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TESTIMONY OF OUCC WITNESS RICHARD J. COREY 
CAUSE NO. 45062 

TOWN OF CHANDLER 
 
 
 

I. INTRODUCTION 

Q: Please state your name and business address. 1 
A: My name is Richard J. Corey, and my business address is 115 West Washington 2 

Street, Suite 1500 South, Indianapolis, Indiana  46204. 3 

Q: By whom are you employed and in what capacity? 4 
A: I am employed by the Indiana Office of Utility Consumer Counselor (“OUCC”) as 5 

a Utility Analyst in the Water/Wastewater Division.  My qualifications and 6 

experience are described in Appendix A.  7 

Q: What is the purpose of your testimony? 8 
A: I present the overall results of the OUCC’s analysis of the Town of Chandler’s 9 

(“Chandler” or “Petitioner”) proposed rate increase of 49.9%. The OUCC’s 10 

analysis yields a proposed overall rate increase of 29.3%. I discuss my 11 

recommended revenue adjustments to reflect test year customer growth. I also 12 

discuss my proposed adjustments to operating expenses, including periodic 13 

maintenance expense, utility receipts taxes, and the removal of costs that are non-14 

recurring, non-allowed, or capital in nature. Finally, I discuss the OUCC’s proposed 15 

system development charge of $675. 16 
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Q: What actions did you take to prepare your testimony?  1 
A: I reviewed Petitioner's testimony, schedules, and workpapers.  I conducted the 2 

OUCC’s field audit in Chandler on May 3 through 4, 2018.   I reviewed Chandler’s 3 

2015, 2016, and 2017 Annual Reports.  I reviewed Chandler’s last rate case order 4 

from Cause No. 43658.  I reviewed ratepayer comments submitted to the OUCC1.  5 

I also prepared discovery questions and reviewed Petitioner’s responses.      6 

Q: Do you sponsor any schedules or attachments?   7 
A: Yes.  I sponsor the following schedules and attachments: 8 

Schedule   1 –  Comparison of Petitioner’s and OUCC’s Revenue Requirements 9 

Schedule   2 –  Comparative Balance Sheet as of August 31, 2017 and December 10 
31, 2016 and 2015 11 

Schedule   3 –  Comparative Income Statement for the Twelve Months Ended 12 
August 31, 2017 and December 31, 2016, and 2015 13 

Schedule   4 –  Pro Forma Net Operating Income Statement 14 

Schedule   5 –  OUCC Revenue Adjustments 15 

Schedule   6 –  OUCC Expense Adjustments 16 

Attachment RJC – 1 – Petitioner’s Response to OUCC Data Request No. 2.6 17 

Attachment RJC – 2 – Petitioner’s Tank Maintenance Contracts 18 

Attachment RJC – 3 – Comparison of Petitioner’s Tank Maintenance Contracts 19 

Attachment RJC – 4 - Petitioner’s Response to OUCC Data Request No. 2.1 20 

Attachment RJC – 5 – Petitioner’s Response to OUCC Data Request No. 2.8 21 

Attachment RJC – 6 – Petitioner’s Response to OUCC Data Request No. 3.4 22 

                                                 
1 See Attachment RJC 10. 
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Attachment RJC – 7 – OUCC’s Calculation of Petitioner’s System Development 1 
Charge 2 

Attachment RJC – 8 – Financing and Charges for Wastewater Systems, WEF 3 
Manual of Practice No. 27, Chapter 10 – System 4 
Development Charges 5 

Attachment RJC – 9 – Capitalized or Non-recurring, Disallowed or Amortized 6 
Items  7 

Attachment RJC – 10 – Customer Comments 8 

II. PROPOSED RATES 

Q: What level of rate increase is Petitioner requesting? 9 
A:  Petitioner proposes to increase its rates by 49.9% to generate an additional 10 

$1,477,171 of revenues.  Petitioner has proposed to implement the rate increase in 11 

a single phase based on its cost of service study.  12 

Q: What rate increase does the OUCC recommend? 13 
A: The OUCC recommends an overall rate increase of 29.3% to produce an increase 14 

in water revenues of $909,132 per year. See Table RJC-1.  15 

Table RJC-1:  Comparison of Overall Revenue Requirement 
Per Per OUCC

Petitioner OUCC More (Less)

Operating Expenses 1,941,970$    1,787,475$    (154,495)$     
Taxes Other Than Income 88,078           87,243           (835)
Depreciation Expense 639,887         639,273         (614)              
Debt Service 1,621,796      1,419,187      (202,609)       
Debt Service Reserve 180,149         140,097         (40,052)         

Total Revenue Requirements 4,471,880      4,073,275      (398,605)       
Less: Interest Income (4,640)           (4,640)           -                

     Other Income -                (21,045)         (21,045)         
Net Revenue Requirements 4,467,240$    4,047,590$    (419,650)$     
Less: Revenue at Current Rates Subject to Inc. (2,959,059) (3,099,782) (140,723)       

     Other Revenues at Current Rates (51,404) (51,404) -                

Net Revenue Increase Required 1,456,777$    896,404$       (560,373)$     
Divide b    Additional Utility Receipts Tax 0.986 0.986  

Recommended Increase 1,477,171$    909,132$       (568,039)$     
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Q: What are the primary differences between the overall revenue requirement 1 
proposed by Chandler and that recommended by the OUCC? 2 

A: OUCC Schedule 1, page 2 of 2, lists all differences in the OUCC’s and Chandler’s 3 

operating revenues and operating expenses. The primary differences between the 4 

proposals are (1) a $242,661 decrease in debt service costs due to the OUCC’s 5 

recommended reduction in the borrowing amount and the interest rate; (2) a 6 

$154,495 decrease in operating and maintenance expense primarily due to the 7 

OUCC’s recommended reduction to test year periodic maintenance expense as well 8 

as the OUCC’s removal of additional capital and non-recurring expenses; and (3) a 9 

$141,311 increase in operating revenues due to the OUCC’s recommended test year 10 

customer growth normalization adjustments.   11 

III. REVENUE REQUIREMENT CALCULATION 

Q: Do you agree with Petitioner’s methodology for calculating its required rate 12 
increase? 13 

A: No.  14 

Q: How does Petitioner’s calculation of its revenue requirement differ from your 15 
calculation? 16 

A: During the test year, Petitioner generated $21,045 in other non-operating revenue 17 

which it did not include as an offset to its revenue requirement. These non-operating 18 

revenues consist of “water refunds and reimbursements.”  From this description 19 

these revenues do not sound like non-operating revenues, although the “non-20 

operating” appellation may refer to the fund to which these revenues were 21 

deposited. All sources of revenues should be used to offset Petitioner’s proposed 22 

rate increase unless there is evidence these revenues are restricted or will not recur 23 

in the future.    24 
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Q: What is Petitioner’s reason for not reducing its revenue requirement by its 1 
other non-operating revenue? 2 

A: In response to OUCC Data Request No 2-6, Petitioner stated that its other non-3 

operating revenue is not fixed, known or measurable.2 4 

Q: Do you agree with Petitioner that non-operating revenue should not be used 5 
to offset its revenue requirement? 6 

A: No.  The concept of “fixed, known, and measurable” is applied to justify deviating 7 

from expenses and revenues experienced during a test year.  Non-operating 8 

revenues were experienced in the test year.  In the absence of fixed, known and 9 

measurable changes, they should be used to offset Petitioner’s pro forma revenue 10 

requirements for ratemaking purposes.  Petitioner presented no evidence it will no 11 

longer earn a similar amount of non-operating revenue under its prospective rates.   12 

IV. REVENUE ADJUSTMENTS 

Q: What operating revenue adjustments did Petitioner propose? 13 
A: Petitioner proposed three revenue normalization adjustments: (1) a $59,102 14 

increased to residential metered sales; (2) a $2,127 decrease to commercial metered 15 

sales; and (3) a $20,276 increase to large commercial metered sales.  16 

Q: Do you accept any of Petitioner’s proposed revenue adjustments?  17 
A: No.  The customer counts and revenue amounts used in Petitioner’s calculation of 18 

its residential and small commercial normalization adjustments do not tie to the 19 

billing determinants provided in Petitioner’s workpapers. Further, Petitioner’s 20 

“large commercial” revenue category includes industrial customers. It is 21 

                                                 
2 See Attachment RJC 1. 
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inappropriate to normalize industrial revenues in the manner proposed by 1 

Petitioner. Industrial customers’ consumption varies widely from customer to 2 

customer and one cannot calculate growth based simply on total customer billings 3 

and consumption. The appropriate method for adjusting industrial customer growth 4 

is to identify specific customers that were gained or lost during and after the test 5 

year and make specific adjustments related to that customer’s actual or expected 6 

usage.  7 

Q: What total revenue normalization adjustment does the OUCC recommend?  8 
A: The OUCC recommends a net increase of $218,562 to test year operating revenues 9 

of $2,932,624 which yields pro forma operating revenues of $3,151,186 (OUCC 10 

Schedule 5, Adjustments No. 1 and 2).  These adjustments reflect residential and 11 

commercial customer growth during the test year and are calculated based on the 12 

data provided in Petitioner’s workpapers, pages 68 through 69.   13 

A. Residential Customer Growth (Normalization) 

Q: What test year residential customer growth adjustment do you propose? 14 
A: I propose an increase to test year residential operating revenues of $11,454 per year. 15 

Q: How did you derive that amount?  16 
A: I divided test year residential sales of $1,900,132 by the total number of test year 17 

billings (i.e., 75,517).  That calculation results in an average customer bill of $25.16 18 

per month.  To determine the net additional annual bills that would result due to 19 

growth during the test year, I multiplied the increase or decrease in monthly test 20 

year customers by the number of additional bills that would have been invoiced had 21 

that customer been a customer for the entire year.  The result is a net increase of 22 
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455 customer bills.   I then multiplied the 455 additional customer bills by the 1 

average test year bill of $25.16 to calculate my residential customer growth 2 

adjustment of $11,454.  (See OUCC Schedule 5, Adjustment 1.)  3 

B. Commercial Customer Growth (Normalization) 

Q: What test year commercial customer growth adjustment do you propose? 4 
A: I propose an increase to commercial operating revenues of $207,108 per year.  5 

Using the data provided in Petitioner’s workpapers, I divided test year commercial 6 

sales of $675,860 by the total number of test year billings (6,246), resulting in an 7 

average customer bill of $108.21 per month. To determine the net additional annual 8 

bills that would result from test year customer growth, I multiplied the increase or 9 

decrease in monthly test year commercial customers by the number of additional 10 

bills that would have been invoiced had that customer been a customer for the entire 11 

year. The result is a net increase of 1,914 customer bills.  The 1,914 customer bills 12 

were multiplied by the average test year bill of $108.21 to calculate the commercial 13 

customer growth adjustment increase of $207,108 (1,914 bills multiplied by 14 

$108.21, the average commercial monthly bill during the test year).  (See OUCC 15 

Schedule 5, Adjustment 2.)  16 

V. OPERATING EXPENSE ADJUSTMENTS 

Q: What operating expense adjustments did Petitioner propose? 17 
A: Petitioner proposed operating expense adjustments to salaries and wages, employee 18 

pensions and benefits, purchased power, periodic maintenance, utility receipts tax, 19 

and postage. Petitioner also removed test year expenses that were non-recurring or 20 
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capital in nature. Total operating expense adjustments proposed by Chandler 1 

resulted in a decrease of $460,536 to test year operating expenses and taxes other 2 

than income of $2,490,583 to yield pro forma operating expenses and taxes other 3 

than income of $2,030,047. 4 

Q: Do you accept any of Petitioner’s proposed operating expense adjustments? 5 
A: Yes. I accept Petitioner’s adjustments to salaries and wages, employee pensions 6 

and benefits, purchased power, and postage. I also accept Petitioner’s adjustment 7 

to remove non-recurring and capital costs.   8 

Q: What operating expense adjustments do you propose? 9 
A; I propose adjustments to periodic maintenance expense and utility receipts tax 10 

expense. I also propose an adjustment to remove additional test year transactions 11 

that are non-recurring, non-allowed, or capital in nature. The total operating 12 

expense adjustments I propose result in a decrease of $612,000 to test year 13 

operating expenses of $2,395,475 to yield pro forma operating expenses of 14 

$1,787,425. 15 

A. Periodic Maintenance Expense Adjustment 

Q: Please describe Petitioner’s proposed periodic maintenance expense 16 
adjustment.   17 

A: Petitioner proposed a pro forma periodic maintenance expense totaling $275,608, 18 

which consists of the following components: (1) tank maintenance of $143,205, (2) 19 
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wells and pumps maintenance of $24,000, (3) filter overhaul of $2,857 and (4) 1 

meter replacement of $105,546. 2 

Q: Please describe your proposed periodic maintenance expense adjustment.   3 
A: I propose pro forma maintenance expense of $164,786, which consists of the 4 

following components: (1) tank maintenance of $137,929; (2) wells and pumps 5 

maintenance of $24,000; and (3) filter overhaul of $2,857, a reduction of $118,534 6 

to test year periodic maintenance expense of $283,320.   7 

This is a reduction of $110,822 from Petitioner’s proposal. This reduction 8 

includes a decrease of $5,277 to reflect what Petitioner must actually pay for tank 9 

maintenance under its contract with Utility Service Company, Inc. as well as a 10 

reduction of $105,546 to reflect the removal of meter replacements which are a 11 

capital cost, not a periodic maintenance expense. Meter replacement costs are more 12 

properly included in extensions and replacements or, as in this case, funded through 13 

depreciation expense. 14 

1. Tank Maintenance 

Q: Please explain your adjustment to Petitioner’s periodic tank maintenance 15 
expense. 16 

A: I adjusted periodic tank maintenance expense due to a reduction in the annual fees 17 

charged by Petitioner’s vendor pursuant to tank maintenance contracts.  Petitioner 18 

procures tank maintenance services through contracts with Utility Service 19 

Company, Inc. for the 750,000 gallon Plank Tank, the 300,000 gallon Paradise 20 

Tank, the 750,000 Grim Tank, the 300,000 gallon Chandler Tank and the Frame 21 

Hill Standpipe Tank.  The contracts for the Plank Tank and the Frame Hill 22 
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Standpipe are dated February 23, 2012. Page two of each contract describes the 1 

annual fees for the maintenance contract services.  These documents state that the 2 

annual fee for Contract Year 6 and each subsequent annual fee shall be $10,714 for 3 

the Frame Hill Standpipe Tank and $25,933 for the 750,000 Plank Tank.3  These 4 

contracts are both dated February 23, 2012.  Accordingly, the sixth year of each 5 

contract begins on February 24, 2017.  Therefore, I reduced pro forma maintenance 6 

expense for the Frame Hill Standpipe by $2,356 ($13,070 less $10,714) and for the 7 

750,000 Plank Tank by $2,921 ($28,854 less $25,933)4 for a total reduction of 8 

$5,277.   Table RJC-2 shows the differences between Petitioner’s proposed pro 9 

forma expense for tank maintenance, and what the actual costs will be under the 10 

contracts. 11 

Table RJC-2:  Tank Maintenance Expense 

Pro forma Per Difference
per Contract
Petitoner

Frame Hill Standpipe 13,070$        10,714$        (2,356)$      
750,000 Plank Tank 28,854 25,933 (2,921)
300,000 Paradise Tank 16,862 16,862 0
750,000 Grim Tank 32,622 32,622 0
300,000 Chandler Tank 51,798 51,798 0

143,205$      137,929$      (5,276)$       

                                                 
3 See Attachment RJC No. 2 
4 See Attachment RJC No. 3 
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2. Meter Replacement 

Q: Why have you removed Petitioner’s adjustment for meter replacement? 1 
A: Meter replacement represents a capital expenditure rather than a periodic 2 

maintenance expense and falls in the category of an extension and replacement or 3 

depreciation expense revenue requirement. Petitioner has incorrectly included the 4 

cost of replacing its meters in periodic maintenance expense. At a cost of 5 

$1,055,460, this amount would be amortized over a ten year period for a total 6 

annual adjustment of $105,546. A municipal utility has the option of including in 7 

its revenue requirement either extensions and replacements or depreciation 8 

expense.  Petitioner selected depreciation expense forgoing recovery of extensions 9 

and replacements as a revenue requirement.  Because meter replacement is a capital 10 

improvement rather than a maintenance expense, I removed $105,546 from 11 

Petitioner’s proposed periodic maintenance adjustment.  See Schedule 6, 12 

Adjustment 2.  Chandler can and should meet this annual capital improvement 13 

through its recovery of depreciation expense.   14 

B. Non-Recurring, Non-Allowed, and Capital Costs 

Q: Please explain your additional adjustment to test year operating expenses for 15 
non-recurring, capital, or disallowed items. 16 

A: Petitioner’s response to discovery and my onsite review of Petitioner’s books and 17 

records revealed other items that should be removed from test year operating 18 

expenses.  In total, I propose an additional $43,673 decrease to test year operating 19 

expenses to remove transactions identified as non-recurring, capital in nature or 20 
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which should otherwise be disallowed5.  (Some transactions were removed 1 

altogether, but others were reduced and amortized to reflect an expense that is 2 

incurred but does not recur every year.) 3 

Q: What is Petitioner’s current capitalization policy?   4 
A: In response to OUCC Data Request No. 2.16, Petitioner indicated it does not have 5 

a formal capitalization policy and, because it maintains its books and records on the 6 

cash basis of accounting, it places less emphasis on the accounting classification of 7 

expenditures between capital items and expense items.   It stated that major projects 8 

or improvements are coded to accounts used for capital assets and during the annual 9 

conversion of the cash basis records to the accrual basis for completion of the IURC 10 

Annual Report, additional expenditures that were not originally coded as capital 11 

items are reclassified as such, and that generally expenditures of $1,000 or greater 12 

are “analyzed for classification purposes”. 13 

Q: What additional expenditures do you recommend be capitalized. 14 
A: Using Petitioner’s capitalization threshold of $1,000 or greater, I recommend an 15 

additional $23,039 in expenditures be capitalized and removed from operating 16 

expense for the purpose of calculating rates. These expenditures exceed the $1,000 17 

capitalization threshold, procured long-lived assets and are more appropriately 18 

recorded as utility plant instead of as an operating expense.  I summarized the 19 

expense items I recommend be capitalized on OUCC Schedule 6, Adjustment 4.   20 

                                                 
5 See Attachment RJC No. 9. 
6 See Attachment RJC No. 4. 
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Q: Please explain the OUCC’s disallowed expense adjustment. 1 

A:  Based on my review of Petitioner’s books, I determined that Petitioner spent $3,605 2 

for celebrations, donations, and gifts for its employees during the test year. The 3 

costs of such items provide no benefit to ratepayers and should not be included as 4 

an operating expense for ratemaking purposes. Therefore, I removed these items 5 

from test year operating expenses. See OUCC Schedule 6, Adjustment 4.   6 

Q: What expenditures should be amortized over a number of years? 7 
A: During the test year, Petitioner paid for the development of a manual for developer 8 

installed water mains at a cost of more than $21,000.   Though paid during the test 9 

year, this cost will not occur every year and will provide a benefit over several 10 

years.  Therefore, this cost should be amortized.  Since Petitioner will benefit from 11 

these expenditures for at least a period of five years, I recommend this cost be 12 

amortized over that period of time.  Based on a five year amortization, $4,257 13 

should be recognized during the test year and the remainder should be removed 14 

from test year operating expenses.   See OUCC Schedule 6, Adjustment 4. 15 

C. Utility Receipts Tax Expense Adjustment 

Q: How did Petitioner calculate utility receipts tax?  16 
A: Petitioner took total revenues of $3,183,625 and reduced them by (1) $24,213 of 17 

revenues that are not subject to utility receipts tax (exempt) and (2) the $1,000 18 

allowed exemption. This results in taxable receipts of $3,158,412.  Multiplying this 19 

amount by the utility receipts tax rate of 1.4% resulted in pro-forma tax of $44,218.  20 

This amount was reduced by test year expense of $50,272, which resulted in 21 

Petitioner’s proposed utility receipts tax decrease of $6,054.   22 
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Q: What are the components Petitioner used to calculate utility receipts tax? 1 
A: In response to discovery (Attachment JRC – 5), Petitioner indicated that the 2 

revenues of $3,183,625 consisted of the following components: 3 

Table RJC-3: Components of Petitioner’s Taxable URT Revenue  

Metered Sales 2,592,552$      
Interdepartmental Sales 24,006
Fire Protection 288,668
Refunds &Reimb rom Other Town Funds 12,199
Collections - Other 309
Services Charges for Returned Checks 2,954
Disconnection Service Charge 11,936
Interest 4,640
Tap Fees 108,886
System Development Fees 116,424
Other Non-operating Receipts 21,051

3,183,625$      

 
Q: Are all of Petitioner’s revenues subject to utility receipts tax expense? 4 
A:  No.   Only revenues generated from the provision of utility services are subject to 5 

utility receipts tax.  Further, certain utility revenues are exempt from utility receipts 6 

taxes, including wholesale revenues and interdepartmental sales. Accordingly, I 7 

excluded interdepartmental sales of $24,006, other town funds refunds and 8 

reimbursements of $12,199, collections – other of $309, service charges for 9 

returned checks of $2,954, other non-operating revenues of $21,045, interest of 10 

$4,640, and system development fees of $116,424.  Such revenues not subject to 11 

utility receipts tax total $181,577. 12 
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Q: What adjustment do you propose to pro forma utility receipts taxes on present 1 
rate revenues? 2 

A: I propose a decrease of $6,889 to reflect the appropriate amount of utility receipts 3 

tax on pro forma present rate revenues.  I derived this adjustment by taking the total 4 

amount of pro forma metered sales revenues during the test year of $2,811,114 and 5 

adding to it the test year pro forma fire protection of $288,668 for total revenues of 6 

$3,099,782.  From this, I deducted the $1,000 exemption for taxable revenue of 7 

$3,098,782.   Multiplying this amount by the current utility receipts tax rate of 8 

1.40% results in pro forma utility receipts tax of $43,383.  I reduced this amount 9 

by test year utility receipts tax of $50,272 for an adjustment reducing test year 10 

utility receipts tax by $6,889.  See OUCC Schedule 6, Adjustment No. 2. 11 

 

VI. DEPRECIATION EXPENSE 

Q: Has Chandler requested a provision for extensions and replacements in its 12 
proposed revenue requirements? 13 

A: No.  Chandler has chosen to request depreciation expense instead of extensions and 14 

replacements. Chandler proposed a provision of $639,887 for based on composite 15 

depreciation expense.  The provision is based on Petitioner’s pro forma 16 

depreciation allowance and is calculated by reducing December 31, 2017 utility 17 

plant in service of $32,678,604 by land of $684,251 to arrive at depreciable utility 18 
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plant of $31,994,353.  This amount is multiplied by the composite depreciation rate 1 

of 2.0% to arrive at an annual depreciation allowance of $639,887.   2 

Q: Do you accept Chandler’s proposed depreciation expense of $639,887? 3 
A: I agree with Petitioner’s methodology.  However, on April 13, 2018, Petitioner filed 4 

Supplemental Direct Testimony that indicated that the following balances were in 5 

effect as of August 31, 2017: 6 

Table RJC 4: OUCC’s Calculation of Depreciation  

UPIS 32,647,920$      
Land (684,251)

Depreciable Plant 31,963,669
Composite Rate 2.00%

Depreciation Allowance 639,273$           

 

Since I feel it is appropriate that Petitioner use the balances at the end of the test year 7 

instead of the balances as of December 31, 2017 in calculating its depreciation 8 

allowance, I feel the proper provision for Petitioner’s extensions and replacements 9 

should be $639,273.   10 

VII. DEBT SERVICE 11 

Q: Chandler proposed debt service of $1,621,796 for its existing and proposed 12 
bonds.  Does the OUCC accept Chandler’s proposed debt service? 13 

A: No.  The OUCC proposes debt service of $1,419,187 for its existing and proposed 14 

debt.  See testimony of OUCC witness Edward Kaufman for a discussion of the 15 

OUCC’s debt service proposal. 16 
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VIII. DEBT SERVICE RESERVE 

Q: What did Chandler propose for debt service reserve? 1 
A: Chandler proposed a debt service reserve revenue requirement of $180,149 for its 2 

proposed bonds.   3 

Q: Does the OUCC accept Chandler’s proposed debt service reserve for its 4 
existing and proposed bonds? 5 

A: No.  The OUCC proposes debt service reserve of $140,097, which Mr. Kaufman 6 

supports in his testimony.  7 

IX. SYSTEM DEVELOPMENT CHARGE 

Q: Does Chandler’s current tariff include a system development charge (“SDC”)? 8 
A: Yes.  Chandler assesses the following charge per connection based on meter size: 9 

Table RJC-5: Current System Development Charge   

Meter Size
Charge per 
Connection

5/8 or 3/4 464$                   
1 1,160

1 1/5 2,320
2 3,712
3 6,960
4 11,600
6 23,200
8 37,120  

Mr. Miller testified that the current system development charge was implemented 10 

as a result of the Commission’s findings in Cause No. 42856, and noted that the 11 

calculation was made using the equity buy-in method.   12 

Q: Has Chandler proposed an update to its current system development charge? 13 
A: Yes.  Petitioner proposes to implement a new system development charge of $1,470 14 

for a 5/8 to ¾ inch meter.  The charge for larger meter sizes will be calculated based 15 

on the corresponding equivalency factor. 16 
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Q: How is a system development charge determined using the equity buy-in 1 
method? 2 

A: The equity buy-in method seeks to achieve capital equity between new and existing 3 

customers.  This approach assesses new customers a fee designed to approximate 4 

the equity investment position of current customers.  The goal is to achieve a level 5 

of equity from new customers by collecting a system development charge 6 

representative of the average equity attributable to existing customers.   7 

The net investment in utility plant is calculated by taking the original cost 8 

of utility plant and subtracting accumulated depreciation, contributions-in-aid of 9 

construction, and outstanding debt. This net investment is then divided by the 10 

current capacity being used to determine the equity investment per unit. The 11 

investment per unit is then multiplied by average consumption per customer to 12 

determine the system development charge. 13 

Q: How did Chandler calculate its proposed system development charge? 14 

A: To calculate its system development charge for 5/8 inch and 3/4 inch meters, 15 

Chandler added its utility plant in service (“UPIS”) balance as of December 31, 16 

2016 as indicated in its 2016 IURC Annual Report ($32,564,167) and added utility 17 

plant additions from January 1, 2017 through August 31, 2017 ($114,436) 18 

producing total UPIS as of August 31, 2017 of $32,678,603. Chandler then added 19 

$554,399, reflecting expense items Petitioner determined are capital in nature for 20 

total adjusted UPIS of $33,233,002.  (See Petitioner’s adjustment 5 in its 21 

Accounting Report.)  From this amount Chandler deducted accumulated 22 

depreciation of $8,043,067 as of December 31, 2016 to arrive at net UPIS as of 23 

August 31, 2017 of $25,189,935.  From this amount Chandler deducted outstanding 24 
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debt of $7,609,000 and contributions in aid of construction (“CIAC”) of $2,410,799 1 

to arrive at the utility’s total net equity investment of $15,170,136.  Chandler then 2 

divided the total net equity investment by the current average annual demand of 3 

554.8 million gallons to calculate equity investment per million gallons currently 4 

used of $27,343.  By dividing this amount by 1,000 gallons, Chandler determined 5 

an equity investment per thousand gallons of $27.34.  Multiplying $27.34 by the 6 

number of gallons used by a typical residential user of 53.76 thousand gallons per 7 

year, Chandler calculated a system development charge per equivalent dwelling 8 

unit (“EDU”) of $1,470. 9 

Q: Do you agree with Chandler’s calculation of its system development charge? 10 
A: No. I disagree with the amount of utility plant in service, accumulated depreciation, 11 

and CIAC that is deducted from the net investment in plant. 12 

Q: Why do you disagree with the amount of accumulated depreciation used in 13 
Petitioner’s calculation? 14 

A: Although Petitioner’s calculation purports to be based on original cost as of August 15 

31, 2017, Petitioner used the accumulated depreciation balance as of December 31, 16 

2016 of $8,043,067. As discussed above, Petitioner filed supplemental testimony 17 

on April 13, 2018 that indicated the balance of accumulated depreciation as of 18 

August 31, 2017 is $8,686,910.  It is more appropriate to use the August 31, 2017 19 

accumulated depreciation balance in the calculation, the date on which UPIS was 20 

based. 21 

Q: Why do you disagree with the amount of contributions in aid of construction 22 
used in Petitioner’s calculation?  23 

A: Petitioner reduced net investment in plant by contributions in aid of construction 24 

(“CIAC”) of $2,410,799.  However, Petitioner’s 2016 Annual Report indicates that 25 
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it is carrying a CIAC balance as of December 31, 2016 of $10,059,608.  Also, 1 

Petitioner indicated it excluded two sources of CIAC from its system development 2 

charge calculation: (1) $3,492,839 from the OCRA Disaster Recovery II and (2) 3 

$4,102,720 from State and County waterline relocation reimbursements, a total of 4 

$7,595,559.  (Attachment RJC No. 6, Chandler’s Response to OUCC Data Request 5 

No. 3-4.)  Petitioner acknowledged that it also should have deducted an additional 6 

$139,050 of accumulated SDC revenues collected in 2010, 2011, and 2012. 7 

Q: Why did Petitioner decide not to deduct the CIAC funds from OCRA Disaster 8 
Recovery II and State and County waterline relocation reimbursements? 9 

A: Petitioner said it did not deduct the contributions because it did not believe it could 10 

be expected to receive such contributions in the future:   11 

The purpose of the SDC is to recover from new users, a portion of the cost 12 
of the capacity they consume when they connect to the waterworks system. 13 
These funds are accumulated over time and are then used to reduce the 14 
amount of borrowing necessary to expand capacity-related facilities in the 15 
future. Petitioner does not believe that it can expect to receive similar grant 16 
funding or reimbursements for waterline relocations in the future. 17 
Therefore, it would be inappropriate to deduct these amounts from the 18 
proposed SDC calculation. Doing so understates the cost that Petitioner 19 
will likely incur in the future resulting in additional borrowing7. 20 
 

Q: Do you agree these contributions should be excluded from the calculation?  21 
A: No.  Petitioner’s analysis is based on a flawed understanding of how the equity buy-22 

in method is supposed to work.  Petitioner opted to calculate its system 23 

development charge using the equity buy-in method.  Under the equity buy-in 24 

methodology, the system development charge is not designed to recover costs that 25 

will occur in the future:    26 

Under the equity buy-in approach, SDCs are designed based on the 27 
philosophy that new customers will be assessed a charge at the same 28 

                                                 
7 See Attachment RJC 6. 



Public’s Exhibit No. 1 
Cause No. 45062 

Page 21 of 23 
 

equity position as existing customers. A key component in 1 
developing equity method SDCs is determining system equity based 2 
on a utility’s capital structure. Equity represents the current value of 3 
the utility’s capital derived from previous and existing customers.  4 

 
(Financing and Charges for Wastewater Systems, WEF Manual of Practice 5 
No. 27, Chapter 10 – System Development Charges, page 188.)8 6 
 

Whether similar contributions can be expected to occur in the future has no bearing. 7 

These contributions have occurred and are a source of capital for funding current 8 

utility plant. It is unfair for this benefit to be allocated solely to existing customers. 9 

Therefore, I propose deducting Petitioner’s entire CIAC balance as of December 10 

31, 2016 of $10,059,608 to calculate the system development charge. 11 

Q: What other changes are you making in your SDC Calculation? 12 
A: Because I disallowed $23,039 of Petitioner’s expenditures, I added this amount to 13 

the utility’s UPIS for the purpose of calculating the SDC9.  The table below 14 

compares Petitioner’s and the OUCC’s calculation of the SDC: 15 

                                                 
8 See Attachment RJC No. 8. 
9 See Attachment RJC No. 7.  
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Table RJC – 6:  Comparison of Petitioner’s and OUCC System Development 
Charge Calculation 

 

Per Petitioner Per OUCC

UPIS 33,233,002$         33,233,002$ 
additional cap per OUCC  23,039

33,233,002 33,256,041
Deprec a/o 8/31/17 (8,043,067) (8,686,909)

25,189,935 24,569,132

O/S debt (7,609,000) (7,609,000)
CIAC (2,410,799)  (10,059,608)

15,170,136 6,900,524

Current avg demand (Million Gallons) 554.80 554.80

27,343 12,438

1,000 1,000

Equity investment per 1000 gallons 27.3434 12.4379

Typical gallons used per year residential 53.76 53.76

System development Charge 1,470$                  669
Rounded 675$             

System Development Charge

 

 

Q: What System Development Charge do you recommend? 1 
A: I recommend a System Development Charge of $675 per equivalent dwelling unit. 2 
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OUCC RECOMMENDATIONS 

Q: Please summarize your recommendations to the Commission. 1 
A: I recommend the following: 2 

1) Petitioner’s operations and maintenance expense be reduced by $612,000. 3 

2) Petitioner’s utility receipts tax be reduced by $6,889. 4 

3) Petitioner’s residential operating revenues be increased by $11,454. 5 

4) Petitioner’s commercial operating revenues be increased by $207,108. 6 

5) Petitioner be allowed an allowance for Depreciation of $639,273. 7 

6) Petitioner’s debt service revenue requirement be set at $1,149,187 for the 8 
reasons discussed in the pre-filed testimony of OUCC witnesses Edward 9 
Kaufman and Jim Parks. 10 
 

7) Petitioner’s debt service reserve revenue requirement be set at $140,097 for 11 
the reasons discussed in the pre-filed testimony of witness Edward Kaufman. 12 

 
8) Petitioner’s overall revenue requirement be increased by 29.3% to provide it 13 

an opportunity to collect $4,047,590 in net revenues.  Petitioner’s rates should 14 
be designed pursuant to the OUCC’s class cost of service study analysis 15 
performed by Jerry Mierzwa of Exeter Associates, Inc. 16 

 
9) Petitioner be allowed implement a system development charge per equivalent 17 

dwelling unit of $675. 18 
 

Q: Does this conclude your testimony? 19 
A: Yes.  20 
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APPENDIX A 

Q: Please describe your educational background and experience. 1 

A: I graduated from Indiana University with a Bachelor of Science degree majoring in 2 

accounting.  Upon graduation, I took a position as an accountant for Tousley-Bixler 3 

Construction Company for whom I worked until 1984.  At that time, I began 4 

attending Indiana University School of Law.  After graduating from law school in 5 

1988, I was employed by the public accounting firm of Boyd, Stamper & Leeds 6 

and participated in the preparation of compilations, audits, and corporate and 7 

individual tax returns.  From 1990 to 1993, I worked for the CPA firm of Myers & 8 

Stauffer, which specializes in Medicaid accounting, consulting and rate setting. 9 

After a short tenure with the OUCC as a Principal accountant in 1993, I became 10 

Controller, Corporate Secretary, and a member of the Board of Directors of General 11 

Acceptance Corporation.  I returned to the OUCC in 1998 as an Assistant Utility 12 

Consumer Counselor and represented the interests of the public before the Indiana 13 

Utility Regulatory Commission (“Commission”) in a variety of Gas, Water and 14 

Telecommunications cases.  I assumed my current position as a Utility Analyst with 15 

the OUCC in April of 2005.  Since joining the OUCC, I have attended the NARUC 16 

Annual Regulatory Studies Program, the NARUC Utility Rate School, and other 17 

continuing educations programs.  I became licensed as a Certified Public 18 

Accountant in 1983.  Having left the practice of public accounting in 1993, my 19 
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license is currently inactive.  I am also an inactive member of the Indiana Bar in 1 

good standing.   2 

Q: Have you previously testified before the Indiana Utility Regulatory 3 
Commission? 4 

A: Yes.  I have testified in many cases before the Commission including a number of 5 

applications by municipal, not-for-profit and investor owned water utilities for 6 

financing authority and changes to rates and charges. 7 
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possible funding source for capital projects is system development charges (SD standarc 

(also referred to as development fees, impact fees, or capital recovery fees). Sy cepts, a* 

development charge proceeds are typically used to pay for capital projects relat 
growth. Application of these fees assists the utility in implementing a "growth 
for growth" policy. PLAh 

System development charges have been used since the 1920s, as evidenced b Local gc 
U.S. Department of Commerce's Standard Planning Enabling Act, enacted in 1 one extr 
Capital projects required to meet the demands of growth are often a burde seek to 1 
existing wastewater ratepayers. Through the use of SDCs, costs associated with 
growth may largely be shifted to the new customers and away from the existing 
wastewater customers over time. Typically, SDCs are used to pay for backbone 
wastewater facilities, including treatment plants, collector mains, interceptor maitis, 
outfall sewers, and lift stations. These fees are one-time charges to customers when 
they connect to the system or by developers as part of the permitting or planning 
process. Other growth-related charges, including service connection and hook-up 
fees, acreage fees, and main extension charges, are associated with service to a partic- 
ular customer, development, or service area. 

A great deal of planning needs to take place before the implementation of legally 
defensible fees. Planning begins with a Capital Planning Process, as noted in Chapter 
4, Table 4.1, that determines existing and future system capacity needs and the specific 
capital projects required to meet those needs. It takes knowledge, time, and effort to 
create legally sound and politically stable fee programs. Typical actions required by a 
utility to implement system development charges include the following: 

Determine that the local government has authority to establish such fees by 
statute or otherwise. 

Adopt a Facility Plan, Master Plan, or other Capital Improvement Plan that 
projects growth in the service area, identifies the projects or portion of projects 
required for serving growth, and identifies the anticipated funding source for 
each project. 

Develop a fee structure or method that is consistent with legal guidelines. 

Monitor programs to ensure that revenues benefit the intended growth area. 

This chapter will detail the steps involved in developing and implementing 
SDCs. It will also discuss the legal guidelines that contributed to the development of 
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System Development Charges 

dards in foriuulating and implementing SDCs, various methodologies and con- 

, and implementation issues, including the application of revenues. 

ANNING AND LEGAL REQUIREMENTS 
al governments across the country have varying policies in relation to growth. At 

xtreme are communities actively pursuing economic development, while others 
o limit or control further growth and development. Although SDCs should not 

used as a disincentive for growth, this type of fee is an important tool in ensuring 

equate infrastructure to serve growth. 

ANNING. Utilities facing minimal growth may require only mhor  modifications 
the wastewater system for each additional customer. However, other utilities expe- 
ncing rapid growth Inay require significant capital projects to serve planned devel- 

pment. 111 the latter case, i t  is particularly important that the utility adopt a capital 
provement plan (often part of a master plan or other system infrastructure plan) 

that includes the following: 

Projected development throughout the planning period; 

Distribution of growth throughout the service area; 

a Capacity requirements of growth, in terms of flows and loadings; 

Existing system loadings and facility capacities; 

List of planned capital improvements to address various needs (replacement, 

rehabilitation, expansion, etc.); and 

Estimated time frame for completion of capital improvements. 

Capital planning may be explicitly addressed in master plans or be separate from 
such plans. Capital improvement plans may address the need for creating new waste- 

water facility capacity and needed improvements to existing facilities to meet desig- 

I nated service demands or regulatory requirements. The capital improvement plan used 
to develop the SDCs should Identify the costs of the growth-related facilities separate 

from the improvement and regulatory-related facilities costs for existing customers. 

Projected capacity requirements are based on growth assumptions applied to 
area maps and land-use assumptions such as residential, multifamily, commercial, or 
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needs of existing development have been estimated, the utility can assess addi Legal guid 
capacity requirements. Further, the capital improvement plan should forecast pvernment to 
of development, enabling sizing and timing of wastewater facilities. Table lo.$ rnunities d e r i ~  
vides examples of improvements required to serve growth. addressed SD( 

The use of engineers who specialize in utility master planning is importa dards for estak 
development of detailed capital projects, schedules, cost estimates, and proje become an acc 
itization. Once a plan has been developed by the utility, it may be advanta SDC statutes i 
create a public forum such as citizen committees to provide comments on c jurisdictions c; 
improvement program priorities and alternatives. Because growth-related p other jurisdicti 
can place a financial burden on existing customers (if fully funded throug in courts over 
rates), utilities often look for other means of funding these projects through sample of natic 
charges to the benefiting users. 

LEGAL GUIDELINES. Before implementing SDCs, the utility should devel 
philosophy and capital improvement plan for further development and mainte 
of its infrastructure. It should also review pertinent legislation, state statutes, 
municipal codes, and judicial rulings related to SDCs. Utilities need to be awar 
the legislative authority within the state in which they operate in developing s 
fees. Authority for charging SDCs generally comes from the following: (1) spec 
enabling legislation; (2) general home-rule powers, which provide local governme 

Right of Loct 
ments have the 
development. 
that authority t 
1997). Oppone 
state statute. Tc 
rizing the use 
while others hz 

the authority to establish fees and charges for local government facilities; (3) broad 
police power to protect general health, safety, and welfare of the community through 
provision of services; and (4) utility rate-setting authority. Laws regarding SDCs can 
often be vague, and misapplication of concepts and approaches can lead to legal chal- 

TABLE 10.1 Examples of growth facilities. 

Sewer mains in growth area 

Additional lift stations, pumping stations, and force mains 

Additional treatment plants or increase in capacity at existing plant 

Additional reclamation plants or increases in capacity at existing plant 

Residuals processing and outfall sewers 

Oversizing of a facility or sewer main 

I Regulation v 
1 the basis that t 

not totally, acc 
rationale that 
facility. Systen 
guishable fror 
ties and are pr 

Banberry Fal 
court cases in 
v. Sotlth Iordar 
establishing d 
costs to be b o ~  
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System Development Charges 

es, Utilities should seek competent legal advice, especially when new SDCs are 
considered for implementation. 

tegal guidelines, dating back to the early 1900s, established the rights of local 
ernment to regulate growth. The phenomenon of SDCs as applied in local com- 
nities derived from these rights. Over the past 20 years, various courts have 
ressed SDCs and, in that process, have established various guidelines and stan- 

rds for establishing such charges. System development charges have increasingly 
me an accepted revenue source in supporting growth in urban areas. Although 
statutes and judicial findings are state-specific, leading case law from other 

risdictions can also provide relevant guidelines, as many courts draw on rulings in 
her jurisdictions, leading to consistency nationwide. General guidelines developed 
courts over the last century are described below, and Appendix B provides a 

sample of nationwide case law covering SDCs. 

Right of Local Govern~nents t o  Regulate Development. State and local govern- 
ments have the right through the Tenth Amendment of the Constitution to regulate land 
development. The power of regulation rests with states that generally elect to delegate 
that authority to local governments for purposes of guiding land developments (Porter, 
1997). Opponents of SDCs often have argued that these fees were not authorized by 
state statute. To address this issue, many states have adopted legislation officially autho- 
rizing the use of SDCs. Some of these statutes authorize very specific uses of SDCs, 

while others have adopted more general authorizing statutes (Nicholas et al., 1991). 

Regulation versus Taxation. In the past, SDCs have repeatedly been challenged on 
the basis that they constitute taxes rather than fees for service. It is now generally, but 

not totally, accepted that SDCs are user charges rather than taxes. This is based on the 

I 
rationale that the fee 1s voluntary and benefits the paying entity based on use of the 

facility. System development charges for new wastewater users are thus fees distin- 
guishable from taxes as they are related to cost of construction and use of the facill- 

ties and are proportionately charged to users who benefit from facilities 

Banberry Factors (Standards of Reasonableness). One of the most influential 
court cases in the history of development fees was Bnnberry Dez~~lopmenl Corporation 
u. South jordan City (Utah, 1981). In this case, the Utah Supreme Court held that in 

establishing development fees, local governments must consider the share of capita1 
costs to be borne by newly developed properties relative to the costs already borne 

by existing properties. Specifically, the court identified seven factors that an entity 
must consider 
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(1) cost of existing capital facilities; SYST 
(2) The manner of financing existing capital facilities; In calcu 
(3) The relative extent to which the newly developed properties and other pr schedub 

erties in the municipality have already contributed to the cost of exis 
evaluatt 

capital facilities; 
ability, 

(4) The relative extent to which newly developed properties and other prope needs to 
ties in the municipality will contribute to 'cost of existing capital facilities 
the future; 

(5) The extent to which newly developed properties are entitled to a cr 
because the municipality is requiring their developers or owners to pro 
common facilities that have been provided by the municipality and fina 
through general taxation or other means in other parts of the municipa 

(6) Extraordinary costs, if any, in servicing the newly developed properties; an 
(7) The time-price differential inherent in fair comparisons of amounts paid a 

different times (Utah, 1981). 

Banberry established procedural and substantive guidelines for cases where 
SDCs are challenged as well as providing guidance for policy makers in establishing 
an equitable program. 

Rational Nexus. Rafional nexus is the concept that there needs to be a reasonable 
connection between the following: 

The new development that will pay the fees and the need for facilities, 

Growth needs and levels of cost to meet that need compared to the cost to 
serve others, 

Identified costs and the fee level, 

* Identified costs and the amount of revenue generated by the fee, and 

The cost to the utility of new development and the amount of the fee collected. 

This test is referenced in many court cases and provides the guidelines found in 
state statutes for SDCs. 

Good Faith Intent. In 1997, Arizona courts found that a municipality needs only to 
develop a plan that shows a "good faith" intent to use SDCs to provide growth- 
related services within a reasonable time. This case suggests the SDC programs are 
not required to be precise, but do have to be formulated based on sensible planning. 
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System Development Charges 

STEM DEVELOPMENT CHARGE CALCULATION 
alculating SDCs, a utility needs to select a fee structure and develop a fee 
dule based on selected units of service. Methodological approaches should be 

uated and selected with careful consideration of state regulations, data avail- 
y, and local growth policies. Ultimately, there are several principles the utility 

ds to satisfy in developing the methodology, which are listed below 

0 Fee is proportionate to proposed impact, 

e Fee proceeds are used to provide infrastructure serving the growth area 
(which may be the entire service area), 

Fee methodology is uniform and consistent, 

* Other sources of funding are considered for capital improvements, and 

* Fee includes only eligible growth-related costs. 

Specific approaches to developing the fee structure and schedule are discussed 

FEE STRUCTURE. There are three broadly recognized structures of system devel- 
opment charges (Galardi et al., 2004) 

(1) System buy-in approach. Based on existing facilities. 
(2) Marginal or incremental approach. Based on the projection of capacity- 

enhancing system improvements. 

(3) Combined approach. Considers both existing and planned future facilities. 

Each option is discussed in more detail below. It is important to determine the 
underlying philosophy before adopting a specific methodology and to check applic- 

able state statutes and case laws for permissible methodologies. 

Buy-In Approach. Under this approach, new customers are required to "buy-in" to 
existing system facilities, generally at a rate that reflects the prior investment of 

existing customers per unit of total capacity (capacity buy-in). A buy-in type 

approach is fairly easy to administer and is most appropriate where current system 

I facilities have adequate capacity to serve both existing and future customers, the 
forecast of future system investment is minimal, and where existing facilities are not 
scheduled for replacement in the near future (AWWA, 2000). 
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The rationale behind the capacity buy-in approach is that new customers sho SYSTEM VA 
be charged for existing available capacity at a rate consistent with the average va methodology is 
of available capacity of the existing system (see following subsection System Valu the following: 
tion for considerations related to establishing appropriate system value-the numer 

Original 
ator of the buy-in fee equation). To the extent that there is sufficient available capaci 
in the existing system to serve growth, the capacity buy-in approach is generally Net boo1 

reasonable basis for determining growth-related costs. However, if the e Replace] 
system has little available capacity, and the cost of providing new capacity (on a tion furt 
unit basis) is higher than the existing facilities (because of higher standards and in currei 
grants, for example), then a capacity buy-in approach may not generate suffici 

0 Replace 
revenues to fully fund the total capacity needs of growth. current 1 

A less common approach to a buy-in structure is the "equity" buy-in approa 
The equity buy-in approach differs from the capacity buy-in approach in terms The valua 

the denominator of the unit cost calculation. The denominator in the equity buy objective of thc 

approach is the existing used capacity in the system. In contrast, the denomina 
of the capacity buy-in approach is the total existing system capacity. To the ext 
that there is capacity available in the existing system (meaning total capacit 
greater than the existing used capacity), the capacity buy-in approach will yie 
smaller unit cost and SDC (all other things being equal) than the equity buy 
approach. 

Under the equity buy-in approach, SDCs are designed based on the philosop 
that new customers will be assessed a charge at the same equity position as existi 
customers. A key component in developing equity method SDCs is determini 
system equity based on a utility's capital structure. Equity represents the cur 
value of the utility's capital derived from previous and existing customers and 
payers who paid uier charges, fees, and tax payments to build up wastewater syste 
capacity available to serve growth customers. 

The equity buy-in approach will often generate more revenue than the capacity 
buy-in approach, and may be viewed as more equitable by existing customers who 
have provided the resources for the utility to invest in capacity. However, this 
approach may not be consistent with legal requirements in all states. This is particu- 
larly true where the methodology must demonstrate consideration of growth-specific 
capacity requirements and associated costs. The equity buy-in approach may over- 
state the cost of capacity, particularly when there is substantial excess capacity in the 
system. 
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System Development Charges 

EM VALUATION. A key rnethodological decision under a buy-in fee 

,dology is how to value the utility's system assets. Valuation approaches include 

e Original cost. The nominal dollar value paid at the time of construction. 

Net book value. Original cost less accumulated depreciation. 

e Replacement cost less depreciation. Original cost less accumulated deprecia- 
tion further adjusted to reflect the cost of reproducing or replacing the system 
in current dollars. 

a Replacement costs. Original cost adjusted to reflect replacing the system in 
current dollars. 

The valuation method selected depends on the individual system and the 
objective of the utility managers. For example, it Inay be appropriate not to subtract 
accumulated depreciation from the original costs in instances when a utility has 
constructed a larger facility to accommodate future growth to benefit from 

economies of scale. Other factors that need to be considered in system valuation 
include the following: 

Outstanding long-term debt, 

Contributions in aid of construction, 

* Ad valorem tax payments, and 

Interest. 

Again, knowledge of relevant enabling legislation and case law is helpful in 
determining which of the above factors may be legally required versus simply con- 
sistent with equity objectives. Outstanding debt principal is generally excluded 

from the development of the buy-in fee valuation to avoid double-charging new 
customers-first, through SDCs, and again, through general rates and charges for 
wastewater service, that are used to retire the debt. However, another approach to 
avoid double-charging new development for debt principal costs is to include debt- 

funded facilities in the valuation, but to then provide a credit or offset to the SDC. 
The credit is generally equal to the estimated present value of future rate contribu- 
tions toward the debt principal. This latter approach is significantly more complex, 
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as it requires a multiyear cash flow analysis to estimate the future TABLE 10.2 EX: 
new customers through rates or other charges, and ongoing 
credit system. However, a credit approach may address potential equity ' 
among new development as a whole, as the level of credit is often tied to Treatment plant 
development connects to the system. 

pumps & lift stat 
There are instances when a developer will contribute capital for wastewater 

ities. This allows the developer to plan the development area without the fin Collection systen 

and construction constraints of the utility. Therefore, if a growth-related proj Residual process 
funded with contributions from developers or other sources of funding, like g 

Existing system 7 

the corresponding amounts are generally excluded from the fee calculation to 
double recovery of costs. For debt-funded facilities, existing customers have Less (offsets) 

interest costs, in addition to repaying a portion of principal costs. Therefore, in 
expense may also be considered when valuing the system for purposes of calcu 
buy-in fees. 

Table 10.2 illustrates determination of system value under a buy-in approac 
the example provided, assets are valued based on the net book value (original 
less depreciation) approach, and deductions include outstanding debt principal, 
era1 funding, and developer contributions. 

CAPACITY DETERMINATION. The next component in calculating sys 
development charges under a buy-in approach is the determination of sys 
capacity. The appropriate capacity measure under the capacity buy-in method is t 
system capacity (as opposed to used capacity for the equity buy-in approach). 
either case, capacity may be stated in terms of hydraulic or loading capacity, or 
terms of equivalent units served. Equivalent units are the number of units in t 
system of varying size expressed in terms of a common unit (typically a resident1 
dwelling). In this case, multifamily, commercial, and industrial facilities are assigne 
multiple equivalent units in proportion to their total contribution to capacity, relative 
to that of a single-family-dwelling unit. 

Total system capacity is generally determined based on facility sizing criteria and 
wastewater permit requirements. Existing used capacity can be determined from 
wastewater plant records and billing data. The systemwide unit cost is calculated by 
dividing the system valuation by the selected capacity measure. Table 10.3 shows 
these sample calculations under the capacity buy-in approach. 

Debt service (c 

Federal fundin 

Contributions 

System valuatior 

TABLE 10.3 Exa 

Existing system 

Total capacity in 4 

Average cost per 

Marginal or Inc 
on the principle 
or next increme] 
growth's share o 
ital improvemen 
capacity resultir 
Selecting the apF 
plant capacity o 
(Corssmit, 2002). 
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System Development Charges 191 

R I G  10.2 Example of system valuation. 

Net book value 

$93,533,000 

!.purnp~ Fr lift stations $3,092,000 

$79,723,000 

Existing system value 

Less (offsets) 

Debt service (outstandmg principal) 

Federal funding (grants) 

Contributions (12,630,000) 

-r System valuation for buy-in fee 

mi TABLE 10.3 Example of capacitv buy-in method. 

Existing system valuation 

Total capacity in equivalent units 

Averanr cost net- unit 

Marginal or Incremental Approach. The marginal or incremental approach is based 
on the principle that new system users should be responsible for the cost of the latest 

or next increments of capacity that they cause to be constructed. This fee recovers 

growth's share of planned additions to the system. A utility generally relies on its cap- 
ital improvement plan to estimate cost and capacities of growth-related projects. The 

capacity resulting from the additional facilities will be used in the fee calcuIation. 

Selecting the appropriate capacity can be determined by (1) using total new treatment 
plant capacity or (2) capacity of new projects weighted by individual project costs 

(Corssmit, 2002). System development charges may be phased in as development in a 
growth area progresses and capacity use increases by using marginal pricing. 

Utilities need to avoid including overlapping cost in both the SDCs and in waste- 
water user charges used in the area of capital financing. As in the buy-in approach, 
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192 Financing and Charges for Wastewater Systems 

capital contributions and grants for additional facilities should not be included 
calculation of the fee. The objective of the marginal method is that system exp 
needed. to serve new development can be accomplished with limited impa 
existing wastewater user rates. This method is appropriate when all or a very si 

,,, cant portion of the wastewater capital improvement program serves growth 
available facilities cannot accommodate growth. 

Table 10.4 provides an illustration of a marginal or incremental approach. I 
case, individual projects are analyzed to determine the portion of costs associ 
with system expansion and capacity, versus rehabilitation or replacement. 

Combined Fee Approach. Increasingly, in response to the stated goal to charge 
customers for the full cost of growth, and thereby avoid the subsidization of new c 
tomers by existing customers, many state laws allow utilities to implement a c 
bined fee approach. This approach is rapidly gaining favor in many jurisdiction 
generally applies when the current system facilities could serve future customers 
a portion of the wastewater capital improvement program is also related to gro 
The combined fee approach includes two separate elements 

(1) System reimbursement component. Includes a portion for new customer 
pay for an equitable share of existing facilities. 

(2) Incremental new capacity component (also referred to as growth-relat 
improvement component). Includes future facilities that will be constructed 
to accommodate growth. 

This approach is generally the most technically rigorous of the system develop- 
ment charge calculation approaches. It involves explicit determination of available 

TABLE 10.4 Example of marginal or incremental approach. 

Capital improvement plan Growth costs 

Treatment plant irnpro~ernents(60~/~ capacity) $4,000,000 

Pipe replacement (0% capacity) 

New pump station (100% capacity) 

Cost-of-growth related projects 

Total new system equivalent units 

Unit cost per unit 

capacity va 
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determined 
estimated g 
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System Development Charges 

ity value in the existing system, and apportionment of future capital costs 

rmined by dividing the value of available capacity in the existing system by the 
ated growth units during the planning period. The improvement fee compo- 
is determined by dividing the value of futrtre capacity-increasing costs by the 

mated growth units. So, unlike the marginal or incremental approach described 
viously, that only recovers the future capacity costs related to growth, the com- 
ed approach also recovers the costs of available capacity of the existing system. 

Some states, such as Oregon, explicitly allow for use of a combined fee method- 

lorado Supreme Court decision found that a SDC methodology including a reim- 
rsement component and a growth-related improvement component was justifiable 
d defensible. A defensible method requires rational policy, application of appro- 
ate taws, collection and analysis of relevant data, sound asset valuation, and cost- 
ocation methodology- The Colorado ruling has since been adopted by several other 

states, and its implications may be useful to utilities elsewhere (Corssmit, 2002). 

FEE SCHEDULE. The fee structure is the mechanism for determining the costs to 

be recovered from new development as a whole. Of equal concern to local govern- 
ments and the development community alike is how the fees are then assessed to dif- 

ferent types, sizes, and location of development. The applicable SDC for a specific 
development is determined by multiplying the system-wide unit cost (as defined by 
one of the methods described above) by the estimated capacity requirements (Galardi 

Scaling Measures. At the very least, the fee schedule generalIy provides one or 
more scallng measures for assessment of development fees to different types and 
sizes of developments. The use of scaling measures in calculating development fees 

is designed to ensure that customers who are larger, or use infrastructure systems 
more intensively, pay the associated costs of capacity required to serve them. There 

are several measures used in the wastewater industry to represent use of capacity- 

* Wastewater demand measured or estimated by appropriate flow and strength 

New plumbing fixtures, 

* Dwelling unit count, 
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194 Financing and Charges for Wastewater Systems 

Square footage, and 

Meter size. 

In developing or choosing a scaling measure for wastewater SDCs, the choic 
an indicator must be easy to explain to the public, defensible in courts, and 
have data supporting how the measure was derived. Estimated wastewater de 
measured by appropriate flow and strength parameters is, in theory, the most &q 
table indicator; however, it can be difficult to develop and administer. The mo 
common indicators used in wastewater to represent capacity use are new plumb 
fixtures and meter size because of simplicity, ease of understanding, and ease in 
administration. An example of a SDC schedule based on meter size and the unit c 
of capacity from Table 10.4 is illustrated in Table 10.5. 

The utility should assess which indicator best apportions capacity cost to c 
tomers based on land use and characteristics of the service area. For example, o 
multifamily unit typically requires less wastewater treatment capacity, measured 
either average annual or peak use, than one single family residential unit becaus 
serves, on average, fewer people per unit and, therefore, is generally assigned 
lower cost per unit. However, multifamily units could be assigned a higher valu 
based on the class service characteristics of the community. In one instance, a utiii 
located in a ski resort community, found that the peak season number of occupan 
in multifamily rental units were typically higher than the single-family residentia 
unit (Corssmit, 2002). When peak demands are significant in the determination of 
infrastructure costs, peaking demands at wastewater collection systems and treat- 
ment plants shouId be considered in the development of fee schedules for various 
types of developments. 

A utility may choose to determine specific capacity requirements to reflect a cus- 
tomer with more extreme uses or potential demands. For example, if a large indus- 
trial facility is to locate in the service area, the facility size, capacity requirements or 
number of fixtures could be used to establish the fee specifically for that facility. For 
example, a large airport in a cold climate requiring deicing facilities may impose sig- 
nificant biochemical oxygen demand (BOD) loads on the system's treatment capacity. 
Consequently, the utility may choose to compute the total BOD capacity cost for the 
new user because the BOD capacity cost is substantially higher than the average 
system strength. Such exception-type users are recognized in various wastewater 

Meter size, 
mm (in.) 

15.9 ( 5 /8 )  

25.4 (1.0) 
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Geographic 
in cornputin, 
geographic 
important t k  
on the indiv 
fee schedule 
revitalizatio~ 

LOCAL 
In addition 
charges tha 
revered thrc 
ment; speci! 
taps, and en 

OUCC Attachment RJC-8 
Cause No. 45062 
Page 16 of 20



System Development Charges 

OUCC Attachment RJC-8 
Cause No. 45062 
Page 17 of 20



Front foot benefit charges. Impact fees based on the lineal footage of prop ered in the calcu 
bordering on a facility such as a street or sewer line. Front footage fees ma charging new cu: 
valid for reimbursement of previous construction but are not approp Another rec 

SDCs. The most defensible use is to recover the cost of the main serv meeting legal rec 
premises. dictions. To ensu 

Service connection and hook-up fees. Cost of the service installation in SDCS should be 1 

labor, equipment, and materials. These fees are paid by contractors f and collected ar 

installation of a new service line, main tap, and, if applicable, meters. intended project 
A 

improvements fl  

Acreage fees. Fee for connection to the wastewater system calculated o 
related projects. 

gross-acre basis for property serviced by the connection. SDCS and intere: 
% Main extension charges. Designed to recover costs associated with inst 

sewer main extension, including engineering and applicable ove 
expenses. 

Engineering plans and review fees. Administrative fees that includ 
review and develop plans for sewer connections. 

PROGRAM EVALUATION 
The last step in implementing SDCs is to monitor and manage the fee program. A 
utility may either use SDCs to fund capital expenditures or reimburse itself for any 
growth-related expenditure where working capital or debt is the funding source 
used, so long as the utility's intentions to do so are established before initiating such 
expenditures. Revenues from the SDCs are typically collected when permits are 
issued, which happens as the growth takes place. To meet such growth-capacity 
requirements, however, capital facilities are generally in place and funds already 
spent by the time such charges are collected. The timing of collection involves poten- 
tially conflicting issues, because the utility needs to collect the SDC early enough to 
make funds available for system improvements. However, the utility can accurately 
assess the SDCs only later in the development process when the actual meter size, 
usage, or number of fixture units is known. To address timing issues, utilities typi- 
cally use bond proceeds to fund large capital projects. The debt service payments on 
these bonds are typically recovered through the wastewater rates and, in some cases, 
SDCs. The level of and repayment means for outstanding debt needs to be consid- 

The fee estal 
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System Development Charges 

in the calculation and development of the SDCs to avoid potentially double 
,,ging new customers. 

Another requirement in monitoring revenues is to ensure that practices are 

legal requirements. Segregated funds are generally required by many juris- 
tions* To ensure that revenues are applied to intended projects, revenue from the 
Cs should be placed in a segregated fund earning interest. Fees are to be assessed 

collected and draws on the fund can be made to pay debt service for the 
nded projects. Interest earnings on a specific fund, such as growth-related 

improvements fee in the combined approach, need to also be applied to growth 
related projects. Reliable tracking procedures are essential to ensure revenues from 
SDCs and interest earnings are used to pay for designated capital projects. 

The fee established for specific capital improvements should be reviewed peri- 

odically to determine whether an adjustment is required. Similarly, the capital 
improvement plan and budget should be reviewed periodically to identify growth- 
related projects. Reviews and updates to SDCs ultimately depend on the degree of 
change in the utility's capital improvement program. 

The utility should also monitor legal activities as they relate to SDCs and contin- 
uously work with the public on program administration. System development 

charges can be an effective tool in ensuring adequate facilities to accommodate 
growth, if they are based on local growth policy, thorough capital planning, estab- 
lished legal standards, equitable fee calculations, and are continuously monitored. 
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1

Lane, Lyndsey

From: cmookster@sbcglobal.net
Sent: Tuesday, June 26, 2018 7:27 PM
To: UCC Consumer Info
Subject: Chandler water hike in rates

Categories: To Lane

**** This is an EXTERNAL email. Exercise caution. DO NOT open attachments or click links from 
unknown senders or unexpected email. ****  

I was wondering what this rate increase is for" we already pay around $100 a month for two people in our household. If improves the 
quialty of our water that would be understandable,  our water has a lot of stuff that builds up in water heaters and is very hard  
Thanks 
 
 
Sent from my LG G Pad™ X 8.0, an AT&T 4G LTE tablet 
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AFFIRMATION 

I affirm the representations I made in the foregoing testimony are true to 

the best of my knowledge, information, and belief. 

~02~ 
Cause No. 45062 
Indiana Office of 
Utility Consumer Counselor 

Date: 
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