
• Included above is a lease the Company has with a related party for a building.

Rental expenses related to this related party lease were approximately $9,600 in 2012 and

2011. There are no future minimum lease payments under these related party leases.

The Company is subject to various legal proceedings and claims that arise in the

ordinary course of business. While the resolution of these matters cannot be predicted with

certainty, management believes that the final outcome of such matters will not have a

material adverse effect on the consolidated financial position or results of operations of the

Company.

One of the Company's subsidiaries is in dispute over an office lease agreement.

Legal counsel has advised that the total exposure to the Company would not exceed

$50,000. Accordingly, the Company has accrued this amount in accrued expenses.

13. RETIREMENT PLAN

The Company has a 401(k) plan that covers substantially all employees who have

• completed at least nine months of service. The Company's funding policy is to match 50

percent of the employees' contributions, up to 2.5 percent of participating employees'

salaries. Employees vest in Company contributions over a six year period. The Company

contributed $132,145 and $124,742 to the plan for the years ended December 30, 2012 and

January 1, 2012, respectively.

In 2007, the Company established an Employee Stock Option Plan ("ESOP") for the

purpose of rewarding eligible employees for their loyalty and faithful service to the

Company and providing eligible employees with an opportunity to share in the ownership

and profitability of the Company.

Each employee becomes eligible to participate in the ESOP, coincident or

immediately following the date on which they attain age 21 and complete 1 year of service.

The ESOP does not permit participants to make contributions. The Company makes

discretionary contributions to the ESOP.

•
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• Employees vest in the Company contributions as follows:

Years of Service with the Company % of Vesting

Less than 2 years 0%
2 years but less than 3 20%
3 years but less than 4 40%
4 years but less than 5 60%
5 years but less than 6 80%
6 or more years 100%

In September 2007, the ESOP purchased 518,519 shares valued at $13.50 per share

for a total price of $7,000,000 from the sole shareholder of the Company through a note

payable to the shareholder. On January 29, 2008 the Company affected a 100 for 1 reverse

stock split of the authorized and outstanding shares of the common stock. The post-stock

spilt equivalent of these shares is 5,185.19 shares valued at $1,350 per share. The

Company assumed this note payable in exchange for a note receivable from the ESOP. The

note receivable has been recorded in equity ("Unearned ESOP shares") in accordance with

is

FASB ASC 718-40, Employee Stock Ownership Plans.

ESOP compensation expense is recognized when shares are committed to be

released in accordance with the ESOP pledge agreement. The compensation expense

recognized represents the fair value of the shares committed to be released as of the date

such shares are committed to be released. The Company recognized compensation expense

totaling $132,108 and $557,993 in 2012 and 2011, respectively.

The Company is required to repurchase shares held by participants upon reaching

retirement age, termination of service, or the participants' death. As of December 30, 2012,

the number of shares subject to repurchase in future years was approximately 840 with a

fair value of approximately $873,600. The number of shares committed to be released total

398 and 398 in 2012 and 2011, respectively.

•
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• 14. EXTRAORDINARY INCOME

In 2011, wildfires damaged a Texas property's land and buildings affecting the golf

course, spa, restaurants, ship store, and hotel. The Company received insurance proceeds

for loss of business income totaling $340,322.

•

•
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Double Diamond Utilities Co. / The Retreat

Application for a Rate/ Tariff Change

Test Year Ended 12/31/2012

Rate of Return on Equity Worksheet

RATE OF RETURN WORKSHEET
step %

A Most current Baa Public Utility Bond average. (Call TCEQ staff at 512/239-4691 to get this number.)
4.86%

Add 2% - for utilities (include affiliates) with 0-200 ORB 00.00%

Add 1.5% - for utilities (include affiliates) with 201-500 connections OR
0.00%

Add 1.0% - for utilities (include affiliates) with 501-1,000 connections 0.00%

C Add 1% if the utility can demonstrate that it has both: 0.00%

1 Debt/equity ratio is greater than 50% (Table IV. D. - Box 2= Box 3)
2 No affiliated companies with access to revenues or other funds to support

D Add 1% if the utility can demonstrate that it has at least 1 of the following 3 conditions: 0.001/4

1 unstable population - Weekender/seasonal population:
.'

a. >25% of total customers; OR
3

b. >10% of total customers and do not use seasonal reconnect fee; +s;

2 low growth
a. less than 5% customer growth over the last three years; OR

b. documentation of potential anticipated future customer growth of less
than 5% over a three year period; declining population

3 aging system

a. 50% or more depreciated; OR
b. low rate base (<$500/customer)

Add 1% if the utility is a stand alone sewer system with no agreement for: billing and collection OR
E discontinuance for nonpayment with the water supplier.

o
0.00 /o

F Add 1% if the utility can demonstrate that it has at least 3 of the 4 following conditions: 1.00%

Number of complaints

1 2 complaints or less per year to TCEQ for every 200 connections served
by system

2 No major deficiencies in the most recent PWS inspection report

No current or prior enforcement actions under current management within ^,.
3 a three year period including the test year

.^ . ^...v^ j .
4 Good faith efforts to solve an y current problems

Page lof2
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Double Diamond Utilities Co. / The Retreat

Application for a Rate / Tariff Change

Test Year Ended 12/31/2012

Rate of Return on Equity Worksheet

RATE OF RETURN WORKSHEET
Step %

G Add 1 "/o if the utility can demonstrate that it has at least 3 of the following 5 conditions: 1.00%

1 well-maintained, up-to-date books and records ^. ^^.

Effective communications and good customer relations (ex: evidence of a
community outreach plan funded without utility revenues from

2 customers; program which includes information about utility policies; p .,.
evidence reflecting cooperation and service within the communi ty
AND/OR a semi-annual newsletter.)

Consistent and timely in meeting reporting requirements (ex: annual y3

reports for last 3 years) and payment of fees
• ,.
r ^" F
,{

exhibit fiscal responsibility with respect to rate filings, including4
completeness, accuracy and frequency

5 Less than 15% line loss -(Sectton VIII of the Application - Page 16 of 41)
,•.a;^

H Add 1% if the utility can demonstrate that it has at least 4 of the following 5 conditions: 1.00%

rate structure - any two of the following

a. zero gallons included in minimum bill

+ 1 rs1
b. gallonage rate set high enough to encourage conservation (>
$2.00/1000 gal.) ^' "^^•^ %+^' }

c. use of inclining blocks, (i.e. with at least $1.00 between rate tiers which
meets other regulatory requirements for inclining block structures)

2
drought contingency plan included in tariff with written evidence of use "^.^y',9'.^ ;^",^ ^rc• .•_••
in years required

;a •
3

conservation plan including encouragement of the use of water
conserving devices, efficient lawn watering, or xeriscaping

4 program to educate the customers about the nature of the system, its
production and distribution ability, PWS standards, and the need for
water conservation

'^-S^^: :• r
Line Loss

L,. •r

a. less than or equal to 15% and

5 b. successful program to reduce losses (ex., leak detection & repair)
^ • .i'. 4.L.;-^i .

X", x
(within a three year period reflecting a 25% or more reduction in line loss :;
since program implementation) : ^ };,: '- f;y: •^^^;................ . . ...

Total Rate of Return %
7.86%1

Notes:

(1) Per phone conversation with Elizabeth Flores, 3/1/2013

Page 2 of 2
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