AQUA TEXAS RATE APPLICATION -NORTH REGION-TY 12/31/2010
. WP-Adj7-Trans Exp

Transportation Expense K& M Adjustment

Test
Year K&M
Ex;£nse Adjustment Expense
() (b) (c)
North Water
1 WT-Trans-T&D OP-LEASE (1) $126,741 $33,009 $159,750
2 WT-Trans-T&D MAINT (1) $#2,973 $12,815 $55,788
3 WT-Trans-T&D OP-GASOLINE (2) $111,369 $71,736 $183,105
4 WT-Trans-T&D OP-DIESEL (2) S[11,809 $7,285 $19,094
North Admin
5  WT-Trans-T&D OP-GASOLINE {2) $98 $6,199
Texas Admin
6 WT-Trans-T&D OP-LEASE (1) $12,847 51,676 $14,523
7 WT-Trans-T&D MAINT (1) 51,228 $1,061 $2,289
8 WT-Trans-T&D OP-GASOLINE (2) $10,664 $4,896 $15,560
. (1) Based on known and measurable data as of 6/2011.

(2) Reflects per gallon prices as of 6/2011.




AQUA TEXAS RATE APPLICATION -NORTH REGIO

WP-Adj8-ACO

N-TY 12/31/2010

TEXAS ACO CENTRALIZED BILLING AND SERVICE K&M ADJUSTMENTS

Reflects Changes Beginning 1/1/2011

1

10

ACO Allocations
Allocate on Custome

Wate)

Other ACO Direct Costs (Misc)

Allocate on Customef

Wate|

Workflow processing

Allocate on Customef

Wate

Workflow billing postage

Allocate on Customer

Wate|
ACO Lockbox fees {Lockbox & Zipcheck)

Allocate on Customer

Wate|

$698,272
r 23.78% | $166,049]
$13,605
r 23.78% | $3,235}
$85,009
r 2378% | $20,215]
$249,202
r 23.78% | $59,260]
$68,796
r 23.78% | $16,360]
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AQUA TEXAS RATE APPLICATION -NORTH REGION-1

WP-Adj10-Capitlz_Benefits
K&M BENEFITS CAPITALIZATION

NORTH Water & Sewer

Regular
Overtime
Total Capitalized

Total Water

Total Sewer

TX Admin and North Admin
North Admin

Texas Admin

'Y 12/31/2010

$320,810

50.10% (2)

Capitalized K&M Allocated
K&M Applicable Capitalized K&M
Payroll (1) Rate Amounts Amounts
(a) (b) {c) (d)
$129,376
$9,044
$138,420 50.10% (2) $69,348 (3)
$970,344 91.69% (4) $63,587(5)
$87,917 8.31% (4) $5,7611(5)
$1,058,261
$91,116 50.10% (2) $45,649 $45,6491(3)

$160,726 $160,726}(3)

(1)  See Payroli Adjustments 1 and 2

(2) Benefits capitalization rate applied to capitalized payroll

(3) Capitalized payroll (Column (a)) X Capitalization rate (column (b))

(4) Water/Sewer allocation based on K&M payroli see Payroll

(5) Water/Sewer allocations (column (c)) X Capitalized K&M (folumn ()

Adjustments 1 and 2




AQUA TEXAS RATE APPLICATION -NORTH REGIO
WP-Adjl1-Rev Rel Exp

11
12
13

N-TY 12/31/2010

Water 1

Total revenue increase $4,343,091
Debt Debt Expense

Bad Debt Rate/(1-Rev Related Expenses or Bad Debt

+Franchise Tax) X Line 1 $73,814
Adjustment $73,814
State Franchise Tax

Franchise Tax Rate/(1-Rev Reiated Expenses or Bad

Debt +Franchise Tax) X Line 1 $37,616
Adjustment $37,616
[Bad Debt Rate 0.0165705)
[Franchise tax rate 0.0084444]
Franchise Taxes Paid $124,623.0
Total Revenues $14,758,031
Effective Rate 0.8444%
Total Bad Debts Test Year $244,549
Total Revenues $14,758,031
Effective Rate 1.6571%




AQUA TEXAS RATE APPLICATION -NORTH REGION-TY 12/31/2010
. WP-Adj12-Insurance

K&M INSURANCE ADJUSTMENT
TOTAL TEXAS WORKERS COMP

Workers Compensation Premium $28,409
Workers Compensation Claims $21,295
Total $49,704
Allocate Based on TY Payoll
North Water 20.54%
North Admin 3.76% $1,871
Texas Admin 18.90% $9,396
TOTAL TEXAS LIABILITY
GL Premium $39,906
GL Claims/Losses $285,188
Umbrella Premium $48,724
Employment Prac/Marsh Fees $12,457
Poltution CEL $23,696
Pollution PARL $28,071
Total $438,043

Allocate Based on Customers

North Water 23.78% $104,167
. TOTAL TEXAS AUTO
Premium $31,683
Auto Claims/Losses $8,847
Total $40,530
Allocate Based on Customers
North Water 23.78% $9,638
TOTAL TEXAS OTHER INSURANCE
Property $29,033
Executive Risk 524,554
Claims Handling $8,826
Surity Bonds $125
Total $62,538

Allocate Based on Customers

North Water 23.78% $14,872
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AQUA TEXAS RATE APPLICATION -NORTH REGION-TY 12/31/2010
WP-Adj13-Rate Case Exp

Estimated Rate Case Costs|Up to Filing

K&M
Amount
Legal $55,000
Consulting $145,000
Print/Mail Notices $48,743
Misc/Travel $10,000
Total $258,743

Amortize 3 Years 586,248




AQUA TEXAS RATE APPLICATION -NORTH REGION-TY 12/31/2010
WP-Adj14-Pumping Fees Adj

Pumping Fees K&M Adjustment

Test
Year K&M Normalizing K&M
Expense Adjustment (1) Expense Adjust. (2) Expense
(a) (b) {c) (d) {e)
1 Southern Trinity GCD (37473) $11,716 ¢] $11,716 $98 $11,814
2 Upper Trinity GCD (36974) $123,902 SO $123,902 $1,039 $124,941
3 Neches and Trinity Valley GCD (27203) $4,068 S0 $4,068 $34 $4,102
4 Accruals $33,383 {$33,383) SO S0 SO
5 Total $173,069 SO $139,686 $1,171 I $140,857 I
(1) Any increases reflect recently implemented rate increases or new rates.
(2) Apply Volumetric NormalizationPercentage Change of: 0.84%
Volumetric Impact of Non-Rev Water Loss over 15%: 0.00%




AQUA TEXAS RATE APPLICATION -NORTH REGION-TY 12/31/2010
WP-Adj15-Other Adj

OTHER ADJUSTMENTS

North Texas Water

REPAIRS/MAINTENANCE/SUPPLIES

Remove out of period adjustment
WT-Mat&Sup-T&D OP-TOOL PURCH
MISCELLANEOUS
Remove Expenses Not Allowed Per 291.31
WT-A&G Emp-FLOWERS & FRUIT
WT-Misc-A&G-CONTRIB
WT-Misc-A&G-FINES&PENALTIES
Misc NonUtil Exp-CHARIT CONTR
Misc NonUtit Exp-OTHER
DEPRECIATION & AMORTIZATION
Remove Expired Regulatory Charges
Amort Regulatory Debits
Remove Excluded Credits
Amort-CIAC

North Texas Admin
MISCELLANEOUS
Remove Expenses Not Allowed Per 291.31
WT-A&G Emp-FLOWERS & FRUIT
WT-A&G Emp-EMPLY X-MAS GIFTS

Texas Admin
OFFICE EXPENSES
Remove Materials & Supplies Inventory Adjustments
WT-Mat&Sup-T&D OPER-Gen
WT-Mat&Sup-A & G
Remove Business Development Related Charges:
WT-Cont Serv-Oth-A&G

INSURANCE
Remove Out of Period Credit
INSURANCE

MISCELLANEOUS
K&M Corporate Service Fee
K&M Corporate Costs Adjustment Jan. 2011
Remove Per Book Allocations
WT-Region Mgmt Fees
SW-Cont Serv-MgtFee-A&G
WT-Cont Serv-Mgmt F-A & G
WT-Corp Mgmt Fees Only

Remove Out of Period Costs
TOTAL

Remove Hastings Communications Services Canceled
SW-Misc-A&G-TRV-HOTEL

Remove Expenses Not Allowed Per 291.31
WT-A&G Emp-EMPLY X-MAS GIFTS
WT-ARG Emp-FLOWERS & FRUIT
WT-Misc-A&G-Civic Org Events (Aqua Connects)
WT-Misc-A&G-ENTERTAIN
WT-Misc-A&G-FINES&PENALTIES

DEPRECIATION & AMORTIZATION

Remove Depreciation Expense and Other Amortization
Deprec Uxp-Utility Plant

Amort-Other Utility Plant

BOOK
ADJUSTMENTS

K&M
ADJUSTMENTS

$800

E—T)
$300)

$223)
($9)
| (338,648)|
($1,873,522)
{5226)
{$50)
($118.802)
$150,199
$20,024
$227,652
$1,114,530
($396)

66,423

{$167,156)

$13,511

157,526
{5590
—"120,529)|
{520
(5274




AQUA TEXAS RATE APPLICATION -NORTH REGION-TY 12/31/2010

WP-Adj16-Plt Expenses
NORMALIZE PLANT RELATED EXPENSES

Depreciation Expense:

1

Piant Construction in Service by 12/31/2011

2 2011-IT General Allocable Share of Corporate Plant
3 Total
4  Effective Depreciation Expense Rate
Total K&M Depreciation Expenses
Property Tax
5  Total CCNC Additions
6  North Region Effective Property Tax Rate
7  K&M Increase in Property Tax

Water
$1,338,913
$115,472
$1,454,385

2.147%
$31,533

$1,338,913
0.326%

$4,363




AQUA TEXAS RATE APPLICATION -NORTH REGION-T]Y 12/31/2010
WP-North Alloc_Factors_

ITEST YEAR ALLOCATION FACTORS

CUSTOMERS
WTR-NTX SWR-NTX Total WTR-NTX SWR-NTX Total
2010 16,796 1,074 19,283 16,796 1,074 64,712
2011 17,357 1,173 19,923 17,357 1,173 68,768
Average 17,077 1,124 19,603 17,077 1,124 66,740
Percent 87.11% 5.73% 92.84% 25.59% 1.68% 27.27%
Buffalo Creek Excluded 7.16% 2.10%
100.00% 29.37%
TEXAS
WIR SWR Total
2010 48,909 12,983 64,712
2011 51,833 13,909 68,768
Average 50,371 13,446 66,74
Percent 75.47% 20.15% 95.62%
|K&M ALLOCATION FACTORS I
. CUSTOMERS
WTR-NTX SWR-NTX Total WTR-NTX SWR-NTX Total
6/30/2011 17,439 1,219 20,042 17,439 1,219 73,336
87.01% 6.08% 93.09% 23.78% 1.66% 25.44%
State Water/Sewer Allocation 31.23% 8.26%
Excludes Buffalo Creek 6.91% 1.89%
TEXAS
WTR SWR Total
6/30/2011 55,835 14,766 73,336
76.14% 20.13% 96.27%

| PAYROLL ALLOCATION FACTORS

12/31/2010 Admin Nrth $204,226 3.76%
Texas Admin $1,025,706 18.909
Water NTX $1,114,581 20.549
Total $5,426,013




AQUA TEXAS RATE APPLICATION -NORTH REGIO
WP-Norm Explain

Volumetric Normalization Work Papers Explanation

In recent years, Aqua Texas' North Region has seen substar]
weather patterns. At one end of the spectrum, 2007 was a
sales that were lower than normal. At the other end of the
dry, which generally resulted in water sales that were highe

N-TY 12/31/2010

tial variation in water use due to extreme
very wet year and generally resulted in water

spectrum, 2009 was extraordinarily hot and

r than normal. Workpapers have been

provided that detail the normalization caiculations which smooth out the extremes that have been

experienced in recent years to create a more consistent an
usage."

This Rate Application uses the 12 months ended 12/31/201
the volumes using volumes actually sold for 2007, 2008, 20
and dry year and a cooler and wetter than normal year. Thi
weather fluctuations is routinely used in electric and gas raf
of Texas and the Texas Railroad Commission and is customa3
the country as well.

The methodology of averaging the usage is simple and proy
complex statistical methodology can be applied, it would re}
number of variables such as rainfall, temperature, humidity|
much different than what a simple average provides.

WP-Volume Norm Summary

This work paper summarizes the volumetric normalization g
volumes for customer growth and a decrease in volumes fo

WP-Cust Growth Norm Vols
This work paper annualizes the test year end customer bills
customer growth to the average test year normalized volun

WpP-Norm Vols
This work paper takes the average usage for the years 2007
deducted from the test year usage to determine the increas
normal year's usage for rate making purposes.

§ accurate calculation of "normal water

0 as the "test year". Aqua Texas has averaged
D9 and 2010. The average includes a a very hot
5 practice of normalization to account for

e cases before the Public Utility Commission
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WP-Adj17 Bills & Vols Summary
Adjust Test Year Bills and Volumes for Customer Growth: Increase Block 1 Block 2
Test Year  Growth (1,3) Norm (2) s Adjusted Percent Under 20k  Over 20k
Volumes
Step 1 192,403 1,613 (504) 193,511
Step 2 11,597,880 97,215 (30,407) 11,664,688
Step 3 1,903,567 15,956 (4,991) 1,914,532
Step 4 1,423 12 (4) 1,432 _
Total 13,695,273 114,796 (35,906) 13,810,068 0.84% 11,912,314 1,897,754
Bills
5/8" 194,692 1,665 196,356
1" 1,169 (22) 1,147
2" 86 3 90
3" 12 0 _ 12
195,959 1,646 197,605
(1) See WP-Cust Growth Bills & Vols
(2) See WP-Norm Vols. 4 year average
(3) Exp Impact on Bad Debt & State Franchise
Growth per WP Cust Growth $96,388
Volumes X Proof Average ($11,516)
Revenue Impact $84,872
Bad Debt Rate WP Adj
Per WP -Adj12 1.6571% $1,406
State Franchise Tax Rate WP Adj
Per WP -Adj12 0.8444% $717
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Attachment3
CONSOLIDATION OF AQUA TEXAS NORTH REGION SYSTEMS
1. Introduction

Since the passage of SB 1 in 1997, the| Texas Legislature has strongly encouraged
regionalization of water utilities. Among other places, the Legislature’s promotion of
regionalization is found in TEX. WATER CODE § 13|182(d), which provides:

The Commission by rule shall establish a preference that rates under a
consolidated tariff be consolidated by region. The regions under consolidated
tariffs must be determined on a case-by-casg basis.

TEX. WATER CODE §13.182(d).
The Texas Water Code also provides:

(a) A utility may consolidate more than one system under a single tariff only
if:
(D the systems under the tariff are substantially similar in terms of
facilities, quality of service, pnd cost of service; and
(2) the tariff provides for rates that promote water conservation for
single-family residences and|landscape irrigation.

TEX. WATER CODE §13.145(a).

To further promote regional rates, the TCEQ has adopted a rule requiring regional rates
as follows:

(n) Regional rates. The commission, where practicable, shall consolidate the rates by
region for applications submitted with a consolidated tariff and rate design for
more than one system.

30 TEX. ADMIN CODE § 291.21(n).

Additionally in January 2003, the TCEQ issued RG-357: The Feasibility of Regionalizing
Water and Wastewater Ultilities: A TCEQ Policy Statement. RG-357 is the TCEQ’s basic policy
statement explaining the benefits of regionalization|

In Aqua Texas’ last rate case, the TCEQ determined that Aqua Texas’ Southwest Region
systems were substantially similar in terms of fagilities, quality of service, and cost of service
and appropriate for consolidation under a regional water tariff. See In re Application of Aqua
Utilities, Inc. and Aqua Development Company d/b/a Aqua Texas, Inc. to Change Water and
Sewer Rates;, TCEQ Docket Nos. 2004-1671-UCR and 2004-1120-UCR; SOAH Docket Nos.




582-05-2770 and 582-05-2771, Final Order and P
rates in this Water Rate/Tariff Change Application
in the monthly minimum just like those approv

roposal for Decision.! Aqua Texas proposes
(“Rate Application”) with 0 gallons included
ed in its last rate case. Aqua Texas is also

proposing inclining block rates in this Rate Application. Both aspects of Aqua Texas’ rate design

promote water conservation for single-family resid

ences and landscape irrigation.

Both the Texas Legislature and the Commiission have expressed a strong preference for

regionalization and the benefits of same were exter
Id. To further Aqua Texas’ efforts to region
consolidated, regional water rate tariff for its South
systems that were not included in the Final Order
case.

1sively analyzed in Aqua Texas’ last rate case.
alize its systems, Aqua Texas proposes a
west Region that includes the following water
and Proposal for Decision from the last rate

PWS Number System Name
1110079 Blue Water Shores
0370052 Bagles Bluff
1160028 Holiday Estates Water
1110078 Liakeside Hills
1110076 Rliver Run Subdivision
1840130 Saddle Club Estates
0370052 Shell Shores/Cedar Bay
0610218 Spring Hill Estates
0610220 Stony Hills
1550085 Ti&A Water System
1550113 VLS

Applying the standards set forth by the Cot

mmission in Aqua Texas’ last rate case, these

systems are substantially similar to Aqua Texas’ other Southwest Region water systems in terms

of facilities, quality of service, and cost of service.

IL Substantially Similar Facilities

The systems proposed for consolidation hay
Texas Southwest Region water systems. The syj
Southwest Region personnel as other Southwest Re

substantially similar to other Southwest Region w

are substantially similar to other Southwest Regid
each system is substantially similar to other Sout
construction of the systems are substantially simill

and the types of customers served are substantial
water systems. These systems are generally subst

Southwest Region water systems. For these reasoj

similar to Aqua Texas’ other Southwest Region wa

" Copies of the Final Order and Proposal for Decision are pos

e substantially similar facilities as other Aqua
tems are operated by the same Aqua Texas
gion water systems, their sources of water are
ater systems, the components of each system
n water systems, the type of piping used by
hwest Region water systems, the design and
ar to other Southwest Region water systems,
ly similar to that of other Southwest Region
antially similar and of the same type as other
ns, and others, these systems are substantially
er systems in terms of facilities.

ed on Aqua America’s website.




III.  Substantially Similar Quality of Service
ffer substantially similar quality of service as
ms. All use state-approved technologies and
t, or are being brought into compliance with a

The systems proposed for consolidation
other Aqua Texas Southwest Region water syste
facilities. All provide service and water treatmen
level of service and treatment, that achieves TCE(Q) and EPA drinking water standards. For these
reasons, and others, these systems are substantiplly similar to Aqua Texas’ other Southwest
Region water systems in terms of quality of servicg.

IV.  Substantially Similar Cost
The systems proposed for consolidation hgve substantially similar cost of service as other
Aqua Texas Southwest Region water systems. All systems share operations and maintenance
costs that are either identical or at least substantially similar on a per customer basis as other
Aqua Texas Southwest Region water systems. The costs of these systems within the Southwest
Region are affected by the same intra-regional similarities such as regional hydrology, geology
and similar intra-regional regulatory requirements, as other Southwest Region water systems.

The capital components of these systems are s
water systems, resulting in substantially similar

those components on a per customer basis. In

rejected a “snapshot” approach to analyzing this

time. For these reasons, and others, these system:

Southwest Region water systems in terms of cost

V. Conclusion

For all these reasons, the water systems p
Application meet the criteria set forth in TEX. W
TEX. ADMIN CODE § 291.21(n). Approving con
other Southwest Region systems will further pro

the favored approach in Texas.

stantially similar to other Southwest Region
repair and replacement costs over the life of
Aqua Texas’ last rate case, the Commission
issue in favor of assessing cost of service over
5 are substantially similar to Aqua Texas’ other
hf service.

roposed for regional consolidation in this Rate
ATER CODE §§ 13.182(d) and 13.145(a) and 30
solidation of these systems with Aqua Texas’
mote the benefits of regionalized utilities as is
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RATE APPLICATION OVERVIEW
Aqua Texas

Southwest Texas Region

Overview

This Application requests a Rate/Tariff hange (“Rate Application™) for Aqua Texas’
water utility operations in its Southwest Texas egion, which consists of about 13,731 active
water customer connections in 17 counties thro ghout Southwest Texas. This is Aqua Texas’
first application for a rate increase in the So thwest Region since May 2004. The Rate
Application has been filed with the Texas Commission on Environmental Quality (“TCEQ”) and
with the 5 cities in the Southwest Region in which Aqua Texas provides water utility service.
The current and proposed rates can be found in the Notice section of this Application. Because
this Rate Application is for water utility services only, it does not impact Aqua Texas’
wastewater customers.

L Investments and Improvements to Aqua|Texas Water Systems in the Southwest
Region Since 2004

Since Aqua Texas’ last rate application in 2004, the company has invested over $31
million dollars in improvements to water systemg throughout the Southwest Region. Most of
that amount was spent on capital improvements| such as wells, treatment plants, and water
mains, to improve water quality, service and reliability for customers throughout Southwest
Texas and to continue meeting increasingly stringgnt state and federal environmental standards.
This Rate Application will allow Aqua Texas to refover approximately $31.7 million in invested
capital. The Rate Application will also include irlcreases in operating costs that have occurred
over the past seven years. The Rate Application seeks an overall Southwest Region rate increase
of approximately $3.38 million per year. The capital investments and improvements outlined
above account for about 100% of the rate increase.

I1. Regionalization, Rate Design and Bill Impacts

In 2008, the TCEQ issued a Final Order frpm the last rate case approving Aqua Texas’
2004 rate application. The 2008 TCEQ Final Order approved a regional approach to utility rates
and services. Among other things, the TCEQ determined that a regional approach to utility rates
and services provides important benefits such as edonomies of scale and cost savings that result
in better, more efficient customer service. Aqua Texas has followed the TCEQ’s regional
approach in this Rate Application.

In the 2008 Final Order, the TCEQ also approved two surcharges totaling $12.44. These
surcharges were ordered by the TCEQ to allow Aqua Texas to recover certain deferred expenses.
The larger of the two surcharges, which was $9.94 per month, recovered utility operating
expenses that were deferred during the last rate case to prevent customers from having a large
rate increase all at once. If those expenses had not been deferred, they would have been included
in Aqua Texas’ base rate. The $9.94 surcharge was eliminated from customer bills earlier this
year. The second surcharge, which was $2.50 per|month, was eliminated from customer bills




over a year ago. Thus, for close to a year, Aqua Texas customer bills have not included
surcharges totaling $12.44 that were approved in [its last rate case and collected over a two-year
period.

In this Rate Application, Aqua Texas prpposes to increase the “base” rate (the basic
monthly minimum charge) for most! Southwest Region customers by $9.39. Customers will pay
approximately $3.05 per month less in monthly charges (excluding volumetric usage charges that
vary by customer usage) than they paid during the two years of surcharges. Aqua Texas also
proposes to increase the overall charges per 1,000 gallons by approximately $0.50 in part for
increases in purchased water and pumping fees and to encourage water conservation.

Aqua Texas is proposing a new rate desigh which divides the charges per 1,000 gallons
used (i.e. the volumetric rates) into two separate charges. The proposed charges per 1,000 gallons
used will consist of a Gallonage Charge and 4 separate Regional Pass-Through Gallonage
Charge of $1.088. The Regional Pass-Through Gallonage Charge will allow recovery of certain
types of mandatory costs incurred by Aqua Texas, such as purchased water charges or
groundwater assessment fees that are assessed by governmental authorities or other third-parties.
Aqua Texas will pass those costs and future indreases to those costs through directly to the
customer. The other Gallonage Charge, along with Aqua Texas’ base rate, will serve to recover
costs incurred by Aqua Texas not covered by the Regional Pass-Through Gallonage Charge. This
rate design provides rate transparency so that the customer can easily determine the basis for any
rate increase.

III. Rate Application Issues

This Rate Application includes certain issugs that are unique to the Southwest Region. To
assist the TCEQ and Aqua Texas’ customers in understanding this Rate Application, Aqua Texas
is providing additional information and explanatjon beyond what is required in the TCEQ’s
application form. Below is a brief discussion and dxplanation of those issues.

A. Normalization of Water Usage

In recent years, Aqua Texas’ Southwest Region has seen substantial variation in water
use due to extreme weather patterns. At one end df the spectrum, 2007 was a very wet year and
generally resulted in water sales that were lower than normal. At the other end of the spectrum,
2009 was extraordinarily hot and dry, which gendrally resulted in water sales that were higher
than normal. This Rate Application uses ‘“normaligation” to smooth out the extremes that have
been experienced in recent years to create a more ¢onsistent and accurate calculation of “normal
water usage”. This practice of normalization to account for weather fluctuations is routinely
used in electric and gas rate cases before the Publit Utility Commission of Texas and the Texas
Railroad Commission and is customary in a numbgr of other jurisdictions across the country as
well. The dotted black line below demonstrates the average normalized volumetric usage per

! About 21 systems/service areas located in Aqua Texas’ Squthwest Region and affected by this Rate Application
are subject to rates and tariffs that are different than the res} of the Southwest Region. In line with Aqua Texas’
regional approach to rates, the Rate Application seeks rates and tariff provisions that will apply to nearly all Aqua
Texas’ Southwest Region systems. The Notice provides specific bill comparisons that show the rate impact
customers served by each of Aqua Texas’ acquired systems may expect in addition to the bill comparison provided
for the rest of Aqua Texas’ affected Southwest Region custonjers.




customer proposed in this Rate Application whi
customer during 2007, 2008, 2009, and 2010.

ch reflects the average of actual usage per

Aqua Texas Southwest Region Average Usage Per Customer (2007 - 2010) vs. Rate Case Average Usage Per Customer
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B. Use of NARUC Accounts

TCEQ rules provide that a Class A Utiliy (a utility with annual operating revenues
exceeding $750,000.00) is authorized to keep its books and records according to the National
Association of Regulatory Utility Commissioners [(“NARUC”) chart of accounts. See 30 TEX.
ADMIN. CODE §291.72. Aqua Texas’ books and records have been maintained in accordance
with the NARUC chart of accounts in accordance [with that approved methodology. However,

Aqua Texas has presented most of its accountin
manner that accommodates TCEQ’s application
fully track the NARUC chart of accounts system.
papers presented in this Rate Application will assi
Rate Application with Aqua Texas’ books and rec
to December 31, 2010). In contrast, plant account
the NARUC chart of accounts.

Aqua Texas is also submitting a depreciatig
complies with the recently adopted requiren
§291.31(c)(2)(B)(1)(II) and supports Aqua Texas’ u
NARUC accounting practices.

information in this Rate Application in a
rm. The TCEQ application form does not
ith the exception of plant accounts, the work
in reconciling the amounts presented in this
rds for the test year period (January 1, 2010
are presented in summary form according to

study with its Rate Application. The study
ents found in 30 TEX. ADMIN. CODE
se of group depreciation in conformance with




C. Aqua Texas’ Request for an 8.590% Weighted Rate of Return

The TCEQ’s 2008 Final Order approved|a weighted rate of return of 8.44% for Aqua
Texas. This Rate Application seeks essentially the same return — a weighted rate of return of
8.59% — that the Commission approved in 2008, This relatively low weighted rate of return
reflects Aqua Texas’ ability to utilize Aqua Amerjca’s low interest rates for debt. The benefit of
those low interest rates is then passed along to Aqua Texas’ customers.

The 8.59% weighted rate of return in thi§ Rate Application reflects the same return on
equity as the TCEQ approved in 2008 and a slightly higher cost of debt compared to the last rate
application. Attachment 4 is an analysis of Aqua Texas’ cost of capital and supports a rate of
return on equity of approximately 12%. The dnalysis reflected in Attachment 4 has been
conducted in a manner that is consistent with Tekas utility regulations and with regulations in
other jurisdictions where Aqua America operates. Notwithstanding the analysis in Attachment 4
supporting a return on equity in excess of 12%, Aqua Texas has applied for the same return on
equity that the Commission recently approved in 2008.

D. Acquired Systems

Several Southwest Region Aqua Texas sysfems were acquired since Aqua Texas’ last rate
case. Aqua Texas is not requesting recovery of acquisition adjustment amounts in this Rate
Application. Instead, in line with the Texas Whter Code and TCEQ rules, Aqua Texas has
booked the acquired system assets at their originall cost when first committed to public service.
If original cost records were not available, Aqua Tkxas used trended original cost studies. These
types of studies have been reviewed and accepted by the TCEQ in past rate matters.
Consolidation of the acquired systems into Aqua Texas’ regional tariff for rate-setting purposes
is addressed in Attachment 3.

E. Other Systems

Aqua Texas has not included in this Rate |Application the London and Harper systems,
purchased from LCRA. Pursuant to the agreement between Aqua Texas and LCRA and approved
by the TCEQ, the Company cannot increase the fates of these systems until sometime in late
2012. The London and Harper systems are included in the rate calculation since they are part of
the Southwest Region; however, they will not recgive a rate increase at this time. Additionally,
Aqua Texas has not included the Dancing Bear whter system located in Medina County in this
Rate Application. That system was recently acquired in September 2011 and was not operated
by Aqua Texas during the test year. In the futurg, Aqua Texas may file a separate rate/tariff
change application affecting these systems, but not ps part of this Rate Application.

Aqua Texas also notes that it has certain systems geographically located in proximity to
its Southwest Region that are operated as a separat¢ Ingram rate region in accordance with Aqua
Texas’ last rate case. Aqua Texas does not seek a [rate/tariff change in this Rate Application for
those systems.




IV.  Miscellaneous Revisions to Current Tar
Aqua Texas is proposing a few minor
approved in its last rate case. The revisions aj
Application, which compares the proposed tariff
the existing tariff are denoted in the colored text.

On pages 17 and 22 Aqua Texas propose
policy that its standard retail water utility ser|
prevention, fire flow, or fire protection. On P
language to its current “Specific Utility Extensio
impact developers submitting service extension re
requests. On page 17, Aqua Texas is proposin

prorating bills for lost service in the event of a s

page 7, Aqua Texas is proposing language to add

V. Request for Southwest Region Water Ra

Finally, Aqua Texas was instructed by T

determine its rate base amount during its review

hereby requests a Southwest Region water rate
application.

1l
14 and 15, Aqua Texas is proposing language to sp
and payment. Aqua Texas is also proposing other
policies and to correct typographical and formattin

iff Service Provisions

revisions to current tariff service provisions
¢ presented in a document included with the

vith Aqua Texas’ current tariff. The changes to

5 language to further clarify its current service
vice does not include water supply for fire
age 22, Aqua Texas is proposing alternative
n Policy” related to sanitary control that may
fuests, but not other types of service extension
2 an “act of God” exception to its policy of
Prvice interruption or serious impairment. On
ess additional methods of payment. On pages
ecify policies with respect to electronic billing
minor revisions to reflect Aqua Texas service
3 errors that appear in its current tariff,

te Base Determination

CEQ staff to specifically request that TCEQ
of this application, if desired. Aqua Texas

base determination by TCEQ as part of this
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AQUA TEXAS RATE APPLICATION -SOUTHWEST REGION-TY 12/31/2010

WP-CCNC
CCNC
Notes AU Activity Description Asset Location Amount
SOUTHWEST TEXAS DIRECT CCNC
Closed 1/28/11 7078 31707864514  521-New Well, Golden Acres Golden Acres WA PWS # 1780019 $180,159
7078 31707858789 515-WellTreatmnt, FalfingWater Falling Water[Subdivision WA PWS # 1330154 $167,662
7078 31707841004 515-imp, BIKtEmrgMnBrks, Wir, CTX Austin Utility Ops WA $103,587
7078 31707858906 305-RpiMeters&Erts, Canyon Springs Austin Utility Qps WA $64,648
7078 31707858806 51 S-instiGenerator,Canyon Springs Austin Utility Ops WA $60,892
7078 31707809420 610-TL,AddEvprPonds, CountryView Country View [Estates WA PWS # 1630026 $44,627
Closed 1/29/11 7078 31707821484 515-1T RplHydro&GST AquaVista Aqua Vista Utflittes WA PWS # 1330062 $39,157
Closed 1/29/11 7078 31707815222 145-TP, InstiHydroTank,BearPaw/Hight Bear Paw Waler System WA PWS # 1330126 $28,774
Closed 1/29/11 7078 31707864595  Telephony; Avaya - CTX Austin Utility Qps WA $27,242
7078 31707841008  515-Imp,BIKtEmergPmp,Mtr, WT,CT Austin Utility Pps WA $19,010
Closed 1/29/11 7078 31707821566  515-IT RpiHydroTank, Deerwood Deerwood Subdivision (SW) WA PWS # 0860098 $17,709
7078 31707803241 215-MS Meters, Erts,Registers CTX Austin Utility Qps WA $16,415
Closed 1/2/9/11 7078 31707815278 145-IT InstiNewHydroTnk, WestCreek West Oaks Hgights WA PWS # 0860100 $13,500
Closed 1/29/11 7078 31707855208  515-IT,PIntRhab SanGabrielRiverRarnc Austin Utility Qps WA $13,034
Closed 1/30711 7078 31707869715 515-RpIWellPmp&Mir, SandyCrkRanches Sandy Creek Ranches WA PWS # 2270054 $12,394
Closed 1/30/11 7078 31707855207 305-NSRpIMeters&ERTs, indianSprings Austin Utility Qps WA $12,218
Closed 1/27/11 7078 31707809407  515-IT RhbWell #2&Plant,Bear Creek Bear Creek Pgrk WA PWS # 2270043 $10,961
Closed 1/30/11 7078 31707869954 515-RplWellPmp&Mtr, SandyCrkRanches Sandy Creek Ranches WA PWS # 2270054 $10,807
Closed 1/29/11 7078 31707815248  109-MR,Replace Mains, Loma Vista Loma Vista WA PWS # 1330041 $7,473
Closed 1/30/11 7078 31707869516  515-i-Well Rehab, Sandy Creek Sandy Creek Ranches WA PWS # 2270054 $7.280
Closed 1/29/11 7078 31707809437 108-MR MajorLineReplacement,ingram Ingram Water Bupply WA PWS # 1330011 $1,605
Closed 1/29/11 7078 31707809426  109-MR,RpIMains,Erlund/KenvilleSo Eriund Subdivision WA PWS # 1330036 $980
7078 31707815243 145-TP,Insti5KgalHydroTnk, Lakewood Lakewood Watler WA PWS # 0100047 $942
7078 31707815275 51547 InstiTransmissionbine, StoneG Stonegate Water (Kendall) WA PWS # 1300032 ($2,620)
TEXAS ADMIN CCNC - SHARED PROJECTS
7135 31713518250  Banner 4 2 Planning Texas Corporaje $175,842
W0031 Aqua Source Texas Overhead Texas Corporale $68,808
7135 31713525824  Banner 4 2 Hardware Texas Corporafe $35,713
Closed 1/29/11 7135 31713561048  Field Ops Optumization Phase 2 Texas Corporate $32,535
Closed 1/29/11 7135 31713519099  FiS Improvements - 2009 Texas Corporafe $27,744
Closed 1/29/11 7135 31713520654  CIS - Modifications - 2009 Texas Corporafe $27,722
Closed 1/29/11 7135 31713552773 Chameleon (P1 & P2) Texas Corporate $20,080
Closed 1/29/11 7135 31713526342  Enterprise Storage Texas Corporate $18,855
7135 31713522140  Laptop PCs Texas Corporate $11,175
Closed 1/29/11 7135 31713519185  Network Management Tools Texas Corporate $9,569
Closed 1/29/11 7135 31713526992  IT Enterprise Architecture Texas Corporate $9,100
7135 31713560611  INF-FIS Infrastructure Enhancement Texas Corporatp $6,793
Closed 1/29/11 7135 31713527150  Tele - Unified Communications Texas Corporatg $5.214
Closed 1/29/11 7135 31713527215 SEC - Security Assessment Texas Corporate $4,522
Closed 1/29/11 7135 31713527184  SEC - Data Loss Prevention Texas Corporate $3,778
Closed 1/29/11 7135 31713525879  Data Center Enhancements Texas Corporate $3,387
Closed 1/29/11 7135 31713519294  Server Migration - VMware Texas Corporate $3 380
7135 31713563391  Discovery Accelerator Texas Corporatd $3,200
Closed 1/29/11 7135 31713526938 1T Service Management Project Texas Corporatg $2,883
7135 31713518797  Field Ops Support Texas Corporatd $2,532
Closed 1/29/11 7135 31713553541  M-Compass Projects Texas Corporatd $2,279
Closed 1/29/11 7135 31713518479  Service Link Modifications - 2009 Texas Corporatd $2,248
Closed 1/29/11 7135 31713526139 FIS Process Flow Integrator Texas Corporatd $1,961
7135 31713525758  Backflow Software Rollout Texas Corporatd $1,046
7135 31713525686  Field Operations Reports Texas Corporatd $1,042
Closed 1/29/11 7135 31713525548  Testing Equip (AIMS SL WQ PD) Texas Corporat] $1,028
Closed 1/29/11 7135 31713527169  SEC - SFTP Server Upgrade Texas Corporate] $873
Closed 1/29/11 7135 31713519372 Tele - Consulting and Support Texas Corporate $708
Closed 1/29/11 7135 31713526630  FIS Power Tax Texas Corporate| $608
Closed 1/29/11 7135 31713568417  Implement Maimntenance Connection Texas Corporate| $578
Closed 1/29/11 7135 31713519138 Exchenge v2007 Upgrade Texas Corporate| $443
Closed 1/29/11 7135 31713526679 SEC - RSA Tokens Texas Corporate $431
Closed 1/29/11 7135 31713525466  Acquisitions-Programming Texas Corporate| $325
Ciesed 1/29/11 7135 31713519804  PowerPlant Phase 3 - Soft Texas Corporate $100
Closed 1/29/11 7135 31713519743 Lawson Version ¢ Upgrade - Soft Texas Corporate $84
Closed 1/29/11 7135 31713562203  CIS Enterprice Test Env Assessment Texas Corporate $72
Closed 1/29/11 7135 31713518908 PowerFlant Fhase 3 - Hard Texas Corporate $12
Closed 1/29/11 7135 31713523417 IT Resource Tracking System Texas Corporate $6
Closed 1/29/11 7135 31713517206 ACO - Networking Texas Corporate $1,007,
$485,583
19.08%

$858,457

$92,649

$951,106




AQUA TEXAS RATE APPLICATION -SOUTHWEST REGION-TY 12/31/2010
WP-M&S-Prepaids

M&S and Prepayments

M&S Inventories

151000 Plant Materials and Supplies $53,392
151010 Plant Materials - Meters $86,041
Total M&S $139,433

Prepaids
162000 Prepaid $29B,611
162080 Prepaid Rent $p,070
162170 Prepaid AWWA Dues $333

Total Prepaid $308,014




AQUA TEXAS RATE APPLICATION -SOUTHWEST REGION-TY 12/31/2010
WP-Non Rev Water

PARAMETER QUANTITY
WATER

Total Water Production incl. Purchased water (1,0P0 Galions) 1,605,998
Total Water Sold (1,000 Gallons) 1,172,488
Total Water - Flushing - Estimated (1,000 Gallons 200,000
Total Water - Leakage - Estimated at 3% (1,000 Gallons) 48,180
Total Water - Stolen - Estimated at 2% (1,000 Gallons) 32,120
B e e S e
Total Water Distributed (1,000 Gallons) 1,452,788
Total Water Loss (1,000 Gallons) 153,209
Percentage of Water Accountabilty (%) 90.46%
Percentage of Water Loss (%) 9.54%

Produced 1,358,768,600
Purchased 247,229,000
Flushed. Leaked and Stolen 280,300

Volumes Over 15% -
Percent over 15% 0.00%




AQUA TEXAS RATE APPLICATION -SOUTHWEST REGION-TY 12/31/2010
WP-Rev Req Summary
AQUA TEXAS SW REGION K&M REVENUE REQUIREMENT - WATER
12/31/2010
Pef Books K&Mm As Adjusted
As Adjusted Adjustments K&M
WATER
Revenue Requirement
Salaries & Wages $942 844 $62,980 $1,005,824
Contract Labor $0 $0 $0
Purchased Water $949,277 ($949,277) $0
Chemicals $114,951 $45,220 $160,171
Utilities $633,957 $243,230 $877,187
Repairs/Maintenance/Supplies $1,239,558 $68,620 $1,308,178
Office Expenses $717,432 $41,269 $758,701
Accounting & Legal Fees $88,474 $0 $88,474
Insurance $352,356 ($13,055) $339,301
Rate Case Expense $188,607 ($134,607) $54,000
Miscellaneous $893,483 ($92,107) $801,376
Total O&M $p,120,939 ($727,728) $5,393,211
Payroll Taxes $96,020 ($8,956) $87,063
Property & Other Taxes $557,705 ($204,717) $352,988
Annual Depreciation & Amortization $P,829,601 ($1,309,029) $1,520,572
Total Expenses Before FIT & ROR $b,604,265 (32,250,430) $7,353,834
Income Taxes $1,489,810 $1,489,810
Return $3,909,001 $3,909,001
Total Revenue Requirements $3,148,381 $12,752,645
Less: Total Other Revenues $239,066

Total Costs for Rates $9,365,199 $3,148,381 $12,513,579
Test Year Per Book Revenues $10,334,058
Increase 21.09%
Rate Base
Plant $63,977,008 $65,977,008
Accumulated Depreciation ($20,392,644) ($20,392,644)
Net plant $44,584,364 $45,5684,364
Net CIAC ($23,145,654) ($2,145,654)
CCNC $0 $951,106 $951,106
Working Capital 765,117 ($90,966) $674,151
Materials & Supplies inventories $139,433 $139,433
Prepayments $303,014 $303,014
Total Rate Base $44646,275 $860,140 $45,506,415
Income tax

Return 8.59% $3|835,115 $73,886 $3,909,001
2.51% ($1]120,621) ($21,590) ($1,142,211)

$2|714,494 $2,766,790

Income Taxes 35 00% $950,075 $18 304 $968,377
15385 1.5385

$1}461,650 $28,160 $1,489,810
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AQUA TEXAS RATE APPLICATION -SOUTHWEST REGION-TY 12{31/2010
WP-Alloe Change Rec SW Admin

GV B W N

wWoo~N»

10

12
13

14
15
16
17

SALARIES & WAGES
WT-A & G Labor-Employ-Rg
WT-Cust Accts Labor-Employ-Rg
WT-Source Oper LBR-Employ-Rg
WT-Cust Accts Labor-Employ-OT
WT-A & G Labor-Bonuses

INSURANCE
WT-A&G Emp-DENTAL PLAN
WT-A&G Emp-GEIS
WT-A&G Empi-CONTRIB THRIFT PL
WT-A&G Empl-GROUP LIFE INS
WT-ASG Empl-HEALTH PLANS
WT-A&G Empl-Insurance Payments
WT-A&G Empl-HEALTH PLANS
WT-Ins-Work Comp-A & G

REPAIRS/MAINTENANCE/SUPPLIES
WT-Trans-A & G
WT-Trans-T&D OP-GASOLINE
WT-Trans-T&D OP-CAR WASH TCK
WT-Trans-T&D OP-GAIN SALE ASST

OFFICE EXPENSES
WT-Mat&Sup-A & G
WT-Misc-A&G-COMM EXP
WT-Misc-A&G-Office Supplies
WT-Misc-A&G-MAIL OVERNIGHT
WT-Misc-A&G-MAIL&POST
WT-Misc-A&G-Bank Fees
SW-Cont Serv-Legal-A&G
WT-Cont Serv-Legl-A & G

MISCELLANEOQUS

WT-Misc-A&G-MEALS 100% DED
WT-Misc-A&G-MEALS 50% DED
WT-Misc-A&G-TRV-HOTEL
WT-Misc-A&G-CONTRIB
WT-Misc-A&G-UNIFORMS
SW-Misc-A&G-Claims
WT-Misc-A&G-AR/AP Adj
WT-Misc-A&G-Claims

Misc NonUtil Exp-CHARIT CONTR
SW-Cont Serv-MgtFee-A&G
WT-Cont Serv-Mgmt F-A & G

Reconcile To Test Year

SW ADMIN OFFICE ALLOCATION CHANGE

—eee—e L DM TN LTIAINGE

SW Admin Office K&M
TEST YEAR Allocatioh of 75.44% Minus
12/31/2010 Test Year Alloc of 74.91%
(a) (b) (c}

(a) X (b)
$50,810 0.5B% $270
$30,811 0.5p% $164

$539 0.58% $3
$2,457 0.58% $13
$4,200 0.58% $22
$2,151 0.53% $11
$606 053% $3
$3,993 0.53% $21
$312 0.53% $2
$34,561 0.53% $184
($4.617) 0.53% ($25)
$0 053% 30
$956 0.53% $5
$20 0.53% $0

$0 0.53% 30

$94 0.53M $0
$0 0 53p6 $0
$308 0.53p% $2
$127 0.53% $1
$158 0.53% $1
$30 0.53% $0
$8,919 053% $47
$154 053% $1
$595 053% $3
$898 0.53% $5
$394 0.53% $2
$1,474 053% $8
$285 053% $2
$0 0 539 $0
$27 0 539 $0
$8.479 0 539 $45
$133 0.53Y% $1
$2,847 0.539 $15
$1,200 0 53% $6
$0 0 53% 30

$0 0 53% $0

$152,933
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