DW 99- 154

Holi bay Acres WATER AND VWASTEWATER SERVI CES
PETI TI ON FOR STEP ADJUSTNMENT
Prehearing Conference O der

ORDER NO 23,410

February 22, 2000
APPEARANCES: Eugene Sullivan, 111, Esq., for
Hol i day Acres Water and Wastewater Services; Janmes Jackson,

Pro Se, Intervenor; Lynmarie Cusack, Esq., for Staff of New
Hanmpshire Public Utilities Comm ssion.

l. PROCEDURAL HI STORY
In July 1999 Holiday Acres Water and WAst ewat er

Servi ces (Conpany) petitioned the Comm ssion for a step

adjustnment in lieu of a full rate proceeding. The Conpany
noted that pursuant to the provisions of an Agreenment approved
by the Comm ssion in Order No. 22,470 the Conpany w shed to
pursue a rate increase in that manner.

The Conpany subsequently filed testinony and
schedul es in support of their petition in October, 1999. The
Conpany’s petition requests an increase in water rates of 100%
from $124.66 to $249.32 per year. In the sewer division the
Conpany is proposing a rate increase of 8% thus, sewer rates
woul d increase from $364.70 to $394. 79 per year.

A prehearing conference was held on Decenber 8,

1999. At the hearing the parties expressed their positions
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regardi ng the appropriate procedure to undertake regarding the

rate increases.

1. POSITIONS OF THE PARTI ES AT THE PREHEARI NG CONFERENCE
A HOLI DAY ACRES

The Conpany asserted that a step adjustnment or
expedited proceedi ng was necessary in order to determne rate
i ncreases. The Conpany argued that the increases are being
requested to recover the cost of investnents nade to the
system since the |last rate proceeding. The Conpany all eged
that the additions were made to neet state and federal
st andar ds.

The Conpany al so argued that in order to keep costs
down, a step adjustnent was the nost expedi ent process to
undertake. It asserted that a full rate case would
significantly increase rates for a nunber of reasons. First,
t he conpany indicates not all of the pro forma adjustnents to
rate base that it m ght have argued for were sought.

Addi tionally, the Conpany argues that there are a nunber of
O&M expenses that are not currently being recovered through
rates that it could seek to recover in a full case. Third,
t he Conpany clainmed it was concerned about rate shock to its
custonmers. The Conpany prefers gradually increasing rates to

allow the it’s custonmers to adjust to the actual cost of
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service over tine.
B. | NTERVENOR

James R. Jackson appeared at the prehearing
conference as a custoner of Holiday Acres and an individual
not residing within the Mbile Home Park. M. Jackson
expressed concerns over the reasonabl eness of the Conpany’s
costs associated with the operation, maintenance and
i nprovenents within the systens. M. Jackson also filed a
petition with the Comm ssion arguing that a full rate case be
conpleted as a step adjustnment would not be adequate.

C. STAFF

At the prehearing conference Staff expressed
concerns regarding the Conpany’s subm ssion of the 1998 Annual
Report and Staff’s resulting inability to perform a meani ngful
anal ysis of the Conpany’'s operating results, as well as the
inability to reasonably determ ne the proper nethod to
eval uate revenue requirenents. Staff recomended that at a
m ni mum an audit be conpleted. Staff expressed concerns over
the Conpany’s failure to conply with Comm ssion accounting
requi renents and pointed out that the Conpany had yet to
establish a separate checking account to avoid the comm ngling

of utility funds with funds of the nobile honme park.
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Staff also raised the issue of what should be
considered in rate base. Staff contended that at the tine
rates were originally set rate base consisted solely of plant
additions installed subsequent to the purchase of the nobile
honme park. Staff remarked that there was a concern that the
Conpany’s 1998 Annual Report included $2 mllion as plant in
service when the Agreenent in DR 96-242 specifically excluded
this anount fromrate base.

Lastly, Staff requested information fromthe Conpany
so that a proper assessnment be undertaken for Staff’s
recommendati on on how to proceed with the case. At a
techni cal session after the prehearing conference the Conpany
assured Staff that further information would be provided as

previously required.

L1 STAFF S RECOMVENDATI ON BASED ON
RECENTLY ACQUI RED | NFORMATI ON

As a result of the technical session Staff received
the additional, but previously required, information fromthe
Conpany in January, 2000. After an exam nation of the
information, Staff believes that a step adjustnment would only
exam ne a portion of the Conpany’s operations and is thus
insufficient to determne if an “automatic” step adjustnment is
in fact warranted. Staff asserts that a conplete review of

t he Conpany’s operations is warranted because there are two
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separate utilities involved and the revenue and expenses of
the sewer and water utilities have been conm ngled with those
of Holiday Acres Mobile Hone Park.

Moreover, Staff is further concerned about the
Conpany’s estimted costs and cost allocations. The Conpany’s
total actual O&M expenses shown on the 1998 Annual Report are
significantly |l ess than estimated in the 1996 docket, DR 96-
242. The 1998 Annual Report establishes total O&M expenses of
$16, 192 for the water utility and $68,663 for the sewer
utility. The expenses per the stipulation in DR 96-242 were
$33, 221 and $87,482 respectively. Staff asserts that a full
investigation is necessary to determ ne the force behind the
| ower reported costs. Staff also has concerns that the
“l ower -t han-all owed” reported revenues may result fromthe
Conpany’s failure to bill all customers. Thus, Staff believes
the best nethod for establishing newrates in this case is to
proceed with a full rate case based on the 1999 test year.
V. COWM SSI ON''S ANALYSI S

Pursuant to RSA 378:7 and 378:29 this Conm ssion has
the plenary authority to investigate the basis for and
reasonabl eness of proposed rates. In our Order No 22,470
i ssued in Docket No. 96-242 we indicated we woul d await

Hol i day Acres' filing regarding systens inprovenents and woul d
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determne at that tinme the appropriate procedure to evaluate
the request for increased rates, whether through a full rate
case, a step adjustnent or stream ined proceeding.

A step adjustnent is the proper course of action to
allow a utility to adjust rates based on certain known and
measur abl e changes in costs occurring after the effective date
of a rate order. Re: Gas Service, Inc., 70 NH PUC 676, 680
(1985). In Gas Service we noted that there is an "inherent
tension in any step adjustnent. ... The tension arises from an
anal ysi s which recogni zes changes in sonme cost elenments and
i gnores changes in other cost elenments.” Id., at 279.

In order for us to decide whether the proposed step
adjustnment is the best process to effectuate rates we nust
eval uate whet her the “changes allowed in particular step
adj ustment el enents approximate the reality of the changes in
cost on which they are based.” Id., at 280. Since the costs
and cost allocators originally used to set rates in DR 96-242
were only estimates we cannot make an infornmed judgnment as to
whet her the new costs approximate realistic changes.
Consequently, we cannot justify a step adjustnent at this
tinme.

Whi | e we acknowl edge the Conpany’s concerns over

rate shock and that a full rate case is nore expensive to the
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custoners we believe that is in the public interest to conduct
a full investigation into what a reasonabl e revenue should be
for this conpany.

We also are sensitive to the fact that the Conpany
has already invested tine and noney into the current filing.
We will therefore incorporate the testinmony and ot her
supporting information into the full rate case proceeding; the
Conpany needs only to supplenent or revise its filing as
necessary.

G ven Staff’s concerns over the shortcom ngs of the
1998 financial data we believe that the rate case should be
based on the 1999 test year. This also provides a better
under st andi ng of the O&M expenses from 1999 and a better
i ndi cati on of what costs should be allocated to the utilities
and what costs to the nobile home park.

We al so note Staff’s concerns regarding an audit.
Agai n, given the status of the 1998 financial information this
i nformati on woul d not be useful in making audit findings.
Therefore, we find that an audit should be conpl eted once the
1999 annual report is received.

Based upon the foregoing, it is hereby

ORDERED, that a full rate case be conducted pursuant

to RSA 378:29 and PUC Rule 1600 et. seq. utilizing 1999 for
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the test year; and it is

FURTHER ORDERED, that an audit be conducted
utilizing the 1999 Annual Report; and it is

FURTHER ORDERED, that the parties stipulate to a
procedural schedule and submt it for our ratification no
| ater than March 1, 2000.

By order of the Public Utilities Comm ssion of New

Hanpshire this twenty-second day of February, 2000.

Dougl as L. Patch Susan S. Geiger Nancy Brockway
Chai r man Conmi ssi oner Conmi ssi oner

Attested by:

Thomas B. CGetz
Executive Director and Secretary



