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2 The first step in determining the requested level of O&M expenses was to assign each

3 Double Diamond Account to a classification used by the TCEQ within the rate

4 application. Page I of 22 of Attachment 10 to the application illustrates each account

5 maintained by the Utility during the test year, along with the TCEQ category of expense

6 to which it was assigned.

7 The second step was to remove from the booked values those items which are not

8 allowed per TCEQ rules or are otherwise contained within the cost of service. The

9 following discusses those adjustments that were made:

10 1) $394 was removed for Employee Golf Expense

11 2) $2,824 was removed for Equipment / Lease Recurring as this represents an

12
intra-company payment for Equipment included within the requested rate base

13 3) $5,544 was removed for Vehicle / Lease Recurring as this represents an intra-

14 company payment for Vehicles included within the requested rate base

15 4) $59,176 was removed from Notes Payable - Prior Yr Deficit as this represents

16
the amounts paid in the Test Year by the Utility to the parent Company for

17 previous cash advances. This amount is proposed to be recovered through

18 deferred accounting treatment as discussed earlier.

19 5) $134,397 was removed from Notes Payable - Land Improvements as this

20 represents the amounts paid in the Test Year by the Utility to the parent

21
Company for previous debt issued to fund capital investment. This capital

22 investment is contained within the requested rate base.
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1 These adjustments are illustrated in detail on Page 1 of 22, Attachment 10 to the

2 application.

3 The third and final step was to directly assign or allocate expenses to either the water or

4 wastewater service function of the utility. Details regarding the allocation of expenses

5 are also contained in Attachment 10 to the application.

6 Q. COULD YOU PLEASE DISCUSS HOW EXPENSES WERE ASSIGNED OR

7 ALLOCATED TO THE WATER AND WASTEWATER SERVICE FUNCTIONS

8 AS PART OF THE APPLICATION?

9 A. To allocate the O&M expenses to the water and wastewater systems, I obtained copies of

10 the Utility's detailed trial balance, which lists, by line-item, each expense, the date it was

11 posted, and a brief description of what the expense entailed. Using this information, I

12 directly assigned expenses to the water and wastewater service functions where sufficient

13 detail existed. Where sufficient detail did not exist in the Utility's records, I developed

14 allocation factors which reflected what caused the particular cost to be incurred. All

15 assignments and allocations are specifically detailed in Attachment 10 to the application.

16 Q. DID THE ASSET EVALUATION PERFORMED BY DR. HARKINS HAVE AN

17 IMPACT ON THE UTILITY'S REQUESTED LEVEL OF OPERATIONS AND

18 MAINTENANCE EXPENSES?

19 A. Yes.

20 Q. CAN YOU PLEASE EXPLAIN THESE CHANGES?

21 A. Within the Test Year, DDU expensed some items that Dr. Harkins has capitalized and

22 included within the requested rate base. Table 14 illustrates the accounts impacted and

23 quantifies the changes made:
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Table 14 - Summary of Asset Evaluation O&M Adjustments

Account Application Value
Capitalized

Adjusted Value
Expense

Groundwater Systems

R&M - Water Plant $ 129,288 $(84,209) $ 45,079

R&M - Distribution Lines 35,096 (3,551) 31,545

Surface water Systems

R&M - Water Plant $ 188,334 $(75,488) $ 112,846

R&M - Distribution Lines 17,394 (1,318)' 16,076

Additionally, some expenses within the application have been allocated to the respective

water and wastewater utilities based on the gross cost of original plant investment. These

accounts include:

• Employee Compensation

• Referral Bonus

• Bonus Commission

• Hourly Wages

• Payroll Burden

• Other Employee Expense
• Vehicle Expense
• Vehicle Fuel Expense

• Equipment Fuel Expense
• Equipment Lease Payment

• Insurance

• R&M Building

• R&M Equipment

• Taxes & Licenses (unless directly assigned)
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1 Table 15 presents the change in the plant allocation factors based on the Asset Evaluation.

Table 15 - Summary of Impacts to Plant Allocation Factors

Account Water Sewer Total

Groundwater Systems

Application Factor (GWPLANT)

$ $ 2,974,997 $ 1,692,623 $ 4,667,620

% 63.74% 36.26% 100.00%

Adjusted Factor (GWPLANT)

$ $ 4,780,636 $ 3,750,000 $ 8,530,636

% 56.04% 43.96% 100.00%

Surface water Systems

Application Factor (SWTLANT)

$ $ 3,747,502 $ 1,927,463 $ 5,674,965

% 66.04% 33.96% 100,00%

Adjusted Factor (SWPLANT)

$ $ 1,185,625 $ 794,000 $ 1,979,625

% 59.59% 40.11% 100.00%

2

3 Q. HOW DID THE ASSET EVALUATION CHANGE THE UNDERLYING

4 OPERATIONS AND MAINTENANCE DATA CONTAINED WITHIN THE

5 APPLICATION?

6 A. The Asset Evaluation did not change the underlying data presented in the application; the

7 data is simply being reclassified. For example, some operations and maintenance

8 expenses within the Test Year have been capitalized as a result of the Asset Evaluation.

9 The data has not changed, but the classification of the data as an asset versus an expense

10 has changed. The effect of this change in classification is to decrease operations and

1 I maintenance expense and increase rate base. along with all attendant impacts to working

12 cash allowance, return, income taxes, and depreciation expense. This resulted in an

66
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1 overall decrease in the requested revenue requirement for the Utility's Groundwater

2 customers, which directly benefits the Utility's customers.

3 Q. CAN YOU PLEASE SUMMARIZE THE TOTAL LEVEL OF O&M EXPENSES

4 INCLUDED IN THE UTILITY'S REVENUE REQUIREMENT TAKING INTO

5 ACCOUNT THE IMPACT OF THE ASSET EVALUATION?

6 A. The requested summary is presented in Table 16 below:

Table 16 - Summary of Requested O&M Expenses

TCEO Category Groundwater Surface Water Total

Salaries and Wages $ 121,878 $ 81,381 $ 203,259

Contract Labor 2,824 3,633 6,456

Purchased Water 0 10,846 10,846
Chemicals 5,048 5,001 10,050

Utilities 104,288 27,961 132,249

Repairs / Maintenance / Supplies 88,890 132,512 221,402

Office Expenses 4,440 5,122 9,562

Accounting & Legal Fees 10,100 18,674 28,774

Insurance 16,244 7,813 24,057

Miscellaneous 60,334 77,156 137,490

Total O&M $ 414,046 $ 370,099 $ 784,145

8 XI. TAXES OTHER THAN INCOME

9 Q. WITHIN THE APPLICATION, THE UTILITY IS REQUESTING RECOVERY

10 OF TAXES OTHER THAN INCOME TAXES, IS THIS CORRECT?

11 A. Yes. The Utility is requesting the recovery of payroll taxes. property tax, and other taxes

12 and licenses.
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1 Q. HOW WAS THE REQUESTED LEVEL OF TAXES OTHER THAN INCOME

2 TAX DETERMINED?

3 A. The requested level of taxes other than income taxes was determined in the same manner

4 as the O&M expenses contained within the application. The actual expenses incurred by

5 the utility for the Test Year in these accounts were totaled and either directly assigned or

6 allocated to the water and wastewater service functions utilizing various allocation

7 factors. The allocation of payroll taxes is illustrated on Page 4 of 22, Attachment 10 to

8 the application. The assignment and/or allocation of property tax is contained on Page 1.9

9 of 22, Attachment 10 to the application. Finally, the assignment and/or allocation of

10 other taxes and licenses is illustrated on Page 18 of 22, Attachment 10 to the application.

11 XII. OTHER REVENUES

12 Q. COULD YOU PLEASE EXPLAIN WHAT "OTHER REVENUES" ARE

13 INCLUDED WITHIN THE APPLICATION?

14 A. As detailed in Attachment 10, the "other revenues" included in the application consists of

15 Water Tap Revenue, Reconnect / Transfer fees, Other Income, and Interest Income.

16 Q. WHY ARE TAP FEE REVENUES INCLUDED AS PART OF "OTHER

17 REVENUES"?

18 A. The Utility records expenses associated with performing taps as an O&M expense. These

19 expenses, which are included in the application, must be offset by the amount of expense

20 borne by the customer. By including both the tap expense and offsetting revenue, only

21 the incremental expense not currently covered by tap fee revenue is included in the cost

22 of service.

23
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1 XIII. SUMMARY OF TOTAL REVENUE REOUIREMENT

2 Q. COULD YOU PLEASE SUMMARIZE THE TOTAL REVENUE REQUIREMENT

3 PRESENTED IN THE APPLICATION?

4 A. Table 17
below summarizes the total requested revenue requirement contained within the

5 application:

Table 1177 - Sununary of Application Revenue Requirement

Groundwater Surface Water Total

O&M Expense
$ 517,955 $ 472,796 $ 990,751

12,725 13,055 25,780
Payroll Taxes 5,806
Property and other Taxes 3,352 2,454

Annual Depreciation and Amortization 117,281 81,214 198,495

49,16033,796 15,364
Income Taxes

Return
116,124 52,790 168,914

Other Revenues (12,116) (9,622) (21,738)

Total Revenue Requirement $ 789,117 $628,051 $ 1,417,168

6

7 Q. DOES THE ABOVE TABLE 17 REPRESENT THE REVENUE REQUIREMENT

8 BEING REQUESTED BY THE UTILITY IN THIS PROCEEDING?

9 A.
No. The results presented in the table above do not take into account the results of the

10
Asset Evaluation, recommended by Commission Staff, and performed by Dr. Harkins.

11
DDU requests that the ALJ consider the impact of this Study in determining the Utility's

12 revenue requirement.

13 Q.
PLEASE PROVIDE A SUMMARY OF THE UTILITY'S REQUESTED

14
REVENUE REQUIREMENT TAKING INTO ACCOUNT THE RESULTS OF

15 THE ASSET EVALUATION?

16 A. The Utility's requested revenue requirement is contained in Table 2 above.

17
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I XIV. DEVELOPMENT OF BILLING DETERMINANTS

2 Q. HOW WAS THE NUMBER OF CUSTOMERS UTILIZED FOR RATE DESIGN

3 IN THE APPLICATION DETERMINED?

4 A. The number of customers utilized for rate design is equivalent to the customers indicated

5 in the billing records of the Utility as of December 2007. Table 18 below provides a

6 summary of the number of customers, by meter size.

Table 18 - Summary of Customers

Meter Size Groundwater Surface Water Total

5/8" 585 215 800

1^' 18 12 30

1 '/z" 9 1 10

2" 10 15 25

3" 0 1 1

Total Customers 622 244 866

7

8 Q. HOW WAS THE BILLED CONSUMPTION UTILITIZED FOR RATE DESIGN

9 DETERMINED IN THE APPLICATION?

10 A. To determine the volumes used in rate design, the billed consumption for the utility was

11 reviewed for the Test Year. At the same time, data on precipitation was reviewed from

12 the National Weather Service for the Test Year. As indicated by National Weather

13 Service records, and illustrated in Table 19 below, all three subdivisions experienced

14 greater than normal rainfall during the Test Year. As such, the volume of water used by

15 customers was lower than normal.
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Table 19 -- Departure from Normal Precipitation

The Retreat The Cliffs White Bluff

Weather Station Cleburne Palo Pinto Whitney Dam

Station Number 411800 416766 419715

Departure from Normal Precipitation (Inches)

2006 (0.32) (7.34) (6.49)

2007 19.69 13.55 28.00

Note: Whitney Dam Station Records Incomplete in 2006 and 2007

2

3 Given the higher level of precipitation than normal, and in an effort to ensure the

4 development of fair and equitable rates, the Utility has chosen to utilize a level of

5 "normalized consumption" on which to develop rates.

6 Q. HOW WAS THE LEVEL OF NORMALIZED CONSUMPTION DETERMINED?

7 A. The level of normalized consumption was developed by taking the consumption, by

8 1,000 gallon block, for Calendar Year 2006 and 2007 and averaging the two years. The

9 same was done for the number of customers by 1,000 gallon block. The average

10 consumption for the two years was then divided by the average customers for the two

1I years to develop a normalized consumption per connection within each 1,000 block.

12 To project consumption, the number of meters as of December 2007 was annualized and

13 then distributed to the 1.000 gallon blocks based on the 2006 and 2007 average

14 distribution of customers. Once the projected level of customers was distributed across

15 the blocks, the number of customers was multiplied by the normalized average

16 consumption per connection, by block, to develop the projected normalized consumption

17 for rate design.
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1 The development of the normalized consumption levels are illustrated in Attachment 11

2 to the application. Table 20 summarizes the normalized billing determinants used for rate

3 design purposes.

4

5

6

7 Q.

8

9 A

10

11

12

13

14

15

16

F

Table 20 - Summary of Normalized Billing Determinants (Gallons)

Rate Block Groundwater Surface Water Total
0-3,000 18,121,934 5,162,972 23.284,906
3,001 - 10,000 27,873,599 6,617,750 34,491,349
10,001 - 15,000 12,540,199 2,892,268 15,432,466
15,001 -20,000 8,987,213 2,088,824 11,076,038
20,001 + 52,707,629 11,628,544 64,336,174

Total 120,230,574 28,390,358 148.620,933

XV. RATE DESIGN

WHAT RATE DESIGN IS THE UTILITY REQUESTING IN ITS

APPLICATION?

The Utility is requesting a two-part rate design consisting of (1) a meter charge, which

escalates based on the size of the meter, and (2) a five (5) block inclining volumetric

charge. The requested blocks are as follows:

• 0 - 3,000

• 3,001 -10,000

• 10,001 - 15.000

• 15,001 - 20.000

• 20,001 +
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1 Q.
BASED ON THE PERFORMANCE OF THE ASSET EVALUATION AN^ THIS

2
IMPACT ON THE UTILITY'S REQ^STED REVENUE ^QI^NI

QUESTED

3
THERE A CORRESPONDING IMPACT TO THE UTIL

ITY'S

4 RATES?

requesting
a lower consolidated rate be approved for the systems at

5 A . Yes. DDU is req g

6
White Bluff and The Retreat. The utility's request for rates at The Cliffs is uniN THiS

7 Q.
PLEASE SUMMARIZE THE RAT E5 BEING REQUESTED

8 PROCEEDING.

A.
The rates being requested by the Utility are contained in Table 3 above.

9 A

XVI. RATE NOTICE

10 CHANGE DELIVERED TO

1 i Q.
IN THE NOTICE OF PROPOSED RATE

VENUE INCREASE

12
CUSTOMERS, WHAT WAS THE TOTAL ANNUAL ^

13
FOR GROUNDWATER AND SURFACE WATER CUSTOMERS?

The proposed total annual revenue increase for Groundwater and Surface
Water

14 A. calculation of these numbers is

15
Customers was $152,173 and $94,812, respectively. The

illustrated in Attachment 12 to the Application.
16

17 Q.
WERE THESE INCREASES CALCULATED ON THE UTILITY'S CURRENTLY

18
APPROVED RATES?

19 A. No.
At the time the application was filed. DDU s proposed rates under its 2006 Test

20
Year Water Rate Application were in effect.

prefded Direct Testimony and Exhibit of Chr^
gc ^3
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I Q. HAVE YOU CALCULATED THE INCREASES RESULTING FROM THE

2 UTILITY'S CURRENTLY APPROVED RATES AND THE REQUESTED RATES

3 PRESENTED IN TABLE 3 ABOVE?

4 A. Yes. The Utility's requested rates proposed to generate $219,741 and $235,589 in

5 additional revenue from Groundwater and Surface Water customers, respectively. This

6 amounts to a total rate revenue increase of $455,330 based on the Utility's currently

7 approved rates. Schedule CDE-8 (Exhibit DDU-26) provides the proof of revenues

8 generated under the Utility's currently approved rates as compared to the revenue

9 generated under the Utility's requested rates.

10 XVII. RATE CASE EXPENSES

1 I Q. IS DDU REQUESTING RECOVERY OF RATE CASE EXPENSES AS PART OF

12 THIS PROCEEDING?

13 A. It is my understanding that DDU is requesting recovery of rate case expenses.

14 Q. CAN YOU PLEASE PROVIDE A SUMMARY OF THE RATE CASE EXPENSES

15 INCURRED BY THE UTILITY THROUGH THE PROVISION OF SERVICES

16 BY J. STOWE & CO. RELATED TO THIS APPLICATION?

17 A. As of February 15, 2010, J. Stowe & Co. has billed the Utility $46,962 for services

18 provided related to this application. Schedule CDE-9 (Exhibit DDU-27) provides a

19 summary of the hours billed to DDU by members of J. Stowe & Co. along with a brief

20 description of the tasks performed.

21 Q. DOES THIS REPRESENT THE UTILITY'S TOTAL REQUEST?

22 A. No. This figure represents only those expenses incurred by J. Stowe & Co. as of

23 February 15, 2010. Expenses associated with legal counsel and engineering consulting

375824-10 09;2';2010
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I have also been incurred and recovery of those expenses is also requested. Additionally,

2 these figures will need to be updated prior to a final determination on rate case expenses

3 by the Commission. Based on numbers provided by DDU on February 26, 2010, the

4 Utility has incurred the following total rate case expenses:

• Jackson Walker, LLP

• Armburst & Brown, LLP

• Harkins Engineering

• J. Stowe & Co.
Total

$ 56,343
48,426
10,675 (1/2 of $21,350)
46,962

$ 162,406

Q. WERE THE EXPENSES INCURRED BY J. STOWE & CO. REASONABLE,

12 NECESSARY, AND SPECIFIC TO THIS APPLICATION?

13 A. Yes.

14 Q. HAVE YOU BENCHMARKED THE UTILITY'S REQUESTED RATE CASE

15 EXPENSES AGAINST OTHER CONTESTED RATE CASES TO DETERMINE

16 WHETHER THE REQUESTED EXPENSES ARE REASONABLE?

17 A. Yes. The Commission recently considered the Proposal for Decision in TCEQ Docket

18 No. 2007-1867-UCR. This particular case involves many of the same issues faced by

19 DDU, including consolidation of systems under a single rate.

20 While rate case expenses are still under review by the ALJ in this proceeding and a Final

21 Order is pending, Finding of Fact No. 16 in the Proposed Order indicates the Utility

22 incurred $142.314.81 in reasonable and necessary expenses through May 22, 2009.

23 Subsequent affidavits filed indicate total rate case expenses will total approximately

24 $171,063.75. According to the Proposal for Decision, Texas Landing Utilities serves

25 approximately 229 customers (143 water and 86 sewer). Based on these figures, Texas

26 Landing Utilities incurred rate case expenses of approximately $747 per connection.
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1 At present, DDU has incurred approximately $162,406 in total rate case expenses to-date.

2 As of December 2007, DDU had 866 water customers. On a per connection basis, DDU

3 has incurred approximately $187.53 in rate case expense per connection, which is

4 approximately $559 less than the amount spent in the Texas Landing Utilities case.

5 Given this comparison, in my opinion, DDU's expenses can be considered reasonable.

6 XVIII. CONCLUSION

7 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

8 A. Yes. However, with the Administrative Law Judge's permission I would request the

9 right to amend, delete and/or add to my testimony as additional facts become known.
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Double Diamond Utilities Co.

(The Rebast) Water Tariff Page No. 2
(Water Utility Name) Revision Date i 1

SECTION 1.0 - RATE SCHEDULE
Section 1.01 - Rates

Monthly base rate including 0 gallons

Meter Size:

Residential Gallonage Charge (over Minimum):
0- 3,000 $2.00 per 1,000 gallons

4Y or 3li $ 39.00 3,001-10,000 $2.75 per 1,000 gallons

1" $ 97.50

1 'h" $ 195.00

2" $ 312.00

3" $ 585.00

Other. _ $

10,001 -15,000 $3.80 per 1,000 gallons
15,001 - 20,000 $5.25 per 1,000 gallons
20,001 and over $7.25 per 1,000 gallons

Regulatory Assessment Fee .......1 %
A REGULATORY ASSESSMENT, EQUAL TO ONE PERCENT OF THE CHARGE FOR RETAIL WATER SERVICE ONLY, SHALL BE

COLLECTED FROM EACH RETAIL CUSTOMER

Section 1.02 - Miscellaneous Fees
TAP FEE $___675-.E_

TAP FEE IS BASED ON THE UTk.nYS ACTUAL COST FOR MATERIALS AND LABOR FOR STANDARD RESB7ENTIAI. CONNECTION OF W X+v.'

METER.

RECONNECTION FEE
THE RECONNECT FEE WILL BE CHARGED BEFORE SERVICE CAN BE RESTORED TO A CUSTOMER WHO HAS BEE DISCONNECTED FOR

THE FOLLOWING REASONS:

a) Non payment of bill (Maximum $25.00) ................................................... $ 25 00

b) Customer's request ................................................................................ $ 25, 00
Or other reasons listed under Section 20CF of this tariff

TRANSFER FEE ................................................................................................................$ L5 . 00
THE TRANSFER FEE WILL BE CHARGED FOR CHANGING AN ACCOUNT NAME AT THE SAME SERVICE LOCATION WHEN THE SERVICE IS NOT

DISCONNECTED.
10%

LATE CHARGE (Not more than $5.00 or 10%)(Indicate one) ............................................... $ _

A ONE TIME PENALTY MADE ON DELINQUENT BILLS BUT MAY NOT BE APPLIED TO ANY BALANCE TO WHICH THE PENALTY WAS APPLIED IN A

PREVIOUS BILLING

RETURNED CHECK CHARGE ............................... ..... $ 30 00

CUSTOMER DEPOSIT ( Maximum $50) .................. ..... $ N^2

METER TEST FEE (actual cost of testing the meter up to) ...................................................$ 25A0
THIS FEE MAY BE CHARGED IF A CUSTOMER REQUESTS A SECOND METER TEST WITHIN A TWO YEAR PERIOD AND THE TEST INDICATES
THAT THE METER IS RECORDING ACCURATELY.

78

RATES LISTED ARE EFFECTIVE ONLY IF THIS PAGE HAS TCEQ APPROVAL STAMP
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Double Diamond Utditres Co.
(YVhite Bluff)

(Water Utility Name)
SECTION 1.0 - RATE SCHEDULE

Section 1.01 - Rates

Monthly base rate including 0 gallons

Meter Size:

Residential

5/e"orah" $ 31.01

1" $ 77.51

1 $ 155.03

2" $ 248.04

3" $ 465.08

Other. _" $

Water Tariff Page No. 2
Revision Date __J I

Gallonage Charge (over Minimum):
0-3,000 $1.59 per 1,000 gallons
3,001 - 10,000 $2.19 per 1,000 gallons
10,001 - 15,000 $3.02 per 1,000 gallons
15,001 - 20,000 $4.17 per 1,000 gallons
20,001 and over $5.76 per 1.000 gallons

Regulatory Assessment Fee .......1 %
A REGIA.ATORY ASSESSMENT, EQUAL TO ONE PERCENT OF THE CHARGE FOR RETAiL WATER SERVICE ONLY, SHALL BE
COLLECTED FROM EACH RETAIL CUSTOMER

Section 1,02 =Misceitaneous Fees
TAP FEE $___675_00

TAP FEE IS BASED ON THE UTILITY'S ACTUAL COST FOR MATERIALS AND LABOR FOR STANDARD RESIOENTtAL CONNECTION OF 45• Xw
METER.

RECONNECTION FEE
THE RECONNECT FEE WILL BE CHARGED BEFORE SERVICE CAN BE RESTORED TO A CUSTOMER WHO HAS BEE DISCONNECTED FOR
THE FOLLOWING REASONS'

a) Non payment of bill (Maximum $25.00) ...................................................$ 25 . 00
b) Customer's request ............................... .. ............................................ $ 25, 04

Or other reasons listed under Section 20CF of this tariff
TRANSFER FEE ................................................................................................................ $ 25.00

THE TRANSFER FEE WILL BE CHARGED FOR CHANGING AN ACCOUNT NAME AT THE SAME SERVICE LOCATION WHEN THE SERVICE IS NOT
DISCONNECTED

LATE CHARGE (Not more than $5.00 or 10%)(Indicate one) .................... 10'k............. ............. $
A ONE TIME PENALTY MADE ON DEL!NQUENT BILLS BUT MAY NOT BE APPLIED TO ANY BALANCE TO WHICH THE PENALTY WAS APPLIED IN A

PREVIOUS BILLING

RETURNED CHECK CHARGE.,. ., . . ...... . ..................... . ............... . .............. .... S 30 00

CUSTOMER DEPOSIT (Maximum $50).. . .... .......... . $ None... .. .... ...... ......................................

METER TEST FEE (actual Cost of testing the meter up to)__ ......... ..... .... .................. S 25.00
THIS FEE MAY BE CHARGED i>= A CUSTOMER RE•OiIESTS A SECOND AaETER TEST W9TH!N A -WO YEAR PERIOD AND THE TEST INDICATES
THAT THE METER IS RECOPDING ACCURATELY

RATES LISTED ARE EFFECTIVE ONLY IF THIS PAGE HAS TCEQ APPROVAL STAMP

TCEQtGM123 ;02/G^SIG71 Page 36 of 41
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Volumetric Charge (Per 1,000 gal.)

0-3,000 $ 2.62 $ 2.93 $ 1.59 1

3,001 -10,000 3.60 3.38 2.19

10,001 - 15,000 4.98 5.71 3.02

15,001 - 20,000 6.87 9.65 4.17

20,001 + 9.49 16.28 5.76

2 VI. DEFERRED ACCOUNTING TREATMENT OF CASH ADVANCES

3 Q. WITHIN THE APPLICATION THE COMPANY IS REQUESTING DEFERRED

4 ACCOUNTING TREATMENT BY THE COMMISSION FOR CERTAN

5 EXPENSES. COULD YOU PLEASE EXPLAIN THIS FACET OF THE

6 APPLICATION?

7 A. Yes. Historically, the parent company of the Utility has provided money to the Utility to

8 cover funding shortfalls in lieu of the Utility applying for rate increases. This action was

9 taken due to the fact that all of the System's were installed in new residential

10 developments which, at the time, had limited customers. Had the Utility chosen to

11 increase rates at the time, the cost of providing service would have been spread over such

12 a small number of customers driving rates up, possibly to levels considered unaffordable.

13 By deferring these costs, rates were held at lower levels allowing the customer base to

14 grow.

15 Under the agreement between the Utility and its parent, the Utility must pay back the

16 funds used to cover funding shortfalls. However, under the utility basis of revenue

17 requirement determination, without deferred accounting treatment, there is no way for the

18 Utility to recover the necessary funds to repay its parent. As such. DDU is requesting

19 deferred accounting treatment for these monies and is requesting that the Commission

375824-10 09127/2010 Pretiled [Arcct Testimony and Exhibits of Chris Ekntt
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I authorize the creation of a regulatory asset to allow the Utility to recover these funds as

2 growth occurs on the system on an on-going basis.

3 Q. HAS THE COMMISSION PREVIOUSLY GRANTED DEFERRED

4 ACCOUNTING TREATMENT?

5 A. Yes.
The Commission routinely grants deferred accounting treatment when allowing

6 recovery of rate case expenses per 30 TAC §291.28(7).
In the Aqua Texas case,

7 deferred accounting treatment was granted in two instances; first, for rate case expenses

8 and, second, to recover deferred expenses related to the proposed phasing-in of rates.

9 Q, WHAT IS THE UTILITY'S SPECIFIC REQUEST WITH REGARDS TO THE

10
DEFERRED ACCOUNTING TREATMENT OF THE CASH ADVANCES IT

11 RECEIVED?

12 A.
Given that all but one of the cash advances was a five (5) year balloon note and matures

13
on or before 12/31/2010, the Utility is requesting deferred accounting treatment through

14
the creation of a regulatory asset in the amount of $554,319, which is equivalent to the

15
outstanding balance of the cash advances at the beginning of the Test Year, with the asset

16 being amortized over a five (5) year period. The regulatory asset is proposed to be

17 allocated $284,012 and $270,307 to the groundwater customer group and surface water

18 customer group, respectively, to recognize which water and wastewater systems benefited

19
from the incurrence of the advance. Finally, these amounts are further allocated to the

20 water and wastewater service functions based on the number of customers specific to

21 each grouping (i.e., groundwater vs. surface water) of customers.
The calculations

22 supporting the deferred accounting treatment are contained on Page 22 of Attachment 10

23 to the application.
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1 Please note that to recognize the Utility's prior 2006 Test Year water rate application, I

2 have amortized the regulatory asset beginning in 2006.

3 VII. RATE BASE/ INVESTED CAPITAL

4 Q. COULD YOU SUMMARIZE THE LEVEL OF INVESTED CAPITAL

5 PRESENTED IN THE APPLICATION?

6 A. The level of investor supplied capital presented in the application is summarized in Table

7 6 below:

Table 6- Application Level of Investor Supplied Capital

Groundwater Surface Water Total

Net Book Value of Assets $ 2,691,631 $ 625,991 $ 3,317,622

Working Cash Allowance 64,744 59,100 123,844

Less: Developer Contributions (1,699,742) (204,747) (1,904,489)

Total Investor Supplied Capital $ 1,056,633 $ 480,344 $ 1,536,977

8

9 Q. COULD YOU ALSO PLEASE PROVIDE A SUMMARY OF THE ORIGINAL

10 COST, ACCUMULATED DEPRECIATION, ANNUAL DEPRECIATION, AND

11 NET BOOK VALUE FOR ASSETS PRESENTED WITHIN THE APPLICATION?

12 A. The original cost, accumulated depreciation, annual depreciation, and net book value of

13 water assets presented in the application are summarized in Table 7 below:

Table 7 - Application Rate Base Summarv

Groundwater Surface Water Total

Original Cost $ 3,260,334 $ 961,808 $ 4,222,142

Accumulated Depreciation ( 568,703) (335,817) (904,520)

Net Book Value $ 2,691,631 $ 625,991 $ 3,317,622

Annual Depreciation $ 117L81 $ 81,214 $ 198,495

14
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I Q. YOU TESTIFIED EARLIER THAT TCEQ STAFF RECOMMENDED THAT

2 DDU PERFORM AN ASSET EVALUATION IN SUPPORT OF ITS REQUESTED

3 RATE BASE. IS THIS CORRECT?

4 A. Yes. That is my understanding.

5 Q. COULD YOU PLEASE EXPLAIN THE IMPACT THE ASSET EVALUATION

6 HAS ON THE NUMBERS YOU PRESENTED IN TABLE 7 ABOVE?

7 A. Based on the numbers presented by Dr. Harkins, DDU's rate base is greater than what

8 was originally presented in the application.

9 Q. CAN YOU PLEASE QUANTIFY THE INCREASE IN RATE BASE RESULTING

10 FROM THE WORK PERFORMED BY DR. HARKINS?

11 A. Schedule CDE-5 (Exhibit DDU-23) presents the requested quantification

12 Q. HAVE YOU PERFORMED A COMPARISON BETWEEN THE ASSETS

13 PRESENTED IN THE APPLICATION AND THE ASSET LISTING

14 DEVELOPED THROUGH THE CONDUCT OF THE ASSET EVALUATION?

15 A. Yes. This comparison is contained in Schedule CDE-6 (Exhibit DDU-24).

16 Q. BASED ON THE NUMBERS PRESENTED BY DR. HARKINS, COULD YOU

17 PLEASE PROVIDE A SUMMARY OF DDU'S REQUESTED RATE BASE?

18 A. Table 8 below presents a summary of DDU's requested rate base as a result of the Asset

19 Evaluation:
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I

Table 8 - Requested Water Rate Base Resulting from Asset Evaluation

Groundwater Surface Water Total

Original Cost $ 4,933,188 $ 1,340,448 $ 6,273,636

Accumulated Depreciation (1,084,759) (436,501) (1,521,260)

Net Book Value $ 3,848,429 $ 903,947 $ 4,752,376

Annual Depreciation $ 185,223 $ 73,069 $ 258,291

2

3 Q. BASED ON THE WORK PERFORMED BY DR. HARKINS, ARE THERE

4 OTHER IMPACTS TO THE UTILITY'S LEVEL OF INVESTED CAPITAL

5 PRESENTED IN THE APPLICATION?

6 A. Yes, The level of working cash allowance is impacted as well as the level of developer

7 contributions.

8 Q. PLEASE EXPLAIN THE IMPACT ON THE UTILITY'S WORKING CASH

9 ALLOWANCE?

10 A. In accordance with 30 TAC §291.31(c)(2)(B)(iii), DDU's requested working cash

11 allowance is set equivalent to 1/8`I' of its operations and maintenance ("O&M") expenses.

12 However. Dr. Harkins has identified some expenses during the Test Year which should

13 have been capitalized by the utility, instead of included as an O&M expense. By

14 capitalizing these items into rate base, the utility's operations and maintenance expenses

15 are decreased and, as a result, the level of working cash allowance must also be

16 decreased.

17 Additionally, as will be discussed later, some of the O&M expenses within the

18 application have been allocated to the respective water and sewer utilities based on

19 original cost of plant investment. Including the original cost resulting from the Asset

375824-10 09/27i2010 Pretiled Direct Test mony and Exhibits ofChris Unit
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7

1 Evaluation alters the allocation of expenses between the water and sewer utility, further

2 impacting O&M expenses and the working cash allowance.

3 Q. CAN YOU PLEASE QUANTIFY THE IMPACT TO WORKING CASH

4 ALLOWANCE?

5 A. Table 9 shows the reduction in operations and maintenance expense and the resulting

6 reduction in the Utility's requested working cash allowance:

Table 9-lmpact to Working Cash Allowance from Asset Evaluation

Groundwater Surface Water Total

Application level of O&M Expense $ 517,955 $472,797 $990,751

Working Cash Allowance (1/8t" O&M) $64,744 $59,100 $123,844

Adjusted level of O&M Expense
(based on Asset Evaluation) $ 414,046 $ 370,099 $ 784,145

Working Cash Allowance (1/8`h O&M) $ 51,756 $ 46,262 $ 98,018

Reduction in O&M Expense $ (103,909) $ (102,697) $ (206,606)

Reduction in Working Cash Allowance $(12,988) $(12,838) $(25,826)

8 Q. PLEASE EXPLAIN HOW THE LEVEL OF DEVELOPER CONTRIBUTIONS

9 IDENTIFIED WITHIN THE APPLICATION IS IMPACTED BY THE ASSET

10 EVALUATION PERFORMED BY DR. HARKINS?

11 A. It is my understanding that it has been the practice of the Utility's Parent Company to pay

12 for 80% of the initial assets, including all distribution mains and lines, during the

13 construction of a water and sewer system. The remaining 20% was then paid by the

14 Utility. Beyond initial construction, all assets and maintenance are funded 100% by the

15 Utility. To determine the appropriate level of these contributions by the parent company,

375824-10 09i2712010 Prefiled Direct Testimony and Exhibits ofChris El;rut
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1 Mr. Gracy has identified those assets, subject to the 80% payment by the parent company

2 from the asset listing produced by Dr. Harkins, This listing is presented herein as

3 Schedule CDE-7 (Exhibit DDU-25).

4 Q. CAN YOU PLEASE QUANTIFY THE IMPACT OF THIS ADJUSTMENT TO

5 DEVELOPER CONTRIBUTIONS?

6 A. Table 10 illustrates the total Parent Company contributed assets contained within the

7 application as compared to the amount identified by Mr. Gracy resulting from the asset

8 evaluation.

Table 10 - Impact of Asset Evaluation of Developer Contributed Capital

Groundwater Surface Water Total

Application Value $ 1,699,742 $ 204,747 $ 1,904,489
Adjusted Values 2,222,479 329,195 2,551,674(as identified by Mr. Gracy)
Variance $ 522,737 $ 124,448 $ 647,185

10 Q. PLEASE SUMMARIZE THE UTILITY'S LEVEL OF INVESTED CAPITAL

11 BASED ON THE RESULTS OF THE ASSET EVALUATION?

12 A. Table 11 below presents the requested level of invested capital in accordance with the

13 results of the Asset Evaluation.

Table 1 I-Asset Evaluation Level of Investor Supplied Capital

Groundwater Surface Water Total

Net Book Value of Assets $ 3,848,429 $ 903,947 $ 4,752,376

Working Cash Allowance 51,756 46.262 98,018

Less: Developer Contributions (2.222.479) (329,195) (2,551,674)

Total Investor Supplied Capital $ 1,677,709 $ 621,014 $2,298,720
14
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I VIII. RATE OF RETURN

2 Q. WHAT RATE OF RETURN IS DDU REQUESTING IN THIS APPLICATION?

3 A. As illustrated on Table IV.D of the application, DDU is requesting a rate of return of

4 10.99%. This rate of return is predicated on the Parent Company's capital structure of

5 50.47% debt and 49.53% equity, with a return on equity ("ROE") of 12.00% and a cost of

6 debt of 10.00%.

7 Q. WHAT RULES GOVERN THE DETERMINATION OF A FAIR RATE OF

8 RETURN FOR THE UTILITY IN THIS PROCEEDING?

9 A. Texas Water Code §13.183 through §13.185, and the Texas Administrative Code, at 30

10 TAC §291.31, speak to the determination of a fair rate of return for a utility. Specifically,

11 30 TAC 291.3 1 (c)(1)(a) states that "the return should be reasonably sufficient to assure

12 confidence in the financial soundness of the utility and should be adequate, under

13 efficient and economical management, to maintain and support its credit and enable it to

14 raise the money necessary for the proper discharge of its public duties."

15 A. Capital Structure

16 Q. YOU TESTIFIED EARLIER THAT DDU HAS USED ITS PARENT COMPANY'S

17 CAPITAL STRUCTURE IN THE DETERMINATION OF DDU'S REQUESTED

18 RATE OF RETURN. CAN YOU EXPLAIN WHY DDU IS REQUESTING TO

19 USE ITS PARENT COMPANY CAPITAL STRUCTURE IN CALCULATING

20 RATE OF RETURN?

21 A. DDU is a wholly-owned subsidiary of DDD and currently does not obtain capital from

22 the financial markets. DDU depends completely on its parent company for its capital

375824-10 09!27,'2010 Prefiked Direct Testimony and Exhibits of Chris Ekrut
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1

2

3 Q.

4

5 A.

6

7

8

9

10 Q.

11

12

13 A.

14

15

Table 12 - Double Diamond Delaware Capital Structure

Debt Component

Notes Payable to Affiliates $ 100,000

Notes Payable 113,897,749

Debt Subtotal $ 113,997,749 50.47%

Equity Component

Total Shareholder's Equity $ 111,852,358

Equity Subtotal 111,852,358 49.53%

Total $ 225,850,107 100.00%

financing needs. As such, DDU is requesting to utilize the capital structure of its parent

company in this proceeding.

HOW WAS THE CAPITAL STRUCTURE EMPLOYED IN THE APPLICATION

DEVELOPED?

As DDU's only source of capital is its parent company, DDD, DDD's capital structure, as

contained within its 2007 audited financial statements, has been utilized in the

application. DDD's capital structure as of December 31, 2007 is summarized in Table 12

and is further detailed in Attachment 8 of the application:

HAS THE COMMISSION PERMITTED OTHER UTILITIES TO ASSUME THE

PARENT COMPANY CAPITAL STRUCTURE IN DETERMINING RATE OF

RETURN?

Yes. In SOAH Docket Nos. 582-05-2770 and 582-05-2771, Aqua Texas was permitted

to assume the capital structure of its parent, Aqua America, as its hypothetical capital

structure. Specifically, in the PFD in that proceeding, the ALJs stated:
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1 "The proper method for determining the appropriate overall weighted rate of
2 return involves combining and averaging Aqua Texas' cost of debt and the rate of
3 return shareholders are entitled to earn on common equity in the company. In this
4 case, it is not straightforward to determine Aqua Texas' capital structure, because
5 the operating utilities are wholly owned subsidiaries of a parent company. They
6 have no debt or equity in their own names. Rather, they propose to use the capital
7 structure of their parent corporation in calculating a rate of return in this case.
8 The ALJs find this is appropriate."3
9

10 The Commission ultimately agreed with the ALJs in the adoption of the Final Order. The

11 use of the parent Company's capital structure was also requested by Monarch Water

12 Utilities, Inc., a division of Southwest Water Inc., in SOAH Docket No. 582-08-1341;

13 TCEQ Docket No. 2007-1896-UCR. This case reached settlement prior to a contested

14 case hearing before the Commission.

15 Q. IS THERE INDUSTRY PRECEDENT ON THE USE OF THE PARENT

16 COMPANY CAPITAL STRUCTURE IN DETERMINING RATE OF RETURN?

17 A. Yes. The American Water Works Association ("AWWA") Ml Manual, at Page 41,

18 states "If the water utility is a subsidiary of another company (holding company), the

19 parent company's capital structure may be deemed to provide the appropriate weighting

20 of the costs of capital."4

' Proposal for Decision, SOAH Docket Nos. 582-05-2770 and 582-05-2771. Page 62

' American Water Works Association. Manual of Water Supply Practices, Principles of Water Rates. Fees, and

Charees, "AWWA MI", Fifth Edition
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B. Cost of Debt

2 Q. YOU PREVIOUSLY TESTIFIED THAT 10% WAS USED AS THE COST OF

3 DEBT IN THE APPLICATION. HOW WAS THIS AMOUNT DETERMINED?

4 A. The 10% cost of debt contained within the application is based on a review of the

5 comparable interest rates on debt issued to the Utility from financial institutions and its

6 Parent Company. Specifically, In 2000, DDU received a loan from RDO Financial at

7 10.9% for equipment purchases and from the Bank of Whitney at 10.50% for capital

8 investment. Both of these notes were paid off prior to the Test Year. As of the Test

9 Year, all capital needs of DDU are met by DDD and carry a 10% interest rate. 10%

10 represents the lowest interest rate on any of the Utility's past and current debt.

11 C. Cost of Equity

12 Q. YOU PREVIOUSLY TESTIFIED THAT 12% WAS USED AS THE COST OF

13 EQUITY IN PREPARING THE APPLICATION. IS THIS CORRECT?

14 A. Yes.

15 Q. HOW WAS THE 12% COST OF EQUITY ARRIVED AT?

16 A. The 12% cost of equity represents the presumptive cost of equity historically granted by

17 the TCEQ in contested rate proceedings. In SOAH Docket No. 582-03-2283, Appeal of

18 Tall Timbers Utility Company, Inc. to Review the Rate Making Actions of the City of

19 Tyler, the "ED argued that 12% is the cost of equity recommended by the ED in rate of

20 return calculations" The PFD in this case goes on to state that this presumptive 12%

21 cost of equity has been accepted by the ED since at least January 2001 ..."'. Further, to

Proposal for Decision, SOAH Docket No. 582-03-2283, Page 30.
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I my knowledge, a 12% cost of equity has been granted in all but one contested investor-

2 owned water utility proceeding in the state since at least 2001. The Commission orders

3 granting a 12% return on equity include:

4 • SOAH Docket No. 582-03-2283, An Order on Appeal of Tall Timbers Utility

5 Company, Inc. to Review the Ratemaking Actions of the City of Tyler for Sewer/Tariff

6 Increase in Smith County Sewer CCN 20694

7 • SOAH Docket No. 582-05-7838, An Order setting Retail Water Rates for Don M.

8 Bryant d/b/a Buena Vista Water System, Under CCN No. 11656

9 • SOAH Docket No. 582-03-3827, An Order approving the Applications of North

10 Orange Water & Sewer LLC, to Change Water and Sewer Rates

11 • SOAH Docket No. 582-97-0899, An Order Setting Retail Sewer Rates for

12 Tanglewood Water Company, Inc.

13 • SOAH Docket No. 582-04-6463, An Order Setting Retail Water Rates.for WaterCo.,

14 Inc., under CCN 10130 in Trinity and Walker Counties

15 • SOAH Docket Nos. 582-05-2770 and 582-05-2771, An Order approving the

16 Application of Aqua Utilities, Inc. and Aqua Development Company d/b/a Aqua

17 Texas, Inc. to Change Water and Sewer Rates.

18 Q. DID YOU COMPLETE THE RATE OF RETURN WORKSHEET ASSOCIATED

19 WITH THE RATE FILING PACKAGE INSTRUCTIONS?

20 A. The Rate of Return worksheet was completed and is included herein as Exhibit DDU-1.8.

21 Q. WHAT RETURN ON EQUITY RESULTED FROM THE COMPLETION OF

22 THE WORKSHEET?

23 A. 11.45%

375824-10 09.127i2010 Prefiled Direct lestimony and Exhibiu ot'Chris Ekrut
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I

2 Q. WHAT IN YOUR OPINION WOULD BE THE IMPACT IF DDU WAS

3 GRANTED A 11.45% RETURN ON EQUITY AS OPPOSED TO THE 12%

4 RETURN ON EQUITY HISTORICALLY APPROVED BY THE COMMISSION?

5 A. The granting of an 11.45% return over the 12% historically approved by the Commission

6 would be a direct violation of the key ratemaking standards established by the U.S.

7 Supreme Court in the Bluefield and Hope decisions, as summarized below:

8 A public utility is entitled to such rates as will permit it to earn a return on the
9 value of the property which it employs for the convenience of the public equal to

10 that generally being made at the same time and in the same general part of the
11 country on investments in other business undertakings which are attended by
12 corresponding risks and uncertainties; but it has no constitutional right to profits
13 such as are realized or anticipated in highly profitable enterprises or speculative
14 ventures.b (emphasis added)
15
16 From the investor or company point of view, it is important that there be enough
17 revenue not only for operating expenses, but also for the capital costs of the
18 business. These include service on the debt and dividends of the stock. By that
19 standard the return to the eguity owner should be commensurate with returns on
20 investments in other enterprises having corresponding risks. That return,
21 moreover, should be sufficient to assure confident in the financial integrity of the
22 enternrise. so as to maintain its credit and to attract canital.'
23

24 The presumptive 12% return on equity represents the Commission's determination of the

25 returns available on investments of similar risk within the State of Texas. Further, if

26 DDU is not allowed a 12% return, it would diminish the utility's ability to attract capital

27 as investors have come to rely on the Commission's 12% presumptive return. Failure to

6 Bluefield Water works v Public Service Commission, 262 U.S. 679 (1923)

Federal Power Commission v Hope Natural Gas Co., 320 U S. 591 (1944)
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1 grant a 12% return on equity would represent an unreasonable return and which would be

2 discriminatory on DDU and could potentially erode the financial stability of the utility.

3 Q. IN YOUR OPINION, DOES THE RATE OF RETURN GENERATED BY

4 COMPLETING THE RATE OF RETURN WORKSHEET COMPLY WITH THE

5 PRINCIPLES AS IDENTIFIED IN THE HOPE AND BL UEFIELD DECISIONS?

6 A. No, it does not.

7 Q. PLEASE EXPLAIN.

8 A. The Hope and Bluefield decisions require that a rate of return (1) be comparable to the

9 same or similar business ventures in the same general geographic location with the same

10 attendant risks, and (2) preserve the Company's ability to attract capital. The rate of

11 return worksheet does not take into account either of these principles. Instead, the

12 worksheet relies on primarily qualitative, and in some cases subjective, criteria to

13 produce a quantitative result which does not account for the financial condition of the

14 Utility.

15 IX. INCOME TAXES

16 Q. COULD YOU PLEASE EXPLAIN HOW INCOME TAXES WERE

17 CALCULATED IN THE APPLICATION?

18 A. Income taxes have been calculated per the methodology contained in the application. A

19 35% federal income tax rate has been used for purposes of calculating income tax.
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1 X. OPERATIONS AND MAINTENANCE EXPENSES

2 Q. WHAT DO TCEQ RULES ALLOW TO BE INCLUDED IN A RATE

3 APPLICATION AS OPERATIONS AND MAINTENANCE EXPENSE?

4 A. 30 TAC §291.31(A) states that the cost of service may include "operations and

5 maintenance expense incurred in furnishing normal utility service and in maintaining

6 utility plant used by and useful to the utility in providing such service ..."

7 Q. CAN YOU PLEASE SUMMARIZE THE LEVEL OF OPERATIONS AND

8 MAINTENANCE EXPENSE PRESENTED IN THE APPLICATION?

9 A. Table 13 below presents the requested summary:

Table 13 - Summary of O&M Expenses Presented in Application
TCEO Category Groundwater Surface Water Total

Salaries and Wages $ 131,082 $ 98,301 $ 229,384
Contract Labor 2,824 3,633 6,456
Purchased Water 0 10,846 10,846
Chemicals 5,048 5,001 10,050
Utilities 104,288 27,961 132,249
Repairs / Maintenance / Supplies 177,796 209,927 387,723
Office Expenses 4,440 5,122 9,562
Accounting & Legal Fees 10,100 18,674 28,774
Insurance 18,475 10,005 28,479
Miscellaneous 63,902 83,326 147,228

Total O&M $ 517,955 $ 472,796 $990.751 1

11 Q. HOW WAS THE REQUESTED LEVEL OF OPERATIONS AND

12 MAINTENANCE EXPENSE DETERMINED FOR THE APPLICATION?

13 A. The requested level of Operations and Maintenance ("O&M") expense included in the

14 application is derived from the DDU Statement of Operations and detailed Trial Balance

15 for the Test Year.
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9 ely highlights the differ-ences between systems-.

IiJ I10 Q WHATI7 A T IS YOUR UNDERSTANDING AS TO VK4FY DDU 18^KI# TO

11 CONSOLIDATE TETE M7L7ITL' BLUFF AND THE RETREAT SYSTEMS YTAiTt!' D

12 A SINGLE -RATE9

13

14 to inelude The Retrem^ both White Bluff aftd The Retreat eus+emer-s have -paid the same

15 rates. PDU seeks the eefAifmafien ef this pr-aetiee as both afe greundwa4er- systefas

16

17 hand, The Cliffs, whieh is a suffeee water system, is substamially differew ffem The

18 Relffea4 aa&er White Bluff, Finally-, "C' § 13.199(b) siates"a utility may not establish

19 and maintain any unreasettable differenees as to f4es of seBiee eithef as between

20 leealifies or- as between elasses ef seniee." Given that The RetreeA and A*ite Bluff ape

21 substanfially similar systems previding same er similaf: seFviee. eetiselidating these

22 systems tmdef a single fate eemplies with 4his preNisien ef the Texas Aluter Gode,
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1 Q. YO

2 CO

U TESTIFIED EARLIER AS TO T

NSOLIDATION PURSUANT TO THE TEXA

HE REQUIREMETNS

S WATER GOPE REGA

FO

RDING

3 THE SIA4116APJTV OF SYSTEMS IN YOUR OPINION ARETHE FACILITIES

4 AT

.

M41FFE BLUFF, AND THE RETREAT SUBST

,

ANTIALL44 SIARLAW

5

6

7 foundwa+ef redueti Th t b th t th i i tg

8 sta

p en. ese sys ems e fnee

nd rds f th ^CEe a tn id

e m ft mum wa er syste

"° ° ° &

m a

c n

9 nec

a o e - v . po6sess groun oros

essa di t ib ti i li d t

.ggc c9, prcssciic tin ,

...•...•M idt

iaa rs e

.,... d

10 ade

ry s r u on ma ns , nes , an cus omer .n

uate seniee to

«s o prov e s an

11 Q HA

q ..

S THE ED'S STAFF TAKEN A POSITION ON THE
(Y7 tUCT A

.

A7T
I.

12 SIMILARLITY OF THE FACILITIES AT THESE TMIO SYSTEMS?

i„

13 A Yes In his testi i S^AI4 D k t N 582 08 ",r_ B0698 i Di k i fi d.

14 Pa

. mony n oc e o.

.".e,., r^vt•:^e n _c'^r Lines 13 'n t at "•^^"th t t

, r an e ey te

'a Tt", n « ^ a^ ^l..F^ Th

st e at

g- -^a

15 to

h wo sys ems _..e--e- -

have s bstantiall i il f ilifi " H

_ ^^.»._ ..._ : ; e __ . .,

t t t "b th

.

tili

16 f

u y s m ar he es. e goes

a ta k d

oft e s a e o system

'^:,.. ..'t...« .. l:...o, ,>

s u ze

g v

17 Q AS

a.sa. v.. ...., Ya w^ur^, mo,^n s, an

ANOTHER REQUIREMENT OF THE TEXAS WATE
R !"l1TL' IS IT 7(1T iD.

18 OPINION THAT THE; QUALITV OF SER1 14CE

T

PROWDEDAT 3AWITE BLUFF

19 AN

20 A Yes

- - ,

D THE RETREAT 18 SUBSTANTIALLV SIMI

Beth s ste vid t t t t t l

LAR?

t th i i i d d.

21 re

. y ms pfe e wa er ha fnee s a ea

uir-ed under T-GEQ l F th r 1 h i

s e m n mum sefv ee s

t tifil d th t i

tan afi s

li d bq

22 vv,a

23

fu es. uf e , as ave prev ou

. , cc.,zr, cu soi-'i,mc'." by the same gr-aundwa4er

y ess e , e wa efs tft

distAef.

iEe
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1 Q .^z---== A

2 SIn

4 THE ED'S ST

?iL" RbITY OF T

AFF TA

H$QU

KEN A P

4LFTV OF

OSITION ON

SERVICE PRO

THE SUBSTANTIAL

WDED AT WHITE
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UFF AND THE RE
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t

TRE"?

.far^ ea
«f: A,f_ rl: 1
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A

13 14 f 17.

5 "!"h
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DI..FF a
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'

TL... D.,
nd Th

r s a es a

fl ,I,. ....°.. ..
t

S
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r 7h b i ll

6 sim

7 Q AS

y_______ ____

ilaf . . . qualit^, of seF-

ANOTHER REQU

__

vTee "

IREMEN

_ ___ __e

T OF THE

__ r__._^ __ _r .,o

TEXAS WATER

ave t„^ su, .. stant a y

CODE 1S IT YOUR.

8 OPINION THAT THE CURRENT- RATES AND THE RE

,

UESTED RATES AT

9 3WHITE BLUFF AND THE RETREAT PR

Q

OA40TE WATER CONSERVATION

10 FOR SINGLE FAMILY RESIDENCES AND LANDSCAPE

II A Yes Both the etiffeat and fe u st d t t Whit Bl ff d

. ,

Th R i l d.

12 el

.

; lvet'1' eiu

q e

t..L' ;l.°.-,.

e Fa es a

°
d

e u an

Il'...".... l..,l'^

e ^weat ne u e a.9

^L' h b__

13 ::e

ua,b ^ . __«_ ._ _

:..
r`r T°to the

.4a._._ ..

lS7u°
v

_ .. noan

'.t:.. i

b» .,.... ...e ......... .

.....1., ,.t:..
T

... ... . t.. .e ase au....

k D.. /«T\SI!'rTL,"\.

14 "t.:

15

.... .. .....g ..uo

'.6' ..i'., °`1
by twas

. a.,

he 'fQth Ta

i.,^a,a

r o ..l.,t

a

.. °through Senat

s ,

e Bill 1094 evaluate-

16 "' F th " k PAICITT l

17

4r er, t e - a so

18 »a 'w eF »a^a 2

19 with

;

in the ,...
bill of its

oA
rate structure.

20

' Water Conservation Implementation Task Force, Water Conservation Best Management Practices Guide. Texas

Water Development Board Report 362, November 2004, Pg. 19

' lbid. Pg. 19
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1
Q - DOES

c} THE r..WC QT A L''7:
AGREE THA

T TLTM
USE OF iATri

2
VOLUME TbT!` WATER D A T

L`C PROMOTE WATER CONSERAZATION?

3 A Yes if' his testimen in A14 Deeket P 582 08 0698 P 4. . y e. , at age ef 17, Lines 17 18,

4

5

6 Q- 1S 1T YOUR OPINION THAT THE TEXAS WATER CODE REQUIREMENT

7 CONCERNING SUBSTANTIAL SIMILARITY REGARDING ^Tl^COST- OF

8
iL•_I

LAricL` IS MET UNDER T141S APPLICATION?

9 A Yes The eest efsefviee at Whit Bl ff d Th R i. , e u an e etfeat s Substantially similaf.

10 Q--E?lY WHAT IS VAUR 8RM9N BASED?

11 A M.

12 s"b"....,e:.,, :i., ; ycost orse -^e.

1 X
(^

PLEASE EXPLAIN HOWL,̂ I^ ^ volcYOUR OPINION, THE COST OF C37itAT-'tGS^YT

T^.14 SII777'F,^^Di^ic,TiiT.
T. AND THE RETREAT A I) i' SUBSTANTIALLY SIMILAR?

15

16

17 these aFeas, lirk ite Bluff and The Retfew afe substamiall), similaf when viewed ever tifne.

18 As tes6fied e by Dr Harkins the. , g

19 and The Retfeat is appfe xiffiately $3.0 millieft and $1.7 FAillion, respeetively. Based On

20 ^fi'.m^*:,.. provided by Mr.t r
,, and i nc luded he-in - Exhibit DDU T T? and

21 presefAed in Table 4 bel ow, the White Bluff subdivision eensists of 9,263 aeres while

22

23 euffefid^ has 6,314 lots plaaed while The Retrefft sebdivision has 1.931 lats platted.
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1 When emamip^ng the r-a6e of lets te aefes pla#ed, there aFe appfeximately 2.16 lets p

2 aere at ANte Bluff (6,314 lets i 2,918 aefes) and 1.69 lets per aefe at The Reffeat (1,931

3 lets i 1,145 aer-es). Assumiffg this fepfesents the aver-age develepmew density for- eaeb

4 subdivision, the VAite Bluff system vvill ukknately sefve appremimately 7,048 lets (2.16

5 lets per aem iE 3,26; aefes) while The Retr-ea4 system will uhimately sefve appFamimately

6 5,127

7 efiginal water plant investmei# is appr-eximately $437 and $332 per- lot at f6ll

8 '7'..°lo....",.'t
for-

81..4Y'and The D°t.°"r..° °..t:..el..

Llt..fFTl.,. De.«e..t ^llrl,:arrcc o Bluffci^cxcccrcas -^''-

Total Acreage

Platted ^'•7y 2,-949

Not Developed 4-$$$ 343

Tota
l A,. .... ^ `I,. ____a-

T,.+..t
Lets Platted

1'
6,-344

Ra4ie of Lets to Aer-es Platt 'i-67 -^ -t-^

T-etal Lets at Full Develepmen -r-,-049

$4-74"-84

hwestmew per- Let at Foll Development $934.60 $437.08
9

10 As The Retreat is the less developed subdivisien, it felle^^ tha+ plaot invest-ment will

I1

12 that the plaw inyestment per lot at White Bluff and The RetFeat will be Substantially

13 ever time at bill development .

14

15
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I Given 4hat the systems

2 iwvestfnent is substa t

afe substantially simmilaf in faeilifies and the level of original eo

iall i ij it f ll th t ti h fi d in

3 mu,i l:..usaa,e ...rotsr.i °

4 FtwheF, given theA th

5 TGEQ it would f

y s m aF, o ows a , ever me, t e xe opeffit ens and

el' system will a,.. be :t..

e systefas utilize similef faeRi4ies, as previously testified te by

ollew thm the m l d - i ti th ill b,

6 `il."+"...a:..,t. similar-'

a ua epyee a on expense on e Systems w e

.i i tl. ,
lith f h t^

7

8 Finall fettwff on inve

e ves o t e sys ems setr

.

stment i the tw t ill 4 b th i hy.

9

n o sys ems w e se e e safne over t fne as t e

10 it ill l b b t ti ll i il b

11 the ...,,. ° .n.....

12 Q WHAT IN YOU

w a ge e su s an a y s m ar etween

R OPINION 1S THE ADVANTAGE OF SYSTEM. ,

13 CONSOLIDATION

,

T''ATHaWHl<''$ BLUFF 4}^i1B 'I4IEF TDE

14 RATEPAVERS9

15

: A

16

17

18

19 s lowef: than what mi& be experieneed fer eaeh system indivi dual!,., in the

20 'e-z=term.
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4

I Q. WHILE YOU HAVE TESTIFIED THAT COST OF SERVICE STMILIARILTY

2 MUST BE VIEWED OVER TIME, FOR PURPOSES OF THIS APPLICATION,

3 HAVE YOU DEVELOPED THE COST OF SERVICE FOR EACH INDIVIDUAL

4 SYSTEM FOR THE TEST YEAR?

5 A. Yes. Schedule CDE-3 (Exhibit DDU-21) presents the cost of service and revenue

6 requirement developed for each individual system for the Test Year and reflecting the

7 results of the Asset Evaluation performed by Dr. Harkins. ?-?ewe .;,;, *we••ta agaift

8

9

10

11 Q. HAVE YOU ALSO CALCULATED THE RATES REQUIRED FROM EACH

12 SYSTEM ON A STAND-ALONE OR NON-CONSOLIDATED BASIS TO

13 ACHIEVE THE UTILITY'S REQUESTED REVENUE REQUIREMENT?

14 A. Yes. Table 5 below presents the rates required on a stand-alone basis to achieve the

15 requested revenue requirement as adjusted to reflect the results of the asset evaluation.

16 Proof of revenue generated under the illustrated rates below is also contained in Schedule

17 CDE-4 (Exhibit DDU-22).

Table 5- Summary of Non-Consolidated Rates

The Retreat The Cliffs White Bluff
Meter Charge

5/8" $ 51.07 $ 58,60 $ 31.01
1-

127.67 146.50 77.51
1 21, 255.34 293.00 155.03
L 408.55 468.80 248.04
3" 766.03 879.00 465.08

375824-10 09;27`2010
Pretiled Direct lestimony and Exhibits of Chris Eknit
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^14DEC '"9 9' 'ti,
npILLCRUST & BROWN, iU6ARMB

S,ATTORNEYS AND COUNSELOR

100 CONG0.ES5 AVENUE, SUITE 1300
AU51mi• TExA`' 78701-2744

0
Z

512-435-2300

FACSIMILE 512-435-2360
cl.)

^

rnO
Q

FACSIMILE 512-435-2399 `^

,1 ^

^

^._̂
^

Aktv L 1,06R A
(512)435-2375
uFOCIU@nhQusfirlCOm

October 14, 2010 -^s G^-

)1>

VIA HAND DELIVERY

Richard Wilfong
Administrative Law Judge
State Office of Administrative Hearings
300 W. 15`hStreet, Suite 502
Austin, Texas 78701 Application of

TCEQ Docket No. 2009-0505 UCR; loP
Re:

SOAH Docket No. 582-09-4288;Inc. to Change Water Rate Tariff for service in Hill,
C an

a

omp y,Double Utilities
Pinto, and Johnson Counties

Dear Judge Vvilfong:
A case is a Joint

Enclosed for filing in the

Stipulate

ons^on to Withdraw Testimony and

hite Bluff and The Retreat Subdivisions-
Stipulate Agreed Rates for the W

Please acknowledge receipt of the above by file-stamping the extra copy of this letter, and return

to me via courier.
if you have any questions, please do not hesitate to

you for your attention to this matter.
Thank

contact me.
Sincerely,

ARMBRUST & BROWN, PLLC

^
Amy Loera
Legal Secretary to John J. Carlton

Enclosure

cc: TCEQ Chief Clerk
Stefannie Skogen
Shari Heino
James B. Murphy
Phillip Day:
Jack D. McCartney & John T. Bell

400935-1 1011412010
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TEXAS

ON ENVtPOW.1E-NUl.

'fl'9 OCT 111 449:39
SOAR DOCKET NO. 582-09-4288

TCEQ DOCKET NO. 2009-0505-UCR CHEF cLERKS OF^IGE

§ BEFORE THE STATE OFFICE

APPLICATION OF DOUBLE §

DIAMOND UTILITIES COMPANY, § OF

INC. TO CHANGE WATER RATE §

TARIFF FOR SERVICE IN HILL, PALO
PINTO, AND JOHNSON COUNTIES

§ ADMINISTRATIVE HEARINGS

§

JpINT MOTION TO WITHDRAU F AND THE RETREAT

EST- IMONY AND STIPULATE AGREED RATES

FFOR THE WHITE EL

TO THE HONORABLE ADMINSTRATIVE LAW JUDGE:
T1tHG'°)

Double Diamond Utilities, Co. (`DDU"), The Retreat Homeowners Group ("

and Lou Storm, John Bass, Karen Williams, Thomas Gibson and John Weatherman (collectively,

'' file this Joint
the "WBSR"), (DDU, TRHG' and WBSR collectively referred to as the "Parties")

Motion to Withdraw Testimony and Stipulate Agreed Rates for the White Bluff and The Retreat

subdivisions.
The Executive Director of Texas Commission on Environmental Quality (Q"^Dty

a
nd the Office of Public Interest Counsel of the Texas Commission on Environmental

(«OP1C") have reviewed the agreed upon rates and have no objections to issuance of an order

imposing those rates within the White Bluff and The Retreat subdivisions.

1.
BACKGROUND

DDU and TRHG entered into an agreement as of July 21, 2010 settling their disputes

Docket No. 2009-
regarding this proceeding and SOAH Docket No. 582-09-6112 and TCEQ

1264-UCR, which relate to sewer utility rates ("Sewer Docket").
DDU also entered into an

agreement with WBSR effective June 25, 2010 regarding rates under this proceeding and the

Sewer pocket.

399620-3 101122010
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The parties to this motion now desire to withdraw certain testimony and pleadings that

and stipulate to certain rates for The Retreat subdivision and
have been filed in this proceeding

the White Bluff subdivision.

II.
WITHDRAWAL OF TESTIMONY

A.
WBSR hereby withdraws all of its testimony filed in this docket, including the

testimony filed by Nelissa Heddin on March 29, 2010.

B.
To the extent any documents filed by TRHG can be construed to be testimony in

this docket, TRHG hereby withdraws that testimony in its entirety.

C.
DDU hereby withdraws the following testimony:

1.
the following portions of the prefiled testimony of Randy Gracy

a. page 2, lines 14 and 15

b, page 12, line 14 through page 15, line 14; and

2.
the following portions of the prefiled testimony of Chris Ekrut.

a,
page 5, lines 16 and 17 beginning with the second sentence

b,
page 6, lines 10 and 11 beginning with the second sentence

C.
page 8, line I through page 16, line 20

d_
page 17, line 7 at the sentence beginning with "However,..."

through line 10.

I uy.,..

9

399620-3 1 Oi t 2:`2010
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In addition, it is the intention of DDU to withdraw any testimony regarding the

the
water systems serving The Retreat and White Bluff

consolidation of the rates for

subdivisions.
Copies of Mr. Gracy's and Mr. Ekrut's revised testimony showing the withdrawn

testimony as blacklined text are attached as ExhiA".

III.
WITHDRAWAL OF PLEADINGS

A. TRHG hereby
withdraws any and all objections to any prefiled testimony filed in

this proceeding.

B.
WBSR hereby withdraws any and all objections to prefiled testimony filed in this

docket.

IV.
AGREEMENTS

The parties hereby stipulate and agree to the follow-ing:

A. The rate schedule attached as Exhibit "B" for The Retreat subdivision that

became effective on June 30, 2010. DDU has also agreed not to file an application to increase

rates for The Retreat subdivision before January 1, 2012, and not seek to recover any rate case

expenses in this docket from TRHG. TRHG has agreed that DDU will not be required to make

any refunds for amounts collected prior to the implementation of agreed rates.

B. The rate schedule attached as Exhibit
" for the White Bluff subdivision that

became effective on June 1. 2010. DDU has also agreed not to file an application to increase

rates for the White Bluff subdivision before January 1, 2012 and not seek to recover any rate

case expenses in this docket from WBSR. WBSR has agreed that DDU will not be required to

make any refunds for amounts collected prior to the implementation of agreed rates.

4

3
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in addition, DDU hereby amends its request for rate approval for the White Bluff and The
In addition, DDLI hereby amends its request for rate approval for the White Bluff and The

Retreat subdivisions to be consistent with the rates and charges shown on the rate schedules

attached as Exhibits "B" and "C".

The Parties further request that the Final Order in this proceeding be issued consistent

with the terms of the settlement agreements for the White Bluff and The Retreat subdivisions.

V.
PRAYER

The Parties respectfully request that the Administrative Law Judge grant this Joint

Motion to Withdraw Testimony and Stipulate Agreed Rates for the White Bluff and The Retreat

subdivisions in this docket and issue an order consistent with this Motion and the terms of the

settlement agreements restated above.

Respectfully submitted,

DOUBLE DIAM ILITIES CO.

JOHNjCAX=XN""-
State,ear No. 03817600
AR^NTBRUST & BROWN, L.L.P.
100 Congress Avenue, Suite 1300

Austin, Texas 78701-2744
(512) 435-2300 - Telephone
(512) 436-2360 - Telecopy

5
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THE RETREAT HONMOVVNFM GROUP

A /.f1
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W T SUBDIVTSION RATEPAYERS

Shari Heino
State Bar No. 90001866
327 Congress Avenue, Ste. 300
Austin, Texas 78701
(512) 404-7800 - Telephone
(512) 703-2785 -Facsimile

e7

6
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. A

CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing was delivered via facsimile,

via first class mail, via electronic mail or by hand delivery on the 14 day of October,

2010 to the following:

Richard Wilfong
Administrative Law Judge
300 West 15d' Street, Suite 502
Austin, Texas 78701

Shari Heino
Mathews & Freeland, L.L.P.
327 Congress Avenue, Suite 300
Austin, Texas 78701

Philip Day
Representative for the Cliffs Utility
Committee
90 Glen Abbey Drive S
Graford, Texas 76449

Jack D. McCartney and
John "I'. Bell
Representatives for the Retreat Homeowners
Group
6300 Annahill Street
Cleburne. Texas 76033-8957

399620-3 10i 12.12010

Eli Martinez (MC- 103)
Office of Public Interest Council
Texas Commission on Environmental
Quality
P. O. Box 13087
Austin, Texas 78711-3087

Stephanie Skogen (MC- 173)
Staff Attorney
Texas Commission on Environmental
Quality
P. O. Box 13087
Austin, Texas 78711-3087

LaDonna Castanuela (MC- 105)
Chief Clerk
Texas Commission on Environmental
Quality
P. O. Box 13087

^..^,

a

^ mC7

^M -- ^ --r

` *

rn
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