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The 2024 Annual Recovery Report is being presented to the Borough of Middletown in accordance with the 
Concession and Lease Agreement between the Borough of Middletown and Middletown Water Joint Venture LLC 
(“Joint Venture”) signed on September 30, 2014 (“Concession and Lease Agreement” or “Concession 
Agreement”). 
 
Under the Concession and Lease Agreement the Concessionaire shall not revise the Schedule of Service Charges 
from the Initial Schedule of Rates in effect on the Closing Date, without the prior approval of such revisions by the 
Borough, which approval shall be at the sole discretion of the Borough; provided that no Borough approval shall 
be required for any revision of the Schedule of Service Charges established by the Concessionaire to fund or 
finance Major Capital Improvements as permitted by Section 7.1(f), Changes of Law as permitted by Section 
7.1(g), Leasehold Tax Adjustments as permitted by Section 7.1(h), Major Force Majeure Events as permitted by 
Section 7.1(j), SRBC Charges as permitted by Section 7.1(k), or Demand Shortfall Recoveries as permitted by 
Section 7.1(l)  (emphasis added). 
 
This report is presented to the Borough of Middletown by Middletown Water Joint Venture LLC as demonstration 
of the need to revise the Schedule of Service Charges in 2025.  Note that the first year in which a tariff change was 
to be effected through a Capital Cost Recovery Charge as contemplated in the event Major Capital Improvements 
(Section 7.1(f)) was 2017 and the first year in which a tariff change was to be effected through Demand Shortfall 
Recovery (Section 7.1(l)) was 2018 whereas, the first year in which a tariff change was effected through an Annual 
Rate Adjustment (Section 7.1 (e)) was 2019.  
 
The only anticipated changes to the Schedule of Service Charges in 2025 are those contemplated under Section 7.1 
(e), Annual Rate Adjustment and Section 7.1(f) Major Capital Improvements. 

Annual Rate Adjustment 

The Annual Rate Adjustment will equal the Annual Percentage Change as defined below: 

where  
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and

 

and

 

Which, as shown in Table A below, the CPI-U Index was 3.8% for the 12 months ending June 30, 2024. 

 

Accordingly, the Annual Rate Adjustment for 2024 is 6.3% - effective January 1, 2025. 
 
 
 
 
 
 
 
 
 

 

 

 

Annual Rate Adjustment 
Calculation: 

Index Change = 3.8% 

Margin Change = 2.5% 

Annual Percentage Change = 
Index Change + Margin Change 

= 3.8% + 2.5% = 6.3% 
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Major Capital Improvements – Capital Cost Recovery 

In consultation with the Borough through regularly scheduled Operating Committee meetings and in accordance 
with Section 6.18.2 of the Operating Standards as well as relevant portions of the Final Award of the Arbitrators 
dated July 10, 2019 as follows,

 

 

the Concessionaire, following a competitive bidding process among qualified contractors, has been trying to catch 
up by replacing approximately 2,500 linear feet of water main for each of two of the years [i.e. missed during 
litigation/ arbitration] 2016 and 2019 at a total cost of approximately $2.55 million (summary in Appendix B).   
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The Capital Cost Recovery Charge is defined in the Concession Agreement as follows: 

 

Accordingly, the most recent Distribution System Improvement Charge (DSIC) Eligible Utilities found at 
https://www.puc.pa.gov/filing-resources/reports/quarterly-earnings-summary-reports/ is shown below:  

 

 

 

The commission approved return on equity for PA American, AQUA Pennsylvania, York Water Company, Veolia 
Water Pennsylvania Inc., Columbia Water Company and Newtown Artesian Water are shown in this report as 
9.45%, 9.65%, 9.65%, 9.65%, 9.75 and 9.65% respectively.  The average utility adjusted return on equity for the 
water utilities shown is 5.09%.  The annual Capital Cost Recovery Charge calculated for the remaining 40 years of 
contract term at a return of 5.09% (with a total of $2,550,000 in Major Capital Improvements including the 15% 
management fee which is in dispute) is $150,445 p.a.  This amount comprises 1.6% of the year-end 2024 revenues 
- excluding amounts related to the surcharge. 

 

https://www.puc.pa.gov/filing-resources/reports/quarterly-earnings-summary-reports/
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Accordingly, the Annual Rate Adjustment for 2024 of 6.3% together with Capital 
Cost Recovery Charge of 1.6% sums to a total increase of 7.9% - effective January 1, 
2025.  However, Middletown Water Joint Venture only raised rates by 7.7% until 
such time as the 15% management fee dispute is resolved (see note under Appendix 
B). 
 

Demand Shortfall Recoveries  

Aa an update note that the recovery charge (“surcharge”) was put into effect in March 2024 and is impacting 
customer bills (the surcharge on customers’ bills was calculated as ~ 5.6%) during the three-year period ending in 
March 2027 in respect of the $1,424,852 Shortfall Recovery Amount1 from the third 3-year Test Period.   

The surcharge associated with the first 3-year Test Period was initially calculated to equate to an Annual Shortfall 
Recovery Amount2 of $616,380.  However, the Borough filed an action seeking reformation of the Water Sales 
Shortfall3 provisions in the Concession Agreement, along with a motion for a preliminary injunction in 
Pennsylvania state court on April 16, 2018.  The Borough’s motion for a preliminary injunction sought an order 
barring Middletown Water Joint Venture LLC from implementing any rate increases pending resolution of the 
reformation claim, by the Pennsylvania court (and an arbitration process which largely proceeded in parallel).  
Later in April 2018 the case was removed from Pennsylvania state court to federal court and assigned a federal 
docket number (1:18-cv-00861-CCC).  The Chief Judge of the Middle District of Pennsylvania – Judge Christopher 
C. Conner – was assigned to the case and presided over a hearing on May 22nd 2018. 

On July 19th 2018, Judge Conner issued an order denying the Borough’s motion for preliminary injunction.  The 
Defendant, Middletown Water Joint Venture LLC, filed a motion to dismiss the Borough’s amended complaint on 
August 1st and, following the Borough’s submittal of opposition to that motion on August 15th and also a surreply 
on September 7th, Judge Conner issued a memorandum and an order in favor of the Defendant on March 27th, 2019 
(attached in Appendix A).  Upon completion of the concurrent arbitration proceeding, an arbitration panel issued a 

 
1 Shortfall Recovery Amount means, with respect to a particular Water Sales Test Period, the amount of money that would 
have been collected from Retail Water customers and Retail Sewer Customers from the imposition of Service Charges during 
the Water Sales Test Period if an amount of water equal to the Water Sales Shortfall had been sold to Retail Water Customers, 
calculated based upon the assumptions that the Water Sales Shortfall expressed in gallons per day would have been purchased 
by Retail Water Customers during each day of the Water Sales Test Period at the rate per gallon in effect for that day under the 
applicable Schedule of Service Charges and with a collection rate equal to the average collection rate of Retail Water 
Customers during the Water Sales Test Period. 
2 Annual Shortfall Recovery Amount means, with respect to any Shortfall Recovery Amount, one-third of the Shortfall 
Recovery Amount. 
3 Water Sales Shortfall means, for any Water Sales Test Period, the amount (if any) expressed in gallons per day by which the 
sum of (A) the actual average daily volume of metered water sales to all Retail Water Customers over the entire Water Sales 
Test Period and (B) the Bulk Sales Surplus (if any) over the entire Water Sales Test Period was less than 639,340 gallons per 
day. 
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decision on July 10th, 2019 effectively reducing the Shortfall Recovery Amount for the aggregate first 3-year 
recovery period (2018 – 2020) from $1,849,139 to $1,772,770 – a reduction of $76,369. 

In accordance with Section 3.22 of the Concession and Lease Agreement on or prior to the 10th day of February 
next following the end of a Water Sales Test Period, the Concessionaire shall file with the Authority [Borough] a 
written report with respect to the Water Sales Test Period ended on the prior December 31st setting forth either (i) 
that no Water Sales Shortfall occurred with respect to such Water Sales Test Period or (ii) that a Water Sales 
Shortfall have occurred with respect to such Water Sales Test Period and, in such event, also setting forth the 
Annual Shortfall Recovery Amounts that will apply for the then current and next two Reporting Years as a result of 
such Water Sales Shortfall.  

Accordingly, the next (i.e. 4th) Water Sales Test Period will end on December 31st, 2026 and the Joint Venture will 
present a draft 2027 Water Sales Test Period Report to the Middletown Borough as a courtesy for the Borough’s 
review and will file it in final form with the Borough in accordance with Section 3.22 of the Concession and Lease 
Agreement. All Shortfall Recovery Amounts for the last recovery period (2021, 2022 and 2023) Concession Years 
were presented in the monthly Operations Reports in a table similar to that shown in Table B below which, for the 
purposes of this report, captures the first year related to the fourth water sales test period and runs through 
December 2024. 

Table B  Water Sales Test Period 

 

 

 

 

MIDDLETOWN WATER & WASTEWATER OPERATIONS REPORT 
December 2024

4



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 8 

 

 

 

 

 

 

 

 

 

 

APPENDIX A 

Order and Memorandum 

in favor of the Defendant (Middletown Water Joint Venture LLC) 

issued by Judge Conner on March 27th, 2019 

 

 

 

 

 

 

 

 

 

 

 



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 9 

 

 

 

 

 

 

 



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 10  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 11  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 12  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 13  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 14  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 15  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 16  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 17  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 18  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 19  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 20  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 21  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 22  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 23  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 24  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 25  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 26  



Middletown Water  FINAL 
    
 
 

 
 

Middletown Water Joint Venture LLC  
 

Page 27 

 

 

 

 

 

 

 

 

 

APPENDIX B 

Major Capital Expenditure Summary 

(Invoice detail to follow once Veolia has closed its books for 2024.) 
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Note: The management fee is a standard industry practice where Veolia is paid for engineering, project 
management, accounting and administrative services to deliver capital programs. As explained in the past, Section 
8.4 of the Operating Agreement specifies the 15% fee components. In addition, we have referenced an email from 
the Borough’s former legal counsel, Adam Santucci, who agreed - after discussion with the town engineer - that a 
management fee of 15 to 17% is typical. It should also be noted that this fee was also included on the "first tranche" 
of main replacements installed in 2015 in the context of the Fifth Amendment to the Concession Agreement. 

 

 

 

 

 

 

Middletown Water Joint Venture -  CCRC Calculation 2024
1 2 3 4 5 6 7 8 9 10

For YE 2024 (12 mos actual): 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
A Annual Payment $150,445 Amortization $20,650 $21,701 $22,806 $23,967 $25,187 $26,469 $27,816 $29,232 $30,719 $32,283

Remaining Term 40 Interest $129,795 $128,744 $127,639 $126,479 $125,259 $123,977 $122,629 $121,214 $119,726 $118,162
WACC 5.09% P&I $150,445 $150,445 $150,445 $150,445 $150,445 $150,445 $150,445 $150,445 $150,445 $150,445

Projected YE Major Capex 2,550,000       
2023 Revenues* 9,472,000       

B 2023 Revenues** 9,146,000       
* including surcharge

**  excluding surcharge A/B 1.6% Capital Cost Recovery Charge


