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The Utilities Division (“Staff”) hereby provides comments to the proposed water policy
statements filed in Docket No. W-00000C-16-0151 on May 13, 2016 and May 20, 2016. Staff is
committed to reviewing and evaluating existing processes and seeking solutions_ that will result in
streamlining of those process.

Overall, Staff supports efforts to encourage water conservation, to minimize customer rate
impacts, and to ensure financial stability for public service cotporations. Staff also strongly supports
efforts to reduce the number of small, struggling water companies. In general, the proposed policy
statements are designed to work toward those objectives. Nonetheless, Staff has some concerns with
the proposals, and respectfully requests that the Commission proceed with caution in order to avoid
unintended consequences.

These comments will begin with a discussion of general concerns that are likely to apply across
all of the proposals, and then will address some of the proposals individually.

I. General Comments

Some of the wording in the proposed policy statements may constrain the Commission in the
discharge of its duties. Often, words of absolute commitment, such as “will” or “shall,” appear instead
of broader language, such as “may” or “should.” Some of the language may not be consistent with
the nature of a policy statement. Policy statements are intended to provide guidance and inform Staff
and other stakeholders of the Commission’s general preferences.

Staff is also concerned that some of the language may create unreasonable expectations or
place unintended limits on the Commission’s authority. Water utilities may view policy statements
that contain definite language as creating a right or an entitlement. A policy statement, however, is
not the appropriate vehicle for creating binding rules of general applicability. Because these proposals
take the form of policy statements, Staff suggests that the words “shall” and “will” should generally
be changed to “may” or “may decide to,” or similar permissive wording.

Another concern is scope of certain proposed policies that include Class C watet companies.
The Commission recently revised its rules regarding utility classifications which resulted in the
reclassification of utilities that used to be Class C to Class D, and Classed D to Class E. Staff believes
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that policies adopted by the Commission at this time should focus on Class D and Class E companies
whete efforts to support troubled water companies is the most needed.

Staff understands that many of these proposals are intended to address the problems
expetienced by small, struggling water companies, and Staff agtees that those are urgent, worthwhile
and important objectives.

IL. Rate Design

Staff believes that 2 well-structured rate design will promote revenue stability. Rate designs
that recover a larger percentage of the revenue requirement through the monthly minimum and the
first tier of the commodity rate may be beneficial because they are likely to result in a more stable and
predictable stream of monthly cash flows to the underlying utility. Howevet, the proposed shift in
the rate structure may adversely impact low volume customers. Staff recommends that some analysis
should be undertaken in order to understand the impacts on low volume customers.

III.  Materiality

One of the filings directs Staff to develop “standatds of materiality” for audits and to focus
audits “on issues likely to matetially impact rates.” Staff supports the goal of conducting audits in an
efficient and reasonable manner. However, Staff is concerned that specific restrictions may limit the
efficacy of Staff’s audits.

Staff currently has auditing guidelines that address the issue of materiality from both a rate
base and operating expense perspective. Generally, for small watet companies, Staff considers the
materiality threshold for adjustments to be one percent of rate base. Where a utility has a small or
negative rate base the one percent guide cannot be applied and other factors will need to be considered.
Staff applies these guidelines on a case-by-case basis, as the materiality of any specific inquity may vary
with the facts. Even though two or more individual operating expense adjustments may “net out” to
an immaterial total, the individual adjustments themselves may be significant. In addition, it is
important to capture synchronizing adjustments that might be consideted immaterial if viewed in
isolation, but that need to be made to accompany the larger adjustment. For example, a cleatly material
adjustment to salaries expense will generally carry with it a much smaller adjustment related to payroll
tax expense liability, but both adjustments should be recognized.

A certain amount of flexibility is helpful in the audit process, and Staff urges the Commission
to acknowledge that in these policies.

! Commr. Little’s Proposed Amendment No. 1 (May 19, 2016).
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IV. WRAM

In the proposed policy statement concerning conservation adjustments, the Working Group
proposes the adoption of a Water Rate Adjustment Mechanism (“WRAM”). This mechanism is
intended to provide for “a true-up of authorized revenues to collected revenues” in ordet to “adjust
rates prospectively to assure that a water utility” collects its authotized revenue. Although it is not
specifically labeled as such, this mechanism would appear to be equivalent to full decoupling. Staff
would note that the Commission has entertained decoupling proposals in recent energy rate cases. In
those proceedings, some stakeholders—especially certain customer groups—have opposed
decoupling.® Staff believes that there may be other mechanisms to address this issue. Staff believes
that the Commission should direct Staff to wotk with the stakeholders to explore options.

V. Consolidation

Staff believes that reducing the number of small, distressed water systems has substantial merit,
and Staff supports efforts to achieve that goal. Furthermore, Staff believes that the proposed draft
policies provide a useful starting point for the Commission.

Although portions of the proposed policies appear to be limited to acquisitions of nonviable
companies, othet sections appear to apply to all acquisitions of private water systems. For example,
page 25 of the proposal states that the acquired system must have less than 3,300 customer
connections and must be nonviable in order for the acquirer to qualify for an acquisition incentive.’
By contrast, the three options at the end of this same proposal appear to contemplate the award of
acquisition premiums for any acquisition of a private water system.* Staff believes that acquisition
premiums may be appropriate in situations in which a nonviable system is acquired by a viable system.

However, because of Arizona’s constitutional requirements, some of the proposed incentives
may not be appropriate for water utilities in Arizona. Staff recommends that the Commission direct
Staff and the stakeholders to review the Pennsylvania policy and other similarly situated jurisdictions,
such as Oregon, New Mexico and California and propose a recommendation on the consolidation
incentives. The recommendations may include acquisition adjustments for non-viable and viable
water systems.

In addition, Staff believes that the thorough teview of the proposed recommendation of
acquisition adjustments/premiums for every transaction should be undertaken to ensute that the
proposed transaction will result in just and reasonable rates that are fair to both the ratepayer and the
stakeholders.

In conclusion, Staff believes that acquisition adjustments can be a useful tool for incenting the
acquisition of non-viable systems.

2 See, e.g., Southwest Gas Corp., Docket No. G-01551A-10-0458, Decision No. 72723.
* Working Group’s Proposals at 25.
* Wortking Group’s Proposals at 32-37.
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The issues surrounding how best to structure incentives for consolidation tend to be complex.
The Water Working Group’s proposed policy statements include at least three sepatate proposals
related to industry consolidation: 1) Consolidating the Arizona Water Industry, 2) Regional
Consolidation, and 3) Water Utility Acquisition Process. Staff views these three proposals as inter-
related. Because of the length of these proposals, and because of theit inter-relationship, these three
proposals would benefit from a rulemaking proceeding in which the Commission and stakeholders
can work together to develop a comprehensive regulatory scheme to encourage water mndustry
consolidation.

VI.  Cost of Capital

Staff believes that the development and adoption of a simplified and/or generic approach to
determining the return on equity (“ROE”) has merit. Other jurisdictions, such as California and
Florida, have adopted a generic approach. Staff would recommend that the Commission ditect Staff
and the stakeholders establish a genetric ROE approach. Certain Arizona-specific ratemaking
doctrines, such as the fair value requirement, may need to be considered to ensure that any process
that is developed conforms to those requirements.

VII. Including Wastewater

The proposed policies are applicable to both water and wastewater companies. Staff notes
that there are relatively few wastewater public service corporations in Atizona, and the issues that
those companies face may be different. It may be more appropriate to address policies related to
wastewater companies in a separate docket.

VIII. Conclusion

Staff appreciates the opportunity to offet these comments, and looks forward to the ongoing
development of these important policies. Staff also notes that after reviewing the forthcoming filings
in the docket, it may seek to supplement its comments.
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Pinecrest Water Company, Inc.
Post Office Box 97

Nutrioso, Atizona 85932

Ms. Vera Hendrix

Ponderosa Utility Corporation
949 Osage

Flagstaff, Atizona 86005

Mzt. Rick Coffman

Pueblo del Sol Water Company
4226 Avenida Cochise, Suite 13
Sierra Vista, Arizona 85635

Mr. Wyman Shepherd
11301 East Indigo Road
Prescott Valley, Atizona 86315

Mr. Mike Glover

Q Mountain Mobile Home Park Water
Post Office Box 4930

Quartzsite, Arizona 85359

Mr. Bruce Jacobson

Q Mountain Water Inc.
1334 South 5" Avenue
Yuma, Arizona 85364

Mzt. Albert Lannon

Rancho Del Conejo Community Water Co-
op, Inc.

13130 West Rudasill Road

Tucson, Arizona 85743

Mr. Rhonda Mallis Rosenbaum
Ray Water Company

414 Notth Court Avenue
Tucson, Arizona 85701

Ms. Juanita Carbajal

Rillito Water Users Association
Post Office Box 668

Rillito, Arizona 85654

Ms. Karen Hartwell
Rincon Water Company
HC #70 Box 3601
Sahuarita, Arizona 85629

Mt. Michael Leach
Roosevelt Lake Resort, Inc.
Post Office Box 695
Roosevelt, Arizona 85545

Mrt. Gary P. Brasher

Rose Valley Water Company, Inc.
Post Office Box 1444

Green Valley, Arizona 85622-1444




Ms. Marian Homiak

Sahuarita Water Company, LLC
4549 East Fort Lowell Road
Tucson, Arizona 85712

Mzr. Horst Kraus

Kraus Investments L..C. dba Shangti-La
Ranch

44444 North Shangri-La Lane

New River, Arizona 85087

Mr. Terry Hill

Sherman Pines Homeowners Assoc., Inc.
1203 East Pine Ridge Drive

Prescott, Arizona 86303

Mr. Jerry M. Graham

South Rainbow Water Coop.
27205 South 170* Avenue
Buckeye, Arizona 85326

Mzt. Broc C. Hiatt

Spring Branch Water Company, Inc.
1223 South Clearview Avenue, Suite 103
Mesa, Atizona 85209

Mr. Michael Suggs

Sterling Water Company

12438 North Saguaro Boulevard, Suite 114
Fountain Hills, Arizona 85268

Mt. Edward A. Elliott

Stoneman Lake Water Company, Inc.
Post Office Box 10061

Sedona, Arizona 86339

Ms. Diana Crites

Sun Leisure Estates Utilities Co., Inc.
Post Office Box 1074

Yuma, Arizona 85366

Mt. Jimmy L. Harris

Sun Valley Farms Unit IV Water Company,
Inc.

3698 East Hashknife Draw Road

San Tan Valley, Arizona 85140

Mr. Narvol D. Bales

Sunizona Water Company and Wayward
Wind’s

5416 East Highway 181

Pearce, Atizona 85625

Ms. Beth Wand

Great Praitie Oasis LLC dba Sunland Water
Company

7502 East Hazelwood Street

Scottsdale, Atizona 85251

Mr. Steven D. Campbell

Sunrise Water Co. and West End Water Co.
9098 West Pinnacle Peak Road

Peotia, Atizona 85383

Mzt. Brent Mullen

Tall Pines Estates Water & Improvement
HC 31 Box 25

Mormon Lake, Arizona 86038

Mr. Ruel Rogers

The Morenci Water and Electric Company
Post Office Box 68

Morenci, Arizona 85540

Mt. Robetrt L. Prince

Tierra Buena Water Company and Valley
Utilities Water Co., Inc.

12540 West Bethany Home Road
Litchfield Park, Arizona 85340

Tierra Linda Water Company, Inc.
Post Office Box 14858
Tucson, Atizona 85732

Mzr. James C. Rea

Tonto Creek Water Company, LLC
Post Office Box 13993

Mesa, Arizona 85216

Mrt. Jeff Daniels

Tonto Village Water Co., Inc. and Utlity
Systems, LLC

173 South Blackfoot Road

Payson, Arizona 85541




Mzt. Daniel H. O’Connell
Tortolita Water Co., Inc.

3573 East Suntise Drive, Suite 133
Tucson, Atizona 85718

Mt. Chtis Brainard

Tusayan Water Development Association,
Inc.

Post Office Box 520

Grand Canyon, Arizona 86023

Mr. Christopher Hill
Twin Hawks Utlity, Inc.
Post Office Box 70022
Tucson, Arizona 85737

Mr. Christopher Volpe
Vail Water Company

1010 North Finance Center Drive, Suite 200

Tucson, Arizona 85710

Mt. Bobbie L. Wood

Valley Pioneer’s Water Company, Inc.
5998 West Chino Drive

Golden Valley, Atizona 86413

Mr. Charles Keating

Valley View Water Company
2930 East Elm Street
Phoenix, Atizona 85016

Mt. Alan Williams

Verde Lakes Water Corporation

2867 South Verde Lakes Drive, Suite B
Camp Verde, Arizona 86322-6595

Ms. Marla Wilkerson
Verde Lee Water Co., Inc.
Post Office Box 1322
Clifton, Arizona 85533

Mzt. Dane Bullard

Verde West Irrigation

Post Office Box 744

Camp Verde, Arizona 86322

Mt. Thomas Stoddard

Vitgin Mountain Utilities Company, Inc.
Post Office Box 668

Littlefield, Arizona 86432

Viva Development Cotrporation
Post Office Box 12863
Tucson, Arizona 85732

Mtr. Samuel DuBois

Walden Meadows Community Co-op
9325 Donegal Drive, Suite A
Wilhoit, Arizona 86332

Mrt. Scott R. Dunton

Walnut Creek Water Co., Inc.
119 East Andy Devine Avenue
Kingman, Atizona 86401

Mr. Allen Ginsberg

West Village Water Company

1120 West University Avenue, Suite 200
Flagstaff, Arizona 86001

Mzt. V. David Arthur

White Hills Water Company, Inc.
Post Office Box 30626

Mesa, Arizona 85275

Ms. Cindy Leath

White Horse Ranch Owners Association, Inc.

Post Office Box 10000
Prescott, Arizona 86304

Mr. Jon Cheney

White Mountain Water Company
Post Office Box 24204

Tempe, Arizona 85285

Mzt. Stan Reed

Wickenburg Ranch Water, LL.C and
Wickenburg Ranch Wastewater, LI.C
Post Office Box 16460

Phoenix, Atizona 85011




Mt. Phil Auernheimer

Winchester Water Company, LLC
Post Office Box 86453

Phoenix, Atrizona 85080

Janice E. Wotden and Lawrence A. Worden

dba Worden Water Company
15150 West Ajo Way, Suite 568
Tucson, Atrizona 85735

Mr. Stan Kephart

Yarnell Water Improvement Association
Post Office Box 727

Yarnell, Atizona 85362

Mr. JimmyLee Todd

Yucca Water Association, Inc.

Post Office Box 575, Frontage Road
Yucca, Arizona 86438

Ms. Sandy Sutton

WIFA

1110 West Washington Street, Suite 290
Phoenix, Arizona 85007

Mrt. Thomas M. Broderick
Director, Utilities Division
Arizona Cotporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Janice Alward

Chief Legal Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Atizona 85007

Mzr. Dwight Nodes

Chief Administrative Law Judge, Hearing

Division
Arizona Cotporation Commission
1200 West Washington Street

Phoenix, Arizona 85007




