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November 4, 2019

Debra A. Rowland
Executive Director
New Rampshire Public Utilities Commission
21 South Fruit Street
Concord, NR 03301

Re: IR 19-005 Investigation to Determine a Method for Setting a
Generic Return on Equity for Small Water Utilities
Commission StaffReport on Technical Session

Dear Ms. Rowland:

Commission Staff(Staff) met with representatives of Lakes Region Water Company, Abenaki Water
Company, Rampstead Area Water Company and the Office of Consumer Advocate at a technical
session held at the Commission’s offices on October 1 , 2019. The parties reviewed written comments
from the water companies and discussed further changes and clarifications to the draft rule N. R. Code
ofAdmin. Rules, Puc 610.

As a result of discussions held at the technical session, Staff has further revised its suggested rule and
submits the attached rule for the Commissions consideration. Changes to calculating the generic
return on equity (ROE) include, using the minimum number of quarters that total at least 1 0 rate cases,
using a weighted average ofthe prior ROEs and updating the ROE before hearing.

Staffbelieves that these changes further clarify and improve the rule and recommends that the
Commission adopt this draft rule as its initial proposal.

Very truly yours,

i
F. Anne Ross

cc: Service List
Stakeholder List
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Initial Proposal 7-xx-19 26

b. The a4e—in+pact on tta—a’cennc customers ‘“

t Fht- 41-1—afk1itjpns and the federal or state mandates that nece hated the need for rate

relief: and

U. I UL C *Nllui I tIiL 10 pW fluiptttu in tue evw’ ui tue re-qtles{eu ate nut ease:

(5) A copy ci tne—t-t*tuce required Ill 4), ait)tig ‘ lit

eeinrnission Within 15 tlrlv of tue—a eepta.ne-e—e—te_I’-t-I-i—44 as i ccl CU t1 II i” UClUV

(h) Failure to comp-k-—-wit1+—anv of the provisions andHequiremenis set forth in (a) sliall—est+l-t—ni—11e

+n-mediate ejection of the—pe44e —the--t4litv has fin-led to iej*n4-to--a i14ee—i+a-ed [v, the efm+±4-Hwl
I? C A 11 A -20 I

Puc 61 0.03—Generic Return on Equity.

(a) At least once during any 12 month period following the adoption of these rtiles the commission shall

establish a generic return to be applied to the equity invested in t1ea small water

4i-seoime4eush P
many_ratej)roceecilng and. it it elects to use the cteneric rate of return, it shall update jj_c before a

linal hearina. in the ratee case.

(b) For the purposes of this section. the commission shall assume that the return on equity for regulated

gas and ater utilities as published b thqJeeulator Research Associates lot recent calendar vear:ZF.mtd.el

are reflfc.sentatReol ‘hat value stockholders cunci alue-p luce on a share of

stock ft)r water distribution svstemsat-1.l-1e-pfeset+t—’a4-1fe-**l41e—e*peeted-—ea%l+-14ow horn that ;httLs1÷ekorn.d

(c) For es stion. the comm ission sha!l assume that ]ueplacedonutihtv preferred

stock plus 350 basis points as publ shed [v, Value Line is representative ol hat value stockholders phice on a

share of stock for waler distribution systems.

_jçje) For the purposes of this section. the generic return on equjty. rounded_do to decimal

shall be derived as foHows:nn+ple—**f n+prm-ies used4 eomj*id-ng4—s-h4l—-eonsist of—ton Cub fofl+i-u—w’I’

ttttHi1t—tl-5±ëti—HI tile HOSt cutrrei+t-4+sue—of—-\1-a1+te—-L-ii+e—l-n-vestinent Stir’” or vti 1’c’n”fli’’’_4fnffl+e-fa1H:an.Fee

(jj The baseline return on equity vi1l he calculated using the average of the weighted aeraecof

the authorized return of water utility rate cases clurine the most recent calendar quarterswitha LoLgI
minimum of 10 observations and the weighted average ci the median authorized retwiionequit

tor gas utilities during the most recent calendar quarters with a total in inirnuim of I 0 obyei ations.

Observations are the number of rate cases in the quarter ugLQga]culate the aveiyg water and

median eas returns on equit’ and weigltgçl by the number of observations in a quarter divided by

the total observations over the numb inimc in oflOobservations. FoIIo’a ing

that calcuhiion, the resulting return will he averaggvith an amount_resultiqgliom adding 350

basis points to the value of the preferred utility stock as most recently repoiled by Value lme. - lie

result ol’the 2 calculations shall yield the baseline return on eqtutv for this secn.

(2) For purposes of this section. the authorized average return of equit kit \\ater_utilities and the

nmii her of cases will he as reported hvthe Rcgulatorv Research_Associates. RRA Water AdvCsor

Major Rate Case Decisions. The median of authorized rettirn on equity for gas utilities will be as
reported by the Regulatot’ Research Associates. RRA Regulatory Focus: iorkatg Case
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Initial Proposal 7-xx-19 27

Decisions.” Utility preferred stock values will he the Value Line estimated yield on Utility
A” preferred stocks published weekly.

U] Rate Case Expense Savinus Adder: 50 basjs pQjts will he added to the baseline return on

(1_UiItl Structure Adder will be_.idded to the baseline return on equi’ for a balanced capital
structure:

J’ora capital structurtyj_çquty of 35 to 40jercent. the adder will he 10 basis points;

[ lor a ca il s teture with equity of 40 to 44 percent, the adder will he 1 5 basis points:

c.jijçiital structure with equity of 45 to 55 percent, the adder will be 25 basis points;
and

d. for a capital structure with equity of 56-60 percent, the adder will be 10 basis points.

U) An Exenipiy Performance Adder olup to 50 basis points shall be added to the baseline return
on equjty if the commission determines that a small water utility substantially exceeds utility
perlhrmance of similarly situated small water titilitics hia rate flling in any of the following areas:

a. Development of an Asset Mannge!nent Prqgtam for achievin and maintaining the desired
Icvel of service at the lowest apppnate cost to customçgs:

b. Reduction in system leaks and tmaecotinted for water:

c.Cost containment initiatives:

dHtproved water quality:

e. Improved custonier service.

j\ Non—compliance Deduction: up to 50 basis pojntsjiiav be deducted 1iom the baseline return
jjeqtutv when a small water utility files for a rate increase if the_commission determines that the
utility has repeatedly not compjjpd_withj ilaorv requirements within the rast 2 yer.

a. Staf’for any party to the rate proceeding may request a deduction for non—comphance:

h. There will he no deduction Gr non—compliance olan acqtm ired utility if the acquired utility
ired and the acqujgjflgility has implemented an

ngpveciplantoachwvecomphance. C .phance_ikmsm is roved by the by the
regulatory authority with jurisdiction.

——--deh*wpes-uf41i%s-eet-i
a4—Ewe%hti ng +d-i f’rd-s—t+3-efwl+ings, reflecting tF
are al+;e ‘med with the-source uf i-lie-cash 14ew,-

I. I-...II us%-n-g—Iuoth div-id-ends and earnings, with
v-1wetnt1at which the eee4e4u-t

Puc 610.034 ‘ihilitvRiuhttoChaHence Use of the Generic Return on Eguitv. The eommissioif,
the oflice ofcenstmier aclvocate,a customer or other interested part. may challenge the generic return onequjty
used hya small water clistrihcmtion system in a late tiling with the commissionA—smfl-I-—wate-F--&s1-e-n—sl+a14-ii-e-G-e
eligible kir rate relief pursuant to this se-et-ki-n—-i-t-l+i-mi—--e-ars---after—t-he—-i-s-s-u-a÷ce ofa final o-rder—uml-er—Pue4l—G—eu
Dec 1600.
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Number of

1st Quarter of Rate

2021 Observations*

Gas median ROE (Note 1) 9.74 10

Water average ROE (Note 2) 9.35 12

Average of Gas/Water 9.541

Average (rounded down) 9.54

Utility A Preferred Stock (Note 3) 6.22

Adder: 350 basis points 3.50

9.72

Baseline ROE 9.63

(Average of Gas/Water & Preferred Stock)

* Number of observations indicates the number of ROE datapoints

available, not the number of rate cases completed during the period.

Notes (Source Document)

1) Most recent source: RRA Regulatory Focus, Major Rate Case Decisions, Jan-Mar 2021 (04/28/2021)

Weighted average ROE of 1 quarter, ending 1st quarter 2021 **

Weighted by  # of observations in the quarter as percent of total observations

2) Most recent source: RRA Water Advisory, Major Rate Case Decisions — January – March 2021,  04/28/2021

Weighted average ROE of 9 quarters ending 1st quarter 2021 **

Weighted by  # of observations in the quarter as percent of total observations

3) Value Line Selection & Opinion (May 7, 2021)

(p. 485) Preferred Stock - Utility A

Baseline ROE

Calculated on 05/04/2021

(Based on most recent publications)

Minimum Number of Quarters w/ at Least 10 Observations
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1) Most recent source: RRA Regulatory Focus, Major Rate Case Decisions, Jan-Mar 2021 (04/28/2021)

Weighted average ROE of 1 quarter, ending 1st quarter 2021 **

Weighted by  # of observations in the quarter as percent of total observations

Median authorized ROEs by quarter, January 2021-March 2021

Number of Weighted

Year Period ROE (%) Observations * ROE (%)

Quarter

2021 1 9.74 10 9.74

10

Weighted Average Median ROE 9.74

* Number of observations indicates the number of ROE datapoints

available, not the number of rate cases completed during the period.

**Based on minimum number of quarters with at least 10 observations
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2) Most recent source: RRA Water Advisory, Major Rate Case Decisions — January – March 2021,  04/28/2021

Weighted average ROE of 9 quarters ending 1st quarter 2021 **

Weighted by  # of observations in the quarter as percent of total observations

Number of Weighted

Year Quarter ROE (%) Observations * ROE

2019 1 9.57% 3 2.39%

2019 2 9.70% 2 1.62%

2019 3 9.80% 1 0.82%

2019 4 NA 0 NA

2020 1 8.48% 2 1.41%

2020 2 9.50% 1 0.79%

2020 3 8.80% 1 0.73%

2020 4 9.50% 2 1.58%

2021 1 NA 0 NA

12

Weighted Average ROE of 9 quarters. 9.35%

* Number of observations indicates the number of ROE datapoints

available, not the number of rate cases completed during the period.

**Based on minimum number of quarters with at least 10 observations
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