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RE: REPONSE TO STAFF REPORT FOR CEDAR GROVE WATER, INC.’S APPLICATION FOR A PERMANENT
RATE INCREASE {DOCKET NO. W-20541A-11-0199)

Dear Arizona Corporation Commission Staff,

Cedar Grove Water, Inc. appreciates Staff’s efforts in attempting to determine rates that are equitable
to the customer and Company. Having reviewed the Staff Report pertaining to aforementioned Docket
Number, Cedar Grove Water, Inc. has compiled this response in an effort to clearly communicate the
expenses that need to be included to ensure the financial health of Cedar Grove Water, Inc. Cedar
Grove Water, Inc. believes the financial health of a water utility translates directly into customer
benefits. The following narrative and schedules are designed to further complement the original rate
application filed by Cedar Grove Water, Inc.

Cedar Grove Water, Inc.’s understanding is that Account 408, Taxes Other Than Income, is an expense
that needs to be passed through to the customer. In the original rate application, Cedar Grove Water,
Inc. included Account 408 in the Revenues line item and subsequently deducted such as an expense to
the Company. Staff removed the amount in Account 408 from the expense section of the Income
Statement; however, neglected to remove the same amount from the Revenues line item. The amount
of $10,694 must either be added back into the expense section or removed from the revenues section.

Staff left Account 601, Salaries and Wages, at $91,445. Although this is the amount that Cedar Grove
Water, inc. paid during the Test Year, Cedar Grove Water, Inc. would like to refer to the Excel
Spreadsheet identifying the amount of Salaries and Wages that should have been paid. Supporting
documentation included as Exhibit A demonstrates that employees of Cedar Grove Water, Inc. are not
receiving compensation consistent with the industry standard. Attached documentation shows that
competitive salaries and wages for the positions filled at Cedar Grove Water, Inc. are as follows: Office
Personnel, $49,809 — $57,778; Water Plant Operator — $37,440 - $49,920; Vice President of Operations —
$71,520; President — $99,240. Using these averages, the total amount of salaries aned wages would be
$278,458 plus an approximate 16% that Cedar Grove Water, Inc. pays in taxes; thus, the total becomes
$323,011. The portion payable by Cedar Grove Water, Inc. would be $164,736 (this is $4,874 more than
the proposed salaries and wages included in the rate application). Please note that the documentation
submitted with regard to salaries and wages is not a comprehensive compensation package; the
numbers presented do not include any benefits such as insurance, retirement, vacation, sick leave, etc.
Cedar Grove Water, Inc. is in danger of losing competent, conscientious and trained employees because
the compensation package offered is insufficient to compete with other employment opportunities.
Cedar Grove Water, Inc. understands the money was not actually expended in the Test Year; however,
also understands that a Company is not capable of spending money that is not available and incurring
debt to pay expenses is not sustainable. Although Cedar Grove Water, Inc. would greatly appreciate
Staff’s consideration pertaining to Salaries and Wages, Cedar Grove Water, Inc. realizes the Arizona
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Corporation Commission’s desire to use costs incurred in reviewing a rate application; therefore, a
salaries and wages increase was not used in Cedar Grove Water, Inc.’s response.

Account 615, Purchased Power, has become an area of concern for Cedar Grove Water, Inc. Navopache
Electric Cooperative, the power supplier for Cedar Grove Water, {nc., is in the process of receiving a rate
increase from the Arizona Corporation Commission. Information provided by Navopache Electric
Cooperative indicates that the proposed increase applicable to Cedar Grove Water Inc. will be
approximately 34.7%. This will increase Cedar Grove Water, Inc.’s purchased power expense from
$15,803 to $21,289; an increase of $5,486. The Net Income proposed by Staff does not allow for a
contingency of this magnitude,

Repairs and Maintenance, Account 620, was decreased in accordance with documentation submitted by
Cedar Grove Water, Inc. However, Cedar Grove Water, inc. paid $3,166 and $2,010 for installation of
meters and services respectively. Neither of these expenses was included in the expense section of the
Income Statement. The total expense of $5,176 is a direct expense to the Company and Cedar Grove
Water, Inc. believes should be considered in the rate application as such.

Outside Services, Account 630, is accurate as of the Test Year; however, Cedar Grove Water, Inc.
received notice that Outside Services expense has increased $128 per month, or $1,536 annually. The
Net Income proposed by Staff does not appear to have taken into consideration the possibility of
contingency expenses such as this.

Regulatory Commission Expense — Rate Case, Account 666, was calculated using a totai rate case
expense amount of $15,625 amortized over the five year span since the last rate case; thus, resulting in
$3,125 per year. Cedar Grove Water, Inc. has researched options available for performing a rate case
and is well aware of the expense associated therewith. Cedar Grove Water, Inc. collected information
indicating that a rate case can exceed $5,000 per each year that has elapsed since the previous rate
case. Cedar Grove Water, Inc. believes that $3,125 per year, or $15,625 total, is a fair and equitable
expense for the rate application currently being reviewed and encourages Staff to allow an accurate
representation and use the amount originaily submitted.

Long Term Notes and Bonds, Account 224, is not included anywhere on the income and Expense
Statement. Cedar Grove Water, inc. has a loan from WIFA that costs $9,705 annually. Staff calculated
the interest expense at $1,164 and included this amount in the Income and Expense Statement.
According to the amortization schedule submitted in the original application, interest expense
associated with the WIFA loan for the Test Year was $1,699. Additionally, the remainder of the $9,705 is
not included as an expense to Cedar Grove Water, Inc. The WIFA note is a direct expense to Cedar
Grove Water, Inc. and the entire $9,705 must be included in the Income and Expense Statement to
accurately forecast Net Income/ (Loss). Furthermore, the Arizona Corporation Commission approved
the finance application requesting the assumption of debt from WIFA; the rate application associated
therewith was approved under decision number 63673. The loan documents from WIFA state that
Cedar Grove Water, Inc. is required to maintain a Debt Service Coverage Ratio of 1.2. In order to comply
with WIFA’s stipulations, Cedar Grove Water, Inc. requires a minimum $11,646 Net income. This was
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calculated using the Debt Service Coverage Ratio calculation of, Debt Service Coverage Ratio = Operating
Income / Annual Payment. The calculation proceeds as follows: 1.2 = 11,646 / 9,705. Attached as
Exhibit B is an amortization schedule for the WIFA ioan.

Cedar Grove Water, Inc. recognizes that a Company should operate with an operating margin of 15%.
The operating margin allows for the coverage of contingencies {two examples presented herein being a
rate increase from the purchased power provider and from an outside services provider). Water utilities
are high capital expense companies and extensive repairs often cost several thousand dollars; for
example, pump replacement, line replacement, tank replacement, etc. Having an operating margin of
15% provides financial stability to the Company which benefits customers by allowing Facilities and
appurtenances to receive repairs, maintenance and replacement when needed.

Cedar Grove Water, Inc. recognizes the Arizona Corporation Commission’s reasoning for requiring the
implementation of BMP’s. The implementation of BMP’s will require additional resources such as travel,
time, office supplies, plant replacement, enforcement and initial set-up fees for proper recordation of
the BMP’s. Cedar Grove Water, Inc. would like to see Staff’s estimated cost of implementing and
maintaining the BMP’s and where the additional expense will be included in the expenses of the
Company.

Attached as Exhibit C is a spreadsheet identifying Cedar Grove Water, inc.’s adjustments to Staff's
recommendations.

The recommended revenues were calculated by using expenses of $187,211 and determining that the
WIFA Debt Service Reserve Ratio of 1.2 will require an approximate 6% increase above and beyond
expenses, 11,646/187,211 = .06. Adding a 15% operating margin to the 6% DSR, Cedar Grove Water,
Inc. added 21% to the Test Year expense of 187,211 to arrive at a recommended revenue amount,
187,211(1.21) = 226,525. The increase of $57,509 over current revenues results in an anticipated
increase of approximately 34%, 57,509 / 169,016 = .34 and 169,016 (1.34) = 226,481. A 34% increase is
far below the percent increase Cedar Grove Water, Inc. believes necessary for the benefit of the
customer and Company; however, is aware of the Arizona Corporation Commission’s desire to avoid
“rate shock” and is willing to consent to a minimum 34% increase in rates at this time. As further
evidence of the reasonableness of Cedar Grove Water, Inc.’s response to the Staff Report, the Net
income of $37,198 shown on the attached spreadsheet can be analyzed in the following manner:
$37,198 minus the WIFA Debt Service Reserve amount of $11,646 leaves $25,552; minus a possible
increase of purchased power rates that will increase this expense by approximately $5,486 leaves
$20,066; minus outside services increase of $1,536 leaves $18,530. When considering that the Cedar
Grove Water, inc. System contains five wells, four tanks, multiple booster pumps and miles of
distribution lines and services, the remaining $18,530 is a minimal reserve for increases in other
expenses, repairs, maintenance and failures that could occur. Additionally, the cost of implementing
and maintaining the Arizona Corporation Commission’s BMP’s will have to be removed from this

_ amount as well. The final question to consider is if Cedar Grove Water, inc. will have sufficient cash flow
to perform as a viable Company.. Cedar Grove Water, Inc.’s response includes concessions and provides
the minimum increase that is necessary at this time.
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Job Descriptions & Salaries

For Water Utility Professionals

Top Executive

Under general direction of the city, managing Board of
Directors, mayor, or Board of Water Commissioners,
responsibilities include managing, planning, coordinating, and
administering all activities of the Water Department and/or
water company. Responsibie for the short and long range
strategy of the organization subject to review by the Board.
Median Salary: $94,179

Top Planning Executive

Responsible for functions relating to raw water development
planning, protection and operation; hydraulic system planning;
demographics, 4and -use-and-plan-review;-and-capitet-program- ~
development, both long and short range.

Median Salary: $92,785

Top Operations & Maintenance Executive

Directs and administers Operations/ Maintenance Division
functions of Source and Supply, Water Treatment, Water
Quality, Water Control, Transmission and Distribution,
Maintenance and Process Control.

Median Salary: $83,317

Top Engineering Executive

Responsible for administering all engineering/construction
programs, including special projects and the design and
construction of Departmental facilities.

Median Salary: $88,780

Top Internal Audit Executive

Responsible for the internal audit function, including the
analysis and auditing of divisional and sectional operations.
Median Salary: $90,483

Top Public Affairs Executive

Responsible for public affairs including: media relations;
conservation; intergovernmental relations; environmental
coordination; and community affairs. Reviews, analyzes, and
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recommends Board policy.
Median Salary: $80,146

Top Finance Executive

Responsible for management of the Department's financial
resources, including acting as the dispersing authority for the
Top Executive. Directs and manages the Accounting, Treasury
and Budget Operations, Rate Administration, Contract and
Information Services Sections.

Median Salary: $84,278

Top Administration Executive

Under general direction of the Top Executive and is responsible
for all administrative functions, including Human Resources, the
Affirmative Action Program, Customer Services, General
Services, Administrative Services, and Property Administration.
Median Salary: $79,683

Top Legal Executive

Responsible for providing legal advice to the Board and Top
Executive on all matters submitted and rendering opinions on
their legal implications. Manages a staff that is skilled in legal
research, litigation, legal counseling, and contract and property
matters.

Median Salary: $106,675

Top Human Resources Executive

Responsible for the formulation;administration;and=direction— =
for all human resources programs including: recruitment,

selection and employment, compensation, benefits, training,

and employee relations.

Median Salary: $75,012

Conservation Manager

Designs, directs, administers, and ensures operation of the
Department’s Conservation Program. Serves as the
Department's representative on all local, state, and federal
conservation organizations.

Median Salary: $56, 930

Information Services Manager '
Responsible for all Information Services act:v;ties mciudmg
equipment selection, systems analysis, and programming and
operations. Provides liaison with authorized users of
information processing services, and develops techniques and
methods for improving Departmental activities.

Median Salary: $75,451

Water Resource Planning Manager

Responsible for the analysis, implementation, internal
coordination, and direction necessary for development of
present and future raw water resources, including hydropower,
and for the protection of water rights associated with these

-
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water resources.
Median Salary: $81,359

Water Operations Manager

Responsible for the operation of the water distribution system
and control of the flow of filtered water into and throughout the
system; plans and supervises the operation of all pumping
stations and distribution reservoirs; supervises leak detection
activities and 24-hour service department.

Median Salary: $61,373

Water Maintenance Manager

Responsible for the construction and maintenance of the
finished water distribution system and related facilities.
Median Salary: $57,048

Fleet/Building Maintenance Manager

Plans, manages, directs, and supervises the operation and
maintenance activities of the various skilled craft shops in the
Section, and maintains the transportation fleet, and building
and grounds maintenance functions.

Median Salary: $60,786

Procurement Manager

Responsible for planning, managing, coordinating, and
administering the Purchasing functions.

Median Salary: $59,476 ~ — o T oo

General Services Manager

Responsible for planning, managing, coordinating, and
administering the General Services functions of records and
control, warehousing and purchasing.

Median Salary: $67,737

Environmental Manager

Plans, directs, supervises, and evaluates the effectiveness of
environmental programs. Analyzes data to develop
recommendations for compliance with environmental legislation
and to minimize negative impact of Departmental operations on
the environment. Reviews environmental research representing - -
the Department to governmental, public, and environmental
groups.

Median Salary: $69,933

Office/Administrative Services Manager

Responsible for direction of the functions of graphics and
reproduction, records and facility mapping, mail and messenger
services, switchboard and other general office functions.
Median Salary: $45,459 -

Customer Service Manager
Responsible for the customer services, water sales and
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collections functions. Ensures the maintenance of customer
relations at an effective level, while handling customer inquiries
and problems related to billing, meter reading, service
contracts, revenue collection, and inspection.

Median Salary: $49,809

Accounting Manager/Controller

Responsible for planning, organizing, directing, and
participating in all accounting functions.

Median Salary: $62,210

Community Affairs Manager

Plans, develops, and administers a comprehensive public
information program, including a variety of programs for the
community, public, and Department work force.

Median Salary: $61,931

Associate Engineer

Under direct supervision, performs a variety of routine
professional level engineering work involving both office and
field activities. Typically has a Bachelor's Degree in Engineering
and 0-1 years of experience.

Median Salary: $50,258

Engineer
Under supervision, performs a variety of complex and advanced
. professional level engineering work involving both office and ==~ === ==
field activities. Typically has a Bachelor's Degree in Engineering
and 2-4 years of experience. '
Median Salary: $67,863

Senior Engineer

Under general supervision, performs a variety of complex
advanced professional level engineering work involving both
office and field activities. Supervises engsneenng actxv:ties and
manages engineering projects.

Median Salary: $76, 443

Water Quality/ Laboratory Manager

Responsible for the direction, -administration, and operataon of
the water quality laboratory. Ensures quai:ty and compliance
with the requirements of state and federal regulatory agencies
through the monitoring and testing of water introduced into the
water system.

Medijan Salary: $56,877

SCADA Systems Manager

Responsible for the operation of the SCADA system including
the design, programming and maintenance of the process
control system.
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Median Salary: $56,491

Associate Programmer/Analyst

Under direct supervision, performs programming assignments
on less complex new systems and on minor revisions to
existing systems. May have some user contact and perform
limited systems analysis work. Typically has Bachelor's Degree
in related field and 2-4 years of experience.

Medijan Salary: $50,979

Programmer/Analyst

Under supervision, performs both systems analysis and
programming activities on a variety of new and existing
systems. Contacts users to determine needs and attempts to
meet their needs through computer applications. Typically has
Bachelor's Degree in related field and 2-4 years of experience.
Median Salary: $56,390 .

Senior Programmer/Analyst

Under general supervision, performs system analysis and
programming activities on most difficult systems and on major
projects. May provide technical direction to less skilled
Programmer/Analysts. Typically has Bachelor's Degree in
related field and 5 or more years of experience.

Median Salary: $68,723

Associate Chemist

Under direct supervision, performs chemical-and physical -
analyses for the purpose of water quality assurance. Typically
has Bachelor's Degree in Chemistry and 0-1 years experience.
Median Salary: $35,751

Chemist

Under supervision, performs chemical and physical analyses for
the purpose of water quality assurance. Typically has Bachelor's
Degree in Chemistry and 2-4 years experience.

Median Salary: $44,140

Senior Chemist

Under general supervision, performs chemical and physxcai
analyses for the purpose of water quality assurance; develops
and supports research and special projects. Typically has a
Bachelor's Degree in Chemistry and 5 years experience.
Median Salary: $51,889

Associate Accountant

Under direct supervision, applies general and cost accounting
principles to work assignments in specialized fields. Prepares
and analyses monthly statements, special reports and costs;
develops rates for standard costs and overhead expense
clearance. Typically has Bachelor's Degree in Accounting and 0-
1 years experience.

Median Salary: $39,242
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Accountant

Under supervision, applies general and cost accounting
principles to work assignments in specialized fields. Prepares
and analyses monthly statements, special reports and costs;
develops rates for standard cost and overhead expense
clearance. Typically has Bachelor's Degree in Accounting and 2-
4 years experience.

Median Salary: $45,661

Senior Accountant

Under general supervision, is responsible for providing
leadership and accomplishing the work of an accounting group.
Performs technically difficult non-supervisory accounting work
assisting in the development of appropriate policies and
procedures. Typically has a Bachelor's Degree in Accounting
and 5 years of experience.

Median Salary: $53,911

Water Treatment Plant Manager

Responsible for all operations of a single water treatment plant,
including staffing, training, directing operations, maintenance,
and budgeting.

Median Salary: $55,407

Entry Level Water Treatment Plant Operator (Operator In
Training)

Under direct supervision, performs tasks related to the
operation of a water treatment plant. Typically holds oris '~
working on first-level water treatment certification.

Median Salary: $33,775

Water Treatment Plant Operator

Operates and maintains a water treatment plant, including
maintenance of equipment, quality control/testing, and day-to-
day activities. Typically holds or is working towards an
intermediate-leve! water treatment certification.

Median Salary: $38,241

Senior/Lead Water Treatment Plant Operator

Operates and maintains a water tréatment plant. Is fully .
qualified to perform most complex functions and may direct the ~
work of other operators. Typically holds a high-level water
treatment certification.

Median Salary: $44,677

Wastewater Treatment Plant Manager

Responsible for all operations of a single wastewater treatment
plant, including staffing, training, directing operations,
maintenance, and budgeting.

Median Salary: $54,570

Entry Level Wastewater Treatment Plant Operator
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(Operator In Training)

\, Under direct supervision, performs tasks related to the

' operation of a wastewater treatment plant. Typically holds or is
working on first-level wastewater treatment certification.
Median Salary: $30,227

Wastewater Treatment Plant Operator

Operates and maintains a wastewater treatment plant,
including maintenance of equipment, guality control/testing,
and day-to-day activities. Typically holds or is working towards
an intermediate-level wastewater treatment certification.
Median Salary: $36,148

Senior/Lead Wastewater Treatment Plant Operator
Operates and maintains a wastewater treatment plant. Is fully
qualified to perform the most complex functions and may direct
the work of other operators. Typically holds a high-level
wastewater treatment certification.

Median Salary: $47,761

The information for job descriptions and salary data was

obtained from the 2004 AWWA Water Utility Compensation
Survey. The salary data reported is the Employee Weighted
Average for 521 water utilities that participated in both the
2003 and 2004 AWWA Water Utility Compensation Survey.

) To order the AWWA 2004 Water Utility Compensation Survey,
visit the AWWA's Bookstore.
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The Authoritative Resource on Safe Water

Statement of Policy on Public Water Supply Matters

The American Water Works Association (AWWA) strongly recommends that governing boards and
water utility managers establish fair and equitable compensation policies that reward the critical
elements of protecting the public health and that are competitive with other industries, utilities, and
professional services in their service area. It is recognized that public water services contribute
directly and indirectly to the general health and economic well-being of the communities they serve
and that implemented compensation programs and strategies shouid be designed to attract, reward,
and retain highly qualified managerial, professional, technical, and operating personnel. Therefore,
the Association urges the adoption of compensation policies and programs tfo attract and retain
employees competent to manage and operate water systems in a manner that will assure safe and
satisfactory water service to the consuming public.

Compensation consists not only of direct monetary remuneration for services rendered but also such
benefits as medical and insurance coverage, holidays, vacations, educational assistance (including
continuing education, skills enhancement, and certification), retirement, and leave for sickness,
injuries, and military or jury duty. Benefits, as with salaries, should also be in accordance with
general practices of other industries, utilities, and professional services in their service areas.

An equitable employee compensation program should include:

. equal compensation for work of equivalent responsibility;

. periodic review of the utility’'s compensation plan and compensation in related indus?ries in
both the public and private sector, with periodic compensatory adjustment to maintain a
competitive salary base;

. special attention to current conditions and trends in employee benefits because benefits
represent a significant portion of the total payroll;

. a method of recognizing employees for competent service;

. a method of recognizing employees who offer excellent service or obtain and utilize skills or

certification beyond those sequired;

Confinued . . .

i
Adopted by the Board of Directors Jan. 26, 1969, reaffirmed June 24, 1879, and revised June 10, 1984, Jan. 28, 1990,
Jan. 30, 1994, Jan. 21, 2001 and June 12, 2005. .
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. employee retention plans, including succession planning that offers utility employ_e.e's work
opportunities and special assignments that develop the knowledge, skills, and.abmtlgs .
required in more responsible and/or promotional positions designed to maintain continuity

and stability in water utility operations.

. regular review of position descriptions to ensure they reflect operational and technological

changes that might impact compensable factors.

Employee Compensation

Adopted by the Board of Directors Jan. 26, 1969, reaffirmed June 24, 1979, and revised June 10, 1984, Jan. 28, 1990,

Jan. 30, 1994, Jan. 21, 2001 and June 12, 2005.

COPyright 2009 American Water Works Association - All Rights Reserved
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EXHIBIT C
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