
ORDER NO. 05-1087

ENTERED 10/13/05

BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UW 108

In the Matter of

AGATE WATER COMPANY

Requests a general rate increase in the
Company's revenues in the amount of
$335,708, or 77.8 percent.

)
)
)
)
)
)
)

ORDER

DISPOSITION: STIPULATION APPROVED; RATE INCREASE
GRANTED

On March 7, 2005, Agate Water Company (Company) filed tariff sheets in
Advice No. 05-22, to be effective April 8, 2005. Company requested an increase of
$335,708 (77.8 percent) in annual revenues, which would result in new total annual
revenues of $767,017. On April 5, 2005, the Public Utility Commission of Oregon
(Commission) found good and sufficient cause to investigate the propriety and
reasonableness of the tariff sheets pursuant to ORS 757.210 and 757.215. By Order
No. 05-165, the Commission ordered the suspension of the tariff for six months, until
October 7, 2005. By Order No. 05-1060, the tariff was again suspended through
November 7, 2005.

On April 28, 2005, a public comment open house and prehearing
conference were held in Bend, Oregon.

On August 8, 2005, Commission staff (Staff) filed a stipulation along with
supporting testimony, addressing all issues in the docket. One of the intervenors,
Mr. David Anderson, objected to the stipulation. The matter was set for hearing,
pursuant to OAR 860-014-0085(5).

On September 14, 2005, a hearing was held in Bend, Oregon. The
following appearances were entered:

Claude and Lynn Johnson, representing Company.

David Anderson, Intervenor, representing himself.

Lawrence Riser, Intervenor, representing himself.

Michael Weirich, Assistant Attorney General, representing Staff.
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Stipulation

The stipulation is attached as Appendix A, and incorporated by reference.
In the stipulation, Staff, Company, and three intervenors agreed that Company will
increase its revenues by $133,401, or 30.9 percent, resulting in total annual revenues of
$564,710, with a 3.25 percent rate of return on a rate base of $3,272,593. According to
the terms of the stipulation, the base rate for customers who previously paid a system
development charge is $23.55, while the base rate for customers who did not pay a
system development charge is $31.19. All customers have the three variable tiered rates,
based on the amount of water used each month. These rates are $.68 per 100 cubic feet
(cf) for use up to 2,000 cf, $1.75 per 100 cf for use from 2,001 to 4000 cubic feet, and
$2.04 per 100 cf for use above 4,000 cubic feet.

All parties, except for Mr. Anderson, signed the stipulation.

Based on the record in this proceeding, the Commission makes the
following:

FINDINGS OF FACT AND CONCLUSIONS OF LAW

Company is a privately owned water company providing service to
approximately 1,061 customers near Bend, Oregon.

Since 2000, Company has been engaged in the planning and construction
of major capital improvements to its water system. First, Company submitted an
application of need to the Drinking Water Program (DWP). DWP assessed the need for
improvements, using criteria from the Environmental Protection Agency. Once DWP
approved the application, Company submitted another application to the Oregon
Economic and Community Development Department (Department) for financing through
the Safe Drinking Water State Revolving Loan Fund (Fund). Department completed a
separate review of the project, including a tour of Company’s facilities. Department then
granted Company’s application by providing a low interest loan of approximately $3.6
million from Fund. Department is responsible to monitor Company’s project until
completion. In order to have $250,000 of the loan forgiven, Company must complete the
project by November 2005.

Staff did not perform any independent review of the need for the project,
but based its prudence recommendation on the reviews performed by DWP and
Department. Staff determined that the expenses for the capital improvements were
prudent.
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Complaints about Company have been made over the years, most of which
have been about rate increases. In 2005, there were six complaints regarding debris due
to construction work, office hours, water pressure (two complaints), service interruptions
without notice, and system development charges. The construction debris and property
damage matters should be resolved when construction is completed in November 2005.
Company’s office hours have been established (See Staff/1, Miller 14). The low water
pressure problems should be alleviated by the completion of the capital improvements.
Company is required by administrative rule to make all reasonable efforts to prevent
service interruptions, particularly when work is scheduled that requires such interruption.
OAR 860-036-0075. Finally, the proposed rates have been designed so that customers
who paid system development charges will recoup their investment in 30 years, which is
the average life of the utility plant.

Intervenor Issues

Mr. Anderson raised several issues regarding the stipulation. These issues
include whether the expenses included in the proposed rates were prudently incurred,
whether the new construction will resolve low water pressure problems, and whether the
proposed rates for Company are comparable to other water utilities’ rates.

First, Mr. Anderson questioned whether the capital improvements to
Company’s water system were necessary. This is a question of whether the costs were
prudently incurred. When reviewing Company’s decision, we look to whether the action
taken was reasonable at the time it made its decision. “Prudence is determined by the
reasonableness of the actions ‘based on the information that was available (or could
reasonably have been available) at the time.’” In re PacifiCorp, Docket Nos.
UM 995/UE 121/UC 578, Order No. 02-469 at 4, citing In re PGE, UE 102, Order
No. 99-033 at 36-37 (footnote omitted). In a prudence review, “we cannot let the luxury
of hindsight allow us to second guess a utility’s conduct.” In re PGE, Docket No.
UE 139, Order No. 02-772 at 11. It is possible that a prudently made decision in the past
might turn out to be “wrong” in the future. We cannot use hindsight, however, to judge
the utility’s decision.

Company had to obtain approval from two different agencies (DWP and
Department) in order to obtain a low interest loan for the capital improvements. Once
construction began, Company’s progress was monitored by the Department. Staff
utilized the expertise of DWP and Department in making its determination that the
construction costs were reasonable. This is a reasonable action on behalf of Staff.

We note that the filed revenue requirement has been reduced by 46.9
percent. Numerous areas of Company’s expenses were reduced, including material and
supplies, repairs and maintenance, small tools, transportation, and workers’ compensation
insurance. Staff/2, Miller/1. Based on the review of construction costs, along with other
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expenses, we find that the stipulation allows only prudently incurred expenses to be
recovered in rates.

Mr. Anderson is also concerned about whether the new construction will
resolve the water pressure problems. While we understand that this is one of the issues to
be resolved by the new construction, we will not know for certain whether the pressure
problems are resolved until after the improvements come on line in November 2005.
Therefore, we direct Staff to check for and follow up on low water pressure complaints
made to the Commission’s Consumer Services Program. This check will occur quarterly,
beginning January 2006, and continue until Company’s next rate case.

Finally, Mr. Anderson is concerned that the rates proposed in the
stipulation are not comparable to rates charged by other water companies. While we
appreciate Mr. Anderson’s attempt to determine whether rates are fair, just, and
reasonable by looking at rates charged by other water companies, this is not the standard
we are required to use. Rather, we establish the amount of revenue that Company is
entitled to receive by determining certain elements for a specified test year: (1) the gross
utility revenues; (2) the utility’s reasonable operating expenses to provide utility service;
(3) the rate base on which a return should be earned; and (4) the rate of return to be
applied to the rate base to establish the return.1 Once the revenue requirement is
established, then we are able to set fair, just, and reasonable rates based on the amount
and pattern of customer usage in the test year. This process necessitates that we look at
each company’s specific requirements rather than rates charged by other companies.

Upon review, the Commission concludes that the stipulation is an
appropriate resolution of all issues, and that the rates established are fair, just, and
reasonable. We adopt the stipulation in its entirety.

1 See Pacific Northwest Bell Tel. Co. v. Sabin, 21 Or App 200, 205 n.4, rev den (1975).






























































