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SUBJECT:
Staff's Recommendation for Approval of Tariff Revisions to Effect Changes in Customer Rates and Charges for Sewer Service, for Approval of Modified Depreciation Rates and for Approval of Agreement Regarding Disposition of Small Company Rate Increase Request

DATE:


February 27, 2004

Background

North Oak Sewer District, Inc. ("Company") initiated the subject small company rate increase request ("Request") by submitting a letter to the Secretary of the Commission, which was received at the Commission's offices on December 16, 2002, (see Attachment A).  The Company submitted its Request under the provisions of the Commission's then existing Small Company Rate Increase Procedure (Rule 4 CSR 240-2.200), which for small sewer utilities was replaced effective April 30, 2003 with Rule 4 CSR 240-3.330, Sewer Utility Small Company Rate Increase Procedure.

By its Request, the Company was seeking Commission approval of customer rates intended to generate an increase of $8,000 in its total annual sewer service operating revenues.  As stated by the Company in its Request letter, the requested increase in its sewer service operating revenues is needed to meet the Company’s current operating expenses and to provide an adequate return on the Company’s investment in its utility plant.  The Company provides sewer service to approximately 
60 customers, the vast majority of which are residential customers.  The Company's current rates (those resulting from the Company’s original certificate case) went into effect on September 6, 2000.

Upon receipt of the Company's letter that initiated the Request, personnel in the Commission's Data Center scanned the letter and entered it into the Commission's electronic filing and information system ("EFIS") and the system assigned Work I.D. No. QS-2003-0019 to the Request.  The Company's letter was then forwarded to the Commission's Water & Sewer Department ("W/S Dept") for processing under the Small Company Rate Increase Procedure.

By a letter dated January 30, 2003, which Staff members in the W/S Dept had previously approved, the Company notified its customers of the Request (see Attachment B).  As a part of this notice, the Company requested that its customers' questions or comments be directed to the Commission Staff and/or the Office of the Public Counsel ("OPC").

Staff's Investigation and Conclusions

As noted at the beginning of this Memorandum, Staff members from the Auditing, Engineering & Management Services, Financial Analysis and Water & Sewer Departments participated in the Staff’s investigation of the Company’s Request.  All Staff participants, and all of their respective 
up-line supervisors, were provided an opportunity to review and comment on this Memorandum prior to it being filed.  Wendell R. Hubbs of the W/S Dept created the initial draft of this Memorandum and comments received from the reviewers were incorporated therein to create this final version of the Memorandum.

In response to the Company's initial customer notice dated January 30, 2003, Staff members in the W/S Dept received one telephone call, four letters and three EFIS public comment forms.  The OPC received two of the letters the Staff received.  The customer contacts are listed in Attachment G to this Memorandum, which also includes copies of the customer letters and EFIS public comment forms, and the Staff’s responses thereto, if any.  There was one complaint related to billing, with all customers complaining about the level of the requested increase being too high.  Also included in Attachment G is a report regarding the Staff’s inspection of the Company.

Based upon an audit of the Company's books and records, a determination of the Company's rate base investments and necessary operating expenses, an evaluation of the Company's depreciation rates and an analysis of the Company's capital structure and cost of capital, the Staff concluded that an increase in the Company's annual sewer service operating revenues is necessary for the Company to recover its cost of service.  The Staff also concluded that modified depreciation rates need to be prescribed for the Company.

Additionally, based upon its overall investigation of the Company’s Request, the Staff concluded that one change is needed in the Company’s service charges, that the Company should be required to contact the Staff within one month of providing service to mobile homes that are located in the area currently known as the Applebee Mobile Home Park, and that the Company should implement the "record maintenance and retention practices" as recommended to it by the Auditing Staff.

By a letter dated June 20, 2003, the Staff forwarded information regarding its audit and conclusions to representatives of the Company and the OPC for review and response.

Responses to Staff's Findings and Subsequent Actions

Pursuant to negotiations held subsequent to the Company's and the OPC's receipt of the above-referenced information regarding the results of the Staff’s investigation of the Company's Request, a written Agreement Regarding Disposition of Small Company Rate Increase Request ("Disposition Agreement") was reached between the Company and the Staff.  The Company and the Staff also reached an agreement regarding the tariff revisions needed to implement the terms of the Disposition Agreement.

The Disposition Agreement reflects the following agreements: (1) that an increase of $3,850 in the Company’s annual sewer operating revenues is necessary; (2) that certain changes to the Company’s service charges are appropriate; (3) that certain reporting requirements regarding customers served are appropriate; (4) that certain changes to the Company’s record keeping practices are needed; (5) that modified depreciation rates need to be prescribed for the Company; (6) that the rates included in the above-referenced agreed-upon tariff revisions are designed to generate revenues sufficient to recover the Company's total annualized cost of service; (7) that the rates included in the above-referenced agreed-upon tariff revisions are just and reasonable; and (8) that the Disposition Agreement satisfactorily resolves all issues identified by the Staff and the Company regarding the Company's Request, except as otherwise specifically stated in the agreement.  (The specific agreements between the Company and the Staff are set out on pages 2 and 3 of the Disposition Agreement, which the Staff filed in this case on February 13, 2004.)

Since the above-referenced Disposition Agreement was only between the Company and the Staff, the Company was required to send a notice to its customers regarding the terms of the Disposition Agreement.  By a letter dated November 12, 2003 (see Attachment C), which Staff members in the W/S Dept had previously approved, the Company notified its customers of the terms of the Disposition Agreement.  As a part of this notice, the Company requested that its customers' questions or comments be directed to the Staff and/or the OPC.  In response to this second customer notice, the Staff received one customer letter, which addressed the increase and the design of the Company’s rates.  (A copy of that letter is included in Attachment G to this Memorandum.)

By a letter that was stamped received by personnel in the Commission’s Data Center on January 27, 2004 (see Attachment D), the Company submitted revised tariff sheets including the agreed-upon tariff revisions that are necessary to implement the terms of the Disposition Agreement.  Upon receipt of the tariff filing, Data Center personnel scanned the filing and entered it into EFIS, and the instant case was created.  As required by the Small Company Rate Increase Procedure, the subject revised tariff sheets bore an effective date that was more than 45 days past the issue date.  As is also required by the Small Company Rate Increase Procedure, the above-referenced Disposition Agreement has been filed in the case papers.  (As noted previously, the Staff filed the Disposition Agreement in this case on February 13, 2004.)

Additional Information

In addition to the above-noted Attachments, copies of the Staff’s final cost of service income statement and supporting accounting workpapers, the Staff's rate design workpapers and a residential customer bill comparison, and a schedule of the proposed modified depreciation rates, all of which are consistent with the terms of the Company's proposed tariff revisions and the Disposition Agreement, are included with this Memorandum as Attachment E.  Additionally, a report from the Engineering & Management Services Department, which contains a general overview of the Company and its customer service procedures and practices, and the department’s recommendations regarding those matters, is included with this Memorandum as Attachment F.

Pursuant to a review of available electronic information maintained by the Commission's Internal Accounting Department and Data Center, and in the Commission's electronic filing and information system, the Staff notes that the Company was current on the payment of its Commission assessments and on the filing of its Commission annual reports when it submitted its Request, as is required by the Small Company Rate Increase Procedure.  The Staff also notes that the Company is current on both of these matters as of the writing of this Memorandum.  The assessment information reviewed covers all fiscal years for which the Company has received an assessment (the Company is paying its FY2004 assessment on a quarterly basis), and the annual report information reviewed covers all calendar years for which the Company has been required to submit a Commission annual report.

Additionally, the Staff notes that the Company currently has no other matters pending before the Commission, and that approval of the subject tariff revisions will thus not affect any other matter before the Commission with regard to the Company.

Staff's Recommendations

Based upon the above, the Staff recommends that the Commission issue an order in this case that:

*
Approves the revised tariff sheets that the Company filed on January 27, 2004, to be effective for service rendered on and after March 15, 2004;

*
Approves the Disposition Agreement submitted in this case; 

*
Directs the Company to comply with the terms of the Disposition Agreement submitted in this case; and

*
Prescribes the depreciation rates set out on Attachment C to the Disposition Agreement submitted in this case as the depreciation rates authorized for the Company’s use.
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