A. Rigsby
Chaparral City Water Company, Inc
Docket No. w-02113-A-07-0551

How d id  you ca lcu la te  the market  r isk premium used in  your  CAPM

analysis?

I used both a geometric and an arithmetic mean of the historical returns on

the S8¢P 500 index from 1926 to 2007 as the proxy for the market rate of

return (rm). For the risk-free portion of the risk premium component (rf), I

used the geometric mean of the yields of long-term government bonds for

the same eighty-one year period. The risk premium (rm - rf) that results by

using these inputs is 4.90 percent (10.40% 5.50% %>).  The r isk

premium that  results by using the ari thmet ic mean calculat ion is 6.50

percent (12.30% - 5.80% = 6.50%)

How did you select the beta coeff ic ients that were used in your CAPM

analysis?

The beta coef f ic ients  (B),  for  the indiv idual  ut i l i t ies  used in both my

proxies, were calculated by Value Line and were current as of July 25

2008 for the water companies and September 12, 2008 for the natural gas

LDC's. Value Line calculates its betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

for  t he i r  long- te rm tendency to  converge  toward  1 .00 .

coef f ic ients  for  the serv ice prov iders  inc luded in my water company

sample ranged from 0.95 to 1.15 with an average beta of 1.05. The beta

The beta
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1

2

coefficients for the LDC's included in my natural gas sample ranged from

0.75 to 0.90 with an average beta of 0.82.

3

4

5

6

7

8

9

10

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 8.10 percent for the water companies and 6.94

percent for the natural gas LDC's. My calculation using an arithmetic

mean results in an average expected return of 9.78 percent for the water

companies and 8.25 percent for the natural gas LDC's.

11

12 Please summarize the results derived under each of the methodologies

13

14

15

presented in your testimony.

The fol lowing is a summary of the cost of  equity capital derived under

each methodology used :

METHOD RESULTS

16

17

18

19

20

21

22

23

DCF (Water Sample)

DCF (Natural Gas Sample)

CAPM (\Nater Sample)

CAPM (Natural Gas)

9.00%

9.79%

8.10% - 9.78%

6.94% - 8.25%

24

Based on these results, my best estimate ef an appropriate range for an

OCRB cos t  o f  common equi ty for  Chaparra l  is  6 .94 percent  to  9.79

A.

A.

Q.

Q.
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1

2

percent. My estimate for an OCRB cost of common equity is 8.83 percent.

My f ina l  recommended FVRB cos t  o f  common equ i t y f igure  is  6 .83

3 percent.

4

5 Q How did you arrive at your final recommended 6.83 percent FVRB cost of

6

7

8

9

10

common equity?

My recommended 6.83 percent FVRB cost of common equity is the 8.83

percent average of my DCF and CAPM results, less an inflation factor of

200 basis points. The calculat ion for my 6.83 percent  FVRB cost  of

common equity can be seen on Schedule WAR-1, Page 4 of 5.

11

12

13

14

15

16

17

Why have you made a 200 basis point inflation factor adjustment to the

OCRB results of your DCF analysis?

The 200 basis point adjustment removes an inflation expectation that is

embedded in the OCRB cost of common equity. The method that I have

used to derive my 6.83 percent FVRB cost of common equity is consistent

with the method that was adopted by the Commission to arrive at a FVRB

18 cost of common equity for Chaparral in Decision No. 70441 ("Remand

19

20

21

22

Proceeding"). During the Remand Proceeding, the Commission was

required to develop an appropriate rate of return on Chaparral's FVRB

under a remand order from the Arizona Court of Appeals. In doing so, the

Commission adopted a methodology that was proposed by Ben Johnson,

A.

A.

Q.
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1 Ph.D., an expert witness who testif ied on behalf of RUCO on the FVRB

2 rate of return issue that was central to that proceeding12

3

4 How did you calculate your 200 basis point inflation adjustment?

5 I rel ied on the same data sets of  information that Dr.  Johnson used to

6 develop a simi lar inflation factor adjustment during the Remand

7 Proceeding (Schedule WAR-1, Page 5 of 5). Since there was virtually no

8 change in  t he  da ta  -  wh ich  compared T reasury In f la t ion-Pro tec ted

9 Securities ("TIPS") and U.S. Treasury bonds with similar liquidity and

10 maturity characteristics - that Dr. Johnson relied on, I used the same Iow-

11 end 200 basis point adjustment that he estimated.

12

13 Can you brief ly explain why it  is  necessary to make an inf lat ion factor

14 adjustment to an OCRB cost of common equity?

15 Yes. Unless a ut i l i ty elects to forego a reconstruct ion cost  new less

16 depreciation ("RCND") study to develop an RCND rate base, and agrees

17 to use its OCRB as its FVRB, the utility's FVRB is calculated by averaging

18 its OCRB and its RCND rate base. Because an RCND study restates an

19 OCRB in current dollars (through the use of engineering indexes that

On September 30, 2005, the Commission issued Decision No. 68176 which granted a
permanent rate increase to Chaparral. Following the Commission's decision on the matter, the
Company filed an application for rehearing which the Commission took no action on. Chaparral
subsequently filed an appeal with the Arizona Court of Appeals, Division One ("Court of
Appeals"). The Company's appeal claimed that Chaparral was denied a fair rate of return on its
invested capital as a result of the Commission's established method of calculating a level of
operating income based on the Company's fair value rate base ("FVRB"). On February 13, 2007,
the Court of Appeals issued a Memorandum Decision which affirmed in part, vacated, and
remanded Decision No. 68176 to the Commission for further determination.

12

A.

A.

Q.

Q.
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1

2

3

contain certain inflation factors to calculate an RCND rate base), it is

inappropriate to apply an OCRB rate of return to a FVRB. This is because

the OCRB rate of return, like the FVRB, contains an inflation component in

4 it. Consequently, the applicat ion of an OCRB rate of return to a FVRB

5

6

7

8

9

10

(calculated using an average of an OCRB and an RCND rate base)

produces an inappropriate level of operating income which reflects an

over-counting of the effects of inflation. To remedy this situation, the

OCRB rate of return is adjusted downward by removing the inflation

expectation that is embedded in it. This is the same rationale that the

Commission relied on in Decision No. 70441 .

11

12

13

Can you offer any "real world" examples of how inflation is factored into

the pr ices of  s tocks that  would be used to arr ive at  an OCRB cost  of

14

15

16

17

18

19

20

21

22

23

common equity using the DCF model?

Yes. But before I do that it is important to understand the concept that the

current  price of  a share of  a given f irm's stock ref lects al l  known and

available information on the given firm at any point in time. In the study of

finance this concept is known as the efficient market hypothesis. If  the

efficient market hypothesis is correct - and many academics believe that it

is in several dif ferent forms - then everyday events, including news on

inflation, are weighed by the investment community and are factored into

the value of a given f irm's stock. Now gett ing back to the "real world"

examples  addressed in the quest ion,  At tachment  F to my tes t imony

A.

Q.
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1

2

3

4

c o n ta i n s  c o p i e s  o f  v a r i o u s  a r t i c l e s  p u b l i s h e d  i n  t h e  ma i n s t r e a m p r e s s ,  o v e r

t h e  p a s t  t h r e e  y e a r s ,  w h i c h  r e p o r t  o n  h o w  i n v e s t o r s  h a v e  r e a c t e d  t o  n e w s

o n  i n f l a t i o n  a n d  o t h e r  e c o n o m i c  e v e n t s .  I  b e l i e v e  t h a t  t h e s e  a r t i c l e s  p o i n t

o u t  t h e  f a c t  t h a t  i n v e s t o r s  c l e a r l y  d o  r e a c t  t o  n e w s  o f  i n f l a t i o n  a n d  t h a t

5 e x p e c ta t i o n s  o f  fu tu r e  i n f l a t i o n  a r e  r e f l e c te d  in  th e  p r i c e  o f  s to c k s .

6

7

8

Did you make any adjustments to your OCRB cost of common equity that

took into consideration the higher level of equity contained in Chaparral's

9

1 0

1 1

1 2

1 3

1 4

c a p i ta l  s t r u c tu r e ?

N o ,  I  d i d  n o t . E v e n  t h o u g h  a  s t r o n g  a r g u m e n t  ( s u c h  a s  t h e  o n e  I

p r e s e n t e d  i n  a  r e h e a r i n g  o n  G o l d  C a n y o n  S e w e r  C o m p a n y 1 3 )  c a n  b e

m a d e  t o  r e c o m m e n d  a  h y p o t h e t i c a l  c a p i t a l  s t r u c t u r e  t h a t  p u t s  t h e

Co mp a n y ' s  c a p i ta l  s t r u c tu r e  i n  l i n e  w i th  th e  c a p i ta l  s t r u c tu r e s  o f  th e  u t i l i t i e s

i n c l u d e d  i n  my  s a mp le ,  I  h a v e  n o t  d o n e  s o  i n  t h i s  c a s e .

1 5

1 6

1 7

1 8

1 9

2 0

H o w  d o e s  y o u r  r e c o m m e n d e d  c o s t  o f  e q u i t y  c a p i t a l  c o m p a r e  w i t h  t h e  c o s t

o f  e q u i t y  c a p i t a l  p r o p o s e d  b y  t h e  C o m p a n y ?

T h e  1 0 . 5 0  p e r c e n t  c o s t  o f  e q u i t y  c a p i t a l  p r o p o s e d  b y  t h e  C o m p a n y  i s  1 6 7

b a s i s  p o i n t s  h i g h e r  t h a n  t h e  8 . 8 3  p e r c e n t  O C R B  c o s t  o f  e q u i t y  c a p i t a l  t h a t

I  a m  r e c o m m e n d i n g .

2 1

13 Docket No. SW-02519A-06-0015

A .

Q.

A .

Q .
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1

2

Does the Company-proposed cost of common equity include an inflation

factor adjustment similar to the one that you are recommending?

3 No. However, Mr. Bourassa's test imony in this case was f i led prior to

4 Decision No. 70441

5

6 Current Economic Environment

7

8

Please explain why i t  is  necessary to consider the current  economic

env ironment  when performing a cost  of  equi ty capi ta l  analys is  for  a

9

10

regulated utility.

Consideration of the economic environment is necessary because trends

11

12

13

14

15

16

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

17

18

19

20

Please discuss your analysis of the current economic environment.

My analysis includes a brief  review of  the economic events that  have

occurred s ince 1990.

21

Schedule WAR-8 displays various economic

indicators and other data that I will refer to during this portion of my

22 testimony.

A.

A.

A.

Q.

Q.

Q.
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1

2

In 1991,  as measured by the most  recent ly rev ised annual change in

gross domestic product ("GDP"), the U.S. economy experienced a rate of

3 growth of  negat ive 0.20 percent . Th is  dec l ine  in  GDP marked the

4

5

6

7

8

beginning of a mild recession that ended sometime before the end of the

first half of 1992. Reacting to this situation, the Federal Reserve Board

("FederaI Reserve" or "Fed"),  then chaired by noted economist  Alan

Greenspan, lowered its benchmark federal funds rate14 in an effort  to

further loosen monetary constraints - an act ion that  resulted in lower

9 interest rates.

10

11

12

13

14

15

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well.

By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

16

17

rate on loans to its member banks had fallen to 3.00 percent and short-

term interest rates had declined to levels that had not been seen since

18 1972.

19

20

21

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

14 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.
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keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

without incurring either a prolonged recession or runaway inflation.

Did the Federal Reserve achieve its goals during this period?

Yes. The Fed's strategy of decreasing interest rates to stimulate the

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be little doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

pushed stock prices and market indexes to all time highs from 1997 to
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1 What has been the state of the economy since 2001?

2

3

4

5

6

7

8

9

10

11

12

13

The U.S.  economy entered into a recess ion near the end of  the f i rs t

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist  at tacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutt ing act ions through December

14 2001. Prior to the 9/11 at tacks,  commentators,  report ing in both the

15

16

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutt ing rates in the

17 hope of avoiding a recession.

18

19

20

21

22

23

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

have bottomed out during the last quarter of 2001 - a lackluster economy

persisted. The continuing economic malaise and even fears of possible

A.

Q.
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1

2

3

deflat ion prompted the FOMC to make a thirteenth rate cut on June 25,

2003. The quarter  point  cut  reduced the federal  funds rate to 1.00

percent, the lowest level in forty-five years.

4

5

6

7

8

Even though some s igns  of  economic  s t rength,  main ly at t r ibuted to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

9

10

11

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

12

13

14

two-day meeting that ended on January 28, 2004, the FOMC announced

" that  w i th  in f la t ion  ' qu i te  low '  and p lenty o f  excess  capac i t y in  the

'can be patient in removing its policyeconomy, policy-makers

accommodation. 515

16

17 What actions has the Federal Reserve taken in terms of interest rates

18

19

20

21

22

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

15 Wolk, Martin, "Fed holds interest rates steady,"MSNBC, January 28, 2004.

A.

Q.

43



I I

Direct Testimony of William A. Rigsby
Chaparral City Water Company, inc.
Docket No. W-02113-A-07-0551

1

2

3

4

5

6

percent. From June 29, 2004 to January 31, 2006, the FoMc raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the f inal appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On  t ha t  s am e day,  Greens pan ' s  s uc c es s or ,  Ben

Bernanke, the former chairman of the President 's Council of Economic

7

8

9

10

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor lef t  of f  and increased the federal funds rate by 25 basis

11

12

13

14

15

po in t s  dur ing  each o f  t he  next  t h ree  FOMC meet ings  fo r  a  t o ta l  o f

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of  5.25 percent. The Fed's rate increase

campaign f inally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

16

17 What was the reaction in the financial community to the Fed's decision not

18 to raise interest rates?

19

20

21

As in the past,  banks fol lowed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

22

Q.

A.
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How did analysts view the Fed's act ions between January 2001 and

August 2006?

3

4

5

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economy.'° In other words, the Fed was

trying to head off inflation before it became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

raise rates were viewed as a gamble that a slower U.S. economy would

help to cap growing inflationary pressures

13

14

Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady

Yes, however, as pointed out in an August 2006 article in The Wall Street

Journal by E.S. Browning, soft landings - l ike the one that the Fed

managed to pull off during the 1994-95 time frame, in which a recession or

a bear market were avoided - rarely happen'°. Since it began increasing

the federal funds rate in June 2004. the Fed had assured investors that it

McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point," The Wall Street
Journal, September 22, 2004

up, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006

Browning, E.S, "Not Too Fast, Not Too Slow..
21. 2006

ll
I The Wall Street Journal Online Edition, August

A.

Q.
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1 would i nc reas e  ra t es  a t  a  " m eas u red "  pac e . Many ana l ys t s  and

2

3

economists  interpreted th is  language to mean that  former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of  the Fed's few blunders4

5

6

7

8

9

10

11

12

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis19. According to Mr. Browning, at the time that

his art icle was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation,

but  not  enough to choke of f  growth. " In other words,  "a 'Goldi locks

economy,' in which growth is not too hot and not too cold."

13

14

15

16

17

18

19

20

21

Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low,

19 Associated Press (AP), "Fed begins debating interest rates"USA Today, June 29, 2004.

A.

Q.
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1

2

wages are r is ing,  and the economy, despite  cont inued problems in

housing, is growing at a brisk clip.
"20

3

4

5

6

7

8

9

10

What has been the state of the economy over the past year?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

11

12

13

14

15

16

17

18

19

20

21

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the n inth stra ight  t ime and lef t  i ts target  rate

unchanged at 5.25 percent." At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession was beginning to surface. within days of the Fed's decision to

stand pat on rates, a borrowing crises rooted in a deterioration of  the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

20 Henderson, Nell, "Bullish on Bernanke"The Washington Post,January 30, 2007.

21 up, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth"The Wall Street Journal, August
8, 2007

A.

Q.
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1 into the credit markets.22 By Friday, August 17, 2007, after a turbulent

2 week on Wall Street, the Fed made the decision to lower its discount rate

3

4

5

6

7

(i.e. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal, the Fed had used all of its tools to23

8

9

10

restore normalcy to the financial markets. If the markets failed to settle

down, the Fed's only weapon lef t  was to cut the Federal Funds rate

possibly before the next  FOMC meet ing scheduled on September 18,

2007.11

12

13 Did the Fed cut rates as a result  of  the subprime mortgage borrowing

14 crises?

15

16

17

18

19

20

21

Yes. At i ts  regularly scheduled meet ing on September 18,  2007, the

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's  act ion was seen as an ef for t  to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

22 Ip, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

23 Ip, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises"The Wall
Street Journal, August 9, 2007

A.

Q.
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basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

6 What recent actions have the Fed taken in regard to interest rates?

The Fed made two more rate cuts which included a 75 basis point

reduction in the federal funds rate on March 18, 2008 and an additional 25

basis point reduction on April 30, 2008. The Fed's decision to cut rates

was based on its belief that the slowing economy is a greater concern

than the current rate of inflation (which the majority of FOMC members

believed will moderate during the present economic slowdown).24 As a

result of the Fed's actions, the federal funds rate was reduced to its

present level of 2.00 percent. At the time of this writing, the fed elected to

leave the fed funds rate unchanged during the last three FOMC meetings.

After the September 16, 2008 meeting, prior to which the investment

community expected another rate cut, the Fed stated the following:

Strains in f inancial markets have increased significantly and labor
markets have weakened further. Economic growth appears to have
slowed recently, partly reflecting a softening of household spending.
Tight credit conditions, the ongoing housing contraction, and some
slowing in export growth are likely to weigh on economic growth over the
next few quarters. Over time, the substantial easing of monetary policy,
combined with ongoing measures to foster market liquidity, should help
to promote moderate economic growth.

Inflation has been high, spurred by the earlier increases in the prices of
energy and some other commodities. The Committee expects inflation to

Ip, Greg, "credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal,

Q.
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moderate later this year and next year, but the inflation outlook remains
highly uncertain.

1
2
3
4
5
6
7
8

The downside risks to growth and the upside risks to inflation are both of
signif icant concern to the Committee. The Committee will monitor
economic and financial developments carefully and will act as needed to
promote sustainable economic growth and price stability.

9

10

11

12

13

14

15

16

The statement above was released during another week of turmoil in the

f inancial markets as the subprime mortgage crises, noted earl ier,  had

come to a head. The days before and af ter the Fed's September 16;

2008 meet ing  saw longs tand ing  wa l l  S t ree t  f i rms  such as  Lehman

Brothers ,  Merr i l l  Lynch and AIG fa i l ing as  a resul t  of  thei r  subpr ime

holdings. By the end of the week, the Bush administrat ion announced

plans to deal with the crises, which include a U.S. Treasury request to

Congress for $700 billion to buy distressed assets as part of a plan to halt

what has been described as the worst financial crisis since the 1930's25.17

18

19 Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?20

21

22

23

Despite the increases (prior to June 2006) by the FOMC, interest rates

and yields on U.S. Treasury instruments are for the most part still at

historically low levels. The Fed's actions have also had the overall effect

24 of reducing the cost of many types of business and consumer loans. As

25 can be seen in Schedule WAR-8, the previously mentioned federal

25 Solo ran, Deborah, Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008

Q.

A.
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1

2

discount rate (the rate charged to the Fed's member banks), has fallen to

2.00 percent from 5.73 percent in 2000.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

What has been the trend in other leading interest rates over the last year?

As of September 9, 2008, the leading interest rates have all dropped from

the levels that existed a year ago (Attachment E). The prime rate has

fallen from 8.25 percent a year ago to 5.00 percent. The benchmark

federal funds rate, just discussed, has decreased from 5.25 percent, in

September 2007, to a level of 2.00 percent (as a result of the April 30, rate

cut discussed above). The yields on several maturities of U.S. Treasury

instruments have also decreased over the past year. A previous trend,

described by former Chairman Greenspan as a "conundrum"26, in which

long-term rates fell as short-term rates increased, thus creating a

somewhat inverted yield curve that existed as late as June 2007, appears

to have ended and a more traditional yield curve (one where yields

increase as maturity dates lengthen) presently exists (Attachment E). The

5-year Treasury yield, used in my CAPM analysis, has fallen from 4.16

percent, in September 2007, to 2.95 percent as of September 9, 2008.

The 1-Year Treasury constant maturity rate also decreased from 4.39

percent over the past year to 2.07 percent. Again, for the most part, these

current yields are considerably lower than corresponding yields that

pa Wolk, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005.

A.

Q.
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existed during the early nineties and at the beginning of the current

decade (as can be seen on Schedule WAR-8)

4 What is the current outlook for interest rates, inflation, and the economy

As a result of the FOMC's April 30, 2008 rate cutting action, the federal

funds rate of 2.00 percent is already below The Wall Street Journal's

February 2008 Economic Forecasting Survey's prediction that the rate

would drop to 2.64 percent by December 2008. The change in the

consumer price index, a key measure of inflation, is also expected to fall

from the December 2007 level of 4.10 percent to 2.30 percent by

December 2008

Value Line's analysts have been decidedly pessimistic in their outlook on

the economy as of late and had this to say in their Economic and Stock

Market Commentary that appeared in the September 12, 2008 edition of

Value Line'sSelection and Opinionpublication

Business growth is slowing and the economy could be contracting
by the final quarter. That more dour assessment reflects the fact that
recent weeks have seen a flattening in manufacturing activity, a drop in
personal income, and additional bad news on the housing front. True
U.S. exports should again be supportive, while falling energy prices
should help to support consumer spending. Such crosscurrents suggest
that the current quarter will see GDP rise anew, but that the prospective
gain may be less than half what it was in the second-quarter. Moreover
in the absence of a new stimulus package, it is quite possible that a
weakening housing market could turn GDP a bit lower by the final period

Value Line's analysts went on to state

The road back for the economy is likely to be slow and uneven. At
best, any decline in GDP engendered by increasing jobless claims
falling home prices, tightening credit, and high food and heating oil costs
will be limited to only one quarter. More likely, the late-2008 problems in
the economy will carry over to 2009, bringing on the nation's f irst

Q.
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1
2
3
4
5

recession since 2001. For now, we think such a downturn will be brief
and fairly mild. However, the ensuing recovery is l ikely to be a
checkered affair in the absence of stronger-than-forecast recoveries in
consumer expenditures and housing later next year.

6 Q. How has the current economic environment of lower interest rates affected

7 various regulated utility industries as a whole?

8 Value Line analyst Nils C. Van Liew took note of the environment of low

g interest rates that existed in the early part of 2007. In Value Line's Electric

10 Utility (East) Industry update dated March 2, 2007, Mr. Van Liew had this

11 to say:

12
13
14
15
16
17
18
19
20
21

Low Interest Rates. Several factors are, no doubt, driving the electric
utilities' strong share-price performance. Perhaps most important is a
benign interest-rate environment. Utilities frequently tap the credit
markets to fund their operations. (Low interest rates mean they can cost
effectively build new power plants and maintain existing ones.) "Cheap
money" also tends to drive economic expansion, thereby increasing
electricity demand. That said, interest rates should remain relatively low,
though the likelihood that the Federal Reserve eases (monetary) policy is
small, given persistent inflation concerns.

22 while Mr. Van Liew's views appeared in Value Line's Electric Utility

23 Industry update, I believe his comments hold true for all regulated utilities

24 including the water and natural gas distribution segments. Given the fact

25 that interest rates are even lower now than they were at the time of Mr.

26 Van Liew's writing, and utility bond rates are currently lower than their

27 2007 averages (Schedule WAR 8), I believe that his views are still valid.

28 In fact, my opinions are supported by Gabe Moreen, an analyst for Merrill

29 Lynch, who had this to say in his February 21, 2008 report27 on SWX:

27 Provided in the Company's response to ACC Staff data request STF-2-8 dated March 6, 2008.

A.
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1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

Falling interest rates bode well for utilities The Fed's recent interest
rate cuts buoyed our natural gas uti l i ty index stocks, which had
underperformed during recent credit market turmoil. The liquidity
squeeze elevated concerns over higher capital costs for this capital-
intensive industry, but credit market concerns do not fundamentally
threaten the sector, in our view. Most gas utilities in our index have
investment grade credit and, were the cost of debt to rise, could recover
higher capital costs via rate cases. The interest rate cut also boosted
gas utility stocks as 10-year Treasury prices rose and yields fell. 10-year
Treasury yields provide a common benchmark for utility valuation, like
Treasury bills, utility stocks typically offer steady income and are often
valued by yield differential above Treasury bills. The dividend yield-
Treasury yield differential has recently shrunk to 85 [basis points], just
shy of the long-term average 86 [basis point] differential. Treasury yields
are relatively low at 3.9%, and we expect this low differential to help
sustain gas utility stocks at their high valuations in the near term. For
Merrill Lynch's current interest rate outlook, please see The Market
Economist. 15 February 2008.

20 Has the subprime mortgage crises had an impact on borrowing?

21 Yes. The situation has had a strong impact on liquidity for both banks and

22 the capital markets. Hopefully the anticipated actions of both the U.S.

23 Treasury and the Fed, now before an attentive Congress, will succeed in

24 eliminating the logjam that presently exists and restore the credit markets

25 to their pre-subprime status.

26

27 How does the average dividend yield of your sample water and LDC

28 stocks compare to the average dividend yield for all of the water and LDC

29 stocks followed by Value Line?

30 As can be seen in Schedule WAR-3, my sample water companies and

31 LDC's have average dividend yields of 2.70 and 3.83 percent respectively.

32 These yields exceed, for water, and fall between, for LDC's, Value Line's

33 2.60 percent and 3.60 percent 2007 average dividend yields for the water

34 and natural gas industries respectively and Value Lines 2011-13 yield

A.

Q.

Q.

A.
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1

2

projections of 2.30 and 4.60 percent for the water and natural gas

industries respectively (Attachments A and B).

3

4

5

6

7

8

9

10

How do the dividend yields of the water and LDC stocks in your sample

compare with other stocks followed by Value Line?

Based on informat ion contained in Value Line's  September 12,  2008

Summary & Index publication, the median of estimated dividend yields of

all dividend paying stocks under review by Value Line was 2.20 percent.

The yields of my sample water and LDC stocks exceeded this figure by 50

basis points and 163 basis points, respectively.

11

12 What has been the trend in Value Line's return on common equity

13

14

15

16

17

18

19

20

projections for the water utility industry over the last seven years?

Up until 2005, and with the exception of 2003, Value Line's analysts have

been making downward projections on water industry book returns on

common equity ("ROE"). In addition to the downward trend in projections

that I just addressed (exhibited in Attachment D), Value Line's analysts

have been somewhat more optimistic in their forward-looking one-year

and long-term projections. As can be seen in the chart below, Value

Line's analysts have been somewhat high in their coming year projections

21 on ROE.

A.

A.

Q.

Q.
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I
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2 The bar chart above illustrates Value Line's water utility industry

3 projections on ROE (the lighter bar identified as series 1), over the 2001 to

4 2006 period, versus the actual returns (the darker bar identified as series

5 2) that actually occurred during that same time frame (observation periods

6 1 through 6). The actual basis point spreads between the Value Line

7 projections and the actual returns on ROE are as follows:

Year
Value Line
Protected

Actual Book
Return on ROE Difference

8
9

10
11
12
13
14
15
16
17

2001
2 0 0 2

2 0 0 3

2 0 0 4

2 0 0 5

2 0 0 6

11.0%
11.0%
10.5%
11.0%
11.0%
11.0%

10.7%
11.1%
8.8%
9.0%
9.8%
9.0%

-30 Basis Points
+10 Basis Points

-170 Basis Points
-200 Basis Points
-120 Basis Points
-200 Basis Points

18 As can be seen above, with the exception of the 2002 operating period,

19 Value Line's analyst's projections on water utility ROE's from one year out

20 were 30 to 200 basis points higher than the actual returns booked by the

21 water utilities. This is why I rarely rely on projections at face value, and
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1

2

only use Value Line's and Zacks' analyst's projections as guides in

developing my growth estimates for the DCF model.

3

4

5

6

7

8

9

10

11

12

13

After weighing the economic information that you've just discussed, do you

believe that the 6.83 percent FVRB cost of equity capital that you have

estimated is reasonable for Chaparral?

I believe that my recommended 6.83 percent FVRB cost of equity will

provide Chaparral with a reasonable rate of return on the Company's

invested capital when economic data on interest rates (that are low by

historical standards), the Federal Government's resolution of the subprime

mortgage crises (and related housing slowdown), and the Fed's ability to

keep inflation in check are all taken into consideration. As l noted earlier,

the Hope decision determined that a utility is entitled to earn a rate of

return that is commensurate with the returns it would make on other14

15 investments with comparable risk. I  be l ieve  t ha t  my cos t  o f  equ i t y

16

17

analysis, which is an average of the results of both the DCF and CAPM

models less a 200 basis point inflation factor adjustment, has produced

18 such a return.

19

20

21

22

23
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1 COST OF DEBT

2 Have you rev iewed Chaparral 's  test imony on the Company-proposed

3 costs of short-term and long-term debt?

4 Yes.

5

6 Briefly explain how Chaparral calculated the Company-proposed cost of

7 short-term debt.

8 The Company-proposed 6.11 percent cost of short-term debt (which is an

9 inter-company borrowing arrangement between Chaparral and its parent

10 American States) is the one year LIBOR28 rate that existed at the time of

11 the Company's rate application filing.

12

13 Have you accepted the Company-proposed cost of short-term debt?

14 No. have updated Chaparral's cost of short-term debt to 3.13 percent toI

15 ref lect  the one year LIBOR rate publ ished in the September 12,  2008

16 edition of The Wall Street Journal.

17

18

19

The London Interbank Offered Rate or LIBOR is an interest rate that banks charge each other
for loans (usually in Eurodollars). The rate is applicable to the short-term international interbank
market, and applies to very large loans borrowed for anywhere from one day to five years. This
market allows banks with liquidity requirements to borrow quickly from other banks with
surpluses, enabling banks to avoid holding excessively large amounts of their asset base as
liquid assets. The LlBOR is officially fixed once a day by a small group of large London banks, but
the rate changes throughout the day. (Source: lnvestorWords.com)

28

Q.

A.

A.

Q.

A.

Q.
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1 How did Chaparral calculate the Company-proposed cost of  long-term

2 debt?

3

4

5

The Company-proposed 5.34 percent cost of long-term debt represents

the projected weighted cost of Chaparral's various debt instruments that

were issued to f inance assets that were in place during the Test Year

6 (Schedule War-1, Page 3 of 5).

7

8

9

Do you agree with the Company-proposed 5.34 percent projected cost of

long-term debt?

10 Yes.

11

12 CAPITAL STRUCTURE

13

14

Have you rev iewed Chaparra l ' s  tes t imony regard ing the Company's

proposed capital structure?

Yes.15

16

17

18

19

Please describe the Company's proposed capital structure.

The Company is proposing a Test Year capital structure comprised of 3.97

percent short-term debt, 19.47 percent long-term debt and 76.56 percent

20 common equity.

21

22

23

A.

Q.

A.

Q.

Q.

A.

A.

Q.
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1

2

3

What capital structure are you proposing for Chaparral?

I am recommending a capital structure which is comprised of 4.10 percent

short-term debt, 20.20 percent long-term debt and 75.70 percent common

4

5

6

7

equity.

My recommended capital structure adopts the Company's projected levels

of short-term debt and long-term debt. My recommended level of long-

term debt ref lects the retirement of Chaparral's long-term Series 1997A

4.00% to 4.85% serial bonds due 1998 to 2007.8

9

10 Do you agree with the Company-proposed level of common equity?

11 No. The $27,002,476 Company-proposed Test Year level of common

12

13

14

equity includes a pro forma adjustment of $1,280,000 for an additional

CAP allocation which fails the used and useful standard (an issue that is

addressed more fully in the direct testimony of RUCO witness Timothy J.

15 removed  the  Company 's  p ro  f o rma

16

Coley). Accordingly, I have

adjustment to reduce the level of common equity to my recommended

17 figure of $25,722,476.

18

19 Is Chaparral's capital structure in line with industry averages?

20 No. Chaparral's capital structure is heavier in equity than the capital

21

22

23

structures of the water companies included in my cost of capital analysis

(Schedule WAR-9). The capital structures for those utilities averaged 50.2

percent for debt and 49.8 percent for equity (49.7 percent common equity

60
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1 + 0.1 percent preferred equity). In fact Chaparral's capital structure has

2 more equity than the capital structure of its parent American States, which

3 has a capital structure comprised of 46.9 percent debt and 53.1 percent

4

5

6

7

8

equity.

The same is true when Chaparral's capital structure is compared to the

LDC's in my sample. The capital structures for those utilit ies averaged

45.7 percent for debt and 54.3 percent for equity (53.6 percent common

equity + 0.7 percent preferred equity).

9

10 In terms of risk, how does Chaparral's capital structure compare to the

11 water utilities in your sample?

12

13

The water utilities in my sample would be considered as having a higher

level of  f inancia l r isk ( i .e.  the risk associated with debt repayment)

14

15

because of their higher levels of debt and lower levels of common equity.

The additional financial risk is due to debt leverage which is embedded in

16

17

18

19

20

21

22

23

the cost  o f  equ i t ies der ived for those companies through the DCF

analysis. Thus,  the  cost  o f  equ i ty  der ived  in  my DCF ana lys is  is

applicable to companies that are more leveraged and, theoret ical ly

speaking,  r isk ier than a  u t i l i ty  wi th  a  lower leve l  o f  debt  s imi lar to

Chaparral's. In the case of  a publicly traded company, such as those

included in my proxy, a company with Chaparral's level of debt would be

perceived as having a lower level of financial risk and would therefore also

have a lower expected return on common equity.

61
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1

2

Have you made an adjustment to your DCF estimate based on this

perception of higher financial risk?

No. As discussed earlier, I have not made such an adjustment in this3

4 case. cost  o f  common equ i ty  f igure  wi l l

5

My higher recommended

compensate the Company's shareholders for any perceived higher levels

6 of company-specific business risk that they believe Chaparral faces.

7

8 WEIGHTED COST OF CAPITAL

9

10

11

12

13

14

15

16

17

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 9.32 percent.

This f igure is the result of a weighted average of Chaparral's proposed

6.11 percent cost of short-term debt, 5.33 percent cost of Test Year Long-

term debt  and 10.50 percent  cost  o f  common equi ty  cap i ta l . The

Company-proposed 9.32 percent weighted cost of  capital is 294 basis

points higher than the 6.38 percent FVRB weighted cost of capital that I

am recommending which re f lects a  200 basis po in t  in f la t ion factor

18 adjustment.

19

20 Has the Company's cost of capital witness made any adjustments to

remove an inflation factor from his estimated cost of common equity?21

22 No. As I stated earl ier,  Mr. Bourassa's test imony was f i led prior to

23 Decision No. 70441 and does not take the Commission's conclusions into

Q.

A.

Q.

A.

Q.

A.
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1

2

3

account. Consequently the Company is applying an OCRB rate of return

to a FVRB which, as I explained earlier, produces an inappropriate level of

operating income that reflects an over-counting of the effects of inflation.

4

5

6

7

What would the Company's weighted cost of capital be if Mr. Bourassa

had made an inflation factor adjustment similar to yours?

Had Mr. Bourassa made an adjustment similar to the one that I made, his

8

9

weighted cost of capital, to be applied to a FVRB, would have been 9.01

as opposed to 9.32 percent.

10

11 COMMENTS ON CHAPARRAL'S cosT OF EQUITY CAPITAL

12 TESTIMONY

13

14

15

16

17

18

19

20

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The Company's cost of capital witness, Mr. Bourassa is recommending an

OCRB cost of common equity of 10.50 percent which does not include an

inflation factor adjustment. His 10.50 percent OCRB cost of equity capital

is 167 basis points higher than the 8.83 percent OCRB cost of  equity

capital that I have calculated and is 367 basis points higher than the final

FVRB cost of equity that I am recommending.

21

22

23
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1 What methods did Mr. Bourassa use to arrive at his cost of common

2

3

4

equity for Chaparral?

Mr. Bourassa used both the DCF and CAPM methods. His DCF analysis

relies on two constant growth versions of the DCF model that are similar

5

6
"g"

7

8
"g"

9

10

11

12

13

14

to the model that I have used. His first constant growth model relies only

on earnings growth estimates for the component of the model while his

second constant growth model relies on sustainable growth estimates for

the component. Mr. Bourassa also uses a two-stage growth version

of  the DCF model. The results of  his DCF analysis range f rom 8.10

percent to 13.60 percent. His CAPM analysis uses the same model that I

have used but he obtains two different results: one obtained by using an

historical r isk premium and the other by using a current market r isk

premium. His CAPM analysis produces results of 11.4 percent using an

historical risk premium and 11.50 percent using a current market risk

15 premium.

16

17 DCF Comparison

18 What are the main reasons for the difference in the results that you

19

20

21

22

23

obtained f rom your DCF analysis and the results that  Mr.  Bourassa

obtained from his DCF analysis using the constant growth model?

Mr. Bourassa conducted his analysis over a year ago and consequently

much of the data that he used in his analysis is now dated. This can be

seen in a price comparison of three of the water company stocks that we

64
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1 b o t h  u s e d  i n  o u r  s a m p l e s :  T h e  d i f f e r e n c e  b e t w e e n  t h e  a v e r a g e  c l o s i n g

2 s t o c k  p r i c e s  u s e d  i n  m y  D C F  m o d e l  a n d  M r .  B o u r a s s a ' s  D C F  m o d e l s  a r e

a s  f o l l o w s :3

4

5 R i q s b y B o u r a s s a D i f f e r e n c e

6 AWR

7 CWT

$36.42

$38.02

$22.76

$1 .07

$0.05

-$5.758 WTR

$38.12

$38.07

$17.01

9

1 0

1 1

What is the main difference between your constant growth DCF results

and Mr. Bourassa's first constant growth model which relied strictly on

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

e a r n i n g s  g r o w t h ?

I n  r e s p e c t  t o  M r .  B o u r a s s a ' s  f i r s t  c o n s t a n t  g r o w t h  m o d e l ,  w h i c h  r e l i e d

s t r i c t l y  o n  e a r n i n g s  g r o w t h ,  t h e r e  i s  a  3 0  b a s i s  p o i n t  d i f f e r e n c e  b e t w e e n

t h e  a v e r a g e  d i v i d e n d  y i e l d s  o f  t h e  t h r e e  w a t e r  u t i l i t i e s  t h a t  o u r  s a m p l e s

h a v e  i n  c o m m o n ,  h i s  2 . 5 8  t o  m y  2 . 8 8 .  H o w e v e r ,  t h e r e  i s  a  1 2 4  b a s i s  p o i n t

d i f f e r e n c e  b e t w e e n  h i s  7 . 7 8  p e r c e n t  a v e r a g e  g r o w t h  e s t i m a t e  ( " g " )  f o r  t h e

t h r e e  c o m m o n  u t i l i t i e s  ( i . e .  A W R ,  C W T ,  a n d  W T R )  a s  o p p o s e d  t o  m y  6 . 5 4

p e r c e n t  e s t i m a t e  w h i c h  a l s o  t a k e s  i n t o  a c c o u n t  o t h e r  g r o w t h  e s t i m a t e s  o n

d i v i d e n d s  a n d  b o o k  v a l u e . S u b s e q u e n t l y  M r .  B o u r a s s a ' s  D C F  e s t i m a t e

r e l y i n g  o n l y  o n  e a r n i n g s  g r o w t h  i s  1 0 . 3 6  p e r c e n t  a s  o p p o s e d  t o  m y

e s t i m a t e  o f  9 . 4 2  p e r c e n t  w h i c h  t a k e s  i n t o  a c c o u n t  m o r e  r e c e n t  d a t a  o n

Q .

A .
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1

2

stock prices and growth projections for earnings, dividends and book

value on the three water utilities our samples have in common.

3

4

5

Please explain the main dif ference between your constant growth DCF

results and Mr. Bourassa's second constant growth model which relied on

6

7

sustainable growth?

The same 30 basis point difference between our estimated dividend yields

8 exists in Mr. Bourassa's sustainable growth version of the constant growth

9 model. However, his estimate for the component is seriously flawed.
"g"

10

11

12

13

14

As I noted earlier in my testimony, Value Line does not provide long-term

projections on earnings, dividends and book value on the other three

water utilit ies used by Mr. Bourassa in his sample. Consequently, Mr.

Bourassa  uses an  unrea l is t ic  6 .39  percen t  average  o f  h is  g rowth

est imates for AW R, cwT and W TR for the other three water ut i l i t ies

15

16

17

included in his sample as opposed to using actual accounting information

that is specific to those water utilities. This has the effect of increasing his

DCF model's average estimate by 20 basis points.

18

19 Did you conduct a two-stage DCF analysis like the one conducted by Mr.

20 Bourassa?

21 No. Primarily because the growth rate component that I estimated for my

22

23

single-stage model already takes into consideration both the near-term

and long-term growth rate projections that Mr. Bourassa averaged in his

A.

Q.

A.

Q.
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1

2

multi-stage model. This  being the case,  I  saw no need to conduct  a

separate DCF analysis.

3

4 CAPM Comparison

5 What are the main differences between your CAPM results and Mr.

6 Bourassa's CAPM results?

7 The main dif ferences between our CAPM results is at t r ibutable to the

8

9

10

11

12

selection of U.S. Treasury instruments used as inputs for the risk-free rate

of return and the time period that has expired since Mr. Bourassa filed his

direct testimony. As I explained in my test imony on the economy, the

interest rates on U.S. Treasury instruments have fallen over the past year

as a result of the Fed's rate cutting actions (Attachment E). In addition,

13 Mr. Bourassa tends to rely on longer term maturit ies greater than f ive

14 years that are unrealistic proxies when one takes into account that utilities

15 generally file for new rates every three to five years.

16

17 How did Mr. Bourassa arrive at his f inal 10.50 percent cost of common

18

19

equity for Chaparral?

Mr. Bourassa's final estimate of 10.50 percent is based upon his review of

the results  of  his various DCF and CAPM models. He states that  he20

21

22

believes that the 10.50 percent f igure is a conservative estimate due to

Chaparral's smaller size and higher operational operating risks are taken

23 into consideration.

A.

Q.

Q.

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

2 the testimony of Mr. Bourassa or any other witness for Chaparral

3 constitute your acceptance of their positions on such issues, matters or

4 findings?

5 No, it does not.

6

7 Does this conclude your testimony on Chaparral?

8 Yes, it does.

A.

A.

Q.

Q.
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Appendix 1

Qualifications of William A. Rigsby. CRRA

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

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

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

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

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 84999

Florida State University
Center for Professional Development 8< Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

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

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

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

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

Tax Examiner Technician I / Revenue Auditor ll
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 - October t 994
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Docket No. Type of ProceedingUtility Company

ICE Water Users Association U-2824-94-389 Original CC&N

Rate IncreaseRincon Water Company U-1723-95-122

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

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

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

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

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

Pineview Land 8.
Water Company U-1676-96-352 Financing

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

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

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

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

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

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

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

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

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

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

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

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

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

utility Company Docket No. Type of Proceeding

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

I.M. Water Company, Inc.

Mara fa Water Service, Inc. W-01493A-99-0_98

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530 Financing

Sale of AssetsGTE California, Inc. T-01954B-99-0511

Citizens Utilities Rural Company, Inc. T-01846B-99-051 1 Sale of Assets

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

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

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

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

T-03777A-00-0575

W-02074A-00-0482

Reorganization

Financing

Financing

Financing

WIFA Financing

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461 WIFA Financing

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

W-01445A-00-0749 FinancingArizona Water Company

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

W-01445A-00-0962 Rate IncreaseArizona Water Company

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

Picacho Sewer Company SW-03709A-01-0165

Financing

Financing

Picacho Water Company W-03528A-01-0169 Financing

W-03861A-01-0167 Financing

W-02025A-01 -0559 Rate Increase

Ridgeview Utility Company

Green Valley Water Company

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

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

3
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceeding

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

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

WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0650 Rate Increase

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

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

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

SW-02519A-06-0015 Rate Increase

E_01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

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

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

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

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

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

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

Southwest Gas Corporation G-01551A-07-0504 Rate Increase

4
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INDUSTRY TIMELINESS: 96 (of 98)

Composite Statistics: Water Utility Industry
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July 25, 2008 WATER UTILITY INDUSTRY 1415

Despite being what is typical ly perceived as a
safe haven during tumultuous market conditions
such as we are experiencing right now, the Water
Ut i l i ty Industry,  as a whole,  has shown l i t t le,  i f
any, price momentum over the last few months. As
a resul t ,  the group cont inues to rank near the
bottom of the Value Line Investment Survey for
Timel iness. Earning power has been restrained
for most of the companies operating in this space
by unfavorable weather conditions and the higher
costs associated with them. Even the anticipated
arrival  of  one of  the larger players in this f ield,
American Water Works Company, was unable to
ral l y  inv estor  opinion.  Al though an improv ing
regulatory env ironment ought to boost earnings
growth going f orward,  i nf rast ructure requi re-
ments and capital restraints to continue, dampen-
ing most of  the stocks' growth potential. On that
note, the one once lof ty div idend yield has lost
some shine, too.

Same Obstacles

Better Backing

The costs of maintaining current water systems in the
United States are growing at exorbitant rates. Many of
them are more than 100 years in age and in need of
refurbishing, and in some cases, complete overhauls.
Meanwhile, EPA requirements are becoming more strin-
gent, a trend that will likely only intensify as the threat
of bioterrorism continues to mount. In all, infrastructure
costs are expected to climb into the hundreds of millions
of dollars in the coming decade. However, not everyone
in this space can foot the bill. Many of the smaller
operators are light on cash and covered in debt. As a
result, the acquisition market has been robust of late.
Aqua Americahas definitely been the most opportunistic
name in this space, buying out hundreds of these smaller
players unable to meet the financial burden in recent
years. It is likely to maintain its torrid pace, using the
current market conditions to continue expanding its
geographic footprint and accessing new markets, with a
much lower barrier of entry.

Investment Advice

We recommend that investors contemplating entry
into the Water Utilities Industry, perhaps reconsider.
None of the stocks here stand out for the coming six to 12
months or the 3- to 5-year time frame either. Rising
infrastructure costs, coupled with the financial con-
straints that most water companies are facing, are
expected to wipe out most of the benefits of a better
regulatory climate, thus limiting shareholder gains.
Meanwhile, the current dividend yields do not exactly
whet our appetite either, with many better income
bearing instruments on the market for investors to
consider. Although we always insist that potential inves-
tors carefully review the individual reports in the next
few pages, we suggest paying particularly close atten-
tion to new comer American Water Works. Wall Street
appears to have already soured on the stock just months
after its April IPO. Any further price weakness may
entice some attention. Aqua America also bears looking
at. Its aggressive M&A strategy gives it the most ability
to improve its growth profile.

Every util ity provider is required to comply with
specif ic requirements, upheld by state regulatory
boards. These authorities were put in place in an effort
to maintain a balance of power between customers and
providers, as well as ensure fair business practices.
Unfortunately, this has been easier said than done.
Some state forces have tended to side with customers
and been unfriendly to businesses, handing down un-
timely and, in many cases, unfavorable rulings. This has
been extremely problematic, as utilities typically submit
general rate case claims every year, attempting to recap-
ture lost wages, due usually to a variety of circum-
stances, which are generally weather related. That said,
the red tape looks as though it is being removed in many
cases. In California, for example, the California Public
Utilities Commission (CPUC), under Governor
Schwarzeneggex"s watch, has done a complete 360 and
implemented a much more business friendly approach.
This augurs well for the future, as the board is currently
looking into the possibility enacting some of the propos-
als of the Water Action Plan of 2005. Such a scenario
would further streamline the decision making process
and remove some future earnings volatility, via the
adoption of a weather normalization clause. Andre J Costanza
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ere in the city of Big Bear Lake and in areas of San Bernardino

County. Acquired Chaparral City Water of Arizona (10100l. Has

roughly 572 employees. Officers & directors own 4.4% of common

stock (bloB Proxy). Chairman: Lloyd Ross. President & CEO: Floyd

Wicks. inc; CA. Addr.; B30 East Foothill Boulevard, San Dumas, CA

91773. Tele.: 909-394-3600. Internet: www.aswater.com.

BUSINESS: American States Water Co. operates as a holding

company. Through its principal subsidiary, Golden State Water

Company, it supplies water lo more than 250,000 customers in 75

communities in 10 counties. Service areas include the greater

metropolitan areas of Los Angeles and Orange Counties. The com-

pany also provides electric utility services to nearly 23,250 custom-

reserves and sparking higher usage. Plus,
the CPUC will likely continue handing
down favorable general rate case deci-
sions, a trend that began when the Gov-
ernor took the reins. In all, we look for
double-digit earnings growth in 2009.
Nevertheless, these shares do not
whet our appetite. They've tumbled
roughly 10% since our last review in April,
and are ranked 4 (Below Average) for
Timeliness. Growth will probably remain
under wraps for the coming six to 12
months due to concerns regarding inven-
tory levels and escalating operating costs.
Longer term, we are concerned about the
effects of growing infrastructure needs and
the company's ability to fund such
endeavors. American has a feeble cash
position and will have to look to outside
financiers to fund future capital expendi-
tures. Not only will such activity result in
higher interest costs and share count, thus
diluting shareholder gains, but it will also
limit the company's ability to make acqui-
sitions and expand its customer base.
Meanwhile, the issue does not stand out as
an income producer versus other utilities.
Andre J Costanza July 25, 2008

American States Water got off to an
inauspicious start. The company posted
earnings of $0.30 a share in the first
quarter, 25% off last year's figure and
$0.08 below our estimate. Sales decreased
4%, to $68.9 million, due mainly to a re-
duction in fees from military bases. Water
consumption would have declined even
further if not for continued improvements
in the regulatory process, namely the
recent rate hike, effective January 1st, im-
plemented by the California Public Utili-
ties Commission (CPUC) .
The outlook for the remainder of the
year has dried up, too. Extremely arid
weather (the driest on record in roughly 70
years) in California has prompted Gov-
ernor Schwarzenegger to declare a drought
and urge citizens to be more conservative
with water usage. This is obviously not a
favorable development for American, and
we have therefore reduced our share-net
estimate by $0.15, to $1.65, and our reve-
nues figure by $10 million, to reflect mini-
mal revenue growth.
We expect that earnings growth ought
to improve next year, though. Weather
conditions ought to improve, replenishing
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Total Debt $305.2 mill. Due in 5 Yrs $16.2 mill.

LT Debt $288.5 mill. LT Interest $20.0 mm.

(LT interest earned: 3.8x, total inf. coy.: 3.6x)

Pension Assets-12/07 $85.3 mill.
oblige. $1053 mill.

Pfd Stock $3.5 mill. Pfd Div'd $.15 mill.

139,000 shares, 4.4% cumulative ($25 par).

Common Stock 20,716,702 she.
as of 5/1/08
MARKET CAP: $100 million (Small Cap)
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8.5%

6.5%

9.5%

9.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

7.0%

11.0%

11.0%

2.8%

74%

3.5%

70%

1 .8%

82%

NMF

119%

1.0%

90%

.7%

91%

2.1%

77%

2.1%

78%

1,0%

86%

1.8%

77%

2.0%

73%

3.5%

64%

Retained to Com Et

All Div'ds to Net Prof

5.5%

50%2007 3/31/08200s

60.3
49.3

109.6

33.1
1.8

35.3

70.2

317%

6.7
5 3 3

60.0

36.7
2.7

30.3

89.7

365%

3.0
48.0

51.0

26.7
16.7
35.3

78.7

375%

CURRENT POSITION
(SMILL)

Cash Assets
Other

Current Assets

Accts Payable
Debt Due
Other

Current Liab.

Fix. Chg. Cov.

Revenue breakdown, '07: residential, 69%, business, 18%, public

authorities, 5%. industrial, 5%, other, 3%. 07 reported depreciation

rate: 2.2%. Has roughly 890 employees. Chairman: Robert W. Foy.

President & CEO: Peter c. Nelson (4108 Proxy). Inc.: Delaware.

Address: 1720 North First Street, San Jose, California 95112-4598.

Telephone: 408-367-8200. Internet: vmw.calwatergroup.com.

BUSINESS: California Water Service Group provides regulated and

nonregulated water service to roughly 463,600 customers in BE

communities in California, Washington, New Mexico, and Hawaii.

Main service areas: San Francisco Bay area, Sacramento Valley,

Salinas Valley, San Joaquin Valley 8\ parts of Los Angeles. Ac-

quired National Utility Company (5l04); Rio Grande Corp. (11100).

backing of the current administration with
general rate cases. As a result, we've
lowered our full-year earnings outlook by
9%, to $1.60 a share.
An improved operating env ironment
ought to clear the way for 16% share-
net growth in 2009. It appears as though
some of the regulatory agendas in the
2005 Water Action Plan will come to frui-
tion, streamlining the regulatory process.
We recommend taking a pass on this
issue. CWT shares have tumbled 18%
since our April review and are ranked 3
(Average) for Timeliness. Meanwhile, the
capital-intensive nature of the business
will likely underpin the stock going for-
ward, making it a below-average selection
for the next 3 to 5 years. There are better
income vehicles out there too.
We endorse the company's ef fort to
expand i ts presence in other areas,
though. Although regulatory backing in
the Golden State has been much improved,
diversification of the business model into
other states could well improve the stock's
appeal. This will be a difficult task, how-
ever, given CWT's financial constraints.
Andre l Costanza July 25, 2008

California Water Service Group
barely  eked out  a gain in the f i rst
quarter. The water utility provider posted
a profit of $0.01, a stark contrast to the
$0.07 gain reported last year, and roughly
a dime below our expectation. Revenue
growth came in at a disappointing 2%, as
the benefits of ongoing regulatory im-
provements were offset by unusually wet
weather conditions. Higher administration
costs were also a problem, cutting into op-
erating margins.
Ironical ly, dryer weather condit ions
are threatening prof itabil ity over the
next few quarters. California, where the
company does most of its business, saw ex-
tremely hot temperatures in the second
quarter, which evaporated most water
supplies and caused a drought. That said,
the company, at Governor Schwarzeneg-
ger's urging to be more conservative, has
instituted the first stage of its plan aimed
at reducing water usage by 10% for the
roughly two million people it serves in its
24 operating districts. Although this does
not seem to be in the company's best inter-
est at first blush, we believe that it must
play ball in order to continue receiving the

Past Est'd '05-'07
5Yrs. to'11-'13

0.5% 3.5%
4.0% 6.0%
4.5% 8.5%
0.5% 1.0%
8.0% 4.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash F low"
Eamings
Dividends
Book Va lue

Past
10 Yrs.

2.0%
1.5%

-0.5%
1.0%
3.5%

Ca l -
e n d a r

QUARTERLY REVENUES ($ mill.)
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

F u l l
Y ear

2005

2006

2007

2008

2009

101. 1
107. 8
113. 8
1 2 0
1 a 5

81. 5
81. 1
95 . 8
95 . 1

1 1 0

77. a
80. 6
85. 9
92. 0

1 0 0

60 . 3
65. 2
71. 6
72 . 9
00 . 0

320.7

334.7

367.1

380

425

Ca l -
e n d a r

EARNINGS PER SHARE A
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2005

2006

2007

2008

2009

.32

.31

.39

.42

.45

.71

.68

.67

.77

.85

.41

.31

.37

.40

.45

.03

.04

.07

.01

.10

1.41

1.34

1.50

1.60

1.85

Cal-
endar

QUARTERLY DIVIDENDS PAID B l

M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1
Full
Year

2004
2005
2006
2007
2008

.283

.285

.2875

.290

.283

.285

.2875

.290

.283

.285

.2875

.290

.293

.283

.285

.2875

.290

.293

1.13
1.14
1.15
1.15

(B )  D ividends histor ical ly paid in mid-F eb. ,
May,  Aug. ,  and N ov.  I  D iv' d  r e invest ment  p lan
avai lable.

B ++
6 5
7 5
7 5

c)  I nc l .  def er red charges.  I n  07: $69. 7 mill. ,
3.37lSh.

(D)  In mill ions,  adjusted for  split .

Company 's  F inanc ia l  Strength
Stock's Price Stabil i ty
Price  Growth Pers is tence
Eamings Predic tabi l i ty

3 2 . 0
2 2 . 6

Target Price Range
2011 2013

80

G0
50
40

30
25
20

15

10

-7.5

I .
II I

I

lIHI
III
III

11111111
IIHIIII
IIIIIIII

(A)  Basic Eps.  Excl.  nonrecur r ing gain ( loss) :
00,  (7¢) ,  '01,  4¢,  02,  8¢.  Next  earnings repor t
due ear ly Aug.
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VALUE
LINE
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6.9
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14.3
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11.5

12.8
9.4

High:
Low:

5.0
2.6

5.6
3 5TIMEUNESS 4

3
Lowered11/23/07

SAFETY New 10128105

TECHNICAL 3 Raised 7l11l08
BET A 1 . 0 5  ( 1 0 0 = M a r k e t )

Price
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14

Ann'l Total
Return
2 2 %
12%

2011-13 PROJECTIONS

Gain
(+110%l

(+45%
High
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I n s i d e r  D e c i s i o n s

S O N D J
1 0 0 0 0
0 0 0 0 0
1 1 1 1 1
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0  0  0  0
0  0 1 3
0  0  0  2

lo Buy
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3 . 7 7

. 4 4

. 1 9

. 1 8

4 . 0 3

. 3 8

. 0 8

.1 4

4 . 2 0

. 3 8

. 0 9

. 0 8

4 . 8 4

. 4 4

. 1 2

. 0 8

5 . 3 1

. 4 6

. 1 5

. 0 9

5 . 6 1

. 5 3

. 2 1

. 0 9

5 . 6 3

. 5 9

. 2 5

. 1 0

6 . 1 6

. 6 5

. 3 1

. 1 1

7 . 4 9

. 7 6

. 3 8

. 1 3

8 . 1 5

, a v

, 4 2

. 1 4

9 . 1 2

. 8 5

. 3 9

, 1 5

1 0 . 7 0

. 9 1

.4 4

. 1 6

9 . 2 3

. 6 7

. 2 3

. 1 8

9 . 1 0

. 7 8

. 3 4

. 2 0

9 . 4 2

. 8 5

. 4 0

. 2 1

8 . 9 6

. 8 6

. 3 1

. 2 3

9 . 0 0

. 9 5

. e a

. 2 4

9 . 2 5

1 . 1 0

. 4 0

. 2 6

R e v e n u e s  p e r  s h

" C a s h  F l o w "  p e r  s h

E a m i n g s  p e r  s h  A

D i v ' d  D e c l ' d  p e r  s h  s

1 0 . 3 5

1 . 6 0

. 7 0

. 3 0

. 4 2

2 . 4 2

. 6 0

2 . 3 1

. 7 2

2 . 3 1

. 8 4

2 . 4 5

. 9 5

2 . 4 0

.7 4

2 . 5 2

. 7 9

2 7 0

. 5 3

3 . 0 5

. 5 5

3 4 4

1 . 0 5

3 . 8 4

1 , 7 8

4 2 7

1 . 1 4

4 . 9 0

1 . 2 6

6 . 1 7

1 . 6 6

6 . 4 9

1 . 8 7

6 . 9 8

1 . 7 0

5 . 9 8

1 . 6 0

6 . 6 5

1 . 6 0

6 . 8 0

C a p ' l  S p e n d i n g  p e r  s h

B o o k  V a l u e  p e r  s h  D

1 . 7 0

7 . 8 5

1 1 . 8 0 1 1 . 9 7 1 2 . 1 3 1 1 . 7 4 1 2 . 4 5 1 2 . 6 5 1 2 . 8 3 1 3 , 1 2 1 3 . 9 9 1 4 . 1 7 1 4 , 3 5 1 6 . 1 7 2 0 . 3 6 2 2 . 3 3 2 3 . 8 0 2 4 . 2 1 2 5 . 0 0 2 6 . 0 0 C o m m o n  S h s  0 u t s t ' g  c 2 8 . 0 0

1 4 . 5

. 8 8

6 . 6 %

3 5 . 8

2 . 1 1

4 . 7 %

2 2 . 3

1 . 4 6

4 . 2 %

1 4 . 6

. 9 8

4 . 7 %

1 6 . 5

1 . 0 3

3 . 4 %

1 6 . 9

.9 7

2 . 7 %

1 7 . 2

. 8 9

2 . 3 %

1 9 . 6

1 1 2

1 . 8 %

1 7 0

1 . 1 1

2 . 0 %

1 9 . 8

1 . 0 1

1 . 7 %

2 4 . 8

1 . 3 5

1 . 5 %

2 1 . 2

1 . 2 1

1 . 7 %

5 1 . 6

2 . 7 3

1 . 5 %

3 5 . 5

1 . 8 9

1 . 6 %

3 4 . 8

1 . 8 8

1 . 5 % 1 . 8 %

Boldfig
Valu
erin

mus are
L in e
Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

25.0
1.65

1.7%

C A P I T A L S T R U C T U R E a s  o f  3 1 3 1 1 0 8
T o t a l  D e b t $ 1 8 3 . 8  m i l l .  D u e  i n Y r s  $ 6 0 . 5  m i l l .

L T  D e b t  $ 1 8 1  . 9  m i l l . L T  I n t e r e s t $ 9 . 0  m i l l .

( T o t a l  i n t e r e s t c o v e r a g e : 2 . 7 x ) ( 4 8 %  o f  C a p ' I )

L e a s e s , U n c a p i t a l i z e d : A n n u a l  r e n t a l s  $ 6 . 7  m i l l .

P e n s i o n  L i a b i l i t y N o n e

P f d S t o c k  $ . 4 5 8  m m . P f d  D i v ' d $ . 0 2 0  m i l l .

C o m m o n  S t o c k  2 4 , 4 6 7 , 5 9 5  s h e .

a s  o f  5 / 2 / 0 8

M A R K E T  C A P :  $ 2 2 5  m i l l i o n  ( S m a l l  C a p )

7 2 . 2

3 . 4

8 0 . 9

4 . 2

1 0 4 . 7

5 . 4

1 1 5 . 5

5 . 2

13023

5 0

1 7 3 . 0

7 . 2

1 8 8 . 0

4 . 5

2 0 3 . 2

7 . 3

2 2 4 . 2

9 . 3

2 1 7 . 3

5 . 0

2 2 5

7 . 5

240

10.5

Revenues ($mill)

Net Profit (smile)

3 0 0

2 0 . 5

3 9 5 % 3 9 0 % 3 7 0 % 3 6 . 0 %

1 4 . 4 %

3 4 . 9 %

3 . 2 %

3 5 . 9 % 3 6 . 1 %

1 1 . 0 %

3 5 . 0 %

9 . 5 %

3 5 . 0 %

1 2 . 5 %

N M F

1 1 . 0 %

3 5 . 0 %

1 1 . 0 %

35.0%

11.5%

I n c o m e  T a x  R a t e

A F U D C  v .  t o  N e t  P r o f i t

3 6 . 0 %

1 4 . 0 %

4 8 1 %

5 0 . 5 %

4 5 2 %

5 4 1 %

4 8 8 %

5 0 1 %

5 1 4 %

4 8 2 %

5 5 . 7 %

4 2 . 9 %

4 7 . 9 %

5 1 . 8 %

4 7 . 9 %

5 2 . 0 %

4 4 . 7 %

5 5 . 1 %

4 3 . 6 %

5 6 . 3 %

5 0 . 0 %

5 0 . 0 %

5 0 . 5 %

4 9 . 5 %

4 7 . 5 %

5 2 . 5 %

L o n g - T e r m  D e b t  R a t i o

C o m m o n  E q u i t y  R a t i o

3 8 . 0 %

6 2 . 0 %

6 8 . 5

1 0 9 . 2

7 . 1 %

7 3 . 9

1 1 3 ]

7 5 %

9 5 . 0

1 5 7 . 8

7 5 %

1 1 3 0

1 7 1 . 1

7 6 %

1 4 2 . 8

2 0 3 . 9

5 8 %

1 5 2 . 8

2 1 9 . 5

6 . 2 %

2 4 2 . 0

3 0 2 . 6

3 . 1 %

2 6 2 . 9

3 4 4 . 8

4 . 1 %

2 9 5 . 2

3 8 9 . 6

4 . 5 %

2 9 0 0

4 1 0 . 3

3 . 0 %

3 3 5

4 4 0

3 . 5 %

3 3 5

4 5 0

4 . 5 %

Total Capital ($miII)

Net Plant ($mill)

Return on Total Cap'l

3 7 0

5 2 5

6 . 5 %

9 . 5 %

9 . 5 %

1 0 3 %

1 0 . 4 %

1 1 , 1 %

1 1 . 1 %

1 1 4 %

1 1 ,4 \y ,

9 7 %

9 . 7 %

9 . 0 %

9 . 1 %

3 . 6 %

3 . 6 %

5 . 0 %

5 . 0 %

5 . 6 %

5 . 6 %

3 . 5 %

3 . 5 %

4 . 5 %

4 . 5 %

6.0%
6.0%

R e c u r o n  S h r .  E q u i t y

R e c u r  o n  C o m E q u i t y

9 . 0 %

9 . 0 %

2006 2007 3/31/08

4.3
27.5

2.9
26.0

2.2
27.7

16.5
48.3
12.7

1 .4
21 .7
35.8

CURRENT POSITION
ISMILL.)

Cash Assets
Receivab!eA c  )
Inventory kg st
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.

32.8
62.7

8.4
1 .g

27.6
37.9

32.7
61.6
14.9

1.9
29.4
46.2

5 . 0 %

3 8 %

7 . 0 %

3 3 %

7 . 8 %

3 1 %

7 . 8 %

3 2 %

6 3 %

3 6 %

5 . 8 %

3 6 %

.8 %

7 8 %

2 . 1 %

5 8 %

2 . 6 %

5 4 %

NMF

NMF

1 . 0 %

8 0 %

2 . 5 %

6 5 %

R e t a i n e d  t o  C o m  E q

Al l  D i v ' d s  t o  Ne t  Pr o f

5 . 5 %

4 3 %

p u b l i c  w a t e r  u t i l i t i e s  i n  C a l i f o r n i a , N e w M e x i c o ,  O k l a h o m a ,  a n d

T e x a s .  S e r v i c e s  d o e s  m o s t l y  m a i n t e n a n c e  w o r k  o n  a  c o n t r a c t

b a s i s .  O f f .  &  D i r .  o w n  6 . 4 %  o f  c o m .  s h e . ,  S t e i n  R o e  I n v e s t m e n t

C o u n c i l ,  9 . 2 %  ( 4 1 0 8  p r o x y ) .  C E O  a n d  C h a i r m a n :  M a N n  S w a t e k .  I n c . :

D E .  A d a r . :  O n e  W i l s h i r e  B u i l d i n g ,  6 2 4  S .  G r a n d  A v e .  S t e .  2 9 0 0 ,  L o s

A n g e l e s ,  C A  9 0 0 1 7 .  T e l . :  2 1 3 - 9 2 9 - 1 8 0 0 .  I n t e r n e t :  w w w . s v m c . c o m .

B U S I N E S S : S o u t h w e s t  W a t e r  C o m p a n y  p r o v i d e s  a  b r o a d  r a n g e  o f

s e r v i c e s  i n c l u d i n g  w a t e r  p r o d u c t i o n ,  t r e a t m e n t  a n d  d i s t r i b u t i o n ,

w a s t e w a t e r  c o l l e c t i o n  a n d  t r e a t m e n t ,  u t i l i t y  b i l l i n g  a n d  c o l l e c t i o n ,

u t i l i t y  i n f r a s t r u c t u r e  c o n s t r u c t i o n  m a n a g e m e n t ,  a n d  p u b l i c  w o r k s

s e r v i c e s .  I t  o p e r a t e s  o u t  o f  t w o  g r o u p s ,  U t i l i t y  ( 4 3 %  o f  2 0 0 7  r e v e -

n u e s )  a n d  S e r v i c e s  ( 5 7 % ) .  U t i l i t y  o w n s  a n d  m a n a g e s  r a t e r e g u l a t e d

If successful, these gains should add to
both the top and bottom line out to the
2011-2013 period.
The Cornerstone Project may improve
margins in the coming years. As a part
of this initiative, the company has in-
stalled the Oracle software platform to
consolidate all its financial accounting
functions. Other aspects will be the ex-
panded management reporting capabil-
ities, and the development of a financial
services center to centralize some adminis-
trative processes. Once the expenses re-
lated to this restructuring, which are like-
ly to extend to the latter half of 2009, are
eliminated, operating margins should be-
gin to show improvements.
Th is  un t ime ly  s t ock  does  not  ho ld
much appeal at this time. Even though
the ongoing restructuring efforts and the
possible rate hikes are likely to bolster
earnings growth over the next few years,
these gains have been discounted in the
current quotation. As such, the below-
average appreciation potential over the
next 3 to 5 years is not very attractive at
this juncture.
John D. Burke July 25, 2008

Southwest Water's bottom line hit a
dry spell during the first quarter. In-
deed, despite revenue growth of nearly 6%,
year over year, the company registered a
deficit of $0.01 per share. This was due to
an increase in SG&A expenses of about
$1.8 billion, including $700 million for fees
incurred during the pursuit of a failed
strategic opportunity, $800 million related
to expenses for the Cornerstone Project
(discussed below), and $300 million in
higher restructuring and business
engineering costs. As a result, we have
lowered our full-year earnings estimates
for both 2008 and 2009 by a dime.
The company is petitioning for higher
rates. In the California courts, an increase
request of approximately $6.8 million per
annum has been submitted for approval. If
agreed to, these higher prices would be im-
plemented in January of 2009. Also, in
Texas, negotiations are under way to raise
rates in Southwest's Monarch subsidiary.
Decisions for these cases should occur by
the end of 2008. Another possible benefit
may be realized in New Mexico, where a
proposal was presented to collect waste-
water fees through a customer surcharge.

Past
10 Yrs.

5.5%
2.0%
-1.5%
9.5%

10.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Est'd '05-'07
to '11 -'13

2.0%
13.0%
12.0%

6.0%
3.0%

Past
Yrs.
2.0%

-6.5%
-19.5%

9.0%
11.5%

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

5 4 . 7

6 0 . 1

5 7 . 4

5 9 . 0

6 3 . 0

5 2 . 0

5 7 . 9

5 6 . 8

5 8 . 2

6 0 . 0

5 1 . 3

5 5 . 4

5 5 . 0

5 7 . 0

6 2 . 0

4 5 . 2

5 0 . 8

4 8 . 1

5 0 . 8

5 5 . 0

203.2
224.2
217.3
225
240

Cal-
endar

EARNINGS PERSHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2005

200s

2007

2008

2009

. 0 6

. 1 3

. 1 1

. 1 2

. 1 4

. 1 5

. 0 8

. 0 9

. 0 9

. 1 1

. 1 4

. 1 6

. 0 9

. 1 0

. 1 2

d . 0 1

. 0 3

. 0 3

d . 0 1

. 0 3

. 3 4

. 4 0

. 3 1 5

. 3 0

. 4 0

Cal-
endar

QUARTERLY DIVIDENDS PAID B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

. 0 4 8

. 0 5 2

. 0 5 8

. 0 5 8

. 0 4 4

. 0 4 8

. 0 5 2

. 0 5 8

. 0 4 4

. 0 4 8

. 0 5 2

. 0 5 8

. 0 6

. 0 4 4

. 0 4 8

. 0 5 2

. 0 5 8

. 0 6

. 1 8

. 2 0

. 2 t

. 2 3

(B) Dividends historically paid in late January,
April, July, and October.
(C) In millions, adjusted for splits.
(D) Includes intangibles. In 20071 $19.9 million,

$0.83lshare.
(E) Earnings may not add due to rounding.

B
55
70
60

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

lllllllll\ll\l

Target Price Range
2011 2013

4 0
32

24

LB

1 2
1 0

8

6

I
lllll Ill

Ill
III

(A) Diluted earnings. Excludes nonrecurring
gains (losses): '00, (3¢), '01, (5¢), '02, 1¢, '05,
(23¢), '07, (54¢). Next earnings report due mid-
September.
® 2008, Value Line Publishing, Inc. All rights reserved Factual material is obtained from sources believed Lu be reliable and is provided without warranties of any kind.
THE PUBLISHER is NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN.Thispublication is stnctty for subscriber's own, nowcommerclal, Internal use. No part
of it may be reproduced, resold, stored or transmuted in any printed, electronic or other form, or used for generating or marketing any primed or electronic publication, service or product.I
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1.82

.39

24

.20

1.70

.42

.24

.21

1.82

.42

.25

.21

1.84

.47

.29

.22

1.86
.50

.30

.23

2.02
56

M

.24

2.09

51

.40

.26

2.41

.72

.42

.27

2.46

.75

.47

.28

2.70

.86

51

.30

285

94

54

.32

2.97

.96

.57

.35

3.48

1.09

.64

.37

3.85

1.21

.71

.40

4.03
1.26

.70

.44

4.52

1.37
.71

.48

4.80

1.65

.85

.so

5.00
1.85

.95

.56

Revenues per sh

"Cash Flow" per sh

Eamings perch A

Div'd DecI'd per sh B l

5.60
2.35

1.20

.68

.60

2.09

.47

2.29

.46

2.41

.52

2.46

.48

2.69

.58

2.84

.82

3.21

.90

3.42

1.15

3.85

1.09

4,15

1.20

436

1.32

5.34

1.54

5.89

1.84

6.30

2.05

6.96

1.79

7.32

1.85

7.70

1.90

8.20

Cap'I Spending per sh

Book Value per sh

2.15

10.10

51.20 59.40 59.77 63.74 65.75 67.47 72.20 106.80 111.82 113.97 113.19 123.45 127.18 128.97 132.33 133.40 134.50 135.50 CommonShe 0utst'g c 139.00

12.5

.76

6.8%

14.4

.B5

5.9%

13.5

.89

5.0%

12,0

.80

5.2%

15.6

.98

4.9%

17.8

1.03

39%

22.5

1 .17

2.9%

21 .2

1,21

3.0%

182

1,18

3.3%

236

1.21

25%

23.6

129

25%

24.5
1 .40

2.5%

25.1

1.33

2.3%

31.8

1.69

1.8%

34.7

1.87

1.8%

32.0

1.70

2.1%

Bold fig
Value
destin

plus ar e

L ine

Ar e s

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

25.0

1.65

2.7%

CAPITALSTRUCTURE as of 3131108
Total Debt $1239.0 mill. Due in 5 Yrs $207.9 mm.
LT Debt $1215.0 mill. LT Interest $65.0 mill.
(LT interest earned: 3.3x, total interest coverage:
3.1x) (55% of Cap I)

Pension Assets-12/07 $147.8 mill.
Oblig. $194.5 mill.

Pfd Stock None
Common Stock 133,630,229 shares
as of 4/22/08

MARKET CAP: s2.0 billion (mid Cap)

151.0

28.8

257.3

45.0

275.5

50.7

307.3

585

3220

627

367.2

67.3

442.0

a0.0

496.8

91.2

533.5

92.0

602.5

95.0

645

115

675

130

Revenues ($mill)

Net Profit ($mill)

775

165

405% 3B,4% 389% 39.3% 38.5% 39.3% 39.4% 38.4% 39.6%
2.9%

38.9%

3.1%

39.0%

2.5%

39.0%

2.5%

Income Tax Rate

AFUDC % to Net Profit

39.0%

2.0%

52.7%

45.6%

52.9%

45.7%

520%

475%

52.2%

471%

542%

458%

51.4%

48.6%

50.0%

50.0%

52.0%

48.0%

51.6%

48.4%

55.4%

44.6%

54.5%

45.5%

54.0%

46.0%

Long-Term Deb( Ratio

Common Equity Ratio

51.0%

49.0%

496.6

5098

7B27

113544

901,1

1251.4

990.4

1358.1

10762

1490.8

1355.7

1824.3

1497.3

2069.8

1690.4

2280.0

1904.4

2506.0

2191.4

2792.8

2285

2850

2410

3000

Total Capital ($mill)

Net Plant ($mill)
2855

3600

75%

123%

12.4%

75%

122%

123%

7.4%

11.7%
11.7%

7.8%

12.3%
124%

7.6%

12.7%
12.7%

6.4%

10.2%
10.2%

6.7%

10.7%
10.7%

6.9%
11.2%

11.2%

6.4%

10.0%
10.0%

58%

9.7%
9.7%

6.5%

11.0%
11.0%

6.5%

11.5%
11.5%

Recur on Teal Cap'l

Returnon Shr. Equity
Recur on Com Equity

7.0%

12.0%
12.0%

2007 3/31/082006

16.5
73.7
10.2

9.7
110.1

23.4
24.0

127.1
174.5
305%

14.5
82.9

a.8
9.3

115.5
45.8
80.8
56.6

183.2
323%

44.0
72.1
10.2

8.4
134.7
49.4

150.4
55.8

255.6
352%

CURRENT POSITION
(SMILL)

Cash Assets
Receivables C  )
Inventory Avg s t
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

4.5%

64%

4.3%

85%

4.7%

60%

5.1%

59%

5.2%

59%

4.2%

59%

4.6%

57%

4.9%

56%

3.7%

63%

3.2%

67%

4.5%

61%

5.0%

59%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

57%

others. Water supply revenues '07: residential, 60%, commercial,

14%. industrial & other, 26%. Officers and directors own 1.4% of

the common stock (4108 Proxy). Chaimlan & Chief Executive Of-

ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address:

762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-

ephone: 610-525-1400. Internet: www.aquaamerica.com.

BUSINESS: Aqua America, Inc. is the holding company for water

and wastewater utilities that serve approximately 2.8 million resi-

dents in Pennsylvania, Ohio, North Carlina, Illinois, Texas, New

Jersey, Florida, Indiana, and five other states. Divested three of

four non-wa1er businesses in '91, telemarketing group in '93, and

others. Acquired AquaSource, 7/03, Consumers Water, 4/99, and

Aqua America Inc. began the year on
a weak note. Even though revenues grew
slightly year over year, the bottom line
dropped about 15%. A reduction in hous-
ing starts dampened the rate of customer
growth, increased foreclosures have
lowered revenue contributions from these
consumers, and higher fuel costs hurt
margins during the March interim. Also,
the recent loss of customers from the land
seized by the government of Fort Wayne,
Indiana (under the eminent domain doc-
trine) has already begun to cut into prof-
its, and will likely hinder growth until late
2009.
The company may be able to gain
some momentum in the latter half of
the year. A factor that will probably
benefit the top and bottom lines are the 17
rate cases that are in varied stages of reg-
ulatory processes. These price increase re-
quests should be decided by the end of the
year, and can add upwards of $65 million
per annum to revenues. It should also be
noted that some of these cases are for
"rate-relief" which would yield higher
price increases to offset the capital invest-
ments and rising costs that have been ac-

crued during the integration period. Also,
Aqua will likely sell an undisclosed fran-
chise for approximately $10 million late in
the third or fourth quarter.
Aqua America has acquired a waste-
water and irrigation system in Flor-
ida. This will expand the company's cus-
tomer base with the 4,000 residents of the
Fountain Lakes development in Lee
County serviced by these systems. The
waste-water assets will be run as a regu-
lated utility, subject to rate-increase peti-
tions. Over the next few years, about
$400,000 in capital expenditures will be
spent to improve and integrate these sys-
tems. Further acquisitions are likely to be
made during the year, but management
has stated that its focus will shift towards
making larger, fewer purchases.
These untimely shares may be best
suited for patient investors. Although
the recent difficulties have hampered its
short term appeal, Aqua is establishing
and improving facilities in strong loca-
tions, which should bolster earnings
growth and enhance its appreciation
potential over the coming 3 to 5 years.
John D. Burke July 25, 2008

Est'd '05-'07
Tb '11-'13

5. 0%
10.5%

9.0%
7.5%
6.5%

Past
10 Yrs.

8.0%
9.5%
8.5%
7.0%

10.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
5Yrs.

9.0%
8.5%
7.0%
7.5%

10.5%

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005
2006
2007
200s
2009

114.0
117.9
137.3
139.3
145

136.8
147.0
165.5
185
195

122.9
136.9
149.1
155.7
160

123.1
131.7
150.8
165
175

496.8
533.5
602.5
645
675

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Ful l
Year

2005
2006
2007
2008
2009

.17

.19

.19

.24

.28

.15

.13

.13

.11
.16

.22

.21

.22

.28

.26

.17

.17

.17

.22

.25

.71

.70

.71

.85

.95

Cal-
endar

QUARTERLY DIVIDENDS PAID B l

Mar.31 Jun.30 SeD.30 Dec.31
Ful l
Year

2004
2005
2006
2007
2008

.09

.098

.115

.125

.098

.107

.115

.125

.09

.09a

.107

.115

.125

.09

.098

.107

.115

.125

.37

.40

.44

.48

2¢. May not sum due to rounding. Next eam-
ings report due early August.
(B) Dividends historically paid in early March,
June, Sept. & Dec. l Div'd. reinvestment plan

available (5% discount).
(C) In millions, adjusted for stock splits.

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

B+
90
B0

100

III I

11.5
7.6

Target Price Range
2 0 1 1 2 0 1 3

" I l l l

64

48
4 0

32

24
2 0

16

12

.ll......l'l' 8

6

HI I

I I llu s

(A) Primary shares outstanding through '96
diluted thereafter. Excl. nor rec. gains (losses)
92, (38¢), '99, (11¢), '00, 2¢, '01, 2¢, '02, 5¢
03, 4¢ Exd. gain from disc. operations: '96
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INDUSTRY TIMELINESS: 56 (of 99)

Composite Statistics: Natural Gas Utility

2004 2005 2006 2007 20o8 2009 11-13

21683

908.1

28176

1087.3

30783

1218.7

30588

1250.4

32000

1325

34000

1400

Revenues ($mill)

Net Profit ($milI)

40500

1650

36.4%

4.2%

361%

3.9%

35.4%

4.0%

335%

4.1 'V

36.0%

4.1%

36. 0%

4.1%

Income Tax Rate

Net Profit Margin

36.0%

4.1%

50.9%

48.9%

51.3%

48.6%

51 .5%

48.4%

495%

50.4%

51.0%

48.0%

51.0%

48.0%

Long-Term Debt Ratio

Common Equity Ratio

52.0%

46.0%

16806

18979

18933

21340

20687

22849

21592

23904

22500

25250

24000

26500

T0¢al Capital (Siam

Net Plant ($mill)

27500

40000

5.9%

11.0%

11.0%

1 5 %

118%

115%

7.5%

12.2%

12.2%

7.4%

11.5%

115%

6.0%

11.0%

11.0%

6.0%

11.5%

11.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

6.0%

12.0%

12.0%

4.3%

51%

4.9%

59%

5.4%

55%

4.9%

57%

5.3%

60%

5.5%

60%

Retained to Com Eq

All Div'ds to Net Prof

6.0%

60%

15.5

.82

3.9%

15.9

.85

3.7%

14.7

.79

3 8 %

16.1

.85

3.6%

Bord' m
Vale
est i

lures are
e Line
rates

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

13.0

.85

4.6%

359% 371% 381% 397 % 375% 375% Fixed Charge Coverage 400%

Natural Gas Utility
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp.)
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The Natural Gas Utility Industry continues to
operate in a tough environment. Warmer-than-
normal weather, a sluggish domestic economy, and
a challenging regulatory climate are all impacting
this sector's performance. This group has re-
mained resilient, though, by developing new op-
portunities to drive growth. Still, prospects for
these utilities are unimpressive. Therefore, most
investors will probably want to look elsewhere.

shareholder interest. However, numerous companies are
operating with a tight budget of late. As a result, many
shareholders feel they are not getting their fair share. In
brief, these cases remain a key factor in this industry's
performance.

A Weak Economy
The ongoing weakness in the domestic economy has

added pressure to an already challenging operating
environment in this industry. Most notably, the strug-
gling housing market has hurt results across this group.
Customers have become more cost conscious and, as a
result, usage is down at many of these companies. The
tough times have also made bill collection harder due to
weakness in household income. All told, these factors
will probably continue to weigh on these stocks in the
foreseeable future.

Business Strategy
In light of the ongoing challenges in this sector, many

companies have sought other opportunities to drive
growth. These utilities have been able to weather some
of the aforementioned challenges by diversifying their
revenue base. Nonregulated ventures have been a popu-
lar choice to accomplish this goal. These operations are
not regulated by the state commissions and add flexibil-
ity to these otherwise stable businesses. These opportu-
nities currently make up a small part of the industry's
performance. However, they will probably be an increas-
ingly more common means to drive profitability. More-
over, companies have been expanding their regulated
operations in an effort to drive growth. New facilities
and added pipelines are examples of some of the ways
these utilities have ramped up their capabilities. Others
have looked to acquisitions. Indeed, the Natural Gas
Utility Industry has experienced some consolidation
over the past year. This allows companies to expand
their business via a mature operation. Another opportu-
nity some of the companies have been pursuing is
conservation. Some governments offer these programs to
help utilities embrace sector trends without damaging
their bottom line.

ClimateChanges
Warmer-than-expected weather has also been a drag

on results of late. Unseasonable conditions create vola-
tility for these utilities. Warm weather can cause cus-
tomer usage to drop, which pressures earnings, It also
affects the predictable growth these companies usually
enjoy To address this, an increasing number of utilities
are using weather-adjusted rate mechanisms, which
stabilize results when there is volatility. As such, inves-
tors looking for companies with more stable results may
want to consider stocks that have a rate mechanism.
Despite weather-related factors, we still assume results
will improve over the coming six months when the
heating season should peak.

Regulation
The players in this industry are regulated by their

respective state commissions, which determine the re-
turn on equity these utilities can achieve. Many of the
companies in this sector have insufficient relief. This has
caused the sector's infrastructure to age and profitabil-
ity to diminish. Numerous utilities, such as Southwest
Gas, Nicol, and New Jersey Resources,have cases pend-
ing. A positive or negative ruling in these decisions can
drive a particular stock's performance. The state com-
missions try to strike a balance between consumer and

Investment Advice
The Natural Gas Industry is ranked near the middle

of our industry spectrum for Timeliness. Most of the
companies here offer uninspiring prospects in the year
ahead. What's more, the long-term picture is not much
better. However, many of these stocks offer attractive
dividend yields. In fact, the average yield for this group
(3.7%) is well above the Value Linemedian (2.2%). Thus,
conservative accounts may be enticed by some of these
stocks for their solid businesses and attractive yields.
Interested investors should look for utilities with a
favorable regulatory environment, as these issues are
more likely to post gains over the coming years. Still, we
recommend most investors look elsewhere given the
limited growth potential in this sector.

Richard Gallagher

THE PUBLISHER IS NUT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN, This rubiicatiw is wiry fo! subscrihef's own, non-commercial, internal use. No pan |
of it may he reproduced, resold. stored or transmitted in any piled, dectrnnic Ur other form, or use inf gfenaating or marketing any pfhned of dectrnnic publication, sen/ice nr product,



nosE-Are 33.23RECENT
PRICE

PIE
RATIO 11.9(I.'::::;'s;1333)

RELATIVF

PIE RATIO 0. 76
DIVD
YLD 5 . 1%

VALUE
LINE

23.2
15.5

24.5
19.0

29.3
21.9

25.0
17.3

33.7
26.5

39.3
32.0

40.1
34.4

44.7
35.2

39.1
32.2TIMEUNESS 4 Lowaed 5l9I08

SAF EW 2 newwz71so

TECHNICAL 3 Raised 12l21l07

BETA .as (1.00=Market)

High
Low

Price
55
40

Ann'l Total
Recur
1 7 %

9 %

2011-13 PROJECTIONS

Gain
1 * ° " ' " ' 3
+ 2 0 %

I n s i d e r  D e c i s i o n s
O N D J F M A M J
0 0 0 0 0 0 0 0 0
0 0 0 3 2 1 0 3 0
0 0 0 0 1 0 0 2 0

to Buy
Options
\0 Sell
In s t i t u t io n a l  D e c is io n s

m m 1a2oos 201008
128 105 131

99 127 106
47469 47696 45762

to Bu
to say
Hld's(0m

High:
Low:

21 . 6
17. 8

23 . 4
17 . 7 2012

LEGENDS

Relative

Yes

125 x Dividends *J sh
divided b r=nteres Rate

. Ce Strength
2-f01~1 split 12/95
Ogtlons: . .

haded area mdcaies recession

|

--._---"""" ll I ' I
|

111 l l 11l11 h 1111' Ill

l In

"quo " 111111 ll*
Ia

I
1111111"11 llll 111111

I I
l l

l l l l l l l l
al' lIIV1|' | ill.

1 yr.
3 yr.
5 yr.

% TOT. RETURN 8/08
mis

STOCK
. 1 2 8

0.7
4 5 7

VL Amm.
INDEX
.g.4
12.4
56.8

Ia 199
9

I

" _
-

I tiu. I'll
12
8
4

Percent
shares
traded

I | I I

I
ll
III I'll=lII I I

vIII I I I  l I  l l l I

I llllll l l ll If
In
II

I

IIII III
2007 2008 2009 © VALUE LINE PUB., INC 1.13

3264

4.64

2.72

1.64

34.10

4.10

2.75

1.68

35.25

4.a0

2.ss

1.72

Revenues per sh A

"Cash FloW" per sh

Earnings per sh A B

DIv'ds DecI'd per sh Cl

40.65

5.40

3.15

1 8 4

3.39

21.74

4.00
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Cap'I Spending per sh

Book Value perch °
4.00

22.50

76.40 77.00 78.00 Common Shs0uts ! 'g E 00.00

14.7
,78

4.1%

Bold fig
Value
destin

vies are

Llne

Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

15.0

1.00

3.9%

2494,0

210.5

2625

210

2750

220

Revenues ($mill) A

Net Profit ($miII)

3250

250

37.6%

8.4%

38.0%

8.0%

38.0%

8.0%

Income Tax Rate

Net Profit Margin

38.0%

7.7%

50.2%

49.8%

49.0%

51.0%

48.5%

5 1 5 %

Long-Tem Debt Ratio

Common Equity Ratio

45.5%

54.5%

3335.0

3566.0

3335

3700

3385

3800

Total Capital ($mill)

Net Plant ($miII)

3300

4150

7.7%

12.7%

12.7%

7.5%

12.5%

12.5%

8.0%

12.5%

12.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

9.0%

14.0%

14.0%

2006
33.73

4.50

2.72

1.48

3 2 6

2071

11.10

13.5

J o

4.0%

2521.0

212.0

37.8%

8.1%

50.2%

49.8%

3231.0

3436.0

8.0%

13.2%

132%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2o01 2002 2003
20.43

2.31

1.13

1.03

22.73

2 2 5

1.08

1.04

23.59

2.24

1.17

1.04

19.32
2.33
1.33
1.04

21.91

2.49

1.37

1.06

22.75

2.42

1.37

1.08

23.36

2.65

1.41

1.08

18.71

2.29

.91

1.08

11.25

2,86

1.29

1.08

19.04

3.31

1.50

1.0a

15.32

3.39

1.82

1,08

15.25

3.47

2.08

1.11

2.74

9,70

2.49

9.90

2.37

10.19

2.17

10.12

2.37

10.56

2.59

10.99

2.05

11.42

2.51

1159

2 9 2

1150

2.83

1219

2.45

14.66

3 3 0

1252

4869 49.72 50.86 55.02 55.70 55.50 57.30 5710 5400 55,10 56,70 64.50

1 5 5

94

5.9%

17.9

1.06

5.4%

15.1
.go

5.9%

12.6

.84

5.2%

13.8

.86

5.8%

14.7

.85

5 4 %

13.9

.72

5.5%

21.4

1.22

5.5%

1 3 6

.BB

6.2%

14,6

.75

4.9%

1 2 5

.BB

4.7%

12.5

.71

4.3%

2004
23.89

3.29

2.28

1.15

3.44

1806

76.70

13.1

.69

3.9%

1832.0

153.0

310%

8.4%

54.0%

46.0%

3008.0
3178.0

6.3%

11.0%

11.0%

2005
34.98

4.20

2.48

1.30

3,44

19.29

77.70

14.3

.76

3.7%

2718.0

193.0

37.7%

7.1%

51.9%

48.1%

3114.0

3271.0

1.9%

12.9%

12.9%

1338.6

a0.s

1068.5

52.1

607.4

71,1

1049.3

82.3

858.9

103.0

9 8 3 ]

132.4

32.5%

6 0 %

33.1%

4.9%

34.3%

111%

4l),7%

7.B%

36.0%

11.9%

35.9%

13.5%

475%

47.1%

45.3%

49.2%

45.9%

48.3%

61.3%

38.7%

58.3%

417%

50.3%

49.7%

1388.4

15340

1a45.8

1598.9

1286.2

1637.5

17363

2058.9

1704.3

2194.2

1901.4

2352.4

7.5%

11.1%

12.3%

5.7%

7,1%

7.9%

74%

102%

11.5%

6 5 %

123%

123%

14.0%

84% 8.9%
14.5% v
14.5% p 14.0%

CAPITAL STRUCTURE as of 6/30/08
Total Debt $2150.0 mill. Due in 5 Yrs $830.0 mill.
LT Debt $1637.0 mill. LT Interest $85.0 mill.

(Total interest coverage: 3.0x)
Leases, Uncapitalized Annual rentals $26.0 mill.

Pension Assets-12/07 $383.0 mill.
Oblig. $427.0 mill.

Pfd Stock None
Common Stock 75,671,051 she.
as of 7/22/08

MARKET CAP: s2.s billion (Mid Cap)

zoos 2007 0100100

21 . 0
1790 . 0
1B11.0

172 . 0
580 . 0
893 . 0

1645 . 0
3 9 1 %

20 . 0
1802 . 0
1822 . 0

213 . 0
539 . 0
875 . 0

1627 . 0
3 9 7 %

19. 0
2024 . 0
2043 . 0

158 . 0
513 . 0

1308 . 0
1979 . 0
3 1 6 %

CURRENT POSITION
($m1LL.)

C ash Asset s
O t her
Cur rent  Asset s
Acc t s  P ayab le
D ebt  D ue
Ot her
Cur rent  Liab.
F ix.  Chg.  Cov.

P as t
5 Yrs.
13 . 5%

7 . 0%
1 5 . 0 %

4 . 0%
10. 5%

Est 'd '05- '07
to '11-'13

3 . 0%
3 . 5%
3 . 0%
4 . 0%
1. 5%

ANNUAL R ATE S
of derange (per sh)
R e ve n u e s
"C ash  F low "
E a mi n g s
D ividends
B ook  Va lue

P as t
10 Yrs.

3 . 5%
5 . 5%
7 . 0%
2. 5%
6 . 5%

Cal-
endar

QUARTERLY REVENUES (S mill.)

Ma r . 3 1  J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2005

2006

2007

2008

2009

993

707
685

759

800

387

434

369

410

440

430

436

467

444

480

908

\044

973

1012

1030

2718

2621

2494

2625

2750

Cal-
endar

EARNINGS PER SHARE B

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2005

2006

2007

2008

2009

.30

.25

.40

.30

.35

.19

.46

.17

.35

.35

1.14

1.41

1.29

1.16

1.20

.85

.50

.BB

.94

.95

2.48

2.72

2.72

2.75

2.85

Cal~
ender

QUARTERLY DIVIDENDS PAIDC l

M ar .31  J un .30  Sep .30  Dec .31
Full
Year

2004

2005

200s

2007

2008

.29

.37

.37

.41

.29

.31

.37

.41

.42

.29

.31

.37

.41

.42

.28

.31

.37

.41

.42

1.15

1.30
1.48

1.64

4.4%

84%

NMF

101%

3 2 %

72%

4.2%

65%

7 0 %  l 6.6%

52% 53%

5.6%

49%

6.2%

52%

6.3%

52%

5.3%

58%

4.5%

62%

5.0%

61%

Retained to Com Eq

All Div'ds to Net Pro

5.5%

59%

propane. Deregulated subs idiaries : Georgia Natural Gas markets

natural gas at retai l. Sold Uti lipro, 3101. Acquired Compass Energy

Services, 10/07. Officersldirectors own less than 1.0% of common

(3108 Proxy ) .  Pres .  & CEO: John W . Somerha lder II.  Inc . : G A

Addr. :  Ten Peachtree Place N.E.,  At lanta,  GA 30309. Telephone:

404-584-4000. Internet: www.aglresources.com.

BUSINESS: AGL Resources, Inc. is  a public  uti li ty  holding compa-

ny .  I ts  dis t r ibut ion subs idiar ies  inc lude At lanta  Gas  L ight ,  Chat-

tanooga Gas, and Virginia Natural Gas. The uti li t ies have more than

2.2 million customers in Georgia, Virginia, Tennessee, New Jersey,
F lo r i da ,  a nd Ma ry la nd.  Enga ge d i n no nre gula t e d na t ura l  ga s

market ing and other a llied sen/ ices .  Also wholesa les  and re ta i ls

A G L R e s o u r c e s ' p e r f o r m a n c e h a s
b e e n  u n i m p r e s s i v e  l a t e l y .  T h e  c o m p a -
n y ' s  D i s t r i b u t i o n  O p e r a t i o n s  r e p o r t e d  a
m o d e r a t e  d e c l i n e  i n  o p e r a t i n g  e a r n i n g s  i n
t h e  m o s t  r e c e n t  p e r i o d .  C u s t o m e r  g r o w t h
h a s  s l o w e d  i n  t h i s  b u s i n e s s ,  p a r t l y  d u e  t o
w e a k n e s s  i n  t h e  r e a l  e s t a t e  m a r k e t .  E l s e -
w h e r e ,  t h e  W h o l e s a l e  S e r v i c e s  s e g m e n t
p o s t e d  a n  o p e r a t i n g  l o s s  o f  $ 6 5  m i l l i o n .
T h i s  w a s  l a r g e l y  a  r e s u l t  o f  a  h e d g i n g  l o s s
o f  $ 5 5  m i l l i o n  ( $ 0 . 4 5  p e r  s h a r e )  d u e  t o  a
s i g n i f i c a n t  r u n - u p  i n  f o r w a r d  n a t u r a l  g a s
p r i c e s  a n d  w i d e n i n g  t r a n s p o r t a t i o n  b a s i s
s p r e a d s .  ( I n  k e e p i n g  w i t h l é z l u e  L i n e c o n -
v e n t i o n ,  w e  a r e  e x c l u d i n g  t h i s  n o n r e c u r -
r i n g  c h a r g e  f r o m  o u r  p r e s e n t a t i o n ) .  O n  t h e
b r i g h t  s i d e ,  d r a m a t i c  g r o w t h  i n  o p e r a t i n g
i n c o m e  a t  t h e  E n e r g y  I n v e s t m e n t s  b u s i -
n e s s  p r o v i d e d  s o m e  s u p p o r t .  T h i s  u n i t
b e n e f i t e d  f r o m  g r e a t e r  c o n t r i b u t i o n s  f r o m
a n  e x p a n s i o n  p r o j e c t  a t  A G L  N e t w o r k s
a n d  h i g h e r  r e v e n u e s  a t  J e f f e r s o n  I s l a n d
S t o r a g e  &  H u b .
W e a n t i c i p a t e m o d e r a t e t o p - l i n e
g r o w t h  f o r  f u l l - y e a r  2 0 0 8 .  T h e  c o m p a n y

a s  r e a f f i r m e d  i t s  s h a r e - e a r n i n g s  g u i d a n c e
o f  $ 2 . 7 5 - $ 2 . 8 5  f o r  t h e  c u r r e n t  y e a r .  O u r  e s ~
t i m a t e  r e m a i n s  a t  t h e  l o w  e n d  o f  t h i s S e p t e m b e r  1 2 , 2 0 0 8

r a n g e ,  j u s t  a b o v e  t h e  p r i o r  y e a r ' s  t a l l y .
T h i s  a s s u m e s  n o r m a l  w e a t h e r  p a t t e r n s
a n d  a v e r a g e  v o l a t i l i t y  f o r  g a s  p r i c e s  i n  t h e
c o m i n g  m o n t h s .
T h e  c o m p a n y  c o n t i n u e s  t o  m a k e  p r o g -
r e s s  o n  t h e  H a m p t o n  R o a d s  C r o s s i n g
P r o j e c t  ( l o c a t e d  i n  V i r g i n i a ) .  T h i s  i n -
i t i a t i v e  w i l l  c o n n e c t  t w o  p i p e l i n e  s y s t e m s
c r o s s i n g  t h e  H a m p t o n  R o a d s  h a r b o r ,  a n d
p r o v i d e  f o r  a n  a m p l e  s u p p l y  o f  n a t u r a l  g a s
t o  t h e  r e g i o n .  T h e  p r o j e c t  w i l l  l i k e l y  b e
c o m p l e t e d  i n  t h e  f o u r t h  q u a r t e r  o f  2 0 0 9 ,
a n d  s h o u l d  g e n e r a t e  s o l i d  r e t u r n s  f o r  t h e
c o m p a n y  t h e r e a f t e r .
T h e  s t o c k  i s  u n t i m e l y .  P a t i e n t  i n v e s t o r s
m a y  w a n t  t o  g i v e  A G L  R e s o u r c e s  a n o t h e r
l o o k .  T h e  s h a r e s  e a r n  h i g h  m a r k s  f o r
S a f e t y  P r i c e  S t a b i l i t y ,  a n d  E a r n i n g s  P r e -
d i c t a b i l i t y  I n  a d d i t i o n ,  t h e  s t o c k ' s  h e a l t h y
d i v i d e n d  y i e l d  m a y  a p p e a l  t o  i n c o m e -
s e e k i n g  i n v e s t o r s .  T h e  p a y o u t  m a y  b e
r a i s e d  r e g u l a r l y ,  t o o ,  p r o v i d e d  e a r n i n g s
g r o w t h  c o m e s  i n  a s  f o r e c a s t .  M o r e o v e r ,  w e
p r o j e c t  s t e a d y  b o t t o m - l i n e  g r o w t h  a t  t h e
c o m p a n y  f r o m  2 0 0 9  t o  2 0 1 1 - 2 0 1 3 .  O v e r a l l ,
t h e  s h a r e s  o f f e r  a t t r a c t i v e  t o t a l  r e t u r n
p o t e n t i a l  f o r  a  u t i l i t y .
M i c h a e l  N a p o l i ,  C P A

$0.13, '01, $0.13, '03, ($0.07), '08, ($0.45).
Next earnings report due late Octoberlearly
November. (C) Dividends historically paid early
March, June, Sept., and Dec. l Div'd reinvest.

B++
100

70
75

plan available.  (D) Includes intangibles.  A!
6/30108: $420 million,  $5.48lshare.
(E) In millions, adjusted for stock split .

Company's Financial Strength
S to c k's  P r l c e  s ta r ry
Price Growth Persistence
Earnings Predictability

23 . 4
15 . 6

T a r g e t  P r i c e  R a n g e
2 0 1 1 2 0 1 3

128

96
80
64

48
40
32

24

111\
IIII

)lIIIIII.ll
IIIIIIIIIII

III
III

(A) Fiscal year ends December 31st. Ended
September 30th prior to 2002.
(B) Diluted earnings per share. ExcL nonrecur-
ring gains (losses): '95, ($083), '99, $0.39, '00,

9 2008, Value Line Publishing, Inc. All riots reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN Thls pubtrcation is strictly for subscribers own, non-commercial, internal use. Nm part
of n may be reproduced, resold, stored or transmitted in any printed, electronic 01 other form, or used for generating or marketing any primed or demonic publication, service or product.F



I NYSE-ATOATMOSENERGYCORP 27.50RECENT
PRICE $81.0 13.0(8:3s:s§143)4942480.83 4 . 8 %

DIV D
YLD

VALUE
LINE

28.3
14.3

25.8
19.5

245
17.6

25.5
20.8

27.6
23.4

30.0
25.0

33.1
25.5

33.5
23.9

29.3
25.0

High:
Low:

30.5
22.1

32.3
24.8

2
TIMELINESS 3 Raised tl25lDB

SAFETY Raised 12l16I05

T E C H N I C A L 3 Lowe led 'Il11 lOB

BET A . 8 0  ( 1 . 0 0 - M a r k e t )

2 0 1 1 - 1 3  P R O J E C T I O N S
An n ' I T o t a I

Pr i c e G a i n R e t u r n
High 4 0 $ + " % } 1 3 %
L o w 3 0 + 1 0 % 6 %

I n s i d e r  D e c i s i o n s

to Buy
Oytiuns
10Sell

O N D J F M A M J
0 2 2 0 0 1 0 0 0
0 0 0 0 0 0 0 0 0
0 3 0 0 0 0 0 0 3

2012
L E G E N D S

LQO x Dividends 9 sh
div ided bxr in leres Rate

- ' Relative ice Strength
Ogtionsz Yes .

haded area moimafe$ recession

F I

I I 1.11
ll ll |

11111 ala 4 11 I
_ - - - u  " l l 1 1 1I.l

Iv JL I »
I I

I
l m l"'l l l" |  I

01
I II I

'o

No I . .
-

a s  T OT .  RET URN Em a
THIS vLAlunl,

STGCK INDEX
2 . 8 -9 .4
6 . 5 1 2 .4

4 2 . 2 5 6 . 8

1 yr.
a yr.
5  y r .

IIPercent
shares
traded

12
8
4

I n s t i t u t i o n a l  D e c i s i o n s

m o w 192908 282008
10Su? 1 1 3 1 1 2 1 1 9
117521 1 0 4 1 0 3 8 9
Hld 's (0 W)  5 9 0 0 7 5 8 5 0 4 5 8 3 1 8

At nos Energy's history dates back to
1906 in the Texas Panhandle. Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. in 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to Atm0s in 1988. At nos acquired
Trans Louisiana Gas in 1986, Western Ken-
tucky Gas Utility in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others.

C A P I T A L  S T R U C T U R E  a s  o f  6 / 3 0 / 0 8
T o t a l  De b !  $ 2 2 3 4 . 0  m i l l .  Du e  i n  5  Y r s  $ 9 2 0 . 0  m i l l .
L T  D e b t $ 2 1 1 9 1  m i l l . L T  I n t e r e s t $ 1 2 5 . 0  m i l l .
( L T  i n t e r e s t  e a r n e d :  2 . 9 x,  t o t a l  i n t e r e s t
c o v e r a g e :  2 . 8 x )
L e a s e s ,  U n c a p i t a l i z e d An n u a l  r e n t a l s  $ 1 6 . 9  m i l l .
P f d  S t o c k N o n e
Pe n s i o n  As s e t s - 9 / 0 7  $ 3 8 9 . 1 mi l l .

oblige. $ 3 3 5 . 5  m i l l .
C o m m o n  S t o c k 9 0 , 6 2 7 5 2 2  s h e .
a s o f  7 / 3 1 / 0 8
M A R K E T  C A P :  $ 2 . 5  b i l l i o n  ( M l d  C a p )

2 0 0 7 s / 3 0 / 0 s2 0 0 6

4 6 . 5
1 3 5 0 . 5
1 3 9 7 . 0

5 8 2 . 4
1 1 4 . 3
4 7 2 . 1

1 1 6 8 . 8

4 1 0 %

6 0 . 7
1 0 0 8 . 2
1 0 6 8 . 9

3 5 5 . 3
1 5 4 . 4
4 1 0 . 0
9 1 9 . 7

4 0 5 %

7 5 . 8
1 0 4 1 . 7
1 1 1 7 . 5

3 4 5 . 1
3 8 5 . 6
3 8 8 . 5

1 1 1 9 . 2

4 0 8 %

C U R R E N T  P O S I T I O N
(SMILL)

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A c c t s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  L i a b .

F i x .  C h g .  C o v .

E s t ' d  ' 0 5 - ' 0 7
to '11- '13

5 . 0 %
2 . 0 %
4 . 5 %
2 . 0 %
3 . 5 %

P a s t
10 Yrs .

8 . 5 %
4 . 0 %
3 . 5 %
2 . 5 %
7 . 0 %

A N N U A L  R A T E S
of change (per sh)
R e v e n u e s
" C a s h F l o w "
E a r n i n g s
D i v i d e n d s
B o o k  V a l u e

P a s t
5 Yrs.
1 9 . 0 %

5 . 5 %
7 . 5 %
1 . 5 %
9 . 0 %

F i s c a l
Y e a r

E n d s

QUARTERLY REVENUES (S mill.) A
Dec.31 Mar.31 Jun.30 Sep.30

F u l l
F i s c a l
Y e a r

2005

2006

2007

2008

2009

1 0 0 4 . 6

9 7 1  . s

1 0 0 2 . 0

1 3 9 9 . 4

1 4 6 0

9 0 9 . 9

8 6 3 . 2
1 2 1 8 . 2

1 6 3 9 . 1

1 7 1 0

1 3 7 1 . 0 1 8 8 7 . 8

2 2 8 3 . 8 2 0 3 3 . 8

l S 0 2 . 6 2 0 7 5 . 6

1 8 5 7 5 2 4 8 4 . 0

1 8 3 0 2 9 0 0

4 9 7 3 . 3

6 1 5 2 . 4

5 8 9 8 . 4

7 1 8 0

7 9 0 0

F i s c a l
Y e a r

E n d s

EARNINGS PER SHARE A B E
Dec~31 Mar.31 Jun.30 Sep.30

F u l l
F i s c a l
Y e a r

2005

goos

2007

2008
2009

1 . 1 1

1 . 1 0

1 . 2 0

1 . 2 4

1 . 3 0

. 0 6

d . 2 2

d . 1 5

d . 0 7

d . 0 6

d . 2 1

. 2 5

d . 0 5

d . 0 1

d . 0 4

. 7 9

. BB

. 9 7

. 8 2

. 9 0

1 . 7 2

2 . 0 0

1 . 9 4

1 . 9 8

2 . 1 0

C a l -
e n d a r

QUARTERLY DIVIDENDS PAIDC-
Mar.31 Jun.30 Sep.30 Dec.31

F u l l
Y e a r

2004

2005

2006

2007

2008

. a l

. 3 1 5

. 3 2

. 3 2 5

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 0 5

. 3 1

. 3 1 5

. o z

. 3 2 5

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

1 . 2 3

1 . 2 5

1 . 2 7

1 . 2 9

I I I

I
I I I |  I

l lI'llIll I I
I

1998 1999 2001 2002
27.90
3.38
1.84
1,05

2 2 0 9

2 5 2

. 8 1

1 . 1 0

3 5 . 3 8

3 . 0 3

1 .4 7

1 .1 5

2 2 5 2

3 3 9

1 4 5

1 . 1 8

444
12.21

3 . 5 3

1 2 , 0 9

2 . 7 7

14 ,31

3 . 1 7

1 3 .7 5

30.40 3 1 . 2 5 4 0 , 7 9 4 1 6 5

15.4
.80

3.7%

3 3 0

1 B B

4 .1 %

1 5 6

w

5 .1 %

1 5 .2

e a

5 4 %

8 4 8 . 2

5 5 . 3

6 9 0 . 2

2 5 . 0

1 4 4 2 . 3

5 6 . 1

9 5 0 8

5 9 . 7

3 6 .5 %

6 .5 %

3 5 .0 %

3 .6 %

3 7 3 %

3 9 %

3 7 ,1 %

6 .3 %

5 1 .8 %

4 8 .2 %

50.0%

5 0 0 %

5 4 3 %

4 5 .7 %

5 3 9 %

4 6 .1 %

7 6 9 . 7

9 1 7 . 9

9 .0 %

7 5 5 . 1

9 6 5 . 8

5 .1 %

1 2 7 6 .3

1335 .4

5.9%

1 2 4 3 ]

1 3 0 0 . 3

6 .8 %

14.9%

14.9%

6 .6 %

6 .6 %

9 .8 %

9 .5 %

10.4%

10.4%

I 1 I

2005 2006 2007 2008 2009 © VALUE L INE PUB. ,  INC2000
2 5 , 8 1

3 . o t

1 . 0 3

1 .14

2 3 6

1 2 2 8

3 1 9 5

1 8 , 9

1 2 3

5.9%

8 5 0 . 2

3 2 . 2

36.1°/ l
3.8%

4 8 .1 %

5 1 .9 %

7 5 5 . 7

9 B2 ,3

6.5%

82%
aw

2003
5 4 . 3 9

3 . 2 3

1 .7 1

1 .2 0

3 . 1 0

1 6 . 6 6

5 1 . 4 8

13 .4

. 7 6

5.2%

2 7 9 9 .9

7 9 . 5

37.1%

2 .8 %

50.2%

49.8%

1721 .4

1 5 1 6 .0

6 2 %

9.3%

9.3%

2004
4 6 . 5 0

2 . 9 1

1 . 5 5

1 .2 2

3 . 0 3

1 8 .0 5

6 2 . 8 0

1 5 .9

.8 4

4 .9 %

2 9 2 0 . 0

8 6 . 2

3 7 .4 %

3 .0 %

4 3 .2 %

5 6 .8 %

1 9 9 4 . 8

1 7 2 2 . 5

5 .8 %

7 .6 %

7 .6 %

Sus
3.90
1.72
1.24

7 5 . 2 7

4 . 2 6

2 . 0 0

1 . 2 6

6 6 . 0 3

4 . 1 4

1 .94

1 . 2 8

7 8 . 9 0

4 . 2 0

1 . 9 8

1 . 3 0

8 3 . 1 5

4 . 3 0

2 . 1 0

1 . 3 2

Re v e n u e s  p e r  s h  A

"Cash  F k lv r" p e r  sh

Ea r n i n g s  p e r c h  A  s

Div 'd s  De c l 'd  p e r  s h  Cl

8 9 . 5 5

4 . 6 5

2 . 4 5

1 . 4 0

4 . 1 4

1 9 . 9 0

5 . 2 0

2 0 . 1 6

4 . 3 9

2 2 . 0 1

5 . 0 5

2 3 . 6 5

5 . 2 0

2 4 . 1 0

Ca p ' l  Sp e n d in g  p e r  s h

Bo o k  Va lu e  p e r  s h

6 . 2 0

2 5 . 5 5

8 0 .5 4 8 1 .7 4 8 9 . 3 3 9 1 . 0 0 9 5 . 0 0 Co mmo n  Sh s  0 u t s \ ' g  D 1 1 5 .0 0

1 6 .1

. 8 6

4 .5 %

1 3 . 5

. 7 3

4 .7 %

1 5 9

. 8 3

4 .2 %

Bold fig
Value
erin

: res are
Llne
a les

Av g  An n ' I  PIE Ra t io

Re la t iv e  PIE Ra t io

Av g  An n ' I  Div 'd  Yie ld

1 4 . 5

. 9 5

4 . 0 %

4 9 7 3 . 3

1 3 5 . 8

6 1 5 2 .4

1 6 2 . 3

5 8 9 8 .4

1 7 0 . 5

7 1 8 0

1 8 0

7900
200

Revenues ($miII) A
Net Profit($mill)

1 0 3 0 0

2 8 0

3 7 .7 %

2 .7 %

3 7 .6 %

2 .6 %

3 5 .8 %

2 .9 %

3 6 . 0 %

2 .5 %

3 6 .5 %

2 .5 %

I n c o me  T a x  Ra t e

Net  Pro f i t  M arg in

3 8 . 0 %

3 .0 %

5 7 .7 %

4 2 .3 %

5 7 .0 %

4 3 .0 %

5 2 0 %

4 8 0 %

5 0 . 0 %

5 0 . 0 %

5 0 . 0 %

5 0 . 0 %

L o n g -T e rm De b t  Ra t io

C o m m o n  E q u i t y  R a t i o

5 1 . 0 %

4 9 . 0 %

3 7 8 5 . 5

3 3 7 4 .4

5.3%

3 8 2 8 . 5

3 6 2 9 .2

6 .1 %

4 0 9 2 .1

3 8 3 6 .8

5 .9 %

4 3 0 0

4 0 5 0

5 .5 %

4 5 8 0

4 2 7 0

6 . 0 %

Total Capital ($miII)
Net Plant ($mill)
Recur on Total Cap'I

6 0 0 0

5 7 0 0

6 . 0 %

8 .5 %

8 .5 %

9 .8 %

9 .8 %

8 .7 %

8 .7 %

8 .5 %

8 .5 %

8 .5 %

8 .5 %

Re c u r  o n  Sh r .  Eq u i t y

Re c u r  o n  Co m Eq u i t y

9 . 5 %

9 . 5 %

6 .3 %

5 8 %

N M F

N M F

NMF

112%

2 .1 %

7 9 %

1 9 %

8 2 %

2.8%

70%

1 1 %

77%

2 .3 %

73%

3 .6 %

6 3 %

3 .0 %

6 5 %

3 . 0 %

6 6 %

3 .5 %

63%

Re t a in e d  t o  Co m Eq

Al l  DiV'd s  to  Ne \  Pro f

4 .0 %

5 8 %

c o m m e r c i a l ,  8 %  i n d u s t r i a l ,  a n d  4 %  o t h e r .  2 0 0 7  d e p r e c i a t i o n  r a t e

3 . 7 ° / > .  Ha s  a r o u n d  4 , 4 7 0  e m p l o y e e s .  O f f i c e r s  a n d  d i r e c t o r s  o h m  a p -
p r o x i m a t e l y  1 . 8 %  o f  c o m m o n  s t o c k  ( 1 2 1 0 7  P r o x y ) .  C h a i r m a n  a n d

C h i e f  E x e c u t i v e  O f f i c e r  R o b e r t  W .  B e s t .  I n c o r p o r a t e d :  T e x a s .  A d -

d r e s s :  P . O .  B o x  6 5 0 2 0 5 ,  D a l l a s ,  T e x a s  7 5 2 6 5 .  T e l e p h o n e :  9 7 2 -

9 3 4 - 9 2 2 7 .  In t e r n e t :  w w w . a t m o s e n e r g y . c o m .

B U S I N E S S : A t  n o s  E n e r g y  C o r p o r a t i o n  i s  e n g a g e d  p r i m a r i l y  i n  t h e

d i s t r i b u t i o n  a n d  s a l e  o f  n a t u r a l  g a s  t o  3 . 2  m i l l i o n  c u s t o m e r s  v i a  s i x

r e g u l a t e d  n a t u r a l  g a s  u t i l i t y  o p e r a t i o n s :  L o u i s i a n a  D i v i s i o n ,  W e s t
T e x a s  D i v i s i o n ,  M i d - T e x  D i v i s i o n ,  M i s s i s s i p p i  D i v i s i o n ,  C o l o r a d o -

K a n s a s  D i v i s i o n ,  a n d  K e n t u c k y I M i d - S t a t e s  D i v i s i o n .  C o m b i n e d

2 0 0 7  g a s  v o l u m e s :  2 9 7  M M c f .  B r e a k d o w n :  5 6 % ,  r e s i d e n t i a l ,  3 2 %

in, annual earnings growth over the
2011-2013 time frame. The utility divi-
sion does not depend on the business
climate in any one region of the country,
given that it currently provides services in
12 states. Furthermore, the unregulated
segments seem to possess healthy overall
prospects. Lastly, management should
continue to implement its successful stra-
tegy of purchasing less-efficient utilities
and shoring up their profitability via
expense-reduction efforts, rate relief, and
aggressive marketing initiatives. (Future
acquisitions are not included in our fig-
ures, however.) In the present corporate
configuration, annual share-net gains
ought to be in the mid-single-digit range
over the 3- to 5-year horizon.
The good-quality stock offers an ap-
pealing dividend yield. Additional mod-
erate increases in the distribution are like-
ly- as well. Earnings coverage should
remain adequate.
O n  a  r i s k - a d j u s t e d  b a s i s ,  t o t a l - r e t u r n
p o s s i b i l i t i e s  a p p e a r  p r o m i s i n g .  B u t
A t  n o s  s h a r e s  a r e  j u s t  a n  a v e r a g e  s e l e c t i o n
f o r  T i m e l i n e s s .
F r e d e r i c k  L .  H a r r i s ,  I I I  S e p t e m b e r 1 2 ,  2 0 0 8

Athos Energy's natural gas utility
and regulated transmission and
storage operations are posting good
results in fiscal 2008 (ends September
30th). The former division, which accounts
for the biggest portion of profits, is bene-
fiting greatly from higher rates in the
Texas, Louisiana, Tennessee, Kansas, and
Kentucky service areas. Meanwhile, the
performance of the regulated transmission
and storage segment is enjoying a jump in
throughput, reflecting increased prod-
uction in the Barnett Shale region of
Texas, plus higher per-unit margins due to
greater demand.
B u t  p r o f i t s  f o r  t h e  n o n r e g u l a t e d
m a r k e t i n g  s e g m e n t  a r e  s u b s t a n t i a l l y
l o w e r ,  a s  l e s s  v o l a t i l i t y  i n  n a t u r a l  g a s
p r i c e s  i s  s q u e e z i n g  m a r g i n s .  T h a t  b e i n g
t h e  c a s e ,
Share net may advance only modestly,
to $1.98, this fiscal year. The bottom
line stands to increase at a somewhat
stronger 6% rate, to $2.10 a share, in fiscal
2009. That's based partly on our assump-
tion that the nonregulated marketing unit
perks up.
W e  a n t i c i p a t e  s t e a d y ,  t h o u g h  u n e x c i t -

3 3 . 0
1 9 6

Target Price Range
2011 2013

80
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' I 1 - 1 3

(A) Fiscal year ends Sept. 30th. (B) Diluted early March June, SepL, and Dec. l Div, rein- (E) Qtrs may not add due to change in hrs | Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

1 0 0hrs. Excl. nor rec. items: '99, d23¢, '00, 12¢, vestment plan. Direct stock purchase plan outstanding.
'03, d17¢, 'OB, d18¢, '07, d2¢. Next egg. mt. avail. (F) ATO completedUnitedCities merger 7197.
due early Nov. (C) Dividends historically paid in (D) In millions.
9 2008, Value Line Publishing, Inc. All i s reserved. Fauual material is obtained from sources believed to be reliable and is provided without warranties of any kind.1
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al it may be reproduced, resold, stored or transmitted in any printed, electronic or other lure, sevlce or prndum.
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2007 2008 2009 © VALUE LINE PUB., INC1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

26.83

2.32

1.11

1.20

32.33

2.81

1 6 1

1.22

33.43

2.65

1.42

1.22

24.79

2 5 5

1.27

1,24

31.03

3.29

1.87

1.26

34.33

3.32

1.84

1.30

31.04

3.02

1.58

1.32

26.04

2.56

1.47

1.34

29.99

2.68

1.37

1.34

53.08

3.00

1.61

1.34

39.84

2 5 6

1.18

L M

54.95

3.15

1.82

1 .M

2.87

11.79

2 5 2

12.19

2.50

1244

2 6 3

13.05

2.35

13.72

2.44

14.26

2.68

14.57

2.58

14.96

2.77

14.99

2.51
15.28

2.80

15.07

2.67

15.65

15.59 15.59 15.57 17.42 17.56 17.55 17,63 18.88 18.88 18.88 18.96 19.11

15.5

.96

6.5%

13.5

.ea

5.6%

1 6 4

1.08

5.3%

15.5

1.04

6.3%

11.9

.15

5.6%

12.5

.12

5.6%

15.5

.81

5.4%

15.8

.90

5.8%

14.9

.97

6.6%

14.5

.74

5.7%

20.0

1.09

5.7%

13.6

J o

5 4 %

93.40

3.87

2.31

1.45

95.70

4.50

2.75

1,49

91.55

4.45

2.50

1.53

Revenues per sh

"Cash FloW" per sh

Earnings per sh A s

Div'ds DecI'd per sh C l

107.85

5.30

2.85

1.65

2.72

19.79

2.75

23.00

2.05

22.55

Cap'I Spending per sh

Book Value per sh °

3.70

25.00

21.65 22.00 22.50 Common She 0utst'g E 25.50

14.2

.75

4 4 %

Bold Hg

Value

esllrr

vies BI!
Ling
:tea

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

16.5

1.10

3.5%

20215

49.8

2105

60.5

2050

56.5

Revenues ($mill) A

Net Profit (Small)
2750

75.0

33,4%

2.5%

33.5%

2.9%

34.0%

2.7%

Income Tax Rate

Net Profit Margin

36.0%

2.7%

45.3%

54.6%

39.0%

61.0%

42.0%

58.0%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

5 1 0 %

7845

793,8

830

s25

875

855

Total Capital ($mill)

Net Plan! ($miII)

1250

1150

8 5 %

11.6%

11.6%

8.5%

12.0%

12.0%

7.5%

11.0%

11.o%

Recur on Total Cap'I

Recur on Shr. Equity

Return on Com Equity

7.5%

11.5%

11.5%

547.2

27.9

491.5

25.9

566.1

26.0

1002.1

30.5

755.2

22.4

1050.3

M Y

35.6%

5.1%

35.5%

5.5%

35.2%

4.6%

32.7%

30%

35.4%

3.0%

35.0%

3.3%

40.9%

58.6%

41.8%

57.8%

45.2%

54.5%

49.5%

50.2%

47.5%

52.3%

50.4%

49.4%

438.0

490.5

488.6

519.4

519.2

5754

574.1

602.5

546.5

594.4

6050

621.2

8.1%

1018%

1[].8%

7.1%

9.5%

9.5%

6.7%

9.1%

9.1%

6.9%

10.5%

10.5%

6.0%

7.8%

7,8%

7.4%

11.5%

11.6%

CAPITAL STRUCTURE as of 6/30lOB
Total Debt $358.0 mill.  Due in 5 Yrs $275.0 mi ll.
LT Debt $309.2 mill, LT Interest $20.0 mill.
(Total interest coverage: 3.0x)

Leases, Uncapitalized Annual rentals $.9 mill.
Pension Assets-9/07 $260.3 mill.

Oblig. $293.3 mill.
P f d Stock $.5 mill. P f d Div 'd $.04 mill.

Common Stock 21,971 ,760 she.
as of 8/5/08

MARKET CAP: $975 million (Small Cap)

200s 2001 6/30/08

52.7
414.6
487.3

33.0
395.9
428.9

50.8
409.0
459.8

CURRENT POSITION
($mlLL.)

Cash Assets
Other
Current Assets

106.8
251.6
115.3
473.7
282%

191 .4
58.8
75.3

325.5
285%

103.3
207.5
120.1
430.9
2B5%

Accts Payable
Debt Due
Other
Cun'ent Liab.
Fix. Chg. Cov.

Est 'd '05- '07
to '11-'13

3 . 5 %
7.0%
4 . 5 %
2 . 5 %
5 . 5 %

Pas t
10 Yrs.

1 1 5 %
1 . 5 %
3 . 0 %
1.0%
3 . 0 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div idends
Bo o k Va lue

Pas t
5 Yrs.
16 .5%

5.5%
9 . 5 %
1.0%
4 . 5 %

Fiscal
Year
Ends

QUARTERLY REVENUES ts mill_)A

Dec.31 Mar .31  JUn.30 Sep.30

Full
Fiscal
Year

2005

2006

2001

200s

2009

576.5

708.8

700.8

147.7

515

266.7

269.0

323.3

347.8

515

311 .3

330.6

457.9

505.5

515

442.5

689.2
539.6

504.0

515

1597.0

199766
2021 .6

2105

2060

Fiscal
Year
Ends

EARNINGS PER SHARE A B F

Dec.31 Mar .31  JUn.30 Sep.30

Full
Fiscal
Year

2005
200s

2007

200s

2009

d.24

d.04

.03

d.04

.05

.29

.13

.43

.41

.33

1.06

1.05

.97

1.39

1.16

.79

1 .23

.89

.go

.96

1.90

2.37

2.31

2.75

2.50

Cal-
endar

QUARTERLY DIWDENDS PAID c l

Mar.31 J un.3 0  Se p.3 0 Dec.31

F ul l
Year

2004

2005

2006

2007
2008

.34

.345

.355

.365

.34

.345

.355

.365

.375

.34

.345

.355

.365

.375

.335

.34

.345

.365

.375

1.36
1.38

1.41

1.46

1.8%

83%

1.0%

89%

.2%

98%

1.8%

83%

NMF

113%

3 1 %

74%

2.7%

73%

3.1%

72%

5.1%

59%

4.3%

63%

5.5%

54%

4.5%

61%

Retained to Com Eq

All riv=ds to Net Prof

5.0%

56%

60%, commerc ia l and indus tr ia l 24%, t ransporta t ion,  1%, o ther,

15%. Has around 3,845 employees. Officers and directors own ap-

proximately 7.0% of common shares (1108 proxy). Chairman, Chief

Executive Officer, and President: Douglas H. Yaeger. Incorporated:

Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tel-

ephone; 314-342-0500. lnlemet: www.thelacledegroup.com.

BUSINESS: Laclede Group, Inc., is a holding company for Laclede

Gas, which distributes natural gas in easter Missouri, including the

ci ty  of St. Louis, St. Louis County, and parts of 10 other counties.

Ha s  ro ughly  6 3 2 , 0 0 0  c us t o me rs .  Purc ha s e d SM&P Ut i l i t y  Re
sources, 1/02, divested, 3/08. Therms sold and transported in Fiscal

2007: 1.12 mill.  Revenue mix for regulated operations: residential,

2 0 1 3  a p p e a r  u n e x c i t i n g ,  t h o u g h .  T h e
m a r k e t  i n  w h i c h  t h e  r e g u l a t e d  g a s  u n i t  o p -
e r a t e s  c o n t i n u e s  t o  b e  i n  a  m a t u r e  p h a s e .
C o n s e q u e n t l y ,  a c h i e v i n g  s i g n i f i c a n t  c u s -
t o m e r  g r o w t h  s h o u l d  b e  d i f f i c u l t  g o i n g  f o r -
w a r d .  F u r t h e r m o r e ,  i t  s e e m s  t h a t  m a n a g e -
m e n t  h a s  n o  i n t e n t i o n  t o  c o n d u c t  a  m a j o r
a c q u i s i t i o n  a n y t i m e  s o o n .  A t  t h i s  j u n c t u r e ,
a n n u a l  b o t t o m - l i n e  a d v a n c e s  m a y  b e  o n l y
b e t w e e n  4 %  a n d  5 %  o v e r  t h e  n e x t  t h r e e  t o
f i v e  y e a r s .
T h e s e  s h a r e s  o f f e r  a  d e c e n t  a m o u n t  o f
c u r r e n t  d i v i d e n d  i n c o m e .  B u t  w e  e x -
p e c t  f u r t h e r  h i k e s  i n  t h e  p a y o u t  t o  b e
g r a d u a l ,  g i v e n  L a c l e d e  G a s '  u n s p e c t a c u l a r
l o n g - t e r m  e x p a n s i o n  p o s s i b i l i t i e s .
T h e  g o o d - q u a l i t y  s t o c k  i s  c u r r e n t l y
t r a d i n g  n e a r  r e c o r d - h i g h  l e v e l s .  I t  a p -
p e a r s  t h a t  t h e  c o m p a n y ' s  s t r o n g  y e a r - t o -
d a t e  e a r n i n g s  a r e  t h e  m a i n  r e a s o n  w h y
t h i s  i s  h a p p e n i n g .
B u t  t o t a l - r e t u r n  p o t e n t i a l  i s  u n e x c i t -
i n g .  T h a t  r e f l e c t s  t h e  e q u i t y ' s  s u b s t a n t i a l
r i s e  i n  v a l u e ,  a s  w e l l  a s  o u r  a s s u m p t i o n
t h a t  m o d e s t  i n c r e a s e s  i n  t h e  d i v i d e n d  w i l l
c o n t i n u e .  M e a n w h i l e ,  t h e  T i m e l i n e s s  r a n k
i s  3  ( A v e r a g e ) .
F r e d e r i c k  L .  H a r r i s ,  I I I  S e p t e m b e r  1 2 , 2 0 0 8

L a c l e d e G r o u p ' s b r e a d - a n d - b u t t e r
s u b s i d i a r y ,  L a c l e d e G a s ,  h a s  p e r -
f o r m e d  q u i t e  w e l l  i n f i s c a l 2 0 0 8
( w h i c h  e n d s  S e p t e m b e r  3 0 t h ) .  T h a t  i s
a t t r i b u t a b l e  p r i m a r i l y  t o  a  g e n e r a l  r a t e  i n -
c r e a s e  t h a t  b e c a m e  e f f e c t i v e  o n  A u g u s t  1 s t
o f  l a s t  y e a r .  H i g h e r  v o l u m e s  w i t h i n  t h e
s e r v i c e  a r e a  a n d  t h e  r e c o r d i n g  o f  p r e v i o u s -
l y  u n r e c o g n i z e d  t a x  b e n e f i t s  a r e  a l s o  h e l p -
i n g  m a t t e r s .  B u t  r e s u l t s  a r e  b e i n g  c o n -
s t r a i n e d  s o m e w h a t  b y  l o w e r  i n c o m e  f r o m
o f f - s y s t e m  o p e r a t i o n s  a n d  a  r i s e  i n  t h e  p r o -
v i s i o n  f o r  u n c o l l e c t i b l e  a c c o u n t s .  S t i l l ,  i t
s e e m s  t h a t  t h i s  d i v i s i o n  i s  a b o u t  t o  c l o s e
t h e  b o o k  o n  a  s t r o n g  y e a r .
T h i n g s  a r e  a l s o  l o o k i n g  b r i g h t  f o r
L a c l e d e  E n e r g y  R e s o u r c e s ,  a r i s i n g  p a r -
t i a l l y  f r o m  e x p a n d e d  m a r g i n s  o n  s a l e s  o f
n a t u r a l  g a s .  T h e  r e v e r s a l  o f  t a x - r e l a t e d  e x -
p e n s e s  h a s  b e e n  a n o t h e r  c o n t r i b u t o r  t o
p r o f i t s .
A l l  t o l d ,  c o n s o l i d a t e d  s h a r e  n e t  o u g h t
t o  s u r g e  n e a r l y  2 0 % ,  t o  $ 2 . 7 5 ,  t h i s  f i s -
c a l  y e a r  ( w h i c h  w o u l d  b e  a  r e c o r d ) .  B u t
t h e  b o t t o m  l i n e  m a y  f a l l  b a c k  i n  f i s c a l
2 0 0 9 ,  t o  $ 2 . 5 0  a  s h a r e ,  g i v e n  t h e  d i f f i c u l t
c o m p a r i s o n .
T h e  c o m p a n y ' s  p r o s p e c t s  o u t  t o  2 0 1 1 -

Target Price Range

llllllllllllllllll

(A) Fiscal year ends Sept. 30th
(8) Based on average shares outstanding thru
97, then diluted. Excludes nonrecurring loss
06, 7¢. Excludes gain from discontinued aper
© 2008, Value Line Publishing, inc. All rights resented. Factual material is obtained ham sources believed to be reliable and is provided wilhout warranties of any kind
THE PUBLISHER Is NOT RE PONSIBLE 'FOR ANY ERRORS OR OMISSIONS HEREIN, This noncommercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, service or product

plication is strictly far subscriber's own,
or used for genefaling or marketing any palmed of decvonic publication,



NEW JERSEY RES. NYSE-NJR 36.35RECENT
PRICE

PIE
RATIO 29.6(8:2:s:s§€2;3)
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72.62

2.44

1.55

1.01

85.70

2.00

1.10

1.11

s7.30

3.05

2.15

1.17

Revenues per sh A

"Cash FloW" per sh

Eamings persh B

Div'ds Decl'd per sh Cl

92.05

3.70

2.80

1.36

1.46

15.50

1,55

15.45

1.65

1&95

Cap'I Spending per sh

Book Value per sh D

1.00

22.s5

41.61 42.00 42.50 Common Shs 0utst'g E 44.00

21.6

1.13

3.0%

Bald fig
Wlus
esra

res are
Llna
Otes

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'I Div 'd Wad

14.0

.95

4.0%

3021.8

55.3

3600

46.0

3710

91.5

Revenues ($rniII) A

Net Profit ($mill)

4050

125

38.8%

2.2%

39.0%

1.3%

39.0%

2.5%

Income Tax Rate

Net Profit Margin

40.0%

3. 1%

37.3%

52.7%

43.5%

56.5%

41.0%

59.0%

Long-Term Debt Ratio

Common Equity Ratio

35.5%

64.5%

10280

9709

1150

990

1220

1010

Total Capital ($mill)

Net Plant ($miII)

1560

1070

7.7%

10,1%

10.1%

5.0%

7.0%

7.0%

8.5%

12.5%

12.5%

Return on Total Cap'I

Recur on Shr. Equity

Return on Com Equity

9.0%

12.5%

12.5%

2006
79.63

2.73

1.87

.96

1.28

15.00

41.44

16.1

.57

3.2%

3299.8

78.5

38.9%

2.4%

348%

552%

9540

9343

9.5%

12.5%

12.6%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2 0 0 1 2002 2003
11.25

1.30

.73

.68

12.02

1.42

.76

.68

12.81

1.54

.84

.68

1135

142

85

.68

13.48

1.48

.92

.69

17.31

1.63

.99

.11

17.73

1.74

1.04

.73

22.65

1.86

1.11

.75

29.42

1.99

1.20

.76

51.22

2.12

1.30

.78

44.11

2.14

1.39

.80

62.29

2.38

1.59

.83

1.33

6.29

1.54

6.54

1 4 0

6 4 3

1.18

5.47

1.19

6.73

1.15

6.92

1.07

7.26

1.21

7.57

1.23

8 2 9

1.10

8.80

1.02

8.71

1.14

10.26

3664 37.84 3893 40.03 40.69 40.23 40.07 39.92 39.59 40.00 41.50 40.85

12.4

.75

7.5%

15.1

.89

5.8%

1 3 0

B5

6.2%

11.7

.78

8.7%

13.6

.85

5.6%

13.5

.78

5.3%

15.3

.80

4.6%

15.2

.87

4.5%

14.7

.96

4.4%

14.2

.73

4.2%

14.7

.80

3.9%

14.0

.80

3.7%

2004
60.89

2.50

1.70

.87

1.45

11.25

41.61

15.3

.81

3.3%

2533.6

71.6

39.1%

2.5%

40.3%

59.7%

783.8

8804

10.1%

153%

15.3%

2005
76.19

2.52

1.77

.91

1.28

10.60

41.32

16.8

.89

3.1%

3148.3

74.4

39.1%

2.4%

42.0%

58.0%

755.3

905,1

11.2%

17.0%

17.0"/,

710.3

43.3

904.3

44.9

1164.5

47.9

2048.4

52.3

1B30.8

56.8

2544.4

65.4

30.4%

6.1%

362%

5.0%

37.8%

4.1%

38.0%

2.6%

381%

3.1%

39.4%

2.6%

51.2%

45.6%

48.7%

51.2%

47.0%

52.9%

50.1%

49.9%

50.6%

49.4%

38.1%

61.9%

638.2

680.0

590.4

705.4

620.1

730.5

706.2

743.9

732.4

756.4

676.8

8526

8.1%

13.9%

14.4%

9.0%

14.8%

14.8%

9.0%

14.6%

14.6%

8.5%

14.8%

14.9%

8.7%

15.7%

15.7%

10.7%

15.6%

15.6%

CAPITAL STRUCTURE as of 5/30108
Total Debt $6265 mi ll.  Due in 5 Yrs $300.0 mi ll.
LT Debt $481 .6 mill LT Interest $17.0 mill.
Ind. $74 mill. capitalized leases.
(LT interest earned: 4.Bx, total interest coverage:

4.8x)
Pension Assets-9/07 $105.4 mill.

oblige. $107.9 mill.

P f d Stock None

Common Stock42,034,445 she.
as of 811/08
MARKET CAP: s1.s billion (mid Cap)

2006 2007 GI30I08

5 .1
794.8
799 .9

25 .9
1167.6
1193.5

5 .0
960 .5
965 .5

CURRENT POSITION
(SMILLI

Cash Asse ts
Othe r
Current  Assets

64 .4
260 .8
378.1
703 .3

4 6 1 % 53.1
145.0
83755

1035.6

4 5 0 %

4 6 . 8
284 .4
566 .0
897 .2

5 7 0 %

Accts  Payable
De bt  Due
Othe r
Current  L iab.

Fix.  Chg.  Cov .

Pas!
10 Yrs.

18.5°/>
5 . 5 %
6 . 5 %
3 . 5 %
7 . 5 %

Est'd '05-'07
Ia '11-'13

3 . 5 %
6 . 5 %
8 . 5 %
6 . 0 %
9 . 0 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Cash F lo w"
E a mi ngs
Div idends
B o o k Value

Past
Yrs.

13 .0%
4 . 5 %
6.0%
4 . 0 %

10.0%

Fiscal
Year
Ends

QUARTERLY REVENUES ts mill.) A

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2005

2006

2007
2008

2009

5443
5364

6622
1000

1050

6849

5365

5932
6149

650

8544

1164

737A

8114

820

1065

1064

1029
1178

1190

3148.3

3299.6

3021.8

3600

3710

Fiscal
Year
Ends

EARNINGS PER SHARE A B
D e c . 3 1  M a r . 3 1  J u n . 3 0  S e p . 3 0

FUll
Fiscal
Year

2005

2006

2007

2008

2009

1.23

1.43

.19

.30

.05

d.09

.60

d.18

.73

d.12

d.29

.06

.1 1

.12.40

.61

.82

.70

.87

.90

1.77

1.87

1.55

1.10

2.15

Cal-
endar

QUARTERLY DIVIDENDS PAID c E l
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

F ul l
Year

2004

2005

2000

2007

2008

.217

.227

.24

.253

.217

.227

.24

.253

.28

.217

.227

.24

.253

.28

.217

.227

.24

.253

.267

.87

.91

.98

1.01

4.4%

71%

5.0%

67%

5.4%

63%

6.1%

59%

6.9%

56%

7.7%

51%

7.8%

49%

8.5%

50%

6.3%

50%

3.8%

84%

NMF

101%

6.0%

54%

Retained to Com Eq

All Div 'ds to Net Pro

6.5%

48%

and electr ic ut ility,  36% off»systern and capably release).  N.J. Natu-
ral Energy subsidiary provides unregulated retail wholesale natural
gas and related energy sacs.  2007 de.  rate:  2.8%. Has 808 employ.
Of f . ldir .  own about  2% of  common (12107 Proxy).  Chmrn. ,  CEO, 8-
Pres.  :  Laurence M.  Downed.  Inc. :  N.J.  Addr. :  1415 Wyckof f  Road,
Wall,  NJ 07719. Tel. :  732-938-1480. Web: www.nj resources.com.

BUSINESS: N ew  Jer sey R esour ces  C or p.  is  a  ho ld ing company
providing retail/wholesale energy sacs.  to customers in New Jersey,
and in s tates f rom the Gulf  Coast  t o New England,  and Canada.
New Jersey Natural G as had about  478,000 customers at  9/30/07
in Monmouth and Ocean Count ies,  and other  N.J.  Count ies.  F iscal
2007 volume: 102.8 bill.  cu.  f l.  (58% f irm, 6% interrupt ible industr ial

Should these cases be approved, they
would benefit both revenues and earnings,
as well as provide customer savings.
Capital projects ought to bear fruit in
the years to come. The FERC recently
approved the development of 12 billion
cubic feet of working natural gas storage
capacity in Pennsylvania for the Steckman
Ridge location. This facility will provide
extra capacity during the peak winter and
summer months to the Northeast. Mean-
while, construction has begun on a new
16-inch main pipeline that will bring natu-
ral gas service to Whiting, NJ. Combined,
these projects should provide a boon N_IR's
prospects in the coming years.
These shares may appeal to conserva-
tive, income-oriented recounts. A solid
dividend yield and high marks for Price
Stability make this stock a selectively at-
tractive purchase. Meanwhile, the equity
is ranked to mirror the broader market for
the coming year. On the downside, the
stock's current quotation sits within our
Target Price Range. This suggests the is-
sue offers little, if any, appreciation poten-
tial for the pull to 2011-2013.
Bryan Fong September 12, 2008

New Jersey Resources' results over
the first nine months of fiscal 2008
were lackluster. Gas expenses have
risen by 10.7% and now sit at roughly 95%
of total revenues for the June period.
Meanwhile, warmer-than~normal weather
patterns eased demand across much of the
company's service areas. Helping the top
and bottom lines, however, is an ever-
increasing customer base. For example,
NOR has added almost 5,000 new accounts
so far this year. Even so, share earnings
fell approximately 34% in the first nine
months. And we believe the overall spotti-
ness in the economy, coupled with higher
natural gas prices, will continue to apply
pressure to margins this year. In all, we
oak for earnings to decline about 30% for
the year.
The company's bottom line ought to
rebound in 2009. The NJNG division has
a pending rate case in New Jersey A fa-
vorable ruling would increase the base
rates by 7.5%, or about $58.6 million.
Meanwhile, a second case was initiated
last quarter. It deals with off-system sales,
capacity release, storage optimization, and
financial risk management programs.

Apri l,  July, and October l Div idend reinvest-
ment plan available,
(D) includes regulatory assets in 2007: $312.4
million, $11.24lshare.

(E) In millions, adjusted tor split.
(F) Restated.

A
100

6 5
50

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

- l - l l I I 1 l l 1 l l l l _ l l l IHIHII_llllllllllllHIIIIIIIIwI al ow mm H l u I l l

18 . 3
14. 9

Target Price Range
2011 2013

80

60
50
40

30
25
20

15

10

- 7 . 5

(A) F iscal year ends Sept.  30th.
(B) Diluted earnings. NeM earnings report  due
la t e  O f .
(C) Dividends historically paid in early January,
@ 2008, Value Line Publishing? Inc. All rigFhls resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties d any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, Internal use. No part
01 it may be reproduced, resold, stored or transmitted inany printed, electronic or odder form, or used for generating or marketing any printed or electronic publication, service or productF



NICOR, INC. NYSE-GAS 46.30RECENT
PRICE
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37.8
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32.3

High:
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42.9
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44.4
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2005
76.00

s.1s

2.27

1.86

4.51

18.36

44.1a

17.3

.92

4.7%

3357.5

101.1

28.3%

3.0%

37.4%

62.5%

1297.7

2659.1

9.4%

12.5%

12.5%

I

2008
s4.4s

5_85

zo o

1.86

4.20

20.90

45.00

Bold fig
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destin

3800
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1290
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2009 o VALUE UNE PUB., NC200s 2007
65.92

6.82

2.87

1.86

89.20

6.96

2.99

1.86

4.17

19.43

3.77

20.58

44.90 45.90

15.0

.a l

4.3%

15.0

.as

4.2%

2960.0

128.3

3176.3

135.2

26.3%

4.3%

26.6%

4.3%

36.3%

63.7%

30.9%

69.0%

1370.7

2114.1

1368.0

2757.3

10.9%

14.7%

14.7%

11.2%

14.3%

14.3%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
2s.90

4.14

1.92

1.1a

31.02

3.80

1.97

1.22

31.23

4.11

2.01

1.25

29.42

4.19

1.96

1.2a

37.39

4.97

2.42

1.32

41.33

5.29

2.55

1.40

30.84

5.21

2.31

1.48

34.45

5.59

2.51

1.54

50.52

6.16

2.94

1.66

57.30

6.41

3.01

1.76

60.46

5.37

2 1 1

1.86

43.11

6.03

2.aa

1.54

3.12

12.76

2.62

13.05

3.34

13.26

3.12

13.67

2.42

14.14

2.34

15.43

2.87

15.91

3.28

1680

:us
15.56

4.18

16.39

4.37

15.55

4.12

17.13

55.77 53.96 51.54 50.30 49.49 4a.22 41.51 4689 45.49 44.40 44.01 44.04

11.6

.70

5.3%

14.1

.83

4.4%

12.5

.oz

4.8%

13.1

.ea

5.0%

12.5

.18

4.4%

14.2

.82

3.9%

17.6

.92

3.6%

14.6

.so

4.1%

11.9

.77

4.7%

12.8

.as

4.5%

13.1

.12

4.9%

15.8

.90

5.6%

2004
62.12

6.00

2.22

1.86

4.32

16.99

44.10

15.9

.84

5.3%

2739.1

98.1

31.8%

3.6%

39.8%

60.1%

1246.0

2549.8

8.8%

13.1%

13.1%

86.65

7.25

2.60

1.a6

Revenues per ah

"Cash Flow" per sh

Eamlngs per sh A

Dlv 'd l Ded'd  push |

100.00
us
165
M i

4.35

21.60

Clp'I Spending per sh

Book Wue per sh

4.a0

25.90

45.00 Common Shs0utst'g c 45.00

rum
Um
nm

Avg Ann'I PIE Rltlo

Rlrlltlv l PE Ratio

Avg Ann'I nav'4 Yield

18.0

1.05

3.2%

: a l a

115

Rev enues (sin)

nm mm ($mllI)
4500

165

31.5%

3.0%

lneoma Tax Rah

Nat Profit lhrgln

33.0%
ws

24.0%

mo s s

Long-Tum Debt Ratio

Common Equlty Ratio

20.0%

00.0%

1270

2950

nun Capltal (smlm
Not Plant ($mm)

1165

3250

10.0%

12.0%

12.0%

Recur on Total Cap'I

Recur on Shh Equity

Recur on Com Equity

12.0%

14.0%

14.07

1455.1

111.1

1615.2

121.9

2298.1

136.4

2s44.1

136.3

1897.4

128.0

2662.7

93.1

34.4%
7.6%

34.7%

1.5%

34.8%

5.9%

33.5%

5.4%

31.0%

6.7%

35.2%

3.5%

42.1%

57.4%

35.5%

64.0%

3 2 .7 *

66.7%

31.8%

61.1%

35.1%

54.5%

39.6%

60.3%

1322.6

1731.8

1230.1

1735.2

1061.2

1729.5

1180.1

1768.6

1128.9

1796.8

1251.5

2484.2

9.9%

14.5%

14.5%

10.9%

15.4%

15.4%

13.7%

19.1%

19.2%

12.3%

18.6%

18.7%

12.2%

17.5%

11.5%

w e
12.3%
12.3%

CAPrrAL STRUCTURE as d SIMM!
Totll Debt $516.5 mill. Duo In s Yrs $544.0 mill.
LT Debt $373.5 mill. LT Intern $30.0 mill.
(Total interest coverage: 5.9x)

Ponolon Assets-12101 $478.7 mill. Obllg. $263.2
mill.

pm Dlv'll NonePM Slack s.e mill.

Common Stock45,149,020 shares
as :>f mains
MARKET CAP: $2.1 billion (mu Cap)

2007 use /aa2005

303 .8
940.1

1243 .9

555.1
143.0
863 .3

1561.4

4 7 1 %

91 .9
931 .9

1023.8

428.2
4 4 4 .0
4 0 4 .2

1276 .4

5 4 4 %

67 .6
843.1
910 .7

554 .5
350 .0
221 .9

1142.4

5 4 3 %

CURRENT PGSITION
(Will-L)

Cash Assays
Other
Current Assets

Accts Payable
Debt Due
Other
Current Limb.

Fix. Chg. Cov .

Pas t
10 Yrs.

7 . 0 %
3 . 5 %
1 . 5 %
3 . 5 %
3 . 0 %

ANNUAL RArES
d change (psi sh)
Rev enues
"Cash Flow"
Eamings
Div idends
Book Value

Put  Es te ll ' 0 5 - '0 7
5 YII. It '11-'13

7 . 0 % 6 . 0 %
1 . 5 % 5 . 0 %

-1 .5% 5 . 0 %
1 . 0 % Ni l
4 . 0 % 5 . 0 %

Cal-
a n d lr

OUIRTERLY nwauuss (S nil.)

l la r . 3 1  J un .3 0  Se p .3 0 Dec.31
Full
Year

goos

goos

2001

2001

2009

4a4.4

451.3

556.9

699.8

715

336.0 1357.5

351.1 838.2

365.2 919.5

425 1 m . s

a s 1100

: w a s

la1s .4
13a4.7

1 5 9 5 1

1550

3357.8

2960.0

3176.3

3000

3900

C d -
cndar

£Anl~llussrsnsuAn£»
l l lr .31 Jun.30 S1430 Dn.31

Full
Ynr

2005

zoos

2007

20os

2009

.9B

.99

1.04

91

1.02
1.30

1.22

.65

1.10

.35

.19

.40

.64

.05

d.06

.39

.32

. 2 0

.25.90

2.29
2.87
2.98
2.0
160

CII-
ondar |

qull1TER1yunvneuns PAID!1
Mar.31 Jun.30 s .to Dec.31

Full
Year

2004

2005

20os

2001

2ooa

.465

.465
465
.465

.465

.465
465

.465

.465

.465

.465

.465 . .

.465

.465

.465

.465

.465

.465

.465

1.86

1.86
1.86

1.86

5.4%

83%

6.2%

60%

8.5%

56%

7.9%

58%

6.5%

63%

1.5%

88%

2.1%

a w .

2.3%

81%

5.2%

65%

5.4%

62%

1 5 %

71%

1 5 %

72%

Retained to Com Et

All Div 'ds to nm PM

7.0%

51%

i nduce  Tropica l Shipping subs idia ry  and severa l energy  re la ted

verrtunes. Divested oil and gas E&P_ area. Has about 3,900 employ-

ees .  Ofncers ldi rec to rs  own about  2 .2% o f  common s tock (3108

proxy). Chairman and CEO: Russ Strobed. Incorporated: Illinois. Ad-

dress: 1844 Ferry Road, Napewille, I llinois 60563. Telephone: 630-

305-9500. Internet: \mw1.nicor.com.

BUSINESS' Nicor Inc. is a holding company with gas distribution as

its primary business. Serves over 2.2 million customers in northern

and western u1ind8. 2007 gas delivered: 488.3 Bcf, ind. 212.1 Bcf

lrcm transportat ion. 2007 gas sales (256.2 cf):  res ident ia l,  79%
commercial, 19%' industrial, 2%. Principal supplying pipdlnes: Nat-

ural Gas Pipeline. Horizon Pipeline. and TGPC. Current operations

attributed the strong showing to good per-
formances in its

company Despite
quarter, we expect

r o -
w i l l  g k

the .lune-period results were released.
Nicor  i s  awai t ing a decis ion on the
r a t e  c as e i t  f i l ed  w i t h  t he I l l i no i s
Commerce Commission. Management is
trying to increase Nicor's base rate by
$140.3 million. This reflects a 11.05% re-
turn on equity on a $1.5 billion base. Addi-
tionally the company asked for a rate
decoupling mechanism, which would bet-
ter align customer interests with those of
GAS through conservation and energy ef-
ficiency programs. The process will proba-
bly go into the second quarter of 2009. As
a result, the bottom line will likely contin-
ue to be pressured by rising operating
costs. Investors should monitor l is
less as any decision, 'good or bad,
Ly act as a catalyst or Nicol stock in the
months ahead.
These shares are ranked to perform in
l ine with the broader market over the
coming six to 12 months. We recom-
mend investors stay on the sidelines for
now. The uncertainty surrounding the rate
case Alon*g with the near-term earnings
pressure ram rising costs make this issue
an unattractive selection for now.
Richard Gallagher September 12, 2008

Nicor bounced back after a lackluster
f i rst quarter. Indeed, the company
reported share net of $0.64 in the second
quarter, which beat the prior-year tally of
$0.40 as well as our $0.30 estimate. The
better-than-expected performance caused
investors to take notice and, as a result,
shares of GAS have increased over l0% in
price since our June report. Management

gas operations and its
other energy-related businesses.
2008 will likely be a down year for the

the strong second
Nicor to struggle for

the remainder of the year. High natural
gas prices coupled with a challenging envi-
ronment in the shipping business should
weigh on results. Moreover, increasing op-
erating costs continue to place pressure on
the bottom line. In response, Nicor is seek-
ing rate relief (discussed below). For the
yearend, we look for earnings of $2.40 a
share, down almost 20% from 2007, to re
fleet declining usage and the difficult envi-
ronment. This estimate is at the upper end
of management's guidance ($2.20 to 2.40 a
share) though, w is it reiterated when

End. items from discontinued ops.: '93, 4¢. '96.
30¢. Next °g=. report due late October.
(B) Divider s historically paid mid February,
May. August. November. l Dividend reinvest-

A
95
30
7 5

went plan available. (C) In millions. Cur pans  F inanc ia l St llng th
Stock 's  r ice  Sllb lllty
Price  GmMh PeMstenca
Eamlngs pr¢4i¢ubilizy

42 .9
31 ,2

T a r g e t  P r ic e  R a n g e
2 0 1 1 2 0 1 3

120
100
80
64

48

32

24
20
16

12

I I IIIIIIH l

'I1-13

(A) Based on primary earnings thru. '96, then
diluted. Excl. nonrecurring gains/(loss): '97, 6¢,
'98, 11¢; '99, 5¢. '00, ($1.96), '01, 16¢, '03,
(27¢), '04, (52¢). '05, a0¢, '06, 117¢1. '07 (13¢).
© 2G08, Value Line Publishing, Inc. All "o raeww Famai material is obtained from sources believed to be reliable and is provided without warranties M mg Mnd,
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMlSSIONS HEREIN. This wbllcanm rs strictly lu subscnher's own, mmommercral, internal use. o pan 1
of it may be reproduced, resold. stored or transmMM in any painted, electronic or other rum, or used for generating or marketing any primed or dmrnnic publication, service or woduu.
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N.W. NAT'L GAS NYSE-NWN 49.07RECENT
PRICE

PIE
RATIO 18.4(I.23::s§4§;3) 31.18 DIV'D

YLD 3 . 2 %
VAL
LI

27.5
17.8

26.8
21.7

31.3
24,0

30,7
23.5

34.1
27.5

39.6
32.4

43.7
32.8

52.8
39.8

50.7
41.1

High:
Low:

31.4
23.0

30.8
24.3TIMELINESS 3

1
Raised slams

S A F E W Raised3/18/05

T E C H N I C A L 3 Ra ised811/08

BET A . 7 5  ( 1 . 0 0 = M a r k e \ )

An n ' l  T o ta l
Re t u r n
1 0 %

6 %

Pr i c e
6 5
5 5

High
L o w

2 0 1 1 - 1 3  P R O J E C T I O N S

Ga i n
+ 3 0 %

* + 1 0 % l

I n s i d e r  D e c i s l o n s

to Buy
Options
Tb Sell

O N D J F M A M J
0 0 0 0 1 0 0 0 1
0 4 0 0 0 0 0 0 1
0 5 1 0 0 0 0 0 1

l

1

2 0 1 2

3-fof»z split 9196
Yes

LEGENDS ..
-- 1:19 x Dlv\dends 9 sh

divided b rlntefes Role
Relative ice Strength

Ogtionsz . . .
haded area IndicatesrecessIon

1

r I  l l '  " I . .
ll'

I I I
lIIIlllll_ .

L. f i t

l l 11 II1|1
lllnlllllll "'11 a l *|  III

hull I |l l  |
' n I

46
•

l*l 1 1 •

8 1 ' I

I I I I I \

1 yr.
3 yr.
5 yr

% TOT. RETURN8/08
THIS VLARITH.

STOCK INDEX
8.4 .9.4

47.1 12.4
106.0 56.8

I I I

I ll I 111 | . I I

II III
2007

3 9 . 1 3

5 . 4 1

2 . 7 6

1 . 4 4

4 . 4 s

2 2 . 5 2

2 6 . 4 1

1 6 . 7

. s o

3 .1 %

1 0 3 3 . 2

7 4 . 5

3 7 .2 %

7 .2 %

4 6 . 3 %

5 3 .7 %

1 1 0 6 . 8

1 4 9 5 . 9

8 .5 %

12.5%

12.5%

"InIII:w

tn s t l t u t l o n a l  D e c i s i o n s

4 o m 1 m a n s zmaus
9 5 7 7 7 8
6 0 9 2 7 1

1 6 8 4 8 1 6 7 7 2 1 6 9 4 7

9
6
3

Percent
shares
traded l l la n | . I t

I

I

ll
2005

a a . 0 1

4 . 3 4

2 . 1 1

1 . a 2

a . 4 s

2 1 . 2 8

2 7 . 5 8

1 7 . 0

. 9 1

3 .7 %

9 1 0 . 5

5 8 . 1

3 6 .0 %

6 .4 %

4 7 . 0 %

53.0%

1 1 0 8 .4

1 3 7 3 .4

6 .5 %

9 .9 %

9 .9 %

2009 o VALUE L INE PUB.,  INC2006
3 7 . 2 0

4 . 7 6

2 . 3 5

1 . 3 9

3 . 5 6

2 2 . 0 1

2 7 .2 4

1 5 . 9

. 8 6

3 .7 %

1 0 1 3 . 2

6 5 . 2

3 6 .3 %

6 .4 %

4 6 .3 %

5 3 .7 %

1 1 1 6 . 5

1 4 2 5 .1

7 .1 %

10.9%

1 0 . 9 %

2008
4 0 . 5 5

$ . 4 0

2 . 6 0

1 . 5 2

5 . 4 5

2 1 6 5

2 6 . 5 0

Balifig
Value
cstln

1 0 7 5

s s . o

3 7 . 0 %

6 . 4 %

4 7 . 0 %

5 3 . 0 %

1 1 5 0

1 5 5 0

Z s %

1 1 . 5 %

1 1 . 5 %

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
1 4 . 1 0

3 . 2 5

.7 4

1 . 1 5

1 8 . 1 5

3 .7 4

1 7 4

1 . 1 1

1 8 . 3 0

3 . 5 0

1 . 6 3

1 . 1 7

1 6 . 0 2

3 , 4 1

1 .6 1

1 . 1 8

1 6 . 8 6

3 . 8 6

1 , 9 7

1 . 2 0

1 5 . 8 2

3 . 7 2

1 . 7 6

1 . 2 1

1 6 . 7 7

3 . 2 4

1 . 0 2

1 . 2 2

1 8 . 1 7

3 . 7 2

1 . 7 0

1 . 2 3

2 1 . 0 9

3 . 6 8

1 . 7 9

1 2 4

2 5 . 7 B

3 . 8 6

1 . 8 8

1 . 2 5
||

2 3 . 5 7

3 . 8 5

1 . 7 6

1 . 2 7

2 5 . 0 7

3 . 6 5

1 . 6 2

1 2 6

3 . 7 3

1 2 . 4 1

3 . 6 1

1 3 . 0 8

4 . 2 3

1 3 . 6 3

3 . 0 2

1 4 . 5 5

3 . 7 0

1 5 . 3 7

5 . 0 7

1 6 . 0 2

4 . 0 2

1 8 . 5 9

4 . 7 8

1 7 . 1 2

3 . 4 6

1 7 . 9 3

3 . 2 3

1 a . s s

3 . 1 1

1 8 . 8 8

4 . 9 0

1 9 . 5 2

1 9 . 4 6 1 9 . 7 7 2 0 . 1 3 2 2 .2 4 2 2 . 5 6 2 2 . 8 6 2 4 . 8 5 2 5 . 0 9 2 5 . 2 3 2 5 . 2 3 2 5 . 5 9 2 5 . 9 4

2 7 . 0

1 . 6 4

5 .7 %

1 2 . 9

. 7 6

5 .2 %

1 3 . 0

a s

5 .5 %

1 2 . 9

. 8 6

5 .7 %

1 1 . 7

.7 3

5 .2 %

1 4 . 4

, s o

4 . 8 %

2 6 . 7

1 . 3 9

4 .5 %

1 4 . 5

.8 3

5 .0 %

1 2 . 4

. 8 1

5 .6 %

1 2 . 9

8 6

5 .1 %

1 7 . 2

.9 4

4 .5 %

1 5 . 8

. 9 0

4 .6 %

2004
2 5 . 6 9

3 . 9 2

1 8 6

1 . 3 0

5 . 5 2

20 .64

2 7 . 5 5

1 6 . 7

. 8 8

4 . 2 %

7 0 7 . 6

5 0 . 6

3 4 .4 %

7 .1 %

46.0%

5 4 .0 %

1 0 5 2 . 5

1 3 1 8 .4

5 .9 %

8 .9 %

8 .9 %

4 3 . 9 5

5 . 7 5

2 . 8 0

1 . 6 0

Re v e n u e s  p e r  s h

"Ca l m F l o w"  p e r  s h

Ea r n i n g s  p e r  s h  A

D I v ' d s  D e d ' d  w  s h  9 1

5 0 . 0 0

6 . 6 0

3 . 3 5

1 .8 8

9 . 0 0

2 3 . 7 5

Ca p ' I  Sp e n d in g  p e r  s h

Bo o k  Va lu e  p e r  s h

4 . 5 0

2 6 . 5 0

2 6 . 5 0 C o m m o n  S h s 0 u t s t ' g  c 2 8 . 0 0

uv sm
Lint
M88

Av g  An n ' l  PI E Ra t i o

Rd a t l v n  P/ E Ra t i o

Av g  An n ' I  D i v ' d  Wa d

1 8 . 0

1 . 2 0

3 . 1 %

1 1 5 0

7 4 . 0

R e v e n u e s  ( s i n )

neeMn (small)
1 4 0 0

9 4 . 0

3 7 . 0 %

6 . 4 %

I n c o me  T a x  Ra t e

Ne (  Pro f i t  M a rg in

3 7 . 0 %

6 . 7 %

4 8 . 0 %

5 2 . 0 %

L o n g - T e r m De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

4 8 . 0 %

5 2 . 0 %

1 2 0 0

1 6 5 0

n n a I  c a p u a  ( $ m m )

Ne t  Pl a n t  ( Su m)

1 5 0 0

2 0 0 0

7 . 7 %

1 1 . 5 %

1 1 . 5 %

Retu rn  o n  T o ta l  Cap ' l

Re t u r n  o n  Sh h  Eq u i t y

Re c u r  a n  Co m  Eq u i t y

7 .0 %

1 1 . 0 %

1 1 . 0 %

4 1 5 ]

2 7 . 3

4 5 5 . 8

4 4 . 9

5 3 2 .1

4 7 . 8

6 5 0 . 3

5 0 , 2

6 4 1 .4

4 3 . 8

6 1 1 . 3

4 6 . 0

3 1 .0 %

6 .6 %

3 5 .4 %

9 .9 %

3 5 .9 %

9 .0 %

3 5 .4 %

7 ,7 %

3 4 .9 %

8 .8 %

3 3 .7 %

7 .5 %

4 5 . 0 %

5 0 .6 %

4 6 . 0 %

4 9 . 9 %

4 5 . 1 %

5 0 .9 %

4 3 . 0 %

5 3 . 2 %

( 4 9 .7 %

50.3%

4 7 .6 %

5 1 .5 %

8 1 5 . 6

8 9 4 . 7

8 6 1 . 5

8 9 5 . 9

8 8 7 . 8

9 3 4 . 0

8 8 0 . 5

9 6 5 . 0

9 3 7 . 3

9 9 5 . 6

1 0 0 6 . 6

1 2 0 5 . 9

5 .0 %

6 . 1 %

6 . 0 %

e . s %

9 .7 %

9 .9 %

6 . 7 %

9 . 8 %

10 .0%

6 .9 %

10.0%

10.2%

5 .9 %

8 .9 %

8 .5 %

5 .7 %

9 .1 %

9 .0 %

C A P I T A L  S T R U C T U R E  a s  o f  6 / 3 0 / 0 8
T o t a l  De b t  $ 5 8 4 . 7  ma l .  Du e  i n  5  Yr s  $ 1 4 4 . 0  mi l l .
L T  De b t  $ 5 1 2 . 0  mi l l . L T  l n u n s a  $ 3 7 . 0  m i l l .

(T o ta l  in te res t  co verag e :  4 .0x )

Pe n s i o n  As s e t s - 1 2 / 0 7  $ 2 4 1  mi l l .
Oblong. $260 m i l l .
P f d  S t o c k  N o n e

C o m m o n  S t o c k 2 6 , 4 3 5 , 3 7 3  s h e .
a s  0 g 7 / 3 1 1 0 a
M A R K E T  C A P  s 1 . 3  b m l a n  ( m i d  c a p )

2 0 0 7 s / s o l o s2 0 0 s

6 . 1
2 5 8 . 8
2 7 4 . 9

1 1 9 . 7
1 4 B . 1
1 2 2 . 1
3 8 9 . 9

4 0 8 %

5 . 8
3 0 3 . 0
3 0 8 . 8

1 1 3 . 6
1 2 9 . 6

a l a
3 4 1 . 5

3 4 9 %

5 . 2
1 7 5 . 4

1 8 0 , 6

7 5 . 8
7 2 . 7

1 3 1 . 0
2 7 9 . 5

N M F

C U R R E N T  P O S I T I O N
( $ w L L )

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A c c t s  P a y a b l e
D e b t  D u e
O t h e r
Cu r r e n t  L i mb .

F x .  C h g .  C o v .

P a s t
Y r s

P a s !
10 Yrs.

8 . 5 %
5 . 5 %
6 . 5 %
2 . 0 %
3 . 5 %

E S t ' d  ' 0 5 - ' 0 7
w '11- '13

6 . 5 %
5 . 0 %
7 . 0 %
5 . 5 %
3 . 5 %

A N N U A L  R A T E S
al mange (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

8 . 5 %
3 . 0 %
3 . 0 %
1 . 5 %
3 . 5 %

C a l -
e n d a r

QUARTERLY REVENUES (8  mi l . )

l l a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1
F l l l l
Y e a r

2005

200s
2007

200s

2009

3 4 1 . 4

3 3 6 . 9

3 3 1 . 7

3 6 6 . 1

3 9 0

1 5 3 . 7

1 7 1 . 0

1 8 3 . 2

1 9 1 . 3

2 0 0

1 0 6 . 7

1 1 4 . 9

1 2 4 . 2

1 3 0

1 4 0

3 0 8 . 7

3 9 0 . 4

3 9 4 . 1

3 8 7 . 6

4 2 o

9 1 0 . 5

1 0 1 3 . 2

1 0 3 3 . 2

1 0 7 5

1 1 5 0

c a n -
e n d a r

E A R N I I G S P E R S H I R E *

M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1
F u l l
Y e a r

2005

2006

2o01
2008

2009

1 . 4 4

1 . 4 8

1 . 7 7

1 . 6 3

1 . 7 0

. 9 4

1 . 1 5

1 . 1 1

1 . 1 7

1 . 2 4

d . 3 1

d . 3 5

d . 2 2

t L 2 0

¢ 2 7

. 0 4

. 0 7

. 1 0

. 0 8

. 1 3

2 . 1 1

2 . 3 5

2 . 7 6

2 . 6 0

2 . 8 0

cal-
endar I

OUARTERLY DNIDENDS PAID B l
llar.31 Jun.30 .30 Dec.31

F u l l
Y e a r

2004

2005

2006

2001

2008

. 3 2 5

. 3 4 5

. 3 5 6

. 3 7 5

. 3 2 5

. 3 2 5

. 3 4 5

. 3 5 5

. 3 7 5

, 3 2 5

. 3 2 5

. 3 4 5

. 3 5 5

. 3 7 5

. 3 2 5

. 3 2 5

. 3 4 5

. 3 5 5

. 3 7 5

1 . 3 0

1 . 3 2

1 . 3 9

1 . 4 4

NMF

118%

2 .8 %

7 4 %

3 .1 %

7 0 %

3 .5 %

6 7 %

1.9%

7 9 %

2 6 %

7 2 %

2 .7 %

6 9 %

3 .7 %

6 3 %

4 .5 %

5 9 %

6 .0 %

5 2 %

5 . 0 %

5 8 %

5 0 %

5 7 %

R e t u n e d  t o  C o m  E t

Au  Di v ' d s  t o  Ne t  Pr o

5 , 0 %

5 6 %

O w n s  l o c a l  u n d e r g r o u n d  s t o r a g e ,  R e v ,  b r e a k d o w n :  r e s i d e n t i a l ,

5 5 % .  c o m m e r c i a l ,  2 8 % ,  i n d u s t r i a l .  g a s  t r a n s p o r t a t i o n ,  a n d  o t h e r ,

1 7 % .  E m p l o y s  1 , 1 3 0 ,  B a r c l a y s  G l o b a l  o w n s  6 . 5 %  o f  s h a r e s ,  o f -

f i c e r s  a n d  d i r e c t o r s .  1 3 %  ( 4 / 0 8  p r o xy ) .  C E O :  M a r k  S .  D o d s o n .  In c . :

O r e g o n .  A d d r e s s :  2 2 0  N W  2 n d  A v e . ,  P o r t l a n d ,  O R  9 7 2 0 9 .  T e l e -

p h o n e :  5 0 3 - 2 2 6 - 4 2 1 1 .  In t e r n e t :  w w w . n w n a t u r a l . o o m .

B U S I N E S S :  N o r t h w e s t  N a t u r a l  G a s  C o .  d i s t r i b u t e s  n a t u r a l  g a s  t o

9 0  c o m m u n i t i e s .  G 5 7 , 0 0 0  a i s t o m e r s ,  i n  O r e g o n  ( 9 0 %  o f  w s l o m e r s )

a n d  In  s o u t h w e s t  W a s h i n g t o n  s t a l e .  P r i n c i p a l  c i t i e s  s e w e d  P o r t l a n d
a n d  E u g e n e ,  O R ,  V a n c o u v e r ,  W A .  S e r v i c e  a r e a  p o p u l a t i o n :  2 . 5  m i l l .

( 7 7 %  i n  O R ) .  C o m p a n y  b u y s  g a s  s u p p l y  f r o m  C a n a d i a n  a n d  L l . s ,

p r o d u c e r s ,  h a s  t r a n s p o r t a t i o n  r i g h t s  o n  N o r t h w e s t  P i p e l i n e  s y s t e m .

"sf 2013.
plan to Bui d a gas storage facility

at Gill Ranch near Fresno, which should
. .  T h e

expenses that helped in the

qual i ty shares of fer  sol id
potent ial

. but earnings gains should resume
next year. Nort west is working with the
Oregon public utility commission to modify
the gas cost-sharing mechanism, and a
new version will like y take effect with the
start of the heating season in November.
The new arrangement Ml! probably mini-
mize, if not quite eliminate, earnings fluc-
tuations due to profits or losses from gas
costs. Customer growth will probably con-
tinue at around 2% for the first half of
2009, and new construction should begin
to revive by the second half of the gear.
'IWo large projects could signs eantly
boost earnings Northwest and
PG&E

come on stream by 2011. The eastern half
of the Palomar pipeline, which would give
Northwest a second source of gas, could
open by 2012. Northwest's portions of the
two projects could amount to $500 million
and contribute up to $0.80 a share beyond
our current, conservative forecast.
These top-
risk-adgusted total-return
out to 011-2013.

Northwest Natural 's second-quarter
earnings reflected a rare loss on gas
costs. n Oregon, the company retains
one-third of the difference between its
forecast and actual gas costs. (All gas costs
are passed on to customers in Washing-
ton.) Northwest usually makes money
from the purchased gas adjustment me-
chanism (PGA), but in the June period,
the PGA cost it about $0.12 a share. In the
first half of 2007, the PGA boosted earn-
ings by around $0.23 a share. Lower oper-
ations and maintenance expenses partially
offset the PGA loss in the second quarter.
We look for little earnings progress in
the second half of 2009 decline
in operation
June period is unlikely to continue, since
some costs will probably be moved to the
second half. Ana" the company received a
positive tax adjustment in the summer
quarter last year. Customer growth, how-
ever, continues, though at roughly 2% per
ear, compared with the 3% pace that
northwest tallied for years through 2007.

Conversions from oil to natural gas heat-
ing are replacing some of the falloff in new
home construction. Sigourney B. Romaine September 12, 2008

(B)  Div id e n d s  h is to r ic a l ly  p a id  in  mid -F e b ru a ry ,
mi d - M a y ,  mi d - Au g u s t ,  a n d  mi d - No v e mb e r .
I  D M d e n d  i n v e s t m e n t  p l a n  a v a i l a b l e .

(C)  In  mi l l io n s ,  a d ju s te d  fo r  s to c k  s p l i t

A
1 0 0

7 0
8 0

C o m p a q  ' s  F i n a n c i a l  S t r e n g t h
S t o c k ' s S t d .  S t a b i l i t y
P r i c e  G r o v n h  P e r s i s t e n c e
E a m i n g s  Pr e d l c t a b l l i t y

_ I ' l l  I I I

27.9
19.5

T a r g e t  P r i c e  R a n g e
2 0 1 1 2 0 1 3

1 2 0
1 0 0
8 0
6 4

4 8

32

24
20
16

12

AIII ~...iimii iii
- 1 1 - 1 3

( A ) D i l u t e d  e a r n i n g s  p e r  s h a r e .  E xc l u d e s  n o n -
r e c u r r i n g  i t e m s :  ' 9 8 ,  $ 0 . 1 5 ,  ' 0 0 ,  $ 0 . 1 1 ,  ' 0 6 ,
( $ 0 . 0 6 ) .  Ne xt  e a r n i n g s  r e p o r t  d u e  e a r l y  No v e m-
b e r .

o 2008, Value Line Publishing, Inc. Al l  t ips reserved. Factual mater ia l is  obtained from sources bel ieved ro be re l iable and is provided without warranties or any k ind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is str ict ly lot subscriber 's own, non-commercial, mtemal use. No part
of it may be reproduced, resold. stored or transmitter! in any primed, electronic or other farm, or used for generating or marketing any primed or demonic publication, service or product.I MIT



PIED NYSE-PNY
RECENT
PRICE 29.19 PIE

RATIO 18.2(L':3::s§198)$949451.17 3.6%DIV D
YLD

VALUE
LINE

19.7
11.8

19.0
14.6

19.0
137

22.0
16.6

24.3
19.2

25.8
21.3

28.4
23.2

28.0
22.0

29.5
24.0

High:
Low:

18.2
11.0

18.1
13.9

2
TIMELINESS 3 Raised 6115107

S A F E T Y New 7127190

T E C H N I C A L 3 L0wered9/12 /08

BETA M (1 .00 = Market)

H'gh
L a w

Pr i c e
4 0
3 0

An n ' l  T o ta l
Re t u r n
1 1 %

5 %

2 0 1 1 - 1 3  P R O J E C T I O N S

Ga i n
( + 3 5 % l

( + 5 %

I n s I d e r  D e c i s i o n s
O N D J F M A M J
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 0 0 0 0 2 0 0 0

10 Buy
Options
IV Sell

I n s t i t u t i o n a l  D e c i s i o n s
492007 fmooa z0200a

\oBey 8 5 7 8 9 7
w e B I 8 5 7 7
Hld's(llMI 3 6 4 7 0 3 6 7 7 8 3 6 6 8 8

£.'l I

2012
LEGENDS . .

1:40 x Dlvldends I' sh
dlvlde.d be}nteres Rate
Relative ice Strength

2-l0r»1 split 11/04
Options: Yes . .

hadedarea Indicates recession
I

_-»-"""-"- IllFI l'lI.I1 I 11 111

I
I .1111 l l ' I I

I
1I"

I Il l ' * * h [ ; ,l"l vIII'
| .,I

l l l l l l l l I

I
|

ll ll'
°o *O l

- •

.o =m¢'° toI  , o h ea
a s  T OT . R E T U R N 8 / 0 8

VI AIITN.
INDEX
-9 .4
12 .4
5 6 . 8

m i s
s lo c K
1 3 . 5
31 .7
8 0 . 9

1  y r .
3  y r .
5  y r .

I I I I I I
' n u

I .|:. I. ll7. 5
5

2. 5

Percent
shares
t raded .llllll II ll

l l

II
I

I III II III '

2006
2 5 . 8 0

2 . 5 1

1 . 2 1

. 9 5

2 . 1 4

1 1 . 8 3

7 4 .6 1

1 9 . 2

1 . 0 4

3 .9 %

1 9 2 4 . 7

9 7 . 2

3 4 .2 %

5 .0 %

4 8 . 3 %

5 1 .7 %

1 7 0 7 . 9

2 0 7 5 . 3

1 . 2 %

1 1 . 0 %

1 1 . 0 %

I I
I I

I I I
I

l l I

I
I

I

I
I I

2009 o  VAL UE UNE PUB. ,  NC 1 1 - 1 3

2 7 . 8 5

u s

1 . s 0

1 . 0 7

R w l n u u  p e r  d l  A

" C a s h  F I W I "  p u s h

E a m l n g s  P u  s h  n

D l v ' d a  D e d ' d  w  s h  C l

3 0 . 9 0

3 . 1 5

1 . 9 5

1 . 1 9

o s

1 2 .9 5

Clp'I Spending w sh
Book Value Pei sh °

2 3 0

1 5 . 0 5

7 2 7 5 Ga m m o n  Sh e  Ou t s f g  E 7 2 . 0 0

umm
Um
Nu

Av g  An n ' I  P I E Rl t l o

R l l l f l w  p i s  R l l i n

Av g  Al ln ' l  Div 'd  Yie ld

1 1 . 0

1 . 5 0

3 . 1 %

: w a s

1 1 7

Revenues (smllI) A
in pmfn (sum)

2 2 2 5

1 4 5

35.0%
a c

Imam Tn Rah
Net Pmflt Ilargln

3 5 . 0 %

6 . 5 %

4 7 . 6 %

51.4%

L o n g - T u m  D e b t  R l t l o

Co mmo n  Eq u l t y  Ra t i o

4 5 . 5 %

5 4 .5 %

w o o

2 2 5 0

nuncapful(small)
rum Plant (seal)

F m
2400

1 0 %

1 2 . 5 %

1 2 5 %

Ru t  u m o n  T a l l  Ca p ' I

Rectum on  Shh Equity

Re c u r  o n  Cu m Eq u i t y

4 5 %

1 3 . 0 %

1 1 0 %

2001
2 3 . 3 7

2 . 6 4

1 . 4 0

. 9 9

1 . 8 5

1 1 . 9 9

7 3 . 2 3

1 8 . 7

. s o

3 .8 %

1 7 1 1 .3

1 0 4 .4

3 3 . 0 %

6 .1%

4 s . 4 %

51.6%

1 7 0 3 . 3

2 1 4 1 .5

7 . 8 *

11 .9%

11.9%

2008
2 7 . 0 5

1 1 0

1 . 5 5

1 . 0 :

z o o

1 1 4 5

mo
a u u n g

V i l l i
m i n

1 8 7 5

1 1 3

3 5 . 0 %

5 . 7 %

a u x
52.0%

1 7 5 0

2 2 0 0

w s
12.5%
12.5%

2002 2003
1 8 . 1 4

2 .0 4

1 .1 1

. 8 2

1 2 , 5 7

1 .8 1

. 9 5

.B0

1 .2 1

8 .91

1 . 1 5

9 . 3 6

6 6 . 1 5 6 7 . 3 1

18 .4

1 .0 1

4 .6 %

1 6 . 7

. 9 5

4 .4 %

8 3 2 . 0

8 2 . 2

1 2 2 0 . 8

7 4 .4

3 3 .1 %

7 5 %

3 4 .8 %

6 .1 %

4 3 .9 %

5 6 .1 %

4 2 . 2 %

5 7 .8 %

1 0 5 1 . 6 1 0 9 0 . 2

1 1 5 8 . 5  t  1 8 1 2 . 3

8 .6 %

11.8%

11.8%

7 8 %

1 0 6 %

1 0 6 %

2004
1 9 . 9 5

2 . 3 1

1 . 2 1

. 8 5

1 . 8 5

1 1 . 1 5

1 s . s 1

1 6 . 6

. e a

4 .1 %

1 5 2 9 . 1

9 5 . 2

35 .1%

6 . 2 %

43.6%
56.4%
1 5 1 4 . 9

1 a 4 s . a

7 .8 %

11.1%

11.1%

2005
2 2 . 9 5

2 . 4 3

1 . 3 2

. 9 1

2 . 5 0

1 1 . 5 3

7 6 . 7 0

1 1 . 9

. 9 5

3 .8 %

1 7 6 1 . 1

1 0 1 . 3

3 3 . 7 %

5 . 8 %

4 1 . 4 %

5 8 .6 %

1 5 0 9 . 2

1 9 3 9 .1

8 .2 %

11.5%

11.5%

1 9 9 2 1 9 9 3 1994 1995 1996 1997 1998 1999 2000
8 . 9 1

1 . 0 7

. 7 0

. 4 6

1 0 . 5 7

1 .1 4

. 7 3

. 4 8

1 0 .8 2

1 . 1 3

. s o

. 5 1

8 . 7 6

1 . 2 5

. 7 3

.5 4

1 1 . 5 9

1 . 4 9

.BE

. 5 7

1 2 8 4

1 . 6 2

.9 3

. 6 1

1 2 . 4 5

1 . 1 2

.9 8

.6 4

1 0 . 9 7

1 . 7 0

. 9 3

. s o

1 3 .0 1

1 . T 7

1 .0 1

. 1 2

1 . 4 1

5 . 1 3

1 . s a

5 . 4 5

1 . 9 5

5 . 6 8

1 . 7 2

6 . 1 6

1 . 6 4

6 . 5 3

1 . 5 2

6 . 9 5

1 . 4 8

7 . 4 5

1 . 5 8

7 . 8 6

1 . 6 5

a . 2 s

5 1 . 5 9 5 2 . 3 0 5 3 . 1 5 5 7 , 6 7 5 9 . 1 0 6 0 . 3 9 6 1 . 4 8 6 2 . 5 9 6 3 8 3

1 2 . 3

. 1 5

5 .3 %

15.4

. 9 1

4 .3 %

1 5 . 7

1 . 0 3

4 .8 %

1 3 . 8

. 9 2

5 .4%

1 3 . 9

. a l

4 . 9 %

1 3 . 6

. 7 8

4 .8 %

1 6 . 3

. 8 5

4 . 0 %

1 1 . 1

1 . 0 1

4 . 1 %

1 4 . 3

. 9 3

5 . 0 %

2001
1 7 . 0 6

1 . 8 1

1 . 0 1

. 7 6

1 . 2 9

8 . 8 3

6 4 . 9 3

1 6 . 1

. a s

4 . 5 %

1 1 0 7 . 9

6 5 . 5

34 .6%

5 .9 %

4 7 . 6 %

s 2 . 4 %

1 0 6 9 .4

1 1 1 4 . 1

7 .9 %

11.7%

11.7%

7 6 5 . 3

6 0 . 3

6 8 6 . 5

5 8 . 2

8 3 0 . 4

6 4 . 0

3 9 .2 %

7 .9 %

3 9 .7 %

& 5 %

3 4 .7 %

1 . 1 %

4 4 .7 %

5 5 .3 %

4 6 .2 %

5 3 .8 %

4 6 . 1 %

5 3 .9 %

8 2 9 . 3

9 9 0 .5

9 1 4 . 1

1 0 4 1 . 0

9 1 a . 4

1 0 7 2 . 0

9 .2 %

1 3 . 2 %

13.2%

8 .1 %

11.a%

11.8%

8 .3 %

1 2 . 1 %

1 2 . 1 %

C A P l r A L  S T R U C T U R E  a s  M 4 l 3 l l l D l
T o l d  D c b l  $ 9 0 3 . 2  m i l l .  D u o  I n  5  Y r s  s 1 5 0 . 0 m i l l .
L T  DOM  $ 8 2 4 . 7  mi l l . L T  I n t c n l s t s 5 s . 1  m i l l .

(LT  in le tes t  ea rned :  4 .0x .  to ta l  in le tes t  oove fage :
4 . 0 x )

P e n s i o n  A s l e h - 1 0 l l l 1  $ 2 2 5 . 0  m i l l .
Ob l lg .  $ 1  a s .1  mi l l .

P f d  S l n d l  N o n e

C o m m o n  S t o c k 7 3 , 3 7 7 , 0 0 1  s h e .
a s  M  E m m a
M A R K E T  C A P :  $ 2 . 1  b l l l l o n  ( M i d  C a p )

zoos m l  4 m l u a

8.9
467.1
476.0

80.3
110.0
150.1

9.6
429.0
438.6
144.7

78.5
145.8
369.0
220%

40o.4
261%

1.5
4 2 7 8
435.3

97.2
195.0
132.3
424.5
225%

CURRENT POSITION

Cos Assets
Other
Current Asses
ACCIS Payabl
Debi Due e
Other
CUNBM Limb.
Fix. Chg. Cov.

P a n E i f d  l 0 5 - ' 0 1
5  Y r . 10 '11-'13
1 1  . 0 % 4 . 5 %

7 . 0 % 4 . 0 %
6 . 0 % 7 . 0 %
4 . 5 % 4 . 0 %
6 . 5 % 4 . 0 %

A N N U A L  R A T E S
Of dwanga (per911
R s f v s n u e s
" C a s h  F l a w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

P i s !
10 Yrs.

8 . 0 %
5 . 5 %
5 . 0 %
5 . 0 %
6 . 0 %

Fllcal
Y e
Ends

Q u A m E n L v  R E V E W E S  ( S  m l )  A

J a n . 3 1  A p L 3 0 J u l . : 1 o n a l

F u l l
F l s c a l
Y o u

2005

20os

2007

1001

2009

3 3 9 . 6

2 8 2 . 2

2 7 8 . 2

M 1 3

: n o

2 3 2 . 9

2 3 7 . 9
2 2 4 . 4

2 5 0

2 5 5

5 0 8 . 0

4 8 3 . 2

5 3 1 . 5

6 3 4 . 2

6 5 5

6 8 0 . 6

9 2 1 . 4

6 1 7 . 2

7 8 8 . 5

1 1 5

1 7 6 1 . 1

1 9 2 4 . 7

1 7 1 1 . 3

1 9 7 5

2 0 3 5

Fi lcl l
You

Ends
EARNIIGS PER SHARE A I F

J 1 n . 3 1  A p r . s o  J u L y 0 ¢ t 3 1
Full

Flscll
Y n r

2005

goos

2007

20os

2009

. 9 3

. 9 4

. 9 4

1 . 1 2

1 . 0 8

d . 0 7

d . 0 8
d . 1 1

M 1

d . 1 0

d . 0 6

d . 1 6

d . 1 2

d . 1 2

d . 1 s

. 5 2

. 5 1

. 6 9

. 6 6

. 7 5

1 . 3 2

1 . 2 1

1 . 4 0

1 . 5 5

1 . 6 0

Cal-
endar

QUARTERLY DMDENDSPAD G-
l l a r . 31  Ju n . 30  S o D . 30  D e c . 31

F u l l
Y e a r

2oo4
goos
200s
2007
2009

. 2 1 5

. 2 3

. 2 4

. 2 5

. 2 0 8

. 2 1 5

. 2 3

. 2 4

. 2 5

. 2 1 5

. 2 3

. 2 4

. 2 5

. 2 5

. 2 1 5

. z a

. 2 4

. 2 5

. 2 6

. a s

. 9 1

. 9 5

. 9 9

4 . 7 %

6 5 %

3 .3 %

7 2 %

3 .5 %

7 1 %

3 . 0 %

7 5 %

3 .1 %

7 4 %

1 . 7 %

8 3 %

3 .7 %

6 6 %

3 .6 %

6 8 %

2 8 %

7 4 %

3 .5 %

7 0 %

4 . 0 %

6 6 %

4 . 0 %

6 7 %

R l h l n e d t o C a m  E Q

Al l  Di v 'd s  u >  Ne t  s wf

5 . 0 %

s o x

8 . 7  y e a r s .  N o n - r e g u l a t e d  o p e r a t i o n s :  s a l e  o f  g a s - p o w e r e d  h e a t i n g

e q u i p m e n t .  n a t u r a l  g a s  b r o k e r i n g ,  p r o p a n e  s a l e s .  H a s  a b o u t  1 , a 1 e

e m d o y e e s .  O f f i c e r s  A  d i r e c t o r s  o w n  l e s s  t h a n  1 %  d  c o m m o n  s t o c k

( 1 / 0 8  p o l l y ) .  C h a i r m a n .  C E O ,  s  P r e s i d e n t :  T h o m a s  E .  S k e i n s .  I n c . :

n c .  A d d i . :  4 7 2 0  P i e d m o n t  R u e  D r i v e ,  C h a r l o t t e .  N C  2 8 2 1 0 .  T d e -

p h o n e :  7 0 4 - 3 6 4 - 3 1 2 0 .  l n l e m e t : . p i e d m o n t n g . o o m .

B U S I N E S S :  P i e d m o n t  N a t u r a l  G a s  C o m p a n y  i s  p r i m a r i l y  a  r e g u -

l a t e d  n a t u r a l  g a s  d i s t r i b u t o r ,  s e r v i n g  o v e r  9 3 2 , 0 9 7  c u s t o m e r s  i n

N o r  l f  C a r o l i n a .  S o u t h  C a r o l i n a .  a n d  T e n n e s s e e .  2 0 0 7  r e v e n u e  m i x :

r e d d e n l i a l  ( 5 4 % ) ,  c o m m e r c i a l  ( 3 0 % ) ,  i n d u s t r i a l  ( 1 4 % ) ,  o t h e r  ( 2 % ) .

P r i n d p d  s u p p l i e r s :  T r a n s o o  a n d  T e n n e s s e e  P i p e l i n e .  G a s  c o s t s :

6 9 . 4 %  d  r e v e n u e s .  ' 0 1  d e p r e s s .  r o l e :  3 . 4 % .  E s t i m a t e d  M a n y  a g e :

September 12, 2008

comparable basis. Meanwhile, a bit of un-
certainty stems from the company 's joint
venture with Southstar. Its progtabillty
has been hurt as a result of the difficult
natural gas markets.
On a br ighter  note,  capi tal  projects
augur we for Piedmont's longer-term
prospects. The company recently an-
nounced its plans to construct a liquefied
natural gas peak storage facility in North
Carolina. Thisl 'oject is in its preliminary
stages, and P expects its cost to range
from $300 million-$350 million. The new
facility should be capable of storing rough-
ly 1.25 billion cubic feet of nature gas for
use during times of peak demand. It is ex-
pected to be in service for the 2012-2013
winter heating season.
These shares may appeal to income-
or iented accounts st ressing safety.
This is made possible by the solid dividend
held and high mark or Price Stabil i ty

however, given the fact that the stocks
current quotation sits near our Target
Price Range, its total return potential for
the coming 3 to 5 years is only average for
a gas utility
Bryan Fong

Piedmont  Natural  Gas cont inues to
perform well despite a difficult opera-
t ing environment.  i ts revenues have
been advancing at a nice clip. This trend
stems from additions to its customer base
resulting in higher top-line volumes. But
margins have been impacted as rising
commodity polices pushed up the cost of
gas by 5%. is metric now sits at 75% of
operating revenues. These factors hurt
P Y's April-period results. However,
W e l ook  f o r  t he com pany  t o  have
posted Juy-period results in l ine with
est year. his would represent a 20% im-

provement compared to our previous es-
timate. Greater efficiency likely stemmed
from solid cost-control efforts. Piedmont
has been implementing process improve-
ments that have been starting to take hold
in the form of lower expenses. Consequent-
ly, we have improved our share-net es-
timates for the second half of the year.
The bottom line ought to advance ap-
proximately 11% and 3% for this year
and next, respectively The bulk • the
efficiency initiatives will likely take hold
this year. Thus, we estimate 2009's share-
earnings will moderate on a year-to-year

B + #

1 0 0
6 0
a s

To subscribe call 1 800 133 0046.
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E a r n i n g s  P m l i d a b l l i t y

(C)  Div id e n d s  h is to r ic a l ly  p a id  mid -J a n u a ly ,
Ap r i l ,  J u l y ,  Oa o h e r .
l  Di v 'd  r e i n v e s t .  p l a n  a v a i l a b l e .  5 % d i s c o u n t .
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(A) F iscal year ends October 31st. million, 33¢1Sll&f&I .
(B) Diluted earnings. Excl,  extraordinary item: (E) In millions, adjusted for stock split .
'00, 8¢. Excl.  nonrecurring charge: '97, 2¢. (F) Quarters may not add to total due to
Next earnings report  due early Nov. change In shares outstanding.
e 200a, Value Line Publishing , Inc. All  r t  hrs resewed. Factual materia l is uhlained loom sources believed to be rel iable and is provided without warranties i i  any kind.
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S o u t h  J e r s e y  E n e r g y ,  S o u t h  J e r s e y  R e s o u r c e s  G r o u p .  M a r i n a  E n -

e r g y ,  a n d  S o u t h  J e r s e y  E n e r g y  S e r v i c e  P l u s .  H a s  s 0 4  e m p l o y e e s .

O f l . l d i r .  o c n t r d  1 . 0 %  o f  c a m .  s h a r e s ,  D i m e n s i o n a l  F u n d  A d v i s o r s .

6 5 % ,  B a r c l a y s ,  6 . 1 %  ( 3 1 0 8  n w w t y l .  C h r m n .  &  C E O :  E d w a r d  G r a -
h a m .  I n a u r p . :  N J .  A d d r e s s :  1  S o u t h  J e r s e y  P l a z a ,  F o l s o m ,  N J

0 8 0 3 7 .  T a . :  6 0 9 - 5 6 1 - 9 0 0 0 .  In t e r n e t  w w w . s j i n d u s t r i e s . c o m .

B U S IN E S S :  S o u t h  J e r s e y  I n d u s t r i e s .  I n c .  i s  a  h o l d i n g  c o m p a n y .  I t s

s u b s i d i a r y ,  S o u l h  J e r s e y  G a s  C o . ,  d i s t r i b u t e s  n a t u r a l  g a s  t o

3 3 5 . 6 6 3  c u s t o m e r s  i n  N e w  J e r s e y ' s  s o u t h e r  c o u n t i e s .  w h i r l

c o v e r s  2 . 5 0 0  s q u a r e  m i l e s  a n d  i n d u c e s  A t l a n t i c  C i t y .  G a s  r e v e n u e

m i x  ' 0 7 :  r e s i d e n t i a l ,  4 6 % .  c o m m e r c i a l ,  2 3 % :  c o g e n e r a t i o n  a n d  d u c -

t r i o  g e n e r a t i o n .  8 % .  i n d u s t r i a l ,  2 3 % .  N o n - u t i l i t y  o p e r a t i o n s  i n d u c e :

South Jersey Industries has reported
decent performance in recent times,
given a challenging environment.

South

Gamin:F's Las
push back b

The company; cited higher natural
and is too In to recoup the ad-l o n ' t € l ' l l ' l

e fuel

September IZ 2008

it to capture attractive margins resulting
from volatility in pricing.
Marina Energy's joint-venture project
to develop and operate a t dermal
plant serving the Echelon Resort has
been delayed. Construction al' Boyd

Vegas resort has been
f nine to 12 months. Boyd

cited a difficu t capital market environ-
ment. along with weak economic condi-
tions. Sti l l , we expect this project wil l
ultimately benefit performance at Marina.
South Jersey Gas is seeking a rate in-
crease from the New Jersey Board of
Public Utilities. it is proposing a l7.8%
increase to the average residential custom-
er's bill.
gas prices,
national cost. Assuming approval, the rate

hike would likely take effect in October.
We expect continued bottom-line
growth at South Jersey to 2011-2013.

hat supports good dividend growth pros-
pects, although the stock's yield is below
the group average. But overall, the issue
offers decent total return potential for a
natural gas utility
Michael Napoli, PA

Cus-
tomer growth at Jersey Gas has
continued at a respectable pace, des ire
weakness in the housing market. Else-
where, the on-site energy production busi-
ness. Marina Energy, experienced im-
groved operating results. posting strong
ot to- l ine growth. The commodity

marketing business also fared well. Over-
all, the company reported solid share net
growth for the second quarter. Readers are
advised that our EPS figures are based on
economic earnings, a non-GAAP measure
that excludes unrealized gains and losses
from commodity derivative transactions.
The com pany  has  so l i d
prospects. Natural gas remains t
of choice in the mar eta served by South
Jersey Gas. where the fuel enjoys a consid-
erable price advantage over a ternatives.
Additionally, economic development in the
Atlantic City area should boost housing
demand in the coming years. Elsewhere,
the commodity marketing business ought
to continue to benefit ram excess gas
storage and pipeline capacity which allow

eons ups .  '96. $1.14, '91, ($0.24),  'pa. (5026).

(s0.04)- '03,  (s0.09);  '05,  (s0.02),  '0s,  (8002):
'99, ($0.02), '00. ($0.04). '01, ($0.02), '02,

'01, $0.'01. Next egg.  report  due in November.
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SOUTHWEST GAS NYSE-SWX 30.18RECENT
PRICE

151)
18.0

PE
RATIO 14.7 (32323

RELATIVE

PIE RATIO 0.94 3.0%DIVD
YLD

VALUE
LINE

23.0
16.9

24.7
18.6

25.3
181

23.6
19.3

26.2
21.5

28.1
23.5

39_4
26.0

39.9
26.5

31.7
25.1

High:
Low:

20.3
1G.1

26.9
17.3TIMELINESS 3 Raised 5l23l08

SAI=Ew 3 L0wered 1l4l91

TECHNICAL 3 Lawered6/27/08

BETA .80 (1.00=Markel)

2011-13 PROJECTIONS
Ann'lTotal

Price Gain Return
High 50 (+65%1 16%
Low 30 (Nll 3%
In s id e r  D e c is io n s

O N D J F M A M J
0 0 0 0 0 0 0 0 0
0 0 0 0 0 1 0 1 0
0 0 1 0 0 2 0 3 0

in Buy
Gptions
Io Sell

2 0 1 2

ill.*=*I1"

lIT"' "|. I III ml* l11" IIIIII II"I1

_ ill ..I |. I, I I'll' I Il l
ll

hum tal"
I llllll ' ~ »

•" : •

- %TOT. RETURN aloa
mis

STOCK
7.8

20.2
560

VLARITH.
INDEX
-9.4

12.4
55.8

1 yr.
3 yr.
5 yr.

I I I . | II I

I'lllmIII
I
I

1
1 I I

in s t i t u t io n a l  D e c is io n s
402001 WNW zmnos

to Buy 82 80 8 5
toss 84 88 6 5
Hld'S(Il0ll 34975 34495 34150

9
6
s

Percent
shares
traded I

I l I

I InI I I I

I I I IIII II HI I II IIIII l l l l l l II ll ll
2005

43.59

5.20

1.25

.oz

7.49

19.10

39.33
20.6

1.10

3.2%

1714.3

48.1

29.7%

2.8%

63.8%

36.2%

2076.0

2489.1

4.3%

6.4%

6.4%

II II
2009 © VALUE LINE PUB., INC2006

48.47

5.97

1.98

.82

8,27

21.58

41.77

15.9
.86

2.6%

2024.7

80.5

313%

4.0%

50.6%

39.4%

2287,8

2668.1

5.5%

8.9%

8.9%

2007
50.27

6.21

1,95

.86

7.96

22.98

42.81

18.4

.98

2.4%

2152.1

83.3

35.5%

3.9%

58.1%

41.9%

2349.8

2845.3

5.5%

8.5%

8.5%

2008
51.15

6.30

2.00

.90

7.40

23.86

44.00

Bold Hg

Value

destin

2250

aa.0

37.0%

3.9%

54.5%

45.5%

2300

2950

6.0%

8.5%

8.5%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
25.93

3.34

.81

.70

25.68

3.24

.63

.74

2B.16

5.09

1.22

.80

23.03

2.65

.10

.82

24.09

3.00

.25

.82

26,73

3.85

.77

.82

30.17

4.48

1.65

.oz

30.24

4.45

1.27

.82

32,61

4,57

1 2 1

.Hz

42.9B

4.79

1.15

so

39.88

5.07

1.16

so

35.95

5.11

1.13

.82

5.02

15.99

5.43

15.96

6.64

16.38

6.79

14.55

8.19

14.20

6.19

14.09

6.40

15.67

7.41

16,31

7.04

18.82

8,17

17,27

5 5 0

17.91

7.03

18.42

20.60 21.00 21.28 24.47 26,73 27,39 3041 3099 31.71 32.49 33.29 34.23

16.6

1.01

5.2%

26.5

1.57

4.4%

14.0

.92

4.7%

NMF

NMF

5.4%

69.3

4.34

4.7%

24.1

1.39

4.4%

13.2

ea

s 8 %

211
120

3.1%

15.0

1.04

4.2%

19,0

.97

3.8%

19.9
1.09

3.5%

19.2

1.09

3.8%

2004
40.14

5.57

1.66

.82

8.23

19.18

36.79

14.3

.76

3.5%

1477.1

58.9

34.8%

4.0%

64.2%

35.8%

1968.6

2336.0

5.0%

8.3%

8.3%

53.35

6.65

2.20

.94

Revenues per sh A

"Cash FloW" per sh

Earnings per sh A B

Div'ds DecI'd per s h  C l

60.40

7.10

2.65

1.06

8.90

25.55

Cap'I Spending per sh

Book Value per sh

10.50

27.10

45.00 Common She 0utst'g D 48.00

:res are
Line
ans

Avg Ann'l PIE Ratio

Relative PE Ratio

Avg Ann'I Div'd Yield

15.0

1.00

2.7%

2400
100

Revenues ($mill) A
Net Profit ($mill)

2900

125

36.0%

4.2%

Income Tax Rate

Net Profit Margin

35.0%

4.3%

52.5%

41.5%

Long-Term Debt Ratio

Common Equity Ratio

50.5%

49.5%

24:0

3100

Total Capital (SmiII)

Net Plant ($miII)

2625

3600

6.0%

8.5%

8.5%

Rectum on Total Cap'l

Return on Shr. Equity

Return on Com Equlty

6.5%

9.5%

9.5%

917.3

47.5

936.9

3 9 3

1034.1

38.3

1395.7

37.2

1320.9

38,6

1231.0

38.5

43.4%

5.2%

35.5%

4 2 %

252%

3.7%

34.5%

2,7%

32.5%

2 9 %

30.5%

3.1 %

50.2%

35.3%

60.3%

35.5%

602%

35,B%

562%

395%

62.5%

34.1%

66.0%

34.0%

1349.3

1459.4

1424.7

1581.1

14893

16B5.1

1417.5

1825.6

1748.3

1979.5

1851.6

2 1 7 5 ]

5 8 %

8 3 %

10,0%

4.8%

7.0%

7.8%

4 5 %

6 5 %

7.2%

5.1%

5.0%

6.5%

4 3 %

5 8 %

6.5%

4.2%

S,1%

8.1%

CAPITAL STRUCTURE as of s lsoloa

Total Debt $1306.8 mill. Due in 5 Yl'S $606.3 mill.
LT Debt $12681 mi ll. LT Interest $90.0 mill
(Total interest coverage: 2.3X)

Pension Assets-12/07 $441.7 mill.
Obllg.  $95 .4  mi l l .

Pfd Stock None

Common Stock 43,532,835 she.
as of 8/1/08

MARKET CAP: $1.3 billion (Mid Cap)

2007 6/30/082006

16.5
252.9
269.4

98.0
35.1

250.2
386.3
232%

32.0
470.5
502.5
220.7
47.1

250.1
527.9
229%

18.8
482.8
501 .6
265.7

27.5
202.9
495. 1
220%

CURRENT POSITION
($mlLL.)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

Past
5 Yrs.
4.5%
4.0%
6.0%

Past
10 Yrs.

6.0%
4.5%

12.0%

Es!'d *05-'01
to '11-'13

4.0%
3.5%
7.5%
4.0%
4.0%3.0% 3.5%

ANNUAL RATES
of mange (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (s mill.)
Mar.31 Jun.30 Sep.3D Dec.31

Full
Year

2005

200s

2007

2008

2009

313.3
351.8
371.5
400
435

497.0
565.1
560.3
589.1
625

361.1
430.9
426.6
447.3
490

542.9
676.9
793.7
813.6
850

1 7 1 4 8

2024.7

2152.1

2250

2400

Cal-
endar

EARNINGS PER SHARE B
Mar.31 Jun.30 Sep.30 Dec .31

Full
Year

2005

2006

2001

2008

2009

_87

1.11

1.00

1.12

1.20

d.43

d.26

d.22

d.20

d.20

.ea

1.11

1.17

1.14

1.20

d.07

.02

d.01

d.06

Ni l

1 .25

1.98

1.95

2.00

2.20

Cal-
endar

QUARTERLY DIVIDENDS PAID Cl
Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

.205

.205

.205

.215

.205

.205

.205

.215

.225

.205

.205

.205

.215

.225

.205

.205

.205

.205

.215

.82

.82

.82

.85

5.0%
50%

2.8%

64%

2.4%

87%

1.9%

71%

13%

70%

1.7%

72%

4.3%

49%

2.2%

65%

5.2%

42%

4.8%

44%

4.5%

44%

5.0%

42%

Retained to Com Eq

All Div'ds to Net Pro'

5.5%

41%

theirs, Sold PriMerit Bank, 7196, Has 5,073 employees. Off. & Dir.

own 1.8% of common stock, T. Rowe Price Associates, Inc., 6.7%

GAMCO Inves tors ,  Inc . ,  5 .8% (3/08 Proxy).  Chai rman:  James J .

Kropid. Chief Executive Off icer: Jeffrey W. Shaw. Inc.: Cali fornia.
Address: 5241 Spring Mountain Road, Las Vegas, Nevada 89193.

Telephone: 702-876-7237. Internet: vv\mn.swgas.com.

BUSINESS: Southwes t  Gas  Corpora t ion is  a  regula ted gas  dis -

tributor sewing approximately  1.8 mi llion customers in sections of

Arizona, Nevada, and Cali fornia. Comprised of two business seg-

ments: natural gas operations and construction services. 2007 mar-

gin mix:  res ident ia l and small commerc ia l 86%, large commerc ia l

and industrial, 5%; transportation, 9%. Total throughput: 2.4 bi llion

m a d e  p r i o r  t o  t h e  w i n t e r  h e a t i n g  s e a s o n .
M e a n w h i l e ,  t h e  c o m p a n y  h a s  r e q u e s t e d  a
r a t e  i n c r e a s e  o f  $ 9 . 1  m i l l i o n  i n  C a l i f o r n i a .
I t  e x p e c t s  t h i s  c a s e  w i l l  b e  r e s o l v e d  b y
y e a r e n d .  T h e s e  r e q u e s t s  s e e m  f a i r ,  a l -
t h o u g h  i t ' s  u n c l e a r  w h a t  p r e s s u r e s  t h e
r a t e  b o a r d s  m a y  f a c e ,  i f  a n y  I n  a d d i t i o n ,  a
p r o j e c t  t o  c o n v e r t  c u s t o m e r s  t o  e l e c t r o n i c
m e t e r  r e a d i n g  i s  r o u g h l y  9 0 %  c o m p l e t e .
S W X  s h o u l d  c o n t i n u e  t o  r e a l i z e  e f f i c i e n c i e s
f r o m  t h i s  i n i t i a t i v e ,  w h i c h  o u g h t  t o  t e m p e r
g r o w t h  i n  o p e r a t i n g  c o s t s .
T h e  c o m p a n y  i s  n o t  w i t h o u t  r i s k .
W a r m e r - t h a n ~ u s u a l  t e m p e r a t u r e s  d u r i n g
t h e  w i n t e r  m o n t h s  c a n  h u r t  p r o f i t a b i l i t y  a t
t h e  c o m p a n y .  I n s u f f i c i e n t ,  o r  l a g g i n g ,  r a t e
r e l i e f  c o u l d  a l s o  h i n d e r  p e r f o r m a n c e .  I n
a d d i t i o n ,  o p e r a t i n g  e x p e n s e s  w i l l  l i k e l y
c o n t i n u e  t o  i n c r e a s e ,  a s  t h e  c o m p a n y  f u r -
t h e r  e x p a n d s .
A t  t h e  p r e s e n t  q u o t a t i o n ,  t h i s  i s s u e  o f -
f e r s  d e c e n t  t o t a l  r e t u r n  p o t e n t i a l  f o r  a
u t i l i t y ,  b a s e d  o n  t h e  s o l i d  s h a r e - n e t
g r o w t h  t h a t  w e  e x p e c t  a t  S W X  o v e r  t h e
p u l l  t o  2 0 1 1 - 2 0 1 3 .  A n o t h e r  p u l l b a c k  i n  t h e
s h a r e  p r i c e  m a y  o f f e r  p a t i e n t  i n v e s t o r s  a
m o r e  a t t r a c t i v e  e n t r y  p o i n t .
M i c h a e l N a p o l i ,  C P A S e p t e m b e r  1 2 , 2 0 0 8

S o u t h w e s t  G a s  r e p o r t e d  a  m o d e s t  t o p -
l i n e  a d v a n c e  f o r  t h e  s e c o n d  q u a r t e r .
T h i s  w a s  m a i n l y  a  r e s u l t  o f  s l o w  c u s t o m e r
g r o w t h .  T h e  c o m p a n y  h a s  a d d e d  1 9 , 0 0 0
c u s t o m e r s  o v e r  t h e  p a s t  y e a r ,  a n  i n c r e a s e
o f  r o u g h l y  1 % .  F a v o r a b l e  w e a t h e r  v a r i a -
t i o n s  a l s o  b o o s t e d  r e v e n u e s .  T h a t  s a i d ,  o p -
e r a t i n g  c o s t s  a d v a n c e d  a t  a  s l i g h t l y  f a s t e r
c l i p ,  a n d  S o u t h w e s t  p o s t e d  a  s h a r e  l o s s  o f
$ 0 . 0 6  f o r  t h e  p e r i o d .  D u e  t o  t h e  s e a s o n a l
n a t u r e  o f  t h e  i n d u s t r y ,  l o s s e s  d u r i n g  t h e
s e c o n d  a n d  t h i r d  q u a r t e r s  a r e  c o m m o n ,
a n d  g e n e r a l l y  n o t  a  c a u s e  f o r  c o n c e r n .  W e
l o o k  f o r  m o d e s t  s h a r e - e a r n i n g s  g r o w t h  f o r
f u l l - y e a r  2 0 0 8 ,  a s s u m i n g  a  f a v o r a b l e  p e r -
f o r m a n c e  i n  t h e  f o u r t h  q u a r t e r .  S h a r e  n e t
m a y  a d v a n c e  a t  a  f a s t e r  p a c e  i n  2 0 0 9 ,  p r o -
v i d e d  c u s t o m e r  g r o w t h  p i c k s  u p .
S o u t h w e s t r e m a i n s f o c u s e d o n
p r o c u r i n g  r a t e  r e l i e f  a n d  i m p r o v i n g
r a t e  d e s i g n .  T h e  c o m p a n y  p r e s e n t l y  h a s
t w o  r a t e  c a s e s  o n  f i l e .  I t  h a s  r e q u e s t e d  a n
i n c r e a s e  i n  o p e r a t i n g  r e v e n u e s  o f  $ 5 0 . 2
m i l l i o n  i n  A r i z o n a .  A l s o ,  S o u t h w e s t  i s
s e e k i n g  a  r a t e  s t r u c t u r e  t h a t  e n c o u r a g e s
e n e r g y  e f f i c i e n c y  a n d  p r o t e c t s  t h e  c o m p a n y
a n d  c u s t o m e r s  f r o m  w e a t h e r - r e l a t e d  v o l a -
t i l i t y .  S W X  i s  h o p e f u l  t h a t  a  r u l i n g  w i l l  b e

(11¢), '06, 7¢. Incl. asset writedown: '93, 44¢.
Excl. loss from disc. ops.: '95, 75¢. Totals may
not sum due to rounding.Next egg. report due
late Octoberlearly November. (C) Dividends

B
100
45
70

historically paid early March, June, September,
December. l Div'd reinvest. plan avail. (D) In
millions.

Company's Financial Strength
Stock's Price siabmty
Price Growth Persistence
Earnings Predictability

- _ l l - l l l l  I  I I  I Il l I l I H

LEGENDS

29.5
$°4

2.00 x Dividends 5 sh
divided b rinteres Rate

. . Ice SUength
Ogtmnsz . .

haded area indicates recession i
i

Relative
Yes

T a r g e t  P r ic e  R a n g e
2 0 1 1 2 0 1 3

120
100
80
64

48

32

24
20
16

12

1.9

Q

HIIIIIII I

I I I I I I I II I I I I I- l l l ml l l l l l l

' 1 - 1 3

(A) Incl income for PriMerit Bank on the equity
basis through 1994. (B) Based on avg. shares
outstand. thru. '96, then diluted. Exd. nor rec.
gains (losses): '93, B¢; '97, 16¢, '02, (10¢), '05,
9 2008, Value Line PubIishir8, Inc. All rights reserved, Factual material is obtained [mm sources believed to be reliable and is provided wrthou! warrannes or any km.
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of it may be reproduced. resold, stored or transmitleri in any printed, declronic or other form, service or product.
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PRICE

PIE
RATIO 14.4(L':32,2133) '§FEL&l1%50.93 DIV D

YLD 4.4%
VALUE
LINE

31.5
21.8

30.5
25.3

29.5
19.3

28.8
23.2

31.4
26.7

34.8
28.8

33.6
27.0

35.9
29.8

36.2
30.3Raised 5/25/07

1
TIMEUNESS 3

SAFETV Raised 4/2193

TECHNICAL 3 Luwefed 5l30l0B

BETA .85 (1.00=Malket)

H'gh
Law

Price
4 0
3 5

2011-13 PROJECTIONS
Ann'l Total

Return
1 0 %

7 %

Gain
2 5 %
1 0 %

In s id e r  D e c is io n s
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0
1
1

o  N  D  J  F  M  A  M
0  0  0  0  0  0  0  1
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3  0  1  2  0  0  0  7

to Buy
Uptions
10 Sell
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zozooa

95
100

34195

102008
106

89
35559

m o w
92
94

35393
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Hld's(l!w

High :
Low:

31.4
20.9

30.8
23.1

-

I 12

2407-1 spot 5/95
Yes

L E G E N D S . .
-_ 1:30 x Dlvldends 9 sh

drvvdgd b nteres Rate
Relative we Strength

Options: . .
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STOCK
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Percent
shares
traded
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2007 2008 2009 © VALUE LINE PUB., INC 1 1 - 1 a

53.51

3.89

2.10

1.37

52.55

4.25

2.40

1.40

53.45

4.35

2.45

1.44

Revenues per sh A

"Cash FloW" per sh

Earnings per sh B

Div'ds DecI'd per sh Cl

54.60

4.55

2.55

1.56

3.33

19.83

3.35

21.15

3.00

22.15

Cap'I Spending per sh

Book Value per sh °
2.50

25.40

49,45 49.50 49.60 Common She 0utst'g E 50.00

1 5 6

.82

4.2%

Bold We
Value
eslin

:res are
Line
ales

Avg Ann'I PIE Ratio

Relative PE Ratio

Avg Ann'I Div'd Yield

15.0

1.00

4.2%

2645.0

102.9

2500

120

2650
122

Revenues ($miII) A
Net Profit ($miII)

2730

130

39.1%

3.9%

38.0%

4.6%

38.0%

4.6%

Income Tax Rate

Net Profit Margin

38.0%

4. 7%

37.9%

50.3%

36.0%

62.5%

34.5%

63.5%

Long-Term Debt Rartio

Common Equity Ratio

32.0%

67.0%

15254

21504

1675

2235

1730
2325

Total Capital ($miII)
ne t Plant ($miII)

1895

2615

7.5%

102%

10.4%

8.5%

11.5%

12.0%

8.0%

11.0%

11.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.0%

10.0%

10.5%

2006
53.96

3.93

1.94

1.34

3.27

18.28

48.89

15.5

.84

4.5%

2637.9

95.1

39.0%

3.6%

38,5%

615%

14973

2067.9

7,7%

10.3%

10.2%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
18.37

2.17

1.21

1.07

21.55

2.25

1.31

1.09

21.69

2.43

1.42

1.11

19.30

2.51

1.45

1.12

22.19

2.93

1.85

1.14

2416

3.02

1,85

1.17

2a.74

2.79

1.54

1.20

20.92

2.74

1.47

1.22

22.19

3.20

1.79

1.24

29.80

3.24

1.88

1 2 6

sz6s

2.63

1.14

1.27

2.17

10.66

2.43

11.04

2 8 4

11.51

2.63

1195

2.85

12.79

3.20

13.48

3.62

13.86

3.42

14.72

2.67

1531

2.68

16.24

3.34

15.78

40.62 41.50 42.19 42.93 43.70 43.70 43.84 46.47 46.47 48.54 48.56

13.6

.82

6.2%

15.8

9 2

5.3%

14.0

.92

5.5%

12,7

.BE

6.1%

11.5

.72

5.4%

12.7

.73

5.0%

17.2

.89

4.5%

17.3

.go

4.8%

1 4 6

.95

4.8%

14.7

.75

4.6%

23.1

1.26

4.8%

2003
42.45

4.00

2.30

1.28

2.65

16.25

48.63

11.1

.63

5.0%

2054.2

112.3

38.0%

5.4%

43.8%

54.3%

1454.9

1874.9

9.1%

13.7%

14.0%

2004
42.93

3.87

1.98

1.30

2.33

16.95

48.67

14.2

.75

4.6%

2089.6

s o n

38.2%

4.7%

40.9%

57.2%

14436

1915.6

82%

115%

11.7%

2005
44.94

3.97

2.11

1.32

2.32

17.80

48.65

14.7

.78

4.2%

2186.3

104.8

37.4%

4.8%

39.5%

58.5%

1478,1

1969.7

5 5 %

117%

120%

t040.e

68.6

972.1

68.8

1031.1

84.6

1446.5

89.9

1584.8

55.7

35.6%

8.6%

36.0%

7.1%

36.1%

8.2%

39.6%

6.2%

34.0%

3.5%

40.3%

57.1%

41.5%

56.1%

43.1%

54.8%

41 .7%

56.3%

45.7%

52.4%

1064.8

1319.5

1218.5

1402.7

1299.2

1460.3

1400.8

1519.7

1462.5

1606.8

8.0%

10.8%

11.1%

7.1%

9.7%

9.9%

7.9%

11.4%

11.7%

7.9%

11.0%

112%

5.3%

7.0%

7.2%

CAPITAL STRUCTURE as of 6/30108
Total Debt $695.8 mill. Due in 5 Yrs $398.5 mill.
LT Debt $600.5 mill. LT Interest $40.1 mill.
(LT interest earned: 6.7x, total interest coverage:
5.7x)
Pension Assels-9/07 $740.7 mill.

Oblig. $680.3 mill.
Preferred Stock $2B.2 mill. Pfd. Div 'd $1.3 mill.

Common Stock 49,912,444 she.
as of 7l31IoB

MARKET CAP: s1.s billion (Mid Cap)

200s 2007 6/30/08

21 .6
698 .7
720 .3

351 .6
95.3

177.8
624.7

4 6 0 %

4.4
5ss .s
561 .3

2 0 8 5
238 .4
113.9

580 .8

4 6 5 %

4 .9
568.8
573.7

216.9
205.4
134.8

557.1
4 6 0 %

CURRENT POSITION
(SMILL)

Cash Asse ts
Othe r
Current  Asse ts

Accts Pa y a ble
Debi Due
Othe r
CulTen! Limb.

Fix.  Chg.  Cov .

Pas t
10 Yrs.

9 . 0 %
3 . 5 %
2 . 0 %
1.5%
4 . 0 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div idends
Bo o k Va lue

Past
Yrs.

12 .5%
5.0%
5.0%
1.5%
3.5%

Es t 'd '05-'07
to '11-'13

1 . 0 %
2.5%
3 . 5 %
2 . 5 %
5.0%

Flscal
Year
Ends

QUARTERLY REVENUES ($ mill.) A
D e c . 3 1  M a r . 3 1  J u n . 3 0  Se p . 3 0

Full
Fiscal
Year

2005

2006

2001

200a

2009

284.1

323.6

325.7

363.7

360

349.0

346.9

467.5

464.7

480

623.4 929.8

902.9 1064.5

732.9 1119.9

751.6 1020.0

760 1050

2186.3

2637.9

2646.0

2600

2650

Fiscal
Year

Ends

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep,30

FUII
Fiscal
Year

2005

2006

2007

goos

2009

1.B3

1.17

1.27

1.66

1.50

d.17

d.01

.22

.06

.23

d.23

d.15

d.31

d.28

d.25

.88

.93

.92

.96

. 9 7

2.11

1.94

2.10

2.40

2.45

Cal-
endar

QUARTERLY DNIDENDS PAID c I
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

Full
Year

2004

2005

2006

2001

200s

.325

.333

.338

.34

.325

.333

.338

.a4

.36

.325

.333

.338

.34

.36

.32

.325

.333

.34

.34

1.30

1.32
1.34

1.36

2.5%

78%

1.8%

82%

3.7%

69%

3.8%

67%

NMF

112%

6.2%

56%

4.1%

65%

4.6%

62%

3.1%

70%

3.5%

86%

4.5%

58%

4.5%

59%

Retained to Com Eq

All Div'ds to Net Prof

4.0%

61%

v ides energy re lated products  in the D.C. metro area, W ash. Gas

Energy  Sys .  des igns / ins ta lls  comm'I  heat ing,  vent i la t ing,  and a i r

cord. systems. American Century Inv. own 8.2% of common stock,

Off.ldir. less than 1% (1108 proxy). Charm. & CEO: J.H. DeGraffen-

re idt.  Inc.:  D.C. and VA Addr.:  1100 H St. ,  N.W . W ashington, D.C.

20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.

BUSINESS: W GL Holdings, Inc .  is  the parent of  W ashington Gas

Light ,  a  natura l gas  dis t r ibutor in W ashington,  D.C. and adjacent

a reas  o f  VA and MD to  res i dent ' l  and c omm' l us e rs  ( t , 046 ,201

meters).  Hampshi re Gas,  a  federa lly  regulated sub. ,  operates  an

unde rgro und ga s -s t o ra ge  f a c i l i t y  i n v s .  No n- re gula t e d s ubs . :

W ash.  Gas Energy  Svcs .  se lls  and de livers  natura l gas  and pro-

September IZ 2008

ting factor, as consumers begin to conserve
energy in an effort to save money.
I n  2 0 0 9 ,  W G L  w i l l  l i k e l y  e x p e r i e n c e
l o w  s i n g l e - d i g i t  g r o w t h  i n  r e v e n u e s
and earnings.  Financial  resul ts should
moderate a bi t  in the coming year.  This
trend wil l  l ikely stem from the previously
mentioned shift in the electric segment's
customer mix. Meanwhile,  the downturn
in the U.S. housing and construction mar-
kets wi l l  l i kely cont inue to l imi t  growth
from new customer accounts. Too, rising
commodity prices wil l  remain an issue in
the near term, as they may continue pres-
suring margins. However, the expansion of
the company's asset management program
should help offset those effects. Also, pend-
ing rate cases in Maryland ought to augur
well for earnings.
T h e s e  n e u t r a l l y  r a n k e d  s h a r e s  m a y
appeal t o conservat ive income-
oriented accounts.  The equi ty of fers an
above-average dividend yield in relation to
its peers. Furthermore, investors can take
comfort in the stock's top mark for Price
Stabilit (100), and Above-Average Safety
rank i i
Bryan Fong

W G L  H o l d i n g s  p o s t e d  l o w e r - t h a n -
e x p e c t e d  f i n a n c i a l  r e s u l t s  f o r  t h e
June period. Revenues declined a bit, as
warmer-than-normal weather led to
weaker demand. Too, the company's elec-
tric volumes have slowed. Its retail energy
marketing segment has been seeing a shift
in its business mix away from larger com-
mercial  accounts toward an increasing
retail residential base. Meanwhile, its reg-
ulated ut i l i ty segment experienced
diminished prof i tabi l i ty as this uni t  was
affected by the seasonal nature of the utili-
t y  opera t i ons bus iness.  I n  a l l ,  WGL's
third-quarter results were lackluster. Still,
T h e  c o m p a n y  o u g h t  t o  r e g i s t e r  a
share-net  advance of  roughly 14% this
year. The earnings miss in the June peri-
od was offset by a solid performance dur-
ing the f irst half  of the year. Meanwhile,
t h e  i m p l e m e n t a t i o n  o f  n e w  r a t e s  i n
Maryland,  the increase in real ized mar-
gins from the asset optimization program,
and the addition of over 8,000 active cus-
tomer meters since last year, all stand to
benef i t  both the top and bottom l ines in
the remaining months of 2008. However,
the economic slowdown may be an offset-

inks report  due late Oct .  (C) Dividends histor i-
ca l ly pa id ear ly F ebruary,  May,  August ,  and
November.  I  D ividend reinvestment  plan avail-
abie.

(D) includes deferred charges and intangibles.
'07:  $322.2 million,  $6.51lsh.
(E) In millions, adjusted for stock split .

A
100

50
6 5

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

29 .4
21 .0

Target Price Range
2011 2013

80

60
50
40

30
25
20

15

1 0
_ 7 . 5

I II II;H;;Hg HH! I'll

(A) F iscal years end Sept.  30th.
(B )  Based on di luted shares.  Excludes non~
recurring losses: '01, (13¢), '02, (34¢), '07, (4¢)
discont inued operat ions:  '06,  (15¢).  Next  eam-
9 2008, Value Line puhushi Inc. All "h reserved. Factual material is obtained from sources believed to be reliable and is provided wllhout warranties of any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. for subsenber's own, non-commercial, Internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed. electronic or other lam, service or product"This f°f€|H\HI?\!|ll""I1"""§I".VPfi1'¢4°f°lH*|'1'*FU'1*H'i\1"-

i HH
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AMERICAN STS WTR CO (nosE )

( -1 .72%) Vo l .  132.434

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of
water. The company alsodistributes electricity in some communities. In the customs sewiee areas for both water
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission

15:18 ET

G e n e r a l  I n f o r m a t i o n
A M E R  S T A T E S  W T R
630 East Foothill Boulevard
San Dimas. CA 91773-1212
Phone: 909 394-3600
Fax:  909394-0711
Web: vwvw.gswater.<x>m
Email: investorinfo@aswater.oom

Indust ry

Sector

UNTIL-WATER

Ut i l i t ies

F is Year  End
Last  Reported Quarter
Next  EPS Date

D e c e m b e r
0 6 / 3 0 / 0 8
1 1 / 0 6 / 2 0 0 8

P r i c e  a n d  V o l u m e  i n f o r m a t i o n

Za c k s  R a n k

Yesterday's  Close

5 2 We e k  H i g h

5 2 W e e k Low

MAR I 80-Day C Los ins Pr ka:

20 Day Moving Average

Target  Price Consensus

1 2 8 , 4 5 4 . 0 0

% Pr ice Change

4 W eek

1 2 Week

9 . 8 5

4 . 6 0

0 . 2 7

2.65°/o
Share Information

Shares Outs tanding
(millions)
Market Capitalizat ion
(millions)

Short  Rat io

Last Split  Date

as-oo-ua 09- 0s-as

% Price Change Relative to S&P 500

4 Week

1 2 Week

YT D

Dividend Information

Dividend Yield

Annual Dividend

651 .86 Payout Ratio

Change in Payout Ratio

06/10/2002 Last Dividend Payout I  Amount 0 8 / 0 6 / 2 0 0 8  /  $ 0 . 2 5

E P S  I n f o r m a t i o n

Current  Quarter EPS Consensus Est imate

Current  Year EPS Consensus Est imate

Estimated Long-Temi EPS Growth Rate

Next  EPS Report  Date

0 . 6 2

1 .79

1 0 . 0 0

1  t / 0 6 / 2 0 0 8

C o n s e n s u s  R e c o m m e n d a t i o n s

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

F u n d a m e n t a l  R a t i o s

E P S  G r o w t h Sales Growth

Current  FY Est imate

Trail ing 12 Months

PEG Rat io

Pr i c e  R a t ios

Price/Book

21 .17 vs .  Prev ious  Year

23. 18  v s .  Prev ious  Quar t e r

28 . 57% v s .  P r ev i ous  Y ea r

80 . 00% v s .  P rev ious  Quar t e r

1 . 3 5 %

1 6 . 4 9 %

2 . 1 1  0 6 / 3 0 / 0 8 9 . 3 3  0 6 / 3 0 / 0 8

http://www.zacks.com/research/print.php?type=Teport&t=AWR

of:

p a

9/9/2008
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Price/Cash Flow

Price / Sales

2.73

2.76

Current Ratio

06/30/08

03/31/08

12/31/07

11 .72 03/31/08

2.18 12/31/07

Quick Ratio

0.59 06/30/08

0.58 03/31/08

0.67 12/31/07

8.81 03/81/08

8.98 12/31/07

Operating Margin

0.57 06/30/'08

0.56 03/31/08

0.65 12!31/07

9.47

8.84

8.79

Net Margin Pre-Tax Margin Book Value

06/30/08

03/31/08

12/31/07

16.35 06/30/08

15.56 03131/08

16.20 12/31/07

17.93

17.60

17.57

Inventory Turnover Debt to Gaptial

G6/30/08

03/31/08

12/31/07

16.35 06/30/08

15.56 03/31/08

16.20 12/31/07

Debt-to-Equity

59.45 06/30/08

58.96 03/31/08

57.63 12/31/07

0.86 08/30/08

0.88 03/31/08

0.88 12/31/07

46.35

45.82

46.94

http://www.zacks.com/research/print.php'?type=repo1*c&t=AWR 9/9/2008



Zacks.com

General information
CALIF WATER SVC
1720 North First Street
San Jose, CA 95112
Phone: 408367-8200
Fax: 408 437-9185
Web: www.calwatergroup.com
Email: klichtenberg@calwater.oom

Fiscal Year End
Last Reported Ouaner
Next EPS Date

Industry

Sector:

CWT 38.68 v-0.06 (-0,15%) Vol. 105,928

California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production,purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for fire protection. It also provides water relatedservices under agreements with municipalitiesand other
private companies. The nonregulated services include full water system operation, and billing and meter reading
semces

Zacks Rank
Yesterday's Close
52 Week High
52 Week Low
Beta

20 Day Moving Average
Target Price Consensus

Price and Volume information

CALIFORNIA WTR SVC GROUP (NYSE)

December
08/30/*08
11/05/2008

UnTiL~WATER
SPLY
Utilities

122
38.74
44.50

30.84
1.26

137,703.30
43

Praven 888998 Resaarcw Hecomttrenaiafians
Zacks.com Quotes and Research

A

wv§8$3146941 9894949
ZAC KS

[CUT] 80-D429 Closing Prices

J\A
4o.s

40.0

ae.s

3940

$8.5

38.0

$7.5

Page l of 2

15:24 ET

-2.98

5.59

4.65

~0.11

13.28
19.92

%Price Change
4 Week

12 Week
YTD

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

'as-n-as as-os-as

% Price Change Relative to S&P S00

4 Week

12 Week

YTD

Dividend Information

20.72 Dividend Yield

Annual Dividend

802.58 Payout Ratio

1 0 2 4 Change in Payout Ratio

01 I26/1998 Last Dividend Payout / Amount

3.02%

$1 .17

0.80

-0.06

07/31/2008 / $0.29

EPS in format ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.79

1 .67

9.80

11/05/2008

Consensus Recommendations
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1 .67

1.40
1 .33

1.57

EPS Growth

Fundamental Ratios

P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

23.20 vs. Previous Year
26.85 vs. Previous Quarter

2.51

Sales Growth
29.73% vs. Previous Year

4,700.00% vs. Previous Quarter:
10.23%

44.79%

http://www.zacks.com/research/print.php?type=report&t=C

A

9/9/2008
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Price Ratios ROE ROA

Price/Book

Price/Cash Flow

Price ! Sales

2.08 06/30/Q8

14,07 0383i/08

2.12 12/31/07

7.95 06/30/08

7.39 03!31/08
7.80 12/31/07

2.53

2.37

2.51

Current Ratio Quick Ratio Operating Margin

06/30/08

03./31/08

12/31/07

0.61 06/30/08

0.65 03/31/08
_ 12/31 /07

0.57 06/30/08

0.59 03/31/08
_ 12/31/07

8.05

7.62

8.03

Net Margin Pre-Tax Margin Book Value

06/30/08

03/31/08

12/31/07

06/30/08

03/3408

12/31/07

06/30/08

03,/31 we

12i31!07

18.50

18.38

Inventory Turnover Debt-to-Equity Debt to Captial

06/30/08

03/31 !QB

12/31/07

06!3G/08

03,/33/08

12/3T/07

Q75 06/30/08

076 03/31/08
_ 12/31/07

42.57

42.94

http://www.zacks.comJresearch/print.php?type=report&t=C 9/9/2008
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Proven Hazings. 8esearchA- Recommendations
Zacks.com Quotes and Research

I
I SOUTHWEST WTR CO (PAso)
I  s w w c 10.90 v-0.10 (-0.91 %) Vol.  54.796

Southwest Water Company provides a broad range al utility and utility management services and serves people
from coast to coast. Through its various subsidiaries, Southwest operates and manages water and wastewater
treatment facilit ies along with providing utility submetering and billing and collection services.

15:25 ET

Gener al  I n fo r mat ion
S O U T H W E S T  W A T E R
One Wilshire Building s24 South Grand Avenue
Suite 2900
Los Angeles. CA 90017-3782
Phone: 21 a 929-1800
Fax: 626-915-1558
Web: www.southwestwater.com
Email: swwc@swwc.com

Industry

Sector:

UNTIL-WATER
S P L Y
Ut i l i t ies

Fiscal Year End
Last Reported Ouarlef
Next EPS Date

D ec em ber
06/30/08
11/0712008

Pr ice and  Vo lume In fo rmat ion

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

: l a
11 . 00

13 . 88
9.41

0.50
82 , 427 . 25

1 2

ISIIIICJ 50-DW Closing Prices 12.2
l12.a

Iu.a
'u.s
:u.4
In.:

Lu.:
.1018

% Price Change
4 Week

12 Week
YTD

-3.76
5 . 26

-12 . 14

-0.91

12.93

1 .30

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

00-11-08 as-as-aa'

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

24.59 Dividend Yield

AnnualDividend

270.51 Payout Ratio

21 .08 Change in Payout Ratio

12/28/2005 Last Dividend Payout / Amount

2 . 1 8 %

$0 . 24

t  .09

0 . 46

06/26/2008 /  $0 .06

EPS I n fo r mat i o n
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Lol1g-Term EPS Growth Rate

Next EPS Report Date

0 . 13

0 . 30

8 . 50
11/07/2008

C o n s e n s u s  R e c o m m e n d a t i o n s
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2 . 50

2 . 50

3 . 00

3 . 00

EPS Growth Sales Growth

36.97 vs.  Prev ious Year

50.00 vs.  Previous Quarter

4 . 3 5

~55.56% vs. Previous Year

500.00% vs.  Prev ious Quarter:

3 . 8 0 %

1 2 . 4 2 %

F u n d amen ta l  R at i o s

P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Pr ice Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=SWWC 9/9/2008
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Price/Book

Price/Cash Flow

Price Sales

339 OS/30/08

4. 13 03/81/68

4.62 12/33/G7

Current Ratio Operating Margin

06/3()/08

03/31!08

12/31/07

1 .82 06/30/08

1 .85 03/31/08

1 .33 12/31/07

Net Margin Book Value

06/30/08

03!31 /08

12/31 /07

3.43 06/30/08

2.54 03/31/08

1.94 12!31:-07

Inventory Turnover

1.72 USFSO/08

13.45 03/31/08

1.22 12/31/07

Quick Ratio

1.82 06/30/08

1.65 03/31/08

t.33 12/31/07

Pre-Tax Margin

3.43 06/30/08

2.54 03/31/08

1.94 12/31/07

Debt-to-Equity

06.-'30/08

03/31/08

12/31/07

Debt to Captia!

0630!08

03/31!08

12/3w07

1 .22 06/30/08

1 . 15 03/31 /08

0.92 12131/07

http://www.zacks.com/research/print.php?type=report&t=SWWC 9/9/2008
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WTR v-0.11 (»0.63%) Vol. 1,062,185

Aqua America is the largest publicly-traded U.S.-based water utility serving residents in Pennsylvania, Ohio, Illinois,
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentud<y. The company has been committed to the preservation and improvement of the environment throughout its
history, which spans more than 100 years.

industry

Sector:

General  in format ion
AQUA AMER INC
762 W Lancaster Avenue
Bryn Mawr, PA 19010-3489
Phone: 610 527-8000
Fax: 810-645-1061
Web: www.suburbanwater.com
Email: ir.aquaamerica.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

AQUA AMERICA INC (nose)

Price and Volume ln¥orrnatiors

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Bela

20 Day Moving Average

Target Price Consensus

17.26

December
06/30/08
11/05/2008

UNTIL-WATER
SPLY
Utilities

17.37

25.10
14,46

0.67
796,586.88

22,25

Proven natinga Research&.Hecommendafians
Zacks.com Quotes and Research

A

inv{ésw ent sesw acn
ZAC KS

[UTRJ 80-Dw Closing Pr-iees

09-os-as'

11s.s
l1s.4

ma.:
l1s.o
117.s
m a

1n.4
I n . :

Page 1 of 2

15:28 ET

as-as-as

% Price Change
4 Week

12 Week
YTD

-2.36

3.09

_18,07

% Price Change Relative to sa.p s00
4 Week

12 Week

YTD

0.53

10.60
~4.38

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

134.86 Dividend Yield

Annual Dividend

2,342.52 Payout Ratio

13,84 Change in Payout Ratio

12/02/2005 Last Dividend Payout / Amount

2.88%

$0.50

0.72

0.10

08/14/2008 I$0.13Last Split Date

EPS In format ion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.24

0.73

8.80

11/05/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1 .89

2.00

2.00

2.00

EPS Growth Sales Growth

23.75 vs. Previous Year
25.17 vs. Previous Quarter

2.70

-5.56% vs. Previous Year

54.55% vs. Previous Quarter:

0.08%

8.23%

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

ht t p : / /www.zacks . com/ research /pr i n t . php?t ype=repor t& t= R
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Préca/B<3ok
P r ic e / Cas h  F low

Pr ice  /  Sa les

2.27 08/30!08

12.65 03/31/08
3.87 12/31/07

9.26 06/30/08

9.57 03/31/08

9.97 12/31/G7

2.84

2.92

3.05

C u r r e n t  R a t i o Q u i c k  R a t i o Operating Margin

06 ! 30 / 08

03 / 31 / 08

12 / 31 / 07

0.73 06/30/08

0.63 03/31/08

0.63 12/31/07

0.67 06/30/08

0.57 03/31/08

0.58 12/31/07

15.10
15,30

15.77

Net Margin Pre-Tax Margin B o o k  V a l u e

06 / 30 / 08

03 / 31 / 08

12 / 31 / 07

24.80 06/30/08

25.08 03/31/08

25.82 12/31/07

24.80 06!30!08

25.08 03/31! '8

25.82 12i31 i07

7.65

7.35

7.33

I n ven t o ry  T u rn o ver Debi-to-Equity Debt to Captial

06 / 30 / 08

03/31108

12/31 /07

0.00 05/30/08

0.00 03x31/08

0.00 12/31/07

1 .1 g 06/30/08

1 .24 03/31/08
1 .24 12/31 /07

54.30

55.35
55.49

http://www.zacks.com/research/print.php?type=report&t=WTR 9/9/2008
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General Information
AGL RESOURCES
Ten Peachifee Place NE
Atlanta. GA 30309
Phone: 404 584-4000
Fax: 404 584-3945
Web: www.aglresources.com
Email: scave@aglresources.com

ATG v-0.2.9 (-1 .20%) VoL 424.605

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area

industry
Sector

Fiscal Year End
Last Reported Quarter
Next EPS Date

AGL RES INC (nosE)

Price and Volume information

Zacks Rank
Yesterday's Close
52 Week High

52 Week Low

Beta
20 Day Moving Average

Target Price Consensus

32.23

December
06/30/08
11/06/2008

UTIL-GAS DISTR
Utilities

32.62
41 .16

31 .37

0.33
472,252.34

39.79

/82

provenRatings,Reseafcmvhacommendatians
Zacks.com Quotes and Research

n¢vasr»at8¢¢r 9888EA 8N
ZAC KS

(BTG) 80-Day Closing Prices 184.0
Iaa.s
Iaa.e
Iss.¢
Isa . :
133.o
1s2.s
Is2.s
Is2.4
Isa.:
132.o
131.8

Page 1 of 2

15:39 ET

oh-as-os'

% PriceChange
4 Week

12 Week
YTD

-2.92

-4.28

-13.34

-0.04
2.69

0.30

Share information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

'sa-11-aa

% Price Change Relative to sap 500

4 Week

12 Week

YTD

Dividend Information

76.67 Dividend Yield

Annual Dividend

2,501 .01 Payout Ratio

2.13 Change in Payout Ratio

12/04/1 995 LastDividend Payout / Amount

5_15%

$1 .ea
0.67
0.11

08/13/2008 / $0.42Las\ Split Date

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.36
2.75

4.80

11/06/2008

Consensus Recommendations
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.14

2.14

2.1 t

2.00

Sales GrowthEPS Growth
11 .87 vs. Previous Year

13.10 vs. Previous Quarter

2.50

-25.00% vs. Previous Year
-74.14% vs. Previous Quarter:

-4.93%

-56.18%

ROE ROA

Fundamental Ratios

P/E
Current FY Estimate:
Traiiirxg 12 Months:

PEG Ratio

Price Ratios
Price/Book 1.48 06/30/08 11.42 06/30/08 3.08

ht t p1 / /www.zacks . com/ research /p r i n t . php?t ype=repor t& t=ATG
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Price/Cash Flow

Price / Sales

7.o4 03/31/08
1,OO 12/31/07

3.29

3.57

Current Ratio Quick Ratio
06/30.»'08
03/31/08

12/31/07

1.03 06/30/08
1 .01 03/31/08

1.10 12/31/07

11.86 03/31/08

1272 T2/31/07

Operating Margin
0.67 G6/30/08

0.80 03/31/G8

0.77 12/31/07

7.6;

7.82

8.46

Net Margin Pre-Tax Margin Book Value

06/30/08

03/31/08

T2/31/07

9.96 06/30/08
12.52 03/3?/08

13.55 12/31/07

9.96 06/30308
12.52 03!31/08

13.55 12/31/07

22.03

22.52

21 .69

Inventory Turnover Debt-to-Equity Debt tn Captial

G6/30/08

03/31 /08

12/31 /07

2,60 06/s0/08
2,64 03/31/08

2.49 12/31/07

0.97 06/30/08

0.88 03/31 /08
1 .01 12/31/07

49.78
47.34

50.89

http://www.zacks.com/research/print.php?type=report&t=ATG 9/9/2008
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ATMOS ENERGY CORP (NYSE)
(-1.47%)

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. At nos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina
The Company also transports natural gas for others through its distribution system

Val. 399,473 35242 8'3"

Genera! Information
ATMOS ENERGY CP
Three Lincoln Centre, 5430 Lbs Freeway
Suite 1800
Dallas. TX 75240
Phone: 972 934-9227
Fax: 972 855-3040
Web: www.atmosenergy.com
Emaélz InvestorRelations@atmosenergy.com

Industry
Sector

UTILE~GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
06/30/08
11/05/2008

Price and Volume Information

Zacks Rank

Yeslerday'5 Close

52 Week High

52 Week Low

[RTD] 30-Dug Closing Prices

20 Day Moving Average

Target Price Consensus

361 ,637.00

as Price Change

4 Week

12 Week

2 . 1 0

0 . 6 0

5 . 4 6

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Fialio

Last Split Date

DS-11-08 09-08-08

v ,  Pr ice Change Relativ e to S&P 500

4 Week

12 Week

Y TD

Div idend Information

Dividend Yield

Annual  Dividend

2 , 4 0 2 . 5 5 Payout Rat io

Change in  Payout  Rat io

0 5 / 1 7 5 9 9 4 Last  Dividend Payout  I Am ount 08/21/2008 / $0.32

EPS Erxformaiicm

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.04

1 .97

5.40

11/05/2008

Consensus Recommendations

Curred (1 =Strong Buy, 5=Str<>ng Sail)

30 Days Ago

50 Days Ago

90 Days Ago

Fundamental Fiaiios

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

13.47 vs, Previous Year

13.60 vs. Previous Quarter

Sales Growth

53,33% vs. Previous Year

105.65% vs. Previous Quarter

34.56°/<
34.0i9/

http://www.zacks.com/research/print.php?type=report&t=ATO 9/9/2008



Zacks.com Page 2 of 2

Price Ratios ROE ROA

PrEce!Book

Price/Cash Flow

Price / Sales

1,14 06!30/08

6.36 03!31/08

0,35 12/31/07

8.50 06!30/08

8.29 03/31/08

8. 14 T 2/31 /07

2.79

2.71

2.67

Current Ratio Quick Ratio Operating Margin

06/30/08

03/31/08

12/31/07

1 .20 06/30/08

1 .22 03/31/08

1 .14 12/31/07

0.71 G6/30/08

0.87 GEW31/08

0.72 12/31/07

2.58

2.64

2.74

Net Margin Pre-Tax Margin Bonk Value

06!30/08

G3/31 /08

12/31 /GO

3.92 06/30/08

4.00 03/31!08

4.22 12/3ww

3.92 06/30:f08

4.00 03/31 !08

4.22 12/31/07

23.34

23.63

22.62

lnventcry Turnover Debt-to-Equity Debt toCaptial

06/30/08

03/31/08

12/31!07

10.64 06/30/08

10.40 03/31!08

9.87 32/31/07

1 .01 05/30/08

1 .00 03/31/08

1.05 12/31/07

50.17
49,93
51.11

http://www.zacks.com/research/print.php'?type=report&t=ATO 9/9/2008
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LACLEDE GROUP INC (nosE)
(.0_47°/,)

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis
St, Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St
Francois. Ste. Genevieve. Iron. Madison and Butler Counties. all in Missouri

Vs, 218.777 15:50 ET

General Information
LACLEDE GAP INC
720 Olive Street
St. Louis. MO 63101
Phone: 314~342~0500

Web: www.thelacledegroup.com
Email: mkullman@Iacledegas.com

Industry
Sector

UTEL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
06/30/08
10/24/2008

Price andVolume information

Zacks Rank

Yesterdays Close

52 Week High

52 Week Low

[LG] 30-D-ng Closing Pr~:i.c-es

20 Day Moving Average

Target Price Consensus

203,131 .05

% Price Change

4 Week

12 Week

1.78
11.31
30.26

Share lnfarmativn

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

08-11-08 09-08-08

VSPriceChange Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

979.95 Payout Ratio

Change in Payout Ratio

08/08/1994 Last Dividend Payout / Amount 06/09/2008 I$0.38

EPS lrsfarmation

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.08

2.45

10.00

10/24/2008

Consensus Recommendations

Current (1 =S1rong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

fundamental Fiatios
EPS Growth Sales Growth

Current FY Estimate

Trailing 12 Months

PEG Ratio

18.20 vs. Previous Year

15.87 vs. Previous Quarter

8 vs Previous Year

69.78% vs. Previous Quarter

10.39%

32.39%

Price Ratios

Price/Book 2,02 06/30/08 13.24 06/30/08

http://www.zacks.com/research/print.php?type=report&t=LG 9/9/2008
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Price/Cash Flow

Price f Sales

10.96 03/31/08
0.46 12/31/07

3.69
3.20

Current Ratio Quick Ratio

06/30i08

03/31 /08

12/31 /07

1.32 06/30/08

1 ,29 03/31/08

1 .02 12/38/07

13.64 03/31/08

11.91 82/31/07

Operating Margin
0.98 06/30/G8

1.16 03/31/08

0.73 12/31/07

2.86

2.94

2.55

Net Margin Pre-Tax Margin Book Value

06/30/08

03/31/08

12/31/07

4.21 OB/30/08

4.41 03/31/08

3.84 12/31/07

4.21 06/30/08

4.41 03/31108

3.84 12.-'31/07

22.13

22,06

20.32

Inventory Turnover Debt-to-Equity Debt to Captial

06/30/08

03/31 /08

12/31 /07

14.15 06330//Q8
14.24 03/31/08

13.58 12531/07

0.64 06/30/08

0.74 03/31/08

0.81 12/31/07

39.01
42.49

44.63

http://www.zacks.com/research/print.php?type=report&t=LG 9/9/2008
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NEW JERSEY RES (nosE)
(.0_39°/,)

NJ RESOURCES is an exempt energy sacs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England, Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries

\[{)l_ 277,851 35252 ET

General  Enfoimat ion
NJ  RESOURCES
1415 Wyckoff Road
Wail. NJ O7719
Phone: 732 938-1480
Fax: 732 938~3154
W eb: ww.njresources,com
Email: investcont@njresources.com

industry
Sector

UTlL»GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
06/30/08
1 U13/2008

Pr i ce  and Vo l um e In form at i on

Zacks Rank

Yesterdays Close

52 Week High

52 Week Low

[HJR] S0-Dug Closing Prices

20 Day Moving Average

Target Price Consensus

272,222.84

% Price Change

4 Week

12 Week

1.84
7.10
7.66

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split plate

DS-11-08 09-08-08

7° Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

1,509.02 Payout Ratio

Change in Payout Ratio

03/04/2008 Last Dividend Payout / Amount 06/11/2008 / $0.28

EPS i n form at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Dale

0.41

2.19

8.00

HH3/ ' 2008

C o n s e n s u s Recommendatixxns

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

¥undamers tal  Rat ios

Curferli FY Estimate

Training 12 Months

PEG Ratio

EPS Growth

16.39 vs. Previous Year

15.89 vs. Previous Quarter

Sales Growth

16.67% vs. Previous Year

105,38% vs. Previous Quarter

50.36%

15.04%

http://www.zacks.com/research/print.php?type=report&t=NJR 9/9/2008



Zacks.com Page 2 of 2

Price Ratios

Price/Bsok

Price/Cash Flow

Price / Sales

2.29 06/3G/08

14.84 03/31/08

0,42 12m/07

14.36 06/30/08

14.16 G3/31/08

14.64 12/31/07

Current Ratio Quick Ratio Operating Margin

06/30/08

03/34/08

12/31/07

1 .15 06/30/08

1 .10 03/31/08

1 .12 12/31/07

0.79 06/30/08

0.81 03/31/08

0.63 12/31/07

Net Margin Pre-Tax Margin Book Value

06/30/08

03/31/08

12/31/07

0.40 06/30!08

0.40 03/3908

3.42 12/3T/07

0.40 06!30 08

0.40 0381 /08

3.42 12!31 /07

Inventory Turnover Debt-to-Equity Debt to Captial

06/30/08

03/31 /08

12/31/07

8.90 06/30/98

7,87 03/31 /08

6.88 12!31/07

0.73 06/30/08

0.53 03/31/08

0.54 12/31/07

http://www.zacks.com/research/print.php?type=report&t=NJR 9/9/2008
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NICOR INC (NYSE)

{-o.o9%)

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is Nicor
Gas, one of the nation's largest natural gas distribution companies. Nicor owns Tropical Shipping, a containerized
shipping business serving the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses

Vol. ?.32'?2G56 15254 ET

Genera! information
NICOR INC
1844 Ferry Road
Naperville, IL 60563~9600
Phone: 630~305-9500
Fax: 630-983~9328
Web: ww.nicor,com
Email: None

Industry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
06/30/08
11 I06/2008

Price and Volume Information

EGFISJ 39-Dug Chasing Prices
Zacks Rank

Yesterdayls Close

52 Week High

52 Week Low

£8

20 Day Moving Average

Target Price Consensus

599,842.75

m, PriceChange

4 Week

12 Week

5 6 9

7.49

8.81

Share Information

Shares Outstanding
(millions

Market Capitalization
(millions)

Short Ratio

Last Split Date

as-11-ua 09-05-08

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

2,080.47 Payout Ratio

Change in Payout Ratio

04/27/1993 Last Dividend Payout / Amount 06/26/2008 I$0.47

EPS Enformaiiora
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.14

2.37

5.80

11/06/2008

ConsensusRacammendatians
Current (1=Sirong Buy, 5=Strong Sail)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

EPS Growth

19.47 vs. Previous Year

14.91 vs, Previous Quarter

Sales Growth

60.00% vs. Previous Year

29.67% vs. Previous Quarter

25.66%

56. 14°/
Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

Pr%ce/Book 2. 11 06/30f08 14.73 06/30/08

http://www.zacks.com/research/print.php'?type=report&t=GAS 9/9/2008
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Price/Cash Flow

Price / Sales

13.83 03/31/08

14_12 12/31/0?

3.11

3.21

Curred Ratio Operating Margin

06jg0/08

0381 !08

12/31 /07

6.60 03/31/98

0.58 12/31/07

Quick Ratio
0.80 06/30/08

0.80 03/31/08

0.80 12/31/07

0.75 06/30/08

0.78 03/31/08

0.68 12/31/07

3.92
3.76

4.09

Net Margin Pre-Tax Margin Book Value

06/30/08

03/31 /08

12/31 /GO

5.27 06/30/08

5.07 03/31/08

5.80 12/3w07

21 .81
21 .53

20.95

lnventary Turnover Debt-to-Equity

06/30/08
03/31/08

12/31/07

24.1 1 06/30/08

24.68 03/3 t /08

22.95 12/31 /o7

5.27 06/3(J,=08

5.07 03/31/08

5.80 12/31/07

Debt to Captial
0.38 06/30/08

0.38 03/31/08

0.45 12/31/07

27.46

27.71

30.89

http://www.zacks.com/research/print.php?type=report&t=GAS 9/9/2008
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General information
NORTHWEST NAT G
220 NW Second Avenue
Portland, OF! 97209
Phone: 503 226~4211
Fax: 503273~4824
Web: www.nwnatural.com
Email: Bob.Hess@nwnaturaI.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

industry
Sector:

NWN 48.46 --0.26 (-0.53%) Vol. 180,771

NW Naturalis principally engaged in the distribution ofnatural gas.The Oregon PublicUtilityCommission (OPUC)
has allocated to NW Natural as its exclusiveservice area amajor portion of western Oregon, including the Portland
metropolitanarea, most ofthe fertile Willamette Valley and the coastal area from Astoria toCoos Bay. NW Natural
alsoholds certificates from theWashingtonUtilities andTransportation Commission (WUTC) granting it exclusive
rights toserveportions of threeWashingtoncounties bordering the Columbia River.

NORTHWEST NAT GAS CO (ness)

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

December
06/30/08
11/08/2008

UTlL~GAS DISTFI
Utilities

434
48.72

50.89
41 .07

0,64
126,548.10

52

il'¥V§8S?P4E?JT sesaAm:n
pmvea fiarfnga ltesearcfm;-Hecammenrlafions

Zacks.com Quotes and Research

L :Ac KS

[NON] 80-Das 01osins Prims l5l)0 0

l49.s

I4e.o

l4s.s

l4a.o

I4'/.s

l47.¢
l46.s

Page 1 of 2

15257 ET

ll8~ll-08

% Price Change Relative Io S&P 500

4 Week

12 Week

YTD

Ia-as-us'

4.53

5.02

0.12

7.62

12.67

15.48

Dividend Information

%Price Change

4 Week

12 Week

YTD

Share information
Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

26.43 Dividend Yield

Annual Dividend

1,287.91 Payout Ratio

14.30 Change in Payout Ratio

09/09/1996 Last Dividend Payout Z Amount

8.08%

$1 .so
0.57

.0}07

07/29/2008 I$0.38

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0.28

2.58

6.50

11/06/2008

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30Days Ago

60 Days Ago

90 Days Ago

1 .80

1 .80

2.00

2.00

EPS Growth Sales Growth

18.88 vs. Previous Year

18.89 vs Previous Quarter

2.91

20.00% vs.Previous Year

-92.64% vs. Previous Quarter:

4.37%

-50.67%

FundamentalRatios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=NWN
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Price/Book

Price/Cash Flow

Price Sales

2.06 06/30/08

9.02 03/31/08

1 .24 1281/07

3.58

3.57

3.87

Current Ratio Quick Ratio

06130/08

03/31 r/08

12/31 /07

0.65 06/30/08

0.76 03!31/08

0.71 12/31/D7

11.55 08/30/G8

11.51 03/31/08

12.31 12/31/07

Operating Margin

0.49 06/30/08

0.65 03/31/08

0.50 12/31/07

6.79

6.78

7.21

Net Margin Pre-Tax Margin Book Value

G6/30/08

83/31 /08

12/31 /07

10.81 06/30!D8

10.80 03/31/08

11 .47 12/31/07

10.81 06!30!98

10.80 03/31/08

11.47 12/31/07

23.64

23.83

22.48

Inventory Turnover Debt-to-Equity Debt to Captial

0680/08

03/31/08

12/3w07

10.39 06/30/08

9.50 03/31/08

9.07 12!3'£/07

0.82 06/30/08

0_81 03/31/08

0.86 12/31/07

45.05

44.86

46.26

http://www.zacks.com/research/print.php?type=report&t=NWN 9/9/2008
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3PIEDMONT NAT GAS INC (nosE)

(1 .90%) Vet. 665,488

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

PNY 28.95 * 0.54 15:59 ET

General information
PEEDMONT NAT GA
4720 Piedmont Row Drive
Charlotte, NC 28210
Phone: 704 364~3120
Fax: 704-365~3849
Web: www.piedmontng.com
Email: margaret.griHith@piedmontng,com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

October
07/31/08
12/26/2008

Frick and Volume Information
s

Zacks Flank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

132
28.41

29.74
24.01

051

331 ,389.00
28.6

[Pl'l"r'] 30-Dag Closing Prices 12918

129.6

129.4

l2*a.2

l2*a.0

128.8

l28.a

128.4

l2e.2

128.0

% Price Change
4 Week

t2 Week
YTD

-0.28
4.gg

8.60

2.67

12.64

26.51

Share information

Shares Outstanding
{millions)

Market Capitalization
(miiliorws)

Short Ratio

`os- 11- 08 09- as-as'

° / »  P r i c e  C h a n g e R e l a t i v e  t o  S & P  5 0 0

4  W e e k

1 2  W e e k

Y T D

Dividend information

73.38 Dividend Yield

A n n u a l  D i v i d e n d

2 , 0 8 4 . 6 4 P a y o u t  R a t i o

2 2 . 6 6 C h a n g e  i n  P a y o u t  R a t i o

1 1 / 0 1 / 2 0 0 4 L a s t  D i v i d e n d  P a y o u t  /  A m o u n t

3.66%
$1 .04

O 00

0.00
06/23/2008 i $0.26Last Split Date

EPS Enformaticsrn
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0.13

1 .51

5.60
12/26/2008

Consensus Qeg0mmgndatigng
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.20

1 .80

2.14

2.57

Fundamental Ratios

PIE
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

EPS Growth

18.83 vs. Previews Year

18.10 vs. Prev€<>us Ouarter

3.86

Sales Growth

16.67% vs. Previous Year

-115.15% vs. Previous Quarter:

58.04%
-44.07%

http://www.zacks.com/research/print.php?type=report&t=PNY 9/9/2008
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2.19 07/31/08

10.64

1.01 OT/'31/08

04/30/08 12,43

12.80

07!31/08

04/30/08

01/31/08

Quick Ratio Operating Margin

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

07/31/08

04/30/08

01/31/08

07/31/08

1 .19 04/30/08

1 .04 01 I'31/08

1.19
0.83

07/31 /08

04/30/08

01 /it /08

Net Margin Pre-Tax Margin Book Value

07/31 /08

04/30/08

01 /31 /08

07/31/08

8.04 04/30/08

10.44 01/31/08

8.04

10.44

0713U08

04/30/08

01/31108

lnventcry Turnover Debt-to-Equity Debt to Captial

07/31/08

04/30/08

01/31/08

0w31/08

12.87 04/30!08

9.41 01/31!/8

0.87

0.90

07/31/08

04/30/08

01/31/08

http://www.zacks.com/research/print.php?type=report&t=PNY 9/9/2008
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souTh JE'RSE9 \runs :NE (nosE)
SJI 34.85 » 0 . o 3 (0.09%) V o l .  42 ,338

South Jersey Ends Inc. is engaged in the business of operating, through subsidiaries, various business enterprises.
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas.

11:39 ET

G e n e r a l  i n f o r m a t i o n
S O U T H  J E R S E Y  I N
1 South Jersey Plaza
Folsom, NJ 08037
Phone:  609 561-9000
Fax: 609 561 -8225
Web: wvvw.sjinduslries.com
Emai l : sharehld@sjindustries.com

Indust ry
Sector:

U T I L - G A S  D i S T R
Ut i l i t ies

Fiscal Year End
Last  Reported Quarter
Next  EPS Date

D e c e m b e r
0 9 / 3 0 / 0 8
1 1 / 0 6 / 2 0 0 8

P r i c e  a n d  V o l u m e  i n f o r m a t i o n

[SJI] 30-Dug Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week l..ow

Beta

20 Day Moving Average

Target  Price Consensus

. n
34.82
39.36
31 .90
0.54

257,733.84
40.33

.so. o

38.0

87.0

os.o

ss.o

o4.o

% Pr i c e  C hange

4 Week

12 Week

Y T D

- 2 . 3 8

- 3 . 8 7

- 3 . 5 2

1 3 . 1 8

8 . 8 1

2 3 . 2 6

Share Information
Shares Outs tanding
(mil l ions)
Market Capitalizat ion
(mil l ions)

Short  Rat io

Last Split Date

no-ox-as o9-ze-us'

% Pr ice Change Relative to  sap 500

4 Week

12 Week

YT D

Dividend Information

29 . 73  D i v i d en d Yield

Annual Div idend

1, 035 . 16  Payo u t  R at i o

11 .15 Change in Payout Rat io

07/01/2005 Last Dividend Payout /  Amount

3.  10%

$1 .08

0 . 5 0

- 0 . 0 3

0 9 / 0 8 / 2 0 0 8  /  $ 0 . 2 7

E P S  I n f o r m a t i o n

Current  Quarter EPS Consensus Est imate

Current  Year EPS Consensus Est imate

Est imated Long-Tem1 EPS Growth Rate

Next  EPS Report  Date

0 . 0 9

2 . 3 0

7 . 8 0

1 1 / 0 6 / 2 0 0 8

C o n s e n s u s R e c o m m e n d a t i o n s

Current  (1=Strong Buy,  5=Strong Sell)

30 Days Ago

60 Days  Ago

90 Days Ago

2 . 6 0

2 . 6 0

1 . 8 0

1 . 6 7

EPS Gr o wth Sales Growth

15.  14 vs .  Prev ious Year

16.  12 vs.  Previous Quarter

1 .95

23.81 % vs .  Prev ious  Year

-80 . 30% v s .  P rev ious  Quar t e r :

- 2 0 . 8 7 %

- 6 0 . 9 7 %

F u n d a m e n t a l R a t i o s

PI E

Current  FY Est imate:

Trail ing 12 Months:

PEG Rat io

Price Ratios R O E R O A

http://www.zacks.com/research/print.php?type=report&t=SJI
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4.16

4.14

3.36

7.13
6.71
5.30

16.13

16.74

16.27

Price/Book

Price/Cash Flow

Price I Sales

Current Ratio

06/30/08

03/31/08

12/31/07

Net Margin

06/30/08

03/31/08

12/31/07

Inventory Turnover

06/30/08

03/31/08

12/31/07

2.16 06/30/08

10.88 03/31/08

1.15 12/31/07

Quick Ratio

0.92 06/30/08

1.11 03/31/08

1.00 12/31/07

Pre-Tax Margln

6.62 06/30/08

10.75 03/31/08

10.96 12/31/07

Debt-to-Equity

7.05 06/30/08

6.80 03/31/08

5.72 12/31/07

13.31 06/30/08

13.08 03/31/08

10.75 12/31/07

Operating Margln

0.61 06/30/08

1.11 03/31/08

0.61 12/31/07

Book Value

6.62 06/30/08

10.75 03/31/08

10.96 12/31/07

Debt to Captial

0.69 06/30/08

0.72 03/31/08

0.74 12/31/07

41.06

41.95

42.69

http://www.zacks.com/research/print.php?type=report&t=SJI 9/30/2008
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18:64 ETVol. 402,269

(NYSE)

* 9.2436.14SWX (0.80%)
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Zacks .com Quotes  and Research

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary.

General lrsfrzrmatiorz
SOUTHWEST GAS
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas, NV 89193-8510
Phone: 702 876-7237
Fax: 702~876-7037
Web: www.swgas.com
Email: None

Industry
Sector:

UTIL-GAS DISTH
Utilities

Fiscal Year End
Last Repcrrtad Quarter
Next EPS Dale

December
06/30!08
11/11/2008

Price ari Volume lrxformaiion

[Sl-IH] 30-Dag Closing Prices 311 o

30.5

50.8

29.5

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

29.90

31 .74

25.14

0.62

173,254.59

33.88
29.0

1 .53

-1 .58

0.44

4.53

5.59

14.19

% Price Change
4 Week

12 Weak
YTD

Share information
Shares Outstanding
(miilians)
Market Capitalization
(millions)
Short Ratio

Last Split Date

08-11-08 09-U8-l18

% Price ChangeRelative to sap 500

4 Week

12 Week

YTD

Dividend Information

43.53 Dividend Yield

Annual Dividend

1,301 .64 Payout Ratio

12.60 Change in Payout Ratio

N/A Last Dividend Payout / Amount

3.01 %

$0.90
0.48

-0.04
08/13/2008 / $0.22

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
Estimated Long~Term EPS Growth Rate

Next EPS Report Date

-o.25
2.03

8.00

11/11/2008

Consensus Recommendations
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.50

2.50

2.50

2.50

EPS Growth

14.74 vs. Previous Year

16.08 vs. Previous Quarter

1.84

Sales Growth

-500.00% vs. Previous Year

-105_26% vs. Previous Quasar:

4.87%

-45.02%

ROE ROA

Fundamwtai Hai ius

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios

Price/Book 1 .26 06/30/08 8.05 06/30/08 2.27

http://www.zacks.com/research/print.php'?type=report&t=SWX
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Price/Cash Flow

Price ! Sales

4.80 03/31/08

0.59 12/31/07

8.45 03/31/08
8.69 12/31/07

2.35

2.39

Current Ratio Quick Ratio Operating Margin

06/30m8
03/31/08

12/31/07

0.70 06/30/08
0.85 03/31/08

0.95 12/31/07

0.70 06/30/08

0.85 03/31/08

0.95 12/31/07

3.66

3.80
3.87

Net Margin Pre-Tax Margin Book Value

06/30/08
03/3-3/08

12/31/07

5.80 06/30/08

6.04 03/31/08

6.09 12/31/07

5.80 06!30/08
6.04 03/31 /08

6.09 12!31 /07

23.80
23.99

23.07

Inventory Turnover Debt-to-Equity Debt to Captial

06/30/08

03/31/08

12/31/07

06/30/08

03/31/08

12/31/07

1 .23 06/30/08

1 .22 03/31/08
1.39 12/31 /07

55.19

55.03
58.14

http://www.zacks.com/research/print.php?type=report&t=SWX 9/9/2008
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WGL HLDGS INC(uvss)
I  W G L 3 2 . 4 8 v - 0 . 4 2 ( - 1 . 2 8 % ) V o l .  6 4 0 , 5 6 9

W A S H I N G T O N  G A S  L I G H T CO  is  a  pub li c utility that delivers and se lls  na t ura l g as  t o  met ropo li t an Washington ,
D.C.  and adjoining ar eas  in Maryland  and Virg in ia.  A  d is t r ibut ion subs id iary serves por t ions  o f Virg in ia and West
Virginia.  The Company has four wholly-owned active s ubs id ia r ies that i nc lud e :  S henand oah G as Co mp an y
(Shenandoah) is engaged in the del ivery and sale of natural  gas at retai l  in  the Shenandoah V a lley,  inc lud ing
Winches t e r ,  M id d le t own,  S t rasburg , Stephen  Ci ty and  New Market ,  V i rg in ia,  and M ar t ins bu r g , W e s t Virg in ia .

16:02 ET

General Information
WGL HLDGS INC
101 Constitution Avenue NW
Washington, DC 20080
Phone: 703 750-2000
Fax: 703 750-4828
Web: www.wglholdings.oom
Email: madams@washgas.com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
06/30/08
11/05/2008

Price and Volume Information

Ah
[NGL] 80-Dag Closing Prices 18814

Isa.:

Iss.a

Ia2.a

Isz.s

ls2.4

Isa.:

Is2.o

Is1.a

lax. ;

Zacks Rank
Yesterday's Close

52 Week High

52 Week Low
Beta
20 Day Moving Average

Target Price Consensus

32.90
36.22

30.25
0.66

471,249.25

34

-0.39

-6.67
0.43

2.55
0.13

14.15

% Prlce Change
4 Week

12 Week

YTD

Share information
SharesOutstanding
(millions)
Market Capitalization
(millions)
Short Ratio
Last Split Date

' o f - u - as as-aa-as

% P r i ce  Ch an g e Re l a t i ve  t o  S &P  sao

4  We e k

1 2  We e k

Y T D

Di v i d en d  i n fo rmat i o n

4 9 . 9 1 Divid end  Y ie ld

A nnua l D i v i d end

1 , 6 4 2 . 1 0  P a y o u t  R a t i o

9 . 4 6  C h a n g e  i n  P a yo u t  R a t i o

0 5 / 0 2 / 1  9 9 5  L a s t  D i v i d e n d  P a yo u t  I  A m o u n t

4.32%
$1 .42

0.60

-0.08

07/08/2008 / $0.35

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate
Next EPS Report Date

-0.33
2.35

7.50

11/05/2008

Consensus Recommendations
Current (1 =Slrong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.25

2.25

2.00

2.00

EPS Growth Sales Growth

13.99 vs. Previous Year

13.88 vs. Previous Quarter

1.87

-72.73% vs. Previous Year

-96.39% vs. Previous Quarter:

-0.50%

-54.45%

FundamentalRatios

P/E
CurrentFY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WGL 9/9/2008
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Price/Btxok

Price/Cash Flow

Price / Sales

1.51 0ESISO/08

8,97 03/31/08

0.64 12/31/07

11 .37 06/30/08

1232 G3/31/08

10.53 12/31/07

3.64

4.00

3.41

Current Ratio Quick Ratio Operating Margin

06/30/08

03/31 /08

12!31 I'07

1.15 06/30/08

1 .15 03/31/08

0.88 12/31/07

0.71 G6/30/08

0.98 G3/31/08

_ 12/31/07

4.60

4.90

3.96

Net Margin Pre-Tax Margin Book Value

05/30/08

03/31/08

i2/31/07

7.32 0B130/08

8.23 03/31/08

8.81 12/31/07

7.32 06/30/08

8.23 03/31/08

6.81 12/31/07

21 ,72

21 .80

20.49

inventory Turnover Debt-to-Equity Debt to Captial

06/30/08

03/31 /08

12/31107

7,96 06;'30/08

8.82 03/31/08

9.33 12/31/07

0.56 06/30/08

0.55 03/31/08

0.59 12/31/07

35.26

35.06

36.30

http://www.zacks.com/research/print.php?type=report&t=WGL 9/9/2008
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Composite Statistics: Water Utility Infiusay
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I n f r a s t r u c t u r e  c o s t s  i n  t h e  W a t e r  U t i l i t y  I n d u s -
l r y  w i l l  c o n t i n u e  t o  r i s e  o v e r  t h e  l o n g  t e r m .  L a r g e r
c o m p a n i e s  w i l l  a c q u i r e  s a n n a l l e r  o n e s  i n  a n  e f f o r t  t o
a c h i e v e  e c o n o m i e s  o f  s c a l e .

F o r e i g n  c o m p a a a i e s  h a d  b e e n  b u y i n g  a  n u m b e r
o f  U . S .  w a t e r  u t i l i t i e s ,  b u t  t h a t  t r e n d  a p p e a r s  t o  b e
w a n i n g .

W a t e r  u t i l i t y  s t o c k s  a r e  r a n k e d  t o  u n d e r p e r f o r m
t h e  m a r k e t  o v e r  t h e  c o m i n g  1 2  m o n t h s ;  h o w e v e r ,

= c o n s e r v a t i v e  i n v e s t o r s  c a n  f i n d  a t t r a c t i v e  r i s k -
a d j u s t e d  c h o i c e s  h a r e .

(

The Need For ConsolidatioN _
Long-term trends in the:Water Utility INdustry indy

Cate that Mrastmcture costs will steadily rise Many of
the facilities and pipes that now purify and transport
drinking water were built about 100 Years ago.Ongoing
upgrading and replacement are necessary for these old
systems to remain in compliance with rules laid out by
the Environmental Protection Agency (EPA). The coat of
fixing and upgrading these systems is significantly
higher than in Ethe past (even adjusting for inflation)
because more-expensive materials need to be used for
modem construction. Moreover, transportation mosts are
much higher and should continue co rise, as nearby
sources of water are depleted and farther~away bodies of
water must be used. Water is quite difficult and expen-
sive to move because it is heavy and cannot be com-
pressed. Also adding to industry costs is the ongoing
issuance of guidelines from the -EPA that typically re-
quire water utilities to comply with more-stringent
water-
about $140 billion will be needed over the next 20 years
to fund necessary water-system infrastructure improve
rents. .

Hovember 3, 20G0

Small and mid-sized water.comp=anies usually wel-
come large-scale suitors. Smaller utilities generally lack
the funds needed for longterm structural improve-
ments, and might risk being out of compliance with local
and federal laws at some point down the road. In an
e&ort to prevent .iiipleasant scenario from happen~
in, many of these smaller companies welcome larger
utilities that have the capital resources to remain in
compliance with the law: The larger company gains
greater geographic diversity,from its acquisitions, which
helps lessen its susceptibility to weather .fluctuations
that might cause volatility in earnings. Acquirers also
benefit from economies .of scale in which costs are

~purity standards. Industry sources estimate that

WATER UTILITY INDUSTRY
I3*IDUSTRY '}j1Mg]_*I1~.4*g$5;-_ 81 (of 92)

Acquisition Update
Foreign companies have purchased a huge number of

domestic water utilities over the past year. These global
water-'companies are attracted to this count;ry's rela-
tively safe political eiirnate and its trend towards the
Privatization oimunicripd .water and wastewater sys-
tems. Currently, .there is concern among investors that
the large Premiums paid for U.S. takeover targets,
which approaches three times book value, will became
more infrequent. British utilities are having regulatory
difficulties at home that stand. to weaken their designs
on the U.S. market. Comsequentiy, there appear to be
fewer bidders in the market.

g e n e r a l l y  r e d u c e d .  T n c z ,  t h e  r e g u l a t o r  i n t e n s i v e  n a t u r e
o f  t h e  W a t e r  U t i l i t y  i n d u s t r y  m e a n s  t h a t  s o m e  s p e c i f i c
l o c a l  g o v e r N m e n t s  m i g h t  b e  m a r e  u n c o o p e r a t i v e  w i t h  t h e
u t i l i t i e s  t h a n  o t h e r  c o m p a r a b l e  l o c a l  o f f i c i a l s .  A  l a r g e r
t e x - n ' t o r y  l e s s e n s  t h e  i m p a c t  o f  a  p a r t i c u l a r l y  o n e r o u s
r e g u l a t o r y  a t r n a s p h e c r e . .

S D W A  R e g u l a t i o n s . .
T h e  S a f e  D r i n k i n g  W a t e r  A c t .  ( S D W A )  o f  1 9 7 4

( a m e n d e d  i n  1 9 9 6 )  a u t h o r i z e d  t h e  E P A  t o  w o r k  ' w i t h
s t a t e  a n d  l o c a l  g o v e r n x n e c n t s  t o  t e s t  f o r  f i v e  p o t e n t i a l
i m p u r i t i e s  i n  d r i n k i n g  w a t e r  e v e r y  f i v e  y e a r s .  T h e  E P A
m a n d a t e s  w h a t  l e v e l s  o f  a  c e r t a i n  c o n t a m i n a n t  i s  a c c e p t -
a b l e  p e r  a  s p e c i f i e d  a m o u n t  o f  w a t e r .  W a t e r  u t i l i t i e s
t y p i c a l l y  s p e n d  a b o u t  1 5 % t o  5 0 % o f  t h e i r  a n n u a l  c a p i t a l
o u t l a y s  i n  e E o r t s  t o  c o m p l y  w i t h  S D W A  g u i d e l i n e s .
T h e s e  c o m p a n i e s  m u s t  a l s o  s t a y  i n  c o m p l i a n c e  w i t h  t h e
C l e a n  W a t e r  A c t .  a n d  n u m e r o u s  s t a t e  a n d  l o c a l  l a w s .  A s
p r e s e n t ,  t h e  E P A  i s  c o n s i d e r i n g  l o w e r i n g  t h e  a l l o w a b l e
l e v e l  o f  a r s e n i c  i n  d r i n k i n g  w a t e r  f r o m  5 0  P a r i s  p e r
b i l l i o n  ( p p b )  e a  5  p p b .  T h i s  m e a s u r e  w o u l d  b e  c o n t r o v e r -
s i a l  b e c a u s e  i t  w o u l d  b l o w e r  t h a n  t h e  s t a n d a r d  o f  t h e
W o r l d  H e a l t h  O r g a n i z a t i o n  ( 1 0  p p b )  a n d  w o u l d  p o t e n -
t i a l l y  c o s t  d o m e s t i c  w a t e r  c o m p a n i e s  b i l l i o n s  o f  d o l l a r s .

Investment Advice .
Most of the water utility stocks that are covered in this

review are not timely Fm* the coming six to 12 months.
Nonetheless, favorable Safety ranks araongthe group
make some of these "iSsues appealing for risk-averse
investors gelding decent dividend yields.

, ' ...... Joseph Espaillat
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The eventsofSeptember nth have a14484-¢11 many
prioi'ities.in the Water Utility .Industry

. ._ Long-term trends in the industry indicate that
' t h e '  c o s t  ' a t xnaintaliuneixrng .. _ and npswd i ns
wgtalwsstewater systems will rise. The industiv jr
'is consolidating, with .Larger companies ac§iiilHng
sxnnualler operators to'achieve economies of scale.

Water Utility stocks .are rdnkefl to underperform
. the year-ahead market, though. some of these is-
, sues offer conservative investors appeadzhng risk-

adjusted, total-return potential.

Sécuaqitylsgues.. , ... . ~. '.~*i ... .
.. Infespqnse n: the Qv§nféé 0f Sept¢rx1l1er.11¢h; the reed

to- Secure water systems against terrismisuz has become a :z
'.'top priority'-for 1'egu'Iators. and water utilities alike,
'§%shing=many other legislative. issues to the side. The
. I has. stated &4t'WaWr onrnpanies should be qr alert

. ring additions. cdst§~in~§he that- may -limit
meantwrm badomfline g:ru=wth.'AIso¢ the industry and
.1egulators»are w together to provide approxi-
n;g,|9 Q5-hilliun in erst funds for immediate i:|nflra-
9 cture' . azpartoftliépen8iqgeconomxc`
Mixzuaxlus leg1:u1g_t:inn._-.e ' r. .- - .

in ile Water Utility'-Indus` .. will . SDWA actions - _

-qouaupanieshgvifo maintain and upgrade air systems (amended in 1996) authorizes the -EPA Tb work with
_lmnlynq mngNauinyolveuhggzo um s¢& Water As <suwAr'¢f 1974.

.'!b _ ..-=»v»d-.=i'»'¢'-»- . . . .
'_gontmusllly_m,order to remain m compliance with in-. state and Iced governments to test for Eve potential

, owner by he impurities inwlriinking water eyerjr Eve years. The EPA
Protection A¢°=1~3 (EPA) and local regulators. Malay of mandates what levels of a certain contaminant islaccept--.
the facilities ah 'that now treat and transport able 'r a specified amount of water,'Water.ptilitigs";_
driinkingiwaterwete wilt about a'centurya o.'Theeosts v-19§ spend a signif icant portion of their
of replacing"th3s§'iy§tem§ SrO siiniicsiwitly bud
ds\ys;.even adjusting for ini1ation.'Adding to theeost is ea SDWA guidelines. These companies must ds comply
the &¢¥ that ne1auEby.bodies§.o£water tend to get depleted . with the Clean Water Act, and numerous state and local..

mustbebwughtin tokeepupwithina'eas'mgdeluna1nd° 3 ` - '
"Br."". _. 1llu\;_Mstpr.is dim¢u.l_r.,anq1'eug:ly to nun- '

._ dame is.--benvm and inwwnrialible. A! l'.i4 ill.

far pwéntihl ilu'~m£¢ an pie month' MewZiuany water

1»»~¢--mv Gonl0lIdll¢ioli"
'Infrastructure

<a:¢asins1y stringent rules issued by the Environmental

cd1'sital'budgetsgh bffbrts to stay in compliance.witH'

' and expensive. to Lise, so .morleidiétdnt sources"of water ̀ law§§
f°usi1

_.'and solid dividend-gwwth prospects Ma: may mapped to
conservative investors. U . . If L

' .  " ' Joseph Espaillat

1

InvestmentAdv ice . .~
post, _. . The Water Utility stocks in this moW,ue_aot tinner
mdustty sanrees estimate that over $14o billion will be for investment over the next six to 12 Months: N°=4°4l=°:
needed.to upgrade the nation's water-ilintribution sys- . -less, aiaew of these issues possess favdrsnble Safety tanks

.remover thsnext 20yearst"' . -» ~. .  - z th pod

costs ofstayihg in dinpliansewith wat er  "
1syvS'a.re.espéqiall;r..one;¢$gi§ f6xj.s:lnplaillelr bpera- _

November 2,2001
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WATER UTIUTY INDUSTRY
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.,.\

. Lairge-»acale` faréigzn have been very inter-.
wested in domeqzie vvateg utilities over the

T?1iet fleliv yan, an the_.late€t eviidemnée is the generous*
takeover offer RWE AG made forAmeu'ican Water Works,
the nat ion's largest .publ ic water company RW E, -
Germanadry-besedthiirm, wggtsynergies in the

Eng wt . Ty in I • _
at l b i ¢eount ry .F&| ; i gput i l i t i c l hav ehunN E 8
with t§1e risk-adj canning; l:ol:eintIll ofU.S. water
eumplnies..lnd they are lilly to continuing their buy-
inglpuewer thenext£ewy~een.Auueh.thenumI:erd'
_inveltnw-pvwngd water pnavidears veil:h-large territarieris

to than U.S. wafer utilities-gml'inveltuu If along
for substantial buyout dials. ' -

tors, since they have a limited base' of customers over
which to spread these costs. Small and mid-sized utili-

'ties Tgeneraliy weiconhie takeover offers ii'om larger ao-

anquiiring utility attempts to achieve ecomorniesifscaleRh ..gee . _

gx'ephic diversity and that` can reduce its susceptibility
to unfavorable weather patterns and potentially burden-
some local regulators. -

q\8i:ers bééaose of superior capita; resqilrees.-The

through the transactions. Also, it gains g1*ea&1' 586-- .

W a y * e r Q U t i l i t y
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November  1 .  2002 WATER UTILITY INDUSTRY
Inf1r1eul»truc£ure mama in the Water Utility Indus

t r y  w i l l  r i s e  c o n s i d e r a b l y  o v e r  t h e  c o m i n g  2 0
years Consequently,  larger companies are buying
smal ler ones in an attempt to achieve egeonomies
of scale

Water uti l i ty stocks are ranked to perform in
m i d d l e  d  t h e  p a c k  o v e r  t h e  c o m i n g  1 2  m o n t h s .
N o n e t h e l e s s .  c o n s e r v a t i v e  i n v e s W r s  c a n  f i n d
a b o v e -a v e ra g e  S a fe ty  ra n k s  a n d  a t t ra c t i v e dive
ten d s  i n  th e g r o u p

r n ¥ > u s ' 1 * a y TYi \ tIE1, INESS: 54 (of 98)

to achieve economies of  scale.  Also, a bigger company
gains greater geographic diversi ty that  can reduce ins
suscept ibi l i ty so unfavorable weather pat terns and pa
tent ial ly burdensome local regulators.  For example, the
regulatory cl imate in Cal i fornia has been et ta cost ly for
ut i l i t ies in the past couple of years, so companies, such
as  Ca l i f o rn i a  W at er ,  have  been ac t i ve l y l oo ldng f o r
acquisi t ion targets outside of  the statue.  On a posi t ive
note,  the passage of  a new law in Cal i fornia wi l l  al low
water ut i l i t ies to charge higher rates to customers (sub
sect  to refund) i f  regulators do not  render decisions on
rate cases wi thin establ ished processing periods.  This
ought to improve revenues for three out  of  four comps
mies in this review

R e c e n t  C h a l l e n g e s
The events of  September 11, 2001 have introduced

whole new set of challenges for the industry Companies
have been spending a lot of t ime, energy, and money on
making sure that  the i r  water  systems are reasonably
secure f rom potent ia l  t error i s t  a t tacks.  Ut i l i t i es have
turned. to local and federal regulators for reimbursement
and addi t i ona l  f und ing,  but  the amount  and t im ing of
future funds is  uncerta in.  A lso,  insurance casts have
so a re d  i n  t h e  p a s t  ye a r ,  a s  i n su re rs  a re  n o w  m o re
reluctant  to cover companies,  l i ke water ut i l i t ies,  that
can potent ial ly have catastrophic losses.

SDWA RegulatiOns
T h e  S a f e  D r i n k i n g  W a t e r  A c t  i S D W A )  a t  1 9 7 4

(amended in 19961 authorizes the EPA to work with
state and local governments no test for potential impu-
rities in drinking water. The EPA mandates what par~
ticularlevel of a certain contaminant is acceptable per a
specified amount at' water.  Water uti l i ties routinely
spend large portions of their annual capital nd»
tores on efforts to remain in compliance with D W A
guidelines. These companies must also comply with the
1972 Clean Water Act, and numerous other state and
local laws, another costly endeavor.

i n d u s t r y  C o n s o l i d a t i o n
Inf rast ructure costs in the water ut i l i t y  indust ry wi l l

l ikely soar over the next two decades.~These companies
m u s t  c o n s t a n t l y  r e p a i r  a n d  u p g ra d e '  t h e i r  e a s t i n g
water/wastewater systems in order. to comply wi th in-
c reas i l ng i y  s t r i c t  ru l es  i ssued by  t he  Env i ronmenta l
Protect ion Agency (EPA) and local  regulators.  Many of
the faci l i t ies and pipes that  t ransport  water were con
strutted over 100 years ago. The costs of replacing these
systems is considerably higher now than i t  was in the
past, even adjusting for inflation. Too. the ongoing deple-
t i on  o f  nea rby  sou rces  o f  w a t e r  f o rces  m any  w a t e r
u t i l i t i e s  t o  o b t a i n  w a t e r  f r o m  m o r e - d i s t a n t ,  m o r e -
expensive sources.. ,ever is diff icult and costly to trans-
port  because i t  is heavy and incompressible.  Nonethe-
less,  ut i l i t i es must  cont inue no keep pace wi th r i s ing
demand for drinking water from growing resident ial  and
indust r ial  customers.  Recent  est imates are that  i t  wi l l
cost  hundreds of bi l l ions of  dol lars to replace and up»
grade f a i l i ng  water  i n f ras tnxc tu res  over  t he  nex t  20
years .  Th i s  amounts  t o  more than the ent i re  current
assets of  the water industry in America.  Much of  these
coats wi l l  l i kely be f inanced by Federal  spending and
h igher  water  ra tes .  Never the less .  water  u t i l i t i es  are
going to  have to  ante up much h igher capi ta l  i nvest -
ments ever the coming years.
.  T h e cases at staying 'mcompl iance with drinking water
laws are especial ly onerous for smaller regional compa-
nies because they have fewer customers over which to
spread their eases. Slnnall  and mid-sized water ut i l i t ies
tend Ur welcome tekeotver of fers f rom larger,  bet ter-
capitalized companies so that they can uti l ize the bigger
i inua's superior resonreeS. Far instance, the EPA's new

'rules on the allowable levels of arsenic in drinking water
(10 part s  pet :  b i l l i on by January 2006) i s  compel l i ng
some smal ler ut i l i t ies to Merge wi th larger ones in-an
e8lort  to rernaio in compl iance with the new standards.
By purchasing these smaller entit ies, large uti l i t ies seek

D ecent GroUnds For `Canse1~vat i ve Investors
The wa&er~uti1ity stocks in this review are unlikely to

outperform the yea ahead market . .Nor1ethe£ess,  they
of fer above-average Safety ranks,  at t ract ive div idend
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INDUSTRY TIMELINESS: 97 (of 98)

Composite Statistics: Water Utility Industry

1999 2000 2001 2002 2003 2004 06-08
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Net Profit ($miII)
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39.5%

.5%

Income Tax Rate
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40.0%

.5%
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48.3%

50.3%

493%

52.4%

47.2%

53.9%
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2532.3

6.8%

t973.B
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October 31, 2003 WATER UTILITY INDUSTRY 1420

The Water Utility Industry's consolidation con-
tinues to gain momentum, as industry leaders look
for opportunities to buy out smaller companies
that are struggling to keep up with escalating
infrastructure costs and heightened regulatory
requirements.

Water Utility stocks are unlikely to outperform
the broad market for the year ahead. With that
said, however, some of these issues offer conserva-
tive investors attractive risk-adjusted, total-
return potential.

of dollars over the next 20 years will be needed to repair
the nation's entire water system. The Water Infrastruc-
ture Network believes that there will be a $12 billion
annual shortfall for wastewater infrastructure over that
period, and long-term help from the federal government
is needed to solve the problem. Water companies will
most likely foot the majority of the bill, though, as
budget deficits at state and local levels will limit funds
dedicated to the industry.

Government Regulations Industry Consolidation

With the costs of meeting safe drinking water guide-
lines on the rise, many smaller companies lack the funds
to commit to long-term structural improvements. As
such, these smaller water companies have been increas-
ingly willing to accept takeover offers from larger suitors
with significantly greater capital resources. The larger
utilities benefit from economies of scale, which enables
them to reduce overhead. In addition, the acquisitions
usually enhance geographic diversity, reducing a compa-
ny's vulnerability to weather fluctuations, Then, too, a
multistate territory helps to alleviate a company's expo-
sure to especially onerous regulatory atmospheres.
Large foreign utilities have been particularly active in
recent years, swallowing up domestic water companies
in an effort to gain exposure to the United States' steady
population growth.

In order to keep water supplies safe, national purifi-
cation standards have been established that the water
industry is required to meet. Amended in 1996, the Safe
Drinking Water Act (SDWA) of 1974 authorizes the
Environmental Protection Agency (EPA) to work with
state and local governments to periodically test for
impurities in drinking water and regulate the levels of
eontarninants that are acceptable per a specified amount
of water. These standards take into account the health
effects of chemicals, measurement capabilities, and tech-
nical feasibility. One of the most significant contami-
nants that the industry screens for is arsenic, a natu-
rally occurring substance, However, the EPA is in the
process of lowering the tolerated amount of arsenic to 10
parts per billion from 20 parts currently. The change is
expected to be in effect by January, 2006. Large chunks
of water utilities' annual capital budgets are already
spent on infrastructure maintenance and improvements
in order to stay in compliance with the SDWA, the Clean
Water Act, and numerous state and local laws. This
percentage is likely to climb even higher, as fears of
terrorism have prompted officials to further tighten
regulation requirements.

Investment Advice

Rising Infrastructure Costs

None of the stocks under review are timely at this
juncture, as poor weather conditions have resulted in
inconsistent earnings patterns. Although Philadelphia
Suburban, California Water Services Group, and Ameri-
can States Water all have below-average total-return
potential out to 2006-2008, income-oriented investors
might may find one of these stocks attractive, given their
favorable risk profile. Income-bearing stocks have
gained some additional popularity of late, because of the
recent federal tax bill that reduced the top rate investors
pay on dividend income to 15%. As usual, though, we
recommend that potential investors careful review indi-
vidual reports before making any new commitments.

Along with the necessity to remain in compliance with
increasingly strict water purity standards, water com-
panies are also being pressured to continually upgrade
aging facilities. Many of the water/wastewater systems
that are presently in use were built over 100 years ago
and are growing outdated. The costs associated with
replacing these systems are dramatically higher now
than when they initially were put in place. The EPA and
other industry sources indicate that hundreds of billions

Andre J Costanza
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Composite Statistics: Water Utility Industry
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O c t o b e r  2 9 .  2 0 0 4 WATER UTILITY INDUSTRY 1420
T h e  W a t e r  U t i l i t y  i n d u s t r y  c o n t i n u e s  t o  r a n k

n e a r  t h e  b o t t o m  o f t h e  V a l u e  L i n e i n v e s t m e n t
u n i v e r s e .  I n f r a s t r u c t u r e  c o s t s  w i l l  l i m i t  e a r n i n g s
f o r  a t  l e a s t  t h e  n e a r  f u t u r e ,  a s  t h e  h i g h  e x p e n s e s
a s s o c i a t e d  w i t h  m a i n t a i n i n g  a n d  i m p r o v i n g  t h e
c o u n t r y ' s  w a t e r - d i s t r i b u t i o n  s y s t e m s  c o n t i n u e  t o

H o w e v e r ,  i t  a p p e a r s  t h a t  r e l i e f  i s  o n  t h e  w a y  f o r
s o m e  c o m p a n i e s .  F a v o r a b l e  r e g u l a t o r y  r a t e  c a s e
r u l i n g s  h a v e  b e e n  h a n d e d  d o w n  a c r o s s  t h e  c o i n
t r y  a n d  l o o k  a s  t h o u g h  t h e y  m i g h t  b e c o m e  t h e

lated to the quality and purification of drinking water is
forcing many of the smaller water companies to look to
larger suitors. Bigger companies with the market scale
to withstand the current onslaught of costs are clearly
taking advantage of this situation. Indeed, these firms
are growing their businesses at relatively low costs as
well as diversifying their operations into less regulated
and more-rapidly developing areas of the U.S. Aqua
America is a perfect example, making nearly 20 acquit
sitions since the close of last year. Aqua recently put
chased a number of Pennsylvania-based companies in
order to help drive top-line growth. We anticipate that
the current  consolidation  theme will  persist ,  as we
expect restructuring costs to continue to rise

M e a n w h i l e ,  c o n s o l i d a t i o n  r e m a i n s  t h e  n a m e  o f
t h e  g a m e .  A l t h o u g h  m a n y  o f  t h e  i n d u s t r y ' s  s m a l l e r
p l a y e r s  l a c k  t h e  c a p i t a l  r e q u i r e m e n t s  t o  m e e t
g r o w i n g  g o v e r n m e n t  r e g u l a t i o n s ,  l a r g e r  c o m p a -
n i e s  a r e  u s i n g  t h e  c o n s o l i d a t i o n  a s  w a y  t o  b o o s t
p r o f i t a b i l i t y  v i a  g r o w i n g  i t s  c u s t o m e r  b a s e R e g u l a t o r y  A s s i s t a n c e

I n f r a s t r u c t u r e  C o s t s
Although water utility company's have been forced to

deal with lethargic case rulings in the past couple of
years, some governing bodies are picking up the pace. In
California, for example, the California Public Utilities
Commission (CPUC) has handed down a number  of
favorable rate-relief rulings in recent months, and more
are expected. With the California electric crisis seem
infly in the rearview mirror, the current administration
seems intent on delivering more timely assessments
American States Water Company and California Water
Service Group have both seen profits benefit from recent
case rulings over the past quarter

Infrastructure costs continue to climb higher as water
utility companies, with little help from strapped govern~
went branches, are forced to deal with maintaining and
upgrading existing facilities. Costs are becoming an even
greater concern as time passes because a number of the
functioning systems currently in  place are over  100
years old and in need of significant repair. That said, we
believe that it will take hundreds of billions of dollars to
renovate existing pipelines over the next few decades. To
make matters worse, the costs of staying in compliance
with regulatory laws are growing even more difficult,
due to fears of terrorist activities against the country's
drinking supplies. Although the Safe Drinking Water Act
(SDWA) of 1974 remains the authority for the safety and
purity of drinking water, recent amendments are mak-
ing compliance even more demanding.  In  1996,  an
amendment authorized the Environmental Protection
Agency (EPA) to step up local compliance levels. And,
governing law-makers now insist that the EPA work
with local and state governments to test for impurities in
drinking water and to regulate the levels of contami-
nants that are acceptable

I n v e s t m e n t  A d v i c e

Most investors will want to take a pass on the stocks
covered in the next few pages, as they offer uninspiring
returns out to decade's end. In addition, not one of the
stocks in this edition is ranked to outperform the market
in  the next six to 12 months.  Nonetheless,  income
oriented investors may like the industry's solid dividend
yields. California Water may have some added appeal for
the r isk-averse, given its above average Safety rank
Still, we advise that potential investors carefully review
the individual reports in the ensuing pages before may
in a commitment to any of the stocks mentioned above

A  B u y i n g  O p p o r t u n i t y
A n d r e  J .  C o s t a n z a

T h e  g r o w i n g  r e g u l a t i o n s  a n d  c o s t s  a s s o c i a t e d  w i t h
s t a y i n g  i n  c o m p l i a n c e  w i t h  g o v e r n m e n t  s t a n d a r d s  r e

9 2004, Value Line Publishing, Inc. All riots reserved. Factual material is obtained from sources believed to be retable and is provided without warranties of any kind
THE PUBUSHER IS NOT RESPONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial. irrtemal use. Na part
al n may be reproduced, resold, stored or transmitted in any printed. electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

m
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Composite Statistics: Water Utility Industry
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Income Tax Rate
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52.4%
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Long-Term Debt Ratio
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55%
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October 28, 2005 WATER UTILITY INDUSTRY 1419
After showing some brief  signs of a turnaround

last year,  the W ater Ut i l i ty Industry appears to
have reverted back to i ts old ways. Feel ing the
ef fects of  u cooperating weather condit ions and
high infrastructure costs, the stocks in this indus-
try have had trouble meeting earnings expecta-
tions and, as a result, have sorely underperformed
the broader market in recent months. In fact, none
of the water uti l i ty stocks that are covered in the
next few pages are ranked better than 3 (Average)
for Timel iness, based on our momentum based
ranking system. As a whole, the industry ranks
near the bot tom of  the Value Line inv estment
universe.

And the f uture does not  look much br ighter .
Although a more favorable regulatory landscape
and normalized weather conditions ought to pro-
v ide a better landscape, we are concerned that
rapidly growing infrastructure costs wil l  continue
to undermine this group's earnings out  to late
decade.

Easing Tensions

tores are upwards of 100 years old and are in severe
need of maintenance and, in some cases, massive reno~
nations and rebuilding. And, given the geopolitical vola-
tility worldwide and the heightened threat of bioterror-
ism on U.S. water pipelines and reservoirs, these costs
are likely to continue to only rise, as companies strive to
comply with EPA water purification standards. Infra-
structure repair costs are expected to climb in the
hundreds of millions of dollars over the next two de-
cades, putting many smaller water companies at a
distinct disadvantage. With a dearth of resources to fund
these improvements, many such companies are being
forced to sell. But, given the current landscape, larger
companies with the flexibility and capital to deal with
the higher costs are utilizing the weakness to add
additional legs of growth to their businesses. Aqua
America, the largest water utility in our survey, for
example, has made more than 90 acquisitions in the past
five years, doubling its revenue base during that time.
The company does not seem to be slowing its aggressive
spending ways and has the highest return on equity of
any of the stocks that we cover here.

Although designed to keep a balance of power between
consumers and providers, regulatory authorities, have
long been a thorn in the side of water utility companies.
Rate relief case decisions had often been unfavorable
and untimely, with some rulings being pushed off for as
long as two years. But, it finally looks as though things
are taking a turn for the better, especially in the state of
California. The California Public Utilities Commission
(CPUC), which is responsible for ruling on general rate
case requests in the Golden State, has been handing
down more-favorable and timely decisions in recent
months, thanks, in part, to the efforts of Governor
Schwarzenegger. He has replaced members thought to
be antagonists of rate relief with more-business-friendly
members, and additional moves may be in the works.
The recent changes makes for a favorable backdrop for
water utility companies operating in California, such as
American States Water Co. and California WaterService
Group,

Investment Advice

Costs

Most investors will probably want to take a pass on
the stocks in this industry. Typically market laggards,
not one of the issues covered in the next few pages
stands out for near-term or long-term capital gains
potential. The limited financial resources of most of
these companies, along with the capital-intensive nature
of the industry, will probably l imit any substantial
growth out to late decade.

Those seeking to add an income component to their
portfolio may find an attractive option here, though.
Each of the stocks in this industry carries an above-
average dividend yield, with American States Water and
California Water offering the highest percentages. Cali-
fornia Water offers some additional appeal, as it has a 2
(Above Average) Safety rank. As is always the case, we
recommend that all potential investors take a more in
depth look at the individual reports on the following
pages before considering making any future financial
commitments.

But, while regulators are easing their stance on rate
case decisions, this does not look to be the case for
infrastructure demands. Many of the current infrastruc-

Andre J Costanza

0 2005, Value Line Publishing, Inc. All riots resewed. Factual material is nblained lin sources believed 10 be reliable and is provided wilhnn warranties of any kind.

THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. | non-commerdal, inlemal use, No pan
al k may be mpmduced, resold, stored or transmitted in any primed, electronic Ur other form,

This publication is stricviy for subscriber s own, |

of used for generating of maMeiing any printed or electronic publication, service Ur product.
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Composite Statistics: Water Utility industry
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October 27, 2006 WATER UTILITY INDUSTRY 1416

geopolitical volatility worldwide and the threat of bio-
terrorist actions on U.S. water systems. In all, infra~
structure repair costs are expected to climb into the
hundreds of millions of dollars over the next two de-
cades. However, these increasing costs will make it very
difficult for water utility companies to maintain the
earnings momentum that we the expect the improved
regulatory landscape to produce this year out to late
decade.

Despite better regulatory backing, most of  the
water uti l i ty companies covered in the next few
pages hav e  con t i nued  t o  s t r ugg l e  i n  r ecen t
months.  Unseasonably wet  weather condi t ions
and escalating infrastructure costs remain at the
heart  of  the problem,  pressur ing margins and
l im i t ing bot tom-l ine growth.  As a resul t ,  these
perennial market laggards continue to rank at the
bottom of the Value Line investment universe for
T im el i ness.  A l though we suspec t  t hat  m ore-
normal  weather  condi t ions wi l l  ev entual l y  re-
sume, the growing need for infrastructure renova-
t ions remains a major  concern going f orward.
Higher spending poses a threat to the industry's
long-term prospects, especially given the capital
constraints that most companies are facing. As a
resul t ,  none of  the issues in this industry hold
worthwhile 3- to 5-year appreciation potential at
this t ime. Meanwhi le, div idend yields have lost
some appeal, as well.

Opportunity???

Regulatory Landscape

With limited resources to fund rising capital expendi-
tures, many smaller companies in this industry are
being forced to shop their businesses, presenting an
opportunity for larger suitors with the resources to foot
the bill. No company exemplifies this better than Aqua
America, the largest water utility in our Survey. It has
made well over 100 acquisitions in the past five years,
using the aforementioned weakness of smaller players to
improve their operations and increase their presence. It
has drastically increased its customer base and clearly
improved its longer-term prospects, and therefore holds
the best 3- to 5-year appreciation potential of all the
stocks in this industry. We expect that the consolidation
trend will continue as water standards continue to
climb.

Regulatory authorities, designed to keep a balance of
power between consumers and providers, have long been
a nemesis to water utility companies. Rate case deci-
sions have been unfavorable and untimely, sometimes
taking as long as two years to complete. However, the
tide appears to have turned more recently, particularly
in California, where a few of the utilities in this Survey
generate a fair portion of their revenues, The California
Public Utiiities Commission, for example, behind the
efforts of Governor Schwarzenegger, has been handing
down more-favorable and timely decisions. He has re-
placed members thought to be adversaries of rate relief
with more-lenient constituents. The changes provide a
healthy backdrop for utility companies that request a
step-up in rates each year.

Investment Advice

Drowning In Expenses

This is not an industry that most investors will want
to emphasize. Not one of the stocks here stand out for
Timeliness or 3- to 5-year appreciation potential. Mak-
ing matters worse, higher interest rates have increased
the income-producing appeal of alternative investments,
making the yields found in this industry modestly at-
tractive at best. Thus, most will want to avoid this
untimely industry for now. However, California Wateris
ranked 2 for Safety. This, along with its historically
steady stream of income, may appeal to more-
conservative investors. As always, though, we recom-
mend that investors study the individual reports of each
company in the next few pages before making any
financial commitments.

Although regulators appear to be more business-
friendly with case decisions, they are becoming increas-
ingly more stringent with infrastructure demands.
Many of the current infrastructures are more than 100
years old, and in need of serious upkeep and even
complete renovation in some cases. Meanwhile, the
Environmental Protection Agency (EPA) continues to
increase its water purification standards, given the

Andre J Costanza
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Composite Statistics: Water Utility Industry
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Many of the stock's in the Water Utility industry

have cont inued to benef i t  f rom more favorable
regulatory backing since our October rev iew. Ne-
v ertheless,  as usual ,  the industry,  as a whole,
ranks at the very bottom of the Value Line invest-
ment universe for Timeliness. Elevated well and
waterway maintenance costs are responsible for
m ost  of  the b lam e and wi l l  l i ke l y  cont i nue to
dampen prof i ts for years to come. Indeed,  the
growi ng need f o r  i n f rast ruc ture  renov at i ons
poses a signif icant threat to the industry's long-
term prospects, especially given the capital con-
st raints that  most  companies are f acing.  As a
result, many investors are going to want to steer
clear of the issues in this industry.

Regulatory Winds at its Back

structure repair costs are expected to climb into the
hundreds of millions of dollars over the next two de-
cades. These extra costs will make it very difficult for
most water utility companies to sustain the earnings
momentum that we think the improved regulatory land-
scape will produce this year.

Many of the smaller companies in the industry do not
have the resources to meet the capital expenditures that
they are being saddled with. Some are deciding to merge
with larger, more financially sound enterprises. As a
result, some of the biggest water utility companies are
growing bigger, faster than ever. Aqua America, for
example, has made well over 100 acquisitions in the past
five years (28 coming in 2006), based on the aforemen-
tioned weakness of smaller players, improved operations
and increased their lines. This has drastically increased
its customer base and clearly improved its long-term
prospects. We expect Aqua to continue growing its busi-
ness via acquisitions as rising water standards spark
further consolidation.

Regulatory authorities, designed to keep a balance of
power between utility providers and consumers, have
been extremely tough on utility companies in years past.
However, current administrations have taken a much
more business-friendly approach in recent months in
handing down timely and generally favorable rulings.
This has not been more glaringly evident than in Cali-
fornia, where the California Public Utilities Commis-
sion's board has undergone a major facelift with adver-
saries being replaced with business supporters, Recent
rulings set a good tone for utility providers doing busi-
ness in the Golden State, which typically request a
step-up in rates every year, This augurs particularly
well for California Water Service Group and American
States Water, which both derive a significant amount of
business from California.

Investment Advice

But Choppy Waters Lie Ahead

Most investors will want to steer clear of the stocks in
the Water Utility Industry. Each of the issues in the
coming pages hold below average appreciation potential,
whether it be for the coming six to 12 months or out to
2009-2011. In fact, each is ranked either 4 or 5 for
Timeliness. The growing infrastructure costs and capital
constraints mentioned above are likely to continue pres-
suring bottom lines of water utility companies for years
to come.

Meanwhile, most look to have lost their income appeal
as well. Higher interest rates have increased the income-
producing appeal of alternative investments, making the
yields found in this industry modestly attractive at best.
That said, more conservative investors looking for a
steady stream of income may want to take a peek at
California Water, which is ranked 2 (Above Average) for
Safety. Its yield is still above the Value Line average.
Nevertheless, we advise all potential investors to care-
fully look over the individual reports of each company in
the next few pages before making any decisions.

Even still, the same cannot be said for infrastructure
costs. Although regulators are softening their stance on
rate case decisions, infrastructure demands are growing
more stringent. Many of the current infrastructures are
more than 100 years old and in need of serious upkeep,
or even complete replacement in some cases. Water
companies are being forced to pony up significant cash in
order to get their systems up to par. Making matters
worse, the Environmental Protection Agency (EPA) con-
tinues to increase its water purification standards, given
the geopolitical volatility worldwide and the threat of
bio-terrorist actions on U.S. water systems. In all, infra-

Andre _I Costanza
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Stocks Rise on Soothing Inflation News

Thursday , February 24, 2005

sox NEWS

NEW YORK
AQv{l;TlgE,,l£n3"

Stock rose on Wednesday, rebounding from Tuesday's massive
losses, as investors welcomed a tame report on January
consumer prices, >better-than-expected corporate earningsand
two merger deals

The Dow Jones industrial average (search) closed up 62.59
points, or 0.59 percent, at 10,673.79.
Index (search) was up 6.64 points, or 0.56 percent, at 1,190.80
The technology-laced Nasdaq Composite Index (searciw) was up
0.93 points, or 0.05 percent, at 2,031 .25

The Standard & Poor's 500

We were heavily oversold yesterday on the oil news and we are
getting a technical bounce a little bit. Oil is down today and it is
definitely being helped by the fact that the dollar is up," said Tom
Schrader, managing director, U.S. equity trading, Legg Mason
Wood Walker

'-..I'.-F* meRAYlTY.C€)M

Investors also said minutes from the last meeting of the Federal Open Market Committee (search) revealed little to suggest
the Fed would increase the pace of future rate increases

The blue-chip Dow and the broader Standard & Poor's 500 index got a boost from Procter & Gamble Co. (PG), which
jumped 2.4 percent to $53.49, after UBS raised its rating to "buy" from "neutral," citing optimism about the consumer
products maker's deal to buy Gillette Co

The Nasdaq stayed just in positive territory as Apple Computer Inc. (AAP )jumped 3.4 percent to $88.19 after it introduced
new versions of its hugely popular digital music player, including an 'pod mini' with a color screen

Judging by conversations with our clients, people were looking to re-engage," said Brian G. Belski, market strategist at
Piper Jaffray. "If we'd had a stronger semblance of inflation, this thing could've really come uncoupled today

The Labor Department (search) reported a tiny 0.1 percent rise in consumer prices during January as energy
costs slid for a second straight month. The data, which suggests consumer inflation remains very much under
control, was at odds with last week's report on wholesale prices

Wall Street economists had expected a 0.2 percent rise in the CPI, both overall and excluding food and energy, but traders
had been bracing for the possibility of larger gains after a report on Friday showed a big pickup in core producer prices
which raised concerns of more aggressive hikes in interest rates by the Fed

There was a lot of relief over the CPI figure ..-. the fear was it was going to be higher and this would trigger a change in
strategy by the Fed," said Michael Metz, chief investment strategist at Oppenheimer & Co

The Federal Reserve concluded at its last meeting on Feb. 1-2 that interest rates likely remained too low to keep inflation
stable and held open the possibility of altering the pace of future increases, minutes of the meeting issued on Wednesday
showed

On balance, the central bank's policy-setting Federal Open Market Committee felt its policy of pushing rates up would keep

http://www.foxnews.com/printer_ii'iendly_story/0,3566,148460,00.html 8/1/2008
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inflation in check but left no doubt it intended to keep on raising them.

The dollar, which tumbled Tuesday on rumors that South Korea planned to diversify its currency holdings away from the
greenback, recovered somewhat after Seoul's central bank denied the report. Gold fell, as did oil prices, which skidded 25
cents to $51 .17 per barrel on the New York Mercantile Exchange (search).

Pharmacy benefits manager Medco Health Solutions Inc. (MHS) was down 29 cents at $43.14 after saying it had agreed to
buy Accredo Health Inc. (ACEDO) , a distributor of specialty drugs and services, for about $2.2 billion in cash and stock. The
deal would create the nation's largest specialty pharmacy business, Medco said. Accredo shares surged 39 percent, or
$11 .87, to $42.11 .

Yellow Roadway Corp. (YELL) was in talks to acquire it Ina deal possibly valued at more than $1 billion.
added 4.7 percent, or $2.60, to $57.95.

Trucking company USF Corp. (USFC) jumped 13 percent or $4.37, to $37.73, after The Wall Street Journal reported that
Yellow shares

Toll Brothers Inc. (TOL) rose 4 percent, or $3.21 , to $84.25, as soaring demand for luxury homes boosted profits in the first
quarter, prompting the company to raise delivery estimates for 2005. Its earnings blew past the estimates of analysts
surveyed by Thomson First Call.

Lowe's Cos. (LOW) was up 37 cents at $57.90 after the nation's second largest home improvement chain reported a nearly
27 percent rise in fourth quarter earnings on an almost 18 percent increase in sales. The results beat Wall Street's
expectations by a wide margin.

Chiquita Brands International Inc. (CQB) was up 5 cents at $22.05 after the banana grower announced plans to acquire
Fresh Express, the nation's top seller of bagged salads, from Performance Food Group Co. for $855 million in cash. The
announcement came a day after Chiquita reported its profit more than tripled in the fourth quarter.

Trading in stocks was active, with 1.5 billion shares changing hands on the New York Stock Exchange, just above the 1.46
billion daily average for last year. About 1.87 billion shares were traded on Nasdaq, just above the 1.81 billion daily average
last year.

On the NYSE, advancing stocks outnumbered declining stocks by 2-to-1. The number of rising stocks was about equal to
declining stocks on the Nasdaq.

The Russell 2000 index, which tracks smaller company stocks, was up 2.61, or 0.42 percent, at 620.54.

Overseas, Japan's Nikkei stock average shed 0.84 percent. In Europe, France's CAC-40 lost 0.63 percent, Britain's FTSE
100 slid 0.88 percent and Germany's DAX index dipped 0.29 percent.

Reuters and the Associated Press contributed to this report.
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Stock continue to fall on inflation. economic worries
Advertisement

NEW YORK (AP) - Stocks fell hard for a second day
Wednesday, with the Dow Jones industrial average losing
more than 120 points after a surprisingly weak reading on the
service sector of the economy raised concerns about the
continuing impact of higher energy prices

The Dow Jones industrial average fell 123.75, or 12%, to 10,317.36. The decline
followed a drop of 94.37, or 0.9%, on Tuesday

Broader stock indicators were lower. The Standard & Poor's 500 index fell 18.08. or
%, to 119639, and the Nasdaq composite index fell 36.34, or 1.7%, to 2103.02. The

major indexes are at their lowest points since the week of July 4

Equities opened lower after Tuesday's sell-off, then fell further when the Institute for
Supply Management reported that its non-manufacturing business index, which
measures the service sector, dropped to 53.3 in September from 65.0 in August

while any reading above 50 indicates the economy is expanding, the sharp drop in the
index was unexpected, following a strong report in manufacturing earlier this month

Wednesday's reading, which indicated supply managers were worried about higher
energy costs, spooked investors already nervous about the effects that rising oil and gas
prices will have going forward

The market was still mulling Tuesday's comments from Dallas Federal Reserve Bank
President Robert Fisher, who said inflation was nearing the high end of the Fed's comfort
zone - a clear signal that the Fed's short-term interest rate hikes would continue. The
higher prices for energy have been filtering into the rest of the economy

Investors are also jittery about earnings season, which officially starts Monday. Some
companies such as Clorox Co. have already begun to warn their earnings will not meet
expectations

We need to get (earnings season) out of the way and see how companies are doing
said Barry Berman, head trader for Robert W. Baird & Co. in Milwaukee

Small caps, which are highly sensitive to interest rates, dropped sharply. The Russell
2000 index of smaller companies fell 18.86, or 2.84%, to 644.98

A barrel of light crude settled at $62.79, down $1 .11, on the New York Mercantile
Exchange

http://usatoday.printthis.clickability.com/pt/cpt?action=cpt&tit1e=USATODAY.com+-+Sto... 8/1/2008
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Bonds rose, with the yield on the 10-year Treasury note falling to 4.35% from 4.38% late
Tuesday. The U.S. dollar was mixed against other major currencies in European trading
Gold prices fell

Investors are facing a Wall Street nightmare: A slower economy and higher interest
rates

Those looking for signs of a slowdown are finding them. For instance, home equity
lending at banks has slowed from a peak rate of $2 billion to $3 billion a week to "a
trickle" of $100 million in the past several weeks, according to a Citigroup report

There's just a lot of nervousness and cross currents," Berman said

One example: Home builder Hovnanian Enterprises IHQM) fell $1 .09 to $48.19 despite
its report that new contracts rose 61 .5% in September. Investors are concerned that the
steep run-up in housing prices is starting to stall as interest rates climb, those fears were
compounded by a New York Times report Tuesday that insiders in home building
companies have sold, in aggregate, almost $1 billion of the companies' stock this year

Other home builders also dropped. D.R, Horton (E)H§) fell 84 cents to $34.36, KB Home
§K8H) fell $2.95 to $67.46 and Toll Brothers (TOt.) fell 92 cents to $40.48

Utility operator Energy (ETR) fell $2.21 to $72.21 after it said the damage it suffered
from Hurricane Rita will range from $400 million to $550 million, a bill that comes on top
of damages that could hit $1 .1 billion from Hurricane Katrina. Energy's New Orleans unit
filed for bankruptcy protection after Katrina, citing $325 million to $475 million in
damages to power and natural gas transmission systems and the loss of most of its
customer base

Wendy's International (WEN) rose 61 cents to $47.33 even though it said third-quarter
same-store sales - or sales at stores open at least one year - fell 5% at its flagship
chain, as high gas prices curbed consumer spending and hurricanes shuttered
restaurants. The hamburger chain operator also said the effects of the recent storms and
higher beef prices will hurt third-quarter profits, but investors are excited by the planned
initial public offering of its Tim Horton chain

Declining issues led advancers by more than 5 to 1 on the New York Stock Exchange
where preliminary consolidated volume came to 2.52 billion, up from 2.37 billion traded
Tuesday

Overseas, Japan's Nikkei stock average fell 0.4%. Britain's FTSE 100 fell 1.2%
Germany's DAX index dropped 1.3%, and France's CAC-40 fell 1.2%

Copyright 2006 The Associated Press. All rights reserved. This material may not be
published, broadcast, rewritten or redistributed
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TREASURY MARKET WATCH

Treasury Prices Fall After Inflation News
U.S. prices are rising faster than expected

MARKETSCOPE :  T reasury  bond pr ices  fe l l  on Monday  af ter  economic  ind icators  fanned concerns  about  in f la t ion

Bond pr ices  deepened losses  la te in  the day  af ter  comments  f rom CNBC that  Fed Chai rman Bernanke fee ls  the f inanc ia l  markets  have
incorrec t ly  interpreted his  s tance on monetary  pol icy  and inf lat ion as  dov ish

The benchmark  t0-year  note tumbled 20/32 to  95-04/32 for  a  y ie ld  o f  514% as  of  3 :40 pm Eas tern Day l ight  T ime.  The 30~year  bond sank
28/32 to 89-05/32 for  a y ie ld of  5.22%

News hi t  that  the core PCE def lator ,  the Federal  Open Market  Commit tee's  favor i te inf lat ion gauge,  was  up a b i t  h igher than the expec ted
0.3% on the month af ter  a 0.1% gain in February ,  I t  is  up 2,0% on a year ly  bas is ,  f rom 1.8%

The ISM index  c l imbed to 57.3 in Apr i l  f rom 55.2 in March,  i t s  35th month of  expans ion.  U .S.  cons t ruc t ion spending rose 0.9% in March
af ter  ga in ing a rev ised 10% in  February .  U .S.  Personal  I ncome rose 0.8% in  March f rom February 's  0 ,3%.  Personal  Consumpt ion
Expendi tures  rose 0.6% af ter  ga in ing a rev ised 0.2% in February

A jump in core in i t iat ion readings br ings  the annual rate of  inf lat ion to the upper bound of  the Fed's  target  zone, "  says  Drew Matus ,  of
Lehman Brothers .  He th inks  the Fed w i l l  move the Fed funds  rate to 5.5% by  the end of  the th i rd quarter

But  pundi t s  see some hope

Global izat ion is  hold ing down inf lat ion,  the mos t  recent  repor t  on US labor  cos ts  is  espec ia l ly  encouraging"  says  Stephen s .  Roach,  of
Morgan Stanley  in New York .  "Major  cent ra l  banks  only  need to normal ize pol icy  set t ings ,  author i t ies  in Japan and China are the lates t  to
jo in the ranks  in doing so
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Stock Prices Fall on Inflation Fears
NEW YORK, Aug. 1, 2006

(AP) Heightened fears of inflation prompted investors to sell off stocks Tuesday as a key price index climbed to an 11-year high and an
improving manufacturing sector raised the likelihood of another interest rate hike by the Federal Reserve. In midmorning trading, the
Dow Jones industrial average fell 75.48, or 0.67 percent, to 11,110.20

Broader stock indicators also fell. The Standard & Poor's 500 index lost 10,43, or 0.82 percent, to 1,266.23, and the Nasdaq composite
index dropped 30.65, or 1.47 percent, to 2,060.82

while inflation-adjusted consumer spending rose a sluggish 0.2 percent in June, the Commerce Department also reported that
consumer prices are up 2.4 percent year over year, the highest rate of inflation since April 1995

A strong rise in the Institute for Supply Management's manufacturing index deepened investors' interest rate worries, as a strong
economy would make it easier for the Fed to raise rates without cutting off growth. The index rose to 54.7 in July, far better than the 53
reading economists had expected

The Fed meets next Tuesday to gauge whether more interest rate hikes are needed to clamp down on inflation. The Commerce and
ISM reports could push policy makers toward another quarter percentage point increase, which would put the benchmark rate at 5.5
percent. That would make capital more expensive for corporations _ and hurt corporate earnings and share prices.

Bonds slumped alongside stocks, with the yield on the benchmark 10-year Treasury note rising to 5.01 percent from 4.98 percent late
Monday. The dollar was mixed against other major currencies, while gold prices rose.

Rising crude oil and natural gas futures added to Wall Street's worries, since the Fed has signaled that high energy prices could further
feed inflation. Crude prices rose 40 cents to $74.80 per barrel due to multiple crises in the Maddie East, while natural gas futures built
on Monday's 14 percent surge based on higher U.S. electrical demand in a nationwide heat wave.

The chronic concerns over inmation caused investors to again overlook corporate earnings, which have been strong overall. Verizon
Communications Inc, fell 79 cents to $33.03 after reporting a 24 percent drop in second-quarter earnings that nonetheless beat Wall
Street expectations by 2 cents per share. Investors were disappointed, however, with the company's full-year forecast.

Qwest Communications International Inc. posted a profit after a year-ago loss, helped by improved profit margins on Hat revenues.
Qwest gained 39 cents to $8.18.

The higher energy prices that has the stock market in flux helped Marathon Oil to double its second-quarter profits from a year ago.
Marathon nonetheless lost 34 cents to $90.30 after reporting earnings that beat analysts' forecasts by 59 cents per share.

Agricultural processor Archer Daniels Midland also benefited from the energy markets as demand for corn-based ethanol fuels helped
the company double its quarterly earnings. ADM added 2 cents to $44.02.

Eastman Kodak Inc. slid $2.17, or 9.8 percent, to $20.08 after it posted its seventh consecutive quarterly loss. The one-time leader in
cameras and film is undergoing a difficult transition to digital photography.

Declining issues outnumbered advancers by nearly 3 to 1 on the New York Stock Exchange, where volume came to 183.2 million
shares, compared with 179.31 million traded at the same point Monday.

The Russell 2000 index of smaller companies fell 12.36, or 1.76 percent, to 688.20.

Overseas, Japan's Nikkei stock average fell 0.1 percent. In afternoon trading, Britain's FTSE 100 was down 0.18 percent, Germany's
DAX index fell 0.6 percent, and France's CAC-40 lost 0.65 percent.

On the Net:

New York Stock Exchange: http://www.nyse.com

Nasdaq Stock Market: http://www.nasdaq.com

Feedback Terms of Service Privacy Statement

http://www.cbsnews.com/stories/2006/08/01/ap/business/printableD8J7M7400.shtml
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Stock Prices Fall for 2nd Straight Day

Stock Prices Fall for 2nd Straight Day After Disappointing Earnings From Intel

The Associated Press

NEW YORK

The Dow Jones industrial average has dropped 52.10 to 12,546.08 in the opening minutes of trading
today, after falling 277.04 yesterday. The losses follow Intel Corp. announcing disappointing earnings
and a dim outlook.

The Nasdaq Composite fell 26.46 to 2,391.13 and the Standard & Poor's 500 index is off 4.89 to
1,376.06.

On the inflation front, higher costs for energy and food last year pushed the inflation rate up by the
largest amount in 17 years, even though prices generally remained tame outside of those two areas.
Consumer prices rose by 4.1 percent for all of 2007, up sharply from a 2.5 percent increase in 2006.

The Labor Department reported that consumer prices in December showed an increase of 0.3 percent for
the headline figure and a 0.2 percent advance for the core rate, which strips out food and energy prices.

Investor patience already is sorely tested by economists' predictions that a recession is at hand and by
unsteadiness in the financial sector, where many banks are struggling to restore badly damaged balance
sheets.

Intel's failure to meet earnings and revenue forecasts for the fourth quarter and new first-quarter revenue
guidance that is at the low end of analysts' forecasts should weary investors further. Earlier this week
there was market speculation that the technology sector, which sometimes benefits from a weak dollar
and overseas strength, might be able to withstand the weakness sweeping other parts of the economy.

Intel stock fell as much as 15 percent in after hours trade and contn'buted to heavy selloffs in Asia on
Tuesday. The share off $2.86, or 12.6 percent, at $19.85 before the opening.

Yet the technology sector saw some cheer Wednesday, thanks Oracle Corp.'s new deal to buy BEA
Systems Inc. for about $7.85 billion. Last year BEA rej ected a less expensive bid from Oracle, which
raised its offer but not to the level sought by BEA.

Treasury prices rose on the expected declines for stocks as oil futures came under pressure.

The dollar was back in the spotlight Wednesday. It hit sharp lows overnight in Asian trade on recession
fears, but later recovered some strength. The improvement pushed gold futures below the closely
watched $900 an ounce level for the first time this week as the two markets often trade in opposite
directions.

http://abcnews.go.com/print?id=4142360 8/1/2008
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JPMorgan Chase & Co. Wednesday offered a first-quarter earnings report that revealed relatively light
exposure to the subprime lending crisis as it took a writedown of $1.3 billion, which was smaller than
the massive losses of peers like Citigroup Inc. The company had a quarterly profit that fell below
analysts' expectations

On a worrisome note, the bank warned of difficult conditions ahead in 2008 and said profit was reduced
by problems with home equity loans that underscore the mounting pressures in consumer lending. The
company's stock fell 17 cents, or 0.43 percent, to $39, before the opening

Wells Fargo & Co. revealed its first decline in profit in more than six years and also cited rising losses
on home equity loans

The Federal Reserve, in setting monetary policy, is known to pay closer attention to the core rate and the
report should not rattle markets much. At this point investors are far more won°ied about the prospect of
slower growth than that of higher inflation.

In addition, Fed Chainman Ben Bernanke already has sent strong signals that another rate cut is on the
way this month. The Fed's next monetary policy meeting is Jan. 29-30, and some investors are hoping
for a rate cut before then.

In overseas trade, Japan's Nikkei gave up 3.35 percent. In Europe, London's FTSE 100 fell 0.82 percent,
Frankfurt's DAX fell 0.98 percent and Paris' CAC forfeited 0.34 percent.

Copyright 2008 The Associated Press. All rights reserved. This material may not republished,
broadcast, rewritten, or redistributed.

Copyright © 2008 ABC News Internet Ventures

http://abcnews.go.com/print?id=4142360 8/1/2008



he contends investors aren't expecting much from
the session, Wall Street is more immediately
concerned with energy prices and prospects for the
housing market.

"l don't think that the Fed can really pull any of its
levers to create a short-term fix," he said. "I think a
$5 drop in oil would be more significant."

Stocks decline
following inflation
reading

By TIM PARADIS AP Business Writer

In late morning trading, the Dow declined 99.41, or
0.88 percent, to 11,226.91. The Dow logged several
triple digit, back-and-forth swings last week, and
ended the week down 0.39 percent.A , e astUpdatedl 804!2 08 09:8 1 AA IMQT

Broader stock indicators also fell. The Standard &
Poor's 500 index declined 11.64, or 0.92 percent,
to 1 ,248.67, and the Nasdaq composite index
declined 27.63, or 1.20 percent, to 2,283.83»

NEW YORK-Stocks declined Monday after the
government issued an inflation report that deepened
wall Street's overall malaise. The Dow Jones
industrial average lost about 100 points.

The Commerce Department said an inflation gauge
tied to consumer spending rose by a sharp 0.8
percent in June, reflecting the impact of higher
gasoline prices. That was the biggest jump in the
indicator since a 1 percent rise in February 1981.

Many on Wall Street will likely trade cautiously
ahead of the Fed's meeting. The Fed is expected to
keep interest rates steady at 2 percent, given the
recent uriderwhelming readings on the economy.
Inflation rose sharply for businesses in June as they
paid higher prices for commodities, but it appears
to have eased in July as the price of oil retreated in
the second half of the month. That might take
pressure off the Fed to raise rates as a means of
containing inflation.

The data came in the department's report on
consumer spending, which fell 0.2 percent in June
after removing the effects of higher prices. The
increase in inflation offset some of the billions in
dollars in checks sent to taxpayers as part of the
government's economic stimulus plan.

Bond prices declined. The yield on the benchmark
10-year Treasury note, which moves opposite its
price, fell to 3.93 percent from 3.94 percent late
Friday. The dollar was mixed against other major
currencies, while gold prices fell.

The report raised investors' growing concerns
about the impact of rising prices on consumers,
whose spending is the lifeblood of the economy.

Light, sweet crude fell 72 cents to $124.38 a barrel
on the New York Mercantile Exchange.Richard E. Cripps, chief market strategist for Stifel

Nicolaus, said the economic readings arriving
Monday are reinforcing the negative sentiment in the
markets globally. while the Federal Reserve will hole
a regularly scheduled policy meeting on Tuesday,

Investors seemed unmoved by a Commerce
Department report that orders to U.S. factory jumped
at the fastest pace in six months in June. The report
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reflected increases in petroleum prices and heavy
demand for military equipment. Orders rose by 1.7
percent in June, more than double what had been
expected. It was the biggest gain since December.

Meanwhile, U.S. corporate earnings reports for the
second quarter were still arriving, but Monday's flow
was lighter. Cisco Systems Inc., News Corp. and
Procter & Gamble Co. all report earnings Tuesday.

Declining issues outnumbered advancers by about
3 to 1 on the New York Stock Exchange, where
volume came to 294.4 million shares.

The Russell 2000 index of smaller companies fell
14.47, or 2.02 percent, to 701 .69.

Overseas, Japan's Nikkei stock average fell 161 .41,
or 1.23 percent to 12,933.1. In afternoon trading,
Britain's FTSE 100 rose 0.13 percent. Germany's DAX
index fell 0.60 percent, and France's CAC-40 fell
0.75 percent.

On the Net:

New York Stock Exchange: hUpz// nysecom

Nasdaq Stock Market: http://www.nasdaq.com
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Mercantile Exchange. New York Stock Exchange: http!/www.nyse.com

Nasdaq Stock Market: http?/www.nasdaq.comLehman fell $1 .26, or 8.3 percent, to $13.77. There
have been reports swirling that the investment bank
might have to sell one of its businesses to raise
cash.

Retailers reported mixed quarterly results, adding
to investors' uncertainty about the economy.

Home Depot Inc. reported a 24 percent decline in
its second~quarter earnings but topped Wall Street's
expectations. The nation's largest home
improvement retailer reiterated its forecast for the
year. Shares dipped 50 cents to $26.46.

Target Corp. said its second-quarter earnings fell
7.5 percent but beat forecasts despite anemic sales.
Shares fell 22 cents to $49.83.

And Sales Inc. reported a wider-than-expected loss
in the second quarter as its affluent shoppers out
back on apparel. The luxury goods retailer also
issued a downbeat forecast for the year. Shares
dropped $1 .42, or 13 percent, to $9.80.

The Russell 2000 index of smaller companies fell
9.45, or 1.27 percent, to 732.52.

Declining issues outnumbered advancers by about
3 to 1 on the New York Stock Exchange, where
volume came to 270.8 million shares.

Overseas. Japan's Nikkei stock average tell 2.28
percent. In afternoon trading, Britain's FTSE 100 fell
2.10 percent, Germany's DAX index lost 2.08
percent, and France's CAC-40 fell 2.27 percent.

On the Net:

Advertisement
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1

2

3

INTRODUCTION

4

5

Please state your name and business address.

My name is Timothy J. Coley. My business address is 1110 W. Washington,

Suite 220, Phoenix, Arizona 85007.

6

7

8

In what capacity and by who are you employed?

I am a Public Utilities Analyst V employed by the Residential Utility Consumer

9 Office ("RUCO").

10 f

11

12

13

Please state your educational background and qualifications in utility regulation.

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

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

14 have participated.

15

16

17

Have you previously testified in rate proceedings before the Arizona Corporation

Commission?

18

19

20

Yes. I have previously presented testimony regarding revenue requirements in

rate case proceedings before the Arizona Corporation Commission (hereafter

referred to as "ACC" or "Commission).

21

22

23

24

Please state the purpose of your testimony.

The purpose of my testimony is to present findings and recommendations

resulting from my analysis and review of the Chaparral City Water Company, Inc.

A.

A.

A.

A.

A.

Q.

Q.

Q.

Q.

Q.

1
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2

3

4

5

(hereafter referred to as "Chaparral", or "Company") Rate Application for a

permanent rate increase. Chaparral is engaged in providing water service to an

area in eastern Maricopa County, Arizona, including the Town of Fountain Hills.

During the test-year ended December 31, 2006, Chaparral served approximately

13,500 customers.

6

7

8

9

10

11

12

13

What aspects of the Company's rate request will you address in your testimony?

I will sponsor RUCO's recommended original cost rate base ("OCRB") items,

reconstruction cost new less depreciation ("RCND" or "RCN") rate base items,

operating income and expenses, and rate design. RUCO witness William A.

Rigs by is sponsoring RUCO's recommended cost of capital and capital structure

issues. Mr. Rigsby will also sponsor testimony on Chaparral's request to recover

legal expenses associated with the Company's appeal of Decision No. 68176.

14

15

to

17

Please describe your participation and work effort on this project.

I performed the following procedures to determine whether sufficient, relevant,

and reliable evidence exists to support the financial data and claims in the

18

19

20

Company's application: reviewed and analyzed the Company's application and

supporting work papers, reviewed all other interveners' data requests, prepared

written data requests and evaluated the Company's responses, contacted

21

22

Company witness, Mr. Thomas Bourassa, for other information, reviewed annual

reports and prior Commission decisions regarding Chaparral.

23

A.

Q.

A.

Q.

2
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1

2

3

Please identify the exhibits and schedules that you are sponsoring.

My testimony is composed of rate base and operating income schedules for

Chaparral. The schedules are labeled TJC-1 through TJC-45.

4

5

6

Does your silence on any issues or matters pertaining to the Company's

application constitute RUCO's acceptance of the Company's position?

No.7

8

9 THE TEST YEAR

10

11

What historical test-year did the Company utilize in its rate application?

The Company chose a test year ending December 31, 2006 ("Test Year").

12

13 Does RUCO agree with the Company's chosen historical Test Year?

14 Yes.

15

16 REVENUE REQUIREMENTS

17 Please summarize the results of your analyses for Chaparral City Water and your

18

19

recommended revenue requirement.

Chaparral's revenue should be increased by no more than $1,062,786. This

20

21

22

23

recommendation is summarized on Schedule TJC-1. My recommended original

cost rate base ("OCRB") is $21 ,328,051. My recommended RCND rate base is

$33,674,604. The average OCRB and RCND rate base equals the fair value rate

base ("FVRB") in the amount of $27,501,327 for Chaparral. This information is

A.

Q.

A.

A.

Q.

Q.

A.

Q.

A.

Q.

3
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1

2

3

4

5

6

shown on Schedule TJC-2. The detail supporting the OCRB is presented on

Schedules TJC-3 while the detail supporting the RCND rate base is shown on

Schedule TJC-13. The Company has requested that its FVRB be used for

setting its rates in this application. My adjusted test year operating income of

$1,101,299 is detailed and presented on Schedule TJC-31. My recommended

adjusted operating income of $1 ,753,854 is shown on Schedule TJC-30.

7

8 SUMMARY

9 Please summarize the recommendations and adjustments you cite in your

10

11

testimony.

The following recommended adjustments summarize my testimony:

12

13 Original Cost Rate Base ("OCRB") Adjustments:

14 Adi. #1 - Intentionally Left Blank

15

16 Adi. #2 - Intentionally Left Blank

17

18 Adi. #3 - Remove Wells 8 81 9 - This adjustment removes well numbers 8 & 9

19 from Gross Utility Plant in Service ("GUPIS") and reduces plant by $103,468. A

20

21

corresponding adjustment of $103,468 to accumulated depreciation is necessary

to eliminate the related accumulated depreciation. These two wells are no longer

22 in service.

23

A.

Q.

4
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Adi. #4 .- Intentionally Left Blank

Adi. #5 Remove Shea Treatment Plant #1 - This adjustment removes Shea

Treatment Plant #1 from GUPIS and reduces plant by $2,010,923

corresponding adjustment to accumulated depreciation is necessary in the

A

amount of $2,010,923 to eliminate the related accumulated depreciation. This

plant has not been in service since 2003

Adi. #6 - Capitalize Expensed Plant Items - This adjustment increases GUPIS

The Company expensed some plant i tems that are more

appropriately capitalized because they have an estimated useful life of 12 - 15

years. A corresponding adjustment to decrease the appropriate expense will be

discussed later in the operating income section

by $43,217.

Adi. #7 - intentionally Left Blank

Adi. #8 - Intentionally Left Blank

Adi. #9 - Accumulated Depreciation This adjustment decreases accumulated

depreciation by $76. It reflects RUCO's recommended accumulated depreciation

balance since the Company's last rate case. The adjustment is the result of my

analysis, which used the Commission - approved level of plant in the Company's

prior rate case as a starting point, and then reconstructed all subsequent plant



Direct Testimony of Timothy J. Coley
Chaparral City Water Company, Inc.
Docket No. W-02113-A-07-0551

1 additions, retirements, adjustments, and transfers using the ACC approved

2 depreciation rates.

3

4

5

Adi. #10 - General Office Plant and Accumulated Depreciation- This adjustment

reduces General Office plant by $95,944 and accumulated depreciation by

6 $51 ,498. The adjustment corrects the Company's 4-Factor General Office

7 allocation factor from 3.21 percent to 2.8 percent.

8

9

10

Adi. #11 - Remove Post-Test-Year General Office Plant - This adjustment

removes post-test-year plant and reduces General Office plant by $15,434.

11

12 Adi. #12 - intentionally Left Blank

13

14 Adi. #13 - Intentionally Left Blank

15

16 Adi. #14 Contributions in Aid of Construction .("CIAC") This adjustment

17 increases CIAC and OCRB by $1,523. The Company used an amortization rate

that was different than authorized in Commission Decision No. 68176.18

19

20 Adi. #15 - Additional Central Arizona Proiect ("CAP") Allocation - This

21

22

adjustment removes the additional CAP allocation as not used and useful. It

reduces OCRB by $1 ,280,000.

23

6
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Adi. #16 - Working Capital - This adjustment reduces working capital in the

amount of $111,606 by including a cash working capital calculation that the

Company failed to provide in its rate application

5 Reconstruction Cost New less Depreciation ("RCND" or "RCN") Rate Base

6 Adjustments

Adi. #1 - Reconstruction Cost New ("RCN") Factor Rounding - The adjustment

9

decreases RCN direct plant by $118 and corrects the Company's truncating of

the RCN factor when trending the plant up to reconstruction cost new values.

10

11

12

13

Adi. #2 - Correct Plant Account 304 RCN index Factors on Three Line Items

This adjustment reduces both GUPIS and accumulated depreciation by $17,807

and $4,411 respectively. It corrects the RCN Index Factors for three direct plant

line items in account 304.14

15

16 Adi. #3 - Remove Wells 8 81 9 - This adjustment removes well numbers 8 & 9

17 from RCN Gulls. It reduces both plant and accumulated depreciation by

18 $435,284. These two wells are no longer in service.

19

20 Adi. #4 - Remove RCN Double Count of Plant Transfers Authorized in

21

22

Commission Decision No. 68176- This adjustment removes a double count from

the RCN UPIS that was previously authorized in Commission Decision No.

23 68176.

7
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Adi. #5 - Remove Shea Treatment Plant #1 - This adjustment removes Shea

2 Treatment Plant #1 from RCN GUPIS and reduces plant and accumulated

3 depreciation by $3,262,891. This plant has not been in service since 2003.

4

5

6 by $43,217.

7

8

9

Adi. #6 - Capitalize Expensed Plant Items - This adjustment increases GUPIS

The Company expensed some plant i tems that are more

appropriately capitalized because they have an estimated useful life of 12 - 15

years. A corresponding adjustment to decrease the appropriate expense will be

discussed later in the operating income section.

10

11 Adi. #7 RCN Direct GUPIS Reconciliation Rounding Adjustment This

12 It

13

adjustment is necessary to reconcile to RUCO's level of RCN GUPIS.

increases GUPIS by $35.

14

15 RCN Direct Plant Accumulated Depreciation Adiustment This

16

Adi. #8 ...

adjustment decreases RCN direct plant accumulated depreciation by $370,826 to

17 reconcile with RUCO's level of RCN accumulated depreciation.

18

19 Adi. #9 - Intentionally Left Blank

20

21 Adi. #10 General Office RCN Plant and Accumulated Depreciation This

22 adjustment decreases both plant and accumulated depreciation by $126,720 and

8
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$67,617 respectively. It corrects the Company's 4-Factor General Office

allocation factor from 3.21 percent to 2.8 percent

Adi. #11 This adjustment

removes post-test-year plant, reduces General Office plant by $15,434, and

Remove Post-Test-year General Office Plant

increases accumulated depreciation by $1 ,404

Adi. #12 - Intentionally Left Blank

Adi. #13 - Advances in Aid of Construction ("AIAC") - This adjustment reduces

AIAC and RCN GUPIS by $58,999 because any adjustment to GUPIS will cause

a change to the AIAC RCN Factor. This will be discussed later in my testimony

Ada. #14 Contributions in Aid of Construction ("CIAC") This adjustment

The Company used an

amortization rate that was different than authorized in Commission Decision No

increases CIAC and RCN GUPIS by $2,363.

68176

Adi. #15

adjustment removes the additional CAP allocation as not being used and useful

Additional Central Arizona Project ("CAP") Allocation This

and reduces RCN rate base by $1 ,280,000
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1 Adi. #16 Working Capital This adjustment reduces working capital in the

2

3

amount of $111,606 by including a cash working capital calculation that the

Company failed to provide in its rate application.

4

5 Operating Income Adjustments:

6

7

8

9

Adi. #1 - Depreciation 8¢ Amortization Expense -- This adjustment determines the

level of depreciation and amortization expense that should be allowed on a going

forward basis. Chaparral requires an adjustment that reduced the level of

depreciation and amortization expense by $91 ,690.

10

11

12

13

14

Adi. #2 - Propertv Tax Expense - This adjustment reduces property tax expense

by adjusting two factors: 1) the three years of revenue used in the Arizona

Department of Revenue ("ADOR") tax valuation formula and 2) the net book

value of the vehicles. The adjustment reduced property tax expense by $39,883.

15

16 Adi. #3 Miscellaneous Expense This adjustment decreases expenses by

17 $123,366 to reflect an average three-year normalized amount for the account.

18

19

20

21

Adi. #4 - Rate Case Expense - This adjustment reduces the Company's level of

rate case expense requested by $51 ,538. The adjustment removes unamortized

rate case expense related to the Company's previous rate case. RUCO witness,

22 Mr. Rigsby, will address the issue of additional rate case expense requested by

23 the Company associated with the prior rate case appeal.

10
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Adi. #5 - Purchased Water - This adjustment reduces purchased water expense

by $30,001. The adjustment is driven by RUCO's disallowance of the additional

CAP allocation and the actual gallons in the revenue annualization calculation

Adi. #6 - Outside Services Expense - This adjustment decreases outside

7

services expense by $71,000 because of a non-recurring expense on a going

forward basis.

8

9

10

Adi. #7 - Water Revenues .- This adjustment increases water revenues by

$61 ,949 due to actual gallons being used rather than estimates in the Company's

11 revenue annualization.

12

13 Adi. #8 Remove Expensed Plant Items and Capitalize

14 decreases Repairs & Maintenance Expenses by $43,217.

15

16

This adjustment

The Company

expensed some plant items that are more appropriately capitalized in plant

Account 339 - Other Plant and Equipment - because they have an estimated

17 useful life of 12 - 15 years.

18

19 Adi. #9 .- Intentionally Left Blank

20

21 Adi. #10 Purchased Power Expense ... This adjustment increases purchased

22 power expense by $12,149 to pump additional gallons of water derived from the

revenue annuaiization calculation.23

11
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1

2

3

Adi. #11 - Amortization of Additional CAP Allocation - This adjustment

decreases amortization expense by $64,000 as a result of RUCO's disallowance

of an additional Company proposed CAP allocation, which fails to meet the used

4 and useful standard.

5

6 Adi. #12 Income Tax Expense This adjustment increases income tax

7 expense by $260,215 to reflect RUCO's taxable income.

8

9 Rate Design:

10 Please describe the Company's present and proposed rate design for Chaparral

11

12

13

14

15

16

City Water.

The Company is proposing the same rate design approved by the Commission in

the prior rate case (Decision No. 68176) with one exception. For the irrigation

and construction classes, the Company has proposed that the commodity charge

be the same as other similar classes (i.e. standpipe and fire sprinkler). Other

than that one exception, the rate design appears to be the same.

17

18 Q.

19

What was the Company's rationale to set the irrigation and construction classes'

commodity charge to the same level with the standpipe and fire sprinkler

customer class?20

21

22

23

Company witness, Mr. Thomas Bourassa, pointed out that the irrigation and

construction customer class had the lowest commodity charge regardless of how

much was consumed. He stated that the irrigation and construction classes'

A.

Q.

A.

12
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1 commodity rate charge was "lower than the first tier of the 3/4 inch metered

residential customers."2

3

4

5

6

Does RUCO agree with Mr. Bourassa's description of his rate design and

decision to raise the commodity charge of the irrigation and construction class

customers to similar customer classes' commodity charge.

7 Yes. We will propose the same rate design using RUCO's recommended

8 amount of increase in rates later in this testimony.

9

10

11

ORIGINAL COST RATE BASE ("OCRB"):

OCRB Adjustment #1 - Intentionally Left Blank

12

13 OCRB Adjustment #2 - Intentionally Left Blank

14

15 OCRB Adjustment #3 - Remove Wells 8 & 9 - Not in Service

16 Please explain RUCO's OCRB adjustment to remove Wells 8 8¢ 9.

17

18

19

20

RUCO removed Wells 8 & 9 based on the Company's response to Staff data

request MEM 7.3, which stated that Wells 8 & 9 are both capped and are out of

service. The Company agreed to remove the wells from plant-in-sewice, stating

that the "impact on rate base will be zero."

21

22

A.

Q.

A.

Q.

13
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Does RUCO agree with the Company that the impact on rate base will be zero if

Wells 8 & 9 were to be removed from OCRB?

RUCO fully agrees with the Company that the impact on OCRB would be zero if

those two wells were to be removed from rate base. If the two wells were

removed from rate base corresponding adjustments would also be made to

accumulated depreciation, which has a zero effect on rate base

8 Why is the adjustment to remove Wells 8 8= 9 necessary if the impact to rate base

is zero?

There are several important reasons to remove the two wells from rate base

First, these wells have not been in service for several years. Second, the

Company might continue to record depreciation expense on the wells if they

were not removed from rate base. Finally, it is simply not good accounting to

allow the wells to remain on the Company's books and records

16 What adjustment does RUCO recommend to remove the inactive wells from rate

17 base so that the Company does not col lect depreciation expense from

18

20

ratepayers?

RUCO recommends decreasing wells and accumulated depreciation by

$103,468 resulting in a decrease to GUPIS as shown on TJC-7. This adjustment

would also be reflected on the depreciation expense Schedule TJC-32

23 OCRB Adjustment #4 - Intentionally Left Blank

Q.

Q.

14
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1 OCRB Adjustment #5 - Remove Shea Water Treatment Plant 1

2 Please explain RUCO's reason to remove the Shea Water Treatment Plant 1

from plant in service

In response to Staff data request MSJ 17-3, the Company stated "Shea WTP #1

was taken out of service in 2003." For all the same reasons I stated in RUCO

OCRB Adjustment #3, this plant should also be removed from rate base as not

being used and useful during the last five years

9 What recommendation is RUCO making for the Shea Treatment Plant 1?

RUCO recommends decreasing the Water Treatment Equipment account and

accumulated depreciation by $2,010,923 resulting in a decrease to GUPIS as

shown on Schedule TJC-8. This adjustment is also reflected in the depreciation

expense Schedule TJC-32

15 OCRB Adjustment #6 - Capitalize Expensed Plant Items

16

17

Would you please explain RUCO's adjustment to capitalize plant items that were

originally expensed?

Yes. When I reviewed the Company's response to Staff data requests MEM 15.5

and MEM 16.2, the plant items, air release vault boxes, have an estimated useful

20 life of 12 - 15 years as stated by the Company. The Company expensed these

items. RUCO believes these items are more appropriately capitalized rather than

expensed

Q.

Q.

Q.

15
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1

2

3

What adjustment is necessary to more appropriately capitalize these plant items?

The adjustment. to capitalize the expensed plant items is two-fold. First, it is

necessary to reduce Repairs 8. Maintenance expense by $43,217, which is

4 Next, an additional $43,217

5

shown on Schedule TJC-31 - Adjustment #8,

should be added to plant account 339 - Other Plant and Equipment, which is

reflected on Schedule TJC-32. This results in a decrease to expenses and an

increase to plant in service as shown on Schedule TJC-9

8

9 OCRB Adjustment #7 - Intentionally Left Blank

10

11 OCRB Adjustment #8 - intentionally Left Blank

12

13 OCRB Adjustment #9 - Direct Plant Accumulated Depreciation

14

15

16

17

18

19

20

21

22

Please explain RUCO's adjustment to Direct Plant accumulated depreciation.

I recomputed the direct plant and accumulated depreciation from the

Commission authorized level of the Company's last rate case on Schedule TJC-

6, pages 1-3. All plant additions and retirements since the test-year in that case

were added to and deducted from the Commission authorized level of plant and

accumulated depreciation. My recompilation of plant determined that RUCO and

the Company are in agreement on the test-year end plant balances. However,

my Schedule TJC-6, page 3 shows that the Company calculated $76 more of

accumulated depreciation than RUCO's Schedule TJC-6.

23

A.

Q.

A.

Q.

16
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1

2

3

Have you been able to determine the cause in the two different test-year end

accumulated depreciation balances for RUCO and the Company?

I can reconcile the two different balances of RUCO and the Company to within

4 $54. The Company agreed in response to RUCO data request 1.19 that it did

5

6

not book Staff Adjustment #5 from the last rate case decision. The Company

stated in the same data response that it would correct that in its rebuttal filing.

7

8 Would RUCO accept the Company's rebuttal adjustment as suitable?

9 Yes.

10

11
12
13
14

OCRB Adjustment #10
Depreciation Allocator

Correct General Office 4-Factor Plant & Accumulated

Please explain RUCO's adjustment to correct the general office 4-Factor

15 Allocator.

16

17

18

19

20

The Company had used 3.21 percent as an allocation factor to allocate the

general office to Chaparral. As the case proceeded, some confusion arose as to

the proper allocation factor to use between all parties involved. Company

witness, Mr. Bourassa, told me via telephone conversation that at the present

time 2.8 percent was the correct allocation for general office plant.

21

22

23

24

What recommendation is RUCO making?

General office plant in service should be decreased by $95,944 and accumulated

depreciation should be decreased by $51 ,498 based on the 2.8 percent

A.

A.

A.

A.

Q.

Q.

Q.

Q.

17
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1 allocation factor mentioned above as shown on Schedule TJC-10, pages 1 and

2

3

4 OCRB Adjustment #11 - Remove Post-Test-Year General Office Plant

5 Please explain RUCO's adjustment that removes post-test-year general office

6

7

8

plant.

The Company included two items of post-test-year plant in the general office in

Accounts 303 and 340. I removed those two post-test-year general office plant

9 items.

10

11

12

What recommendation is RUCO making?

RUCO recommends reducing general office plant in service by $15,434 as

13 shown on Schedule TJC-11

14

15 OCRB Adjustment #12 - Intentionally Left Blank

16

17 OCRB Adjustment #13 - Intentionally Left Blank

18

19 OCRB Adjustment #14 - Contributions in Aid of Construction ("CIAC")

20

21

Would you please explain RUCO's adjustment to CIAC?

Yes. Commission Decision No. 68176 authorized a CIAC amortization rate of

22 3.3588 percent. The Company utilized a composite rate of all the Company's

A.

A.

Q.

A.

Q.

Q.

2.

18



Direct Testimony of Timothy J. Coley
Chaparral City Water Company, Inc.
Docket No. w-02113-A-07-055t

1 accounts. I do not believe that is the correct method to determine an

2 amortization rate.

3

4

5

6

7

8

Why do you believe that a total Company composite rate is improper?

CIAC consists primarily of mains, services, and meters with 2-3 percent

depreciation rates - not higher depreciable plant like transportation equipment at

a 20 percent rate and communication equipment at a 10 percent rate. believe

the Commission establishes the CIAC amortization rate in rate case decisions,

9

10

11

12

and that rate will remain constant going forward until the next rate case decision.

If the Commission disagrees with that understanding, a more proper way to

derive a composite amortization rate for CIAC would be to use only the accounts

in which CIAC resides rather than a composite rate for all plant accounts.

13

14 Did you do an analysis using just the accounts that CIAC exists in?

15 Yes.

16

17 What composite rate did you derive when using only accounts in which CIAC

18 exists?

19 I derived at a 2.96 percent composite CIAC amortization rate.

20

21 If the Commission decides it does set CIAC amortization rates in rate decisions,

22

23

what adjustment is RUCO recommending?

RUCO recommends increasing CIAC by $1 ,523 as shown on Schedule TJC-12.

A.

Q.

A.

Q.

Q.

A.

A.

Q.

19



Direct Testimony of Timothy J. Coley
Chaparral City Water Company, Inc.
Docket No. W-02113-A-07-0551

1 oRB Adjustment #15 - Remove the Deferred Asset - Additional CAP Allocation

2

3

4

5

Please explain RUCO's adjustment to remove the Company proposed deferred

regulatory asset from rate base that is related to the additional CAP allocation.

RUCO removed the Company proposed deferred regulatory asset related to the

additional purchase of CAP water as not currently used and useful.

6

7

8

9

10

11

12

13

14

15

How did RUCO come to the conclusion that the additional purchase of CAP

water that the Company booked as a regulatory asset is not used and useful?

The Company's Schedule H-2, page 3.1, shows that 2,084,339 (in thousands)

gallons of water was sold in the test-year. Company witness, Mr. Bourassa,

made a pro forma adjustment to test-year revenues to account for a significant

reduction in water use by three of four golf courses that the Company serves.

That adjustment reduced gallons sold on a going forward basis by 257,090 (in

thousands). The table below shows the gallons sold and the Company's pro

forma adjustment based in acre feet:

16 Acre Feet

17

18

Gallons Sold in 2006 = 2,084,339

Company Adjustment (Gallons in 1,000's = 257,090)

6,397

(789)

19

20 Total Acre Feet of Water Sold Adjusted 5,608

21

22

23

RUCO agrees with the Company's gallons and acre-feet sold calculation but

does not agree with the pro forma adjustment. The Company's pro forma

Q.

A.

A.

Q.

20
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1

2 The

3

4

5

6

adjustment is based on post-test-year 2007 when Chaparral experienced

significant reduction in water being purchased by the golf courses.

Company's adjustment was based on five months (August .- December) of

estimated water use by the golf courses rather than actual use because the

Company did not have the actual data when it filed its rate application. RUCO

obtained the actual water sold via data request. The actual gallons and acre-feet

7 sold proved to be more than the Company's estimates as shown in the table

8 below:

9 Acre Feet

10 6,397

11

Gallons Sold in 2006 = 2,084,339 (Gallons in 1,000's)

Company Adj. to Actuals (Gallons in 1,000's = 192,426) (591)

12

13 Total Acre Feet of Water Sold Adjusted to Actuals 5,806

14

15

16

The Company's original CAP allocation is for 6,978 acre-feet. The additional

purchase of CAP allocation is not needed to serve the current level of test-year

17 customers .

18

19 Isn't the Company allowed a 10 percent variance from what is sold and pumped

but in this case delivered?20

21 Yes. If 10 percent is added to the amount sold, the Company still has excess

22 CAP capacity of 591 acre-feet, which is 193 million gallons of water. The

23 Company also owns two operating wells from which it can pump water too. The

A.

Q.

21
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additional CAP allocation of 1,931 acre-feet is not currently needed to serve its

customers

4 What recommendation is RUCO making for the additional CAP allocation?

RUCO recommends that the Company's OCRB be reduced by $1,280,000 by

removing the deferred regulatory asset as not used and useful to serve

Chaparral's water customers as shown on Schedule TJC-28

9 OCRB Adjustment #16 - Working Capital

Please explain the concept of working capital?

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

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

when revenues are received and expenses must be paid. The most accurate

way to measure the working capital requirement is via a lead/lag study. The

lead/lag study measures the actual lead and lag days attributable to the

individual revenues and expenses

Did the Company request working capital?

Yes and no

Please explain yourself?

The Company stated we are "not requesting a working capital allowance in this

In order to simplify this filing and to reduce issues that might be in

Q.
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1 On the other hand, the Company requests recovery for materials 81

2

3

4

dispute."1

supplies and prepayments which are two of the three components of working

capital but did not provide a lead/lag study to determine the third component,

cash working capital, of working capital.

5

6 Is a lead/lag study analysis overly burdensome for a Company to perform in

7 determining cash working capital requirements?

8 No. I have known when the Commission has ordered Class A utilities to file a

9

10

lead/lag study in its next rate application if it had failed to do so in its current

case. In most cases, a lead/iag study will cause a negative effect on the

11 company's working capital allowance. That is my opinion on why Class A

12 companies avoid performing a lead/lag analysis. Arizona American Water

13

14

Company has failed to perform numerous lead/lag studies but has done so in its

most recent rate application filed with the Commission.

15

16 Did RUCO perform a lead/lag study to determine the third component, cash

17 working capital, for a working capital allowance?

18 Yes.

1 Docket No. W-02113A-07-0551, Direct Testimony .- Thomas J. Bourassa, pages 6-7, lines 26-3.

Q.

A.

Q.

A.
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1 Briefly explain how you developed the lead/lag study to determine cash working

capital

I requested customer bills to determine the revenue lead/lag days. Samples of

invoices were obtained for all the expense accounts related to the lead/lag study

RUCO's recommended expense levels were used to determine the dollar days

7 What recommendation is RUCO making for a working capital allowance?

RUCO makes either one of two recommendations to the working capital

allowance adjustment. First, RUCO recommends an adjustment to account for

cash working capital, attributable to RUCO's performance of a lead/lag study that

reduces rate base by $111,606 as shown on Schedule TJC-29, pages 1 thru 15

Should the Commission reject RUCO's first recommendation, RUCO's second

recommendation would be to disallow the Company the opportunity to recover

materials 84 supplies and prepayments for which it seeks recovery, since those

two items are components of a working capital allowance adjustment

Q.

Q.
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1 RECONSTRUCTION COST NEW LESS DEPRECIATION RATE BASE ("RCND" or

2 " R C N " :

3 RCND Adjustment #1 - RCN Factor Rounding

4 Would you please explain RUCO's RCN Factor rounding adjustment?

5 Yes. The Company's Schedule B-4, pages 1-7, truncates the RCN Factor. To

6

7

correct this problem, I inserted a mathematical formula into the RCN Factor cells

to carry out the proper multiplication.

8

9

10

11

What recommendation is RUCO making to eliminate the Company's truncating?

RUCO recommends reducing the RCN plant in service by $118 and increasing

accumulated depreciation by $1 as shown on Schedule TJC-16.

12

13 RCND Adjustment #2 - Correct Account 304 Index Factors

14

15

16

Please explain RUCO's adjustment to correct Account 304 Index Factors.

The Company used a Handy Whitman Index Factor of 276 rather than the correct

factor of 376 on three plant line items with the vintage year of 2004.

17

18 What recommendation is RUCO making to correct the RCN Index Factor for

19 those three plant items?

20

21

RUCO recommends reducing plant in service by $17,807 and reducing

accumulated depreciation by $4,411 as shown on Schedule TJC-17.

22

23

A.

Q.

A.

Q.

A.

Q.

Q.

A.
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1 RCND Adjustment #3 - Remove Wells 8 8= 9 - Not in Service

Please explain RUCO's adjustment to remove wells 8 and 9 from plant in service

RUCO's explanation is provided in OCRB adjustment #3. Many of the RCN rate

base adjustments were explained in the OCRB adjustment section of my

testimony. When that is the case, the only difference between the CCRB and

RCN rate base adjustments is that the RCN adjustment is trended up to "new

9 What recommendation is RUCO making to trend the removal of wells 8 and 9 to

10 new cost?

RUCO recommends reducing RCN plant in service by $435,284 and reducing

accumulated depreciation by the same amount of $435,284 as shown on

Schedule TJC-18

15 RCND Adjustment #4 - Remove Double Count of RCN Plant Transfers from ACC

Decision G817616

Please explain RUCO's adjustment to remove the double count of plant transfers

from RCN rate base that was approved in Decision No. 68176

20

This adjustment was not necessary in the OCRB adjustment section of my

testimony. On the Company's Schedule B-4, page 7, Chaparral shows a grand

total for OCRB of $51,053,252 That total includes a double count of Staff

adjustment JRM-2 from the last rate case - Decision No. 68176 - for OCRB in

the amount of $32,536 that was approved by the Commission

Q.
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1

2

Can RUCO illustrate why it believes that the $32,536 Staff adjustment in the last

rate case is a double count?

3 Yes. I will illustrate in the table below why it is a double count for RCN rate base

4 and explain why an adjustment for OCRB was not necessary.

5

6 $51 ,053,252

7

Company Schedule B-4, page 7, Grand Total

Company Schedule B-2, page 1, GUPIS 51,020,714

8

9 $ 32,5382

10

11

12

RUCO and the Company are in agreement with test-year end OCRB being the

amount of $51,020,714 The Company used that amount in its Schedule B-2.

13 My recomputation of GUPIS shown on Schedule TJC-6, page 3 of 3, also

resulted in the same amount. When the Company trends the plant up to a RCN

amount, Chaparral uses $51,053,252 plant in service rather than the correct

amount of $51 ,020,714 as shown on the Company's Schedule B-2.

18 IQ. What recommendation is RUCO making to remove the double count for the

trended RCN plant?

20 IA. RUCO recommends reducing RCN plant in service by $36,773, which accounts

for the RCN trending, and increase accumulated depreciation by $13,320 as

shown on Schedule TJC-19.

2 The two-dollar difference between $32,536 and $32,538 is due to rounding.

A.

Q.
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Isn't it unconventional to remove plant and have accumulated depreciation

increase?

Can you explain what phenomenon is occurring to cause that in this adjustment?

Yes. I have included Exhibit RUCO 1 that shows the account in which the

adjustment was made to assist me in my explanation. The irregularity is

predominately a product of how the Company set up its RCN schedules. In

essence, the RCN accumulated depreciation factor is derived by dividing the

RCN plant account total by the OCRB plant account total, which equals the RCN

accumulated depreciation factor that determines the RCN accumulated

depreciation by account. The numerator, RCN plant balance, increases at a

accumulated depreciation factor increases.

faster rate than the denominator, the OCRB plant balance. Thus, the RCN

The original cost accumulated

depreciation account balance is multiplied by that factor in deriving at the RCN

accumulated depreciation account balance. As can be seen in the exhibit, after

making the adjustment, the ratio of RCN plant to original cost plant increased

causing the RCN accumulated depreciation to also increase
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1 RCND Adjustment #5 - Remove Shea Water Treatment Plant 1

Please explain RUCO's adjustment to remove Shea Water Treatment Plant 1

from plant in service

RUCO's explanation is provided in OCRB adjustment #5. This is another

adjustment common to both OCRB and RCN rate base adjustments. The only

difference between the OCRB and RCN rate base adjustments is that the RCN

adjustment is trended up to "new" cost

What recommendation is RUCO making to remove the Shea Water Treatment

Plant from plant in service?

RUCO recommends reducing plant in service by $3,262,891 and reducing

accumulated depreciation by the same amount as shown on Schedule TJC-20

14 RCND Adjustment #B .- Capitalize Expensed Plant Items

15 Would you please explain RUCO's adjustment to capitalize plant items that were

originally expensed?

RUCO's explanation is provided in OCRB adjustment* #6. This is another

adjustment common to both OCRB and RCN rate base adjustments. Since this

Q.

is a test-year adjustment, there is no trending to RCN value
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What recommendation is RUCO making in order to capitalize plant that was

previously expensed by the Company

RUCO recommends reducing Repairs 8¢ Maintenance expense by $43,217 and

increasing plant account 339 .- Other Plant and Equipment .... an additional

$43,217, which is reflected on Schedule TJC-32. This results in a decrease to

expenses and an increase to plant in service as shown on Schedule TJC-21

8 RCND Adjustment #7 - Direct Plant Rounding Reconciliation

Would you please explain RUCO's adjustment of reconciling the direct plant?

This adjustment reconciles RUCO's recommended level of RCN direct plant from

the Company's RCN direct plant balance. It starts with the Company's requested

RCN direct plant balance of $79,791 ,440 and subtracts RUCO's RCN direct plant

adjustments 1 thru 6. That leaves a balance of RCN direct plant of $76,081,783

RUCO's recommended level of RCN direct plant is $76,081 ,819. A reconciliation

adjustment is necessary to reconcile the two amounts

What recommendation is RUCO making to reconcile the two amounts of RCN

direct plant?

An adjustment is necessary to increase RCN direct plant by $35 to reconcile to

RUCO's RCN direct plant recommended balance of $76,081,819 This is shown

on RUCO's Schedule TJC-22
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1 RCND Adjustment #8 - RCN Trended Direct Plant Accumulated Depreciation

2

3

4

5

6

7

8

9

Would you please explain RUCO's adjustment to the RCN trended direct plant

accumulated depreciation?

Yes. I started with the Company's RCN trended direct plant accumulated

depreciation balance of $25,365,293 and netted my direct plant adjustments

numbers one thru five from that f igure, which derived an accumulated

depreciation amount of $21,676,028. My RCN direct plant work paper schedule

recomputed the accumulated depreciation balance to be $21,305,201. The

adjustment to decrease the accumulated depreciation balance by $370,826 is

shown on Schedule TJC-23 and below:10

11

12 $25,365,293

13 3,689,265

14 370,826

15

Company Filed Direct Plant Accumulated Depreciation

Less: RUCO Adjustment #'s 1 thru 5

RUCO RCND Adjustment #8

Reconciles to RUCO's Accumulated Depreciation Balance $21,305,201

16

17 RCND Adjustment #9 - Intentionally Left Blank

18

19

20

RCND Adjustment #10 - Correct General Office 4-Factor Plant & Accumulated

Depreciation Allocator

21 Please explain RUCO's adjustment to correct the general office 4-Factor

22 Allocator.

23 This adjustment was explained earlier in the OCRB adjustment #10.

A.

Q.

A.

Q.
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1 What recommendation is RUCO making to correct the general office 4-Factor

Allocator?

RUCO recommends reducing the RCN general office plant by $126,720 and

decreasing the accumulated depreciation by $67,617 to correct the allocation

amount as shown on Schedule TJC-24, pages 1 and 2

7 RCND Adjustment #11 - Remove Post-Test-Year General Office Plant

Please explain RUCO's adjustment that removes post-test-year general office

plant

This adjustment was explained earlier in OCRB adjustment #11, but the

Company included two items of post-test-year plant in the general office in

Accounts 303 and 340. I removed those two post-test-year general office plant

items. This adjustment is simply trended up for reconstruction cost new

15 What recommendation is RUCO making to remove the post-test-year general

16 office plant?

RUCO recommends reducing general office plant in service by $15,434 and

increasing accumulated depreciation by $1,404.

RUCO's calculation for this adjustment

Schedule TJC-25 shows

21 RCND Adjustment #12 - Intentionally Left Blank

22

23

Q .

Q.
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1 RCND Adjustment #13 - Advances in Aid of Construction ("AIAC") Adjustment

2 Q

3 A

Please explain RUCO's adjustment to AIAC?

Any adjustment to plant in service will cause the AlAC factor to change because

the AIAC factor is the ratio of the RCN plant in service to the original cost plant in

service. All of RUCO's adjustments to either RCN or OCRB plant in service

caused a minor modification to the AIAC factor. Thus, RUCO's AlAC factor is

7 slightly larger than the Company's factor.

8

9 What recommendation is RUCO making to AIAC to account for the slight change

10 to the AIAC RCN factor?

11

12

RUCO recommends decreasing the RCN AIAC by $58,999 to account for the

change to the AIAC factor. This adjustment is shown on RUCO's Schedule TJC-

13 26.

14

15 RCND Adjustment #14 - Contributions in Aid of Construction ("ClAC")

16

17

Please explain RUCO's adjustment to RCN CIAC.

This adjustment was explained in the OCRB section in adjustment #14. The

18

19

reason iS the same in this adjustment. The only difference between the two

adjustments is this adjustment trends the OCRB adjustment amount up to a RCN

value.20

21

22

23

Q.

A.

Q.

A.
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1

2

3

What adjustment is RUCO recommending in this case?

RUCO recommends increasing the RCN CIAC in the amount of $2,363. This

adjustment is shown on Schedule TJC-27.

4

5 RCND Adjustment #15 - Remove the Deferred Asset - Additional CAP Allocation

6

7

8

9

10

Please explain RUCO's RCND adjustment #15 that removes the deferred asset

related to the Company's additional purchase of a CAP water allocation.

This adjustment was explained in detail in the OCRB section of my testimony in

OCRB adjustment #15 as not being used and useful. It is the same identical

adjustment for RCND as was in OCRB adjustment.

11

12

13

14

15

What adjustment is necessary to remove the deferred regulatory asset from RCN

rate base as not being used and useful?

It is necessary to reduce $1,280,000 from the RCN rate base to remove the non

used and useful deferred regulatory asset related to the additional purchase of

CAP water allocation as shown on Schedule TJC-28.16

17

18 RCND Adjustment #16 - Working Capital

19

20

21

22

Would you please explain RUCO's RCND rate base adjustment #16 to working

capital?

Again, this adjustment was explained in the OCRB section of my testimony and

is the identical adjustment here in the RCN section of my testimony.

23

A.

Q.

A.

Q.

A.

Q.

A.

Q.
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1 What adjustment was necessary to account for a cash working capital

calculation?2

3

4

The cash working capital lead/lag study calculation reduced the working capital

by $111 ,606 as shown on Schedule TJC-29, pages 1 thru 15.

5

6 OPERATING INCOME & EXPENSES:

7 Operating Adjustment #1 - Depreciation & Amortization Expense

8

9

10

11

12

13

Q. Please explain your adjustment to the depreciation expense.

My adjustment to depreciation and amortization expense reflects the

Commission's approved depreciation rates applied to RUCO's recommended

plant balances due to various RUCO OCRB adjustments and one operating

expense adjustment shown on Schedule TJC-4, pages 1 and 2, and TJC-31.

Those adjustments are reflected and shown on the depreciation and amortization

Schedule TJC-32. I also used the CIAC amortization rate authorized in the last14

15 Commission Decision No. 68176.

16

17

18

19

What adjustment did RUCO make to depreciation and amortization expense?

RUCO's adjustment reduced Company's test year depreciation and amortization

expense by $91 ,690 for Chaparral Water as shown on Schedule TJC-32.

20

21

22

23

Q.

A.

A.

Q.

A.
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1 Operating Adjustment #2 - Property Tax Expense

2 Q What recommendation does RUCO make to property tax expense?

RUCO recommends either of two recommendations. One, either decrease the3

4

5

6

Company's requested property tax expense by $39,883 or two, utilize the last

known and measurable years of property tax expense in the amount of $187,214

with an adjustment for RUCO's proposed level of revenue.

7

8 Please explain RUCO's first recommendation and the methodology that RUCO

9

10

11

used in determining the property tax expense in this case.

Previously, RUCO's property tax methodology utilized the Arizona Department of

Revenue ("ADOR") methodology. Since 2001, there have been several debates

12 in water and sewer utility rate cases before the Commission. RUCO has

13

14

persistently maintained that using two historical gross years of revenue and the

test-year gross revenue, as the formula states in ADOR's memo of January 3,

15 2001, is the correct methodology. However, the Commission has regularly

16 rejected RUCO's arguments on this issue, and pursuant to this, RUCO is offering

17 a compromise alternative methodology in this case.

18

19

20

21

22

How does the Company's methodology vary from the ADOR formula?

The Company has disregarded the use of any historical years of gross revenue.

Chaparral utilized two years of adjusted revenues plus one year of proposed

revenues, which will undoubtedly cause an over-collection of property taxes into

3 This 2008 property tax expense amount was obtained from ADOR because the Company objected to
providing the information in two of RUCO's data requests.

A.

A.

Q .

Q.

A.
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1

2

3

4

5

the future. The property tax formula, as prescribed in ADOR's memo of January

3, 2001, determines the Full Cash Value ("FCV") of water utilities, for property tax

purposes, by multiplying the average of the three previous years of reported

gross revenues of the Company by a factor of two (2) and more accurately

estimates projected property tax expense.

6

7

8

9

10

Using the Company's property tax calculation, it would over-collect the property

tax expense for quite a few years before the actual assessment would catch up

to the Company's 2006 proposed revenue. In the meantime, the Company will

be over-recovering its property tax expense.

11

12

13

14

Does RUCO have any empirical evidence in this case that supports its assertion

that ADOR's prescribed property tax formula, which requires historical years of

gross revenues, more accurately estimates future property tax expense.

Yes.15

16

17 Please provide RUCO's empirical evidence that supports its assertion.

18 In Commission Docket W-02113A-04-0616 in 2005, RUCO's revenue

19

20

21

22

requirement witness, Mr. Rodney Moore, filed direct testimony and schedules in

that case. Mr. Moore recommended in that case a level of property tax expense

in the amount of $280,835, as supported here in RUCO Exhibit 2, page 1 of 3.

The Company's current rate application Schedule E-2, also provided in RUCO

Q.

A.

A.

Q.
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Exhibit 2, page 3, and ADOR property tax information plainly shows the

Company's actual property tax expense for years 2004 thru 2008 as follows

2004 2005 2006 2007 2008

Property Tax Expense $ 280,537 $ 279,529 $ 241 ,774 $ 207,162 $ 187,214

7

8

9

10

The Company has over-collected on its property tax expense by more than

$300,000 since 2004. That is clear evidence that Mr. Moore's property tax

calculation of $280,835 utilizing ADOR's prescribed methodology is more

accurate when compared to actual property tax paid by the Company in those

11 years.

12

13

14

What amount of property tax expense was Chaparral allowed in that docket?

Decision No. 68176 made an al lowance in the amount of $299,495 or

15 more than Mr. Moore's ADOR calculation

16

approximately $19,000

recommendation. The Company has never paid more property tax expense in

17 ~any year listed above than what Mr. Moore recommended. This is clear

18 evidence to which method is more accurate in estimating the property tax

19 expense for a water/wastewater company.

20

21

22

23

What is the alternative methodology that RUCO is offering in this case?

Rather than the three-years of historical revenues for inputs that RUCO has

consistently recommended, RUCO's alternative methodology uses two years of

A.

Q.

A.

Q.
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historical revenues and one year of RUCO proposed level of revenue. The

supporting detail of RUCO's alternative property tax expense methodology is

shown on Schedule TJC-33

Does RUCO recommend any more adjustments to the Company's property tax

expense calculation?

Yes. When the Company determined the net book value ("NBV") of its vehicles

to remove from full cash value, it took the total gross plant value of vehicles in the

amount of $535,315. RUCO agrees with that portion of the calculation for net

book value for vehicles. The Company then subtracts the 2006 depreciation

expense rather than the accumulated depreciation balance for vehicles found on

the next page, Company Schedule B-2, page ad, of the Company's direct plant

schedules as shown below

Companv's Method of NBV for Vehicles RUCO's Method of NBV for Vehicles

Total Gross Value $ 535,315 Total Gross Value $ 535,315

Less: Depreciation Expense 107,006 Less: Acc um. Depre 60.636

NBV of Vehicles $ 428,309 $ 474,679

The proper amount of NBV of vehicles is $474,679 rather than the Company's

calculation of $428,309
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Isn't it a peculiar outcome that depreciation expense of $107,006, shown above

is more than the accumulated depreciation account of $60,636 also shown

above?

Yes. The reason for that peculiarity is because the prior rate case Decision No

68176 authorized a negative accumulated depreciation balance for a starting

point for December 31, 2003. The combined retirements for years 2004 and

2005 were more than the combined depreciation expense for the same period

making the accumulated depreciation more negative until year 2006. That is

sometimes the result of accumulated depreciation when class depreciation is

used. It eventually turns around to a normal account balance

What adjustment does RUCO recommend to account for the proper NBV for

vehicles in the property tax formula?

RUCO does not recommend a separate adjustment to account for the proper

NBV for vehicles in the property tax formula. However, it does reduce the

expense by $831, which is part of RUCO's overall property tax expense

adjustment

explain

recommendation

Please RUCO's second alternative property tax expense

As an alternative recommendation, RUCO recommends utilizing the last known

and measurable year of property tax expense, 2008, in the amount of $187,214

with an additional adjustment to account for RUCO's proposed level of revenue
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1

2

3

4

5

6

7

8

What adjustment is necessary to account for RUCO's proposed level of revenue?

It is necessary to increase the last known and measurable year of property tax

expense by $9,743 to account for RUCO's proposed level of revenue. This

adjustment allows the Company its last known and measurable year of property

tax expense of $187,214 plus the $9,743 to account for RUCO's proposed level

of revenue for a total property tax expense allowance of $196,957. This requires

an adjustment to decrease the Company's requested level of property tax

expense in the amount of $98,856 as shown on Schedule TJC-33(a).

9

10 Operating Adjustment #3 - Normalization of Miscellaneous Expense

12

Q. Please explain RUCO's adjustment to normalize miscellaneous expense.

RUCO's adjustment reduces miscellaneous expense by $123,366 from

13 $1,259,948 to $1,136,582 as shown on Schedule TJC-34. RUCO believes it is

14

15

16

17

18

appropriate to take a three-year average of miscellaneous expense. An analysis

that was performed determined that this expense has increased by 57 percent

since 2003. A three-year average would smooth any circumstances that have

caused this significant increase in miscellaneous expense. A similar adjustment

was approved in Decision No. 68176.

19

20 Operating Adjustment #4 - Rate Case Expense

21

22 ~A.

23

Q. Please explain RUCO's adjustment to rate case expense.

The adjustment removes the remaining unamortized rate case expense from the

prior rate case decision. RUCO has long held the position that rates are set on a

A.

Q.

A.
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particular level of allowed expenses. The unamortized rate case expense from

the last case should have no bearing whatsoever on the new rates established in

this proceeding

Staff addressed this same issue regarding prior decision's unamortized rate case

expense in the Sun City Water District Docket No. W-01303A-07-0209. Staff

witness, Mr. Alexander lgwe, in his Executive Summary Testimony stated the

following

However, Staff would note its objection to the Company's
suggestion that it could seek recovery of unamortized rate
case expense should it fill [sic] for a rate increase prior to
2012. The Company's contention is inconsistent with sound
rate making principles

What adjustment does RUCO recommend to remove the amortized rate case

expense from the prior rate case that is inconsistent with sound rate making

principles?

RUCO recommends reducing the Company's requested level of rate case

expense by $51 ,538, which is related to the prior rate case as shown in Schedule

TJC-35. The unamortized portion of the Company's last rate case should have

no impact on the new rates established in this proceeding
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1

2

3

4

5

Are you going to address the Company's request for additional rate case

expense associated with the Company's appeal of Decision No. 68176?

No. RUCO witness William A. Rigs by will sponsor that testimony regarding

Chaparral's request to recover legal expenses associated with the Company's

appeal of Decision No. 68176.

6

7 Operating Adjustment #5 - Purchased Water

8

9

Q. Please explain RUCO's adjustment to purchased water expense?

This adjustment has two elements that make up RUCO's total adjustment. The

10

11

12

13

Company purchases CAP water on an annual basis. RUCO's adjustment

removes the capital cost charge related to the additional CAP allocation

purchase that was disallowed for failing to meet the used and useful standard as

discussed earlier in the OCRB and RCND section of my testimony. The second

14 part of the adjustment is a result of the Company's estimated revenue

15 annualization test-year adjustment.

16

17

18

The Company's test-year adjusted revenue annualization adjustment was based

on post-test-year 2007-estimated loss of water sales from three golf courses.4

Those customers switched to a lower-cost treated effluent source of water from19

20

21

22

the Fountain Hills Sanitary District ("FHSD"). Chaparral still serves these golf

courses potable water but sales did decrease significantly by approximately 200

million gallons. When the Company filed its application in late 2007, the actual

4 . . . . . .
The golf courses were 4 and 6-mch IrrIgatIon classlflcatlorl customers.

A.

Q.

A.
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1 amount  of  los t  water sales was unknown. August  through December were

estimates for those months. After RUCO obtained the actual water sales for2

3 those months,  i t  was determined that  the Company had under-est imated i ts

4 water sales by 114 acre-feet. The adjustment was made to account for the

actual water sales.5

6

7 What adjustment does RUCO recommend to account for the actual lost water

8 sales?

9 RUCO recommends reducing purchased water expense by $30,001. This

10

11

12

adjustment is primarily driven by the disallowance of the additional 1,931 acre-

feet of CAP water capital cost because the second component of the adjustment

increases the expense by $10,550 resulting from the Company's under

estimation of actual water sales in its revenue annualization adjustment13

14 explained earlier.

15

16 Operating Adjustment #6 - Outside Services

17

18

19

20

21

Q. Please explain RUCC's adjustment to outside services expense.

RUCO's audit of outside service invoices determined that the Company

eliminated an outside service person that provided water supply superintendent

services for the Company on May 22 of the test year. The Company replaced

these services with an employee. The charges in the test year for the outside

22 serv ice person are a nonrecurr ing expense on a going forward bas is . All

23 associated charges for those outside services should be removed from adjusted

A.

Q.

A.
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1

2

3

test-year outside services account. This information is provided in Company

work paper t it led "CCWC Employees - 06." The charge for the services was

$3,500 per week.

4

5 What adjustment does RUCO recommend to remove the outside services that

6

7

8

are nonrecurring on a going forward basis?

RUCO recommends reducing the outside service expense account by $71 ,000 to

remove the nonrecurring expense as shown on Schedule TJC-37.

9

10 Operating Adjustment #7 - Water Revenues

11

12

13

Q. Would you please explain RUCO's adjustment to water revenues?

Yes. This adjustment is a result of RUCO using the actual gallons sold as

opposed to the Company's use of estimated gallons sold in i ts revenue

14 annualization adjustment. The th ree  go l f  courses ment ioned  in  RUCO's

t5

16

operating adjustment #5 purchased over 35 million more gallons than the

Company estimated in its revenue annualization adjustment. This adjustment is

17

18

necessary to account for the actual additional revenue that the Company under

estimated.

19

20

21

A.

A.

Q.
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1

2

What adjustment is necessary to account for the actual additional revenue from

water sales that the Company under estimated in its revenue annuaiization

3

4

5

6

adjustment?

It is necessary to increase the Company's test-year adjusted revenues by

$61,949 to account for the actual gallons sold as opposed to the Company's

estimated gallons sold. This adjustment is shown in Schedule TJC-38, page 1 of

7 31.

8

9 Operating Adjustment #8 - Repairs and Maintenance

10 Q. Please explain RUCO's adjustment to the repairs and maintenance expense

11 account

12

13

14

15

16

This adjustment was explained in detail in RUCO's OCRB adjustment #6. In

brief, the adjustment capitalizes plant items that were previously expensed by the

Company. The adjustment removes the expensed plant items from the repairs

and maintenance account. The OCRB and RCND adjustment #6 capitalizes the

same amount to plant in service account #339 - Other Plant and Equipment.

17

18

19

20 A.

21

22

What recommendation is RUCO making to more appropriately capitalize the

plant items that were previously expensed by the Company?

RUCO recommends reducing the repairs and maintenance expense account by

$43,217 as shown on Schedule TJC-39, and capitalize the same amount to plant

account #339, which RUCO's OCRB and RCND adjustment #6 did earlier.

23

A.

Q.

A.

Q.
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1 I Operating Adjustment #9 - Intentionally Left Blank

3 Operating Adjustment #10 - Purchased Power

Please explain RUCO's adjustment to purchased power expense

This adjustment results from the Company's estimated revenue annuaiization

adjustment that decreased purchased power expense by $74,714 from loss of

water sales to the three golf courses mentioned in RUCO operating adjustment

#5. In that adjustment, the Company over estimated its lost water sales

Therefore, the Company's adjustment to account for the reduced pumping cost is

also over estimated. This adjustment increases the purchased power expense to

account for the cost of actual additional gallons to be pumped

What adjustment does RUCO recommend to account for the additional gallons of

water actually sold?

The adjustment increases purchased power expense by $12,149. This accounts

for the actual additional 37 million gallons of water to be pumped

18 Operating Adjustment #11 - Amortization of the Additional CAP Allocation

19 Q Would you please explain RUCO's adjustment to the amortization for the

additional CAP allocation?20

Yes. The Company seeks recovery from ratepayers of the additional CAP

allocation by amortizing it over 20 years. RUCO recommends disallowing any

earnings and recovery on the additional CAP allocation because it does not meet
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1

2

the used and useful standard as discussed in RUCO's OCRB adjustment #15.

Therefore, the amortization expense should also be removed from operating

3 expenses.

4

5 What recommendation is RUCO making?

6

7

RUCO recommends removal of the Company's amortization expense adjustment

for the additional CAP allocation and reducing the depreciation and amortization

8 expense by $64,000.

9

10 Operating Adjustment #12 - Income Taxes

11

12

Q. Please explain RUCO's adjustment to the Company's Income Tax Expense.

This adjustment results from RUCO's recommended level of operating income.

13

14 OTHER RATE BASE AND OPERATING INCOME ISSUES:

15 Are there other issues pertaining to rate base and operating income that RUCO

16 would like to address?

17 Yes.

18

19

RUCO asked a late data request that sought information from the Company

pertaining to hookup fees. We would like to reserve the opportunity to review the

data responses and address it appropriately in surrebuttal testimony.

20

21

22

Are there any other issues other than that that RUCO would like to respond?

Yes. It is my understanding that the Company has decided to include a Iow-

23 income program for Chaparral that takes current economic conditions into

A.

A.

Q.

Q.

A.

A.

Q.

48



Direct Testimony of Timothy J. Coley
Chaparral City Water Company, Inc.
Docket No. W-021 13-A-07-0551

1

2

account. RUCO suggests that the Company file a low-income program proposal

in its rebuttal testimony for other interveners to consider at that time.

3

4 RATE DESIGN:

5

6

Is RUCO recommending any change to the Company's proposed rate design?

Not at this time other than using RUCO's recommended revenue increase to

7 design rates.

8

9

10

11

What do you mean by stating "not at this time?"

I mentioned earlier that RUCO sent a late data request to the Company. I doubt

RUCO will receive a response before direct testimony is to be docketed in this

12 case. If a response is received before testimony is to be docketed, RUCO does

13 not believe adequate time would be available to address the issue(s) here in its

14

15

direct testimony. That is why I would like to reserve the opportunity to review the

data responses and address it appropriately in my surrebuttal testimony.

16

17

18

19

20

Did the Company propose a change to their rate design that is different than

what was approved in the prior decision?

It appears that the Company utilized the same rate design the Commission

approved in the prior decision with the exception of the irrigation and construction

21 classes.

22

A.

A.

A.

Q.

Q.

Q.

49



Direct Testimony of Timothy J. Coley
Chaparral City Water Company, inc.
Docket No. W-021 13-A-07-0551

1

2

3

4 The

5

What changes did the Company make for the irrigation and construction classes'

rate design?

For the irrigation and construction classes, the commodity rate was set at the

same level as the standpipe and fire sprinkler commodity charges.

Company stated, "under present rates, the irrigation and construction class had

6 I the lowest commodity charge in fact, lower than the first tier of the 3/4 inch

7 metered residential customers. There is no good reason for the disparity and I

8 have eliminated it.ll

9

10

11

12

13

Does RUCO agree with the Company's decision to set commodity rates for

irrigation and construction classes at the same rate as standpipe and fire

sprinkler commodity charges?

Yes.

14

15 What is the impact of RUCO's recommended rates on an average bill for a

16 residential customer?

17

18

I will provide the impact of RUCO's recommended rates on an average bill for a

3/4 and 1-inch residential customer. Those two customer classes constitute the

19

20 RUCO's

21

22

majority of Chaparral customers. The present monthly bill for a 3/4-inch

residential customer using an average 8,450 gallons is $32.38.

recommended monthly bill for a 3/4-inch residential customer using an average

of 8,450 gallons is $34.99, an increase of $2.61 or 8.06 percent over the present

23 rates.

A.

A.

Q.

Q.

A.

Q.
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The present monthly bill for a 1-inch residential customer using an average

10,095 gallons is $48.14. RUCO's recommended monthly bill for a 1-inch

residential customer using an average of 10,095 gallons is $51 .75, an increase of

$3.61 or 7.5 percent over the present rates

All customer classifications rates are shown on Schedule TJC-45

Does that conclude your direct testimony

51
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APPENDIX 1

Qualifications of Timothy J. Coley

WORK HISTORY

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

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

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

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

May 1989 - October 1991: GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating
many intrastate telecommunications, electric, and gas utility industries operating in
Georgia. It was the PSC's job to ensure that consumers received adequate and reliable
service at reasonable rates. It must also assure the utility companies and investors an
opportunity to earn a fair rate of return on prudent investments. The Commission
participated significantly in Georgia's economic health and growth. I was promoted to the
PSC's Electric/Gas Division where l examined, verified, and analyzed various financial
documents, accounting records, reports, ledgers, and statements. In addition, I was
assigned to automate the PSC's Electric Division where l utilized a computer application
process that I had developed earlier while with the (PSC) Telecommunication Division. I
was later ascribed to work in conjunction with the Engineering Department and
established a procedure to track and compare costs of operation and maintenance
(O&M) expenses of nuclear electric generating plants. This effort determined a
comparative price per kilowatt-hour produced that influenced the awareness for the
company to control the O8tM costs, which benefited the consumer through lower prices.

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



TIMOTHY J. COLEY (Page 2)

GEORGIA PUBLIC SERVICE COMMISSION (continued)

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

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

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

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

PROFESSIONAL MEMBERSHIPS
•

•

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

SPECIAL TRAINING AND CERTIFICATES
•

•

•

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

EDUCATION
• Currently enrolled at Arizona State University - West in the Post Baccalaureate

Graduate Certificate Program in Accountancy with two courses remaining.
Master of Public Administration, State University of West Georgia, 1997, GPA 3.5.
BS Business Management 8t Administration, Minor in Economics, Sorrel School of
Business, Troy State University, 1985.
AA Business Administration, Miles Community College, 1981 .



RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION

Residential Utility Consumer Office For Years 2000 To Present

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

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

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

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

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

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

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

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

Rio Verde Utilities, Inc. - Docket Nos. W-02156A-00-0321 8¢
SW-02156A-00-0323

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

W-01303A-05-0910

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

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

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

Georqia Public Service Commission For Years 1985 - 1991

Atlanta Gas Light Company

Georgia Power Company

Atlanta Gas Light Company (Management Audit)



Georqia public Service Commission For Years 1985 - 1991 (continued)

Georgia Power Company

Trenton Telephone Company

Fairmont Telephone Company

Elli jay Telephone Company

GTE. Inc

ALL-TEL Telephone Company

Citizens Utilities Co

Ball Ground Telephone Company

Lanett Telephone Company

Brantley Telephone Company

Blue Ridge Telephone Company

Waverly Hall Telephone Company

St. Marys Telephone Company

Darien Telephone Company

Statesboro Telephone Company

Statesboro Telephone Co-op

Wilkes Telephone Company
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RUCO EXHIBIT 2

Chaparral City Water Company, Inc
Docket No. w-02113A-04-0616
Test Year Ended December 31, 2003

Schedule RLM-11
Page 1 of 2

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PROPERTY TAX COMPUTATION

LINE
no. DESCRIPTION (A) (B)

$

$

6,269,724
6,157,058
6,221,082

18,647,864
6,215,955

1
2
3
4
5
6

Calculation Of The Company's Full Cash Value:
Annual Operating Revenues:

Year 2001 (Company Schedule E-2)
Year 2002 (Company Schedule E-2)
Year 2003 (Company Schedule E-2)

Total Three Year Operating Revenues (LI + L2 + LE)
Average Annual Operating Revenues (LE / 3)

Two Times Three Year Average Operating Revenues (LEx 2) $ 12,431,909

$ 3,968,3007
8

ADD: Ten Percent Of Construction Work In Progress ("CWIP"):
Test Year CWIP

10% of CWIP (L7 X 10%) $ 396,830

$
$

448,606
28,114

9
10
11

SUBTRACT: Transportation At Book Value:
Original Cost Of Transportation Equipment (RLM-5, Pg 17, Col (E), L 21 )
Acc. Dap. Of Transportation Equipment (RLM-5, Pg 17, Col (F), L 21)

Book Value Of Transportation Equipment (LE - L10) $ 420,492

12 COMPANY'S FULL CASH VALUE (LS + LB + L11) $ 12,408,247

13
14

Calculation of The Company's Tax Liability:
MULTIPLY: Company Full Cash Value By Valuation Assessment Ratio And Then By Property Tax Rates:

Assessment Ratio (ADOR Directive)
Assessed Value (L12 X L13) $

25%
3,102,062

15
16
17

Property Tax Rates:
2004 Composite Tax Rate (Line 24)
Secondary Tax Rate

Estimated Tax Rate Liability (L14 + L15)

9.05%
0.00%
9.05%

18 COMPANY'S TAX LIABILITY - Based On Full Cash Value (L14 X L17) $ 280,835

19
20

Test Year Adjusted Property Tax Expense Per Company's Filing (Schedule C-1 )
Increase (Decrease) In Property Tax Expense (L18 - L19) .

$
$

310,331
(29,496)

21 Adjustment To Test Year PropeNd Tax Expense (See RLM-7 Col. (B), L21) $ (29,496)

22
23
24

2004 Property Tax Rate Calculation (Per RUCO Data Request 1.14)
2004 Assessed Property Value
2004 Tax Assessment
Composite Tax Rate (Line 24 / Line 23)

$
s

3,098,772
280,537

9.05%



CHAPARRAL CITY WATER COMPANY, INC
DOCKET no. W-02113A-07-0551

IABLEQF GQNIENIS.IQ..DlBE§T TESUMQNXSQHEDMLESLLJS

SCHEDULE #

TJC - 1, page 1
TJC - 1, page 2

REVENUE REQUIREMENTS
GROSS REVENUE CONVERSION FACTOR

TJC - 4, pages 1 thru 2

TJC - 6, pages 1 thru 3

SUMMARY OF RATE BASE

RATE BASE - ORIGINAL COST ("OCRB")

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OCRB UTILITY PLANT IN SERVICE & ACCUMULATED DEPRECIATION

RECOMPUTATION OF DIRECT PLANT & ACCUMULATED DEPRECIATION

OCRB ADJ. #3 - REMOVE WELLS 8 & 9

OCRB ADJ. #5 - REMOVE SHEAWATER TREATMENT PLANT 1

OCRB ADJ. #6 - CAPITALIZE EXPENSED PLANT ITEMS

OCRB ADJ. #9 _ RECOMPUTATION OF DIRECT PLANT & ACCUMULATED DEPRECIATIONTJC - 6, page 3

TJC -
TJC -

10, page 1 of 2
10, page 2 of 2

OCRB ADJ. #10 -
OCRB ADJ. #10 -

GENERAL OFFICE PLANT ALLOCATION
GENERAL OFFICE ACCUMULATED DEPRECIATION ALLOCATION

TJC - 11

TJC - 12

TJC - 28

TJC - 29, pages 1 thru 15

TJC - 13

TJC - 14, pages 1 thru 2

TJC . 15

TJC - 16

TJC . 17

TJC - 18

TJC . 19

TJC - 20

TJC - 21

TJC - 22

TJC - 23

OCRB ADJ. #11 - REMOVE POST TEST YEAR GENERAL OFFICE PLANT

OCRB ADJ. #14 - RECOMPUTATION OF CONTRIBUTIONS IN AID OF CONSTRUCTION

OCRB ADJ. #15 . REMOVE DEFERRED REGULATORY ASSET

OCRB ADJ. #16 - WORKING CAPITAL

RECONSTRUCTION COST NEW LESS DEPRECIATION ("RCND") RATE BASE

SUMMARY OF RCND RATE BASE ADJUSTMENTS

RCND UTILITY PLANT IN SERVICE & ACCUMULATED DEPRECIATION

RCND RATE BASE ADJ. #1 - UTILITY PLANT IN SERVICE - ROUNDING ADJUSTMENT

RCND RATE BASE ADJ. #2 - CORRECT ACCOUNT 304 INDEX FACTOR

RCND RATE BASE ADJ. #3 - REMOVE WELLS 8 & 9

RCND RATE BASE ADJ. #4 . REMOVE DECISION no. 68176 PLANT TRANSFERS

RCND RATE BASE ADJ. #5 - REMOVE SHEA WATER TREATMENT PLANT 1

RCND RATE BASE ADJ. #6 - CAPITALIZE EXPENSED PLANT ITEMS

RCND RATE BASE ADJ. #7 - DIRECT PLANT RECONCILIATION ADJUSTMENT

RCND RATE BASE ADJ. #8 - DIRECT PLANT ACCUMULATED DEPRECIATION

TJC - 24, page 1 of 2
TJC - 24, page 2 of 2

RCND RATE BASE ADJ. #10 -
RCND RATE BASE ADJ. #10 -

GENERAL OFFICE PLANT ALLOCATION
GENERAL OFFICE ACCUMULATED DEPRECIATION ALLOCATION

TJC-25 RCND RATE BASE ADJ. #11 - REMOVE POST TEST YEAR GENERAL OFFICE PLANT



TJC - 26

TJC - 27

TJC - 28

TJC - 29

TJC - 30

TJC - 31

TJC - 32

TJC - 33

TJC - 34

TJC - 35

TJC - 36

TJC - 37

TJC - 38, pages 1 thru 31

TJC .. 39

TJC - 40

TJC - 41

TJC - 42

TJC - 43

TJC - 44

TJC - 45

RCND RATE BASE ADJ. #13 - RECALCULATE ADVANCES IN AID OF CONSTRUCTION ("AIAC")

RCND RATE BASE ADJ. #14 - RECOMPUTATION OF CONTRIBUTIONS IN AID OF CONSTRUCTION

RCND RATE BASE ADJ. #15 - REMOVE DEFERRED REGULATORY ASSET

RCND RATE BASE ADJ. #16 - WORKING CAPITAL

OPERATING INCOME - TEST YEAR AND RUCO PROPOSED

SUMMARY OF OPERATING ADJUSTMENTS

OPERATING ADJ. #1 - DEPRECIATION AND AMORTIZATION EXPENSE

OPERATING ADJ. #2 - PROPERTY TAX EXPENSE

OPERATING ADJ. #3 - NORMALIZE MISCELLANEOUS EXPENSE

OPERATING ADJ. #4 - RATE CASE EXPENSE

OPERATING ADJ. #5 _ PURCHASED WATER EXPENSE

OPERATING ADJ. #6 _ OUTSIDE SERVICES EXPENSE

OPERATING ADJ. #7 - REVENUE ANNUALIZATION

OPERATING ADJ. #8 - REMOVE EXPENSED PLANT ITEMS AND CAPITALIZE

OPERATING ADJ. #9 - INTENTIONALLY LEFT BLANK

OPERATING ADJ. #10 - ANNUALIZE POWER EXPENSE

OPERATING ADJ. #11 - REMOVE DEFERRED REGULATORY ASSET AMORTIZATION

OPERATING ADJ. #12 - INCOME TAXES

COST OF CAPITAL

RATE DESIGN



CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
REVENUE REQUIREMENTS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-1
PAGE 1 OF 2
DIRECT TESTIMONY

REVENUE REQUIREMENTS

DESCRIPTION

COMPANY
REQUESTED RECOMMENDED

t ADJUSTED FAIR VALUE RATE BASE (FVRB) $ 28.736.406 27.501 .327

2 ADJUSTED OPERATING INCOME 797.271 1.101.299

M 4.00%

4

3 CURRENT RATE OF RETURN (L2 l L1)

REQUIRED RATE OF RETURN ON FVRB 6.38%

2.678.233 1 .753.848

1880.962 552.548

5 REQUIRED OPERATING INCOME (L4 * LI)

6 OPERATING INCOME DEFICIENCY (L5 .. L2)

7 GROSS REVENUE CONVERSION FACTOR 1 .6286 1 .6287

8 GROSS REVENUE INCREASE

9 CURRENT REVENUES T/Y ADJUSTED 7.446.700 7.508.649

10.510035 8.571 .43410 PROPOSED ANNUAL REVENUE (L8 + LE)

11 PERCENTAGE AVERAGE INCREASE 41.14% 14.15%

REFERENCES
COLUMN (A): COMPANY SCHEDULE A-1
COLUMN (B): SCHEDULE TJC-1, PG. 2, TJC-2, TJC-3, TJC-30 AND TJC-43



1 .62867

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
GROSS REVENUE CONVERSION FACTOR

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-1
PAGE 2 OF 2
DIRECT TESTIMONY

LINE
no. DESCRIPTICN REFERENCE

1 REVENUE

2 UNCOLLECTIBLES

3 SUB-TOTAL

4 LESS: TAX RATE

5 TOTAL

AMOUNT

1.0000

0.00000

1.0000

38.60%

0.6140

COMPANY SCH. C-3

UNE 1 - LINE 2

NOTE (a)

LINE 3 - LINE 4

6 REVENUE CONVERSION FACTOR LINE 1/LINE 5

NOTE (a):
CALCULATION OF EFFECTIVE TAX RATE

OPERATING INCOME BEFORE TAXES
LESS: ARIZONA STATE TAX
TAXABLE INCOME FEDERAL
TIMES: FEDERAL INCOME TAX RATE
SUBTOTAL
ADD STATE TAX RATE
LINE 3 ABOVE
EFFECTIVE TAX RATE

100.00%
6.97%

93.03%
34.00%
31 .63%
38.60%

100.00%
38.60%



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
SUMMARY OF RATE BASE

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-2
DIRECT TESTIMONY

RUCO
Original Cost

Rate base

RUCO
RCND

Rate base

RUCO
Fair Value

Rate Base (50/50)

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 49,589,334
(13,711 ,057)

$ 76,931 ,792
(21 ,768,381 )

$ 63,260,563
(17,739,719)

Net Utility Plant in Service $ 35,878,277 $ 55,163,411 $ 45,520,844

(6,557,243) (10,172,761 ) (8,365,002)

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Net of amortization

Customer Meter Deposits
Deferred Income Taxes 8t Credits
Investment tax Credits
Shared Gain on Well

(6,120,652)
(819,845)
(925,896)

(9,443,715)
(819,845)
(925,896)

(7,782,184)
(819,845)
(925,896)

(646,000) (646,000) (646,000)

Plus:
Unamortized Debt Issuance
Costs

Working Capital
Deferred Regulatory Assets

424,010
95,400

424,010
95,400

424,010
95,400

Total Rate Base $ 21,328,051 $ 33,674,604 $ 27,501,327

Line
MQ

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

SUPPORTING SCHEDULES:
Schedules TJC-4, pages 1 and 2
Schedules TJC-5
Schedules TJC-6, pages 1, 2, and 3
Schedules TJC-14, pages 1 and 2
Schedule TJC-15

RECAP SCHEDULES:
Schedule TJC-1



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE _ ORIGINAL COST

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-3
DIRECT TESTIMONY

(B) (C)
RUCO

AS
ADJUSTED

LINE
n o . DESCRIPTION

(A)
COMPANY

AS
FILED

RUCO
ADJUSTMENTS

$ 51 ,771 ,885

(15,877,022)

$35,894,863

$ (2,182,551)

2,165,965

(16,586)$

$ 49,589,334

(13,711 ,057)

$ 35,878,277

1

2

3

4

5

PLANT IN SERVICE

ACCUMULATED DEPRECIATION

NET PLANT IN SERVICE

CONSTRUCTION WORK IN PROGRESS (CWIP)

TOTAL NET PLANT $ 35,894,863 $ (16,586) $ 35,878,277

Less:
ADVANCES IN AID OF CONSTRUCTION (AIAC) (6,557,243)

(6,119,129)

(819,845)

(925,896)

(1 ,523)

(6,557,243)

(6,120,652)

(819,845)

(925,896)

6

7 CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) - NET

8 CUSTOMER METER DEPOSITS

g DEFERRED INCOME TAXES

10 INVESTMENT TAX CREDITS

11 SHARED GAIN ON WELL (646,000) (646,000)

Plus:
UNAMORTIZED DEBT ISSUANCE COSTS 424,010

95,400

12

13 WORKING CAPITAL

14 DEFERRED REGULATORY ASSETS

15 TOTAL RATE BASE

424,010

207,006

1,280,000

$22,737,766 $

(111,606)

(1 ,280,000)

(1,409,715) $ 21,328,051

REFERENCES:
COLUMN (A): COMPANY SCHEDULE B-1
COLUMN (B); SCHEDULE TJC-4, PAGES 1 and 2
coLumn (c) :  coLumn (A)  + coLumn (B)
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CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
RE-COMPUTATION OF TOTAL UTILITY PLANT IN SERVICE (UPIS)
AND ACCUMULATED DEPRECIATION FROM DECISION no. 68176

DOCKET NO. W-02113A-07-0551
SCHEDULE TJC-5
DIRECT TESTIMONY

Total Chaparral Citv Water UPIS

No. Description Amount

1
2
3

Chaparral City Water Direct Plant Per Company
Chaparral City Water Direct Plant Per RUCO
RUCO's Direct Plant Adjustment

$51,020,714
51.020.714

$ 0

$4
5
8

Chaparral City Water General Office Plant Allocation Per Company
Chaparral City Water General Office Plant Allocation Per RUCO
RUCO's General Office Plant Allocation Adjustment $

751,171
639.794
(111 ,377)

7
8
9

Total Chaparral City Water Gross UPIS Per Company
Total Chaparral City Water Gross UPlS Per RUCO
Total RUCO Gross UPIS Adjustment

$51,771,855
51.B60.508

$ (111,377)

Total Chaparral City Water Aceumulated Depreciation

10
11
12

Chaparral City Water Direct Plant Accumulated Depreciation Per Company
Chapan'al City Water Direct Plant Accumulated Depreciation Per RUCO
RUCO's Direct Plant Accumulated Depreciation Adjustment

$15,473,834
155473.758

13
14
15

Chaparral City Water General Office Allocation of Accumulated Depreciation Per Company
Chaparral City Water General Office Allocation of Accumulated Depreciation Per RUCO
RUCO's General Office Allocation of Accumulated Depreciation Adjustment

403.188
351.690
(51 ,498)

16
17
18

Total Chaparral City Water Accumulated Depreciation Per Company
Total Chaparral City Water Accumulated Depreciation Per RUCO
Total RUCO Accumulated Depreciation Adjustment

15.877.022
15.825.44B

s (51 ,574)

Supporting Schedules
\TJC-4(a)Schedules\Pages1-5\Directplant\AZ-CorpPlant\CentralDivisionpIant\
Regarding RUCO's Eastern Div. treatment see Company response to RUCO DR 2.06
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$

Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 3

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-7
DIRECT TESTIMONY

Line
No.

OCRB Direct Plant - Remove Wells 8 & 9 - Out of Service

$ 103,468Company OCRB Direct Plant - Remove Wells 8 & 9 from Account 307
RUCO OCRB Direct Plant - Remove Wells 8 & 9 from Account 307
RUCO Adjustment (103,468)

Increase (Decrease) to OCRB Direct Plant $ (103,468)

Company OCRB Direct Plant Accumulated Depreciation - A/C 307
RUCO OCRB Direct Plant Accumulated Depreciation - A/C 307
RUCO Adjustment

$ 54,932
(48,536)

(103,468)

Increase (Decrease) to OCRB Accumulated Depreciation $ (103,468)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
rcn_plant_Remove Well 8_9.xls
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Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 5

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-8
DIRECT TESTIMONY

Line
No,

OCRB Direct Plant - Remove Shea Water Treatment Plant 1 - Out of Service

Company OCRB Direct Plant - Account 320
RUCO OCRB Direct Plant - Account 320
RUCO Adjustment

$ 7,763,500
5,752,577

(2,010,923)

Increase (Decrease) to OCRB Direct Plant $ (2,010,923)

Company OCRB Direct Plant Accumulated Depreciation - A/C 320
RUCO OCRB Direct Plant Accumulated Depreciation - A/C 320
RUCO Adjustment

$ 2,099,307
88,384

(2,010,923)

Increase (Decrease) to OCRB Accumulated Depreciation $ (2,010,923)

1
2
3
4
5

6
7
8

9
10
11
12
13

14
15
16

17
18

19

20
21
22
23
24
25
26

Net Adjustment

SUPPORTING SCHEDULE
rcn_plant_Remove Shea Water Treatment Plant 1 .xis
o r b_plant_Remove Shea Water Treatment Plant 1.xls



Chaparral City Water Company
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments
Adjustment 6

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-9
DIRECT TESTIMONY

OCRB Direct Plant - Remove ExpenSed Items in Account 339 and Capitalize

Company OCRB Direct Plant - Account 339
RUCO OCRB Direct Plant - Account 339
RUCO Adjustment

1.814.021
1.857.238

43.217

Increase (Decrease) to OCRB Direct Plant - Account 339 43.217

12
13
14
15

Company OCRB Direct Plant Accumulated Depreciation - A/C 339
RUCO OCRB Direct Plant Accumulated Depreciation - A/C 339
RUCO Adjustment

277.127
277.127

0

Increase (Decrease) to OCRB Accumulated Depreciation

19

20

Net Adjustment

22

24
25

SUPPORTING SCHEDULE
rcn_plant_Remove Expensed Items & Capitalize.xls



CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJUSTMENT #10 - GENERAL OFFICE ALLOCATED PLANT
ORIGINAL COST

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-10
PAGE 1 of 2
DIRECT TESTIMONY

December 31. 2006

No. General Office Plant Allocation - Plant-in-Service 4 Factor
Allocation %

4 Factor
Alloeated
Orig, Cost

Company
Orig. Cost

16.452
1 .089.237 30.499

5.802.813 162.479

(916)

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

y,

2.80°/c
2.80%
2.80%

2.80%
2.80%847.382

14.268765
552.719 2.80%

23.727
399.525

15.476

10
11
12
13
14
15
16
17
18
19
20
21
22
23 405.643

4
249.261
165.561

2.80%
2.80%

11.358

25
26
27
28

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost and Other Intangible Plant
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
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant 2.80%

30 Company Requested Level of Total General Office Plant $ 23,400,978 $ 655,227

32
RUCO OCRB Adjustment #11 - Remove Post Test Year Plant 551 .208

34
35 RUCO Recommended Level of Total General Office Plant

4 Factor Allocation Factor

$ 22,849,770
m,

38 RUCO Recommended Level of Allocated General Office Plant - See TJC-5 $ 639.794

40
41
42

Company Increase (Decrease) to General Office Plant-in-Service Allocation
RUCO Increase (Decrease) to General Office Plant-in-Service Allocation
RUCO Adjustment

$ 751,171
$ 655,227



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJUSTMENT #10 I ACCUMULATED DEPRECIATION
ORIGINAL COST

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-10
PAGE 2 of 2
DIRECT TESTIMONY

Line
No. General Office Plant Allocation - Accumulated Depreciation

RUCO
Accumulated
Depreciation

4 Factor
Allocation %

Allocated
Accumulated
Depreciation

3,046
211 ,596

85
5,925

2,354,430 65,924

162,569
8,664,647

552,718

4,552
242,610

15,476

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost and Other Intangible Plant
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
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

192,488
4,062

249,257
165,561

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

5,390
114

6,979
4,636

$ 12,560,374 $ 351,690

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31 Company Increase (Decrease) to General Office Accumulated Depreciation
32 RUCO Increase (Decrease) to General Office Accumulated Depreciation
33 RUCO Adjustment to General Office Accumulated Depreciation

$
§$

403,188
351,690
(51,498)I



$ (15,434)

Chaparral City Water Company
Test Year Ended December 31, 2006

OCRB Rate Base Proforma Adjustments
Adjustment 11

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-11
DIRECT TESTIMONY

Line
No.

OCRB General Office Plant - Remove Post Test Year Plant

Company OCRB 2007 Post Test Year plant - Account 303
Company OCRB 2007 Post Test Year Plant - Account 340

$ 159,087
392,121

551,208Total Company Post Test Year - General Office Plant

Chaparral General Office Plant Allocator 2.80%

Increase (Decrease) to OCRB General Office Plant $ (15,434)

Company OCRB GO Plant Accumulated Depreciation - A/C
RUCO OCRB Direct Plant Accumulated Depreciation
RUCO Adjustment

$ 12,560,374
12,560,374

Chaparral General Office Plant Allocator 2.80%

Increase (Decrease) to Accumulated Depreciation $

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
cr\_go_plant_Remove PTY Plant Adj.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 14

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-12
DIRECT TESTIMONY

Commutation of CIAC Balances

$Balance at 12/31/2003 per Decision
Additions 2004

Balance at 12/31/2004
Additions 2005

Balance at 12/31/2005
Additions 2006

Balance at 12/31/2006 $

273,476
272,024
545,500
405,152
950,652

5,337,445
6,288,097

Commutation of Accumulated Amortization CIAC Balances (Half-vear Convention)

$
2.500%

2,500% (9 months)
3.3588% (3 months)

3.358B%

Balance at 12/31/2003 per Decision
2004 Amortization at composite rate

Balance at 12/31/2004
2005 Amortization at composite rate
2005 Amortization at composite rate

Balance at 12/31/2005
2006 Amortization at composite rate

Balance at 12/31/2006 $

15,334
10,237
25,571
14,026
6,282

45,879
121,568
167,447

A.A. Balance per Computation
Balance at End of Test Year
Adjustment to A.A. CIAC

$ 167,447
99,136
68,311

Company Adjustment
RUCO Adjustment

$ 69,834
68,311

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

21
22
23
24
25
26
27
28
29
30
31
32 Increase (Decrease) to Contributions-in-aid, Net $ 1 ,523

Reference:
Line 17 and 19 utilizes amortization rate authorized in Decision No. 68176
per Bourassa Rebuttal Schedule C-2, page 2.



CHAPARRAL cITy WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE _ RCND

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-13
DIRECT TESTIMONY

(B) (C)
RUCO

AS
ADJUSTED

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

RUCO
ADJUSTMENTS

$80,783,568

(25,894,686)

$54,888,882

$ (3,851 ,776)

4,126,305

274,529$

$ 76,931 ,792

(21 ,768,381)

$ 55,163,411

1

2

3

4

5

PLANT IN SERVICE

ACCUMULATED DEPRECIATION

NET PLANT IN SERVICE

CONSTRUCTION WORK IN PROGRESS (CWIP)

TOTAL NET PLANT $54,888,882 $ 274,529 $ 55,163,411

Less:
ADVANCES IN AID OF CONSTRUCTION (AIAC) (10,231 ,760)

(9,441 ,352)

(819,845)

(925,896)

58,999

(2,363)

(10,172,761 )

(9,443,7t5)

(819,845)

(925,896)

6

7 CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) - NET

8 CUSTOMER METER DEPOSITS

9 DEFERRED INCOME TAXES

10 INVESTMENT TAX CREDITS

11 SHARED GAIN ON WELL (646,000) (646,000)

Plus:
UNAMORTIZED DEBT ISSUANCE COSTS 424,010

95,400

12

13 WORKING CAPITAL

14 DEFERRED REGULATORY ASSETS

15 TOTAL RATE BASE

424,010

207,006

1,280,000

$34,735,045 $

(114606)

(1 ,280,000)

(1 ,060,441) $ 33,674,804

REFERENCES:
COLUMN (A): COMPANY SCHEDULE B-4 and B-4-A
COLUMN (B); SCHEDULE TJC-14, PAGES 1 and 2
COLUMN (C)2 COLUMN (A) + COLUMN (B)
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CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 200s
OPERATING ADJ. #1 . TOTAL RCND UTILITY PLANT IN SERVICE (UPIS)
AND ACCUMULATED DEPRECIATION

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-15
DIRECT TESTIMONY

Total Chaparral Citv Water RCND UPIS:

Line
No. Description Amount

1
2
3

Chaparral City Water Direct plant Per Company
Chaparral City Water Direct Plant Per RUCO
RUCO's Direct Plant Adjustment

$ 79,791,440
76,081,819

$ (3,7D9,621 )

$4
5
6

Chaparral City Water General Office Plant Allocation Per Company
Chaparral City Water General Office Plant Allocation Per RUCO
RUCO's General Office Plant Allocation Adjustment $

992,128
849,978

(142,150)

7
8
g

Total Chaparral City Water Gross RCN UPIS Per Company
Total Chaparral City Water Gross UPIS Per RUCO
Total RUCO Gross UPIS Adjustment

$ 80,783,568
76,931,796

$ (3v851,772)

Total Chaparral City Water RCND Accumulated Depreciation:

10
11
12

Chaparral City Water Direct Plant Accumulated Depreciation Per Company
Chaparral City Water Direct Plant Accumulated Depreciation Per RUCO
RUCO's Direct Plant Accumulated Depreciation Adjustment

$ 25,365,293
21 ,a05,201
(4,060,092)

13
14
15

Chaparral City Water General Office Allocation of Accumulated Depreciation Per Company
Chaparral city Water General Office Allocation of Accumulated Depreciation Per RUCO
RUCO's General Office Allocation of Accumulated Depreciation Adjustment

529,393
463,180
(66,213)

15
17
18

Total Chaparral City Water Accumulated Depreciation Per Company
Total Chaparral City Water Accumulated Depreciation Per RUCO
Total RUCO Accumulated Depreciation Adjustment

25,894,686
21 ,768,381

$ (4,126,305)

19 RUCO's Chaparral City Water Plant Adjustment Net of Accumulated Depreciation Is 274,533 I

Supporting Schedules:
\TJC-4(a)Schedules\pages1 -5\DirectPIant\AZ-Corpplant\CentraIDivisionPlan1\
Regarding RUCO's Eastern Div, treatment see Company response to RUCO DR 2.06



$ (119)

Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 1

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-16
DIRECT TESTIMONY

RCN Direct Plant - Rounding Adjustment

Company RCN Trended Direct Plant
RUCO RCN Trended Direct Plant
RUCO Adjustment

$ 79,791 ,440
79,791 ,322

(118)

Increase (Decrease) to RCN Direct Plant $ (118)

Company RCN Trended Direct Plant Accumulated Depreciation
RUCO RCN Trended Direct Plant Accumulated Depreciation
RUCO Adjustment

$ 24,502,143
24,502,143

1

Increase (Decrease) to Accumulated Depreciation $ 1

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
run_plant_correct_RCN Factor Rounding.xls



Chaparral City Water Company
Test Year Ended December 31. 2006

RCND Rate Base Proforma Adjustments
Adjustment 2

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-17
DIRECT TESTIMONY

RCN Direct Plant - Correct Account 304 Index Factor

Company RCN Trended Direct Plant - Account 304
RUCO RCN Trended Direct Plant - Account 304
RUCO Adjustment

$ 1,965,394
1.947.587

(17,807)

Increase (Decrease) to RCN Direct Plant $ (17,807)

Company RCN Trended Direct Plant Accumulated Depreciation - A/C 304
RUCO RCN Trended Direct Plant Accumulated Depreciation - A/C 304
RUCO Adjustment

$ 486,810
482.399

(4,411 )

Increase (Decrease) to Accumulated Depreciation $ (4,411)

19

20

Net Adjustment

23
24
25

SUPPORTING SCHEDULE
run_plant_correct_Acct 304_lndex.xls



$ (0)

Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 3

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-18
DIRECT TESTIMONY

RCN Direct Plant - Remove Wells 8 & 9 - Out of Service

$ 435,284Company RCN Trended Direct Plant - Wells 8 & 9 from Account 307
RUCO RCN Trended Direct Plant - Wells 8 & 9 from Account 307
RUCO Adjustment (435,284)

Increase (Decrease) to RCN Direct Plant $ (435,284)

Company RCN Trended Direct Plant Accumulated Depreciation - A/C 307
RUCO RCN Trended Direct Plant Accumulated Depreciation - A/C 307
RUCO Adjustment

$ 150,254
(285,030)
(435,284)

Increase (Decrease) to Accumulated Depreciation $ (435,284)

Line
No.
1
2
3
4
5
B
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
run_plant_Remove Well 8_9.xls



$ (50,093)

Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 4

DOCKET no. W-02113A
SCHEDULE TJC-19
DIRECT TESTIMONY

Line

RCN Direct Plant - Remove Decision 68176 Plant Transfers Adiustment

Company RCN Trended Direct Plant - Account 311
Company RCN Trended Direct Plant - Account 320
CoMpany RCN Trended Direct Plant - Account 334
Company RCN Trended Total Account 311, 320, & 334 Balances

$ 3,160,902
9.969.130
3,981,833

17,111 ,865

RUCO RCN Trended Direct Plant - Account 311
RUCO RCN Trended Direct Plant - Account 320
RUCO RCN Trended Direct Plant - Account 334
RUCO RCN Trended Total Account 311, 320, 81 334 Balances

3,134,494
9,962,912
3,977,686

17,075,092

RUCO Total RCN Trended Plant Adjustment (36,773)

Increase (Decrease) to RCN Direct plant $ (36,773)

Company RCN Trended Acc um. Depre. - Account 311
Company RCN Trended Acc um. Depre. - Account 320
Company RCN Trended Acc um. Depre. - Account 334
Company RCN Trended Total A/D 311, 320, 8¢ 334 Balances

$ 1,750,363
2,695,725
1,507,882
5,953,970

Company RCN Trended Direct Plant - Account 311
Company RCN Trended Direct Plant - Account 320
Company RCN Trended Direct Plant - Account 334
Company RCN Trended Total Account 311, 320, 8¢ 334 Balances

1,762,992
2,696,018
1,508,279
5,967,290

RUCO Total RCN Trended Acc um. Depre. Adjustment 13,320

6

7
8
g
10
11
12

13
14

15
16
17

18
19
20
21
22
23
24

25
26
27
28
29
30

31
32

33
34
35

36
37
38

Increase (Decrease) to RCN Accumulated Depreciation $ 13,320

Net Adjustment

SUPPORTING SCHEDULE
run_plant_Remove Decision 68176 Adj.xls



0$

Chaparral City Water Company
Test Year Ended December 31 , 2006

RCN Rate Base Proforma Adjustments
Adjustment 5

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-20
DIRECT TESTIMONY

RCND Direct Plant - Remove Shea Water Treatment Plant 1 - Out of Service

Company RCN Direct Plant - Account 320
RUCO RCN Direct Plant - Account 320
RUCO Adjustment

$ 9,969,130
6,706,239

(3,262,891 )

Increase (Decrease) to RCN Direct Plant $ (3,262,891)

Company RCN Direct Plant Accumulated Depreciation - A/C 320
RUCO RCN Direct Plant Accumulated Depreciation - A/C 320
RUCO Adjustment

$ 2,695,725
(567,166)

(3,262,891 )

Increase (Decrease) to Accumulated Depreciation $ (3,262,891)

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
rcn_plant_Remove Shea Water Treatment Plant 1.xls



$ 43,217

Chaparral City Water Company
Test Year Ended December 31, 2006

RCN Rate Base Proforma Adjustments
Adjustment 6

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-21
DIRECT TESTIMONY

RCND Direct Plant - Remove Expenses in Account 339 and Capitalize

Company RCN Direct Plant - Account 339
RUCO RCN Direct Plant - Account 339
RUCO Adjustment

$ 1,814,021
1,857,238

43,217

Increase (Decrease) to RCN Direct Plant $ 43,217

Company RCN Direct Plant Accumulated Depreciation - A/C 339
RUCO RCN Direct Plant Accumulated Depreciation - A/C 339
RUCO Adjustment

$ 277,127
277,127

0

Increase (Decrease) to Accumulated Depreciation $ 0

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
cr\_plant_Remove Expensed Items 8= Capitalize.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 7

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-22
DIRECT TESTIMONY

RCN Direct Plant - Reconciliation Adiustment to RUCO Recomputed RCN Direct Plant Balance

Company RCN Trended Direct Plant $79,791,440

Less RUCO RC
Adjustment #1 :
Adjustment #2:
Adjustment #3:
Adjustment #4:
Adjustment #5:
Adjustment #6:

N Direct Plant Adjustments:
RCN Factor Rounding Adjustment
Correct Account 304 Index Factors on 3 Line Items
Remove Wells 8 & 9 from Plant-in-Service and Accumulated Depreciation
Remove Double Count of Plant Transfers from ACC Decision No. 68176
Remove Shea Water Treatment Plant 1 - Out of Service
Capitalize Expensed Plant Items from Account #339

(118)
(17,807)

(435,284)
(36,773)

(3,262,891 )
43,217

Total RUCO RCN Direct Plant Balance $76,081 ,783

RUCO's Recomputed RCN Direct Plant - Net Adjustments
Rounding Adjustment to Reconcile to RUCO's RCN Trended Direct Plant of $76,081 ,819

76,081 ,819
$ 35

Line
u

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Increase (Decrease) to RCN Direct Plant $ 35

SUPPORTING SCHEDULE
run__plant_correct_RCN Factor Rounding.xls
run_plant_correct_Acct 304_lndex.xls
run_plant_Remove Well 8_9.xls
run_plant_Remove Decision 68176 Adj.xls
run__plant__Remove Shea Water Treatment Plant 1.xls
rcnJ>lant_Remove Expensed Items & Capitalize.xls
ren_plant.xls



Chaparral City Water Com party
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 8

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-23
DIRECT TESTIMONY

Line
M

RCN Direct Plant Accumulated Depreciation Adiustment

Company RCN Direct Plant - Accumulated Depreciation $ (25,365,293)

Less RUCO RCN
Adjustment #1 :
Adjustment #2:
Adjustment #3:
Adjustment #4:
Adjustment #5:

Direct Plant Accumulated Depreciation Adiustments:
RCN Factor Rounding Adjustment
Correct Account 304 Index Factors on 3 Line Items
Remove Wells 8 & 9 from Plant-in-Service and Accumulated Depreciation
Remove Double Count of Plant Transfers from ACC Decision No. 68176
Remove Shea Water Treatment Plant 1 - Out of Service

(1)
4,411

435,284
(13,320)

3,262,891

Total RUCO RCN Direct Plant Accumulated Depreciation Balance - Net of Adjustments $ (21,676,028)

RUCO's Recomputed RCN Direct Plant Accumulated Depreciation - Net Adjustments
Adjustment to Reconcile to RUCO's RCN Direct Plant A/D of $21 ,305,201

(21 ,305,201)
(370,826)

t
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Increase (Decrease) to RCN Direct Plant - Accumulated Depreciation (370,826)

SUPPORTING SCHEDULE
run_plant_correct__RCN Factor Rounding.xls
run_plant_oorrect_Acct 304_Index.xls
rcnjlant_Remove W ell 8_9.xls
run_plant__Remove Decision 68176 Adj.xls
run_plant_Remove Shea Water Treatment Plant 1.xls
rcn_plant.xls



Chaparral City Water Company
Test Year Ended December 31 , 2006

RCND Rate Base Proforma Adjustments
Adjustment 10

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-24
PAGE 1 of 2
DIRECT TESTIMONY

Line

General Office Plant Allocation - Plant-in-service

RUCO
4 Factor
Allocated

Trended RCNNARUC

Company
Trended

RCN Value
4 Factor

Allocation %
16.452

1.089.237
461

30.499

9,379,730 262,632

(1,860) (52)

1,055,403
17,188,237

606,575

29,551
481,271
16,984

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

NARUC Description
Organization Cost
Franchise Cost and Other intangible Plant
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
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

663,298
15,358

634,172
260,818

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

18,572
430

17,757
7,303

$ 30,907,420 $ 865,408

Company Computed General Office Plant
RUCO Computed General Office Plant

$ 992, 128
865,408

7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39 Increase (Decrease) to Plant -in-service (126,720)

SUPPORTING SCHEDULE
run__plant_correct_RCN Factor Rounding.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 10

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-24
PAGE 2 of 2
DIRECT TESTIMONY

General Office Plant Allocation - Accumulated Depreciation

NARUC

Company
Trended

RCN Value
Acc um. Depr.

4 Factor
Allocation %

4 Factor
Allocated

Trended RCN
Acc um. Dear

211.596
85

5

3.805.726

2.80%

%

2.80%

%

106.560

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

202.477
10.437.484

606.574

5
292.250

16

8

3 0 1
3 0 2
3 0 3
3 0 4
3 0 5
3 0 6
3 0 7
3 0 8
3 0 9
3 1 0
3 1 1
3 2 0
3 3 0
3 3 1
3 3 3
3 3 4
3 3 5
3 3 6
3 3 9
3 4 0
3 4 1
3 4 2
3 4 3
3 4 4
3 4 5
3 4 6
3 4 7
3 4 8

NARUC Description
Organization Cost
Franchise Cost and Other Intangible Plant
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
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

314.752
15.362

634.162
260.818

2 . 80%
2.80%
2 . 80%
2 . 80%
2 . 8 0 %
2 . 80%
2 . 80%
2.80%
2 . 8 0 %

%
2. 80%

%
2 . 8 0 %
2 . 80%

17.757

$ 16,491,997 461 .776

Company Computed General Office Accumulated Depreciation
RUCO Computed General Office Accumulated Depreciation

529.393
461.776

3 7
38
39
4 0 Increase (Decrease) to Accumulated Depreciation (67,617)



$ (16,837)

Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 11

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-25
DIRECT TESTIMONY

Line
No.

RCN General Office Plant - Remove Post Test Year Plant

Company RCN Trended 2007 Post Test Year Plant - Account 303
Company RCN Trended 2007 Post Test Year Plant - Account 340

$ 159,087
392,121

551,208Total Company Post Test Year - General Office Plant

4-Factor Allocator 2.80%

Increase (Decrease) to RCN General Office Plant $ (15,434)

Company RCN Trermded GO plant Accumulated Depreciation
RUCO RCN Trended Direct Plant Accumulated Depreciation
RUCO Adjustment

s 16,491 ,997
16,542,128

50,131

Chaparral General Office Plant Allocator 2.80%

Increase (Decrease) to Accumulated Depreciation $ 1 ,404

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
cr_go_plant_Remove PTY Plant Adj.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 13

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-26
DIRECT TESTIMONY

Line
No.

RCN General Office Plant - Adiust AlAC RCN Factor Balance

Company RCN Trended AIAC Balance
RUCO RCN Trended AIAC Balance

$ (10,231,760)
(10,172,761)

Difference in Acc um. Depre. - Line 7 minus Line 4 (58,999)

1
2
3
4
5
6
7
8
9

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

Increase (Decrease) to RCN AIAC Balance $ (58,999)

SUPPORTING SCHEDULE
SCHEDULE TJC-2



Chaparral City Water Company
Test Year Ended December 31, 2006

RCN Rate Base Proforma Adjustments
Adjustment 14

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-27
DIRECT TESTIMONY

RCN Commutation of CIAC Balance

Company CIAC Balance Per OCRB Schedule TJC-2

RUCO CIAC Balance Per OCRB Schedule TJC-2

(6,119,129)

(6,120,652)

Increase (Decrease) to OCRB CIAC Balance

RUCO RCN CIAC Trended Factor 1.5514

Increase (Decrease) to RCN CIAC Balance

29
30
31
32

Reference
SCHEDULE TJC-2
Line 17 and 19 utilizes amortization rate authorized in Decision No. 68176
per Bourassa Rebuttal Schedule C-2, page 2



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 15

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-28
DIRECT TESTIMONY

Remove Deferred Requlatorv Asset - Additional CAP Allocation

$ 1,280,000

Line
No.
1
2
3
4
5
6
7

Company Deferred Regulatory Asset

RUCO Adjustment

Increase (Decrease) to RCN Rate Base

(1 ,280,000)

$ (1 ,280,000)



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 l WORKING CAPITAL ADJUSTMENT
WORKING CAPITAL ADJUSTMENT SUMMARY

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 1 OF 15
DIRECT TESTIMONY

LINE
no. DESCRIPTION AMOUNT

$1
2
3

Cash Working Capital per Company
Cash Working Capital per RUCO
RUCO Adjustment

(111 ,606>
(111 ,606)

4
5
6

Materials & Supplies Inventories per Company
Materials & Supplies Inventories per RUCO
RUCO Adjustment

$ 14,521
14,521

7
8
9

Prepayments per Company
Prepayments per RUCO
RUCO Adjustment

$ 192,485
192,485

10 Total Working Capital Adjustment $ (111,606)l

REFERENCES:
Lines 1, 4, and 7: Company Schedule B-1, Page 1
Line 2: See RUCO Schedule TJC-29, Page 2 of 14
Line 10: Line 3 + Line 6 + Line 9

I



(7.35>lI

l$ (111,606)l

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 . WORKING CAPITAL ADJUSTMENT
LEADILAG CALCULATION

DOCKET no. W-D2113A-07-0551
SCHEDULE TJC-29
PAGE 2 OF 15
DIRECT TESTIMONY

(A) (B) (C) (D) (E)

LINE
n o . DESCRIPTION

EXPENSES
PER

COMPANY
RUCO

ADJUSTMENTS

RUCO
ADJUSTED
EXPENSES

RUCO
(LEAD)/LAG

DAYS
RUCO

$ DAYS

1 SALARIES and WAGES $ $ * 12.00 $

2 PURCHASED WATER
*

3 PURCHASED POWER

969,244

B31 ,656

602,982

(30,001 )

12,149 *

(36.88)

35.05

4 CHEMICALS 127,457

104,609

969,244

801,855

615,131

127,457 * (50.91 )

30.005 REPAIRS & MAINTENANCE (43,217)

6 OFFICE SUPPLIES & EXPENSE 22.70

7 OUTSIDE SERVICES (71,000) 29.09

8 WATER TESTING 15.72

9 TRANSPORTATION EXPENSES 30.00

10 INSURANCE - GENERAL LIABILITY

19,800

256,544

43,458

70,430

(1,294)

61,392 *

19,800 *

195,544 *

43,458 *

70,430 g

(1,294) * 30.00

11,630,928

(29,564,875)

21 ,562,762

(6,488,529)

1,841 ,760

449,550

5,688,667

683,033

2,1 12,900

(38,820)

11 RENTS
* 0.00

12 MISCELLANEOUS EXPENSE (123,366) * 30.00

13 TAXES OTHER THAN INCOME
* 75.62

14 PROPERTY TAXES
* 212.50

15 STATE INCOME TAXES
* 62.65

16 FEDERAL INCOME TAXES 37.50

17 INTEREST

(39,883)

121,096

549,606

(110,305)

265,079

1,136,582

47,873

255,930

169,841

770,881

257,432

$ 5,541,356

* 90.00

34,097,460

3,620,156

54,385,028

10,540,540

28,908,035

23,168,853

$ 162,697,44918 TOTAL OPERATING EXPENSES

1259,948

47,B73

295,813

48,745

221,275

367,737

$ 5,276,277 $

19 EXPENSE LAG 29.36

20 REVENUE LAG 22.01

21 NET LAG

22 CASH WORKING CAPITAL

NOTE
* RUCO RECOMMENDED LEVEL OF CASH WORKING CAPITAL EXPENSES



ARIZONA-AM ERICAN WATER COM PANY
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ, #16 . WORKING CAPITAL
REVENUE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 3 OF 15
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G) (H) (I) (J)

LlNE
n o . BEGINNING ENDING

MID-POINT
SERVICE
PERIOD BILL DATE

BILLING
LAG DUE DATE PAY LAG

REVENUE
LAG DAYS

AMOUNT
OF BILL

RUCO
$ DAYS

3/1/2006
3/1/2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1/2006
3/1 /2006
3/1 /2006
3/1/2006
3/1/2006
3/1 /2006

3/31/2006
3/31 /2006
3/31 /2006
3/31 /200B
3/31/2006
3/31 /2006
3/31 /2006
3/31 /2006
3/31/2006
3/31 /2006
3/31/2006
3/31 /2006
3/3112006
3/31 /2006
3/31 /2006

15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00

3/14/2006
3/21 /2006
3/14/2006
3/22/2006
3/22/2006
3/20/2006
3/13/2006
3/13/2006
3/6/2006

3/14/2006
3/21/2006
3/3/2006
3/7/2006

3/15/2006
3/22/2006

-17.00
-10.00
-17.00
-9.00
-900

-11 .00
-1B.00
-18.00
-25,00
-17,00
-10.00
-28.00
-24.00
-16.00

-9.00

4/4/2006
4/11/2006

4/4/2006
4/12/2006
4/12/2006
4/10/2006

4/3/2006
4/3/2006

3/27/2006
4/4/2006

4/11/2006
3/24/2006
3/28/2006
4/5/2006

4/12/2006

21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00
21.00

19.00
26.00
19.00
27.00
27.00
25.00
18.00
18.00
11 .00
19.00
26.00
8.00

12.00
20.00
27,00

$ 34.07
28.57
25.82
25.82
25.82
31 .33
52.24
B2.49
52.24
57.74
41.22
63.23
41 .22

301 .83
549.86

$ 647
743
491
697
697
783
940

1 ,485
575

1 ,097
1 ,072

506
495

6,037
14,846

$ 1,414 s 31,110

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20 RUCO REVENUE LAG DAYS I 22.0111

REFERENCES:
15 Chaparral City Water Bills

I



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 200s
RATE BASE ADJ. #16 . WORKING CAPITAL
INTEREST EXPENSE (LEAD)lLAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 4 OF 15
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

LINE
no.

MID-POINT
SERVICE
PERIOD

PAYMENT
DATE

PAYMENT
(LEAD)lLAG

PAYMENT
AMOUNT

DOLLAR
DAYS

1

DESCRIPTION

Bond due 2007

BEGINNING

1/1/2006

ENDING

12/31/2005 7/Z/2006 8/30/2006
12/31/2008

(2.00)
1B2.00

1 .75%
1.75%

$ (0)
3

2 Bond due 2011 1/1/2006 12/31/2008 7/2/2008 G/30/2006
12/31 /2006

(2.00)
182.00

7.28%
7.28%

(0)
13

3 Bonddue 2022 1/1/2006 12/31/2006 7/2/2006 6/30/2006
12/31/2006

(2.00)
182.00

33.58%
33.58%

(1)
61

4 Bonddue 2022 1/1 /2008 12/31/2005 7/2/2006 6/30/2006
1 W31 /2006

(2.00)
182.00

7.39%
7.39%

(0)
13

5 TOTAL PAYMENTS & DOLLAR DAYS 100.00% $ 90

6 INTEREST EXPENSE LAG DAYS | 9000 |90.00



212.50

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 _ WORKING CAPITAL
PROPERTY TAX LAG DAYS ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 5 OF 15
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D)

LINE
n o .

MID-POINT
SERVICE
PERIOD DUE DATE

EXPENSE
LAG DAYS

1

2

BEGINNING

1/1/2005

ENDING

12/31/2005 711/2005 10/31/2005
4/30/2006

61.00
151.50

3 TOTAL PROPERTY TAX LAG DAYS

(E)



CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 l WORKING CAPITAL
CALCULATION OF FEDERAL INCOME TAX LAG

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 6 OF 15
DIRECT TESTIMONY

LINE
NO

PAYMENT
SERVICE
PERIOD

MIDPOINT
(LEAD)/LAG

X
PAYMENT
AMOUNT

DOLLAR

(77.00)

(16.00)

25.00%

25.00%

25.00%

25.00%

(19.25)

(4.00)

04/15/05

06/15/05

09/15/05

12/15/05

07/01105

07/01/05

07/01/05

07/01/05 167.00

TOTALS 100.00%

INCOME TAX LAG



62.65

CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 I WORKING CAPITAL
CALCULATION OF STATE INCOME TAX LAG

DOCKET no. W-02113A.-7-0551
SCHEDULE TJC-29
PAGE 7 OF 15
DIRECT TESTIMONY

LINE
NO

(A)
PAYMENT

DATE

(B)
SERVICE
PERIOD

MIDPOINT

(C)
(LEAD)/LAG

DAYS X

(D)
PAYMENT
AMOUNT

04/15/99

06/15199

09/15/99

12/15/99

04/15/00

TOTALS

07/01/99

07/01/99

07101/99

07/01/99

07/01/99

(77.00)

(16.00)

76.00

167.00

289.00

22.50%

22.50%

22.50%

22.50%

10.00%

1 .00

$

(E)
DOLLAR

DAYS

(17)

(4)

17

38

29

62.65

3

4

5

6

7 INCOME TAX LAG



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, zoos
RATE BASE ADJ. #16 . WORKING CAPITAL
OUTSIDE SERVICES EXPENSE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE B OF 15
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

LINE
ng. DESCRIPTION BEGINNING ENDING

MID-POINT
SERVICE
PERIOD

PAYMENT
DATE

PAYMENT
(LEAD)/LAG

PAYMENT
AMOUNT

DOLLAR
DAYS

1
2
3
4
5
6

TNT Technology Co.
NYE Tm Landscape
Quad fa
TMV
Workplace Safety
Fennemore Craig

12/18/2006
11/1/2005
2/6/2005
5/1 /2006

9/23/2005
7/1/2006

12/24/2006
11/30/2005
2/10/2006
5/31/2006
9/30/2005
7/31/2006

12/21/2006
11/15/2005

2/B/2006
5/16/2006
9/25/2005
7/15/2005

1/25/2007
12/30/2005
2/23/2006
6/15/2006
9/29/2005
8/21 /2006

35,00
44.50
15.00
30.00
2.50

36.00

$ 1.060
22,875
35,433

500
244

21,221

$ 37,100
1,017,938

531 ,495
15,000

610
783,956

7 Total $ 81,333 s 2,365,099

8 Lead/Lag Days I 29.09 I



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 . WORK»NG CAPITAL
PURCHASED POWER EXPENSE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-9551
SCHEDULE TJC-29
PAGE 9 OF 15
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

LINE
no. DESCRIPTION

APS:
BEGINNING ENDING

MID-POINT
SERVICE
PERIOD

PAYMENT
DATE

PAYMENT
(LEAD)/LAG

PAYMENT
AMOUNT

DOLLAR
DAYS

1
2
3
4

Jan-08
Dec-07
Nov-07
OC1-07

12/11/2007
11/8/2007

10/10/2007
9/11/2007

1/9/2008
12/11/2007
11/B/2007

10/10/2007

12/25/2007
11/24/2007
10/24/2007
9/25/2007

1/31/2008
12/31/2007
11/30/2007
10/29/2007

36.50
38.50
36.50
33.50

$ 17,136.95
22.16038
29,886.99
30,158.30

$ 625,499
808,854

1,090,875
1,010,303

5 99,342.62 3,535,530.73

6

Total

Lead/Lag Days 35.59 I

SRP:
7
8
g

1 0

Dec~07
Od-o7
Sep-D7
Aug-07

15.5
15

15.5
15

23.5
21

16.5
13

39.00
36.00
33.00
28.00

s 18,238.75
13,847.95
13,996.67
12,379.76

$ 711 ,311
491,326
461,890
346,633

11 Total $ 58,263.13

34.52

$ 2,011,161

12 Lead/Lag Days I
35.05 I13 Average Lead/Lag Days I

I

I



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 - WORKING CAPITAL
CALCULATION OF STATE INCOME TAX LAG

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 10 OF 15
DIRECT TESTIMONY

1

LINE
no.

(A)
SERVICE
PERIOD

(B)
SERVICE
PERIOD

MIDPOINT

(C)
PAY

DATE

1 14 Days 7 Days 5 I 12 Days

(D)
LAG

DAYS

I



CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 - WORKING CAPITAL
TAXES OTHER THAN INCOME

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 11 OF 15
DIRECT TESTIMONY

LINE
n o .

(A)
SERVICE
PERIOD

(B)
SERVICE
PERIOD

MIDPOINT

(C)
PAY

DATE

(D)
LAG

DAYS

1 91 .25 Days 45.62 Days 30 75.62



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 . WORKING CAPITAL
OFFICE SUPPLIES EXPENSE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 12 oF 15
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

BEGINNING

PAYMENT
(LEAD)/LAG

LINE
no.
1
2
3
4
5
S
7
8
9
10
11
12
13
14
15

DESCRIPTION
Iron
Iron
Iron
Robertson Consulting
Robertson Consulting
Laser Pros
OPACS
Laser Pros
OPACS
OPACS
OPACS
OPACS
Pitney Bowes
OPACS
Network Supply Resource

11/8/2005
5/8/2006
8/B/2006
7/6/2006

8/25/2006
1I23/2006
119/2006

9/19/2006
1 I20/2006
5/12/2006
7/28/2006
8/7/2006

8/24/2006
9/22/2006
9/12/2006

ENDING
2/8/2006
8/8/2006

11/8/2006
7/24/2006
9/22/2006
1/26/2006
2/8/2006

9/20/2006
2/19/2006
6/11/2006
8/27/2006
9/6/2006

8/30/2006
10/22/2006
10/23/2006

MID-POINT
SERVICE
P ERI OD
12/24/2005
6/23/2006
9/23/2006
7/15/2006
9/8/2006

1/24/2006
1/24/2006
9/19/2006
2/4/2006

5/27/2006
8/12/2006
8/22/2006
8/27/2006
10/7/2006
10/2/2008

PAYMENT
DATE
2/18/2006
8/18/2006

11/1 B/2006
7/24/2006
9/22/2005
1/26/2006
2/8/2006

9/20/2006
2/19/2006
6/11 /2006
8/27/2006
9/G/2006

8/30/2006
10/22/2006
10/23/2006

56.00
56.00
56.00
9.00

14.00
1.50

15.00
0.50

15.00
15.00
15.00
15.00
3.00

15.00
20.50

PAYMENT
AMOUNT

$ 350.98
336.79
382.83
300.00
725.89
16085
395.01
139.26
460.07
178.54
309.78
338.59
189.99
175.70
298.00

$

DOLLAR
DAYS

19,655
18,860
21 ,438
2,700

10,162
241

5,925
70

6,901
z,e7a
4,647
5,079

570
2,536
6.109

5 Total 4,742.28 107,671.29

6 Lead/Lag Days I 22.70 I



CHAPARRAL cITy WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #18 -WORKING CAPITAL
WATER TESTING EXPENSE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 13 OF 15
DIRECT TESTIMONY

(A) (5)
SERVICE PERIOD

(C) (D) (E) (F) (G)

PAYMENT PAYMENT
AMOUNT

s

DOLLAR
DAYS

LINE
n o .

1
2
3
4
5
5
7

DESCRIPTION
Del Mar Analytical
Del Mar Analytical
Test America
Water Trax
MWH Laboratories
MWH Laboratories
Test America

BEGINNING
6/15/2006
2/28/2006
B/14/2006
1/17/2006
1/24/2006
1/24/2006
8/14/2006

ENDING
7/17/2005
3/30/2005
9/13/2006
2/18/2006
3/1/2005

2/13/2006
9/13/2006

MID-POINT
SERVICE
PERIOD

7/1/2006
3/15/2006
B/29/2006
2/2/2006

2/11/2006
2/3/2006

B/29/2006

DATE
7/17/2006
3/30/2008
9/13/2006
211 B/2006
3/1 /2006

.w13/2006
9/13/2006

PAYMENT
(LEAD)/LAG

16.00
15.00
15.00
16,00
1a.00
10.00
15.00

1 ,800.00
1 ,800.00
4,450.56
4,205.62
1,865.00

130.00
1 ,020.00

$ 28,800
27,000
66,758
67,290
33,570

1,300
15,300

5 Total 15_271_18 240,018.33

6 Lead/Lag Days I 15.72 I



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, zoos
RATE BASE ADJ. #18 . WORKING CAPITAL
CHEMICAL EXPENSE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-29
PAGE 14 OF 15
DIRECT TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

PAYMENT

BEGINNING
LINE
no.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21

DESCRIPTION
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
NTU Technologies
NTU Technologies
Thatcher
Engineered Sales

12/8/2005
1/9/2006

1/19/2006
2/2/2006

2/13/2006
2/24/2006
3/8/2006

3/24/2006
4/6/2006

4/17/2006
5/3/2006

5/10/2006
5/17/2006
5/31 /2006
6/5/2006

6/14/2006
6/23/2006
2/23/200B
8/3/2006
1/1 /2006
1 /1 /2006

ENDING
1/9/2006

1/19/2006
2/2/2006

2/13/2006
2/24/2006
3/8/2006

3/24/2006
4/6/2006

4/17/2006
5/3/2006

5/10/2006
5/17/2006
5/31/2006
6/6/2006

6/14/2006
6/23/2006
6/30/2006
8/3/2006

12/14/2006
12/31/2006
12/31/2006

MID-POINT
SERVICE
PERIOD
12/24/2005
1/14/2006
1/26/2006
2/7/2006

2/1 B/2006
3/2/2006

3/16/2006
3/30/2006
4/11/2006
4/25/2006
5/8/2006

5/13/2006
5/24/2006
B/3/2006

5/10/2006
S/1 B/2006
6/2B/2006
5/14/2006
10/B/2006
7/2/2006
7/2/2006

DATE
1/7/2006
2/8/2006

ZN B/2006
3/1 /2006

3/12/2006
3/23/2006
4/7/2006

4/23/2006
5/5/2006

5/16/2006
6/82006
6/9/2006

6/16/2006
6/30/2006
7/5/2006

7/13/2006
7/22/2006
3/22/2006
9/2/2006

1 /31 /2006
1/31 /2006

PAYMENT
(LEAD)/LAG

14.00
25.00
23.00
21 .50
21 .50
21 .00
22.00
23.50
23.50
21 .00
26.50
26.50
23.00
27.00
25.00
24.50
25.50

(53.50)
(36.50)

(15200)
(152.00)

PAYMENT
AMOUNT

$ 1,513.00
1 ,408.00
1,406.00
1,406.00
1,820.00
1,406.00
1,406.00
1,406.00
1 ,820.00
1 ,620.00
1 ,299,00
1 ,620.00
1,620.00
2,155.00
2,155.00
2,155.00
2,155,00

14,229.60
13,261 .60
21 ,066.97
1 ,008.91

$

DOLLAR
DAYS

21 ,182
35,150
32,338
30,229
34,830
29,526
30,932
33,041
38,070
34,020
34,424
42,930
37,260
58,185
53,875
52,798
54,953

(761 ,284)
(484,048)

(3,202,179)
(153,354)

22 Total
77,535.08

(50.91>|

(3,947,12428)

23 Lead/Lag Days l



¢`
of
et
LO
<">V

Lm
<r

M M v O ¢ F F NF MNFNFO¢ @Q 3 @@Q mQ @mQ mQ @no F¢D© O F©©©@©©@©N
mcoc>u>v-c~ooolnnu1o>nu'>nm\-ouoouvwooomommomov

w
of9'
W '
| \
| \

m
N

F '
I-D
In

l ~
o ea
<
SO >-
NW' zo N Q

|3*|-Qu1|.|.¢n
z _JolI-j
I_3ln
¥|.|.||u 8

D(/)D.D

oooooooooooocouooocoooooooo\-l_ov.r>uul.r>uvu'>».nu1uvu'>u'au9u1Loo
Lu <oco<o<9cs<-cocococD¢o<oco<oco
>- mv-vw-r~<*><-vv-v-v-4-Q-4-ooN W @ © W ® W @ W W @ © @ © v
&.<

Q

co
<r
r~
m
m
r~
o
of

Q

»"»`»l f l f l»"»-sv - l»`
( D O Q O O O O O O O O C O Q O O

|.. 'Q9QQ'-'?"?Q'*?QQ*QQ"?QQ
Z3 nr~<o|.o<om¢n¢ozo|~coco<o<ov-UJ\MNNNNC'>NNNNNNNNI~

<8

Q

N N W Q Q Q W Q W W Q Q W Q W

zwggggggggggggggg
3<Q~Q44QQ4QQQQQQ:

Q

W W W W QQW W QW QW QQNI- o o o o o o o c o o o o o o o
Z""'D3¢9838888888<'3888
6 § Q > a a a m a a m a a r ° a m a a& m ¢ § p ; ; Q ; : § § § ; g : §éuJUJzf>\-N¢*><l-c>l.ocor~coc>o1-n
E

p a
' Q

DS
UJ
D.

of( De c o
z o o m-8°38w
2 " " " - @ 8 8 8 u oco°°°'\c~JooaoUJ N " n o o a o\C")@

N E C ' > v - s O O "m F Q O O Q

(D m o N O O N
N m , § c o o@ \ m o Q Qc > \ m , . n
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CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 200s
OPERATING INCOME . TEST YEAR AND RUCO PROPOSED

DOCKET no. W~02113A-07-0551
SCHEDULE TJC-30
DIRECT TESTIMONY

DESCRIPTION

COMPANY
TEST YEAR

AS FILED
TEST YEAR

ADJUSTMENTS

TEST YEAR
AS

ADJUSTED
PROPOSED
CHANGES RECOMMENDED

REVENUES . WATER

1 WATER REVENUES $ 7,364,411 61,949 $ 7,426,360 s 1,082,786 $ 8.489.145

2 UNMETERED WATER REVENUES

3 OTHER WATER REVENUES B2.289 82.289 82.289

4 TOTAL REVENUES $ 7,446,700 51,949 $ 7,508,649 $ 1,062,786 $ 8.571.434

OPERATING EXPENSES
SALARIES AND WAGES 969,244 $ $ $ 969.244

PURCHASED WATER

969,244

801.655 801.655

PURCHASED POWER 602.982

(30,001)

12.149 615.131 615.131

127.457 121.457 127.457CHEMICALS

REPAIRS AND MAINTENANCE 104.609 (43,217) 61 61

10 OFFICE SUPPLIES AND EXPENSE 19.809 19 19.800

11 266.544 (71,000) 195.544 195.544

12

OUTSIDE SERVICES

WATER TESTING 43.458 43.458 43.458

13 RENTS

14 TRANSPORTATION EXPENSES 70,430 70.430 70.430

15 INSURANCE . GENERAL LIABILITY (1 ,294) (1 ,294) (1 ,294)

18

17

INSURANCE . HEALTH AND LIFE

REG. COMMISSION EXP. - RATE CA 144.871 93.333 93.333

18 1 .259.94B 1 .136.582 1.136.582

19

MISCELLANEOUS EXPENSE

DEPRECIATION & AMORTIZATION E 1.808.019

(51,538)

(123,366)

(91 ,690) 1.516.329 1.516.329

20 AMORT. OF GAIN ON WELL (76,000) (76,000) (76,000)

21 AMORT. OF CAP (64,000)

22 TAXES OTHER THAN INCOME 47.873 47 47

23 PROPERTY TAXES 295.813 255.930 255.930

24 INCOME TAXES 270.020

(39,883)

260.465 530_485 410.237 940.722

25 TOTAL OPERATING EXPENSES 6.817.587

28 UTILITY OPERATING INCOME

$ 6,549,430

$ 797,270

s

$

(242,081 )

304,029

$ 6,407,349

5 1,101,299

$

$

410,237

652,548

s

$ 1 .̀ /53.848

REFERENCES
COLUMN (A); of. SCH. C-1
COLUMN (B): SCH. TJC-31
COLUMN (c): COLUMN (A) + COLUMN (B)
COLUMN (D): SCH. TJC-1, PAGE 1 OF 2
COLUMN (E)1 COLUMN (C) + COLUMN (D)
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CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBERS, zoos
OPERATING ADJ. #1 . DEPRECIATION AND AMORTIZATION EXPENSE

LINE
no .

Goner
301
302
304
311
339
340
341
343
344
345
346

ACCT.
no ,

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

al Office Plant Allocated
Organization Cost
Other intangible Plant
Structures and Improvements
Electric Pumping Equipment
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment

Organization Cost
Franchise Cost and Other Intangible Plant
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
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible plant

Less: Amortization of Contributions - Year End Bal.

TOTAL DIRECT PLANT IN SERVICE

TOTAL GENERAL OFFICE PLANT ALLOCATION

PLANT ACCOUNT NAME

(A)
ADJUSTED
TEST YEAR
BALANCE

PER COMPANY

s

$

Per CDl'l\D3l\Y
52B

51 ,053253

1,506,908
7,753,500
5,170,420

17,459,634
7,359,930
2,725,573
1,171 ,633

G,2BB,097

1,510,687
270,359
535v315

305,920
1,518v648

e,s4a

27,201
45B,027

17,742
13,021

130
a,001
5,31 s

332,065

716,236

39,105
106,542

149,365

186,270

RUCO
ADJUSTMENTS

$

$

Correct for
4 Factor Allow.

(67)

(23,791 )
(26)

. 4 (3,.474)
=.9($-2411

(2268)
(1,863)

(17)
(1,022)

(879)

(2,103,710)

(23,294)
(2v016,609)

(1)
0

(0)
(3,556)

(1)

(B)

(103,468)

(34,063)
0
0

.261044

(0 )
0

34,063

43,218
(1)
0

0

*

*

$ 48,949,543

$

RUCO
ADJUSTED
BALANCE

RUCO
Adjusted

461
26,044

162,479
(26)

23,727
388,546

15,476
11 ,358

114
6,979
4,636

1,483,614
5,746,891
8,170,419

17,450,634
7,389,930
2,722,117
1,171,633

271 ,857
1 ,51 s,s48

e,54e

1,553,905
270,358
535.315

(C)

639.794

228,597

149,365

39,105
106,542
34,063

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-32
DIRECT TESTIMONY

COMPONENT
DEPRECIATION

RATES

(D)

0.00%
0.00%
3.33%

12.50%
3.33%
6.67%

20.00%
5.00%

10.00%
5.00%

10.00%

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
8.57%
2.00%
5.00%

12.50%
3.33%
222%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
667%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
0.00%

(E)
RUCO

RECOMMENDED
DEPRECIATION

EXPENSE

$

$

s

1,719,280

(211,205)

185,452
191 ,371
1 B1 v383
349,013
246,085
226,752
23,433

110,315
18,033

107,083

5,411
(3)

790
25,916

32,693

3,910
10,654

50,571
164

7,468

7,612

568
11

Fully Depreciated
Fully Depreciated

Fully Depreciated

Total Depreciation Expense $ 1 .540,76B

Test Year Depreciation Expense $ 1 ,632,45B

Increase (Decrease) in Depreciation Expense $ (91,590)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
1 e
17
15
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
35
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57 Adjustment to Revenues and\or Expenses s (91 ,sag

Note: Column B, line 36 and 40 adjusts for both the 4 Factor Allocator (28%) and Removal of $159,087 and $392,121 of Post Test Year Plant in Account 303 and 340 respectively
Amortization Rate approved in Commission Decision No. 68176.



CHAPARRAL CITY WATER COMPANY. INC
TEST YEAR ENDED DECEMBER 31. 2006
OPERATING ADJ. #2 . PROPERTY TAX EXPENSE

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-33
DIRECT TESTIMONY

NO. DESCRIPTION AMOUNT

$

REFERENCE

2
3

REVENUES . 2004
REVENUES . 2005
RUCO PROPOSED REVENUES

6,544,219
7.019.051
8.571.434

COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1
SCHEDULE TJC-30

4 TOTAL $ 22,134,704 sum LINES 1, 2, ea

5
6
7

3 YEAR AVERAGE
MULTIPLIER FOR REVENUES (2 X LAST 3 YRS. AVERAGE REVENUE)
REVENUES FOR FULL CASH VALUE

$ 7,378,235
x 2

$ 14,756,470

LINE 4/3 YEARS
ADOR VALUATION FACTOR
LINE 5 X 2 (MULTIPLIER FOR REVENUES)

B

9

10

11

12

13

14

15

16

ADD: 10% OF CWIP BALANCE

LESS: NET BOOK VALUE OF VEHICLES

FULL CASH VALUE

ASSESSMENT RATIO

ASSESSED VALUE

PROPERTY TAX RATE

PROPERTY TAXES PAYABLE PER RUCO

PROPERTY TAXES PER COMPANY

RUCO ADJUSTMENT

474.679

s 14,281 ,791

23.0%

$ 3,284,812

7.7913%

255,930

295.813

s

COMPANY TRIAL BALANCE

SCHEDULE TJC-6. PAGE 3 OF 3

LINE 7 + LINE 8 MINUS LINE 9

PER HOUSE BILL 2779

LINE 10 X LINE 11

PER TAX BILLS

LINE 12 x LINE 13

PER COMPANY

LINE 14 MINUS LINE 15



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJ. #2 . PROPERTY TAX EXPENSE

DOCKET no. W-02113A-07-0551
SCHEDU LE TJC-33(a)
DIRECT TESTIMONY
PAGE 1 OF 2

LINE
n o . DESCRIPTION AMOUNT

$

REFERENCE

1
2
3

REVENUES - 2004
REVENUES - 2005
RUCO PROPOSED REVENUES

6,544,219
7,019,051
8,571 ,434

COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1
SCHEDULE TJC-30

4 TOTAL

5
6
7

3 YEAR AVERAGE
MULTIPLIER FOR REVENUES (2 X LAST 3 YRS. AVERAGE REVENUE)
REVENUES FOR FULL CASH VALUE

$ 22,134,704

$ 7,37B,235

$ 14,756,470

$

$

SUM LINES 1, 2, & 3

LINE 4/3 YEARS

LINE 5 X 2 (MULTIPLIER FOR REVENUES)

COMPANY TRIAL BALANCE

SCHEDULE TJC-6, PAGE 3 OF 3

LINE 7 + LINE B MINUS LINE g

PER HOUSE BILL 2779

LINE 10 X LINE 11

PER TAX BILLS

LINE 12 X LINE 13

PER COMPANY

LINE 14 MINUS LINE 15

8

g

10

11

12

13

14

15

16

ADD: 10% OF CWIP BALANCE

LESS: NET BOOK VALUE OF VEHICLES

FULL CASH VALUE

ASSESSMENT RATIO

ASSESSED VALUE

PROPERTY TAX RATE

PROPERTY TAXES PAYABLE PER RUCO

PROPERTY TAXES PER COMPANY

RUCO ADJUSTMENT

474,679

s 14,281 ,791

23.0%

$ 3,284,812

7.7913%

255,930

295,813

(39,883)s



DOCKET no. W-02113A-07-0551
SCHEDULE TJC-33(a)
DIRECT TESTIMONY
PAGE 2 OF 2

LINE
n o . DESCRIPTION AMOUNT

$

REFERENCE

17
18
19

REVENUES . 2004
REVENUES . 2005
REVENUES . 2006

6,544,219
7,019,051
7,755,907

COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1

20 TOTAL $ 21,319,177 SUM LINES 1, 2, & 3

21
22
23

3 YEAR AVERAGE
MULTIPLIER FOR REVENUES (2 x LAST 3 YRS. AVERAGE REVENUE)
REVENUES FOR FULL CASH VALUE

$ 7,106,392
x 2

$ 14,212,785

LINE 4/3 YEARS
ADOR VALUATION FACTOR
LINE 5 x 2 (MULTIPLIER FOR REVENUES)

$

$

COMPANY TRIAL BALANCE

SCHEDULE TJC-6, PAGE 3 OF 3

LINE 7 + LINE 8 MINUS LINE g

PER HOUSE BILL 2779

LINE 10 X LINE 11

PER TAX BILLS

LINE 12 X LINE 13

PER COMPANY

LINE 14 MINUS LINE 15

24

25

26

27

28

29

30

31

32

ADD: 10% OF CWIP BALANCE

LESS: NET BOOK VALUE OF VEHICLES

FULL CASH VALUE

ASSESSMENT RATIO

ASSESSED VALUE

PROPERTY TAX RATE

PROPERTY TAXES PAYABLE PER RUCO

PROPERTY TAXES PER COMPANY

RUCO ADJUSTMENT

474,679

$ 13,738,106

23.0%

$ 3,159,764

7,7913%

246,187

295,813

(49,626)$

33
34

2008 PROPERTY TAX EXPENSE
PLUS: DIFFERENCE BETWEEN PROPOSED LEVEL OF REVENUE

$ 187,214
9,743

s35

36

37

LINE 33 PLUS 34

PROPERTY TAX PER COMPANY

RUCO ALTERNATIVE PROPERTY TAX EXPENSE ADJUSTMENT I $

196,957

295,813

(98,856)l



Chaparral City Water Company
TEST YEAR ENDED DECEMBER 31. 2006

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 3

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-34
DIRECT TESTIMONY

To Normalize Miscellaneous Exoerxse

Company Miscellaneous Expense - 2004
Company Miscellaneous Expense - 2005
Company Miscellaneous Expense Test Year Adjusted - 2006

$ 989,392
1.160.406
1.259.948

Three-Year Average $ 1,136,582

Company Test Year Adjusted Expense

Increase(decrease) Miscellaneous Expense

1.259.948

$ (123,366)

13 Adjustment to Revenue and/or Expense $ (123,366)



Chaparral city Water Company
TEST YEAR ENDED DECEMBER 31, 2006

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 4

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-35
DIRECT TESTIMONY

Rate Case Expense

$
$
$

280,000Estimated Rate Case Expense
Unrecovered Rate Case Expense (Prior Case)'
Rate Case Expense 280,000

Estimated Amortization Period (in Years) 3.0

$ 93,333

$

$

144,871

Annual Rate Case Expense

Test Year Adjusted Rate Case Expense

Increase(decrease) Rate Case Expense (51,538)

Adjustment to Revenue and/or Expense $ (51,538)

$

$

Line
NG

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

1 Computation of Unrecovered Rate Case Amount
Rate Case Expense
Amortization Period (yrs)
Annual Amortization amount
Amortization (years)
Total Amortization
Remaining Unrecovered Rate Case Expense

$
$

285,000 [1]
4 [2]

71,250 [3] = [1] divided by [2]
1.83 [4]

130,388 [5] = [4] times [3]
154,613 [6] = [1] minus [5]



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-36
DIRECT TESTIMONY

Purchased Water

Central Arizona Project water allocation 2006 (acre feet)
Additional CAP allocation (acre feet)
Central Arizona Project water allocation 2006 (acre feet)
2008 capital cost per acre foot (take or pay)
Total Capital Cost $ 146,538

Central Arizona Project water delivered 2006 (acre feet)
Excess CAP water delivered 2006 (acre feet)
Additional gallons from annualization in acre feet
Total CAP water (acre feet)
2008 delivery cost per acre foot
Total M&l Cost $ 611,567

Total CAP purchased water 758.105

11
12
13
14
15
16
17
18
19
20
21
22

Ground Water pumped 2006 in acre feet
Excess Capacity percentage
Total projected gallons pumped
Central Arizona Ground Water Replenishment District Assessment Fee per acre foot

24
25
26
27

RUCO Total PurchasedWaterCost
Company Total Purchased Water Cost
Increase (decrease)

801 .655
831 .656
(30,001 )

29
30

Adjustment to Revenue and/or Expense (30,001 )



$(71,000)

Chaparral City Water Company
Test Year Ended December 31 , 2006

Adjustment to Revenues and Expenses
Adjustment Number 6

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-37
Page 1 of 31

Outside Services Expense

$ 3,500
20.28571 Number of Weeks

1 Weekly Charge
2 January 1, 2006 thru May 22, 2006
3
4 Increase(decrease) Miscellaneous Expense
5
6 Adjustment to Revenue and/or Expense
7
8
g

$ (71 ,000)



Chaparral city Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 7

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-38
Page 1 of 31

RUCO Revenue Annualization
Additional

Dollars

Additional
Gallons to Be

Pumped
(In 1000'S)

Additional
Customers

Residential:
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

$ 2,317
65,260

860
253

1 ,790

639
13,151

215
72

421

61
1,415

7
1
5

Commercial:
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

(50)
2,647
1 ,934
(778)
(206)

(14)
704
551

(222)

(24)

(1)
38
12

(3)
(1)

Industrial:
3/4 Inch
1 Inch
t.5 Inch

Irrigation:
3/4 inch
1 Inch
1.5 Inch
2 Inch
4(a) Inch
4(b) Inch
6(3) Inch
6(b) Inch

792
6,585
1,901
(160)

(33,206)
(68,063)

(6,229)
(226,077)

324
3.086

869

(56)
(21,286)
(43,630)

(3,993)
(144,921 )

21
78
12

(1)
(2)

Fire Hydrant (Standpipe)'
3 inch
4 Inch

182 14 1

Construction :
3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

(329)

3,319

(80)

1,753

(9)

4

Fire Sprinkler:
3/4 Inch
1 Inch
1.5 Inch

(192,426) 1 ,638

Line

M
1
2
3
4
5
6
7
8
g

10
11
12
13
14
1 5
16
17
18
19
20
21
22
2 3
24
2 5
25
27
28
29
30
31
32
33
34
3 5
36
37
CB
39
40
41
42
43
44
45
46
47
48
49
50
51
52
5 3
54
55
56
57
5 8
59
60
61

RUCO Revenue Annualization (247,258)

(309,207)

$ 61,949

Company Revenue Annualization

RUCO Revenue Annualization Adjustment
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$ (43,217)

Chaparral City Water Company
Test Year Ended December 31, 2006

Operating Income & Expense Adjustments
Adjustment 8

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-39
DIRECT TESTIMONY

Remove Expensed Items in Repairs 8¢ Maintenance Expense and Capitalize

Per Company Repairs and Maintenance Expense
Per RUCO Repairs and Maintenance Expense
RUCO Adjustment

$ 104,609
61,392

(43,217)

Increase (Decrease) to Repairs and Maintenance Expense $ (43,217)

Line
No.
1
2
3
4
5
8
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULE
rcn_plant_Remove Expensed Items & Capitalize.xls



CHAPARRAL cITy WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJUSTMENT 9 l INTENTIONALLY LEFT BLANK

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-40
DIRECT TESTIMONY



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 10

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-41
DIRECT TESTIMONY

Annualize Dower cost for additional gallons from annualization of revenues

Test Year Power Costs Plus Adjustments for APS & SRP Rate Increases
Gallons sold in Test Year (1 ,000's)
Cost per 1,000 gallons
Additonal gallons from annualization (in 1,000's) in adjustment 6

$ 677,696
2,084,339

0.32514
(192,426)

RUCO Increase (Decrease) in Expense
Company Increase (Decrease) in Expense

$ (62,565)
(74,714)

Line

NO
1
2
3
4
5
6
7
8
9

10
11

12
13
14
15
16
17
18
19
20

Adjustment to Revenue and/or Expense $ 12,149



CHAPARRAL CITY WATER COMPANY, INC
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJUSTMENT 11 I REMOVE CAP AMORTIZATION

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-42
DIRECT TESTIMONY

See TJC Direct Testimony



260,465$

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJ. #12 ¢ INCOME TAXES

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-43
DIRECT TESTIMONY

LINE
no. DESCRIPTION AMOUNT REFERENCE

1

FEDERAL INCOME TAXES:
OPERATING INCOME BEFORE INCOME TAXES $ 1,631,784 SCH. TJC-31

2
3

LESS:
ARIZONA STATE TAX
INTEREST EXPENSE

95,765
257,432

LINE 11
NOTE (a)

4 LINE 1 - L|NES 2 & 3

5 TAX RATE

6

FEDERAL TAXABLE INCOME

FEDERAL INCOME TAX RATE

FEDERAL INCOME TAX EXPENSE

$ 1,278,587

34.00%

434,720$ L|NE 4X LINE 5

7
STATE INCOME TAXES:
OPERATING INCOME BEFORE INCOME TAXES $ 1,631,784 LINE 1

LESSZ
8 INTEREST EXPENSE NOTE (A)

LINE 7 - LINE 8g STATE TAXABLE INCOME

10 STATE TAX RATE

11 $

12

STATE INCOME TAX EXPENSE

TOTAL INCOME TAX PER RUCO

INCOME TAXES PER COMPANY FILING

257,432

s 1,374,352

6.968%

95,765

530,485

270,020

TAX RATE

LINE g X LINE 10

LINE 6 + ti

COMPANY SCHEDULE C-113

14 RUCO INCOME TAX ADJUSTMENT

NOTE (a):
INTEREST SYNCHRONIZATION

ADJUSTED RATE BASE
WEIGHTED COST OF DEBT

$ 21,328,051
1.21%

$ 257,432
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Chaparral City Water Company
Test Year Ended December 31, 2006

Present and Proposed Rates

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-45
PAGE 2 OF 2

Commodity Rates
(Residential. Commercial. Industrial) Block

(Per 1,000 gallons)
Company Company
Present Proposed

Rate Rate

R u c o
Proposed

Rate

RUCO
Dollar

Chanqe

3/4 Inch Meter Commercial and Industrial $ $ $ $

1 Inch Meter

1.5 Inch Meter

2 Inch Meter

3 Inch Meter

4 Inch Meter

6 Inch Meter

8 Inch Meter

10 Inch Meter

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

12 Inch Meter

0 gallons to 9000 gallons
over 9,000 gallons
0 gallons to 24,000 gallons
over 24,000 gallons
0 gallons to 60,000 gallons
over 60,000 gallons
0 gallons to 100,000 gallons
over 100,000 gallons
0 gallons to 225,000 gallons
over 225,000 gallons
0 gallons to 350,000 gallons
over 350,000 gallons
0 gallons to 725,000 gallons
over 725,000 gallons
0 gallons to 1,125,000 gallons
over 1 ,125,000 gallons
0 gallons to 1,500,000 gallons
over 1 ,500,000 gallons
0 gallons to 2,250,000 gallons
over 2,250,000 gallons

2.52
3.03
2.52
3.03
2.52
3.03
2.52
3.03
2.52
3.03
2.52
3.03
2.52
3.03
2.52
3.03
2.52
3.03
2.52
3.03

3.438
4.134
3.438
4.134
3.438
4.134
3.438
4.134
3.438
4.134
3.438
4.134
3.438
4.134
3.438
4.134
3,438
4.134
3.438
4.134

2.65
3.5176

2.65
3.5176

2.65
3.5176

2.65
3.5176

2.65
3.5176

2.65
3.5176

2.65
3.5176

2.65
3.5176

2.65
3.5176

2.65
3.5176

0.13
0.49
0.13
0.49
0.13
0.49
0.13
0.49
0.13
0.49
0.t3
0.49
0.13
0.49
0.13
0.49
0.13
0.49
0.13
0.49

Irrigation/Bulk

Fire Hydrant lrriq./Construction

Standpipe (Fire Hydrants)

Fire Sprinklers

All gallons

All gallons

All gallons

All gallons

$ 1.56 $

$ 1.56 $

$ 2.52 $

$ 2.52 $

3.438 $

3.438 $

3.438 $

3.438 $

2.65 $ 1.09

2.65 $ 1.09

2.65 $ 0.13

2.65 $ 0.13


