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W-4 COST TRENDS OF WATER UTILITY CONSTRUCTION g
SOUTH CENTRAL REGION (1973=100) .
COST INDEX NUMBERS
i 1988 1989 1590 1991
L : {200 0 T A T L D O
i 9 9 9 9 9 8 | Jan. | Jul | Jan { Jul. | Jan. | Jul, | Jan | Jul
n CONSTRUCTION AND EQUIPMENT 'rj slele|sis]eln . v ; | ) | ~
e C 2 3 4 5 3 7
1 ISourcs of Supply Plant
2 | Collecting & Impounding Res. 305 224‘229 233] 233| 233| 232{ 231| 234} 237{ 238] 237| 237} 235] 229
5
[
7 |Pamping Plant . . . e
8 | Stuetures & Improvements 304| 217] 225] 230] 229] 229| 231| 230} 234] 235] 240| 244] 246] 242 239
o | Blectric Pumping Bquipment 311! 260 271| 277} 282] 284] 299] 330| 303| 309| 336] 340| 349} 357| 350
10 ' —
1 {1
12
i3 ‘
14 {Water Treatment Plant . o~
15 | Structures & Improvements 304! 217] 225| 230| 226( 229] 231| 230| 234 235] 240} 244 246] 242| 239 oo
16 LargeTreatmentPlimLEquip. 120] 242| 257| 2601 263] 266} 272| 273| 277} 282| 289| 291} 295| 296 297 -
17 | Smell Treatment Plant Equip. 320} 2581 2741 277| 281 284] 289} 251} 296] 301} 307} 309 313; 311 311 =
81 - . . o
19 L
20
21 : . —
22| Transmission Plant . A . ' . {
23| Steel.Reservoirs' az0l 210| 1821 1841 181] 184| 196| 215 221] 223} 200} 221} 232 232| 259 T
124 Hlevated Stee] Tanks 330] 244| 197] 200| 198 207} 219; 252| 261} 267| 267| 269 2811 281} 286| .
25 | Concrete Reservoirs 330 - - - o e - - -l - -1 - - - (,,—
26 Lo ' ) :
27 | .CastIron Mains 331 2271 240] 239 246] 241| 246| 247} 254 260} 264{ 266 2671 269] 269 ~
28 | Steel Mains . 331} 235( 241} 246| 244] 238| 244] 247| 254] 262| 269] 272) 274| 277 280 o
29 | Conorete Cylinder Mains 931| 222| 230{ 232( 242| 246| 247 255| 257} 262} 266| 270| 272| 275 281 L
30 ’ RN
31
32 ’ .
33 |Distribution Plant : i Wt
34 | Mains-Average All Types 331} 238] 247 247) 250} 246| 245 251 259 267, 270) 269} 270} 272| 273 ~
35 | Castiron Mains 331} 2271 248] 2491 256| 249) 254] 255| 264} 271} 276| 2767 277] 278} 279
36 | Cement-Asbestos Mains 331| 246) 262 266| 261 253| 2491 2471 253| 273 271 271} 269} 268| 267 ;
37| Steel Mans 3311 2501 242{ 238} 237} 238| 242| 247, 255| 259 261( 260 261| 264| 266 (A_,’
1 38 | PVCMains 331 136] 151] 146] 146] 144) 152 176] 185] 216§ 208] 204 200 193 190
39 | Servioes Installed -1 333) 225| 234] 234] 231[ 230| 233} 233[ 236] 219} 225| 231 2311 2331 239
40 | Meters 334| 128| 141) 148| 135] 135| 137| 142| 142} 135] 143| 178) 150; 156| 164 AN
41 | Meter Instaliations 334 222| 2381 244) 243) 247| 251| 255| 257] 255| 258 261| 262{ 2701 274 -
42 | Hydrants Instelled 335] 260| 280[ 281| 289| 298; 308) 315| 317} 330| 3391 350 354| 357 358
43 : :
44 . . .
45 {Miscellaneous Items . -
46 | Flocculating Bquipment-Instalied 482| 5211 527| 57| 573| 588| 58G| 586| 586| 587} 578| 579) 529} 517
47 | Clarifier Equipment-Installed 3601 402] 406| 432] 439] 441} 441} 442[ 442] 443 444} 431} 405| 394
48 | Filter Gellery Piping-Installed 216f 2321 230 2311 229{ 234{ 234| 240 245] 249 249] 249{ 250; 251 \_,
49 : . e
50
51 ,
52 p—
53
54 !
55 :
2 N\
W-4~6 Handy-Whitman Bulletin No. 161
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®

Revenue Generated by Staff Proposed Rates

Original Prefile

The Cliffs
RATES
Base Rate
5/8" 19,19
1" 47,88
12 9595
Z 153.52
3" 28285
Volumetric
0- 3,000 2.60
3,000 - 10,000 3.00
10,000 - 15,000 5.07
15,000 - 20,000 8.56
20,000 + 14.45
Total
No. of Meters (Dec. 2007)
5/8" 215
1" 12
112" 1
2" 15
3" 1
Total 244
Galions Billed
Q- 3,000 1,128,734
3,000 - 10,000 3,740,968
10,000 - 15,000 2,420,480
15,000 - 20,000 1,837,877
20,000 + 15,696,707
Total 24,824,766
REVENUE
Base Rate
5/8" 48,510
1" 6,908
112" 1,151
2’ 27,634
3" 3,454
Tofal revenue generated by base
rates 88,658
Volumeiric Revenue
0-3,000 2,935
3,000 - 10,000 11,223
10,000 - 15,000 12,272
15,000 - 20,000 15,732
20,000 + 226,817
— Total revenue generated by
Volumetric Usage 268,879
Reveue Generated by Proposed
rates 357,837
Revenue Required 357,587
Over / {Under} Recovery 50

$21.21
53.03
106.05
169.88
318.15

$54,722
7638
1.273
30,542
3,818

$97,990

$366,968
366,908

$62
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> ~ A
Revenus Generated by Exlsling Raies |
The Cliffs
RATES
Base Rate
5/8" S 30.00
1" 50.10
19/2" 98.90
2" 159.80
3" 320,00
Volumetric Charge per tier
0 - 1,000 0.00
4,000 - 10,000 1.85
18,000 - 20,000 4.75
20,000 + 8,75
Total
No. of Meters (Dec. 2007)
5/8" 215
1" 12
1 12" 1
2" 15
3". 1
Total 244
Gallons Billed
" 0-1,000 ) 272,151
1,000 - 10,000 4,597,551
10,000 - 20,000 4,258,357
20,000 + 15,696,707
' Total 24,824,766
REVENUE
Base Rate
5/8" g 77,400
7 7,214
112" 1,199
2" | 28,764
3" 3,840
‘Total revenue generated by base
rates $ 118,417
Volumetric Revenue
0-1,000 0
1,000 - 10,000 8,505
10,000 - 20,000 20,227
20,000 + 105,953
Totat revenue generated by
Volumetric Usage $134,685.44
Reveue Generated by Existing rates $253,103
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L . S
PROJECT NO. 35141 .
. b
SETTING INTEREST RATES FOR 8§ PUBLIC UTILITY COMMISSION &y
CALENDAR YEAR 2609 § OF TEXAS % §'
-
e
: Craep T )
[ R
oRoE N
AN 3 "E

Utilities Code to set for calendar yeer 2009 the rate of interest on deposits held by utilities; and,.
pursuant to P.U.C. SuBST. R. 25.28(c), 25.28(d), 25.480(d), 25.480(e), 26.27(8)(3), and
26.27(b)(3), it is required-to set for calendar year 2009 the rate of interest to be applied to

overcharges and certain undercharges by a utility. The Cormmission therefore orders that:
1. The interest rate for celendar yeat 2009 on deposits held by utilities SHALL be

2.09 percent.
The interest rate for calendar year 2009 for overcharges and certain undercharges

2.
by a utility SHALL be 3.21 percent,

SIGNED AT AUSTIN, TEXAS the 3 .’g/ day of December, 2008,
PUBLIC UTILITY COMMISSION OF TEXAS

o o e

T. SMUTHERMAN, CHAIRMAN

Com g 7L

| .
DONNA L. NELSON, COMMISSIONER

KENNETH W, A‘N'DERSCTN,'JWMISSIONER
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Revenue Generated by Utllity Proposed Rates

The Cliffs |

RATES ;

Base Rate H

5/8" S 52,00 [

1" 130.00 '

1120 260,00 .

2" 416.00 |

3 780.00 |

i

Volumetric :

0 - 3,000 2.60 !

3,000 - 10,000 3.00 X
10,000 - 16,000 5.07

15,000 - 20,000 8.56 i
20,000 + 14.45

Total

No, of Meters (Dec. 2007}

5/8" 215 ]
1" 12 |
11/2" 1
2" 15
3" 1
Total, 244
CGatlons Bllled
0~ 3,000 1,128,734
3,000 - 10,000 3,740,968
10,000 - 15,000 2,420,480
15,000 - 20,000 1,837,877
20,000 + 15,696,707
Total 24,824,766
REVENUE
Base Rate
5/8" $ 134,160
' " 18,720
142" 3,120
2" 74,880 i
3" 9,360 !
Total revenue generated by j ;
base rates $ 240,240 i
Volumetric Revenue
0 - 3,000 2,935
3,000 - 10,000 11,223
10,000 - 15,000 12,272
15,000 - 20,000 15,732
20,000 + 226,817
Total revenue generated by
Veolumetric Usage 268,979
Reveue Generated by Proposed
rates $ 508,218
Revenue Required 366,908
QOver / {Under) Recovery 3 142,311 .

-28% : :
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Please state your name and business address.

Brian David Dickey, 12015 Park 35 Circle, Building F, Austin, Texas.

By whom are you currently employed, and how long have you been employed there?
I have been employed by the Texas Commission on Environmental Quality (TCEQ or
Commission) since November 1999. My current position is Gemerst Engineering
Specialist V HI,

Please state your educational background.

I graduated with a Bachelor’s degree in Mechanical Engineering from Texas Tech
University in 1994.

Please describe your work responsibilities.

My responsibilities include reviewing and processing applications to obtain or amend
certificates of convenience and necessity (CCNs); reviewing rate change applications and
appeals; assisting with the negotiation of settlements; preparing testimony and exhibits
for rate hearings for investor-owned, nonprofit, and governmental water and sewer
utilities; conducting rate-related inspections of water and sewer utility systems within the
state; and reviewing water utility plans and specifications. I have attached a copy of my
resume (Attachment BDD-1).

How many separate cases have been previously assigned to you?

T have been assigned over 250 separate cases during my tenure at the Commission.

Have you ever testified as an expert witness in contested matters before the State
Office of Administrative Hearings (SOAH)?

Yes. In addition to filing prefiled “cestimony in several contested utility cases, I have also

provided live testimony.

Page 1 of 21
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On which applications have you provided live testimony?

I have testified at five hearings concerning contested CCN applications and seven
hearings concerning contested rate change applications. The five hearings concerning
CCN applications were the City of Southlake (SOAH Docket No. 582-02-0834), the City
of Shenandoah (SOAH Docket No. 582-06-0968), the City of McKinney (SOAH Docket
No. 582-06-2663), Town of Prosper (SOAH Docket No. 582-03-1994), and Mustang
Special Utility District (SUD) (SOAH Docket No. 582-08-1318). The seven hearings
concerning rate applications were Waterco, Inc. (SOAH Docket No. 582-04-6463),
Chisholm Trail SUD (SOAH Docket No. 582-05-0003), Buena Vista Water Supply Co.
(SOAH Docket No. 582-05-7838), Buena Vista Water Supply Co. (SOAH Docket No.
582-08-2245), Deer Creek Ranch Water Co., LLC (SOAH Docket No. 582-09-5328),
Double Diamond Utilities Co. (DDU) (SOAH Docket No. 582-08-0698), and Multi-
County Water Supply Corporation (SOAH Docket No. 582-09-2557).

In connection with SOAH Docket No. 582-09-4288, TCEQ Docket No. 2009-0505-
UCR, have you reviewed the cost of service studies, testimonies, and other
information filed with the Commission?

Yes, I have.

What is the purpose of your testimony?

I will present the Executive Director’s (ED’s) recommendation for a rate design for water
service, primarily focusing on the engineering and other technical criteria.

Please explain the scope of your participation in the present proceeding.

My participation regarding SOAH Docket No. 582-09-4288 can be summarized as

follows:

Page 2 of 21
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Q.

I reviewed the application for a water rate increase filed by DDU on October 23,
2008, and all discovery materials filed in this case, including all documents
provided in response to the ED's requests for production.

I developed a depreciation schedule for the capital assets according to the
Commission’s rules found in title 30, chapter 291 of the Texas Administrative
Code and chapter 13 of the Texas Water Code. Attachment BDD-2 is my
depreciation schedule for The Cliffs. Attachment BDD-3 is my depreciation

schedule for The Retreat. Attachment BDD-4 is my depreciation schedule for

" White Bluff.

I used the monthly billing and meter size information provided in attachment 11
of the application and provided in electronic format by DDU in response to the
ED’s July 10, 2009, request for information (RFI) (attachment BDD-9) to
determine the amount of water billed to the customers in each tier and the
connection counts for each system at the end of the test year.

1 designed the ED’s recommended water rates for DDU according to the Texas
Waterl Code and the Commission’s rules using the revenue requirement
recommendations provided by Ms. Elsie Pascua, the TCEQ auditor assigned to
this case, in her testimony, Attachment BDD-5 is my rate design for The Cliffs.
Attachment BDD-6 is my rate d‘esign for The Retreat and White Bluff.

I analyzed the amount of water pumped and the amount of water billed to the
customers to calculate the systems® average line losses. Attachments BDD-7,

BDD-15, and BDD-16 are my connection count and line loss calculations.

‘What is a depreciation schedule?

Page 3 of 21
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A depreciation schedule is an inventory of the water system facilities with original costs
and installation dates. Each asset is given a standard service life. Based on straight-line
depreciation, the annual depreciation for each asset is determined by dividing the original
cost by the service life.

What test year did you consider when preparing your testimony?

I used the test year of January 1, 2007, through December 31, 2007, contained in- the
application.

Why did yon use the test year contained in the application?

According to section 13.002(22) of the Texas Water Code, a uiility’s rate application
must be based on the most recent twelve-month period for which representative operating
data is available that ended less than twelve months before the utility filed its application.
The test year expenses can then be adjusted for known and measurable changes under
section 291.31(b) of the TCEQ’s rules. In its application, DDU calculated its proposed
rates based on historic test year expenses (January 1, 2007, through December 31, 2007)
as adjusted for known and measurable changes (January 1, 2008, through December 31,

2008).

Section 291.21(m) Requirements

Q.

How many tariffs is DDU seeking in its application?
DDU is seeking two tariffs, one for The Cliffs and one for The Retreat and White Bluff

combined.

What requirements does a utility have to meet to be able to consolidate multiple

systems in one tariff?

Page 4 of 21
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Under section 291.21(m) of the TCEQ’s rules, & utility must show that the systems
included in the consolidated tariff are substantially similar in terms of facilities, quality of
service, and cost of service and that the tariff provides for rates that promote water
consetvation for single-family residences and landscape irrigation.

Are the water systems at The Retreat and White Bluff substantially similar in terms
of facilities?

No. Both systems do utilize groundwater, pressure tanks, ground storage tanks, and

distribution lines. However, it is unknown whether these two systems will ever beata

similar capacity level. Mr. Chris Ekrut, witness for DDU, stated on page 11 of his .

testimony that substantial similarity between the systems must be determined over time.
However, the White Bluff subdivision currently has 562 connections, and The Retreat
currently has only 60 connections. DDU has not provided any time line showing how
long it will take to reach full build-out at The Retreat, meaning the White Bluff cuétomers
could be subsidizing The Retreat customers for many years to come. DDU may be able to
show in a future rate application that the systems will conceivably reach a similar build-
out level, but the evidence provided by DDU does not show that at this time.

Are the water systems at The Retreat and White Bluff substantially similar in terms
of quality of service?

No. The system at The Retreat is ten years pewer than the system at White Bluff.
Furthermore, each system is operated separately, as each one has its own certified
operator on staff to operate and repair the system.

Do DDU’s proposed rates for The Retreat and White Bluff promote water

conservation for single-family residences and landscape irrigation?

Page 5 of 21
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Yes. The proposed inclining block gallonage rates can promote water conservation for
single family residences and landscape irrigation.

Based on the substantial similarity issue, what is your recommendation regarding
DDU’s application?

I recommend that DDU’s application be denied for The Retreat and White Bluff. Under
section 29'1.12 of the TCEQ’s rules, DDU bears the burden of proof in this case. As Ms.
Pascua discussed in her testimony, DDU has not met the section 291.21(m)(1)
requirements with regard to cost of service. DDU’s calculations and proposed rates are
based on the consolidation of the two systems. The failure to meet its burden of proof on
the consolidation issue results in a failure to meet its burden of proof on the proposed
rates. Therefore, I recommend that DDU’s application be denied for The Refreat and
White Bluff. However, in order to provide a complete analysis of the application, Ms.
Pascua and I are presenting what the ED’s recommendation would have been regarding
the proposed rates for The Retreat and White Bluff in addition to The Cliffs if DDU had

met the tariff consolidation requirements.

Analysis of DDU’s Water Systems

Q.

Did you analyze the possibility of excessive line loss, and if so, what were your
findings?

Yes, I did. I analyzed the systems’ line losses by comparing the number of gallons
pumped for the test year with the number of gallons billed for that same year. However, I
was only able to analyze the line loss for The Cliffs and White Bluff. DDU provided
monthly water pumped summaries for each system. T have attached these documents to

my testimony as attachment BDD-8. According to the summary for The Retreat, DDU

Page 6 of 21
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did not know the total number of gallons pumped in the months of January through
September in 2007. Without a total number of gallons pumped for the year, I could not
calculate the line loss for The Retreat. However, using attachment 11 to the application
and the yearly water pumped summary for White Bluff, I was able to calculate a line loss
for White Bluff of 31.3% (attachment BDD-7). I alsc used attachment 11 to the
application and the yearly water pumped summary for The Cliffs to determine that DDU
billed its customers for 43.3% more water than it pumped at The Cliffs (attachment
BDD-15).

Why is line loss important?

When a utility cannot account for a large amount of water, it often indicates excessive
leaks or inefficient operations. It also results in extra costs for pumping and treating,
which are passed along to the customers through higher rates. The maximum line loss for
a typical system that is considered acceptable by the TCEQ for ratemaking purposes is
15%. Line loss above 15% may indicate that the utility is not efficiently operated and
could be grounds for making adjustments to the cost of service so the customers do not
have to pay for pumping and treating water they did not use.

What recommendations do you have regarding line loss in this case?

Because DDU did not provide the total gallons pumped for The Retreat, had a line loss
greater than 30% at White Bluff, and may be billing for more water than it is treating at
The Cliffs, I am recommending that Ms. Pascua not give DDU credit for having less than
12% or less than 10% unaccounted-for water in steps G.5 and H.5, respectively, in the

rate of return worksheets,

Regulatory Asset
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Does DDU want to create a regulatory asset in the amount of $307,376 to recover
past cash advances?

Yes, Mr. Chris Ekrut, witness for DDU, discussed on page 18 of his testimony that in the
past, the utility chose to borrow money from its parent company, Double Diamond
Delaware, Inc., instead of filing rate increase applications. DDU now seeks to recover the
balance remaining on those cash advances at the beginning of the test year by
categorizing it as an asset and amortizing it over five years. According to page 22 of
attachment 10 to the application, DDU allocated $307,376 of the total cash advance
amount of $554, 319 to the water systems. Page 4 of attachment 5 to the application then
shows that $152,552 of the $307,376 was allocated to The Retreat and White Bluff, and
the other $154,824 was allocated to The Cliffs.

Have you reviewed Ms. Nelisa Heddin’s, witness for the White Bluff Subdivision
Ratepayers, testimony in regard to this regulatory asset?

Yes, [ have,

Do you agree with Ms, Heddin’s analysis?

Yes, I do. As Ms. Heddin stated on page 29 of her testimony, DDU is not required to file
another rate application. Therefore, if they were allowed to include the loans as a
regulatory asset, they could continue to collect that money for more than five years,
thereby collecting from its customers an amount greater than what was originally loaned.
Should DDU’s customers be required to pay for the cash advances as a regulatory
asset?

No, they should not. In addition to the arguments made by Ms. Heddin, section 13.185(e)

of the Texas Water Code states, “Payment to affiliated interests for costs of any services,
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or any property, right, or thing, or for interest expense may not be allowed either as
capital cost or as expense except to the extent that the regﬁlatory authority finds that
payment to be reasonable and necessary.” DDU had the right to request a rate change
annually but chose to not do so for several years, incurring additional debt instead.
Receiving the cash advances was not necessary; it was a choice, Furthermore, it is not
reasonable for DDU to expect its customers to pay for the cash advances now and in this
manner, which would allow DDU to collect the entire amount in only five years when it
was incurred over more years than that, to earn return and depreciation on that amount, to
collect that money twice when it was spent on assets and expenses, and to impose an
interest rate that has already been reduced by Ms. Pascua in her weighted average rate of
return calculations, Most importantly, a cash advance by its very nature is not currently
used and useful property; it is money temporarily given to someone that has to be
returned, ie. paid back. It does not belong to the borrower and, therefore, is not the
borrower’s property. Therefore, the regulatory asset created to recover cash advances in

the amount of $554,319 should be disallowed.

Asset Depreciation

Q.

What have you done to verify the installation dates and original costs of DDU’s
assets?

I performed a site inspection of the three water systems on November 14, 2008, with
attorneys Ms. Stefanie Skogen and Ms. Ruth Takeda. I visited DDU’s office with Ms.
Pascua to perform an audit of DDU’s financial records on July 22 and 23, 2009, which

was preceded by the RFI letter dated July 10, 2009 (attachment BDD-9). I also reviewed

the trending study prepared by Dr. Victoria Harkins, P.E., witness for DDU, and the
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TCEQ’s official CCN files to attempt to identify any rate case order involving DDU that
may have established a rate base.

What is trending?

Trending takes the known cost of an asset on a known date and determines the cost of the
asset at a different point in time. It can be used by a utility that does not have supporting
documentation for an asset listed in its depreciation schedule to try to support the claimed
original cost of the asset, The Handy-Whitman Index of Public Utility Construction Costs
(attachment BDD-17) provides the cost index numbers by year for various utility
equipment to use to calculate the cost of each type of equipment at & certain point in time.
Did you, Ms. Pascua, or another ED staff member recommend to DDU that it have a
trending study done for the assets for which it did not have supporting
documentation?

No. I did state at the evidentiary heariﬁg for DDU’s last water rate application, SOAH
Docket No. 582-08-0698, that one option for supporting its asset costs was to obtain a
trending study, but ED staff did not actually recommend that DDU commission a
trending study.

Is rate base established every time the TCEQ issues an order in a rafe case?

No. The TCEQ’s Utilities and Districts Section’s policy requires the utility to request the
establishment of rate base at the time the utility files its rate application. However, the
Commission may establish rate base in an order it issues in a rate case following a
contested case hearing and proposal for decision even if the applicant did not request it in

the application.

Did you find any orders in the TCEQ’s official CCN file establishing a rate base for
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No.

Do you have any adjustments to the original cost, annual depreciation, accumulated
depreciation, and/or net plant value for any of the assets presented in the
application?

Yes. I reviewed the water utility plant items in detail. I have made some adjustments fo
the depreciation schedule as a result of my review of the information. After making my
adjustments, I used the straight-line depreciation method as required by the TCEQ’s rules
to calculate the net plant values for the rate base for each system. As a result, for The
Cliffs, 1 calculated an original cost of $1,323,711 $1:278;952, accumulated depreciation
of $464,814 $464: 119, net plant value of $858,897 $815.833, annual depreciation of
$45,097 $44:557, and developer contribution of $447.600. These calculations are in
attachment BDD-2. For The Retreat, | calculated an original cost of $1,645,052,
accumulated depreciation of $208,222, net plant value of $1,436,830, annual depreciation
of $52,944, and developer contribution of $453,279. These calculations are in
attachment BDD-3. For White Bluff, I calculated an original cost of $3,678,675,
accumulated depreciation of $1,216,416, net plant value of $2,462,259, annual
depreciation of 897,039, and developer contribution of $1,793,240.83.  These
calculations are in attachment BDD-4. | provided this information to Ms. Pascua to use
in her cost of service calculations.

Has the ultrafiliration (UF) membrane unit at The Cliffs been approved for use?
No, i has not. On March 31. 2008, Mr. James “Red” Weddell, P.E. denied the exception

DDU needed to be able to use the unit. I have attached a copy of his letter (attachment
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BDD-18). Because DDU cannot legally use the UF membrane unit, the unit is not used
and useful in providing service. Therefore, under section 291.31(b) and (¢}, any costs and
expenses associated with the UF membrane unit must be disallowed. I will discuss this in
more detail below.

What do you mean by the phrase “used and usefal”?

Section 13.185(b) of the Texas Water Code requires that rates “be based on the original
cost of property used by and useful to the utility in providing service.” In other words, the
regulatory concept of “used and useful” considers what portion of an asset is actually
being used by the utility to provide service to its customers. If all or & portion of an asset
has been installed but is not in use because it is not currently needed, it is not “used and
useful” and should not be included as an allowable expense or as part of the rate base
because current ratepayers should not have to pay for plant built to serve future
ratepayers. Once an asset becomes used and uvseful, it is then fair to consider it for
allowable expense and rate base treatment, assuming its implementation was prudent.
The “used and useful” principle is one of fairness and risk avoidance. It ensures that
ratepayers bear the costs of their service and that the utility bears the risk of incurring
costs for facilities that were constructed only to serve projected future growth. Without
“used and useful,” there would be no limitation on how far into the future utilities could
build for and require cost recovery from captive ratepayers. To allow a utility to claim
depreciation and net plant for excess capacity in a system that has been over-designed
would shift the risk associated with building that excess capacity to current ratepayers.
Could you please describe what adjustments you made to the depreciation

schedules?
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A

I made following adjustments:

L

I was unable to match up the invoices provided during discovery and during the
audit with the depreciation schedules provided during the audit and in the
application. Therefore, I used Dr. Harkins’ depreciations schedules, which are
exhibits DDU-13, DDU-14, and DDU-15, as well as exhibit DDU-25, which
DDU provided during discovery to create attachments BDD-2 (The Cliffs),
BDD-3 (The Retreat), and BDD-4 (White Bluff), which are my individual
depreciation schedules with descriptions of DDU’s assets.

For the White Bluff assets that Dr, Harkins trended in her analysis, as summarized
on page 6 of exhibit DDU-15, I allowed depreciation on the assets so the
depreciation account can be funded and those assets can be replaced in the future.
I did the same for The Cliffs trended assets, which Dr. Harkins summarized on
page 4 of exhibit DDU-14. However, a trending study only establishes what the
original cost of an asset could have been and does not establish who paid for the
asset, Because DDU has not shown that it paid any portion of the trended assets’
costs, I categorized the assets as 100% developer-contributed. This can be seen on
attachment BDD-2 for The Cliffs and attachment BDD-4 for White Bluff.

For the trended pipes installed in 1991 at White Bluff, Dr. Harkins used a Handy
Whitman Cost Index of 146. However, the correct cost index is 193. I used the
Handy Whitman Cost Index of 193 to calculate the correct trended cost for the
installed pipe. Please see attachment BDD-17 for this value and attachment
BDD-4 for the calculations.

For White Bluff, I calculated an invoice-supported price for the 4-inch pipe in the
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amount of $206,485.00. I deducted this amount from the trended cost for the 4-
inch pipe for a total original cost of $1,294,773.97 ($1,501,258.97-$206,485.00).
This adjustment can be seen on attachment BDD-4.

1 added assets to the depreciation schedules for The Cliffs and White Bluff which
Ms. Pascua reclassified from the utility’s expenses. I have designated these items
as “Reclassified Assets” in attachment BDD-2 for The Cliffs and attachment
BDD-4 for White Bluff.

For The Cliffs, I adjusted the annual depreciation and net plant values to $0 for
the following assets to reflect that they have fully depreciated out: engineering
with an original cost of $1,388.00; engineering with an original cost of $488.75;
engineering with an original cost of $2,175.00; engineering with an original cost
of $3,411.90; and engineering master plan with an original cost of $420.50. These
adjustments can be seen on attachment BDD-2.

For The CIiffs, I calculated an invoice-supported price for the 4-inch pipe in the
amount of $135,763.53. I deducted this amount from the trended cost for the 4-
inch pipe for a total original cost of $129,981.19 ($265,744.72-$135,763.53). This
adjustment can be seen on attachment BDD-2.

According to Mr. Randy Gracy, witness for and president of DDU, DDU
purchased The Cliffs’ water system around 1993. Because DDU has not shown
that the original owner or it paid any portion of the trended assets’ costs installed
prior to 1993, I categorized the assets as 100% developer-contributed. This can be
seen on attachment BDD-2.

Because the UF membrane unit at The Cliffs is not used and useful, I disaliowed
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11,

Rate Design

the UF unit with an original cost of $277,469.46 and the J&JOILF Wiring for
New UF System with an original cost of $5,463.50 by making their used and
useful percentages zero. These adjustments can be seen on attachment BDD-2.
TCEQ rule section 290.45(b)(1)(C)(ii) requires a water system with sixty
connections to have a total storage capacity of 200 gallons per connection, or
12,000 gallons. At The Retreat, a water system with sixty connections, DDU
currently provides 100,000 gallons of ground storage capacity via a ground
storage tank. Because DDU is only required to have 12,000 gallons in storage
capacity, only 12% of the ground storage tank is used and useful. The total cost of
the 100,000-gallon ground storage tank was $62,558.81 (850,683.81 for the tank
plus $11,875 to erect the tank). I am disallowing 88%, or $55,051.75, of the
ground storage tank not used and useful by adjusting the percent used and useful
to 12%. Please see attachment BDD-3 for these adjustments.

TCEQ rule section 290.45(b)1)}C)iv) requires a water system with sixty
connections to have a total pressure tank capacity of 20 gallons per connection, or
1,200 gallons. At The Retreat, a water system with sixty connections, DDU
currently provides 8,000 gallons of pressure tank capacity. Because DDU is only
required to have 1,200 gallons in pressure tank storage capacity, only 15% of the
pressure tank is used and useful. The total cost of the 8,000-gallon ground
pressure tank was $15,776.00. I am disallowing 85%, or $13,496.00, of the
pressure tank as not used and uvseful by adjusting the percent used and useful to

15%. Please see attachment BDD-3 for these adjustments.
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What revenue requirement did you use in your calculation of the ED’s
recommended water rates for White Bluff and The Retreat?

I used the annual revenue requirement of $752,618.00 calculated by Ms. Pascua and
shown in attachment EP-31.

What revenue requirement did you wuse in your calculation of the ED’s
recommended water rates for The Cliffs?

1 used the annmal revenue requirement of $357,587 $366,998-00 calculated by Ms. Pascua
and shown in attachment EP-5.

Did you prepare a rate design for The Retreat and White Bluff using Ms. Pascua’s
calculated revenue requirement and DDU’s proposed rates?

Yes, my rate design is attached (attachment BDD-6).

How did you calculate the total revenue that would be generated by the proposed
gallonage charges for those two systems?

I calculated the revenue generated by the gallonage charges by multiplying the requested
inclining block rates listed in the notice and the gallons billed in 2007 for each tier. For
example, DDU billed for 2,570,087 gallons in the 0-3,000 gallons tier. At $2.00/1,000
gallons, that tier would generate $5,140.00. Adding the values for all the tiers, the total
revenue that would be generated is $512,385.00. Please see attachment BDD-6 for these
calculations.

How did you calculate the total revenue that would be generated by the proposed
base rates for the two systems?

I multiplied the total number of customers for each meter size by the corresponding base

rate times twelve months. For example, a 1-inch meter with a base rate of $97.50 would
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generate $21,060.00 over twelve months. Adding the values for all the meter sizes, the
total revenue that would be generated is $353,340.00. Please sec attachment BDD-6 for

these calculations.

What would be the total revenue generated by the base rates and the gallonage

gharges?

Adding the base rate revenue of $353,340.00 to the gallonage charge revenue of
$512,385.00 gives a total revenue of $865,725.00,

Did you prepare a rate design for The Cliffs based on Ms. Pascua’s calculated
revenue requirement and DDU’s proposed rates?

Yes, my rate design is attached (attachment BDD-5).

How did you calculate the total revenue that would be generated by the proposed
gallonage charges for The Cliffs?

I calculated the revenue generated by the gallonage charges by multiplying the requested
inclining block rates listed in the notice and the gallons billed in 2007 for each tier. For
example, DDU billed for 1,128,734 gallons in the 0-3,000 gallons tier. At $2.60/1,000
gallons, that tier would generate $2,935.00. Adding the values for all the tiers, the total
revenue that would be generated is $268,979.00.

How did you calculate the total revenue that would be generated by the proposed
base rates?

1 multiplied the total number of cust.omers for each meter size by the corresponding base
rate times twelve months. For example, a 1-inch meter with a base rate of $130.00 would
generate $18,720.00 over twelve months. Adding the values for all the meter sizes, the

total revenue that would be generated is $240,240.00,
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