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I.  QUALIFICATIONS AND OVERVIEW 1 

Q. Please state your name and business address. 2 

A. Brian Kalcic, 225 S. Meramec Avenue, Suite 720, St. Louis, Missouri 63105. 3 

 4 

Q. What is your occupation? 5 

A. I am an economist and consultant in the field of public utility regulation, and 6 

principal of Excel Consulting.  My qualifications are described in the Appendix to 7 

this testimony. 8 

 9 

Q. On whose behalf are you testifying in this case? 10 

A. I am testifying on behalf of the New Jersey Division of Rate Counsel (“Rate 11 

Counsel”). 12 

 13 

Q. What is the subject of your testimony? 14 

A. Rate Counsel requested that I review the class cost of service and rate design 15 

proposals submitted on behalf of New Jersey-American Water Company, Inc. 16 

(“NJAWC” or the “Company”), and develop an appropriate rate design that reflects 17 

Rate Counsel witness Robert J. Henkes’ recommended revenue decrease of $17.07 18 

million. 19 

 20 

Q. How is your testimony organized? 21 
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A. My direct testimony is organized as follows.  Section I of my testimony contains my 1 

qualifications and an overview of my testimony.  Section II critiques the Company’s 2 

cost-of-service study for water service, and discusses my recommended cost study.  3 

Section III presents Rate Counsel’s recommended class revenue allocation and rate 4 

design.  Finally, Section IV discusses how Rate Counsel’s recommended cost-of-5 

service study results should be used to determine an appropriate revenue allocation 6 

in the event the Board awards NJAWC an overall revenue increase in this 7 

proceeding. 8 

 9 

Q. Please summarize your recommendations. 10 

A. Based upon my review of the Company filing and interrogatory responses, I 11 

recommend that Your Honor and the New Jersey Board of Public Utilities (“Board” 12 

or “BPU”): 13 

 14 

• reject the Company’s class cost-of-service study for water service;  15 

 16 

• adopt Rate Counsel’s recommended water cost-of-service study;  17 

 18 

• adopt Rate Counsel’s recommended class revenue allocation, which includes 19 

uniform decreases to the Company’s water service rate classes;  20 

 21 
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• implement Rate Counsel’s recommended rate design, which includes non-1 

uniform decreases to water and sewer rates; and 2 

 3 

• adopt Rate Counsel’s alternative recommended revenue allocation and rate 4 

design guidelines in the event the Company is awarded an overall increase in 5 

this case. 6 

 7 

The specific details associated with my recommendations are discussed below. 8 

 9 

 10 

II.  COST-OF-SERVICE STUDY 11 

 12 

Q. Mr. Kalcic, what type of cost-of-service study (“COSS”) did NJAWC perform 13 

for this proceeding? 14 

A. Company witness Paul R. Herbert sponsored a class cost-of-service analysis 15 

(included in Exhibit PT-14) for the Company’s consolidation water operations 16 

utilizing the Base Extra-Capacity (“BEC”) cost methodology. 17 

 18 

Q. Did NJAWC also sponsor a class cost-of-service analysis for the Company’s 19 

consolidated wastewater operations? 20 

A. No. 21 

 22 
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Q. Please summarize the major components of the BEC cost methodology that is 1 

used in the Company’s water COSS. 2 

A. In general, the BEC methodology consists of two major steps.  First, the utility’s 3 

system-wide revenue requirement is classified (or split) into various functional cost 4 

categories, namely:  1) base; 2) extra capacity (which consists of maximum day and 5 

maximum hour costs); 3) customer; and 4) fire protection costs.  Second, each 6 

functional cost category is allocated to rate classes in accordance with a factor that 7 

reflects relative cost responsibility. 8 

  The BEC classification and allocation steps combine to produce a measure 9 

of total cost of service, by rate class.  By comparing allocated cost responsibility to 10 

actual revenue levels, one can determine whether a given rate class is contributing 11 

above or below its cost-of-service indications. 12 

 13 

Q. Please explain the difference between base, maximum day and maximum hour 14 

costs in the BEC cost methodology. 15 

A. Base costs consists of all costs incurred by the utility in order to satisfy demand 16 

(i.e., supply water) under average load conditions.  Maximum day costs consists of 17 

the additional costs incurred by the utility in order to be able supply water under 18 

system peak (or maximum) day load conditions.  Finally, maximum hour costs 19 

consists of the additional costs incurred by the utility in order to be able supply 20 

water during maximum hourly load conditions. 21 

 22 
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Q. How does the BEC cost methodology classify costs between the base and extra 1 

capacity functions? 2 

A. The BEC methodology uses system maximum day and maximum hour ratios to 3 

determine the level of costs that are functionalized as base-, maximum day- and 4 

maximum hour-related in the COSS.  All else equal, the greater the level of usage 5 

on the system maximum day and in the system maximum hour, compared to the 6 

level of average daily usage level on the system over the test year, the greater the 7 

amount of costs deemed to be (i.e., classified as) either maximum day and/or 8 

maximum hour related, as opposed to base (or average day) related. 9 

 10 

Q. How are base, maximum day and maximum hour costs allocated to rate classes 11 

under the BEC methodology? 12 

A. Base costs are allocated to classes on the basis class usage levels, while maximum 13 

day and maximum hours costs are allocated to classes on the basis of excess class 14 

demand (or usage) under maximum day and maximum hours conditions, 15 

respectively. 16 

 17 

Q. What rate classes are included in the Company’s COSS? 18 

A. The study allocates functionalized costs to following rate classes:  a) General 19 

Metered Service (“GMS”); b) Manasquan Resale Service (“Manasquan”); c) 20 

Optional Industrial Wholesale (“OIW”) Service; d) Sales for Resale – Commodity 21 
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Demand (“CD”) Service;1 e) Sales for Resale – Service to Other Systems (“SOS”) 1 

Service; f) Private Fire Protection Service; and g) Public Fire Protection Service. 2 

 3 

Q. Mr. Kalcic, based upon your review, do you agree with how the Company 4 

implemented the BEC methodology in this proceeding? 5 

A. No.  I disagree with the system maximum day and maximum hour ratios used by the 6 

Company to classify costs between the base and extra capacity functions. 7 

 8 

Q. What system maximum day and system maximum hour ratios does the 9 

Company use in its COSS? 10 

A. Mr. Herbert uses a system maximum day ratio of 1.70, and a system maximum hour 11 

ratio of 2.40. 12 

 13 

Q. How did Mr. Herbert determine the level of these ratios? 14 

A. Mr. Herbert chose to employ a maximum day ratio of 1.70 based on a review of 15 

actual system peak day delivery data over prior years.  Since actual system peak 16 

hour delivery information is apparently not available, Mr. Herbert used a peak hour 17 

ratio of 2.40 (or approximately 1.4 times the system peak day value of 1.70) based 18 

on his judgment and experience.2 19 

 20 

                                                           
1 The Sales for Resale - CD class includes customers taking service under the Company’s Commodity-
Demand and Off-Peak rate schedules. 
2 See the Company’s response to OIW-5. 
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Q. Why do you disagree with the system maximum day and maximum hour ratios 1 

used in the Company’s COSS? 2 

A. Table 1 below shows the Company’s actual system maximum-day ratios over the 3 

period 2010-2016.  As shown in Table 1, NJAWC’s water system has not exhibited 4 

a system maximum day ratio approaching 1.70 since 2011.  Since that time, the 5 

system maximum-day ratio has ranged from 1.31 to 1.53.  In other words, Table 1 6 

shows that overall water use on NJAWC’s system has become less volatile (or more 7 

uniform) in recent years – to the extent that it is no longer accurate to employ a 8 

system maximum-day ratio of 1.70 in NJAWC’s COSS. 9 

 10 

Table 1 11 
NJAWC System Maximum-Day Ratios 12 

2010-2016 13 

 
 

Year 

System 
Max-Day 

Ratio 
2010 1.64 
2011 1.66 
2012 1.53 
2013 1.44 
2014 1.31 
2015 1.36 
2016 1.42 

Source: MWC-21 & OIW-5 14 

 15 

Q. What system maximum-day ratio do you recommend? 16 
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A. Based on the information shown in Table 1, I find that a maximum-day ratio of 1.50 1 

is more reflective of the current nature of water use on NJAWC’s system than the 2 

Company’s preferred value of 1.70. 3 

 4 

Q. Mr. Kalcic, what system maximum-hour ratio should be used in the COSS? 5 

A. Using the same calculation employed by Mr. Herbert, I recommend a system 6 

maximum-hour ratio equal to 1.4 times the system maximum day ratio of 1.50, or 7 

2.10 be used in the COSS. 8 

 9 

Q. Have you rerun the Company’s filed COSS using system maximum-day and 10 

maximum-hour ratios of 1.50 and 2.10, respectively? 11 

A. Yes, I have. 12 

 13 

Q. How do the results of Rate Counsel’s COSS compare with the results of the 14 

Company’s filed study? 15 

A. Schedule BK-1 provides a summary of cost-of-service results across the two 16 

studies. 17 

 18 

Q. Please discuss Schedule 1. 19 

A. Column 1 of Schedule BK-1 shows the pre-TCJA revenues used in the Company’s 20 

filed COSS, by rate class.  Columns 2 and 5, respectively, show the cost-based 21 

increases needed for each rate class to provide a system average rate of return of 22 
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8.07%, under the Company and Rate Counsel COSS.3  The remaining columns in 1 

Schedule 1 simply restate the required cost-based increases shown in columns 2 and 2 

5 in percentage and relative terms (see columns 3-4 for NJAWC, and columns 6-7 3 

for Rate Counsel’s cost study). 4 

  Under the Company’s COSS (see column 3), the Manasquan and Private 5 

Fire Protection classes would require rate adjustments of -1.3% and -6.6%, 6 

respectively, in order to move to full cost of service (at the Company’s requested 7 

revenue level).  The cost-based increases for the CD and GMS classes are 11.5% 8 

and 18.0%, respectively.  These rate adjustments are positive but still less than the 9 

Company’s requested system average water service increase of 19.0% shown on 10 

line 8.  On the other hand, column 3 indicates that the OIW, SOS and Public Fire 11 

Protections classes would require increases significantly in excess of the 19.0% 12 

system average in order to move to full cost of service. 13 

  From the above, one may generally conclude that the Manasquan, Private 14 

Fire Protection, CD and GMS classes are (to varying degrees) over-contributing, 15 

while the OIW, SOS and Public Fire Protections classes are currently under-16 

contributing, based on the Company’s COSS. 17 

 18 

Q. Please discuss the results of Rate Counsel’s COSS shown in Schedule 1. 19 

A. Under Rate Counsel’s COSS (see column 6), the Private Fire Protection class 20 

would require a rate adjustment of -4.7% in order to move to full cost of service.  21 

                                                           
3 The Company’s cost study reflects its original (i.e., filed) revenue requirement level with an overall 
requested rate of return of 8.07%. 
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The cost-based increases for the Manasquan and GMS classes are 7.0% and 16.9%, 1 

respectively, i.e., positive but less than the Company’s requested system average 2 

increase of 19.0%.  Finally, column 6 shows that the OIW, CD, SOS and Public Fire 3 

Protections classes would require increases in excess of the 19.0% system average 4 

in order to move to full cost of service. 5 

  All else equal, the above results suggest that it would be appropriate to 6 

assign the OIW, CD, SOS and Public Fire Protections classes a greater-than-system-7 

average increase in this proceeding.  Correspondingly, Rate Counsel’s COSS 8 

suggests that the GMS, Manasquan and Private Fire Protection classes should be 9 

assigned a less-than-system-average increase in this case. 10 

 11 

Q. Have you utilized Rate Counsel’s COSS results when preparing your 12 

recommended class revenue allocation and rate design? 13 

A. No.  As discussed below, I have not done so simply because Rate Counsel is 14 

recommending a relatively modest overall percentage decrease in this proceeding. 15 

 16 

Q. Mr. Kalcic, would it be appropriate to use Rate Counsel’s COSS results as a 17 

guide in implementing a class revenue allocation and rate design, in the event 18 

that the Board were to grant the Company an overall increase in this case? 19 

A. Yes, it would.  I discuss how Rate Counsel’s COSS results should be used to 20 

determine the allocation of a hypothetical rate increase in the last section of my 21 

testimony. 22 
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 1 

III.  REVENUE ALLOCATION & RATE DESIGN 2 

 3 

Q. Mr. Kalcic, how does NJAWC propose to recover its requested revenue 4 

increase in this proceeding? 5 

A. Schedule BK-2 summarizes the Company’s filed revenue allocation proposal.4  As 6 

shown on lines 1-7 of Schedule BK-2, the Company’s proposed water revenue 7 

increases range from 1.6% (for Public Fire) to 34.1% (for OIW).  The overall 8 

proposed increase in water rate revenues is 19.0% (per line 8). 9 

  Lines 12-20 of Schedule BK-2 summarize the Company’s proposed 10 

allocation of its requested sewer service increase.  As shown on lines 12-17, 11 

NJAWC is proposing sewer service increases ranging from 1.3% (for Adelphia) to 12 

42.4% (for Haddonfield).  The overall proposed increase in sewer service rate 13 

revenues is 18.3% (per line 18). 14 

 15 

Q. How did Mr. Herbert arrive at the proposed revenue allocation for water 16 

service shown in Schedule BK-2? 17 

A. On page 9 of his direct testimony, Mr. Herbert indicates that the Company’s 18 

proposed revenue allocation and rate design for water service reflect the following 19 

considerations:  1) class cost of service indications; 2) the present status of several 20 

rate schedules; 3) the goal of rate equalization; 4) the nature of existing contracts; 21 

and 5) the relative level of the NJAWC’s fixed charge revenue. 22 
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 1 

Q. How did the Company determine its proposed revenue allocation for sewer 2 

service? 3 

A. The Company first calculated a stand-alone revenue requirement for each of its 4 

sewer service rate areas, which indicated that sewer service rates were, in aggregate, 5 

approximately $7.33 million below cost of service.  The Company next proposed 6 

that one-half of the shortfall should be recovered from GMS water customers, in 7 

order limit the overall increase to sewer service customers to 18.3%, as shown on 8 

line 20 of Schedule BK-2.  Finally, the Company allocated the total proposed sewer 9 

service increase of $3.66 million so as to:  1) make progress toward sewer rate 10 

consolidation; and 2) reflect the additional level of capital improvements placed in 11 

service, by rate area, since the Company’s last base rate case.  12 

 13 

Q. Have you prepared a recommended class revenue allocation for both water 14 

service and sewer service, equivalent to that shown in Schedule BK-2? 15 

A. Yes, I have.  My recommended class revenue allocation is shown in Schedule BK-3. 16 

 17 

Q. Does Schedule BK-3 reflect Rate Counsel’s recommended pro forma 9+3 18 

revenue adjustments?  19 

A. Yes, it does.  Rate Counsel’s recommended pro forma 9+3 revenue adjustments 20 

produce total rate revenues of $686.2 million at pre-TCJA rates, as shown on line 21 

33 of Mr. Henkes’ Schedule RJH-9, and on line 21 of Schedule BK-3, page 1 of 2. 22 

                                                                                                                                                                             
4 Note that the Company’s filed revenue allocation was not updated in its 9+3 Update. 
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 1 

Q. How did you determine the revenue allocation shown in Schedule BK-3? 2 

A. Mr. Henkes is sponsoring an overall revenue decrease of $17.07 million or 2.49%, 3 

as shown on lines 7-8 of Schedule RJH-1.  Given that modest overall percentage 4 

change in total revenue, I determined that it would be reasonable to assign a 5 

uniform system average decrease to all water rate classes and to total sewer rate 6 

revenues. 7 

 8 

Q. Why did you decide not to use Rate Counsel’s COSS results to guide the 9 

development your recommended class revenue allocation? 10 

A. Typically, class cost-of-service results are used to identify the cost-based increases 11 

applicable to both over- and under-contributing rate classes.  In many cases, 12 

however, such cost-based increases need to be tempered in order to mitigate 13 

customer rate impacts, before beginning the rate design process.  For example, 14 

gradualism considerations may necessitate that no rate class receive an increase 15 

more than, say, 150% of the system average.  At the same time, any revenue 16 

shortfall that results from limiting certain class increases will need to be recovered 17 

from over-contributing classes.  In the end, the final increases assigned to rate 18 

classes will be constrained within permissible limits, or multiples, of the system 19 

average. 20 

  In considering whether to attempt to allocate Rate Counsel’s recommended 21 

2.49% decrease in a more cost-based manner, I determined that constraining class 22 
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decreases to within, say, 0 to 1.5 times the system average (or between 0% and 1 

3.74%) would not produce a meaningful movement towards cost of service.  2 

 3 

Q. Are you also recommending an across-the-board decrease in rates within each 4 

rate class in order to implement Rate Counsel’s recommended revenue 5 

allocation? 6 

A. No.  I am not recommending a corresponding across-the-board decrease in all rates 7 

since in most instances the Company’s rate classes are not served on a single (i.e., 8 

consolidated) rate schedule.  As discussed below, my recommended rate design 9 

assigns rate decreases to those rate zones that exhibit the highest rates within a 10 

given class of customers (which is generally considered the Company’s statewide 11 

rate). 12 

 13 

Q. What information is provided in Schedule BK-3, page 2 of 2? 14 

A. Schedule BK-3, page 2 of 2 provides a summary of my recommended GMS revenue 15 

allocation, by rate zone.  The individual GMS rate area results shown on page 2 are 16 

a by-product of my recommended GMS rate design (discussed below). 17 

18 
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 A. SA-1 and Sewer Service Rate Design 1 

 2 

Q. Mr. Kalcic, please provide a brief description of the Company’s SA-1 rate 3 

design proposals. 4 

A. For GMS customers, the Company proposes to increase the monthly 5/8” customer 5 

charge from $16.85 (inclusive of the DSIC) to $19.00, or 12.8%.  All other 6 

customer charges would be increased proportionately.  NJAWC proposes to 7 

increase the SA-1 GMS consumption charge by 23.8%.  For its Commodity-8 

Demand and Off-Peak resale classes, NJAWC is proposing to decrease the 9 

consumption charges and increase the demand charge, so as to arrive at an overall 10 

increase of 11.5%.  The Company proposes to increase the Manasquan interruptible 11 

usage charge, consistent with the class’s cost-of-service indications. 12 

  With respect to fire protection service, the Company’s Private Fire 13 

Protection rate schedules would be increased approximately 5%, in order to move 14 

toward rate consolidation.  Finally, the Company proposes to increase the Public 15 

Fire Protection hydrant changes by $1.30 per month, in recognition of the 16 

significant under-recovery of the cost to provide public fire protection in the SA-1 17 

rate area. 18 

 19 

Q. Mr. Kalcic, please discuss your recommended SA-1 rate design. 20 

A. Schedule BK-4 presents my recommended rate design and proof of revenue for 21 

NJAWC’s SA-1 rate classes.  Pre-TCJA class rate revenue is derived in column 3 22 
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from the class billing determinants and pre-TCJA rates shown in columns 1 and 2, 1 

respectively. 2 

  My recommended rates are shown in column 4.  Column 5 shows the annual 3 

class revenue produced by the recommended rates.  Finally, column 6 shows my 4 

recommended percentage increases to individual tariff components and class 5 

revenue levels. 6 

 7 

Q. Please discuss your specific rate design recommendations, beginning with 8 

NJAWC’s GMS rate schedule. 9 

A. My recommended rates for SA-1 GMS service are shown on Schedule BK-4, page 1 10 

of 6.  As a first step in my rate design, I assigned a 2.49% (i.e., class average) 11 

decrease to all SA-1 customer charges.  Second, because the Company’s SA-1 12 

(statewide) GMS consumption charge is higher than the Company’s non-statewide 13 

GMS rate levels, I initially assigned the SA-1 GMS consumption charge 100% of 14 

the residual decrease (or 4.13%) that is necessary to implement the overall target 15 

GMS class decrease shown in Schedule BK-3.  Finally, since the second step of my 16 

rate design (temporarily) reduced the SA-1 GMS consumption charge below the 17 

existing SA-2 usage rate, I consolidated my recommended SA-1 and SA-2 18 

consumption charges, which resulted in a final recommended decrease of 3.44% to 19 

the SA-1 GMS consumption charge. 20 

 21 
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Q. Mr. Kalcic, please continue your rate design discussion by explaining how you 1 

developed your recommended rates for Commodity-Demand Resale and Off-2 

Peak Sales for Resale service. 3 

A. I implemented my recommended CD and Off-Peak decrease via an across-the-board 4 

usage and demand charge decrease of 2.51%, as shown on Schedule BK-4, page 1 5 

of 6. 6 

 7 

Q. How did you develop your recommended rates for Manasquan? 8 

A. I implemented my recommended Manasquan class decrease by assigning the 9 

residual decrease necessary to implement the overall target Manasquan decrease to 10 

all Manasquan usage charges (excluding interruptible), as shown on Schedule BK-4, 11 

page 1 of 6.5 12 

 13 

Q. Please explain how you developed your recommended rates for SA-1 Regular 14 

Sales for Resale customers. 15 

A. Since the Company’s current Regular Sales for Resale usage rates are linked to its 16 

SA-1 GMS rates (i.e., exactly $0.05 lower), I set my recommended Regular Sales 17 

for Resale usage charge $0.05 below the level of my recommended SA-1 GMS 18 

consumption charge, as shown on Schedule BK-4, page 2 of 6. 19 

 20 

Q. How did you develop your recommended SA-1 Public Fire Protection rates? 21 

                                                           
5 As in NJAWC’s current tariff, the Manasquan interruptible usage charge is set at the same level as the SA-
1 Regular Sales for Resale usage rate. 
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A. Since the Company’s SA-1 public hydrant rates are generally below the statewide 1 

average hydrant rate, I left all such rates unchanged, as shown on Schedule BK-4, 2 

page 2 of 6. 3 

 4 

Q. How did you determine your recommended Private Fire Protection rates? 5 

A. The Company’s SA-1 private fire rates are generally below the statewide average.  6 

Therefore, I left all such rates unchanged, per Schedule BK-4, page 2 of 6. 7 

 8 

Q. Please discuss how you determined your recommended rates for sewer service. 9 

A.  I implemented my recommended 2.49% decrease in total sewer rate revenues via 10 

an applicable across-the-board reduction of approximately 2.65% to all existing 11 

sewer charges, except in Haddonfield, as shown on Schedule BK-4, pages 4-5.  I did 12 

not reduce any existing Haddonfield rates since Haddonfield is currently the farthest 13 

from cost of service of any sewer service rate area, based on the Company’s stand-14 

alone revenue requirement analysis. 15 

 16 

17 
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 B. SA-2 Rate Design 1 

 2 

Q. Have you developed a recommended SA-2 rate design for this proceeding? 3 

A. Yes, I have.  My recommended SA-2 rate design and proof of revenue is shown in 4 

Schedule BK-5.  My recommended SA-2 class billing determinants reflect the 5 

applicable pro forma revenue adjustments shown in Mr. Henkes’ Schedule RJH-9. 6 

 7 

Q. Please discuss your specific rate design recommendations for the Company’s 8 

SA-2 GMS rate schedules. 9 

A. The SA-2 service area currently contains two (2) separate rate zones.  These rate 10 

zones exhibit a common set of customer charges (which are the same as SA-1) but 11 

different consumption charges.  As previously discussed, I consolidated the SA-2 12 

GMS usage charge (excluding Manville) with my recommended SA-1statewide 13 

rate.  I did not assign any decrease to the SA-2 Manville usage, which remains 14 

below the statewide rate.  In addition, all SA-2 GMS customer charges receive a 15 

decrease in order to remain equal to Rate Counsel’s recommended SA-1 statewide 16 

rates.  17 

 18 

Q. How did you determine your recommended OIW usage charge? 19 

A. I reduced the OIW consumption charge by 2.51% in order to implement the target 20 

class decrease of 2.51% shown on Schedule BK-3, page 1 of 2. 21 

 22 
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Q. Please explain how you determined your recommended Sales for Resale – SOS 1 

usage charge? 2 

A.  As in the case of OIW, I reduced the existing Sales for Resale – SOS consumption 3 

charge by 2.51% in order to attain the target class decrease of 2.51% shown on 4 

Schedule BK-3, page 1 of 2. 5 

 6 

Q. How did you develop your recommended SA-2 Public Fire Protection rates? 7 

A. Since the SA-2 public hydrants rates are among the highest on NJAWC’s system, I 8 

implemented my recommended 2.51% decrease in total public fire rate revenues 9 

solely within the SA-2 rate zone.  More specifically, I assigned an across-the-board 10 

reduction of 5.91% to all existing SA-2 hydrant charges in excess of the Company’s 11 

existing Rate M-1 annual hydrant charge of $541.20.  My recommended SA-2 12 

Public Fire rate design is shown on Schedule BK-5, page 2 of 3. 13 

 14 

Q. Finally, please explain how you developed your recommended SA-2 Private 15 

Fire Protection charges. 16 

A. The Company’s Rate L-3 hydrant and connection charges are currently among the 17 

highest on NJAWC’s system, along with Private Fire connection charges in the SA-18 

1B and SA-1C rate areas (discussed below).  Accordingly, I implemented my 19 

recommended 2.51% decrease in total private fire rate revenues by restricting rate 20 

decreases to the SA-2, SA-1B and SA-1C rate zones.  In particular, I first 21 

determined that the applicable rate reduction within these combined rate zones 22 
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should be 5.55%, and then I assigned a uniform decrease of 5.55% to the SA-2 1 

private hydrant charge, and 2” through 8” connections charges.  My recommended 2 

SA-2 Private Fire rate design is shown on Schedule BK-5, page 2 of 3. 3 

 4 

 C. SA-3 Rate Design 5 

 6 

Q. Please discuss your recommended SA-3 rate design. 7 

A. Schedule BK-6 presents my recommended rate design and proof of revenue for 8 

NJAWC’s SA-3 rate classes. 9 

 10 

Q. How did you derive your recommended SA-3 GMS rates? 11 

A. The SA-3 service area serves Southampton customers.  Since the Southampton 12 

consumption charge is below the statewide rate level, I left that charge unchanged, 13 

as shown on Schedule BK-6, page 1 of 1.  However, all SA-3 GMS customer 14 

charges receive a decrease in order to remain equal to Rate Counsel’s recommended 15 

SA-1 statewide rates. 16 

 17 

Q. How did you develop your recommended SA-3 Public Fire Protection rates? 18 

A All SA-3 public hydrant rates are below the statewide average.  As such, I left all 19 

such hydrant rates unchanged, as shown on Schedule BK-6, page 1 of 1. 20 

 21 
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Q. Finally, please explain how you developed your recommended SA-3 Private 1 

Fire Protection charges. 2 

A. The Company’s SA-3 private fire charges are generally below the corresponding 3 

SA-2 rate levels.  Accordingly, I left all such charges at their current levels, as 4 

shown on Schedule BK-6, page 1 of 1. 5 

 6 

 D. SA-1B Rate Design 7 

 8 

Q. Please discuss your recommended SA-1B rate design. 9 

A. Schedule BK-7 presents my recommended rate design and proof of revenue for 10 

NJAWC’s SA-1B rate classes. 11 

 12 

Q. How did you derive your recommended SA-1B GMS rates? 13 

A. The SA-1B service area serves Pennsgrove customers.  Since the Pennsgrove 14 

consumption charge is below the statewide rate level, I left that charge unchanged, 15 

as shown on Schedule BK-7, page 1 of 1.  However, all SA-1B GMS customer 16 

charges receive a decrease in order to remain equal to Rate Counsel’s recommended 17 

SA-1 statewide rates. 18 

 19 

Q. How did you develop your recommended SA-1B Public Fire Protection rates? 20 

A The SA-1B hydrant rate is below the statewide average, so I left the SA-1B public 21 

hydrant rate unchanged, per Schedule BK-7, page 1 of 1.  22 
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 1 

Q. Please explain how you developed your recommended SA-1B Private Fire 2 

Protection charges. 3 

A. As previously discussed, certain Pennsgrove private fire connection charges are 4 

among the highest on the Company’s system.  As a result, I assigned an applicable 5 

across-the-board decrease of 5.55% to the 6” through 16” connection charges.  All 6 

remaining Pennsgrove private fire charges are unchanged.  . My recommended SA-7 

1B Private Fire rate design is shown on Schedule BK-7, page 1 of 1. 8 

 9 

 E. SA-1C & 1D Rate Design 10 

 11 

Q. Please discuss your recommended SA-1C and SA-1D rate design. 12 

A. Schedule BK-8 presents my recommended rate design and proof of revenue for 13 

NJAWC’s SA-1C and SA-1D rate classes. 14 

 15 

Q. How did you derive your recommended SA-1C GMS rates? 16 

A. The SA-1C service area serves Shorelands customers.  Since the Shorelands 17 

consumption charge is below the statewide rate level, I left that charge unchanged.  18 

Likewise, since all fixed charges applicable to Shorelands customers are below the 19 

statewide rate level, I did not assign any decrease to such charges.  My 20 

recommended SA-1C GMS rate design is shown on Schedule BK-8, page 1 of 1. 21 

 22 
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Q. How did you determine your recommended SA-1D GMS rates? 1 

A.  The SA-1D service area applies only to Applied irrigation customers.  Since the 2 

Applied irrigation consumption charge is above the statewide rate level, I assigned 3 

my recommended residual SA-1 usage charge decrease (before consolidation) of 4 

4.13% to the Applied consumption rate.  Likewise, all SA-1D GMS customer 5 

charges receive a decrease in order to remain equal to Rate Counsel’s recommended 6 

SA-1 statewide rates.  My recommended SA-1D GMS rate design is shown on 7 

Schedule BK-8, page 1 of 1. 8 

 9 

Q. How did you develop your recommended SA-1C and SA-1D Public Fire 10 

Protection rates? 11 

A Since both the Company’s SA-1C (Shorelands) and SA-1D (Applied) public fire 12 

charges are below the statewide average, I left all such public fire rates unchanged, 13 

as shown on Schedule BK-8, page 1 of 1. 14 

 15 

Q. Please explain how you developed your recommended SA-1C and SA-1D 16 

Private Fire Protection charges shown on Schedule BK-8, page 1 of 1. 17 

A. As discussed above, the Shorelands private fire connection and hydrant charges are 18 

among the highest on the Company’s system.  As a result, I assigned an applicable 19 

across-the-board decrease of 5.55% to all SA-1C private fire rates. 20 
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  On the other hand, since the current SA-1D (Applied) private fire hydrant 1 

rate is below the statewide average, I left the Applied private hydrant rate 2 

unchanged. 3 

 F. SA-1E and SA-1A Rate Design 4 

 5 

Q. Please discuss your recommended SA-1E and SA-1A rate design. 6 

A. Schedule BK-9 presents my recommended rate design and proof of revenue for 7 

NJAWC’s SA-1E and SA-1A rate classes. 8 

 9 

Q. How did you derive your recommended SA-1E GMS rates? 10 

A. The SA-1E rate area serves Haddonfield customers.  Since all Haddonfield 11 

customer charges are below statewide rate levels, I left such charges unchanged.  12 

However, the current inclining block consumption charges applicable to 13 

Haddonfield customers are above the statewide rate level.  As such, I assigned my 14 

applicable SA-1 GMS usage charge decrease of 4.13% to all Haddonfield rate 15 

blocks.  My recommended SA-1E GMS rate design is shown on Schedule BK-9, 16 

page 1 of 1. 17 

 18 

Q. How did you develop your recommended SA-1A Public Fire Protection rates? 19 

A The SA-1A rate area applies only to Harrison public fire customers.  Since the SA-20 

1A public hydrant rate is below the statewide average, I left the SA-1A public 21 

hydrant rate unchanged, as shown on Schedule BK-9, page 1 of 1. 22 
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 1 

Q. Does the Company maintain any separate SA-1E or SA-1A private fire rate 2 

schedules? 3 

A. No, it does not. 4 

 5 

IV.  ALLOCATION OF A HYPOTHETICAL AWARDED INCREASE 6 

 7 

Q. Mr. Kalcic, do you have a revenue allocation recommendation in the event the 8 

Board were to award the Company an overall increase in this proceeding? 9 

A. Yes, I do.  In that event, I would recommend that the Board rely upon Rate 10 

Counsel’s recommended COSS results shown in Schedule BK-1, page 1 of 2 to 11 

assign the following relative increases to rate classes: 12 

   1. Assign sewer service its overall cost-based increase, or an increase of 13 
150% of the overall system average, whichever is lower; 14 

   2. Assign Public Fire Protection the Company’s proposed increase of 1.6%; 15 
   3. Assign Private Fire Protection an increase of 0.2 times the water system 16 

average; 17 
   4. Assign the CD class an increase of 1.10 times the water system average; 18 
   5. Assign the SOS class an increase of 1.50 times the water system average; 19 
   6. Assign Manasquan an increase of 0.30 times the water system average; 20 
   7. Assign the OIW class an increase of 1.75 times the water system average; 21 

and 22 
   8. Assign the GMS class the residual increase necessary to implement the 23 

Board’s overall revenue award, including any sewer service revenue 24 
shortfall. 25 

 26 

Q. Why do you recommend assigning sewer service an increase of up to 150% of 27 

the overall system average in the above scenario? 28 
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A. As previously discussed, the Company proposed to limit its overall sewer service 1 

revenue increase to approximately the system average, or 18.3%, which necessitated 2 

that water service customer recover a revenue shortfall of $3.66 million.  However, 3 

I find no valid reason to assign the aggregate sewer service class, which the 4 

Company has shown to be under-contributing, only a system average increase, 5 

when the Company’s under-contributing water classes are reasonably assigned 6 

proposed increases in excess of the system average. 7 

  In short, my alternative sewer service recommendation is intended to ensure 8 

that the aggregate sewer service class moves closer to cost of service, while at the 9 

same limiting the maximum increase to the class to 150% of the overall system 10 

average. 11 

 12 

Q. Do you have any recommendation concerning how GMS rates should be 13 

designed in the event that the GMS class is assigned an overall increase in this 14 

case? 15 

A. Yes.  In that event, I would recommend (i) leaving the Company’s current 16 

consolidated GMS customer charges (inclusive of the DSIC) unchanged, (ii) setting 17 

the SA-1C (Shorelands) customer charges at the current statewide rate levels, and 18 

(iii) setting SA-1E (Haddonfield) customers charges at the Company’s proposed 19 

levels shown in Schedule PRH-8, page 10 of 13.  The remaining GMS revenue 20 

requirement should be recovered in GMS consumption charges, using the GMS rate 21 
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consolidation guidelines discussed by Mr. Herbert on pages 16-18 of his direct 1 

testimony. 2 

 3 

Q. Why do you believe it is appropriate to leave the 5/8” SA-1 customer charge at 4 

$16.85 per month (inclusive of the DSIC), rather than increase it to $19.00 per 5 

month, as proposed by the Company? 6 

A. The current 5/8” SA-1 customer charge, exclusive of the DSIC, is $13.60 per 7 

month.  Since the Company is proposing to roll the current DSIC into base rates, the 8 

current DSIC will be reset to zero at the conclusion of this proceeding.  Therefore, 9 

setting the SA-1 5/8” customer charge at $16.85 per month is equivalent to 10 

increasing the current (zero DSIC) 5/8” customer charge from $13.60 per month to 11 

$16.85 per month, or 23.9%.  In contrast, the Company’s proposal is equivalent to 12 

increasing the current (zero DSIC) 5/8” customer charge from $13.60 per month to 13 

$19.00 per month, or 39.7%. 14 

  In Rate Counsel’s view, a 23.9% customer charge increase would provide 15 

significant movement toward cost, whereas the Company’s proposed 39.7% 16 

increase would be excessive.  Accordingly, I recommend that the Board reject the 17 

Company’s proposed increase to SA-1 GMS customer charges. 18 

 19 

Q. Does this conclude your direct testimony? 20 

A. Yes. 21 
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