BEFORE THE DELAWARE PUBLIC SERVICE COMMISSION

OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATION OF
ARTESIAN WASTEWATER MANAGEMENT, INC.
FOR AUTHORITY TO INCREASE EXISTING RATES
AND CHARGES FOR WASTEWATER SERVICES
FILED JANUARY 16, 2013

PSC DOCKET NO. 13-27WW

e e e N N

DIRECT TESTIMONY OF
STAFF WITNESS
VINCENT O. IKWUAGWU
ON BEHALF OF STAFF OF THE

DELAWARE PUBLIC SERVICE COMMISSION

JUNE 17,2013




10

11

12

13

14

15

16

17

18

19

20

I. STATEMENT OF QUALIFICATION

Q: PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A: My name is Vincent O. Ikwuagwu and my business address is 461 Silver Lake

Boulevard. Dover, Delaware 19901.

Q: BY WHO ARE YOU EMPLOYED?

Az I am employed by the Delaware Public Service Commission ("PSC”) as a Public Utilities

Analyst

Q: HOW LONG HAVE YOU WORKED FOR THE DELAWARE PUBLIC SERVICE

COMMISSION?

A: Since December 1990

Q: WHAT IS YOUR EDUCATIONAL BACKGROUND?

A: [ have a Bachelor of Science degree in Accounting from Delaware State University in
1985 and an MBA from the same institution in 1988. In 2010 I obtained a doctorate degree from
Wilmington University in leadership and innovation. Also, I am a Certified Internal Control

Auditor ("CICA™).

Q: WHAT IS YOUR REGULATORY EXPERIENCE?

A: [ have prepared and presented testimonies in various rate proceedings involving water,
cable, electric, gas and telephone. I have participated in numerous rate proceedings as either the
Case Manager or as field examiner of company filings for the consultants. I am responsible for

the review and audits of all water DSIC application in the State and participated in the
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formulation of the rulemaking for the implementation of DSIC for water, electric and gas

companies

I1. SCOPE AND PURPOSE OF TESTIMONY

Q: WHAT IS SCOPE AND PURPOSE OF YOUR TESTIMONY?

A: On January 18, 2013, Artesian Wastewater Management, Inc. (“AWMI”, “Company”, or
“Applicant™) filed an application with the Public Service Commission of the State of Delaware
(“*Commission™) for a change in rates for wastewater services and to make certain textual

changes to the Company tariff.

I was assigned the responsibility of Case Manager to conduct the review and analysis of

the application for the rate increase and other textual revisions to the Company tariff.

The purpose of this testimony is to present the overall results of Staff review and analysis
and present Staff recommendations to the Commission regarding (1) the appropriate overall
revenue requirements of AWMI, including recommended determinations of the Company’s rate

base, net operating income, rate of return, cost of capital and rate design.

In developing this testimony, I have reviewed and analyzed the Company’s filing.
supporting testimonies, attachments and workpapers; the Company’s responses to initial and
supplemental data requests by the DPA and the Staff: and other relevant financial documents and
data. Also, From May 15, 2013 through May 17, 2013, I conducted field examination of the
company’s general ledger and all necessary supporting and source documents for the test year
and test period. I ascertained that the Company’s test year numbers were accurate as starting

numbers for the rate case. Also. I reviewed and analyzed AWMI's original filing dated January

(o8]
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18.2013; AWMI's updated filing dated June 3, 2013; AWMTI's responses to initial and follow-up
data requests by Staff, the Division of Public Advocate (“DPA™) the Homeowner’s intervenor;

and other relevant financial documents and data.

Q: DID STAFF CONTRACT A CONSULTANT IN THIS MATTER?

AL No, Staftf did not.

Q: WHY DID STAFF NOT CONTRACT A SEPARATE CONSULTANT IN THIS

CASE?

A: As in the Tidewater Environmental Services, Inc. (“TESI and YMG”) case, staff believes
that sharing of consultants will reduce additional rate case expense that would be borne by rate
payers in this proceeding. The original arrangement was for Staff and the Attorney General
(“AG”) on behalf of Delaware Public Advocate (*DPA”™) to work with Mr. Haward Woods, the
contracted consultant for the DPA. However, after the initial data requests were sent out,
management at the PSC made the decision that Staff should have no further contact with Mr.
Woods. Staff has conducted an independent review and analysis of the case and is not

conversant with his testimony and recommendations.

I11. SUMMARY OF FINDINGS AND CONCLUSIONS

Q. PLEASE SUMMARIZE YOUR FINDINGS AND CONCLUSIONS IN THIS CASE.

A. Based on my analysis. reviews and evaluations, | have reached the following findings and

conclusions in this docket:




1 1. The appropriate Test Period rate base for AWMI in this docket amounts to $3,489.094

2 which is lower than AWMI Test Period rate base of $4,396.218. My analysis of the rate
3 base amount is summarized on schedule VOI Exhibit 1, Schedule 2-A
4 2. The appropriate Test Period Pro forma operating income at current rates amount to
5 $118.320.
6 3. The appropriate overall rate of return on rate base amounts to 4.27%. This recommended
7 overall rate of return number includes a recommended return on equity of 7.81% and
8 long term debt rate of 1.85%.
9 4. The appropriate Gross Revenue Conversion Factor to be used for ratemaking purposes in
10 this case is 1.668541.
ik | 5. The recommended ratemaking components outlined above suggest a need for a rate
12 increase of $3.70/EDU. However, when combined with Staff recommended expense
13 reduction, it yields a rate reduction of $1.91 to $73.09. This amount will have to be
14 recalculated if Company is able to meet its proposed rate base (Plant In Service) by June
15 30, 2013.

16 IV. CASE OVERVIEW

17 Q. PLEASE PROVIDE A BRIEF OVERVIEW OF THIS CASE.

18 A In PSC Order No. 6825 (Jan. 24, 2006, the Commission approved an initial tariff to

19 govern the rates, terms and conditions for the provision of wastewater public utility services by
20 Artesian Wastewater Management, Inc. in the “Stonewater Creek™ development. The Stonewater
91 Creek Tariff included an annual customer charge of $900. to be billed on a monthly basis at $75

22 per month.
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In PSC Order No. 7419 (Aug. 5, 2008) the Commission approved a tariff for AWMI's
“Independence Run” service territory, which tariff also included the $900 annual customer
charge. Between Orders 6825 and 7419 the Commission approved the $900 annual customer
charge for four other developments. As part of Staff recommendation, PSC Order No. 7419
provided that AWMI submit, with its next tariff application a proposed uniform tariff that would

be applicable to all of its current territories.

As directed, on March 13, 2009, AWMI filed an application for approval of a uniform
tariff applicable to all AWMI wastewater service territories including new service territories of

“Windstone” and Oakwood Village™ and other future service territories.

AWMI currently has eight wastewater service territories consisting of Stonewater Creek,
Beaver Creek. Heron Bay, Oakwood Village, Independence, Windstone, Southfield, and

Shoreview Woods which are all governed by the uniform rate established in 2009.

On January 18, AWMI filed a request for an increase in Flat Rate Revenue in the amount
of $342.608 or 34.8% over Pro Forma revenues. This will result in an increase in the monthly
Flat Rate Charge for wastewater customers from $75 per Equivalent Dwelling Unit ("EDU”) to

$98/EDU.

AWMI proposed a Test Year in this case that is fully historic 12-month period ended
September 30. 2012 containing 12 months of actual data and a Test Period of June 30, 2013

containing some projected data.

Q: HAS AWMI SUBMITTED AN UPDATE TO ITS ORIGINAL FILING?
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A Yes. On June 3. 2013, AWMI filed a supplemental to reduce the proposed revenue
deficiency from $342.,608 to $215.123, and proposes a new monthly Flat Rate charge to
customers of wastewater services to $88 per EDU. AWMI indicated that as of March 31, 2013,
the Company has only incurred actual cost of $1,768,080 on plant expenditures. The Company

also introduced new revenue and expense adjustments.

V. Rate Base

Q: DID YOU MAKE ANY ADJUSTMENTS TO THE PROPOSED RATE BASE BY

THE COMPANY?

A: Yes. A summary of the components that were used to derive the recommended rate base
are shown in VOI Exhibit 1, Schedule 2. Basically. I did not include any plant numbers that
have not been closed as of the company’s last update. At the time of my testimony. the Used and
Useful plant additions reported by company was $1,768.081 with a net retirement of $343.179.
Staff did not take into account any plant that Company suggests have not been fully completed.
The impact of this adjustment reduced the Rate Base to $3.489,094 as shown on VOI Exhibit 2.

and VOI Exhibit 2-A.

Q: PLEASE SUMMARIZE THE REST OF YOUR SCHEDULES

A: There a few schedules that contained the analysis of the major components of this case.

Revenue Under Present Rates — VOI Exhibit 3, Schedule 6

The Flat Rate Revenue of $1,017,337 calculated by the company appears to be
inaccurate. Per the Supplemental Testimony filed by the Company on June 3, 2013, the adjusted

number of EDUs is 14.016. Under the present rates of $75/EDU, that will amount to $1,051,200.
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The adjusted Operating Income was used to recalculate the taxes yielding a Net Operating
Income of $118.320. Further analysis is necessary to determine the accurate number of EDUs

contained and served by the AWMI system.

Return on Equity - VOI Exhibit 4, Schedule 2

Q: PLEASE EXPLAIN YOUR RECOMMENDATION FOR RETUN ON EQUITY OF

7.81%.

Al AWMI is a wholly-owned subsidiary of Artesian Resources Corporation (“Artesian™).
Information obtained and reviewed from Artesian Resources Corporation /0-Ks and /0-Qs. and
detailed in VOI Exhibit 3. Schedule 3 page 1 shows that the highest ROE earned by Artesian
from 2008 through 2012 was 8.53% with an average of 7.81% over the five years. Staff strongly
asserts that AWMI does not possess a significant amount or risk to warrant allowing an ROE of
10% well above its long term actual ROE. Utilizing the 5 year average ensures the Company’s
soundness and allows AWMI to continue to enjoy the ability of the parent to attract the necessary

capital needed to finance expenditures at reasonable rates.

Q: DID YOU UTILIZE ANY COST OF CAPITAL MODEL TO ARRIV E AT YOUR

RECOMMENDATION?

% No. However. I conducted a few checks by running the numbers utilizing the Dividend
Growth Model and the Capital Asset Pricing Model on Artesian as of closing on May 29, 2013
using the 10-year US Treasury Note. The average method utilizing the company’s actual

performance over the last 5 years seem to have a better result for the company.

Return on Revenue - VOI Exhibit 4, Schedule 1
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Q: WHAT IS YOUR RECOMMENDATION FOR ROR?

A: As detailed in VOI Exhibit 4, Schedule 1, Staff recommends an overall Rate of Return of
4.27%. This is a result of the revised ROE. AWMI operations are run internally by either the
employees of sister Company Artesian Water Company or by shared staff of Artesian. Most of

the services in running AWMI are done in-house, which makes the operation stable.

Qs DO YOU ADDITIONAL ADJUSTMENTS TO THE CASE?

A: I have adopted all the expense adjustments proposed by Amy Woodward in her prefiled
testimony. In her testimony she detailed areas of adjustment that totaled to $77.867. The Test
Period Operating Expenses per DLV Exhibit 3, Schedule 3 p 1 is $1.631.823 or $116.43/EDU.

The reduction of $77.867 is reduction of $3.56/EDU VOI Exhibit 3, Schedule 6.

Q: WHAT IMPACT WILL THIS HAVE ON YOUR OVERALL

RECOMMENDATION?

Al Based on all the analyses Staff is recommending an increase of $3.65/EDU. However,
when combined with Staff witness Amy Woodward recommended reduction in operating
expenses, there is overall recommendation for a reduction in rates per EDU by $1.91. If the
proposed plants become used and useful by the end of the end of the Test Period June 30, 2013,

Staff will recalculate the revenue requirement to ascertain if any increase will be warranted.

Q: DO YOU HAVE ANY FURTHER ISSUE TO ADDRESS?

A: Yes. Staff received through telephone calls, letters and emails numerous objections to the
proposed rate increase. Many contend that they had received assurances that their sewer bill

would decrease as more homes are built in their development. They state the individual
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developments are experiencing building boom and the benefits of new customers in an already
constructed sewer treatment system should aid to reduce rates on customers and not increase.
More than 200 residents of the various communities attended the Public Comment Session held
in Sussex County on May 6, 2013. Also, members of the Independence Community assert that
they were not officially included in the public Comment Session and content that they were
disenfranchised form participation in the regulatory process. A folder of all the letters is

maintained by Staff for review.
Q: DOES THIS CONCLUDE YOUR TESTIMONY?

A: Yes it does.




VOI Exhibit 1
OVERALL FINANCIAL SUMMARY V. Ikwuagwu
17-Jun-13
Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.

Normalized Pro Forma
Test Year 4.27% ROR
Line Actual Test Under Under
No. Description Year 9/30/2012 Present Rates Proposed Rates
Rate Base 3,293,158 4,396,218 3.489.094
Net Operating Income 78.243 97916 118.320
Earmed Rate of Return 2.38 2.23
4.27%
Proposed Fair Rate of Return
Required Operating Income 148,984
Operating Income Deficiency 30,664
Gross Revenue Conversion Factor 1.668541

Revenue Deficiency _!,m 31,165 _




Line
No.

SCHEDULE OF RATE BASE ELEMENTS

Delaware Public Service Commission

Company: Artesian Wastewater Management, Inc.

Description

1

8]

§aN

Used and Useful Utility Plant
Intangible Assets
Less: Accumulated Depreciation

Less: Advances for Construction Net

Contributions in aid of construction

Less: Deferred income taxes

Plus: Materials and Supplies

Plus: Cash Working Capital

Total Rate Base Elements

VOI Exhibit 2
V. lkwuagwu
17-Jun-13

Rate Base 26 Del. C.
at end of Test Test Period $102 (3) Schedule
Year 9/30/2012 Adjustments Rate Base Letter Ref  Reference
17,264,449 1,424,902 18,689,351 a 2A
0 a 2B
1,727,321 215,533 1,942,854 b 2C
312,642 251,268 563,910 C 2G
11,223,349 462,387 11,685,736 C 2G
883,839 307,040 1,190,879 d 2D
: - - f 2F
175,859 7,263 183,122 g 2E
$3,293,157 $195,937 $3,489,094




USED AND USEFUL UTILITY PLANT BY ACCOUNT VOI Exhibit 2A
END OF TEST YEAR AND PRJECTED END OF TEST PERIOD V. lkwuagwu
17-Jun-13
Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.
Rate Base Plant
Account at end of Test Added Proposed Anticipated  Proposed
No. Year 9/30/2012  Thru 3/31 Additions Retirement  Rate Base

353.002 Collection Plant - Land & Land rights 44,830 44,830
353.003 System Pump Plant Land & Land Rights 50,000 50,000
353.004 Treatment a& Disposal Plant & Rights 69,650 69,650
353.007 General Plant Land & Land rights 44 44
354.002 Collection Plant Structures and Improvements 7,163 7,163
354.003 System Pump Structures & Improvements 2,967 2,967
354.004 Treatment and Disposal Structures & Improvements 5,082,937 1,513,754 57,074 6,596,691
355.004 Treatment and Disposal Power Gen Equip 242,341 242,341
360.002 Collection Sewers - Force 1,209,867 520,953 1,209,867
361.002 Collection Sewers - Gravity 4,708,904 130,427 4,839,331
363.002 Services 799,725 67,177 866,902
364.002 Flow Meter Devices 103,287 103,287
371.003 System Pump Plant Pump Equip 1,273,911 14,480 275,986 1,288,391
380.004 Treatment and Disposal Plant Equip 2,025,496 42,243 2,067,739
381.004 Treatment and Disposal Plant Sewer 331,532 331,532
389.004 Treatment and Disposal Misc Equip 185,849 185,849
390.003 Office Equip - Computer Hardware 22,019 22,019
390.004 Software 25,428 25,428
391.006 Transportation Equip 695,822 343,179 352,643
393.007 Tools, Shaop & Garage Equip 75,651 15,885 75,651
394.007 Lab Equip 70,571 10,000 70,571
395.007 Power-Operated Equip 56,693 56,693
396.007 Communication Equip 31,041 31,041
397.007 Misc Equip 148,721 27,226 148,721

Total Tangible Used and Useful Utility Plant S 17,264,449 S 1,768,081 S 907,124 S 343,179 S 18,689,351

Did not include the Proposed Additions

Rtae Base as of Test Year S 17,264,449
Plant Added thru 3/31/13 S 1,768,081
Retirements S 343,179 | Net Rate Base Base S 1,424,902
Test Period Rate Base S 18,689,351




VOI Exhibit 2B
INTANGIBLE ASSETS CLAIMED IN RATE BASE V. lkwuagwu
17-Jun-13
Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.
Rate Base
Account at end of Test
No. Description Year 9/30/2012
302 Franchises and Consents 0
302 Other Intangible Assets 0
S 0




USED AND USEFUL UTILITY PLANT BY ACCOUNT VOI Exhibit 2C
END OF TEST YEAR AND PROJECTED END OF TEST PERIOD V. lkwuagwu
ACCUMULATED DEPRECIATION ['7-Jun-13

Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.

Rate Base Test Test Period
Account atend of Test  Period Pro-forma Pro-forma
No. Description Year 9/30/2012 Balance Retirements Depreciation Balance

353.002 Collection Plant - Land & Land rights 0 0 0 0
353.003 System Pump Plant Land & Land Rights 0 0 0 0
353.004 Treatment a& Disposal Plant & Rights 0 0 0 0
353.007 General Plant Land & Land rights 0 0 0 0
354.002 Collection Plant Structures and Improvements 322 287 143 430
354.003 System Pump Structures & Improvements 134 119 59 178
354.004 Treatment and Disposal Structures & Improvements 543,530 518,184 132,083 650,267
355.004 Treatment and Disposal Power Gen Equip (5,265) (6,998) 6,931 (67)
360.002 Collection Sewers - Force 44,812 41,362 16,017 57,379
361.002 Collection Sewers - Gravity 155,763 140,098 60,981 201,079
363.002 Services 66,095 60,781 21,496 82,277
364.002 Flow Meter Devices 12,801 12,062 2,954 15,016
371.003 System Pump Plant Pump Equip 119,234 110,334 38,093 148,427
380.004 Treatment and Disposal Plant Equip 332,220 314,306 65,094 379,400
381.004 Treatment and Disposal Plant Sewer 60,056 59,028 4,111 63,139
389.004 Treatment and Disposal Misc Equip 25,996 23,766 8,921 32,687
390.003 Office Equip - Computer Hardware 16,802 16,256 2,850 19,106
390.004 Software 21,697 20,477 4,880 25,357
391.006 Transportation Equip 249,266 234,345 98,622 30,251 165,974
393.007 Tools, Shaop & Garage Equip 10,464 9,858 2,548 12,406
394.007 Lab Equip 33,231 31,351 7,789 39,140
395.007 Power-Operated Equip 7,134 6,318 3,300 9,618
396.007 Communication Equip 6,440 5,963 2,861 8,824
397.007 Misc Equip 26,586 24,802 7,415 32,217

Total Tangible Used and Useful Utility Plant $ 1,727,318 $ 1,622,699 S 98,622 S 418,777 S 1,942,854




CONTRIBUTIONS IN AID OF CONSTRUCTION
AND RELATED ACCUMULATED DEPRECIATION

Delaware Public Service Commission

Company: Artesian Wastewater Management, Inc.

Line
No Description

Advances for Construction

Accumulated Depreciation

Net Advances

Contributions in Aid of Construction

Accumulated Depreciation

Net Contribution

Source: DLV 3-2G

VOI Exhibit 2D
V. lkwuagwu
17-Jun-13
Test Year Test Period
Balance Activity Balance

333,053 264,600 597,653

(20,411)  (13,332) (33,743)

312,642 251,268 563,910

12,097,778 634,522 12,732,300

(874,429) (172,134) (1,046,563)

11,223,349 462,388 11,685,737




VOI Exhibit 1

ACCUMULATED DEFERRED INCOME TAXES Schedule 2-D
V. lkwuagwu
Jun-13
Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.
Federal State
Taxes Taxes
Test Year 690,356 193,483
239,824 67,216
Balance 930,180 260,699
Total Federal and State S 1,190,879




VOI Exhibit 2E
INVESTOR SUPPLIED CASH WORKING CAPITAL V. lkwuagwu
17-Jun-13
Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.
Line Methodology Used Working Capital
No. to Determine Component
1/8 0&M
Test Year O&M 1,368,896 171,112
Additional O&M T/P 59,827 7,478
Total Cash Working Capital 1,428,723 178,590

DLV Sch. 3 p3




REVENUE ANALYSIS
EQUIVALENT DWELLING UNIT "EDU"

Delaware Public Service Commission

Company: Artesian Wastewater Management, Inc.

Line
No. Description

1 End of Test Year 1 EDU Customers

2 Monthly Commercial with Multiple EDUs
3 Additional 1 EDU Customers

4 Pro Forma Monthly Billable EDUs

3 Additional EDUs from Re-rating

6 Adjusted Monthly EDUs

7 Annualized EDUs

8 Pro Forma Flat Rate Revenue

9 Pro Forma Rate Per EDU

VOI Exhibit 3
Schedule 1A
V. Ikwuagwu

17-Jun-13
Under
Present
Test Rate
Year $75
978
46
110
1,134
34
1,168
14.016
1,232,460 1,051,200 Sch 3 p3
88
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VOI Exhibit 3
STATEMENT OF OPERATING INCOME Schedule 2
FOR THE TEST YEAR AND PRO FORMA PERIODS V. Ikwuagwu
Jun-13
Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.
Pro Forma Test Period
Test Present Rates Proposed Rates
Description Year Adjustments Amount Adjustments  Amount Staff
Flat Rate Revenue 888,822 128,515 1,051,200 VOI-3-6 181,260 1,232,460 1,024,221
Operating Susidies 768,224 (60,062) 708,162 708,162 708162
Misc Revenues 25,925 11,000 36,925 559 37,484 37,484
Total Operating Revenues 1,682,971 79,453 1,796,287 181,819 1,978,106 1,769,867
Operating Expenses
Operation and Maintenance 1,368,896 58,106 1,427,002 (79,588) 1,428,723 1,349,135
Depreciation 181,039 (14,192) 166,847 166,847 166847
Taxes Other Than Income Taxes 37,974 - 37,974 37,974 37974
Total Operating Expenses 1,587,909 43,914 1,631,823 (79,588) 1,633,544 1,553,956
Utility Operating Income Before Income Taxes 95,062 35,539 164,464 261,407 344,562 215352
Income Taxes
Current: -
Federal - (211,615) (201,103) 55,906 (145,197) (185,305)
State (59,308) (56,362) 15,669 (40,693) (51,937)
Deferred:
Federal 13,137 224,008 237,145 - 237,145 237,145
State 3,682 62,782 66,464 - 66,464 66,464
Amortization of ITC -
Total Income Taxes 16,819 15,867 46,144 71,575 117,719 66,367
Utility Operating Income 78,243 19,672 118,320 - 189,832 226,843 148,985
Rate Base 3,293,157 3,489,094 4,396,218 3489094
Rate of Return 2.38% 3.39% 5.16% 4.27%

22

1. Tax Rate @ 39.74%




REVENUE ANALYSIS
UNDER PRESENT RATES

Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.

Line

VOI Exhibit 3

Schedule 4

V. Ikwuagwu
17-Jun-13

No.  Description Company  Adjustment Staff
1 I'lat Rate Revenues $ 33.863 1,051,200
2 Other Revenues Em,qu
3 Total Operating Revenues 33.863 _,.qoo,w.ml\.
4 Total Operating Expenses _,ow;www
5 Operating Income Before Taxes 33,863 _mL,Lah
6 Taxes - Current 13.458 Awml\.,%omv
7 Taxes - Deferred 303,609
8 Total Income Taxes 13.458 46,144
9 Net Operating Income 20,405 1 _w...,,wmo




REVENUE - RATE CALCULATION PER EDU

Delaware Public Service Commission
Company: Artesian Wastewater Management, Inc.

NET OPERATING INCOME

VOI Exhibit 3

Schedule 5

V. Ikwuagwu
17-Jun-13

Prposed Rate Increase

_m,_._ww ROE WACC Desired Current Increase
1 6.65% 3.80% 132,586 118,320 14,266
2 7.81% 4.27% 148,984 118,320 30,664
3 8.53% 4.56% 159,103 118,320 40,783

Rate Base 3,489,093

1.668541 14,016
Total Per EDU

23,803 S 1.70

51,165 | S 3.65

68,048 S 4.85




STATEMENT OF OPERATING INCOME

SUMMARY OF RECOMMENDED ADJUSTMENTS

FOR THE TEST YEAR AND PRO FORMA PERIODS

Line
No

Description

Company O&M Expense

Total EDUs

O&M/EDU

Reduction Per EDU

Company

1,631,823

14,016

116.43

Staff

VOI Exhibit 3

Schedule 6

V. Ikwuagwu
17-Jun-13

Adjustment Difference

77,867

14,016

1,553,956.00

14,016.00

110.87




RATE OF RETURN

Delaware Public Service Commission

Company:

Line
No

10
11
12

13

VOI Exhibit 4
Schedule 1
V. Ikwuagwu
17-Jun-13

Artesian Wastewater Management, Inc.
Average - 7.81%
Weighted
Description Amount Ratio Cost Rate Cost

Debt S 4,696,827.00 59.43% 1.85% 1.10%
Common Equity S 3,205,847.00 40.57% 7.81% 3.17%
Total S 7,902,674.00 4.27%
Lowest - 6.65%

Weighted
Description Amount Ratio Cost Rate Cost
Debt S  4,696,827.00 59.43% 1.85% 1.10%
Common Equity S 3,205,847.00 40.57% 6.65% 2.70%
Total S 7,902,674.00 3.80%
Highest - 8.53%

Weighted
Description Amount Ratio Cost Rate Cost
Debt S 4,696,827.00 59.43% 1.85% 1.10%
Common Equity S 3,205,847.00 40.57% 8.53% 3.46%
Total S 7,902,674.00 4.56%



RETURN ON EQUITY

VOI Exhibit 4
Schedule 2
V. Ikwuagwu

17-Jun-13
Delaware Public Service Commission
Company: Artesian Wastewater Management. Inc.
Artesian Resources Return on Equity
(S in thousands)
Average
Line 2008 - 2012
No Stockholders' Equity 2012 2011 2010 2009 2008 5-Year Average
1 31-Mar §$ 114,374 S 95,204 S 91,593 88,400 S 85,195
2 30-Jun 115,767 95,705 92,518 89,390 84,148
3 30-Sep 115,826 110,787 94,381 90,688 87,628
4 31-Dec 118,180 112,997 95,146 91,174 87,794
5 Quarterly Average S 115,389 S 101,442 S 92,913 89,491 S 85,926 S 97,032
$ -
6 Net Income 9,846 6,746 7,620 7,262 6,418 S 7,578
7 Return on Equity 8.53% 6.65% 8.20% 8.11% 7.47% 7.81%

1. Average

2. Net Income divided by quarterly average stocknholders' Equity

Sources: Artesian Resources Corporation 10-Ks and 10-Qs




