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AQUA AMERICA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CAPITALIZATION
(In thousands of dollars, except per share amounts)

December 31, 2003 and 2002

Stockholders' equity:

Common stock, $.50 par value-

Capital in excess of par value

Retained earnings

Minority interest

Treasury stock, at cost

Accumulated other comprehensive income
Total stockholders' equity

6.05% Series B cumulative preferred stock

Long-term debt:
Long-term debt of subsidiaries (substantially secured by utility plant):
Interest Rate Range
. 0.00% to 2.49%
2.50% to 2.99%
3.00% to 3.49%
3.50% to 3.99%
“F400% 0 499% A EF 3 4 4/@0% 7ets WP
5.00% to 5.49%
5.50% to 5.99%
6.00% to 6.49%
6.50% to 6.99%
7.00% to 7.49%
7.50% to 7.99%
8.00% to 8.49%
8.50% to 8.99%
9.00% to 9.49%
9.50% to 9.99%
10.00% to 10.50%

Note payable, 6.05%, due 2006
Unsecured notes payable, 4.87%, due 2()33

Current portion of long-term debt
Long-term debt, excluding current portion
Total capitalization

See accompanying notes to consolidated financial statements.

2003 2002
$ 46635 § 35034
413,008 317,871
210,915 180,047
912 503
(12,611) (40,421)
171 63
659,030 493,007
- 172
16,868 18,009
18,913 14,052

5,618 4733 -
2,800 3,200
8,135 8,135
110,875 90,955
76,260 86,260
119,360 126,360
42,000 52,000
46,716 58,000
23,000 23,000
17,500 17,497
9,000 9,000
53,805 54,359
43242 44,637
6,000 6,000
600,002 616,197
- 960 978

135,000 -

736,052 617.175
39,386 34,265
696,666 582,910
$ 1,355,696 § 1,076,079
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Rate of Return Worksheet See Note (1)

Step

Most current Baa Public Utility Bond average. (Call TCEQ staff at 512/239-6960 to get this

number.) See Note (2)

7.45

Add 2% - for utilities with 200 or less customers See Note (3)

1.00

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

0.00

1 | Debt/equity ratio is greater than 60% (Table IV.D.-+ ++ ) AND

2 | No affiliated companies with access fo revenues or other funds to support utility
operations

Add 1% if the utility can demonstrate that it has at least 2 of the following 4 conditions:

1.00

1 | unstable population - Weekender/seasonal population:
a. >25% of total customers; OR
b. >10% of total customers and do not use seasonal reconnect fee;

2 | commercial customers account for more than 15% of revenues

3 { low growth
a. iess than 5% customer growth over the last three years; OR

b. documentation of potential customer growth of less than 5% over the next three

years; declining population See Note (4)

4 | aging system
a. more than 50% depreciated; OR
b. low rate base (<$500/customer)

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

0.00

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

0.00

1 1 Number of complaints
2 complaints or less per year o TCEQ for less than 200 customer system

2 | No major deficiencies in the most recent PWS inspection report

3 | No current or prior enforcement actions under current management within the last 3 years

4 | Good faith efforts to solve any current problems

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

1.00

1 | well-maintained, up-to-date books and records

2 | effective communications and good customer relations

and payment of fees

3 | consistently timely in meeting reporting requirements (ex. annual reports for last 3 years)

and frequency

4 | exhibit fiscal responsibility with respect to rate filings, including completeness, accuracy

5 | Less than 12% unaccounted for water - (Section Vil of the Application - Page 16 of 41)
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Add 1% if the utility can demonstrate that it has at least 4 of the following 5 conditions: 1.00

RHBENEE S

1 | rate structure - any two of the following

a. zero galions included in minimum bill ' w« e
b. gallonage rate set high enough to encourage conservation (> $2.00/1000 gal.) 3
c. use of inclining blocks, i.e. higher use pays higher cost i
2 | drought contingency plan included in tariff and enforced (if applicable) X |
3 | conservation plan including encouragement of the use of water conserving devices, Q
efficient lawn watering, or Xeriscaping X
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

5 | unaccounted for water

a. * 10% and/or
b. successful program fo reduce losses (ex. leak detection & repair) (within last 3

years 25% reduction since program implemented)

Total Rate of Return % | 11.45

(1) As a business entitity, Double Diamond Utilities (""DDU"') operates water systems at three separate locations.
No individual system has access to its own capital. As such, this worksheet has been completed to arrive at a
return on equity applicable to all systems under DDU's ownership and operation,

(2) Baa bond average source - E-mail from Elsie Pascau to Chris Ekrut dated 1/20/2010
3) 1% added for Utilities with 201 - 1,000 customers per Staff Guidance Document on Ratemaking

(4) DDU's total water connections were 947 and 939 for December 2008 and December 2009, respectively. As
such, the Utility has seen a decline in total population served.

Page 27 of 27
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TEXAS COMMISSION ON ENVIRONMENTAL QUALITY

DOUBLE DIAMOND UTILITIES CO

Preliminary - Subject To Change

Utility Name:
Docket Number: 36220-R (WATER) White Bluff / Retreat version: 20070403
t Period: From: 1/1/2007 To: 12/31/2007 2:04 PM
29-Apr-10
SCHEDULE I(a) - OPERATIONS & MAINTENANCE
RETREAT | COMPANY STAFF STAFF
& WB TEST YEAR ADJUST TEST YEAR
(a) (b) (cy=(a)+(b) (d) (e)=(c}+(d)
SALARIES $131,082 $131,082 (26.859) $104,198
CONTRACT SERVICES $2,824 $2.824 0 $2,824
PURCHASED WATER $0 50 ¢ $0
CHEMICALS AND TREATMENT $5.048 $5.048 28) $5.021
UTILITIES $104.288 $104,288 0 $104.287
REPAIRS AND MAINTENANCE $177.796 $177.796 (116,204) $61.592
OFFICE EXPENSE $4,440 $4.440 0 $4.440
ACCOUNTING AND LEGAL $10,100 $10.100 (12.030) -$1.930
INSURANCE $18.475 $18,475 ¢ $18.475
RATE CASE EXPENSE $0 $0 0 $0
MISCELLANEQUS $63.902 $63,902 (519) $63,383
TOTAL $0 $517,955 $517,955 (155,640) $362,290
SCHEDULE I(b) - OTHER TAXES
[ TEST YEAR | COMPANY | COMPANY STAFF STAFF
PER COMPANY ADJUST | TEST YEAR ADJUST TEST YEAR
(a) (b) (c)=(a)*+(b) (d) (e}=(c)+(d)
AD VALOREM TAXES 3,352 $3.352 0 $3,352
PAYROLL TAXES $12,725 $12,725 (922) $11,803
OTHER TAXES-MISC $0 $0
NON-REVENUE RELATED $0 $16.077 $16.077 (922) $15,155
TWC ASSESSMENT $0 $0
REVENUE RELATED TAXES 50 $0 $0
TOTAL OTHER TAXES $0 $16,077 $16.077 (922) $15,155
0 534,032 534,032 (156,562) 377,445
SCHEDULE I(c) - FEDERAL INCOME TAXES
REVENUE REQUIREMENT $764.734
LESS:
OPERATIONS AND MAINTENANCE -$362,290
DEPRECIATION AND AMORTIZATION -$135.118
OTHER TAXES -$15,155
INTEREST EXPENSE -$3.973
TAXABLE INCOME $248,198
TAXES @ FACTOR : 39%%
SUB-TOTAL $96.797
LESS:
SURTAX EXEMPTION : -$16,750
FEDERAL INCOME TAXES $80.047 ATTACHMENT EP-31
OM and Taxes
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TEXAS COMMISSION ON ENVIRONMENTAL QUALITY

Preliminary - Subject To Change

Utility Name: DOUBLE DIAMOND UTILITI
Docket Number: 36220-R (WATER) White Bluff / Retreat version: 20070403
2:04 PM
29-Apr-10
SCHEDULE I(d) - WEIGHTED COST OF CAPITAL
PRINCIPAL |[INTEREST WEIGHTED
PAYEE AS OF RATE |PERCENTAGE| AVERAGE
Retreat $2,256.00 $81,582 4.87% 4.83% 0.23%
WB §79,326.00 0.00% 0.00%
[ 0.00% 0.00%
0.00% 0.00%
0.00% 0.00%
0.00% 0.00%
0.00% 0.00%
0.00% 0.00%
EQUITY 1,609,097 10.45% 95.17% 9.95%
TOTAL $1,690,679 100.00% 10.18%
SCHEDULE I{e) - INVESTED CAPITAL & RETURN
COMPANY STAFF STAFF
AMOUNT ADJUST AMOUNT
(a) (b)=(c)-(a) (c)
PLANT IN SERVICE 4,580,448 4.580,448
ACCUMULATED DEPRECIATION 1,175,084 1,175,084
NET PLANT 3,405,364 3,405,364
WORKING CASH ALLOWANCE 45,286 45,286
MATERIALS AND SUPPLIES 0 $6.00
CUSTOMERS DEPOSITS 0
INVESTMENT TAX CREDITS 0
DCIAC ($1,759,97D}  (1,759,971)
TOTAL INVESTED CAPITAL 0 1,690.679 1,690,679
RATE OF RETURN 10.18%
RETURN 116,124 56,000 172,124
ATTACHMENT EP-32
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TEXAS COMMISSION ON ENVIRONMENTAL QUALITY

Preliminary - Subject To Change

Tax Calculation

Utility Name: DOUBLE DIAMOND UTILITIES CO
Docket Number: 36220-R (WATER) version: 20070403
2:04 PM
White Bluff/ Retreat 29-Apr-10
RETURN 172,124
INTEREST 3,973 (TOTAL INVESTED CAPITAL * WEIGHTED AVERAGE LT DEBT)
TAXABLE INCOME 168,151
TAX CALCULATIONS FYE 07-01-87
RATE BRACKET SURTAX
15% 0-50,000
25% 50,001 - 75,000 3,000
34% 75,001 - 100,000 11,750
39% 100,001 - 335,000 16,750
34% 335,001 -
USE THE FOLLOWING RULE TO DETERMINE THE APPROPRIATE TAX BRACKET:
IF TAXABLE INCOME (RETURN - INTEREST) IS:
0-42,500 USE 15%
42,501 - 61,250 USE 25%
61,251 - 77,750 USE 34%
77,751 - 221,100 USE 39%
221,101 OR OVER USE 34%
THE THE TAX AND THE
TAX INCLUDING SURTAX
INCOME IF TAXABLE RATE THE SURTAX EXEMPTION
RANGE INCOME 1S IS EXEMPTION IS IS
0-42,500 0 0.00% 0 0
42,501 - 61,250 0 0.00% 0 0
61,251 - 77,750 0 0.00% 0 0
77,751 -221,100 168,151 39.00% 80,047 16,750
221,100 - 0 0.00% 0 0
Total 168,151 39.00% 80,047 16,750
ATTACHMENT EP-33
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