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DISPOSITION: STIPULATION ADOPTED

I. INTRODUCTION

Willamette Water Company (Willamette or the Company) filed its
application on December 19, 2007, requesting an increase in its annual revenues from
water rates from $177,678 to $214,944, an increase of about 21 percent. Willamette is
located in Goshen, Oregon, near Eugene. It serves about 100 residential customers,
54 commercial customers, 9 industrial customers, 8 private fire protection customers,
and 1 public fire protection customers. It purchases all of its water from the Eugene
Water & Electric Board (EWEB).

Willamette is an affiliated company of Frontier Resources LLC (Frontier).
Frontier provides various services to Willamette, including Financial Management,
Management, Administration and Operations, and Facilities (office space with utilities
included, equipment, transportation, and cell phones). An affiliated interest contract
between Willamette and Frontier was approved by the Commission on October 11, 2007,
in Order No. 07-436.

According to Willamette, three principal factors drive the rate increase.
First, its rates have not been increased for five years. Meanwhile, its costs of operating
the system have increased – in particular EWEB has dramatically increased its charges
for water provided to Willamette, with a further increase pending.

Second, a major customer, representing 20 percent of Willamette’s sales
by volume, cut back its production and its water use by nearly 90 percent. Willamette’s
operating costs must be spread across the lower sales volume.

Third, Willamette has performed “much needed system maintenance
such as line and meter repairs, and leak detection identification and mitigation.” The
Company believes that its maintenance program reduces the amount of water it must
buy from EWEB.
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Willamette requested an interim rate increase of 12 percent for its
commodity and base rates. On January 22, 2008, the Commission approved an interim
monthly rate increase of 12 percent with a February 1, 2008, effective date, and
suspended the Company’s proposed tariff sheets for six months.

A prehearing conference was held in Eugene on February 7, 2008. Parties
appearing at the prehearing conference were Jeff Demers on behalf of Willamette, Jason
Jones on behalf of the Commission Staff (Staff), Cecil Saxon on behalf of the Goshen
Neighborhood Association, Dick Hediger on behalf of himself as a customer, and David
Wolting on behalf of the Goshen Fire Protection District (Goshen Fire).

On May 5, 2008, Willamette, Staff, and Goshen Fire submitted a
stipulation, settling all issues between them. In supporting testimony Staff explains
and defends the stipulation and states that no other parties participated in the settlement
negotiations.

A copy of the stipulation is attached as Appendix A.

II. THE STIPULATION

A. Revenue Requirement

The stipulating parties (Parties) stipulate to Staff’s analysis of the
Company’s filing. The stipulated revenue requirement is $209,047, a 17.7 percent
increase in total revenues.1 The Parties calculated revenue deductions of $200,271,
resulting in net income of $8,772. They agree to a 9.5 percent rate of return on a rate
base of $92,332.2

The proposed revenue requirement does not include EWEB’s May 1,
2008, increase in purchased water rates. The Parties agree that Willamette should file
a tariff with the Commission requesting an automatic adjustment clause to incorporate
EWEB’s 2008 rate increase into its rates. The automatic adjustment clause also is
intended to capture subsequent EWEB increases until the next general rate case.

In its testimony Staff explains why Willamette’s operating expenses are
higher than for comparable customers. First is the increase in purchased water expense
charged by EWEB. Staff notes that EWEB’s rates are structured to Willamette’s
disadvantage, as the Company is required to pay a higher “Water Service Outside the
City Limits of Eugene” rate to transport the water to its system.

1 The 17.7 percent increase includes the 12 percent interim increase authorized on January 22, 2008.
2 A table that displays the derivation of the revenue requirement is included in the stipulation as
Attachment A.
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Staff observes that the Company has a high proportion of industrial and
commercial customers so that its system is “extensive (and aging) with large main lines
that are required to supply customers with larger meters.” Consequently, Staff found that
the Company’s operating maintenance and repair costs are higher.

Regarding the Company’s affiliated interest contract with Frontier, in
Order No. 07-436 the Commission approved an annual cost level of $86,313. Because
the new owner has taken an aggressive stance to improve the operations, maintenance,
and financial integrity of the Company, the Parties agree that the amount approved in
the order should be incorporated into rates. However, because of concerns about rate
impacts, they stipulate that the Company would forego cost escalations to labor included
in the order.

According to Staff, Willamette has experienced high rate case
amortization expenses. For several reasons, consultant and legal costs ran higher than
would be expected in a water rate case. To offset the effect of these costs, the Company
agrees to amortize the expenses over a seven-year period, compared to the typical two- or
three-year amortization.

B. Rate Design

The Parties agree to spread the revenue requirement as follows: $206,017
to residential, commercial, and industrial customers; $2,786 to Private Fire Protection
customers; and $242 to Temporary Hydrant users. The Parties agree to a 57/43 split
between base and variable costs.3

In its testimony Staff explains its method for allocating base rates by meter
size in this case. Staff modified American Water Works Association (AWWA) allocation
factors to avoid rate shock for some customers. To soften the base rate increases, Staff
applied modified factors to meters larger than 5/8 inch and 3/4 inch. Staff’s method
resulted in lower increases for the larger size meters. The Parties agree that Staff’s
modified factors do take into account that larger meters place a greater potential demand
on the water system and customers with larger meters should pay higher base rates. In its
testimony Staff included tables that show that, while the stipulated average rates for the
5/8-inch and 3/4-inch meters are lower than the Company’s proposed rates, the stipulated
average rates for larger meters are higher than the Company’s proposed rates. The Parties
agree that the base rates for the same sized meters would be the same for residential,
commercial, and industrial customers.

In its application Willamette had proposed to increase the private fire
protection rates by 217 percent. Staff proposed to set the private fire protection rates
based on the cost of service. To calculate the cost of service, Staff identified dedicated
plant and devised a two-factor allocation formula that was applied to common costs.

3 The rates stipulated to by the Parties are contained in Attachment B to the stipulation.
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Staff’s two factors were “Dedicated Plant” and “Billing Units.” Staff used
30 percent and 70 percent weighting for the Dedicated Plant and Billing Units, stating
that the prime driver for Company personnel, management, and contract labor time was
billing units. The revenue requirement was apportioned to private fire protection based
on the proportion of private hydrants to total hydrants (public and private).

The resulting private fire protection rate increase is greater (in percentage
terms) than the increases for potable water. However, the proposed rates accurately
reflect the cost of service and are considerably less than the rates proposed by the
Company.

Regarding public fire protection rates, the Company proposed to increase
rates by 217 percent. Staff proposed that the public fire protection rate be discontinued
for the following reasons:

1. No other investor-owned utility under the Commission’s financial
regulation maintains a public fire protection rate.

2. State Fire Marshall Office representatives are not aware of any fire
districts in the state that pay a public fire protection charge for use of hydrants.

3. Only 47 of the 101 hydrants used by the Goshen Fire District are in
Willamette’s service territory. The District does not pay a public fire protection charge
for any of these other hydrants.

4. The District does most of its training at Lane Community College,
which provides EWEB water at no cost to the District. The District is allowed to draw
water from the Willamette River to fill its tanker and engines. Consequently, the water
taken by the District from the Company’s hydrants would be most likely used for fire
protection in the Company’s service territory.

5. The hydrants are used by the District for the purpose of protecting
the lives and property of homes and businesses in the Company’s service territory.
Although there are homes in the service territory that have private wells, the public fire
protection is a benefit to the Company’s customers.

The Parties agree to discontinue the public fire protection rate. However,
the Goshen District will pay the consumption rate for any water used (except for hydrant
flushing). According to Staff, all parties agree that the District should pay for such water
use, because EWEB bills the Company for such use of water.

In its testimony Staff notes that the effect of discontinuing the public
fire protection rate is to increase the rates for residential, commercial, and industrial
customers. Staff believes that it mitigated that effect for about 72 percent of the
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customers by adjusting the allocation factor, as discussed above.4 Staff notes that
all classes of customers benefit from the hydrants.

C. Automatic Adjustment Clause

As noted above, the proposed rates do not include the 17 percent increase
in water costs announced by EWEB, effective May 1, 2008. EWEB plans “smaller,
single digit increases for most of the next nine years.”5

Because purchased water represents about 34 percent of Willamette’s
operating expenses, the Parties agree to work together to develop an automatic
adjustment clause (AAC) that would allow the Company to pass through the higher
water costs. Willamette plans to file for an AAC within the next month to recover the
May 1, 2008, increase.

In its testimony Staff states that it is not concerned with the AAC itself,
but is concerned that the AAC might delay the movement of the rate spread toward the
rates designed using the AWWA allocation factors. To address Staff’s concern, the
Parties agree that, if the Company has not made a general rate filing by January 1, 2014,
Staff may request the Company to file rates, to be effective with the effective date of the
next automatic tariff change, that move one-third toward full AWWA-factor based rates.
The Company agrees to comply with such Staff request.

E. Water Supply

The high (and rising) cost of water supplied by EWEB requires that
Willamette look at other possible sources of water. Staff reports that the Company has
expended considerable resources assessing how it might best use its permit to take water
from the McKenzie River. However, there is no feasible way for Willamette to change
the permitted point of diversion.

Groundwater or other surface sources are not practical because of low
flows and turbidity issues on the Willamette River and because of contaminants in
groundwater wells in the area of the Company.

Staff reports that Willamette has begun active discussions with EWEB on
ways to reduce purchased water costs, including, possibly, EWEB wheeling water for the
Company.

4 Customers who receive service through 5/8- and 3/4-inch meters.
5 Because of compounding, “single digit” increases in later years might be “double digit” increases in 2008
terms.
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F. Miscellaneous Charges

In its application Willamette proposed some charges that Staff found would
be considerably higher than those of other investor-owned water companies. The Parties
agree to Staff’s proposal to lower the fees to amounts closer to those of other companies.

G. Refunds

As noted above, Willamette was allowed to increase rates by 12 percent,
effective February 1, 2008. That interim increase was subject to refund if the Commission
ultimately adopted a lesser increase. The increases for all but one class of customer, as
proposed in the stipulation, are greater than 12 percent. That one exception is public fire
protection, where the Parties agreed to discontinue the rate.

In its testimony Staff notes that it was the party that proposed to eliminate
the rate for public fire protection, and that its recommendation was unknown to the
Parties or the Commission at the time the Commission approved the interim rate increase.
As part of the stipulation, and in view of the elimination of the public fire protection rate,
Goshen Fire agrees that it should not receive a refund of the interim increase.

H. Conditions

The Parties agree that Goshen Fire will continue to provide hydrant
maintenance on an annual basis, as follows:

1. Remove weeds around hydrants;

2. Exercise hydrants (flush and check flow);

3. Check and service hydrant cap seals and valve stems; and

4. Notify Willamette with respect to needed repairs.

I. Sufficiency of Rates

The Parties believe that the stipulated revenue requirement is reasonable
and that the resulting rates are just and reasonable. The stipulated rates will provide
adequate revenue to cover the Company’s costs and allow the Company the opportunity
to earn a reasonable return on its investment.

III. DISCUSSION

The stipulation is supported by all active parties. On May 8, 2008, the
Administrative Law Judge issued a ruling shortening time for parties to file objections to
the stipulation or request a hearing. No other party responded.










































































