
ORDER NO. 08-235

ENTERED 04/24/08
BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UW 123

In the Matter of

FISH MILL LODGES WATER SYSTEM

Request for a general rate increase.

)
)
)
)
)

ORDER

DISPOSITION: NEW TARIFFS ADOPTED

On September 17, 2007, Fish Mill Lodges Water System (Fish Mill or the
Company) filed a request to increase rates for water service. Based on Fish Mill’s
calculations, the Company proposed to increase its residential customers’ monthly flat
rate from $24 to $120.81. With its request, Fish Mill also sought approval of an
immediate interim increase raising the monthly flat rate to $72.

At its October 9, 2007, Public Meeting, the Public Utility Commission of
Oregon (Commission) adopted Staff’s recommendation to suspend the general rate
request under ORS 757.215(1) for investigation. We also found Fish Mill’s interim
request to be excessive. Based on Commission Staff's (Staff) recommendation, we
determined that an interim increase raising the flat monthly rate to $48 was appropriate.
In granting interim relief, we clarified that the rate increase was interim and subject to
refund. See Order No. 07-439.

On November 2, 2007, a public comment hearing was held in this matter
in Florence, Oregon, Representatives of all three customers appeared, but none
intervened as a party to this proceeding.

On March 14, 2008, Michael Grant, Chief Administrative Law Judge, held
an evidentiary hearing in Florence, Oregon. Judy Bedsole, owner, appeared on behalf of
Fish Mill. Jason Jones, Assistant Attorney General, appeared on behalf of the
Commission Staff.1

1 Following the hearing, Staff filed additional testimony to rebut new evidence offered by Fish Mill. Fish
Mill neither objected to the admission of the testimony nor requested an opportunity for cross-examination.
Accordingly, the additional testimony, Staff/200 and Staff/201, is hereby admitted.
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Based on the record in this matter, we enter the following:

FINDINGS OF FACT

Fish Mill is a small, privately-owned water company providing service
adjacent to Siltcoos Lake near the Oregon coast. Using water drawn from a spring, Fish
Mill provides domestic water service to three residential customers and the owner’s own
business, Fish Mill Lodges and a Recreational Vehicle (RV) Park (Lodge). The Lodge
provides overnight lodging and boat docking, and is open year-round, doing mostly
seasonal business. It consists of a manager house, four rooms, six cabins, a shop and fish
room, and 11 RV spaces.

In August 2007, Fish Mill filed a petition asking that it be rate regulated
by the Commission. We granted Fish Mill’s request and, in Order No. 07-391, asserted
jurisdiction over the water utility and directed them to file tariffs.

In September 2007, Fish Mill filed tariffs seeking to increase its revenues.
Prior to our approval of interim rates, Fish Mill charged its three residential customers a
flat monthly rate of $24. In its tariff filing, Fish Mill proposed to increase that rate to
$120.81 per month. Fish Mill proposed no rate for the Lodge.

At the time of its tariff filing, Fish Mill was under a boiled water notice by
the Drinking Water Program (DWP) due to coliform bacteria contamination. Site visits
from DWP identified system deficiencies that needed to be addressed. These included
securing the spring collection site, establishing a coliform sampling plan and storage tank
cleaning schedule, and installing meters. The Oregon Water Services provided a bid of
$4,907 to complete the identified repairs and corrective measures.

Staff reviewed Fish Mill’s application and determined the Company’s
annual expenses using a 2006 test year. Staff documented all costs with invoices, check,
and receipts. Staff also removed non-utility items, amortized certain expenses over a
three-year period, and made other appropriate adjustments.

Based on its analysis, Staff recommends an annual increase in revenue of
$3,428, or 294.6 percent over test period revenues, resulting in total annual revenues of
$4,546. These figures are based on a 9.5 percent rate of return on a rate base of $1,736.2

Using estimated water usage, Staff initially proposed allocating 39.02
percent of that revenue requirement to residential customers, and 60.98 percent to the
Lodge. In response to additional evidence relating to the Lodge’s water usage, Staff
revised its rate design recommendation and supports Fish Mill’s proposed allocation of
42.66 percent for residential customers and 57.34 percent for the Lodge.

2 In its testimony, Staff mistakenly reported a proposed increase in revenues of $3,682 and a rate base of
$1,059. See Staff/100, Miller/20. The figures cited above are the correct figures, as confirmed by Staff’s
Revenue Requirement spreadsheet set forth in Staff/101, Miller/5.
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Under Staff’s recommended revenue requirement and rate design, the
monthly flat rate for residential customers would increase from $24 to $53.87. The
Lodge would pay a commercial flat monthly rate of $217.22.

DISCUSSION

Fish Mill raised six objections to Staff’s recommendation. We do not
address the first two issues, as they relate to Staff’s representation of historical facts that
are not relevant to establishing rates in this proceeding.3 We address the remaining four
issues in turn.

1. Amortization of Contract Labor Expense

Staff identified $3,111 in Contract Labor Expense, but concluded that a
large majority of those costs were related to clearing brush away from the facilities and,
consequently, were nonrecurring. Accordingly, to determine test year expenses, Staff
amortized the $3,111 over a three-year period.

Fish Mill opposes the amortization of the Contract Labor Expense. It
states that, without amortization, the Company would receive increased revenues to
facilitate system improvements in a timelier manner.

We agree with Staff that the Contract Labor Expense incurred during the
2006 test year should be amortized over three years for purposes of setting rates. While
we acknowledge Fish Mill’s need to make improvements to its water system, customer
rates must be established based on the utility’s reasonable expenses. As noted, the
Contract Labor Expense during the test year was unusually high due to the need to clear
away brush to gain access to the water facilities. This level of activity should not be
required in the future with routine maintenance, as contemplated by Staff’s
recommendation that includes an annual $780 in Repairs and Maintenance Expense.

2. Adjustment to Legal Expenses

In its filing, Fish Mill requested recovery of $3,507.68 in legal fees.
Given the small number of customers, Staff found the amount to be excessive and
repeatedly requested that Fish Mill provide information explaining the purpose and
reason for the legal expenses. Based on the incomplete information the Company did
provide, Staff identified $2,631 as appropriate legal expenses, and amortized that amount
over a three-year period.

3 Fish Mill first objects to Staff’s characterization of a prior dispute with a customer as a “property dispute
or civil issue.” Fish Mill claims that the dispute was actually a “case of interference with a public utility.”
Second, Fish Mill contends that Staff erred by stating that a prior application for exclusive service territory
reduced the number of customers from 16 to 3. Fish Mill claims that only three customers were being
served at the time of the application. As stated above, these alleged errors of historic fact are not relevant
to our discussion.
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Fish Mill contends that all its reported legal expenses were prudent and
relevant either to deal with the interference of water system maintenance or to prepare for
this rate proceeding. Accordingly, it seeks recovery of the entire $3,507.68 on an annual,
unamortized basis.

We have reviewed the information provided by Fish Mill in support of its
legal expenses and agree with Staff that the Company has failed it burden to establish that
all these legal expenses were prudent and related to the provision of water service. As
Staff notes, the majority of expenses appear to be related to a 1997 dispute with a former
customer. That dispute should have been resolved years ago, and is nonrecurring in
nature. We adopt Staff’s recommendation to disallow 25 percent of the legal expenses,
given the uncertainty of the prudency and relevance of such costs, and to amortize the
remaining amount over a three-year period.

3. RV Space #8

In determining the proper allocation of expenses between the residential
customers and the Lodge, Staff estimated the water usage for the Lodge’s tenants, the fish
room and shop, and RV spaces. Staff presumed that RV Space #8 was occupied full-
time, based on correspondence from Ms. Bedsole that the space was rented year-round to
a couple from California.

Fish Mill contends that Staff’s estimated water usage for RV Space #8 is
erroneous, because the space “was rented all year as a storage space. It was never
inhabited.”

We find no error in Staff’s estimated water usage. First, as further
discussed below, Staff adjusted its water usage assumptions in its rebuttal testimony filed
after the hearing. These adjustments address, in part, Fish Mill’s concerns about the
water usage for the RV spaces. Second, despite the fact that Fish Mill appears to be
providing conflicting information as to the use of RV Space #8, we find that Staff’s
analysis, as adjusted and viewed as a whole, reasonably estimates the amount of water
usage for purposes of allocating operating expenses between the residential customers
and the Lodge. As Staff notes, the actual amount of water usage must be adjusted to
reflect a “normal” or expected use in the future. For this reason, Staff explains, it
assumed full time water usage for all three residential customers, even though the house
of one customer is not occupied. Similarly, Staff’s usage estimates for RV Space #8
were reasonable, given its availability for use by tenants. Absent evidence that Fish Mill
has terminated water service to RV Space #8, we find Staff’s assumptions to be
reasonable, regardless of the actual amount of water used by that space during the 2006
test year.
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4. Lodge Water Usage

In its analysis, Staff assumed that each Lodge tenant used 100 gallons per
day of occupancy. Using this assumption and others, Staff initially proposed allocating
39.02 percent of Fish Mill’s revenue requirement to residential customers, and 60.98
percent to the Lodge.

At hearing, Fish Mill objected to Staff’s water use assumption, claiming
that 100 gallons per day was too high. Fish Mill explained that its guests’ water use is
much lower than average residential use, because they spend the majority of the day
elsewhere and do not engage in water intensive activities, such as watering yards or
washing clothes.

Following hearing, Staff researched water usage for hotel guests and
agreed with Fish Mill’s claim. Accordingly, it revised its recommendation and now
supports Fish Mill’s proposed allocation of 42.66 percent for residential customers and
57.34 percent for the Lodge.

We find Fish Mill’s proposed allocation reasonable, and adopt Staff’s
revised recommendation.

CONCLUSION

We find Staff’s adjustments to Fish Mill’s expenses contained in its
application, as summarized in Staff/101, Miller/4, to be reasonable for purposes of
establishing water rates. We also find that Staff’s proposed rate design, based on Fish
Mill’s proposed allocation between its residential customers and the Lodge, to be
reasonable.

We conclude that Staff’s recommendation will provide Fish Mill with
sufficient revenue to cover its costs and to begin to make the improvements to its water
system to address its recent service quality programs. As discussed, Staff’s proposed
revenue requirement includes an additional $780 for annual repairs to water plant, with
additional amounts for testing and contract labor expense. While we do not expect Fish
Mill to immediately undertake all of the repairs, the Company should begin to
systematically address the deficiencies identified by the Drinking Water Program and to
take corrective action to ensure the provision of safe and reliable service.

Accordingly, we find Staff’s recommended revenue requirement and rates
to be just and reasonable. We approve an annual increase in revenue for Fish Mill of
$3,428, or 294.6 percent over test period revenues, resulting in total annual revenues of
$4,546. These figures are based on a 9.5 percent rate of return on a rate base of $1,736.

The revised tariffs, attached as Appendix A and which incorporated the
terms of this order, are adopted. Average monthly residential rates will increase from
$24.00 to $53.87. The Lodge will pay a flat monthly rate of $217.22.










































