
Decision No. C08-0448 

BEFORE THX PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO 

DOCKET NO. 081-1 13EG 

IN THE MATTER OF THE INVESTIGATION OF REGULATORY AND RATE INCENTIVES 
FOR GAS AND ELECTRIC UTILITIES. 

I. 

i un i  

OFCDER OPENING INVESTIGATORY 
D O C m T  AND NOTICE OF INQUIRY 

A. 

1. 

fied ani 

Mailed Date: April 29, 2008 
Adopted Date: March 26,2008 

-- BY THE COMMISSION 

Statement 

On February 2 1, 2008, the Commission held a deliberations meeting in which we 

discussed a set of policy initiatives that we intend to pursue over the next year or 

more. One of those initiatives concerns incentives faced by the energy companies we regulate. 

We find that there is a need for greater understanding, by the Commission and its Staff, of the 

following: (1) the manner in which the existing regulatory structures and incentives influence 

energy utilities' behaviors; (2) the extent to which these incentives align results with 

Commission policy goals; (3) the manner in which alternative regulatory structures and 

incentives for these utilities may impact their actions; and (4) the extent to which these 

alternative regulatory structures may achieve results consistent with Commission policy goals. 

2. As part of our deliberations on March 26, 2008, we began with a discussion of the 

purpose of such an investigation. We clarified that the purpose of such an investigation is to 

focus on utility incentives, with the goal of addressing customer-side incentives in a separate 

forum as part of other Commission initiatives. We also found that the scope of our investigation 
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I should be broad enough to assess both the existing incentives for utilities inherent as part of the 

I current regulatory paradigm (e.g., rate-of-returdcost of service with varying adjustment clauses) 

~ 

as well as an understanding of other regulatory paradigms (e.g., alternative forms of regulation, 

price-cap index regulation). 

participatory conversations about these issues with all stakeholders interested in these issues. 

We also discussed our vision of the process that includes 

3. In addition, we discussed our expectations as to the likely outcomes of the 

investigation. While we cannot predict what the specific outcomes will be, possible outcomes 

include any or all of the following: a report from Commission Staff (Staff) summarizing the 

conclusions from the investigations; recommendations for rule changes; recommendations for 

possible legislative policy changes; and a formal record that could be included in other 

Commission proceedings. 

4. We also discussed the priority and timing of the investigation, noting that a 

reasonable time for conclusion of the investigation was the end of 2008, prior to the next 

legislative session and contemporaneous with the expected filing of a general rate case by Public 

Service Company of Colorado. 

5 .  An initial list of questions and issues were identified to assist in defining the 

scope of the proceeding. The questions include: 

i. What basic incentives does today’s regulatory structure (e.g., rate-of- 
return regulatory structure, adjustment clauses, test year determination, 
depreciation policies) provide to Colorado. electric and gas utilities? 

11. What are the alternatives to the Rate Base-Rate of Return model? 

111. How do adjustment clauses affect utility incentives? 

iv. What are the alternatives to adjustment clauses? 

.. . 
... 

v. Can the regulatory incentive structure be changed to align a utility’s 
financial incentives with energy efficiency investment? 

vi. Can the incentive structure be modified to heighten the utility’s incentives 
for management efficiency? 
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vii. Should the Commission consider an electric “decoupling” mechanism? 

viii. Can the regulatory incentive structure be altered to change the stakes for a 
utility making a build-or-buy decision? 

ix. What impact does the current regulatory structure regarding the buy-or- 
build scenario have on competitive bidding as a tool in resource selection? 

x. What is the state of the art across the nation? 

I The Commission understands that the outcomes of the investigation should apply prospectively, 

and not affect related issues that are addressed by current proceedings. 

6. Additional impetus for this investigation has been provided by Governor Ritter’s 

Executive Order D 004 08, issued on April 28, 2008. In relevant part, the Executive Order 

provides : 

Greenhouse Gas Emissions from the Utility Sector: 

I hereby request that the PUC require from each utility within its jurisdiction an 
EW for achieving a 20% reduction in its greenhouse gas emissions from 
2005 levels by 2020. 

I hereby direct GEO and the Department of Regulatory Agencies to identify 
regulatory and legislative changes that may be needed to provide the investor- 
owned utility with the appropriate incentives to reduce greenhouse gas emissions, 
and to reduce the financial bamers to investments in renewable energy sources, 
energy efficiency, carbon credits and clean coal technologies. The Executive 
Directors of these agencies will provide their suggestions to my office within 
12 months of the date of this Executive Order. 

We think that the assignment to the Department of Regulatory Agencies will be substantially 

assisted by our proposed investigation of utility incentives. 

7. At the March 26, 2008 meeting we discussed a Staff recommendation to keep the 

methods used in the proceeding as flexible as possible including, but not limited to: Staff 

research, expert consultant research, Commission orders seeking comments, workshop 

presentations, and, to the extent allowable, individual discussions with parties of interest, as long 

as those discussions are fully disclosed to all interested parties. Since this proceeding is 
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current docket, the “permit, but disclose” approach is reasonable. In addition, Staff explained 

that the “permit, but disclose” discussions are often used by the Federal Energy Regulatory 

Commission and the Federal Communications Commission when investigating non-adjudicatory 

matters of interest before them. 

8. We agree with S t a r s  recommendation, and direct Staff to promptly begin the 

research phase (both Staff research and external resource research). 

9. In addition, we invite interested parties to file comments in response to this order 

that address the appropriate scope of this inquiry, suggesting specific topics not covered in 

paragraph 5 above, and methods of inquiry. We are not seeking comments on the substance of 

the inquiry at this point; we anticipate that the Commission will issue subsequent orders in this 

docket requesting replies to specific questions we pose to interested parties. 

10. Once Staff has an opportunity to review comments filed by interested persons, we 

direct Staff to initiate a dialogue involving the Commission, Staff, and all parties in interest 

addressing questions related to the impact of incentives on utility decision-making; and to 

schedule workshops and roundtable discussions as appropriate. 

11. ORDER 
A. The Commission Orders That: 

1. An investigatory docket is opened concerning regulatory structures and incentives 

that influence electric and gas utility actions under existing regulatory structures in Colorado and 

concerning alternative incentives and alternative regulatory and rate structures that may alter or 

influence utility actions. 
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2. Staff of the Commission shall conduct this investigation pursuant to the authority 

vested in the Commission pursuant to Title 40, Articles 1 through 7 of the Colorado Revised 

Statutes. 

3. Notice of this Order shall be provided to the public and to all interested parties. 

4. Interested persons are encouraged to submit comments on the scope of the 

proceeding within 30 days of the Mailed Date of this Order. In addition to the filing of written 

comments, interested persons may submit comments electronically by compact disk (CD), or e- 

mail to puc@,dora.state.co.us. 

5 .  This Order is effective upon its Mailed Date. 

B. ADOPTED IN COMMISSIONERS’ WEEKlY MEETING 
March 26,2008. 

THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF COLORADO 
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National Association of State Utility Consumer Advocates  
R E S O L U T I O N  

Discouraging State Regulatory Commissions from Adopting Automatic 
Adjustment Charges for Water Company Infrastructure Costs  

WHEREAS, certain regulated water companies have recently proposed 
mechanisms for automatically increasing water rates, prior to regulatory review, 
based upon isolated items of expense related to infrastructure projects; and  
WHEREAS, the National Association of State Utility Consumer Advocates 
(NASUCA) believes that public interest is still best served by rate of return 
regulation of investor-owned water companies and that such automatic 
adjustment mechanisms contradict several sound rate of return ratemaking 
principles, including the matching principle, because increases to items of rate 
base are recognized far outside of the test year from which all other rate base, 
as well as revenues, expenses, and cost of capital items that are used when 
calculating rates, allowing 'piecemeal ratemaking' and preventing the 
recognition of any simultaneous offsetting reductions in other items; and  

WHEREAS, automatic adjustment mechanisms also circumvent regulatory 
review of increases to rate base for prudence and reasonableness; and  

WHEREAS, automatic adjustment mechanisms further create bad public policy 
by eliminating the built-in regulatory incentive to control costs between rate 
cases and, generates incentives to increase spending in order to avoid reduction 
of the surcharge which occurs if the water company's authorized return is 
reached; and  

WHEREAS, when an automatic adjustment clause is adopted, rate stability is 

reduced and proper price signals are distorted by frequent rate increases, and 
no convincing evidence has been shown to support the claim that the frequency 
of rate case proceedings is reduced by such clauses; and  

WHEREAS, special incentives are not needed in order ensure adequate water 
quality, pressure, and a proper reduction of service interruptions; and  

WHEREAS, automatic adjustment mechanisms can inappropriately reward water 
companies that have imprudently fallen behind in infrastructure improvements; 
and  

WHEREAS, it is inappropriate to tilt the regulatory balance against consumers 
and shift business risk away from water companies simply for the purpose of 
creating an incentive for these companies to fulfill their basic obligation to 
provide safe and adequate service;  
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THEREFORE, BE IT RESOLVED, that NASUCA strongly recommends state 
legislatures and state public utility commissions avoid the implementation of 
automatic adjustments charges for water company infrastructure costs; and  

BE IT FURTHER RESOLVED, that NASUCA authorizes its Executive Committee to 
develop specific positions and to take appropriate actions consistent with the 
terms of this resolution. The Executive Committee shall notify the membership 
of any action taken pursuant to this resolution.  

Approved by NASUCA:  

June, 1999, Baltimore, Maryland  

Submitted By:  

NASUCA Ad Hoc Water Committee  

Christine Maloni Hoover, PA, Chair 
Wes Blakley, IN 
Robert Brabston, NJ 
John Coffman, MO 
Brian Gallagher, DE 
Donald Rogers, MD 
Dale Stransky, NV 

James Warden, Jr., NY  

National Association of State Utility Consumer Advocates 
8380 Colesville Road, Suite 101, Silver Spring, MD  20910 
Phone: (301) 589-6313 Fax: 589-6380 
e-mail: nasuca@nasuca.org 
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Arizona Water Company Lakeside System - Surrebuttal
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

SCH. PAGE
 NO. NO.

WAR-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

WAR-7 1 OPERATING INCOME

WAR-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

WAR-15 1 COST OF CAPITAL

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)
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Arizona Water Company Lakeside System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B)
COMPANY RUCO

LINE OCRB/FVRB OCRB/FVRB
NO. DESCRIPTION  COST COST

1 Adjusted Original Cost/Fair Value Rate Base 7,169,218$         7,030,054$         

2 Adjusted Operating Income (Loss) 517,717$            597,356$            

3 Current Rate of Return (L2 / L1) 7.22% 8.50%

4 Required Operating Income (L5 X L1) 703,606$            515,303$            

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - L2) 185,889$            (82,053)$             

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1.6286                1.6286                

8 Required Increase in Gross Revenue Requirement (L7 X L6) 302,745$            (133,634)$           

9 Adjusted Test Year Revenue 2,588,849$         2,588,943$         

10 Proposed Annual Revenue (L8 + L9) 2,891,594$         2,455,309$         

11 Required Percentage Increase in Revenue (L8 / L9) 11.69% -5.16%

12 Consolidated Revenue Adjustment (23,271)$             27,137$              

13 Required  Increase in Gross Revenue Under Proposed Consolidation 279,355$            (106,497)$           

14 Required Revenue Under Proposed Consolidation 2,868,204$         2,482,446$         

15 Required Percentage Increase in Revenue Under Proposed Consolidation 10.79% -4.11%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A):  Company Schedules A-1 and C-1
Column (B):  RUCO Schedule WAR-2, WAR-7, and WAR-13

REVENUE REQUIREMENT

 



Arizona Water Company Lakeside System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 2 of 2

LINE
NO. (A) (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
1 Revenue 1.0000             
2 Combined Federal And State Tax Rate (L10) 0.3860             
3 Subtotal (L1 - L2)    0.6140           

4 Revenue Conversion Factor (L1 / L3) 1.6286             

CALCULATION OF EFFECTIVE TAX RATE:
5 Operating Income Before Taxes (Arizona Taxable Income) 100.0000%
6 Arizona State Income Tax Rate 6.9680%
7 Federal Taxable Income (L5 - L6) 93.0320%
8 Applicable Federal Income Tax Rate (Col. (D), L34) 34.0000%
9 Effective Federal Income Tax Rate (L7 X L8) 31.6309%
10 Combined Federal And State Income Tax Rate (L6 + L9)  38.5989%

11 Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4) 515,303$         
12 Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2) 597,356           
13 Required Increase In Operating Income (L11 - L12) (82,053)$         

14 Income Taxes On Recommended Revenue (Col. (D), L31) 168,819$         
15 Income Taxes On Test Year Revenue (Col. (D), L32) 220,400           
16 Required Increase In Revenue To Provide For Income Taxes (L14 - L15) (51,581)$         

17 Total Required Increase In Revenue (L13 + L16)  (133,634)$      
RUCO

CALCULATION OF INCOME TAX: Recommended
18 Revenue (Sch. WAR-1, Pg 1, Col. (B), L12) 2,455,309$        
19 Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23) 1,771,187          
20 Synchronized Interest (Col. (C), L37) 246,755             
21 Arizona Taxable Income (L18 - L19 - L20) 437,367$           
22 Arizona State Income Tax Rate 6.9680%
23 Arizona Income Tax (L21 X L22) 30,476$          
24 Fed. Taxable Income (L21 - L23) 406,891$           
25 Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15% 7,500$               
26 Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25% 6,250$               
27 Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34% 8,500$               
28 Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39% 91,650$             
29 Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34% 24,443$             
30 Total Federal Income Tax (L25 + L26 + L27 + L28 + L29) 138,343$        
31 Combined Federal and State Income Tax (L23 + L30)   168,819$       

32 Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23) 220,400$        
33 RUCO Adjustment  (L31 - L32)  (See WAR-6, Col. (D), L23)   (51,581)$        

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

CALCULATION OF INTEREST SYNCHRONIZATION:
35 Rate Base (Sch. WAR-2, Col. (C), L17) 7,030,054$        
36 Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), L1) 3.51%
37 Synchronized Interest (L35 X L36)    246,755$           

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION



Arizona Water Company Lakeside System - Surrebutta
Docket No. W-01445A-08-0440 Schedule WAR-2
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C)
COMPANY RUCO RUCO

LINE AS FILED OCRB/FVRB ADJ'TED
NO. OCRB/FVRB ADJUSTMENTS OCRB/FVRB

Plant Classification
1 Intangible Plant 1,767$                      -$                         1,767$                      
2 Source of Supply Plant 1,730,757                 (313,824)                   1,416,933                 
3  Pumping Plant 2,184,518                 -                           2,184,518                 
4  Water Treatment Plant 72,344                      -                           72,344                      
5 Transmission & Distribution Plant 11,151,870               -                           11,151,870               
6 General Plant 903,362                    -                           903,362                    
7 Total Gross Plant in Service 16,044,619$             (313,824)$                 15,730,795$             

8 Accumulated Depreciation   (4,088,030)                209,049                    (3,878,981)                
9 Net Utility Plant In Service (Sum L1 & L2)    11,956,589$            (104,775)$                 11,851,814$            

10 Advances In Aid Of Const. (2,366,968)$              -$                         (2,366,968)$              

11 Contribution In Aid of Const. (1,691,940)$              -$                         (1,691,940)$              
12 Accumulated Amortization of CIAC  370,501                    -                           370,501                    
13 NET CIAC (L5 + L6)   (1,321,439)$              -$                         (1,321,439)$              

14 Deferred Income Tax (1,188,230)$              -$                         (1,188,230)$              

15 Customer Deposits -$                         (8,300)$                     (8,300)$                     

16 Allowance for Working Capital 89,266$                    (26,088)$                   63,178$                    

17 Net Regulatory  Asset / (Liability) -$                         -$                         -$                         

18 Rounding -$                         -$                         -$                         
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 7,169,218$              (139,163)$                 7,030,054$              

References:
Column (A):  Company Schedule B-1
Column (B):  Schedule WAR-3
Column (C):  Column (A) + Column (B)

DESCRIPTION

RATE BASE - ORIGINAL COST



Arizona Water Company Lakeside System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-3
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H)
COMPANY ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 RUCO

LINE AS FILED PLANT & PER CUSTOMER WORKING ADJ'TED
NO. OCRB/FVRB ACCUM DEP. BKB 11.16 DEPOSITS CAPITAL OCRB/FVRB

Plant Classification
1 Intangible Plant 1,767$             -$               -$               -$               -$               -$               -$               1,767$             
2 Source of Supply Plant 1,730,757        -                 -                 (313,824)        -                 -                 -                 1,416,933        
3  Pumping Plant 2,184,518        -                 -                 -                 -                 -                 -                 2,184,518        
4  Water Treatment Plant 72,344             -                 -                 -                 -                 -                 -                 72,344             
5 Transmission & Distribution Plant 11,151,870      -                 -                 -                 -                 -                 -                 11,151,870      
6 General Plant 903,362           -                 -                 -                 -                 -                 -                 903,362           
7 Total Gross Plant in Service 16,044,619$    -$               -$               (313,824)$      -$               -$               -$               15,730,795$    

8 Accumulated Depreciation   (4,088,030)$     1,784             -                 207,265         -                 -                 -                 (3,878,981)       
9 Net Utility Plant In Service (Sum L1 & L2)    11,956,589$   1,784$          -$              (106,559)$     -$              -$              -$              11,851,814$   

10 Advances In Aid Of Const. (2,366,968)$     -$               -$               -$               -$               -$               -$               (2,366,968)$     

11 Contribution In Aid of Const. (1,691,940)$     -$               -$               -$               -$               -$               -$               (1,691,940)$     
12 Accumulated Amortization of CIAC  370,501           -                 -                 -                 -                 -                 -                 370,501           
13 NET CIAC (L5 + L6)   (1,321,439)$     -$               -$               -$               -$               -$               -$               (1,321,439)$     

14 Deferred Income Tax (1,188,230)$     -$               -$               -$               -$               -$               -$               (1,188,230)$     

15 Customer Deposits -$                 -$               -$               -$               -$               (8,300)$          -$               (8,300)$            

16 Allowance for Working Capital 89,266$           -$               -$               -$               -$               -$               (26,088)$        63,178$           

17 Net Regulatory  Asset / (Liability) -$                 -$               -$               -$               -$               -$               -$               -$                 

18 Rounding -$                 -$               -$               -$               -$               -$               -$               -$                 
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 7,169,218$     1,784$          -$              (106,559)$     -$              (8,300)$         (26,088)$       7,030,054$     

References:
Column (A):  Company Schedule B-2
Column (B):  Adjustment No. 1 - Adjust Test-Year Plant, PTY Plant & Accumulated Depreciation  (See WAR-4 Total, WAR-4 Direct, WAR-4 PHX OFF and WAR-4 MS Schedules and WAR Testim
Column (C):  Adjustment No. 2 - Intentionally Left Blank
Column (D):  Adjustment No. 3 - Conforming Adkustment Per Data Response to BKB 11.16 to Remove Plant and Record Retirements
Column (E):  Adjustment No. 4 - Intentionally Left Blank
Column (F):  Adjustment No. 5 - Customer Deposits
Column (G):  Adjustment No. 6 - Working Capital
Column (H):  Sum Of Columns (A), (B), (C), (D), (E), (F) & (G) 

DESCRIPTION

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 



Arizona Water Company Lakeside System - Surrebutta
Docket No. W-01445A-08-0440 Schedule WAR-7
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E)
COMPANY RUCO RUCO RUCO RUCO

LINE AS TEST YEAR TEST YEAR PROP'D AS
NO. FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D

Operating Revenues
1 Residential 2,158,058$      -$                2,158,058$      (167,830)$        1,990,228$      
2 Commercial 374,740           -                  374,740           25,484             400,224           
3 Industrial 5,354              -                  5,354              (1,266)             4,088              
4 Private Fire Service 1,557              -                  1,557              6,243              7,800              
5 Other Water Revenues 23,656             -                  23,656             3,735              27,391             
6 Total Water Revenues 2,563,364$      -$                2,563,364$      (133,634)$        2,429,730$      

7 Miscellaneous 25,579$           -$                25,579$           -$                25,579$           
8 Total Operating Revenues 2,588,943$      -$                2,588,943$      (133,634)$        2,455,309$      

Operating Expenses
Source of Supply Expenses:

9 Purchased Water 1,233$             -$                1,233$             -$                1,233$             
10 Other 5,184              -                  5,184              -                  5,184              
11 Pumping Expenses: -                      
12 Purchased Power 181,940           -                  181,940           -                  181,940           
13 Purchased Gas -                      -                  -                  -                  -                  
14 Other 53,677             -                  53,677             -                  53,677             
15 Water Treatment Expenses 28,463             -                  28,463             -                  28,463             
16 Transmission & Distribution Expenses 290,447           -                  290,447           -                  290,447           
17 Customer Accounting Expenses 275,893           -                  275,893           -                  275,893           
18 Sales Expense 686                 -                  686                 -                  686                 
19 Administrative & General Expenses 506,659           (111,280)          395,379           -                  395,379           
20 Total Operations & Maintenance Expense 1,344,181$      (111,280)$        1,232,901$      -$                1,232,901$      

21 Depreciation & Amortization Expenses 416,943$         (18,378)$          398,565$         -$                398,565$         

Taxes
22 Federal Income Taxes 129,724$         50,889$           180,613$         (42,270)$          138,343$         
23 State Income Taxes 28,577             11,210             39,787             (9,312)             30,476             
24 Property Taxes 116,684           (10,581)           106,103           -                  106,103           
25 Other 35,117             (1,499)             33,618             -                  33,618             
26 Total Taxes 310,102$         50,019$           360,121$         (51,581)$          308,540$         

27 Total Operating Expenses 2,071,226$      (79,639)$          1,991,587$      (51,581)$          1,940,006$      
28 Operating Income 517,717$        79,639$          597,356$        (82,053)$          515,303$        

References:
Column (A):  Company Schedule C-1
Column (B):  WAR-8, Columns (B) Thru (I)
Column (C):  Column (A) + Column (B)
Column (D):  WAR-1
Column (E):  Column (C) + Column (D)

OPERATING INCOME     

DESCRIPTION



Arizona Water Company Lakeside System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-8
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H) (I) (J) (K) (L)
ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 ADJMT NO. 7 ADJMT NO. 8 ADJMT NO. 9 ADJMT NO. 10

LINE COMPANY LABOR PAYROLL TAX 401(K) REVERSE ADJ. FOR PURCH. POWER INSURANCE DEPRECIATION PROPERTY RATE CASE INCOME RUCO
NO. AS FILED EXPENSE EXPENSE EXPENSE  CONSERVATION  REVENUES  EXPENSE  EXPENSE TAX EXPENSE TAXES AS ADJT'D

Operating Revenues
1 Residential 2,158,058$    -$              -$              -$              -$                                -$                                -$                -$                      -$                -$                -$                  2,158,058$   
2 Commercial 374,740         -                -                -                -                                  -                                  -                  -                       -                  -                  -                    374,740        
3 Industrial 5,354            -                -                -                -                                  -                                  -                  -                       -                  -                  -                    5,354            
4 Private Fire Service 1,557            -                -                -                -                                  -                                  -                  -                       -                  -                  -                    1,557            
5 Other Water Revenues 23,656          -                -                -                -                                  -                                  -                  -                       -                  -                  -                    23,656          
6 Total Water Revenues 2,563,364$    -$              -$              -$              -$                                -$                                -$                -$                      -$                -$                -$                  2,563,364$   

7 Miscellaneous 25,579$         -$              -$              -$              -$                                -$                                -$                -$                      -$                -$                -$                  25,579$        
8 Total Operating Revenues 2,588,943$    -$              -$              -$              -$                                -$                                -$                -$                      -$                -$                -$                  2,588,943$   

Operating Expenses
Source of Supply Expenses:

9 Purchased Water 1,233$          -$              -$              -$              -$                                -$                                -$                -$                      -$                -$                -$                  1,233$          
10 Other 5,184            -                -                -                -                                  -                                  -                  -                       -                  -                  -                    5,184            
11 Pumping Expenses: -                -                -                -                                  -                                  -                  -                       -                  -                  -                    -               
12 Purchased Power 181,940         -                -                -                -                                  -                                  -                  -                       -                  -                  -                    181,940        
13 Purchased Gas -                   -                -                -                -                                  -                                  -                  -                       -                  -                  -                    -               
14 Other 53,677          -                -                -                -                                  -                                  -                  -                       -                  -                  -                    53,677          
15 Water Treatment Expenses 28,463          -                -                -                -                                  -                                  -                  -                       -                  -                  -                    28,463          
16 Transmission & Distribution Expenses 290,447         -                -                -                -                                  -                                  -                  -                       -                  -                  -                    290,447        
17 Customer Accounting Expenses 275,893         -                -                -                -                                  -                                  -                  -                       -                  -                  -                    275,893        
18 Sales Expense 686               -                -                -                -                                  -                                  -                  -                       -                  -                  -                    686              
19 Administrative & General Expenses 506,659         (9,429)           -                (766)              (96,920)                           -                                  (33)                  -                       -                  (4,133)             -                    395,379        
20 Total Operations & Maintenance Expense 1,344,181$    (9,429)$         -$              (766)$            (96,920)$                         -$                                (33)$                -$                      -$                (4,133)$           -$                  1,232,901$   

21 Depreciation & Amortization Expenses 416,943$       -$              -$              -$              -$                                -$                                -$                (18,378)$               -$                -$                -$                  398,565$      

Taxes
22 Federal Income Taxes 129,724$       -$              -$              -$              -$                                -$                                -$                -$                      -$                -$                50,889$             180,613$      
23 State Income Taxes 28,577          -                -                -                -                                  -                                  -                  -                       -                  -                  11,210               39,787          
24 Property Taxes 116,684         -                -                -                -                                  -                                  -                  -                       (10,581)           -                  -                    106,103        
25 Other 35,117          -                (1,499)           -                -                                  -                                  -                  -                       -                  -                  -                    33,618          
26 Total Taxes 310,102$       -$              (1,499)$          -$              -$                                -$                                -$                -$                      (10,581)$          -$                62,099$             360,121$      

27 Total Operating Expenses 2,071,226$    (9,429)$         (1,499)$          (766)$            (96,920)$                         -$                                (33)$                (18,378)$               (10,581)$          (4,133)$           62,099$             1,991,587$   
28 Operating Income 517,717$       9,429$         1,499$          766$             96,920$                         -$                                33$                18,378$               10,581$          4,133$            (62,099)$           597,356$     

ADJUSTMENTS: REFERENCE:
1 - Labor Expense - Normalize OT Hours in Test Year Testimony, WAR And Schedule WAR-9 Page, 1 of 3
2 - Payroll Tax Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 2 of 3
3 - 401(K) Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 3 of 3
4 - Reverse Adjustment for Conservation Testimony WAR
5 - Purchased Power Revenues Testimony WAR
6 - Insurance Expense Testimony, WAR And Schedule WAR-10
7 - Depreciation Expense Testimony, WAR And Schedule WAR-11
8 - Property Tax Expense Testimony, WAR And Schedule WAR-12
9 - Rate Case Expense Testimony, WAR And Schedule WAR-13
10 - Income Tax Testimony, WAR And Schedule WAR-14

SUMMARY OF OPERATING INCOME ADJUSTMENTS
TEST YEAR AS FILED AND ADJUSTMENTS

DESCRIPTION



Arizona Water Company Lakeside System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-15
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D)
WEIGHTED

LINE DOLLAR CAPITAL COST COST
NO. DESCRIPTION AMOUNT RATIO RATE RATE

1 Short-Term Debt 7,300,000$       4.80% 3.00% 0.14%

2 Long-Term Debt 75,000,000$     49.35% 6.83% 3.37%

3 Common Equity 69,671,689       45.85% 8.33% 3.82%

4 Total Capitalization 151,971,689$   100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%

References:
Columns (A) Thru (D):  Testimony, WAR

COST OF CAPITAL



Arizona Water Company Overgaard System - Surrebuttal
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

SCH. PAGE
 NO. NO.

WAR-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

WAR-7 1 OPERATING INCOME

WAR-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

WAR-15 1 COST OF CAPITAL

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)

TITLE



Arizona Water Company Overgaard System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B)
COMPANY RUCO

LINE OCRB/FVRB OCRB/FVRB
NO. DESCRIPTION  COST COST

1 Adjusted Original Cost/Fair Value Rate Base 3,338,584$         3,318,815$         

2 Adjusted Operating Income (Loss) 369,890$            410,455$            

3 Current Rate of Return (L2 / L1) 11.08% 12.37%

4 Required Operating Income (L5 X L1) 327,657$            243,269$            

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - L2) (42,232)$             (167,186)$           

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1.6286                1.6286                

8 Required Increase in Gross Revenue Requirement (L7 X L6) (68,781)$             (272,285)$           

9 Adjusted Test Year Revenue 1,686,342$         1,686,342$         

10 Proposed Annual Revenue (L8 + L9) 1,617,561$         1,414,057$         

11 Required Percentage Increase in Revenue (L8 / L9) -4.08% -16.15%

12 Consolidated Revenue Adjustment 23,271$              21,775$              

13 Required  Increase in Gross Revenue Under Proposed Consolidation (45,030)$             (250,510)$           

14 Required Revenue  Under Proposed Consolidation 1,640,619$         1,435,832$         

15 Required Percentage Increase in Revenue Under Proposed Consolidation -2.67% -14.86%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A):  Company Schedules A-1 and C-1
Column (B):  RUCO Schedule WAR-2, WAR-7, and WAR-13

REVENUE REQUIREMENT

 



Arizona Water Company Overgaard System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 2 of 2

LINE
NO. (A) (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
1 Revenue 1.0000             
2 Combined Federal And State Tax Rate (L10) 0.3860             
3 Subtotal (L1 - L2)    0.6140           

4 Revenue Conversion Factor (L1 / L3) 1.6286             

CALCULATION OF EFFECTIVE TAX RATE:
5 Operating Income Before Taxes (Arizona Taxable Income) 100.0000%
6 Arizona State Income Tax Rate 6.9680%
7 Federal Taxable Income (L5 - L6) 93.0320%
8 Applicable Federal Income Tax Rate (Col. (D), L34) 34.0000%
9 Effective Federal Income Tax Rate (L7 X L8) 31.6309%
10 Combined Federal And State Income Tax Rate (L6 + L9)  38.5989%

11 Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4) 243,269$         
12 Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2) 410,455           
13 Required Increase In Operating Income (L11 - L12) (167,186)$       

14 Income Taxes On Recommended Revenue (Col. (D), L31) 79,698$           
15 Income Taxes On Test Year Revenue (Col. (D), L32) 184,797           
16 Required Increase In Revenue To Provide For Income Taxes (L14 - L15) (105,099)$       

17 Total Required Increase In Revenue (L13 + L16)  (272,285)$      
RUCO

CALCULATION OF INCOME TAX: Recommended
18 Revenue (Sch. WAR-1, Pg 1, Col. (B), L12) 1,414,057$        
19 Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23) 1,091,090          
20 Synchronized Interest (Col. (C), L37) 116,490             
21 Arizona Taxable Income (L18 - L19 - L20) 206,477$           
22 Arizona State Income Tax Rate 6.9680%
23 Arizona Income Tax (L21 X L22) 14,387$          
24 Fed. Taxable Income (L21 - L23) 192,089$           
25 Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15% -$                   
26 Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25% -$                   
27 Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34% -$                   
28 Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39% -$                   
29 Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34% 65,310$             
30 Total Federal Income Tax (L25 + L26 + L27 + L28 + L29) 65,310$          
31 Combined Federal and State Income Tax (L23 + L30)   79,698$         

32 Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23) 184,797$        
33 RUCO Adjustment  (L31 - L32)  (See WAR-6, Col. (D), L23)   (105,099)$      

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

CALCULATION OF INTEREST SYNCHRONIZATION:
35 Rate Base (Sch. WAR-2, Col. (C), L17) 3,318,815$        
36 Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), L1) 3.51%
37 Synchronized Interest (L35 X L36)    116,490$           

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION



Arizona Water Company Overgaard System - Surrebutta
Docket No. W-01445A-08-0440 Schedule WAR-2
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C)
COMPANY RUCO RUCO

LINE AS FILED OCRB/FVRB ADJ'TED
NO. OCRB/FVRB ADJUSTMENTS OCRB/FVRB

Plant Classification
1 Intangible Plant 1,111$                      -$                         1,111$                      
2 Source of Supply Plant 709,152                    -                           709,152                    
3  Pumping Plant 588,420                    -                           588,420                    
4  Water Treatment Plant 58,991                      -                           58,991                      
5 Transmission & Distribution Plant 8,818,945                 -                           8,818,945                 
6 General Plant 728,787                    -                           728,787                    
7 Total Gross Plant in Service 10,905,405$             -$                         10,905,405$             

8 Accumulated Depreciation   (3,542,894)                629                           (3,542,265)                
9 Net Utility Plant In Service (Sum L1 & L2)    7,362,511$              629$                         7,363,140$              

10 Advances In Aid Of Const. (1,420,695)$              -$                         (1,420,695)$              

11 Contribution In Aid of Const. (2,543,592)$              -$                         (2,543,592)$              
12 Accumulated Amortization of CIAC  613,170                    -                           613,170                    
13 NET CIAC (L5 + L6)   (1,930,422)$              -$                         (1,930,422)$              

14 Deferred Income Tax (764,684)$                 -$                         (764,684)$                 

15 Customer Deposits -$                         (6,935)$                     (6,935)$                     

16 Allowance for Working Capital 91,873$                    (13,463)$                   78,411$                    

17 Net Regulatory  Asset / (Liability) -$                         -$                         -$                         

18 Rounding -$                         -$                         -$                         
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 3,338,584$              (19,769)$                   3,318,815$              

References:
Column (A):  Company Schedule B-1
Column (B):  Schedule WAR-3
Column (C):  Column (A) + Column (B)

DESCRIPTION

RATE BASE - ORIGINAL COST



Arizona Water Company Overgaard System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-3
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H)
COMPANY ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 RUCO

LINE AS FILED PLANT & PER CUSTOMER WORKING ADJ'TED
NO. OCRB/FVRB ACCUM DEP. BKB 11.16 DEPOSITS CAPITAL OCRB/FVRB

Plant Classification
1 Intangible Plant 1,111$             -$               -$               -$               -$               -$               -$               1,111$             
2 Source of Supply Plant 709,152           -                 -                 -                 -                 -                 -                 709,152           
3  Pumping Plant 588,420           -                 -                 -                 -                 -                 -                 588,420           
4  Water Treatment Plant 58,991             -                 -                 -                 -                 -                 -                 58,991             
5 Transmission & Distribution Plant 8,818,945        -                 -                 -                 -                 -                 -                 8,818,945        
6 General Plant 728,787           -                 -                 -                 -                 -                 -                 728,787           
7 Total Gross Plant in Service 10,905,405$    -$               -$               -$               -$               -$               -$               10,905,405$    

8 Accumulated Depreciation   (3,542,894)$     629                -                 -                 -                 -                 -                 (3,542,265)       
9 Net Utility Plant In Service (Sum L1 & L2)    7,362,511$     629$             -$              -$               -$              -$              -$              7,363,140$     

10 Advances In Aid Of Const. (1,420,695)$     -$               -$               -$               -$               -$               -$               (1,420,695)$     

11 Contribution In Aid of Const. (2,543,592)$     -$               -$               -$               -$               -$               -$               (2,543,592)$     
12 Accumulated Amortization of CIAC  613,170           -                 -                 -                 -                 -                 -                 613,170           
13 NET CIAC (L5 + L6)   (1,930,422)$     -$               -$               -$               -$               -$               -$               (1,930,422)$     

14 Deferred Income Tax (764,684)$        -$               -$               -$               -$               -$               -$               (764,684)$        

15 Customer Deposits -$                 -$               -$               -$               -$               (6,935)$          -$               (6,935)$            

16 Allowance for Working Capital 91,873$           -$               -$               -$               -$               -$               (13,463)$        78,411$           

17 Net Regulatory  Asset / (Liability) -$                 -$               -$               -$               -$               -$               -$               -$                 

18 Rounding -$                 -$               -$               -$               -$               -$               -$               -$                 
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 3,338,584$     629$             -$              -$               -$              (6,935)$         (13,463)$       3,318,815$     

References:
Column (A):  Company Schedule B-2
Column (B):  Adjustment No. 1 - Adjust Test-Year Plant, PTY Plant & Accumulated Depreciation  (See WAR-4 Total, WAR-4 Direct, WAR-4 PHX OFF and WAR-4 MS Schedules and WAR Testim
Column (C):  Adjustment No. 2 - Intentionally Left Blank
Column (D):  Adjustment No. 3 - Conforming Adkustment Per Data Response to BKB 11.16 to Remove Plant and Record Retirements
Column (E):  Adjustment No. 4 - Intentionally Left Blank
Column (F):  Adjustment No. 5 - Customer Deposits
Column (G):  Adjustment No. 6 - Working Capital
Column (H):  Sum Of Columns (A), (B), (C), (D), (E), (F) & (G) 

DESCRIPTION

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 



Arizona Water Company Overgaard System - Surrebutta
Docket No. W-01445A-08-0440 Schedule WAR-7
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E)
COMPANY RUCO RUCO RUCO RUCO

LINE AS TEST YEAR TEST YEAR PROP'D AS
NO. FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D

Operating Revenues
1 Residential 1,521,187$      -$                1,521,187$      (266,085)$        1,255,103$      
2 Commercial 129,575           -                  129,575           (10,872)           118,702           
3 Industrial -                      -                  -                  -                  -                  
4 Private Fire Service 1,195              -                  1,195              4,805              6,000              
5 Other Water Revenues 9,963              -                  9,963              (133)                9,830              
6 Total Water Revenues 1,661,920$      -$                1,661,920$      (272,285)$        1,389,635$      

7 Miscellaneous 24,422$           -$                24,422$           -$                24,422$           
8 Total Operating Revenues 1,686,342$      -$                1,686,342$      (272,285)$        1,414,057$      

Operating Expenses
Source of Supply Expenses:

9 Purchased Water 58$                 -$                58$                 -$                58$                 
10 Other 4,378              -                  4,378              -                  4,378              
11 Pumping Expenses: -                      
12 Purchased Power 71,171             -                  71,171             -                  71,171             
13 Purchased Gas -                      -                  -                  -                  -                  
14 Other 43,941             -                  43,941             -                  43,941             
15 Water Treatment Expenses 14,733             -                  14,733             -                  14,733             
16 Transmission & Distribution Expenses 237,473           -                  237,473           -                  237,473           
17 Customer Accounting Expenses 207,198           -                  207,198           -                  207,198           
18 Sales Expense 446                 -                  446                 -                  446                 
19 Administrative & General Expenses 279,673           (61,225)           218,449           -                  218,449           
20 Total Operations & Maintenance Expense 859,072$         (61,225)$          797,848$         -$                797,848$         

21 Depreciation & Amortization Expenses 214,780$         (3,477)$           211,304$         -$                211,304$         

Taxes
22 Federal Income Taxes 126,761$         24,676$           151,437$         (86,126)$          65,310$           
23 State Income Taxes 27,924             5,436              33,360             (18,973)           14,387             
24 Property Taxes 65,159             (5,012)             60,147             -                  60,147             
25 Other 22,756             (965)                21,791             -                  21,791             
26 Total Taxes 242,600$         24,135$           266,735$         (105,099)$        161,636$         

27 Total Operating Expenses 1,316,453$      (40,566)$          1,275,887$      (105,099)$        1,170,788$      
28 Operating Income 369,890$        40,566$          410,455$        (167,186)$        243,269$        

References:
Column (A):  Company Schedule C-1
Column (B):  WAR-8, Columns (B) Thru (I)
Column (C):  Column (A) + Column (B)
Column (D):  WAR-1
Column (E):  Column (C) + Column (D)

OPERATING INCOME     

DESCRIPTION



Arizona Water Company Overgaard System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-8
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H) (I) (J) (K) (L)
ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 ADJMT NO. 7 ADJMT NO. 8 ADJMT NO. 9 ADJMT NO. 10

LINE COMPANY LABOR PAYROLL TAX 401(K) REVERSE ADJ. FOR PURCH. POWER INSURANCE DEPRECIATION PROPERTY RATE CASE INCOME RUCO
NO. AS FILED EXPENSE EXPENSE EXPENSE  CONSERVATION  REVENUES  EXPENSE  EXPENSE TAX EXPENSE TAXES AS ADJT'D

Operating Revenues
1 Residential 1,521,187$  -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  1,521,187$  
2 Commercial 129,575       -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    129,575       
3 Industrial -                  -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    -              
4 Private Fire Service 1,195           -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    1,195           
5 Other Water Revenues 9,963           -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    9,963           
6 Total Water Revenues 1,661,920$  -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  1,661,920$  

7 Miscellaneous 24,422$       -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  24,422$       
8 Total Operating Revenues 1,686,342$  -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  1,686,342$  

Operating Expenses
Source of Supply Expenses:

9 Purchased Water 58$              -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  58$              
10 Other 4,378           -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    4,378           
11 Pumping Expenses: -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    -              
12 Purchased Power 71,171         -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    71,171         
13 Purchased Gas -                  -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    -              
14 Other 43,941         -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    43,941         
15 Water Treatment Expenses 14,733         -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    14,733         
16 Transmission & Distribution Expenses 237,473       -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    237,473       
17 Customer Accounting Expenses 207,198       -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    207,198       
18 Sales Expense 446              -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    446              
19 Administrative & General Expenses 279,673       (6,068)             -                     (493)                (51,977)                           -                          (28)                  -                       -                  (2,660)             -                    218,449       
20 Total Operations & Maintenance Expense 859,072$     (6,068)$           -$                   (493)$              (51,977)$                         -$                        (28)$                -$                      -$                (2,660)$           -$                  797,848$     

21 Depreciation & Amortization Expenses 214,780$     -$                -$                   -$                -$                                -$                        -$                (3,477)$                 -$                -$                -$                  211,304$     

Taxes
22 Federal Income Taxes 126,761$     -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                24,676$             151,437$     
23 State Income Taxes 27,924         -                  -                     -                  -                                  -                          -                  -                       -                  -                  5,436                 33,360         
24 Property Taxes 65,159         -                  -                     -                  -                                  -                          -                  -                       (5,012)             -                  -                    60,147         
25 Other 22,756         -                  (965)                   -                  -                                  -                          -                  -                       -                  -                  -                    21,791         
26 Total Taxes 242,600$     -$                (965)$                 -$                -$                                -$                        -$                -$                      (5,012)$           -$                30,112$             266,735$     

27 Total Operating Expenses 1,316,453$  (6,068)$           (965)$                 (493)$              (51,977)$                         -$                        (28)$                (3,477)$                 (5,012)$           (2,660)$           30,112$             1,275,887$  
28 Operating Income 369,890$     6,068$            965$                 493$              51,977$                         -$                        28$                3,477$                 5,012$            2,660$            (30,112)$           410,455$    

ADJUSTMENTS: REFERENCE:
1 - Labor Expense - Normalize OT Hours in Test Year Testimony, WAR And Schedule WAR-9 Page, 1 of 3
2 - Payroll Tax Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 2 of 3
3 - 401(K) Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 3 of 3
4 - Reverse Adjustment for Conservation Testimony WAR
5 - Purchased Power Revenues Testimony WAR
6 - Insurance Expense Testimony, WAR And Schedule WAR-10
7 - Depreciation Expense Testimony, WAR And Schedule WAR-11
8 - Property Tax Expense Testimony, WAR And Schedule WAR-12
9 - Rate Case Expense Testimony, WAR And Schedule WAR-13
10 - Income Tax Testimony, WAR And Schedule WAR-14

SUMMARY OF OPERATING INCOME ADJUSTMENTS
TEST YEAR AS FILED AND ADJUSTMENTS

DESCRIPTION



Arizona Water Company Overgaard System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-15
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D)
WEIGHTED

LINE DOLLAR CAPITAL COST COST
NO. DESCRIPTION AMOUNT RATIO RATE RATE

1 Short-Term Debt 7,300,000$       4.80% 3.00% 0.14%

2 Long-Term Debt 75,000,000$     49.35% 6.83% 3.37%

3 Common Equity 69,671,689       45.85% 8.33% 3.82%

4 Total Capitalization 151,971,689$   100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%

References:
Columns (A) Thru (D):  Testimony, WAR

COST OF CAPITAL



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

SCH. PAGE
 NO. NO.

WAR-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

WAR-7 1 OPERATING INCOME

WAR-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

WAR-15 1 COST OF CAPITAL

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)

TITLE



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B)
COMPANY RUCO

LINE OCRB/FVRB OCRB/FVRB
NO. DESCRIPTION  COST COST

1 Adjusted Original Cost/Fair Value Rate Base 18,018,530$    14,833,726$    

2 Adjusted Operating Income (Loss) 424,708$         529,456$         

3 Current Rate of Return (L2 / L1) 2.36% 3.57%

4 Required Operating Income (L5 X L1) 1,768,386$      1,087,312$      

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - L2) 1,343,679$      557,856$         

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1.6286             1.6286            

8 Required Increase in Gross Revenue Requirement (L7 X L6) 2,188,362$       908,544$          

9 Adjusted Test Year Revenue 3,521,124$      3,521,124$      

10 Proposed Annual Revenue (L8 + L9) 5,709,486$      4,429,669$      

11 Required Percentage Increase in Revenue (L8 / L9 62.15% 25.80%

12 Consolidated Revenue Adjustmen 216,885$         44,421$           

13 Required  Increase in Gross Revenue Under Proposed Consolidatio 2,404,707$      952,966$         

14 Required Revenue  Under Proposed Consolidation 5,926,065$      4,474,090$      

15 Required Percentage Increase in Revenue Under Proposed Consolidatio 68.29% 27.06%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A):  Company Schedules A-1 and C-1
Column (B):  RUCO Schedule WAR-2, WAR-7, and WAR-13

REVENUE REQUIREMENT

 



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 2 of 2

LINE
NO. (A) (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
1 Revenue 1.0000             
2 Combined Federal And State Tax Rate (L10) 0.3860             
3 Subtotal (L1 - L2)    0.6140           

4 Revenue Conversion Factor (L1 / L3) 1.6286             

CALCULATION OF EFFECTIVE TAX RATE:
5 Operating Income Before Taxes (Arizona Taxable Income) 100.0000%
6 Arizona State Income Tax Rate 6.9680%
7 Federal Taxable Income (L5 - L6) 93.0320%
8 Applicable Federal Income Tax Rate (Col. (D), L34) 34.0000%
9 Effective Federal Income Tax Rate (L7 X L8) 31.6309%
10 Combined Federal And State Income Tax Rate (L6 + L9)  38.5989%

11 Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4) 1,087,312$      
12 Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2) 529,456           
13 Required Increase In Operating Income (L11 - L12) 557,856$        

14 Income Taxes On Recommended Revenue (Col. (D), L31) 356,215$         
15 Income Taxes On Test Year Revenue (Col. (D), L32) 5,527               
16 Required Increase In Revenue To Provide For Income Taxes (L14 - L15) 350,688$        

17 Total Required Increase In Revenue (L13 + L16)  908,545$       
RUCO

CALCULATION OF INCOME TAX: Recommended
18 Revenue (Sch. WAR-1, Pg 1, Col. (B), L12) 4,429,669$        
19 Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23) 2,986,142          
20 Synchronized Interest (Col. (C), L37) 520,664             
21 Arizona Taxable Income (L18 - L19 - L20) 922,863$           
22 Arizona State Income Tax Rate 6.9680%
23 Arizona Income Tax (L21 X L22) 64,305$          
24 Fed. Taxable Income (L21 - L23) 858,558$           
25 Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15% -$                   
26 Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25% -$                   
27 Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34% -$                   
28 Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39% -$                   
29 Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34% 291,910$           
30 Total Federal Income Tax (L25 + L26 + L27 + L28 + L29) 291,910$        
31 Combined Federal and State Income Tax (L23 + L30)   356,215$       

32 Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23) 5,527$            
33 RUCO Adjustment  (L31 - L32)  (See WAR-6, Col. (D), L23)   350,688$       

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

CALCULATION OF INTEREST SYNCHRONIZATION:
35 Rate Base (Sch. WAR-2, Col. (C), L17) 14,833,726$      
36 Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), L1) 3.51%
37 Synchronized Interest (L35 X L36)    520,664$           

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440 Schedule WAR-2
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C)
COMPANY RUCO RUCO

LINE AS FILED OCRB/FVRB ADJ'TED
NO. OCRB/FVRB ADJUSTMENTS OCRB/FVRB

Plant Classification
1 Intangible Plant 3,287$                      -$                         3,287$                      
2 Source of Supply Plant 5,917,390                 (3,397,718)                2,519,672                 
3  Pumping Plant 2,266,429                 (6,761)                       2,259,668                 
4  Water Treatment Plant 1,297,124                 -                           1,297,124                 
5 Transmission & Distribution Plant 23,674,185               (661,738)                   23,012,447               
6 General Plant 1,166,200                 -                           1,166,200                 
7 Total Gross Plant in Service 34,324,616$             (4,066,217)$              30,258,399$             

8 Accumulated Depreciation   (6,146,140)                948,993                    (5,197,147)                
9 Net Utility Plant In Service (Sum L1 & L2)    28,178,476$            (3,117,224)$             25,061,252$            

10 Advances In Aid Of Const. (3,651,412)$              -$                         (3,651,412)$              

11 Contribution In Aid of Const. (6,396,542)$              -$                         (6,396,542)$              
12 Accumulated Amortization of CIAC  1,279,254                 -                           1,279,254                 
13 NET CIAC (L5 + L6)   (5,117,288)$              -$                         (5,117,288)$              

14 Deferred Income Tax (1,619,443)$              -$                         (1,619,443)$              

15 Customer Deposits -$                         (18,576)$                   (18,576)$                   

16 Allowance for Working Capital 228,197$                  (49,005)$                   179,193$                  

17 Net Regulatory  Asset / (Liability) -$                         -$                         -$                         

18 Rounding -$                         -$                         -$                         
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 18,018,530$            (3,184,804)$              14,833,726$            

References:
Column (A):  Company Schedule B-1
Column (B):  Schedule WAR-3
Column (C):  Column (A) + Column (B)

DESCRIPTION

RATE BASE - ORIGINAL COST



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440 Schedule WAR-3
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H) (I)
COMPANY ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 ADJMT NO. 7 RUCO

LINE AS FILED PLANT & PER REMOVE PTY REMOVE PTY CUSTOMER WORKING ADJ'TED
NO. OCRB/FVRB ACCUM DEP. BKB 11.16 PLANT 11.16 PLANT DEPOSITS CAPITAL OCRB/FVRB

Plant Classification
1 Intangible Plant 3,287$             -$               -$                 -$               -$                 -$               -$               -$               3,287$             
2 Source of Supply Plant 5,917,390        -                 -                   (1,386,142)     (2,011,576)       -                 -                 -                 2,519,672        
3  Pumping Plant 2,266,429        -                 -                   (6,761)            -                   -                 -                 -                 2,259,668        
4  Water Treatment Plant 1,297,124        -                 -                   -                 -                   -                 -                 -                 1,297,124        
5 Transmission & Distribution Plant 23,674,185      -                 -                   -                 -                   (661,738)        -                 -                 23,012,447      
6 General Plant 1,166,200        -                 -                   -                 -                   -                 -                 -                 1,166,200        
7 Total Gross Plant in Service 34,324,616$    -$               -$                 (1,392,903)$   (2,011,576)$     (661,738)$      -$               -$               30,258,399$    

8 Accumulated Depreciation   (6,146,140)       (4,975)            -                   926,106         21,940             5,923             -                 -                 (5,197,147)       
9 Net Utility Plant In Service (Sum L1 & L2)    28,178,476$   (4,975)$         -$                (466,797)$     (1,989,636)$     (655,815)$     -$              -$              25,061,252$   

10 Advances In Aid Of Const. (3,651,412)$     -$               -$                 -$               -$                 -$               -$               -$               (3,651,412)$     

11 Contribution In Aid of Const. (6,396,542)$     -$               -$                 -$               -$                 -$               -$               -$               (6,396,542)$     
12 Accumulated Amortization of CIAC  1,279,254        -                 -                   -                 -                   -                 -                 -                 1,279,254        
13 NET CIAC (L5 + L6)   (5,117,288)$     -$               -$                 -$               -$                 -$               -$               -$               (5,117,288)$     

14 Deferred Income Tax (1,619,443)$     -$               -$                 -$               -$                 -$               -$               -$               (1,619,443)$     

15 Customer Deposits -$                 -$               -$                 -$               -$                 -$               (18,576)$        -$               (18,576)$          

16 Allowance for Working Capital 228,197$         -$               -$                 -$               -$                 -$               -$               (49,005)$        179,193$         

17 Net Regulatory  Asset / (Liability) -$                 -$               -$                 -$               -$                 -$               -$               -$               -$                 

18 Rounding -$                 -$               -$                 -$               -$                 -$               -$               -$               -$                 
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 18,018,530$   (4,975)$         -$                (466,797)$     (1,989,636)$     (655,815)$     (18,576)$       (49,005)$       14,833,726$   

References:
Column (A):  Company Schedule B-2
Column (B):  Adjustment No. 1 - Adjust Test-Year Plant, PTY Plant & Accumulated Depreciation  (See WAR-4 Total, WAR-4 Direct, WAR-4 PHX OFF and WAR-4 MS Schedules and WAR Testimony)
Column (C):  Adjustment No. 2 - Intentionally Left Blank
Column (D):  Adjustment No. 3 - Conforming Adkustment Per Data Response to BKB 11.16 to Remove Plant and Record Retirements
Column (E):  Adjustment No. 4 - To Remove Post Test Year Plant Included in Rate Application
Column (F):  Adjustment No. 5 - ADOT Post Test Year Project
Column (G):  Adjustment No. 6 - Customer Deposits
Column (H):  Adjustment No. 7 - Working Capital

DESCRIPTION

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440 Schedule WAR-7
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E)
COMPANY RUCO RUCO RUCO RUCO

LINE AS TEST YEAR TEST YEAR PROP'D AS
NO. FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D

Operating Revenues
1 Residential 2,500,263$      -$                2,500,263$      501,198$         3,001,462$      
2 Commercial 957,571           -                  957,571           366,467           1,324,038        
3 Industrial 315                 -                  315                 (17)                  298                 
4 Private Fire Service 7,692              -                  7,692              30,758             38,450             
5 Other Water Revenues 26,716             -                  26,716             10,139             36,855             
6 Total Water Revenues 3,492,558$      -$                3,492,558$      908,545$         4,401,102$      

7 Miscellaneous 28,567$           -$                28,567$           -$                28,567$           
8 Total Operating Revenues 3,521,124$      -$                3,521,124$      908,545$         4,429,669$      

Operating Expenses
Source of Supply Expenses:

9 Purchased Water -$                -$                -$                -$                -$                
10 Other 7,247              -                  7,247              -                  7,247              
11 Pumping Expenses: -                      
12 Purchased Power 518,834           -                  518,834           -                  518,834           
13 Purchased Gas 2,626              -                  2,626              -                  2,626              
14 Other 129,182           -                  129,182           -                  129,182           
15 Water Treatment Expenses 319,722           -                  319,722           -                  319,722           
16 Transmission & Distribution Expenses 400,194           -                  400,194           -                  400,194           
17 Customer Accounting Expenses 323,108           -                  323,108           -                  323,108           
18 Sales Expense 2,838              -                  2,838              -                  2,838              
19 Administrative & General Expenses 641,077           (131,202)          509,874           -                  509,874           
20 Total Operations & Maintenance Expense 2,344,827$      (131,202)$        2,213,624$      -$                2,213,624$      

21 Depreciation & Amortization Expenses 731,033$         (117,285)$        613,748$         -$                613,748$         

Taxes
22 Federal Income Taxes (125,482)$        130,011$         4,529$             287,381$         291,910$         
23 State Income Taxes (27,643)           28,640             998                 63,307             64,305             
24 Property Taxes 125,837           (12,869)           112,968           -                  112,968           
25 Other 47,845             (2,043)             45,802             -                  45,802             
26 Total Taxes 20,557$           143,739$         164,296$         350,688$         514,984$         

27 Total Operating Expenses 3,096,417$      (104,748)$        2,991,669$      350,688$         3,342,357$      
28 Operating Income 424,708$        104,748$        529,456$        557,857$         1,087,312$     

References:
Column (A):  Company Schedule C-1
Column (B):  WAR-8, Columns (B) Thru (I)
Column (C):  Column (A) + Column (B)
Column (D):  WAR-1
Column (E):  Column (C) + Column (D)

OPERATING INCOME     

DESCRIPTION



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440 Schedule WAR-8
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H) (I) (J) (K) (L)
ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 ADJMT NO. 7 ADJMT NO. 8 ADJMT NO. 9 ADJMT NO. 10

LINE COMPANY LABOR PAYROLL TAX 401(K) REVERSE ADJ. FOR PURCH. POWER INSURANCE DEPRECIATION PROPERTY RATE CASE INCOME RUCO
NO. AS FILED EXPENSE EXPENSE EXPENSE  CONSERVATION  REVENUES  EXPENSE  EXPENSE TAX EXPENSE TAXES AS ADJT'D

Operating Revenues
1 Residential 2,500,263$ -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  2,500,263$  
2 Commercial 957,571      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    957,571      
3 Industrial 315             -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    315             
4 Private Fire Service 7,692          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    7,692          
5 Other Water Revenues 26,716        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    26,716        
6 Total Water Revenues 3,492,558$ -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  3,492,558$  

7 Miscellaneous 28,567$      -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  28,567$      
8 Total Operating Revenues 3,521,124$ -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  3,521,124$  

Operating Expenses
Source of Supply Expenses:

9 Purchased Water -$           -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  -$            
10 Other 7,247          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    7,247          
11 Pumping Expenses: -                                  
12 Purchased Power 518,834      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    518,834      
13 Purchased Gas 2,626          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    2,626          
14 Other 129,182      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    129,182      
15 Water Treatment Expenses 319,722      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    319,722      
16 Transmission & Distribution Expenses 400,194      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    400,194      
17 Customer Accounting Expenses 323,108      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    323,108      
18 Sales Expense 2,838          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    2,838          
19 Administrative & General Expenses 641,077      (12,850)           -                     (1,043)             (111,634)                         -                          (42)                  -                       -                  (5,633)             -                    509,874      
20 Total Operations & Maintenance Expense 2,344,827$ (12,850)$          -$                   (1,043)$           (111,634)$                       -$                        (42)$                -$                      -$                (5,633)$           -$                  2,213,624$  

21 Depreciation & Amortization Expenses 731,033$    -$                -$                   -$                -$                                -$                        -$                (117,285)$             -$                -$                -$                  613,748$    

Taxes
22 Federal Income Taxes (125,482)$   -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                130,011$           4,529$        
23 State Income Taxes (27,643)       -                  -                     -                  -                                  -                          -                  -                       -                  -                  28,640               998             
24 Property Taxes 125,837      -                  -                     -                  -                                  -                          -                  -                       (12,869)           -                  -                    112,968      
25 Other 47,845        -                  (2,043)                -                  -                                  -                          -                  -                       -                  -                  -                    45,802        
26 Total Taxes 20,557$      -$                (2,043)$              -$                -$                                -$                        -$                -$                      (12,869)$          -$                158,652$           164,296$    

27 Total Operating Expenses 3,096,417$ (12,850)$          (2,043)$              (1,043)$           (111,634)$                       -$                        (42)$                (117,285)$             (12,869)$          (5,633)$           158,652$           2,991,669$  
28 Operating Income 424,708$    12,850$          2,043$              1,043$            111,634$                        -$                        42$                117,285$             12,869$          5,633$            (158,652)$         529,456$   

ADJUSTMENTS: REFERENCE:
1 - Labor Expense - Normalize OT Hours in Test Year Testimony, WAR And Schedule WAR-9 Page, 1 of 3
2 - Payroll Tax Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 2 of 3
3 - 401(K) Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 3 of 3
4 - Reverse Adjustment for Conservation Testimony WAR
5 - Purchased Power Revenues Testimony WAR
6 - Insurance Expense Testimony, WAR And Schedule WAR-10
7 - Depreciation Expense Testimony, WAR And Schedule WAR-11
8 - Property Tax Expense Testimony, WAR And Schedule WAR-12
9 - Rate Case Expense Testimony, WAR And Schedule WAR-13
10 - Income Tax Testimony, WAR And Schedule WAR-14

SUMMARY OF OPERATING INCOME ADJUSTMENTS
TEST YEAR AS FILED AND ADJUSTMENTS

DESCRIPTION



Arizona Water Company Sedona System - Surrebuttual
Docket No. W-01445A-08-0440 Schedule WAR-15
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D)
WEIGHTED

LINE DOLLAR CAPITAL COST COST
NO. DESCRIPTION AMOUNT RATIO RATE RATE

1 Short-Term Debt 7,300,000$       4.80% 3.00% 0.14%

2 Long-Term Debt 75,000,000$     49.35% 6.83% 3.37%

3 Common Equity 69,671,689       45.85% 8.33% 3.82%

4 Total Capitalization 151,971,689$   100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%

References:
Columns (A) Thru (D):  Testimony, WAR

COST OF CAPITAL



Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

SCH. PAGE
 NO. NO.

WAR-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

WAR-7 1 OPERATING INCOME

WAR-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

WAR-15 1 COST OF CAPITAL

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)
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Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B)
COMPANY RUCO

LINE OCRB/FVRB OCRB/FVRB
NO. DESCRIPTION  COST COST

1 Adjusted Original Cost/Fair Value Rate Base 1,882,836$           1,830,266$           

2 Adjusted Operating Income (Loss) 104,677$              129,685$              

3 Current Rate of Return (L2 / L1) 5.56% 7.09%

4 Required Operating Income (L5 X L1) 184,787$              134,158$              

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - L2) 80,110$                4,474$                  

7 Gross Revenue Conversion Factor (WAR-1, Page 2) 1.6286                  1.6286                  

8 Required Increase in Gross Revenue Requirement (L7 X L6) 130,470$              7,286$                  

9 Adjusted Test Year Revenue 1,047,463$           1,047,463$           

10 Proposed Annual Revenue (L8 + L9) 1,177,933$           1,054,749$           

11 Required Percentage Increase in Revenue (L8 / L9) 12.46% 0.70%

12 Consolidated Revenue Adjustment 6,107$                  14,494$                

13 Required  Increase in Gross Revenue Under Proposed Consolidation 136,993$              21,781$                

14 Required Revenue  Under Proposed Consolidation 1,183,734$           1,069,244$           

15 Required Percentage Increase in Revenue Under Proposed Consolidation 13.09% 2.08%

16 Rate of Return on Common Equity 12.40% 8.33%

References:
Column (A):  Company Schedules A-1 and C-1
Column (B):  RUCO Schedule WAR-2, WAR-7, and WAR-13

REVENUE REQUIREMENT

 



Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 2 of 2

LINE
NO. (A) (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
1 Revenue 1.0000             
2 Combined Federal And State Tax Rate (L10) 0.3860             
3 Subtotal (L1 - L2)    0.6140           

4 Revenue Conversion Factor (L1 / L3) 1.6286             

CALCULATION OF EFFECTIVE TAX RATE:
5 Operating Income Before Taxes (Arizona Taxable Income) 100.0000%
6 Arizona State Income Tax Rate 6.9680%
7 Federal Taxable Income (L5 - L6) 93.0320%
8 Applicable Federal Income Tax Rate (Col. (D), L34) 34.0000%
9 Effective Federal Income Tax Rate (L7 X L8) 31.6309%
10 Combined Federal And State Income Tax Rate (L6 + L9)  38.5989%

11 Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4) 134,158$         
12 Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2) 129,685           
13 Required Increase In Operating Income (L11 - L12) 4,474$            

14 Income Taxes On Recommended Revenue (Col. (D), L31) 43,952$           
15 Income Taxes On Test Year Revenue (Col. (D), L32) 41,139             
16 Required Increase In Revenue To Provide For Income Taxes (L14 - L15) 2,812$            

17 Total Required Increase In Revenue (L13 + L16)  7,286$           
RUCO

CALCULATION OF INCOME TAX: Recommended
18 Revenue (Sch. WAR-1, Pg 1, Col. (B), L12) 1,054,749$        
19 Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23) 876,639             
20 Synchronized Interest (Col. (C), L37) 64,242               
21 Arizona Taxable Income (L18 - L19 - L20) 113,868$           
22 Arizona State Income Tax Rate 6.9680%
23 Arizona Income Tax (L21 X L22) 7,934$            
24 Fed. Taxable Income (L21 - L23) 105,934$           
25 Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15% -$                   
26 Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25% -$                   
27 Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34% -$                   
28 Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39% -$                   
29 Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34% 36,017$             
30 Total Federal Income Tax (L25 + L26 + L27 + L28 + L29) 36,017$          
31 Combined Federal and State Income Tax (L23 + L30)   43,952$         

32 Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23) 41,139$          
33 RUCO Adjustment  (L31 - L32)  (See WAR-6, Col. (D), L23)   2,812$           

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

CALCULATION OF INTEREST SYNCHRONIZATION:
35 Rate Base (Sch. WAR-2, Col. (C), L17) 1,830,266$        
36 Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), L1) 3.51%
37 Synchronized Interest (L35 X L36)    64,242$             

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION



Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-2
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C)
COMPANY RUCO RUCO

LINE AS FILED OCRB/FVRB ADJ'TED
NO. OCRB/FVRB ADJUSTMENTS OCRB/FVRB

Plant Classification
1 Intangible Plant 863$                         -$                         863$                         
2 Source of Supply Plant 1,146,589                 (13,512)                     1,133,076                 
3  Pumping Plant 471,603                    (40,464)                     431,139                    
4  Water Treatment Plant 32,915                      -                           32,915                      
5 Transmission & Distribution Plant 3,563,550                 (89)                           3,563,461                 
6 General Plant 239,448                    -                           239,448                    
7 Total Gross Plant in Service 5,454,969$               (54,065)$                   5,400,904$               

8 Accumulated Depreciation   (2,349,271)                12,361                      (2,336,910)                
9 Net Utility Plant In Service (Sum L1 & L2)    3,105,698$              (41,704)$                   3,063,994$              

10 Advances In Aid Of Const. (249,075)$                 -$                         (249,075)$                 

11 Contribution In Aid of Const. (783,751)$                 -$                         (783,751)$                 
12 Accumulated Amortization of CIAC  296,411$                  -                           296,411                    
13 NET CIAC (L5 + L6)   (487,340)$                 -$                         (487,340)$                 

14 Deferred Income Tax (565,368)$                 -$                         (565,368)$                 

15 Customer Deposits -$                         (4,330)$                     (4,330)$                     

16 Allowance for Working Capital 78,921$                    (6,536)$                     72,385$                    

17 Net Regulatory  Asset / (Liability) -$                         -$                         -$                         

18 Rounding -$                         -$                         -$                         
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 1,882,836$              (52,571)$                   1,830,266$              

References:
Column (A):  Company Schedule B-1
Column (B):  Schedule WAR-3
Column (C):  Column (A) + Column (B)

DESCRIPTION

RATE BASE - ORIGINAL COST



Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-3
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H)
COMPANY ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 RUCO

LINE AS FILED PLANT & PER REMOVE CUSTOMER WORKING ADJ'TED
NO. OCRB/FVRB ACCUM DEP. BKB 11.16 PTY PLANT DEPOSITS CAPITAL OCRB/FVRB

Plant Classification
1 Intangible Plant 863$                -$               -$               -$               -$               -$               -$               863$                
2 Source of Supply Plant 1,146,589        -                 -                 (13,512)          -                 -                 -                 1,133,076        
3  Pumping Plant 471,603           -                 -                 -                 (40,464)          -                 -                 431,139           
4  Water Treatment Plant 32,915             -                 -                 -                 -                 -                 -                 32,915             
5 Transmission & Distribution Plant 3,563,550        -                 -                 -                 (89)                 -                 -                 3,563,461        
6 General Plant 239,448           -                 -                 -                 -                 -                 -                 239,448           
7 Total Gross Plant in Service 5,454,969$      -$               -$               (13,512)$        (40,553)$        -$               -$               5,400,904$      

8 Accumulated Depreciation   (2,349,271)       496                -                 10,674           1,191              -                 -                 (2,336,910)       
9 Net Utility Plant In Service (Sum L1 & L2)    3,105,698$     496$             -$              (2,838)$          (39,362)$       -$              -$              3,063,994$     

10 Advances In Aid Of Const. (249,075)$        -$               -$               -$               -$               -$               -$               (249,075)$        

11 Contribution In Aid of Const. (783,751)$        -$               -$               -$               -$               -$               -$               (783,751)$        
12 Accumulated Amortization of CIAC  296,411           -                 -                 -                 -                 -                 -                 296,411           
13 NET CIAC (L5 + L6)   (487,340)$        -$               -$               -$               -$               -$               -$               (487,340)$        

14 Deferred Income Tax (565,368)$        -$               -$               -$               -$               -$               -$               (565,368)$        

15 Customer Deposits -$                 -$               -$               -$               -$               (4,330)$          -$               (4,330)$            

16 Allowance for Working Capital 78,921             -$               -$               -$               -$               -$               (6,536)$          72,385$           

17 Net Regulatory  Asset / (Liability) -$                 -$               -$               -$               -$               -$               -$               -$                 

18 Rounding -$                 -$                 
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 1,882,836$     496$             -$              (2,838)$          (39,362)$       (4,330)$         (6,536)$         1,830,266$     

References:
Column (A):  Company Schedule B-2
Column (B):  Adjustment No. 1 - Adjust Test-Year Plant, PTY Plant & Accumulated Depreciation  (See WAR-4 Total, WAR-4 Direct, WAR-4 PHX OFF and WAR-4 MS Schedules and WAR Testim
Column (C):  Adjustment No. 2 - Intentionally Left Blank
Column (D):  Adjustment No. 3 - Conforming Adkustment Per Data Response to BKB 11.16 to Remove Plant and Record Retirements
Column (E):  Adjustment No. 4 - Remove Company PTY Plant Adjustment JMR-1
Column (F):  Adjustment No. 5 - Customer Deposits
Column (G):  Adjustment No. 6 - Working Capital
Column (H):  Sum Of Columns (A), (B), (C), (D), (E), (F) & (G) 

DESCRIPTION

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 



Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-7
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E)
COMPANY RUCO RUCO RUCO RUCO

LINE AS TEST YEAR TEST YEAR PROP'D AS
NO. FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D

Operating Revenues
1 Residential 1,015,253$      -$                1,015,253$      (3,889)$           1,011,364$      
2 Commercial 22,880             -                  22,880             10,077             32,957             
3 Industrial 507                 -                  507                 (40)                  466                 
4 Private Fire Service 179                 -                  179                 721                 900                 
5 Other Water Revenues 1,784              -                  1,784              418                 2,202              
6 Total Water Revenues 1,040,604$      -$                1,040,604$      7,286$             1,047,890$      

7 Miscellaneous 6,859$             -$                6,859$             -$                6,859$             
8 Total Operating Revenues 1,047,463$      -$                1,047,463$      7,286$             1,054,749$      

Operating Expenses
Source of Supply Expenses:

9 Purchased Water -$                -$                -$                -$                -$                
10 Other 3,239              -                  3,239              -                  3,239              
11 Pumping Expenses: -                      
12 Purchased Power 84,846             -                  84,846             -                  84,846             
13 Purchased Gas -                      -                  -                  -                  -                  
14 Other 56,303             -                  56,303             -                  56,303             
15 Water Treatment Expenses 33,840             -                  33,840             -                  33,840             
16 Transmission & Distribution Expenses 173,376           -                  173,376           -                  173,376           
17 Customer Accounting Expenses 133,433           -                  133,433           -                  133,433           
18 Sales Expense 1,188              -                  1,188              -                  1,188              
19 Administrative & General Expenses 243,746           (35,187)           208,559           -                  208,559           
20 Total Operations & Maintenance Expense 729,970$         (35,187)$          694,782$         -$                694,782$         

21 Depreciation & Amortization Expenses 132,206$         (5,405)$           126,801$         -$                126,801$         

Taxes
22 Federal Income Taxes 17,950$           15,763$           33,713$           2,305$             36,017$           
23 State Income Taxes 3,954              3,472              7,427              508                 7,934              
24 Property Taxes 41,350             (2,938)             38,412             -                  38,412             
25 Other 17,357             (713)                16,644             -                  16,644             
26 Total Taxes 80,611$           15,584$           96,195$           2,812$             99,007$           

27 Total Operating Expenses 942,787$         (25,008)$          917,779$         2,812$             920,591$         
28 Operating Income 104,677$        25,008$          129,685$        4,474$             134,158$        

References:
Column (A):  Company Schedule C-1
Column (B):  WAR-8, Columns (B) Thru (I)
Column (C):  Column (A) + Column (B)
Column (D):  WAR-1
Column (E):  Column (C) + Column (D)

OPERATING INCOME     

DESCRIPTION



Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-8
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H) (I) (J) (K) (L)
ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 ADJMT NO. 7 ADJMT NO. 8 ADJMT NO. 9 ADJMT NO. 10

LINE COMPANY LABOR PAYROLL TAX 401(K) REVERSE ADJ. FOR PURCH. POWER INSURANCE DEPRECIATION PROPERTY RATE CASE INCOME RUCO
NO. AS FILED EXPENSE EXPENSE EXPENSE  CONSERVATION  REVENUES  EXPENSE  EXPENSE TAX EXPENSE TAXES AS ADJT'D

Operating Revenues
1 Residential 1,015,253$ -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  1,015,253$  
2 Commercial 22,880        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    22,880        
3 Industrial 507             -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    507             
4 Private Fire Service 179             -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    179             
5 Other Water Revenues 1,784          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    1,784          
6 Total Water Revenues 1,040,604$ -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  1,040,604$  

7 Miscellaneous 6,859$        -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  6,859$        
8 Total Operating Revenues 1,047,463$ -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  1,047,463$  

Operating Expenses
Source of Supply Expenses:

9 Purchased Water -$           -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  -$            
10 Other 3,239          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    3,239          
11 Pumping Expenses:
12 Purchased Power 84,846        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    84,846        
13 Purchased Gas -                 -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    -             
14 Other 56,303        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    56,303        
15 Water Treatment Expenses 33,840        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    33,840        
16 Transmission & Distribution Expenses 173,376      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    173,376      
17 Customer Accounting Expenses 133,433      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    133,433      
18 Sales Expense 1,188          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    1,188          
19 Administrative & General Expenses 243,746      (4,486)             -                     (364)                (28,351)                           -                          (19)                  -                  (1,967)             -                    208,559      
20 Total Operations & Maintenance Expense 729,970$    (4,486)$           -$                   (364)$              (28,351)$                         -$                        (19)$                -$                      -$                (1,967)$           -$                  694,782$    

21 Depreciation & Amortization Expenses 132,206$    -$                -$                   -$                -$                                -$                        -$                (5,405)$                 -$                -$                -$                  126,801$    

Taxes
22 Federal Income Taxes 17,950$      -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                15,763$             33,713$      
23 State Income Taxes 3,954          -                  -                     -                  -                                  -                          -                  -                       -                  -                  3,472                 7,427          
24 Property Taxes 41,350        -                  -                     -                  -                                  -                          -                  -                       (2,938)             -                  -                    38,412        
25 Other 17,357        -                  (713)                   -                  -                                  -                          -                  -                       -                  -                  -                    16,644        
26 Total Taxes 80,611$      -$                (713)$                 -$                -$                                -$                        -$                -$                      (2,938)$           -$                19,235$             96,195$      

27 Total Operating Expenses 942,787$    (4,486)$           (713)$                 (364)$              (28,351)$                         -$                        (19)$                (5,405)$                 (2,938)$           (1,967)$           19,235$             917,779$    
28 Operating Income 104,677$    4,486$            713$                 364$              28,351$                         -$                        19$                5,405$                 2,938$            1,967$            (19,235)$           129,685$   

ADJUSTMENTS: REFERENCE:
1 - Labor Expense - Normalize OT Hours in Test Year Testimony, WAR And Schedule WAR-9 Page, 1 of 3
2 - Payroll Tax Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 2 of 3
3 - 401(K) Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 3 of 3
4 - Reverse Adjustment for Conservation Testimony WAR
5 - Purchased Power Revenues Testimony WAR
6 - Insurance Expense Testimony, WAR And Schedule WAR-10
7 - Depreciation Expense Testimony, WAR And Schedule WAR-11
8 - Property Tax Expense Testimony, WAR And Schedule WAR-12
9 - Rate Case Expense Testimony, WAR And Schedule WAR-13
10 - Income Tax Testimony, WAR And Schedule WAR-14

SUMMARY OF OPERATING INCOME ADJUSTMENTS
TEST YEAR AS FILED AND ADJUSTMENTS

DESCRIPTION



Arizona Water Company Pinewood System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-15
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D)
WEIGHTED

LINE DOLLAR CAPITAL COST COST
NO. DESCRIPTION AMOUNT RATIO RATE RATE

1 Short-Term Debt 7,300,000$       4.80% 3.00% 0.14%

2 Long-Term Debt 75,000,000$     49.35% 6.83% 3.37%

3 Common Equity 69,671,689       45.85% 8.33% 3.82%

4 Total Capitalization 151,971,689$   100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%

References:
Columns (A) Thru (D):  Testimony, WAR

COST OF CAPITAL



Arizona Water Company Rimrock System - Surrebuttal
Docket No. W-01445A-08-0440
Test Year Ended December 31, 2007

SCH. PAGE
 NO. NO.

WAR-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

WAR-2 1 RATE BASE

WAR-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

WAR-7 1 OPERATING INCOME

WAR-8 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

WAR-15 1 COST OF CAPITAL

TABLE OF CONTENTS TO WAR SURREBUTTAL SCHEDULES (ABBREVIATED)
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Arizona Water Company Rimrock System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B)
COMPANY RUCO

LINE OCRB/FVRB OCRB/FVRB
NO. DESCRIPTION  COST COST

1 Adjusted Original Cost/Fair Value Rate Base 2,338,005$  2,319,736$    

2 Adjusted Operating Income (Loss) (75,247)$      (59,267)$       

3 Current Rate of Return (L2 / L1) -3.22% -2.55%

4 Required Operating Income (L5 X L1) 229,458$     170,037$      

5 Required Rate of Return on Fair Value Rate Base 9.81% 7.33%

6 Operating Income Deficiency (L4 - L2) 304,705$     229,304$      

7 Gross Revenue Conversion Factor (WAR-1, Page 2 1.6286        1.6286         

8 Required Increase in Gross Revenue Requirement (L7 X L6) 496,253$     373,452$      

9 Adjusted Test Year Revenue 507,981$     507,981$      

10 Proposed Annual Revenue (L8 + L9 1,004,234$  881,433$      

11 Required Percentage Increase in Revenue (L8 / L9 97.69% 73.52%

12 Consolidated Revenue Adjustmen (222,992)$    (10,706)$       

13 Required  Increase in Gross Revenue Under Proposed Consolidatio 273,068$     362,746$      

14 Required Revenue  Under Proposed Consolidatio 780,936$     870,727$      

15 Required Percentage Increase in Revenue Under Proposed Consolidatio 53.77% 71.41%

16 Rate of Return on Common Equity 12.40% 8.33%

References
Column (A):  Company Schedules A-1 and C-1
Column (B):  RUCO Schedule WAR-2, WAR-7, and WAR-13

REVENUE REQUIREMENT

 



Arizona Water Company Rimrock System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-1
Test Year Ended December 31, 2007 Page 2 of 2

LINE
NO. (A) (B) (C) (D)

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
1 Revenue 1.0000             
2 Combined Federal And State Tax Rate (L10) 0.3860             
3 Subtotal (L1 - L2)    0.6140           

4 Revenue Conversion Factor (L1 / L3) 1.6286             

CALCULATION OF EFFECTIVE TAX RATE:
5 Operating Income Before Taxes (Arizona Taxable Income) 100.0000%
6 Arizona State Income Tax Rate 6.9680%
7 Federal Taxable Income (L5 - L6) 93.0320%
8 Applicable Federal Income Tax Rate (Col. (D), L34) 34.0000%
9 Effective Federal Income Tax Rate (L7 X L8) 31.6309%
10 Combined Federal And State Income Tax Rate (L6 + L9)  38.5989%

11 Required Operating Income (Sch. WAR-1, Pg 1, C (B), L4) 170,037$         
12 Adj'd T.Y. Oper'g Inc. (Loss) (Sch. WAR-1, Pg 1, C (B), L2) (59,267)           
13 Required Increase In Operating Income (L11 - L12) 229,304$        

14 Income Taxes On Recommended Revenue (Col. (D), L31) 55,705$           
15 Income Taxes On Test Year Revenue (Col. (D), L32) (88,442)           
16 Required Increase In Revenue To Provide For Income Taxes (L14 - L15) 144,148$        

17 Total Required Increase In Revenue (L13 + L16)  373,451$       
RUCO

CALCULATION OF INCOME TAX: Recommended
18 Revenue (Sch. WAR-1, Pg 1, Col. (B), L12) 881,432$           
19 Operating Expense Excluding Income Tax (WAR-7, Col. (E), L27 - L22 - L23) 655,690             
20 Synchronized Interest (Col. (C), L37) 81,423               
21 Arizona Taxable Income (L18 - L19 - L20) 144,319$           
22 Arizona State Income Tax Rate 6.9680%
23 Arizona Income Tax (L21 X L22) 10,056$          
24 Fed. Taxable Income (L21 - L23) 134,263$           
25 Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15% -$                   
26 Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25% -$                   
27 Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 34% -$                   
28 Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39% -$                   
29 Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34% 45,649$             
30 Total Federal Income Tax (L25 + L26 + L27 + L28 + L29) 45,649$          
31 Combined Federal and State Income Tax (L23 + L30)   55,705$         

32 Test Year Combined Income Tax, RUCO as Adjusted (WAR-7, Col. (C), L22 + L23) (88,442)$         
33 RUCO Adjustment  (L31 - L32)  (See WAR-6, Col. (D), L23)   144,148$       

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

CALCULATION OF INTEREST SYNCHRONIZATION:
35 Rate Base (Sch. WAR-2, Col. (C), L17) 2,319,736$        
36 Weighted Avg. Cost of Debt (Sch. WAR-16, Col. (F), L1) 3.51%
37 Synchronized Interest (L35 X L36)    81,423$             

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION



Arizona Water Company Rimrock System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-2
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C)
COMPANY RUCO RUCO

LINE AS FILED OCRB/FVRB ADJ'TED
NO. OCRB/FVRB ADJUSTMENTS OCRB/FVRB

Plant Classification
1 Intangible Plant 401$                         -$                         401$                         
2 Source of Supply Plant 597,457                    (62,097)                     535,360                    
3  Pumping Plant 419,745                    -                           419,745                    
4  Water Treatment Plant 372,768                    -                           372,768                    
5 Transmission & Distribution Plant 3,355,961                 -                           3,355,961                 
6 General Plant 196,495                    -                           196,495                    
7 Total Gross Plant in Service 4,942,827$               (62,097)$                   4,880,730$               

8 Accumulated Depreciation   (1,104,418)                60,799                      (1,043,619)                
9 Net Utility Plant In Service (Sum L1 & L2)    3,838,409$              (1,298)$                     3,837,112$              

10 Advances In Aid Of Const. (1,080,835)$              -$                         (1,080,835)$              

11 Contribution In Aid of Const. (260,411)$                 -$                         (260,411)$                 
12 Accumulated Amortization of CIAC  69,153                      -                           69,153                      
13 NET CIAC (L5 + L6)   (191,258)$                 -$                         (191,258)$                 

14 Deferred Income Tax (283,642)$                 -$                         (283,642)$                 

15 Customer Deposits -$                         (7,050)$                     (7,050)$                     

16 Allowance for Working Capital 55,331$                    (9,921)$                     45,410$                    

17 Net Regulatory  Asset / (Liability) -$                         -$                         -$                         

18 Rounding -$                         -$                         -$                         
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 2,338,005$              (18,269)$                   2,319,736$              

References:
Column (A):  Company Schedule B-1
Column (B):  Schedule WAR-3
Column (C):  Column (A) + Column (B)

DESCRIPTION

RATE BASE - ORIGINAL COST



Arizona Water Company Rimrock System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-3
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E) (F) (G) (H)
COMPANY ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 RUCO

LINE AS FILED PLANT & PER CUSTOMER WORKING ADJ'TED
NO. OCRB/FVRB ACCUM DEP. BKB 11.16 DEPOSITS CAPITAL OCRB/FVRB

Plant Classification
1 Intangible Plant 401$                -$               -$               -$               -$               -$               -$               401$                
2 Source of Supply Plant 597,457           -                 -                 (62,097)          -                 -                 -                 535,360           
3  Pumping Plant 419,745           -                 -                 -                 -                 -                 -                 419,745           
4  Water Treatment Plant 372,768           -                 -                 -                 -                 -                 -                 372,768           
5 Transmission & Distribution Plant 3,355,961        -                 -                 -                 -                 -                 -                 3,355,961        
6 General Plant 196,495           -                 -                 -                 -                 -                 -                 196,495           
7 Total Gross Plant in Service 4,942,827$      -$               -$               (62,097)$        -$               -$               -$               4,880,730$      

8 Accumulated Depreciation   (1,104,418)       487                -                 60,312           -                 -                 -                 (1,043,619)       
9 Net Utility Plant In Service (Sum L1 & L2)    3,838,409$     487$             -$              (1,785)$          -$              -$              -$              3,837,112$     

10 Advances In Aid Of Const. (1,080,835)$     -$               -$               -$               -$               -$               -$               (1,080,835)$     

11 Contribution In Aid of Const. (260,411)$        -$               -$               -$               -$               -$               -$               (260,411)$        
12 Accumulated Amortization of CIAC  69,153             -                 -                 -                 -                 -                 -                 69,153             
13 NET CIAC (L5 + L6)   (191,258)$        -$               -$               -$               -$               -$               -$               (191,258)$        

14 Deferred Income Tax (283,642)$        -$               -$               -$               -$               -$               -$               (283,642)$        

15 Customer Deposits -$                 -$               -$               -$               -$               (7,050)$          -$               (7,050)$            

16 Allowance for Working Capital 55,331$           -$               -$               -$               -$               -$               (9,921)$          45,410$           

17 Net Regulatory  Asset / (Liability) -$                 -$               -$               -$               -$               -$               -$               -$                 

18 Rounding -$                 -$                 
19 TOTAL RATE BASE (Sum L's 3, 4,  & 7 Thru 16) 2,338,005$     487$             -$              (1,785)$          -$              (7,050)$         (9,921)$         2,319,736$     

References:
Column (A):  Company Schedule B-2
Column (B):  Adjustment No. 1 - Adjust Test-Year Plant, PTY Plant & Accumulated Depreciation  (See WAR-4 Total, WAR-4 Direct, WAR-4 PHX OFF and WAR-4 MS Schedules and WAR Testim
Column (C):  Adjustment No. 2 - Intentionally Left Blank
Column (D):  Adjustment No. 3 - Conforming Adkustment Per Data Response to BKB 11.16 to Remove Plant and Record Retirements
Column (E):  Adjustment No. 4 - Intentionally Left Blank
Column (F):  Adjustment No. 5 - Customer Deposits
Column (G):  Adjustment No. 6 - Working Capital
Column (H):  Sum Of Columns (A), (B), (C), (D), (E), (F) & (G) 

DESCRIPTION

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 



Arizona Water Company Rimrock System - Surrebuttal
Docket No. W-01445A-08-0440 Schedule WAR-7
Test Year Ended December 31, 2007 Page 1 of 1

(A) (B) (C) (D) (E)
COMPANY RUCO RUCO RUCO RUCO

LINE AS TEST YEAR TEST YEAR PROP'D AS
NO. FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D

Operating Revenues
1 Residential 471,523$         -$                471,523$         342,918$         814,441$         
2 Commercial 17,845             -                  17,845             20,263             38,109             
3 Industrial -                      -                  -                  -                  -                  
4 Private Fire Service 51                   -                  51                   199                 250                 
5 Other Water Revenues 10,101             -                  10,101             10,070             20,172             
6 Total Water Revenues 499,521$         -$                499,521$         373,451$         872,972$         

7 Miscellaneous 8,461$             -$                8,461$             -$                8,461$             
8 Total Operating Revenues 507,981$         -$                507,981$         373,451$         881,432$         

Operating Expenses
Source of Supply Expenses:

9 Purchased Water -$                -$                -$                -$                -$                
10 Other 1,425              -                  1,425              -                  1,425              
11 Pumping Expenses: -                      
12 Purchased Power 43,401             -                  43,401             -                  43,401             
13 Purchased Gas -                      -                  -                  -                  -                  
14 Other 24,368             -                  24,368             -                  24,368             
15 Water Treatment Expenses 201,774           -                  201,774           -                  201,774           
16 Transmission & Distribution Expenses 73,189             -                  73,189             -                  73,189             
17 Customer Accounting Expenses 61,306             -                  61,306             -                  61,306             
18 Sales Expense 537                 -                  537                 -                  537                 
19 Administrative & General Expenses 118,572           (23,248)           95,324             -                  95,324             
20 Total Operations & Maintenance Expense 524,571$         (23,248)$          501,323$         -$                501,323$         

21 Depreciation & Amortization Expenses 124,861$         (3,234)$           121,627$         -$                121,627$         

Taxes
22 Federal Income Taxes (83,435)$          10,958$           (72,476)$          118,126$         45,649$           
23 State Income Taxes (18,380)           2,414              (15,966)           26,022             10,056             
24 Property Taxes 27,191             (2,512)             24,679             -                  24,679             
25 Other 8,420              (358)                8,062              -                  8,062              
26 Total Taxes (66,204)$          10,502$           (55,702)$          144,148$         88,446$           

27 Total Operating Expenses 583,228$         (15,980)$          567,248$         144,148$         711,396$         
28 Operating Income (75,247)$         15,980$          (59,267)$         229,303$         170,036$        

References:
Column (A):  Company Schedule C-1
Column (B):  WAR-8, Columns (B) Thru (I)
Column (C):  Column (A) + Column (B)
Column (D):  WAR-1
Column (E):  Column (C) + Column (D)

OPERATING INCOME     

DESCRIPTION



Arizona Water Company Rimrock System - Surrebuttal
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(A) (B) (C) (D) (E) (F) (G) (H) (I) (J) (K) (L)
ADJMT NO. 1 ADJMT NO. 2 ADJMT NO. 3 ADJMT NO. 4 ADJMT NO. 5 ADJMT NO. 6 ADJMT NO. 7 ADJMT NO. 8 ADJMT NO. 9 ADJMT NO. 10

LINE COMPANY LABOR PAYROLL TAX 401(K) REVERSE ADJ. FOR PURCH. POWER INSURANCE DEPRECIATION PROPERTY RATE CASE INCOME RUCO
NO. AS FILED EXPENSE EXPENSE EXPENSE  CONSERVATION  REVENUES  EXPENSE  EXPENSE TAX EXPENSE TAXES AS ADJT'D

Operating Revenues
1 Residential 471,523$    -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  471,523$    
2 Commercial 17,845        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    17,845        
3 Industrial -                 -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    -             
4 Private Fire Service 51              -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    51               
5 Other Water Revenues 10,101        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    10,101        
6 Total Water Revenues 499,521$    -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  499,521$    

7 Miscellaneous 8,461$        -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  8,461$        
8 Total Operating Revenues 507,981$    -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  507,981$    

Operating Expenses
Source of Supply Expenses:

9 Purchased Water -$           -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                -$                  -$            
10 Other 1,425          -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    1,425          
11 Pumping Expenses:
12 Purchased Power 43,401        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    43,401        
13 Purchased Gas -                 -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    -             
14 Other 24,368        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    24,368        
15 Water Treatment Expenses 201,774      -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    201,774      
16 Transmission & Distribution Expenses 73,189        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    73,189        
17 Customer Accounting Expenses 61,306        -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    61,306        
18 Sales Expense 537             -                  -                     -                  -                                  -                          -                  -                       -                  -                  -                    537             
19 Administrative & General Expenses 118,572      (2,251)             -                     (183)                (19,820)                           -                          (8)                    -                       -                  (987)                -                    95,324        
20 Total Operations & Maintenance Expense 524,571$    (2,251)$           -$                   (183)$              (19,820)$                         -$                        (8)$                  -$                      -$                (987)$              -$                  501,323$    

21 Depreciation & Amortization Expenses 124,861$    -$                -$                   -$                -$                                -$                        -$                (3,234)$                 -$                -$                -$                  121,627$    

Taxes
22 Federal Income Taxes (83,435)$     -$                -$                   -$                -$                                -$                        -$                -$                      -$                -$                10,958$             (72,476)$     
23 State Income Taxes (18,380)       -                  -                     -                  -                                  -                          -                  -                       -                  -                  2,414                 (15,966)       
24 Property Taxes 27,191        -                  -                     -                  -                                  -                          -                  -                       (2,512)             -                  -                    24,679        
25 Other 8,420          -                  (358)                   -                  -                                  -                          -                  -                       -                  -                  -                    8,062          
26 Total Taxes (66,204)$     -$                (358)$                 -$                -$                                -$                        -$                -$                      (2,512)$           -$                13,372$             (55,702)$     

27 Total Operating Expenses 583,228$    (2,251)$           (358)$                 (183)$              (19,820)$                         -$                        (8)$                  (3,234)$                 (2,512)$           (987)$              13,372$             567,248$    
28 Operating Income (75,247)$     2,251$            358$                 183$              19,820$                         -$                        8$                  3,234$                 2,512$            987$              (13,372)$           (59,267)$    

ADJUSTMENTS: REFERENCE:
1 - Labor Expense - Normalize OT Hours in Test Year Testimony, WAR And Schedule WAR-9 Page, 1 of 3
2 - Payroll Tax Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 2 of 3
3 - 401(K) Expense Related to Adjustment 1 Testimony, WAR And Schedule WAR-9 Page, 3 of 3
4 - Reverse Adjustment for Conservation Testimony WAR
5 - Purchased Power Revenues Testimony WAR
6 - Insurance Expense Testimony, WAR And Schedule WAR-10
7 - Depreciation Expense Testimony, WAR And Schedule WAR-11
8 - Property Tax Expense Testimony, WAR And Schedule WAR-12
9 - Rate Case Expense Testimony, WAR And Schedule WAR-13
10 - Income Tax Testimony, WAR And Schedule WAR-14

SUMMARY OF OPERATING INCOME ADJUSTMENTS
TEST YEAR AS FILED AND ADJUSTMENTS

DESCRIPTION
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(A) (B) (C) (D)
WEIGHTED

LINE DOLLAR CAPITAL COST COST
NO. DESCRIPTION AMOUNT RATIO RATE RATE

1 Short-Term Debt 7,300,000$          4.80% 3.00% 0.14%

2 Long-Term Debt 75,000,000$        49.35% 6.83% 3.37%

3 Common Equity 69,671,689          45.85% 8.33% 3.82%

4 Total Capitalization 151,971,689$     100.00%

5 WEIGHTED AVERAGE COST OF CAPITAL 7.33%

References:
Columns (A) Thru (D):  Testimony, WAR

COST OF CAPITAL




