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DEPARTMENT OF JUSTICE
NEW CASTLE COUNTY

820 NORTH FRENCH STREET
WILMINGTON, DELAWARE 19801

June 25, 2013

Delaware Public Service Commission

861 Silver Lake Blvd., Suite 100

Dover, DE 19904

RE: In the Matter of the Application of Artesian Wastewater Management, Inc. for
Authority to Implement a Rate Increase Pursuant to 26 Del. C. $306,
PSC Docket No. 13-2TWW

Dear Ms. Bentley:

I enclose the original plus ten copies of the corrected testimony and schedules of the
Attorney General’s witness Howard J. Woods, Jr., P.E. While responding to the Company’s data
requests in this matter, Mr. Woods realized that an error in his Excel workbook had caused him
to double-count certain miscellaneous revenues. He has corrected the error in both the pages of
his testimony and his schedules enclosed herein. Correction of this error results in an increase in
the Attorney General’s recommended rate from $75.73/month to $77.52/month.

Copies of the corrected pages of testimony and schedules are being provided to all
persons on the service list in the manner indicated thereon.

Please contact me if you have any questions.

RAl/rai
Encs.
Cc: Service List (w/encs)

Very truly yours,

Reggna £ o

Regina A. Iorii
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Direct Testimony of Howard J. Woods, Jr., P.E.

“addition, the Company has requested that an allowance for cash working capital

be reflected in rate base. The requested allowance is not appropriate because the

Company bills in advance for service. In addition, the Company has requested a -

rate of return based on an equity cost rate of 10.0% while a rate of 9.75% would

be an appropriate outcome.
WHAT IS YOUR RECOMMENDATION IN THIS MATTER?

It is my opinion that only a nominal increase in the current monthly rate of $75
can be justified at this time. The Company’s Supplemental Testimony identified
a significant increase in the number of EDUs that will be billed annually during
the period of time that rates resulting from this proceeding will be in effect. The
significant increase in the annual number of EDUs that will be billed- by the
Company and reasonable adjustments to normalize operating expenses should be
relfected in the calculation of a revised rate. If the Commission accepts the
Company’s proposed hypothetical capital structure, which is something that I
recommend, but uses a more appropriate equity cost of 9.75%, the rate should be
increased only slightly, to $75:7377.52 per month per EDU. This is an increase of

0:983.36%.

~ARE YOU RECOMMENDING ANY CHANGES TO THE FLAT RATE

STRUCTURE OF THE CURRENT AWMI TARIFF?

No. The current uniform flat rate structure should be maintained.

PSC Docket Nos. 13-2TWW '




Direct Testimony of Howard J. Woods, Jr., P.E. PSC Docket Nos. 13-2TWW

4. OPERATING REVENUES
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HAVE YOU DEVELOPED AN ESTIMATE OF REVENUES AT
PRESENT RATES?

Yes. In Exhibit 3, Schedule 6, dated May 31, 2013, the Company developed the
annualized number of EDUs that will be billed in Exhibit 3, Schedule 6
presented in Mr. Valcarenghi’s Supplemental Direct Testimony. Schedules
HIW-1 and HIW-2 show the development of present rate revenues for AWML 1

have calculated pr.esent rate revenues at $1;849,339] 824.575. This amount

includes revenues derived from the provision of service_ to 1,095 customers who
will be billed on the basis of a flat rate per EDU. I have accepted the Company’s
estimate of the number of EDUs that will be billed annually. At 14,016 EDU’s
per year and at the current rate of $75 per month, the Company will generate
annual flat rate revenues of $1,051,200. This amount is shown in Schedule
HIW-1.

In addition, the Company will obtain Other Revenues derived from
developer subsidies and guarantees, inspection fees, late payment fees and
purchase discounts. I believe it is most appropriate to normalize other revenues
using an averaging technique as 1 have shown in Schedule HIW-2. 1t is
important to recognize that the Company is anticipating significant growth
within the areas in which it physically provides service. The Company’s
responses to DPA-29 show a total of 2,974 customers at build-out of the

communities it now serves, while the response to DPA-23 shows 1,075
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Direct Testimony of Howard J. Woods, Jr., P.E.

PSC Docket Nos. 13-2TWW

customers at April 29, 2013. In other words, the Company is now serving only
36% of the customers it expects to serve in the nine communities that make up its
present day service area. In each case, the Company has entered into a service
agreement with the developer of these communities. These agreements
recégnize that the cost of providing wastewater service requires operating
subsidies from the developer during the early stages of development to maintain
fair aﬁd reasonable rates. While many of these agreements are due to expire in
the coming years, it is reasonable to expect that the developers and the Company
will negotiate appropriate extensions, as in the case of the Beaver Creck
development, to maintain a fair relationship that will protect existing
homeowners from unstable rate fluctuations during the actual build-out period.
Because it is likely that rates set in this proceeding will be in effect for
approximately two years before the Company seeks another review of its rates, it
is appropriate to consider the recent actual experience with Other Revenues.
have proposed an average based on the actual results shown in the Company’s
Exhibit 1, Schedule 3, page 4 and the Company’s response to DPA-30. 1
recommend a total amount of Other Revenues of $798;139773,375 as shown on
Schedule HIW-2

" The total annual revenue, including flat rate revenues and other revenues,

is $1:849.3391,824,575 as shown on Schedule HIW-1 .
HOW DOES THIS COMPARE TO THE COMPANY’S ESTIMATE FOR

PRESENT RATE REVENUES?
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Direct Testimony of Howard J. Woods, Jr., P.E.

PSC Docket Nos. 13-27TWW

The Company’s Supplemental Testimony and Schedules Show total annual
operating revenues at present rates of $1,762,424. This amount includes
$1,017,337 in flat rate révenues and $745,087 in Other Reven.ues.1 Flat rate
revenues resulting from the billing of 14,016 EDUs per year at $75 per month
per EDU will amount to $1,051,200, or $33,863 more per yéar than the amount
shown in the Company’s schedules. By normalizing Other Revenues as shown
in Schedule HIW-2, I have reflected an additional $53;05228,288 per year above
the amount shown by the Company in its schedules. The difference between the
Company’s estimate of present rate revenues and the amoﬁnt I have presented in

Schedule HIW-1 is $86,94562,151 per year.

| 5. OPERATING & MAINTENANCE EXPENSES

Q.

HAVE YOU REVIEWED THE COMPANY’S CLAIM FOR OPERATING
& MAINTENANCE (“O&M”) EXPENSES IN THIS PROCEEDING?

Yes. The Company’s filing and its Supplemental Testimony report actual Test
Year expense for the twelve months ending September 30, 2012. The Company
then makes adjustments to the Test Year level of expenses to arrive at a Test
Period level of expense. The partially-projected Test Period is the 12 months
ending June 30, 2013. The Company’s projected Test Period total O&M

expenses amount to $1,427,002.> The Company’s actual expenses for 12 months

! Company Exhibit 1, Schedule 3, page 3 as revised May 31, 2013.
2 Company Exhibit 1, Schedule 3, page 3 as revised May 31, 2013.
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The calculation of the revenue needed to produce this rate of return is shown on
Schedule HIW-7. The flow-through impact of Income Taxes and Taxes Other
Than Income are calculated on Schedules HIW-8 and HJW-9,J respectively. In
order to have an opportunity to eam a 5.05% rate of return on rate base, the

Company will need to generate total revenues of $1:851;6391,859,887. Of this

amount, Other Revenues, which I calculated on Schedule HIJW-2, represent

$798.139773,375. These revenues are a function of developer agreements,

inspection fees and other activities not reflective of bills rendered for services

provided. The flat rate revenues represent bills for service, which will need to

generate $1;061;5661,086,512 per year.

WHAT IS THE MONTHLY RATE REQUIRED TO GENERATE THE

FLAT RATE REVENUE YOU BELIEVE IS NEEDED?

The flat rate revenue requirement of $1;061;5001,086,512 is divided by 14,016

annual EDUs billed to arrive at a rate of $75-7377.52 per month per EDU. This

- calculation is shown on Schedule HIW-10.

DID YOU CONSIDER ANY TARIFF STRUTURES OTHER THAN THE

CURRENT FLAT RATE STRUTURE USED BY THE COMPANY?

Yes. Sewer bills are often calculated volumetrically using the amount of drinking
water used by individual customers as a surrogate for the amount of wastewater

returned to the sanitary sewer system. Tariffs that are volume-based are normally

19
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATION )

OF ARTESIAN WASTEWATER ) |
MANAGEMENT, INC. FOR AUTHORITY ) PSC DOCKET NO. 13-27WW
TO IMPLEMENT A RATE INCREASE ) -

PURSUANT TO 26 DEL.C. §306 )

(FILED JANUARY 18, 2013) )

CERTIFICATE OF SERVICE

I hereby certify that on June 25, 2013, I caused a copy of the accompanying
CORRECTED PAGES OF TESTIMONY AND SCHEDULES OF HOWARD J. WOODS,
JR., P.E. to be served on all parties on the attached service list by electronic mail.

/s/ Regina A. lorii
~ Regina A. Torii (#2600)

- Deputy Attorney General
Delaware Department of Justice
820 N. French Street, 4™ Floor
Wilmington, DE 19801
(302) 577-8159
regina.iorii@state.de.us

Counsel for the Attorney General of the State of
Delaware through his designee, Deputy State
Solicitor James R. Adams

Dated: June 25, 2013




- Service List
PSC Docket N 0. 13—~27WW (Artesian Wastewater Rate Case)

As of 3/20/13
BY ELECTRONIC & STATE MAIL | BY ELECTRONIC & REGULAR
MAIL
Hearing Examiner
AWMI
Mark Lawrence -
Delaware Public Service Commission David Spacht
861 Silver Lake Boulevard, Suite 100 CFO & Treasurer
Dover, DE 19904 Artesian Wastewater Management, Inc.
Tel: 302-736-7534 (Dover) 664 Churchmans Road

Fax: 302-739-4849 (Dover)
Email: mark.lawrence@state.de.us

Newark, DE 19702
Tel: 302-453-6912
Fax: 302-453-6957
Email: dspacht@artesianwater.com

BY ELECTRONIC & STATE MAIL

BY ELECTRONIC & REGULAR

Staff

Robert H. Howatt

Executive Director

Delaware Public Service Commission
861 Silver Lake Blvd, Suite 100
Dover, DE 19904 |

Tel: 302-736-7516 (Dover)

Fax: 302-739-4849 (Dover)

Email: robert.howatt@state.de.us

MAIL
Counsel to AWMI

John J. Schreppler I1, Esquire

Vice President & General Counsel
Artesian Water Company

664 Churchmans Road

Newark, DE 19702

Tel: 302-453-6900

Fax: 302-453-6957
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