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Procedural History

On May 6, 2002, Paula S. Dampier, et al. (Complainants) filed a complaint against Osage Water Company (Company or OWC), by submitting a letter signed by Ms. Dampier and a petition signed by Ms. Dampier and 30 other persons.  In the letter, the Complainants, who are all apparently customers of the Company, set forth objections to the minimum monthly charges for water and sewer service that the Company provides to the Cedar Glen condominium development at the Lake of the Ozarks.

On May 28, 2002, the Commission issued its Order Regarding Complaint, and Directing Staff Investigation (05/28/02 Order).  In its 05/28/02 Order, the Commission, among other things, directed the Staff ". . . to investigate the allegations set out in the complaint and file its report regarding the rates, terms and conditions complained of."  The Commission also directed the Staff to include in its report ". . . an evaluation of other similar companies and their minimum usage tariffs."

On June 28, 2002, the Staff requested an extension of time to July 9, 2002 for filing the report required by the 05/28/02 Order.

Staff's Investigation

For its investigation of the Complaint, the Staff reviewed the Complainants' letter, reviewed the Company's currently effective schedules of rates for water and sewer service, reviewed the files from the Company's two most recent rate cases (SR-2000-556 & WR-2000-557), in which the charges complained of were established, and also reviewed the tariffs of several similar small water and/or sewer companies.

The Staff members involved in the referenced reviews were Wendell Hubbs and Dale Johansen of the Water & Sewer Department.  Mr. Johansen created the initial draft of this Report and routed it to Mr. Hubbs, Bill Meyer of the Accounting Department and Cliff Snodgrass of the General Counsel's Office for their review and comment.  Comments received from those reviewers were incorporated into the initial draft of the Report for the creation of this final version of the Report.

The Complaint

The Complainant's letter, which constitutes the Complaint, requests ". . . a review of excessively high minimum monthly water and sewer charges, which are billed to Cedar Glen owners."  The letter notes that several unit owners have contacted the Company regarding the charges, but that those contacts have not produced a satisfactory result.

As the Staff sees it, the gist of this Complaint is the manner in which the Company's water and sewer rates are designed.  It does not appear that the application of the rates is in question, nor are there any apparent billing disputes regarding the rates.

The Company's Recent Rate Cases

As noted previously, the Company's current water rates were established in Case No. WR-2000-557 and the current sewer rates were established in Case No. SR-2000-556.  (The rate increase requests that were the subject of those two cases originated through requests that the Company submitted under the Commission's Small Company Rate Increase Procedure, which is found at 4 CSR 240-2.200.)

Regarding the water rate case, even though that case went to hearing, the manner in which the Company's proposed rates were designed, which included the development of a "monthly minimum" charge, was not a contested issue.

Regarding the sewer rate case, that case settled prior to hearing and, as with the water case, the manner in which the Company's proposed rates were designed, which included the development of a "monthly bill" or "flat rate" charge, was not a contested issue.

In both rate cases, the Commission recognized a total cost-of-service that the Company should be allowed to recover, and the Company's rates were designed accordingly, consistent with the Commission's orders.

The Company's Rates

The Company's Schedule of Rates for water service establishes a "monthly minimum" charge of $16.36 for customers taking service through a 5/8" meter, which includes the first 2,000 gallons of water used.  For usage over 2,000 gallons, the commodity charge is $3.8701 per 1,000 gallons.  (The "monthly minimum" charge increases as the size of the water meter increases, but the commodity charge does not change.)  As noted previously, this Schedule of Rates, which became on effective on August 13, 2001, was approved by the Commission in Case No. WR-2000-557.

The Company's Schedule of Rates for sewer service establishes a "monthly bill" or "flat rate" charge of $26.03 for customers in unmetered condominiums and for customers that also take water service through a 5/8" meter.  This charge applies regardless of the amount of usage, as there is no separate commodity charge for sewer service (thus the reference to a "flat rate").  As noted previously, this Schedule of Rates, which became on effective on April 1, 2001, was approved by the Commission in Case No. SR-2000-556.  (Though there is no commodity charge related to sewer service, the "monthly bill" charge increases as the size of the customers' meters used for water service increases.)

Based on the above rates, customers taking both water and sewer service from the Company, such as the customers at the Cedar Glen condominiums, have a total monthly minimum charge of $42.39.  (The Commission should note that most, if not all, of the Company's residential customers take water service through a 5/8" meter.)

The Design of the Company's Rates

For the Company's water rates, the inclusion of the first 2,000 gallons of usage in the monthly minimum charge is, in the Staff's opinion, the key element of the design of the rates that is at issue in this Complaint.  In essence, the inclusion of this usage component recognizes that certain amounts of the companies' fixed costs related to the investment in and the operation of utility plant should be recovered from customers regardless of their total monthly usage levels.  Another way to look at the usage component is that it is a surrogate for allocating a portion of the plant investment and operations related costs to the "customer charge" component, and thus away from the "commodity charge" component, of the Company's total cost-of-service.  Regardless, however, of how this usage component is looked at, the basic reason for including it in the development of a monthly minimum charge is the same – that being that there are certain non-variable costs that the Company experiences simply to have a system capable of providing service available to its customers, whenever they want to use the system, and regardless of how much water they actually use in any given month.

For the Company's sewer rates, the establishment of a "flat rate" monthly charge is, in the Staff's opinion, the key element of the design of the rates that is at issue in this Complaint.  The essence of the monthly sewer charge is that it is designed to recover the Company's total cost-of-service from the Company's customers on an equal year-round basis, regardless of the usage levels on a month-to-month basis.  As with the water service monthly minimum charge, this rate design was used largely because the Company's system must be available for the customers' use at all times and because the underlying investment and operating costs are not greatly dependent upon monthly usage fluctuations.  Also coming into play in the design of the sewer rate is the fact that all customers that take sewer service from the Company do not also take metered water service from the Company.  As a result, the information needed to develop a commodity charge component for the sewer rates was not available.

The Rates of Other Small Water & Sewer Companies

Regarding the Staff's "evaluation of other similar companies and their minimum usage tariffs", the Staff first notes that it has been a common practice for the Commission to approve rates for other small water and sewer companies that are designed in a manner similar to the design of the Company's rates.  Specifically, it is common for other small water companies to have rates that include a "monthly minimum" charge and for other small sewer companies to have "flat rate" charges, with the design of such charges being similar in nature to the design of the Company's charges.

For water rates, the most obvious difference in other companies' monthly minimum charges, as compared to the Company's monthly minimum charge, is that the usage component built into that charge varies from company to company.  For example, some companies have a usage component of 1,000 gallons per month built into that charge and some have a usage component of 3,000 gallons per month built into that charge.  As noted previously, the Company has a usage component of 2,000 gallons per month built into its monthly minimum charge.  While the usage component of the various companies' monthly minimum charges varies for any number of reasons, the underlying reason for including that component in a monthly minimum charge is essentially the same from company to company – that being that certain amounts of the companies' fixed costs related to investment in utility plant should be recovered from customers regardless of their total monthly usage levels.

For sewer rates, the first of two obvious differences in those rates, from one company to the next, is that some companies have rates based upon a combination of fixed charges and commodity charges based on water usage, while OWC and other companies have a "flat rate" charge that does not include a commodity component.  The second obvious difference for sewer rates is the same as that discussed above for water rates – that being differing monthly usage components that are built into the monthly minimum charge for the companies that have both fixed charges and commodity charges.

Regarding other companies' Commission approved rates, set out below is a summary of what the Staff found through a review of fourteen small water company and eleven small sewer company tariffs.  For its tariff review, the Staff selected companies that have customers numbering between 150 and 500.  (As used in the summary, the following definitions apply: customer charge = a fixed charge that does not include any usage; monthly minimum charge = a fixed charge that does include a certain amount of usage; flat rate charge = a fixed charge that is the same for all customers of similar size irrespective of usage.)

Water Companies

* Six companies with customer charges and commodity charges

* Six companies with monthly minimum charges and commodity charges

* Two companies with flat rate charges

Sewer Companies

* No companies with a customer charge and commodity charge

* One company with a monthly minimum charge and a commodity charge

* Ten companies with flat rate charges

Regarding a company-to-company comparison of actual customer rates, the Staff chose not to include such a comparison with this Report.  The reason for not including such a comparison is the fact that there are significant differences in the underlying "cost-of-service" from company to company, which obviously influences the actual customer rates for any given company.  In evaluating what it believes to be the major issue in this Complaint – that being the manner in which the Company's rates are designed – the Staff does not believe a comparison of actual customer rates would be helpful.  In fact, the Staff believes such a comparison would likely only "muddy the water" regarding the issue at hand.  Instead, the Staff believes that the information presented about the approaches taken in the design of customer rates is what is most important from a comparative viewpoint.

Summary of Important Points

(1)
The Company's water and sewer rates were established in the context of recent docketed rate cases, wherein the Commission determined the Company's recoverable cost-of-service, and became effective on August 13, 2001 and April 1, 2001, respectively.

(2)
The manner in which the Company's water and sewer rates are designed was not at issue in the Company's recent rate cases.

(3)
The Company's "monthly minimum" charge for water service is designed in generally the same manner as the monthly minimum charges for many other small water companies, and thus in a manner consistent with historical Commission practice.

(4)
The Company's "flat rate" charge for sewer service is designed in generally the same manner as the flat rate charges for many other small sewer companies, and thus in a manner consistent with historical Commission practice.
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