DW 99-113

HaNOvER WATER WORKS CovPANY
Petition for General Rate | ncrease
Order Approving Settlenment Agreenent

ORDER NO 23,435

March 28, 2000

APPEARANCES: Stephen P. St. Cyr for Hanover Water
Wor ks Conmpany and Donald M Kreis, Esq. for the Staff of the
New Hampshire Public Utilities Conm ssion.

PROCEDURAL HI STORY

On October 8, 1999, Hanover Water Works Conpany
(Company) filed with the New Hanpshire Public Utilities
Comm ssion (Comm ssion) a petition seeking an increase in
annual revenues of $192,186, a request that called for a
per manent rate increase of approximtely 23 percent for al
custonmer classes. The Conm ssion suspended the proposed rates
and schedul ed a prehearing conference for Novenber 30, 1999.

The conference occurred as schedul ed, the Conm ssion
recei ved no requests for intervention, Staff and the Conpany
agreed upon a proposed procedural schedule and the Conm ssion
adopted the proposal. Staff and the Conpany thereafter
engaged in discovery and negotiations pursuant to the
procedural schedul e and, on March 21, 2000, filed a

Stipulation and Settlenment Agreenment with the Comm ssion that
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woul d, if adopted, resolve all issues in connection with the
Conpany's petition. The Comm ssion conducted a hearing on
March 22, 2000 and heard the testinony of Utility Anal yst
Steven Mullen in support of the agreement. The prefiled
testinmony of M. Millen, and that of two Conpany w tnesses,
M. Stephen P. St. Cyr and M. Peter Kul backi, were admtted
as exhibits.
[1. STIPULATI ON AND SETTLEMENT AGREEMENT

Staff and the Conpany agreed upon a total revenue
requi rement for the Conpany of $1,011,718, a 20.85 percent
increase. For an average residential custoner of the Conpany,
using 2,200 cubic feet of water per quarter, the total
gquarterly bill would be $53.11, an increase of $9.16 over
rates that have been in effect since May 1996. Such a typical
customer woul d pay $212.46 annually, representing an increase
of $36.66 over the previous rates.

An additional increase or increases would follow
under an order previously entered by the Comm ssion. In
Docket No. DF 98-076 (Order No. 23,007, Septenber 1, 1998) the
Commi ssi on aut hori zed the Conpany to issue $4,035,000 in
securities to finance several construction projects in
Hanover: replacenent of the Conpany's East Wheel ock Street

water distribution main and associ ated rel ocation of the Bal ch
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Hill punp station, installation of water transm ssion and
di stribution mains on Crosby and Lebanon Streets with a
rel ated storage facility, the replacenent of four-inch water
mai ns on North Coll ege, Maple, Prospect and West Streets, and
repl acenment of the source neter at the Conpany's Fl etcher
Reservoir. The source of borrowed funds for these projects is
the Drinking Water State Revol ving Fund, adm nistered by the
New Hanpshire Department of Environmental Services. |In order
to permt the Conpany to repay these funds, the Conm ssion
authorized in Order No. 23,007 the inposition of two step
adjustnments to the Conpany's rates, to take effect upon
conpletion of the work. At the tinme, Staff and the Conpany
expected the first step adjustnments to increase the Conpany's
present revenues by 10.5 percent and the second step
adjustnent to conmprise a 22.02 percent increase. The step
adj ustnments in Order No. 23,007 were approved contingent upon
revi ew and approval of the costs actually incurred.

The step adjustnents contenplated in Order No.
23,007 have not yet taken effect, nor have the costs been
submtted to us for our review. According to M. Kul backi's
pre-filed testinony, the construction projects are still in
process and are expected to be conpleted |later this year.

Therefore, the Stipulation and Settl enment Agreenent requests
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t hat the Comm ssion close Docket No. DF 98-076 and, for
pur poses of adm nistrative efficiency, consider any step
adjustnents in this docket. Under the terns of the Settl enent
Agreenent, the Conmpany would submit a request for one step
adjustnment to account for all of the construction work
approved in Order No. 23,007, rather than the two step
adjustnents originally anticipated. Based on the esti mted
| evel of costs at the time of the Conm ssion's earlier
approval of the project, the step increase would represent an
i ncrease of 27 percent over the rates set forth in the
Settlement Agreenent presented here. Such an increase woul d
amount to an additional $14.48 per quarter, or $57.90 per
year, for the average residential ratepayer. 1In so noting, we
stress that we will review the final costs and determ ne the
appropriate rates upon the Conpany's subm ssion of its
accounting of the relevant expenditures later this year.

To arrive at the proposed rates that would apply
prior to the step adjustnent, Staff and the Conpany agreed
upon an 8.87 percent cost of capital, reflecting a 10 percent
cost of equity (the Comm ssion's generic rate for small water
conpani es) and a 7.80 percent cost of debt. Agreed-upon
adj ustnments to the Conpany's rate base involve neters renpved

fromservice prior to the test year used to neasure rate base
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and revenues as well as neters still in service that had been
incorrectly listed as retired, correction of certain m nor
accounting errors relating to depreciation and adjustnents to
reflect the Departnment of Transportation's renmaining
contribution to the East Wheel ock Street nmain replacenent
project. The agreenent also nakes certain pro fornma
adjustnents to revenues and expenses in the test year to
correct a billing error, to normalize certain extraordinary
expenses, to account fully for certain revised personnel
costs, to make certain other m nor corrections and to adjust
t he expenses associated with real estate taxes by $12,001 in
t he wake of the recent changes to the state property tax.

During the course of the proceeding, Staff expressed

concern over the Conpany's |lack of continuing property
records, which are required under the Conm ssion's
regul ations. As part of the Stipulation and Settl enent
Agreenent, the Conpany agreed to devel op continuing property
records and an appropriate work order system as soon as
possi bl e but, in any event, no later than the conpletion of
the main replacenment project. Under the Agreenent, if the
Conpany has not conplied with this aspect of the settlenment by
the time the Conmm ssion considers the inpending step

adjustnents, Staff will ask the Comm ssion to take whatever
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corrective action it deens appropriate.

Subsequent to the hearing in this matter, the
Conpany subnmitted a request for recovery of $12,466.98 in rate
case expenses over two quarters. Staff has reviewed the
request and supporting docunentation and has recommended
approval of the request as reasonable, noting that the
Conpany's rate case expenses were | ess than antici pated.
Based on a | evel of 1,901 custonmers, the charge to recover the
$12, 466. 98 woul d be $3.28 per custonmer per quarter, to be
coll ected over a period of two quarters.
[11. COVM SSI ON ANALYSI S

We conclude that the proposed Settl ement Agreenent
in this proceeding is consistent with the public interest and
we therefore approve it. W are aware that the revenue
i ncrease proposed here, conbined with a step adjustnent |ater
this year, will ultimately inpose upon the custoners of
Hanover Water Works a rate hi ke of considerabl e magnitude.
However, as reflected in Order No. 23,007, the bulk of the
rate hikes to be inposed this year is accounted for by the
ongoi ng construction projects, which we previously approved as
necessary and prudent for the Conpany to continue to provide
an appropriate |level of service. As indicated by M.

Kul backi's prefiled testinmony, this is a Conpany that has
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enbar ked upon a significant and necessary effort to update an
agi ng physical plant at a time when consunption has been
decreasing. |In the context of these efforts, we believe that
the adjustnents to rate base, revenue and expenses called for
by the Stipulation and Settl enent Agreenent are reasonabl e.

We share the Staff's concern about the Conpany's
| ack of continuing property records. Maintenance of such
records is absolutely essential in order for the Conm ssion to
fulfill its statutory responsibility to keep infornmed as to
the operation of the state's utilities and to exercise general
supervision of them See RSA 374:3 and 374:4. W wll hold
the Conpany to its agreenent to correct this deficiency by the
time its present construction projects are conpleted and it
submts the accounting of themto us for approval of the step
adj ust nment .

Accordingly, we approve the Stipulation and
Settl ement Agreenent entered into by Staff and the Conpany in
this docket. Qur adoption of the agreenment does not inply
Comm ssi on approval, acceptance, agreenent, with or consent to
any concept, theory, principle or nmethodol ogy reflected
t herein.

Lastly, we find the |l evel of rate case expenses

reasonable and will therefore approve the proposed nmechani sm
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for their recovery.

Based upon the foregoing, it is hereby

ORDERED, that the Stipulation and Settl enent
Agreenent entered into by Staff and the Conpany, and the rates
descri bed therein, are approved; and it is

FURTHER ORDERED, that the Conpany be authorized to
recover $12,488.96 in rate case expenses through a surcharge
to apply over the next two quarterly billing cycles;

FURTHER ORDERED, that the Conpany subnmit a properly
annotated conpliance tariff with the Comm ssion on or before
April 1, 2000; and it is

FURTHER ORDERED, that the Conpany shall devel op
continuing property records and a work order system
i medi ately or, in any event, not |ater than the subm ssion of
its accounting associated with the Step Adjustnment described
in this order; and it is

FURTHER ORDERED, that Docket No. DF 98-076 be cl osed
and the matters reflected therein be incorporated into this

docket, which shall be kept open for that purpose.
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By order of the Public Utilities Conm ssion of New

Hanmpshire this twenty-ei ghth day of March, 2000.

Douglas L. Patch Susan S. Ceiger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:

Thomas B. CGetz
Executive Director and Secretary



