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WATER SERVICE FACTS
Population Served – approximately 301,000

Metered Customers – 101,900

Annual Production – 9.3 billion gallons

Miles of main – 1,515

Active Wells- 232

Treatment Facilities – 73

Storage Capacity – 178 million gallons

Average Cost Per Day - $1.78

Wastewater Service:

 Customers – 9,100

 Treatment Capacity – 1 mgd (permit/const add. 1.25 mgd)



REGULATORY COMPACT

• What is the Regulatory Compact

• The State Confers Monopoly Status – Created 
by State Legislature

• In Exchange for Obligation to Serve

• Regulation as a Surrogate for Competition

• Public Utility/Service Commissions are 
delegated the power - Quasi-Judicial 
power supported by state and federal 
courts



• Constitutional Right to Fair Return

• Fifth and Fourteenth Amendment – Hope & Bluefield

• (Bluefield v West Virginia 1923) 

• “Rates which are not sufficient to yield a reasonable return on the 
value of the property used in public service at the time it is being 
so used to render the service are unjust, unreasonable and 
confiscatory, and their enforcement deprives the public utility 
company of its property, in violation of the Fourteenth Amendment 
of the Constitution.”      (Takings Clause)

• “Under the due process clause of the Fourteenth Amendment of 
the Constitution…a waterworks company is entitled to the 
independent judgment of the court as to both law and facts, 
where the question is whether the rates fixed by a public service 
commission are confiscatory.” (Due Process Clause)

REGULATORY COMPACT



• Federal Power Commission v. Hope Natural Gas (1944)

• “The rate-making function…involves the making of 

pragmatic adjustments, and the Commission is not bound to 
the use of any single formula or combination of formulae in 

determining rates.”

• “The fixing of just and reasonable rates by the Commission 

involves a balancing of the investor and consumer interests.”

• “As respects rates from the investor or company point of view 

it is important that there be enough revenue not only for 

operating expenses but also for the capital costs of the 

business, and by such standard the return the to the equity 

owner…should be sufficient to assure confidence in the 

financial integrity of the enterprise so as to maintain its credit 
and attract capital.”

REGULATORY COMPACT



REGULATORY COMPACT

• Utilities are allowed the “opportunity” to earn a Fair 

Rate of Return on their investments.

• Investors are Stockholders and Bondholders

• In order to provide “opportunity”, Utilities must also be 

allowed to recover fair and reasonable expenses 

associated with providing the service.



RATE SETTING - PROCESS
• The Rate Case

• Formal Process Held before a Commission

• Commission generally delegates fact finding to a Hearing Examiner or 
Administrative Law Judge

• “Generally” initiated by filing a rate change petition by the Utility – 
Statutes also provide the power for Commissions to initiate rate 
adjustments (i.e. changes in tax law significantly effecting expenses paid 
by consumers)

• Parties to a Rate Case

• The Utility

• State Commission Staff

• The Ratepayer Advocate

• Intervenors (large users, municipalities, etc.)

• Public Hearings

• Evidentiary Hearings

• Hearing Examiner/ALJ Initial Decision

• State Utility Commission Final Decision



A: Net Operating Income  = C: Rate of Return

           B: Rate Base   (ROR)

DETERMINING A UTILITIES REVENUE REQUIREMENT

RATE SETTING - THE FORMULA



Artesian Water Company, Inc.

YTD Statement of Income

December 31, 2025

2025 % of 2024 % of Increase %

YTD Revenue YTD Revenue (Decrease) Incr/(Decr)

Revenue

Water Sales 89,277,517 97.9% 86,266,438 97.9% 3,011,079 3.5%

Other Utility Operating Rev 1,879,368 2.1% 1,847,471 2.1% 31,897 1.7%

Non-Utility Operating Revenue 0 0.0% 2,229 0.0% (2,229) (100.0%)

Gain or Loss on Sale of Land 0 0.0% 0 0.0% 0 0.0%

91,156,886 100.0% 88,116,139 100.0% 3,040,747 3.5%

Expense

Utility Operations and Maintenance Expenses 44,111,955 48.4% 42,557,937 48.3% 1,554,018 3.7%

Non-Utility Operations and Maintenance Expenses 0 0.0% 0 0.0% 0 0.0%

Total Operations and Maintenance Expenses 44,111,955 48.4% 42,557,937 48.3% 1,554,018 3.7%

Depreciation and Amortization 12,890,956 14.1% 12,686,922 14.4% 204,035 1.6%

Federal and State Taxes 5,372,453 5.9% 5,154,775 5.8% 217,678 4.2%

Taxes-Property and Other 5,436,742 6.0% 5,606,465 6.4% (169,723) (3.0%)

67,812,106 74.4% 66,006,098 74.9% 1,806,008 2.7%

Operating Income 23,344,780 25.6% 22,110,040 25.1% 1,234,739 5.6%

AFUDC 568,322 0.6% 429,863 0.5% 138,459 32.2%

Miscellaneous Income 1,222,948 1.3% 1,233,847 1.4% (10,900) (0.9%)

Total Income 25,136,050 27.6% 23,773,751 27.0% 1,362,298 5.7%

Interest Charges

Long-Term Debt Interest 7,619,735 8.4% 7,689,110 8.7% (69,375) (0.9%)

Short-Term Debt Interest 64,178 0.1% 281,914 0.3% (217,736) (77.2%)

Amortization of Debt Expense 345,888 0.4% 346,643 0.4% (755) (0.2%)

Customer Deposit Int and Other 124,140 0.1% 129,319 0.1% (5,179) (4.0%)

8,153,942 8.9% 8,446,986 9.6% (293,044) (3.5%)

Net Income 16,982,108 18.6% 15,326,765 17.4% 1,655,342 10.8%

Preferred Dividend Requirement 0 0.0% 0 0.0% 0 0.0%

Earnings Applicable to Common Stock 16,982,108 18.6% 15,326,765 17.4% 1,655,342 10.8%



A: Net Operating Income  = C: Rate of Return

           B: Rate Base   (ROR)

Utility Plant paid for by investors
Investor is defined as having provided the 

Company with capital for which the only 

benefit received is a “return on” its 

investment

RATE SETTING – THE FORMULA



RATE SETTING
BASIS FOR SETTING RETURN ON AND OF ASSETS

B: Rate Base = 

  Cost of Utility Plant 

  Less:  Accumulated Depreciation

  Less: Utility Plant Adjustments:

  Contributions in Aid of Construction

  Advances in Aid of Construction

  Deferred Tax Normalization
  

  Add: Other Investment Adjustments:

  Construction Work in Progress

  Materials and Supplies

  Working Capital Allowance

  Special Amortizations

  



UTILITY PLANT / RATE BASE
(IN MILLIONS)
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ANNUAL INVESTMENT IN PLANT
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A: Net Operating Income  = C: Rate of Return

      $ 359,183,000      (ROR)

RATE SETTING - THE FORMULA

Return on Rate Base expected 

by investors



C:  COST OF CAPITAL



Cost of Equity –What is it?

o A measure of expected return on an equity investment

o In ratemaking process, the cost of equity is expressed as a 

percentage –profits relative to an equity investment

o Should be from the vantage point of a rational investor

o Long term horizon

o Cost of equity cannot be measured –must be estimated

o Typically expressed as a range of reasonableness

o Several formulas which rely on financial markets' data 

available to help estimate the expected return

o Still requires the use of a lot of judgement



ROE BY THE NUMBERS

o Consultants Develop the range

o DCF

o CAPM

o Risk Premium

o Comparable Investments?

o Water Utilities

o Gas Utilities



C:  COST OF CAPITAL



A: Net Operating Income  =  7.98%

      $ 359,183,000     (ROR)

RATE SETTING - THE FORMULA

Annual Revenue Requirement 

and Net Income required to pay 

expenses and a return expected by 

investors



A: NET OPERATING INCOME
“THE INCOME STATEMENT”

 Historical - Represents the fiscal (annual) results of operation; 

revenues received, expenses paid or accrued, including taxes 

(income or other) as required.

 Rate Making - Represents the amount of money necessary to pay 

expenses, taxes and everything necessary to provide utility 

service to customers including a fair return to the utilities investors 

EVERY YEAR.

     “DURING THE RATE EFFECTIVE PERIOD”



A: NET OPERATING INCOME
“THE INCOME STATEMENT”

Gross Operating Revenue

Less:

 Operation Expenses

 Maintenance Expenses

 Depreciation Expense

 Taxes-Other Than Income

 Income Taxes

Net (Utility) Operating Income

Return to Investors
“The Line”



Artesian Water Company, Inc.

YTD Statement of Income

December 31, 2025

2025 % of 2024 % of Increase %

YTD Revenue YTD Revenue (Decrease) Incr/(Decr)

Revenue

Water Sales 89,277,517 97.9% 86,266,438 97.9% 3,011,079 3.5%

Other Utility Operating Rev 1,879,368 2.1% 1,847,471 2.1% 31,897 1.7%

Non-Utility Operating Revenue 0 0.0% 2,229 0.0% (2,229) (100.0%)

Gain or Loss on Sale of Land 0 0.0% 0 0.0% 0 0.0%

91,156,886 100.0% 88,116,139 100.0% 3,040,747 3.5%

Expense

Utility Operations and Maintenance Expenses 44,111,955 48.4% 42,557,937 48.3% 1,554,018 3.7%

Non-Utility Operations and Maintenance Expenses 0 0.0% 0 0.0% 0 0.0%

Total Operations and Maintenance Expenses 44,111,955 48.4% 42,557,937 48.3% 1,554,018 3.7%

Depreciation and Amortization 12,890,956 14.1% 12,686,922 14.4% 204,035 1.6%

Federal and State Taxes 5,372,453 5.9% 5,154,775 5.8% 217,678 4.2%

Taxes-Property and Other 5,436,742 6.0% 5,606,465 6.4% (169,723) (3.0%)

67,812,106 74.4% 66,006,098 74.9% 1,806,008 2.7%

Operating Income 23,344,780 25.6% 22,110,040 25.1% 1,234,739 5.6%

AFUDC 568,322 0.6% 429,863 0.5% 138,459 32.2%

Miscellaneous Income 1,222,948 1.3% 1,233,847 1.4% (10,900) (0.9%)

Total Income 25,136,050 27.6% 23,773,751 27.0% 1,362,298 5.7%

Interest Charges

Long-Term Debt Interest 7,619,735 8.4% 7,689,110 8.7% (69,375) (0.9%)

Short-Term Debt Interest 64,178 0.1% 281,914 0.3% (217,736) (77.2%)

Amortization of Debt Expense 345,888 0.4% 346,643 0.4% (755) (0.2%)

Customer Deposit Int and Other 124,140 0.1% 129,319 0.1% (5,179) (4.0%)

8,153,942 8.9% 8,446,986 9.6% (293,044) (3.5%)

Net Income 16,982,108 18.6% 15,326,765 17.4% 1,655,342 10.8%

Preferred Dividend Requirement 0 0.0% 0 0.0% 0 0.0%

Earnings Applicable to Common Stock 16,982,108 18.6% 15,326,765 17.4% 1,655,342 10.8%



• Accounting Corrections
 • Errors

 • Out-of-period entries

  (E.g., thirteen months of rent recorded in the historical base year)

• Regulatory accounting adjustments

 • Expenses OK for GAAP, but not allowed for ratemaking

  (E.g., lobbying, charitable donations)

 • Non-utility operations

• Proforma adjustments -for changes that are expected to happen for the test 

year
 • Estimates

 • Normalization

 • Annualization

 • Attrition

 • Deferred expenses (reg assets)

 • Historical costs requested to be recovered in the future

TYPES OF ADJUSTMENTS





      A:  $  19,441,000  = C: 7.98%

      B: $359,183,000      (ROR)

RATE SETTING - THE FORMULA



What Each Rate Dollar Represents to Utility



Allocating Costs to Customer Rates



Allocating Costs to Customer Rates



Allocating Costs to Customer Rates



Alternative Ratemaking

• Alternative Rate Mechanisms
• Distribution System Improvement Charge (DSIC)

• Expense Adjustment Clauses (purchased water, electric)

• Revenue Stabilization

• Forecasted Test Years

• Water Revenue Adjustment Mechanism (WRAM) 

Connecticut

• Extended Projected Test Periods – California 3yr

• Multi-year rate increase plans – Phase-in or Investment 

recog.

• Inclining Block Rates, Low-income Rates, Economic 
Development Rates

• Implementation of Advanced Metering Infrastructure – will 

allow more intuitive pricing (i.e. demand, time of day use) 



NARUC Board of Directors Resolution 

Supporting Consideration of Regulatory 

Policies Deemed as “Best Practices” 
“…Due to the massive capital investment required to 

meet current and future water quality and infrastructure 

requirements, adequately adjusting allowed equity 

returns to recognize industry risk in order to provide a fair 

rate of return on invested capital was recognized as 

crucial…”
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