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1. February 27, 2020 Rate Decision and January 17, 2020 Stipulation

Pertinent to these proceedings, the Guam Public Utilities Commission’s (“PUC” or the
“Commission”) February 27, 2020 Rate Decision, provided that Guam Waterworks Authority
(“GWA”) and Georgetown Consulting Group (“GCG”) agreed to certain “pro forma” rates for
fiscal years 2022, 2023, and 2024; and that the final rates for such fiscal years would be based

upon the results of certain analytical studies.’

Such studies included: Demand Forecasting; a
comprehensive system-wide Water Loss Reduction program; a Cost of Service/Rate Design
Study, an Affordability Study (concerning the ability of low-income rate payers to afford the
rapidly increasing water and wastewater rates); Financing and Alternatives to Bond Issuance; a
review of the Capitalized Labor Expense protocol; and a study designed to connect more rate
payers to the wastewater system and cesspool septic tank elimination.? Such studies were due on
March 31, 2021.°

The PUC further required that GWA file a FY2022 Comprehensive Review and Update

to its Five-Year Financial Plan by no later than May 1, 2021.* This update had to compare

GWA’s “forecast to actual performance of GWA revenues and expense categories™; and, it had

FY20 Rate Decision, GWA Docket 19-08, p. 7 (Feb. 27, 2020).
FY20 Rate Decision, GWA Docket 19-08, p. 7 (Feb. 27, 2020).
FY20 Rate Decision, GWA Docket 19-08, p. 7 (Feb. 27, 2020).
FY?20 Rate Decision, GWA Docket 19-08, p. 8 (Feb. 27, 2020).
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to include “an analysis of how the Demand Forecast, Water Loss Reduction, Cost of Service
study, Affordability study, Financing study and other analyses . . . incorporated into the Five-
Year Financial Plan.”

Among other provisions, the FY2020 Rate Decision also required GWA to “investigate
the availability and relative cost of alternative debt instruments such as letters of credit and
surety bonds to fund debt service”®; and “investigate the availability and relative cost of the use
of commercial paper and lines of credit to finance the ongoing capital construction program

7 Further, the Decision required both

following issuance of its Series 2020 revenue bonds.
GWA and GCG to support “policy changes that create one standard for debt service coverage at
1.40x debt service coverage™; and that “GWA’s Five-Year Financial Plan will be based on a
projected fund balance target of not less than $3 million and a debt service coverage ratio of
1.40x-1.50x.””

Moreover, the January 17, 2020 Stipulation indicated that GWA has been tasked with
entering into a zero-cost “water exchange” program with the Navy; otherwise, absent a zero-cost
exchange program, GWA must reduce the amount of water purchased from the Navy or
undertake the necessary construction to eliminate its Navy water purchases.10 Further, through
2024, GWA will reduce its water losses by 20%."!

Other parts of the Stipulation included reporting on GWA’s Consent Decree negotiations

with the U.S. E.P.A., furnishing the PUC with a detailed briefing on any spending commitments

> FY20 Rate Decision, GWA Docket 19-08, p. 7 (Feb. 27, 2020).
®  FY20 Rate Decision, GWA Docket 19-08, p. 8 (Feb. 27, 2020).
7 FY20 Rate Decision, GWA Docket 19-08, pp- 8-9 (Feb. 27, 2020).
®  FY20 Rate Decision, GWA Docket 19-08, p. 9 (Feb. 27, 2020).
®  FY20 Rate Decision, GWA Docket 19-08, p. 9 (Feb. 27, 2020).
' Stipulation, p. 11 (Jan. 17, 2020).
Stipulation, p. 11.
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that would impact GWA’s rates."? Finally, GCG and GWA both agreed that this Update would

“not constitute a new rate application™"; and would be “an abbreviated proceeding designed to

take into consideration all the required studies . . . .”"

2. GWA'’s May 1, 2021 Updated Financial Plan and Rate Application

On May 1, 2021, GWA filed its Updated Financial Plan. According to GWA, the rate
plan submitted in these proceedings was “reworked” “to incorporate the results of the Analytical
Studies.”" According to GWA’s General Manager, Mr. Miguel Bordallo, the “placeholder” rates
that were assigned in the first phase of this rate case were not viable and would result in GWA
defaulting on its bonds.'® He maintained that such rates were “untenable” “in light of pandemic-
induced economic hardships.”'” The Updated Financial Plan, however, would allow GWA to
“meet bond indenture requirements and minimum operational needs, and the relaxation of

prescribed targets for debt service coverage.”'®

It also proposed a new water affordability
program to replace GWA’s Lifeline Rates as a means to provide “targeted relief to Guam’s
economically disadvantaged customers.”'® It further proposed new water and sewer rate “design
adjustments” that would “simplify rate administration.””°

Accordingly, the Rate Application reflected proposed rate revenue increases of “10% in

FY2022 and FY2023 and 7% in FY2024 without adjustment for potential receipt of Rescue Act

Stipulation, p. 11.

Stipulation, p. 7.

Stipulation, p. 12.

> Bordallo Testimony, p. 4 (May 1, 2021).
'® " Bordallo Testimony, p. 4 (May 1, 2021).
"7 Bordallo Testimony, p. 4 (May 1, 2021).
'®  Bordallo Testimony, p. 4 (May 1, 2021).
" Bordallo Testimony, p. 4 (May 1, 2021).
%" Bordallo Testimony, p. 4 (May 1, 2021).
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Funds™?'; along with increases to GWA’s Legislative Surcharge of 3.7% in FY2022, 3.5% in
FY2023, and 3.4% in FY2024 applied against all rate components.”> The update also included
$24.5 million dollars of capital improvement projects, which GWA intends to fund internally
instead of obtaining financing.” Further, GWA requested a temporary reduction of its debt
service coverage ratio to 1.3x;** and, it intends on obtaining a Letter of Credit, supported by a
Commercial Paper program, to fund $200 million in projects related to a Consent Decree, water
loss reduction, and other necessary GWA projects.”> GWA also intends on extending sewer lines
and developing programs to encourage rate payers to connect to the sewer system and eliminate
cesspools and septic tanks.”® It plans to use $5.3 million in its Rate Stabilization Fund and
federal ARPA monies to mitigate needed rate increases.”’

In support of its Updated Financial Plan, GWA attached the required revenue schedules
and financial models, specifically models on: operating cash flow under existing rates; operating
cash flow under existing rates and modified assumptions; operating cash flow under requested
rates and modified assumptions; system revenues by customers class for fiscal years 2022
through 2024; operating expenses by major cost categories; operating expenses by business
units, such as information technology, fleet maintenance, finance, wastewater treatment and
pump stations; Navy water purchases; sources and uses of funds for capital projects; proposed

rate adjustment; and customer impact, just to name a few. In addition, GWA provided seven (7)

2! CCU Resolution, p. 3 (Apr. 27, 2021).
22 CCU Resolution, p. 3 (Apr. 27, 2021).
¥ CCU Resolution, p. 3 (Apr. 27, 2021).
» CCU Resolution, p. 3 (Apr. 27, 2021).
¥ CCU Resolution, p. 5 (Apr. 27, 2021).
¥ CCU Resolution, p. 4 (Apr. 27, 2021).
*’ CCU Resolution, p. 4 (Apr. 27, 2021).
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Analytical Studies, required under the Stipulation, and a Resolution by the Consolidated
Commission on Utilities (“CCU”), in support of its Updated Rate Plan.

3. October 22, 2021 GCG’s Review

In these proceedings, GCG served as “Staff” for the PUC and provided testimony that
memorialized its findings and recommendations to the Commission concerning its investigation
into the water and wastewater rates and other changes proposed in GWA’s rate filings. The
testimony, in the form of a report, was based on information provided by GWA contained in its
submissions to the PUC as well as information exchanged in several rounds of discovery over
the course of several months.

On October 22, 2021, GCG submitted its review of GWA’s Updated Rate Plan. In its
review GCG found that GWA generally satisfied the filing requirements ordered in Phase 1.%* It
noted that GWA’s update reflects the large impact the current Covid-19 pandemic has had on the
agency.”’ Specifically, GCG found that “[t]he rate request for Test-Year FY 2022 made by
GWA is to increase operating revenues by $12.024 million,” with “a projected use of $3.5
million of RSF funds that produces a DSCR of 1.306x, the coverage proposed by GWA to
moderate any rate impact.”™’

GCG submitted, however, that it had adjustments to make to GWA’s models. For

instance, GCG found that the Government of Guam intends on providing GWA with $14.4

million in federal relief from American Rescue Act funds, of which GWA will apply $5.6

* GCG Report, p. 10 (Oct. 22, 2021).
»  GCG Report, p. 1 (Oct. 22, 2021).
% GCG Report, pp. 16-17 (Oct. 22, 2021).
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million for FY2022.>! GCG submits that this $5.6 million will directly offset GWA’s proposed
increase of $12 million.*?

Additionally, GCG recommended against considering any impact of GWA’s
Affordability Program in FY2022. To GCG, “charging ratepayers $5.2 million annually to
provide a subsidy to some undetermined number of yet undefined class of low-income customers
has not been vetted,” along with other reasons against its implementation.”> GCG therefore
submitted that deferral of the program reduces GWA’s request further by $5.25 million.**

Further, GCG maintained that expenses for FY2022 should be “adjusted downward” as
follows: less $2.473 million for Navy Water expenses; less $2.625 million for Salaries and
Benefits; and less $2.542 million for contractual expenses.”> Accordingly, GCG concluded that
with these adjustments, GWA should net over $18 million in FY2022. Therefore, it did not
recommend any rate increase.*®

4. Public Hearings

While not necessarily required by statute, rules, or other authorities binding these
proceedings, the PUC held three public hearings in an ongoing effort to keep ratepayers apprised
of any possible changes in the water and wastewater rates. In keeping with the spirit of the
Ratepayers Bill of Rights, the PUC held hearings in the northern, southern, and central villages

of Guam, in 2021 on November 3, 4, and 5, respectively.

' GCG Report, p. 17 (Oct. 22, 2021).
2 GCG Report, p. 17 (Oct. 22, 2021).
¥ GCG Report, p. 17 (Oct. 22, 2021).
' GCG Report, p. 17 (Oct. 22, 2021).
#  GCG Report, pp. 16-17 (Oct. 22, 2021).
% GCG Report, p. 18 (Oct. 22, 2021).
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For all three public hearings, representatives from GWA were present to give
presentations concerning the material contained in its filings and to answer possible questions
from the public. No one from the public presented any testimony at these public hearings.

5i No Stipulation

Because GCG and GWA were unable to reach any compromise regarding any of the
outstanding issues, an evidentiary hearing, as opposed to a stipulation, was held.

6. November 2021 Evidentiary Hearing

On November 8, 2021, the Administrative Law Judge (“ALJ”) held a virtual evidentiary
hearing, via Zoom video conferencing, to take testimony related to GWA’s filings supporting its
application for rate relief. Present during the proceedings were representatives and witnesses for
GWA, GCG, and the Navy, along with their respective counsel. PowerPoint presentations,
testimony, and exhibits were presented before the ALJ, where examination of witnesses was
allowed.

On November 9, 2021, the second day of the evidentiary hearing, GWA presented
testimony and evidence on what was styled as GWA’s Revised Rate Application and Modified
Financial Plan. GWA presented information indicating a modification to its initial request, for
rate increases. In general, GWA indicated that since it would be receiving federal funding due to
the American Rescue Plan Act (“ARPA”), GWA requested relief in the form of rate increases of
8%, 6.5%, and 6.5%, for fiscal years 2022, 2023, and 2024, respectively.

GCG was also given an opportunity to present its findings, and did so during the second
day of the evidentiary hearings, arguing essentially that GWA was proceeding in bad faith,
presenting new information that GCG did not have an opportunity to review. GCG vehemently
objected to the introduction of what were revisions to GWA’s rate application. The Navy also

Page 7 ot 39



presented arguments concerning its wastewater rate. On November 18, 2021, GCG
memorialized its objections to GWA’s testimony.

Thereafter, the ALJ ordered GWA to formally submit its Revised Rate Application and
Modified Financial Plan, to include appropriate testimony and narratives, any supporting data
and documents, along with revisions to a fully executable Rate Application Model by December
3, 2021. The ALJ also permitted another round of discovery, and ordered GCG to provide a
supplemental report indicating any new findings and recommendations based on its review of
GWA'’s Revised Rate Application and Modified Financial Plan by January 15, 2022.

7. Clarification to Modified Financial Plan and Revised Rate Application

GWA’s December 3, 2021 “Modified Financial Plan” was supported by the testimonies
of Miguel Bordallo, Eric Rothstein, Chris Budasi, and Thomas Chestnutt. According to Mr.
Bordallo, “[t]he Updated Rate Plan is based on the ALIJ-requested RAM version 1.4, with a
limited number of adjustments made in response/rebuttal to the GPUC’s consultants and Navy
final testimony.”’ “It incorporates reasonable and just adjustments to revenues and expenses
and presents a path to compromise between GWA’s initial May 1* 2021 filing and the final
testimony of the GPUC consultant and Navy intervenor.”*®

Mr. Bordallo indicated that GWA’s Updated Rate Plan aligns with the “intent and
requirements of the FY20 Rate Decision . . . in presenting a rate path for FY2022 through
FY2024, and appropriately considers required revenue generation to meet GWA debt obligations

in FY2025 and beyond, which the GPUC’s consultant has testified under oath that they did not

consider.”™ Mr. Bordallo further submitted that GCG’s proposed ‘adjustments and testimony

3 Bordallo Testimony, p. 9 (Dec. 3, 2021).
*  Bordallo Testimony, p. 9 (Dec. 3, 2021).
* Bordallo Testimony, p. 9 (Dec. 3, 2021).
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intentionally avoid the potential 27-33% rate increase in FY 2025 that would be required if the

GPUC chooses to follow their recommendation.”*’

Mr. Rothstein indicated in his testimony that “[n]otwithstanding Georgetown Consulting
Group’s unsubstantiated claim that GWA has not adequately supported its filing with testimony
and supporting documentation, GWA has provided more information for this ‘enhanced annual

rate review’ than, to my understanding, has ever been required to support a new Five-Year GWA

rate application.”41

According to Mr. Rothstein:

GWA has completed 7 Analytical Studies with accompanying
technical models, provided 1 enhanced Rate Application Models
that, as a matter of course, generates all PUC required schedules.
GWA conducted multiple workshops with Intervenors to review in
progress Analytical Studies and the development of the RAM.
After the studies and RAM were submitted timely, GWA
conducted additional workshops with Intervenors to review the
results of analytical studies and demonstrate the analytical
functionality and reporting available through the RAM. GWA has
further responded to over 130 Requests for Information and has
provided a presentation to support its oral testimony at the
Evidentiary Hearings held on November 8-9, 2021.%

Mr. Budasi indicated in his testimony again that the pandemic has significantly impacted
Guam’s tourism industry, affecting Guam’s labor force and increasing Guam’s population who
live “below the federal poverty line.”* In addition, according to Mr. Budasi, “senior citizens on
fixed incomes are unable to keep up with the rising cost of living that is primarily driven by
Guam’s import economy and the cost of 0il.”™** Mr. Budasi also identified water leaks as another

area that affects lower income customers since these customers are typically unable to hire

**" Bordallo Testimony, p. 9 (Dec. 3, 2021).
"' Rothstein Testimony, p. 7 (Dec. 3, 2021).
2 Rothstein Testimony, p. 7 (Dec. 3, 2021).
“ Budasi Testimony, p. 6 (Dec. 3, 2021).
" Budasi Testimony, p. 6 (Dec. 3, 2021).
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private plumbers.” He maintained that the new Affordability Program, the Customer Assistance
Program, should be implemented to assist the “economically disadvantaged” and that its
implementation would create a “mechanism to receive and disperse any future federal grants and
aid made available to low-income residents for water utility services.”*®

8. Revised Rates

Initially, GWA requested the following rate increases: 10% for FY2022; 10% for
FY2023; and 10% for FY2024. However, in its December 3, 2021 Modified Financial Plan,
GWA amended its application, requesting instead the following: 8.1% for FY2022; 6.5% for
FY2023; and 6.5% for FY2024. Based on the Modified Financial Plan, GWA updated its rate
application to reflect “(1) the confirmation that the Governor would allocate $14.4 million of
American Rescue Plan Act (ARPA) funds to GWA to mitigate the rate impacts of GWA’s
original rate filing; and (2) to be responsive to ALJ scheduled Intervenor testimony and
discovery.”"

According to Mr. Rothstein, “GWA’s financial plan therefore was developed to enable a
smooth and consistent pattern of rate increases through the period when refinancing of short-
term Commercial Paper is scheduled in FY2025.”* Mr. Rothstein submitted that the requested
“[r]evenue increases in FY2022 of 8.1 percent with residential bill impacts moderated through
rate design reform and CAP implementation are complimented by 6.5 percent revenue increases

in FY2023 and FY2024, with debt service coverage rising to 1.40x by the final year of the rate

application period”; and that GWA will seek “a similar 6.5 percent revenue increase requirement

* Budasi Testimony, p. 6 (Dec. 3, 2021).
%6 Budasi Testimony, pp. 6-7 (Dec. 3, 2021).
7 Rothstein Testimony, p. 15 (Dec. 3, 2021).
8 Rothstein Testimony, p. 16 (Dec. 3, 2021).
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is projected for FY2025 when Commercial Paper notes are refinanced with take-out revenue
bonds.”*

Mr. Rothstein indicated that where GWA is not provided the relief requested, the
following would be the result:

“Bond rating agencies and investors—already chastened by

pandemic impacts—will (appropriately) gauge GWA’s credit

worthiness based on whether GWA can articulate a cohesive,

sensible long term financing strategy. EPA’s enforcement action

that precipitated Consent Decree negotiations was based on

concerns regarding GWA’s commitment to infrastructure

reinvestment.”"
He added that “[i]nadequate rate relief in the face of general and pandemic induced declining
revenues, and scheduled increases in debt service payments runs the disconcerting risk of a bond
rating downgrade, as well as complications in securing a line-of-credit to support the planned
Commercial Paper program.”"

Mr. Rothstein indicated that the “proposed modifications™ are “quite limited,” respond to
the Navy’s and ALJ’s requests, and further “rely on information” already in the record.”> The
revisions include the following: (1) an Update of forecasted FY2022 through 2024 water
demand; (2) Revised Navy wastewater rates; (3) Reduction in Navy water purchase expenses; (4)
Reduction in GWA’s Salaries and benefits expenses; (5) FY2022 CAP expense revision; (6)

Application of ARPA funds; and (7) Elimination of the water lifeline volumetric rate increase in

FY2024.> The required rate filing schedules based on GWA’s Modified Financial Plan,

*" Rothstein Testimony, p. 16 (Dec. 3, 2021).

" Rothstein Testimony, p. 17 (Dec. 3, 2021).

*' Rothstein Testimony, p. 17 (Dec. 3, 2021).

2 Rothstein Testimony, p. 23 (Dec. 3, 2021).

% Rothstein Testimony, pp. 23-24 (Dec. 3, 2021).
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including proposed uses of ARPA funds and RSF reserves, were attached to Mr. Rothstein’s
testimony.s4

In response, GCG stated that based on an “overall analysis,” its “position and
recommendations in this supplemental filing have not changed”; indicating that “[t]here is
nothing filed in GWA’s December 3, 2021, supplemental testimony that would compel Staff to

9953

change its position. GCG indicated that GWA’s revision were “not significant”; and that,

therefore, it reached “the same conclusions.”>®

Specifically, based on its analyses, GCG stated that it has “examined the data for FY2021
and determined that even if the GWA analysis was adopted there would be no change in the
recommendation by Staff that no rate relief for FY2022 is warranted and that a Rate Path with no
rate increases in FY2023 and FY2024 would be sufficient to produce a [debt service] coverage
of 1.3x.7 GCG further found that, absent any rate increases, and instead implementing
“adjustments that have been supported in [GCG’s] October 21, 2021, testimony, GWA does
achieve its target coverage of 1.3x in each one of the remaining years in the 5-Year Rate Plan—
FY2022, FY2023, and FY2024.”® Accordingly, GCG concluded that “[n]o rate increase is

required over the remainder of the 5-Year Rate Plan (FY2020 through FY2024).”59

9. Cost of Service Analysis

Based on GWA’s Cost of Service Analysis, it determined that at least for FY2022

proposed rates, GWA’s water system rates collect approximately 6.9% more than the water rate

' Rothstein Testimony, p. 29 (Dec. 3, 2021).
»  GCG Report, p. 18 (Jan. 15, 2022).
*  GCG Report, p. 30 (Jan. 15, 2022).
7 GCG Report, p. 17 (Jan. 15, 2022).
*®  GCG Report, p. 30 (Jan. 15, 2022).
*  GCG Report, p. 30 (Jan. 15, 2022).
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revenue requirement.”’ With respect to wastewater, the FY2022 proposed rates would collect
nearly 15% less than the wastewater rate revenue requiremv&:nt.61
GWA found that “some water customer classes are projected to pay more than their cost

)
of service.”

For instance, GWA’s Commercial, Hotels (separated from Commercial II),
Government (separated from the Government and Federal cluster), and GIAA (also separated
from the Government and Federal cluster) customers pay more than their cost of service,
according to GWA.® On the other hand, GWA’s Residential, Agriculture, and Irrigation
customers pay less than their cost of service.*!

With respect to wastewater, some wastewater customer classes are projected to pay more
than their cost of service, such as GWA’s Commercial II, Commercial III, Hotels, Government,
Navy (also separated from the Government and Federal cluster) and new Leachate customers.®”
However, some wastewater customer classes pay less than their cost of service, such as GWA’s

Residential, Commercial I, and new Septage customers.®

10. Proposed New Residential and Sewer Rate Charges

In these proceedings, GWA requested implementation of water and sewer rate design
changes that “include rendering more substantial and targeted assistance to economically
disadvantaged customers, while staunching the degree of subsidy provided to higher volume and
(generally) higher income residential users.”® The new design protects residential users from

assuming “a larger share of the overall cost burden in the FY2022 through 2024 period, or to

% GWA Cost of Service Analysis, p. xiv (May 15, 2021).
' GWA Cost of Service Analysis, p. xiv (May 15, 2021).
62 GWA Cost of Service Analysis, p. xiv (May 15, 2021).
% GWA Cost of Service Analysis, p. xiv (May 15, 2021).
'  GWA Cost of Service Analysis, p. xiv (May 15, 2021).
65 GWA Cost of Service Analysis, p. xiv (May 15, 2021).
5 GWA Cost of Service Analysis, p. xiv (May 15, 2021).
: 7 Bordallo Testimony, p. 11 (May 1, 2021).
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require stressed non-residential users to further subsidize residential use.”®® Instead, it imposes
relatively “higher increases to rates and charges of governmental users (including accounts
associated with the military build-up) to enable imposition of lower increases across customer

classes most impacted by the pandemic, most notably hotels and selected general commercial

classes.”®

For instance, GWA proposed the following:

(a) Adoption of meter-size scaled base charge increases for water
services, and new meter-size scaled base charges for wastewater
service applicable across all customer classes.”

(b) Adoption of inverted 3-tiered residential rates with usage tier
thresholds at 3kgals, 10kgals, and above.”!

(c) Establishment of an affordability program operating expense to
enable provision of monthly bill assistance in amounts up to 20%
of usage-related charges for income-qualified families.”

(d) Adoption of a new residential sewer volumetric rate and
revised non-residential sewer rates.”

According to testimony by Eric Rothstein, this proposal is intended to “reform several
problematic aspects of GWA'’s existing customer classifications and rate designs.” Specifically,
“[t]hese reforms will provide for more consistent pricing of services, eliminate historical
anamolies, facilitate future movement to cost-of-service pricing, and complement GWA’s
proposed Customer Assistance Program . .. .

As an example, Mr. Rothstein added that:
GWA’s existing residential water rate design features meter-size

scaled base water charges, a discounted lifeline water rate
applicable to usage below 5,000 gallons per month, and a

*  Bordallo Testimony, p. 11 (May 1, 2021).
% Bordallo Testimony, p. 12 (May 1, 2021).
™ CCU Resolution, pp. 3-4 (Apr. 27, 2021).
"' CCU Resolution, pp. 3-4 (Apr. 27, 2021).
2 CCU Resolution, pp. 3-4 (Apr. 27, 2021).
7 CCU Resolution, pp. 3-4 (Apr. 27, 2021).
™ Rothstein Testimony, p. 9 (Dec. 3, 2021).
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volumetric rate for all usage above 5,000 gallons. The lifeline rate
is applicable to just over 50 percent of average residential usage
and benefits all residential customers irrespective of income level.
Residential sewer service is charged through a $27.54 per month
flat base charge irrespective of household water usage, income
level, or service meter size. While GWA'’s legislative surcharge is
currently applied to all non-residential rate components, the
surcharge is not imposed against the lifeline rate nor the flat
wastewater base charge for residential customers.”

In response, GCG contended that since it believed there is no need to increase rates, then
correspondingly there is “no reason to create confusion among GWA'’s customers with a change
in rate structure . . . .”"® GCG submitted that “[a]ny change in rate structure and rate design will
increase bills for some customers and decrease bills for others™; and, therefore, it recommended

71

review of any new rate structure later in time.”" GCG recommended consideration of the

revisions identified above during GWA’s next filing, presumably in Phase 3.

11.  Navy Rate

In these proceedings, the Navy submitted the written testimony of Brian Collins, who
contended that Navy’s wastewater rate should set to a “cost of service rate” of $12.18 per kgal.”®
Mr. Collins submitted that the Navy’s rate should be set to a “cost of service” rate because “each
customer class should, to the extent practicable, produce revenues equal to the cost of serving
that particular class, no more and no less.”” In addition, Mr. Collins maintained that a cost of
service rate is what is required pursuant to a 1972 Utility Service Contract between the Navy and

GWA.® Mr. Collins indicated in his testimony that the contract states: “the rates set forth herein

" Rothstein Testimony, p. 12 (Dec. 3, 2021).
®  GCG Report, p. 62 (Oct. 22, 2021).
77 GCG Report, p. 62 (Oct. 22, 2021).

8 Collins Testimony, p. 3 (Nov. 5, 2021).
® Collins Testimony, p. 3 (Nov. 5, 2021).
Collins Testimony, p. 3 (Nov. 5, 2021).
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shall be renegotiated based on actual costs . . . provided that any rates so negotiated shall not be
in excess of rates to any other customer of [the utility provider] under similar conditions of
service.”™!

In the second day of the evidentiary hearing, GWA submitted that its “modified” rate
application “accepts” the Navy’s recommendation to align wastewater rates with other Guam
government accounts. In particular, GWA indicated that its Modified Financial Plan reflects
“the Navy’s request to align their wastewater rates to those of Guam government and airport

82 Accordingly, in its Revised Rate Application, “the Navy’s volumetric wastewater

accounts.
rate was changed from $12.80 to $12.65 ... .”%

12. Affordability and GWA’s Proposed Customer Assistance Program

In its Affordability/Rate Design Study, GWA introduced a Customer Assistance Program
(also known as “CAP”) that would provide “water and wastewater bill assistance for those
households income-qualified through other Guam social service programs.”® According to
GWA, this new program would either modify or eliminate GWA’s current Lifeline water and
wastewater rates’, and would “render assistance to GWA’s most economically disadvantaged
customers, streamline eligibility screening and administrative requirements to minimize
associated costs, and provide water use efficiency support for those low-income customers
plagued by relatively high metered water use.”%

Specifically, the program is intended to provide “limited supplemental bill assistance for

special circumstances as well as provision of water audits and plumbing repairs for qualifying

81 Collins Testimony, p. 3 (Nov. 5, 2021).
2 Rothstein Testimony, p. 23 (Dec. 3, 2021).
> Rothstein Testimony, p. 23 (Dec. 3, 2021).
% GWA Affordability/Rate Design Analytical Study, p. 2 (Mar. 2021).
% GWA Affordability/Rate Design Analytical Study, p. 2 (Mar. 2021).
% Bordallo Testimony, p. 13 (May 1, 2021).
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1287

low-income customers with unusually high water usage patterns. In some detail, the

Affordability/Rate Design Study addressed the design of the program, including eligibility
criteria and forms of assistance, administrative procedures, and possible funding options.88
According to the testimony submitted by Mr. Christopher Budasi, while “[t]here are

3% &6

several components,” “[t]he largest allocation of assistance is for administratively qualified bill
assistance that provides a 20% discount to residential customers monthly volumetric water and
wastewater charges.”® In addition, the program would provide “limited” assistance to customers
scheduled for disconnection but who are undergoing a hardship. In such instance, GWA would
allow a “one-time payment” “capped at $500” to the customer’s account that would make the
account current.” Further, GWA would provide a wide variety of other services, such as a water
audit, bill assistance, leak detection, and repair services.”!

According to Mr. Budasi, GWA estimated that the program will cost “$5 million with
modest annual adjustments upward for program growth.””* This cost will fund direct assistance
through the reduction of customers’ water and wastewater bill; leak detection, water audits, and
program administration.”

In its initial review, GCG recommended that the PUC deny implementation of the

proposed program.”® It submitted that the program was not completely designed; that the price

was unreasonable; and that Legislative approval may be required.”

% GWA Affordability/Rate Design Analytical Study, p. 2 (Mar. 2021).

% GWA Affordability/Rate Design Analytical Study, pp. 13-18 (Mar. 2021).
¥ Budasi Testimony, p. 7 (Dec. 3, 2021).

% Budasi Testimony, p. 7 (Dec. 3, 2021).

' Budasi Testimony, p. 7 (Dec. 3, 2021).

” Budasi Testimony, p. 8 (Dec. 3, 2021).

*  Budasi Testimony, p. 9 (Dec. 3, 2021).

*  GCG Report, p. 70 (Oct. 22, 2021).

% GCG Report, p. 70 (Oct. 22, 2021).
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In contrast, Mr. Budasi indicated that “[t]here is nothing in GWA’s or the GPUC’s
enabling legislation that prohibits or places restrictions on a revenue funded customer assistance
program.””® Mr. Budasi added that “Title 12, G.C.A. §12116 states the GPUC ‘may prohibit
rebates and discrimination between localities, or between consumers, under substantially similar

5397

conditions. However, according to Mr. Budasi, the agency’s existing subsidies were the

result of “policy decisions approved by both the CCU and GPUC and set a clear precedent that
subsidization of GWA rates is an accepted practice and allowable.”®

Moreover, at the evidentiary hearing, GWA maintained that the proposed program is
consistent with the intent of ARPA legislation and is permissible under existing Guam law.
However, GWA indicated that it would pursue legislative measures to reinforce GWA’s
authority concerning the implementation of its proposed program; and that it would seek
clarification concerning any statutory requirements related to implementation.

In January, GCG again recommended deferring implementation of the proiaosal.99 It
suggested that GWA more “fully define its Affordability Program (Program) and hold public
hearings about the program so its customers understand: the reason for the Program; provide an
overview of Program benefits and costs, seek input on how the program could be modified to
better provide assistance to its economically challenged citizens, review the program considering

Guam Law that requires all members of a customer [class] be treated equally.”'® Further,

according to GCG, deferral of the program saves GWA $5.25 million.'”!

% Budasi Testimony, p. 10 (Dec. 3, 2021).
7 Budasi Testimony, p. 10 (Dec. 3, 2021).
% Budasi Testimony, pp. 10-11 (Dec. 3, 2021).
% GCG Report, p. 69 (Oct. 22, 2021).
1% GCG Report, p. 24 (Jan. 15, 2022).
" GCG Report, p. 37 (Jan. 15, 2022).
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13. GCG’s Proposed Adjustments to GWA’ Expenses

As discussed above, in its analyses, GCG identified three expense adjustments: (1) Navy
water purchases; (2) Salary and benefits; (3) Contractual expenses; and (4) GWA’s proposed
Affordability Program.

A. Navy Water Expenses

Regarding GWA'’s purchases of Navy water, GCG submitted that GWA’s increases in its
purchases of Navy water appeared inconsistent with GWA’s purchases in recent years.'®
According to GCG, GWA did not provide any data to support a projected 30% increase in Navy
water purchases.'” Instead, GCG noted that the Official Statement of the 2020A Bond Indenture
indicated the following: 531,000 kgals in FY2022; 505,000 kgals in FY2023; and 480,000 kgals
in FY2024.'™ GCG cited to language in the Official Statement, which states:

Projections for Fiscal Years 2020 through 2025 assume purchases

will be impacted by stipulated assumptions of annual and

compounding water loss reductions of 2% in Fiscal Year 2020

(adjusted for partial-year (7/12) implementation of stipulated

measures), 2.75% in Fiscal Year 2021, 5% for Fiscal Years 2022,

2023 and 2024, and no further reduction in Fiscal Year 2025.'%”
Accordingly, GCG proposed adjusting this expense to mirror the data indicated in the Official
Statement of GWA’s 2020A Bond Indenture, lowering the purchased Navy water expense to:
$6.159 million in FY2022; $5.858 million in FY2023; and $5.568 million in FY2024.'%

At the evidentiary hearing, GWA admitted that it overstated its Navy water purchases,

but maintained that GCG’s proposed adjustment to Navy water purchases, “corrected for

12 GCG Report, p. 42 (Oct. 22, 2021).
1% GCG Report, p. 43 (Oct. 22, 2021).
""" GCG Report, p. 43 (Oct. 22, 2021).
1% GCG Report, pp. 43-44 (quoting Official Statement for Guam Waterworks Authority Series
2020A $134,000,000 Bond Issue, p. 24) (Oct. 22, 2021).
1% GCG Report, pp. 44-45 (Oct. 22, 2021).
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purchase volumes reduced through the Water Loss Reduction program, should be implemented”
instead. GCG disagreed and indicated that “GWA’s proposed Purchased Water Expense should
be rejected,” substituting as an alternative its values: $6,159,600 for FY2022 (as opposed to
$8,333,122); $5,858,000 for F'Y2023 (as opposed to $8,287,651); and $5,568,000 for FY2024 (as
opposed to $8,268,710).'%

B. Salary and Benefits Expenses

The next adjustment concerned GWA’s request for $29.6 million for salaries and
benefits, which GCG contends is “double the average level of increases over the previous four
fiscal years.”'® GCG submitted that staffing is “far above” comparable mainland utilities “by a

3109

factor of five. Staffing, according to GCG, remains a “serious concern” because it represents

close to forty percent (40%) of GWA’s operating expenses.“0

According to GCG, “[n]o explanation was offered by GWA as to why this 14.7%
increase was so much larger than the average increase of 7% for the period 2017 through
2021.”"" With respect to capitalized labor costs, according to GCG, this too “significantly
increased from $3.6 million to $4.5 million in one year.”''?

Instead, GCG developed its own estimates, by adding two employees each year; and
increasing Salaries and Benefits by 4%; and for capitalized labor, GCG applied an increase of

14.17% for FY2022 through FY2024.'" It rejected GWA’s proposal, citing that there was

testimony to support any such proposed increase; and substituted, as an alternative, its values:

"7 GCG Report, p. 28 (Jan. 15, 2022).
1% GCG Report, p. 29 (Oct. 22, 2021).
"% GCG Report, p. 65 (Oct. 22, 2021).
" GCG Report, p. 65 (Oct. 22, 2021).
"' GCG Report, p. 37 (Oct. 22, 2021).
"> GCG Report, p. 37 (Oct. 22, 2021).
"3 GCG Report, pp. 40-41 (Oct. 22, 2021).
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$27,014,248 for FY2022 (as opposed to $29,139,507); $28,245,058 for FY2023 (as opposed to
$31,363,157); and $29,531,110 for FY2024 (as opposed to $31,950,457).'"

In response, GWA rejected “the notion that reduced staffing levels, accomplished
through GWA'’s cost containment measures, may be sustained with minimal (2 positions per
year) adjustment through the FY2022 — FY2024 period as proposed by GCG.”'"> GWA
contended that sustaining “current staffing levels effectively ignores the fact that new positions
are required to provide staffing at the Northern District Wastewater Treatment Plant.”!'®* GWA
further noted that GCG’s analysis amounted to a mere “extrapolation of FY2021 expenses—
devoid of any attempt to understand GWA’s staffing needs—despite their having conducted a

55117

staffing study. It added that “the salaries expense estimate included in GWA’s May 1 rate

filing already included a $2.5 million per year reduction from the CCU-approved budget
amount.”''®

GCG further recommended that the PUC undertake a “focused management audit” of
GWA'’s personnel levels to “define” staffing levels for fiscal years 2023 and 2024, and to do so
19

prior to the FY2024 rate review.

C: Contractual Expenses

Regarding contractual expenses, GCG maintained that such expenses should be based on
FY2021 actual values, with a 3% annual increase for inflation for years FY2022 through

FY2024.'"* GCG submitted that GWA did not provide any testimony or documentation

""" GCG Report, pp. 25-26 (Jan. 15, 2022).
'3 Rothstein Testimony, p. 21 (Dec. 3, 2021).
116" Rothstein Testimony, p. 21 (Dec. 3, 2021).
""" Rothstein Testimony, p. 21 (Dec. 3, 2021).
¥ Rothstein Testimony, pp. 21-22 (Dec. 3, 2021).
""" GCG Report, p. 65 (Oct. 22, 2021).
2" GCG Report, p. 29 (Jan. 15, 2022).
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supporting the increase in its contractual expenses.'”' Accordingly, GCG found this expense to
be unreasonable.'” Instead, GCG maintained that GWA’s contractual expense should increase
annually by only 3%,' which is a little over $100,000 per year; and substituted, as an
alternative, its values: $3,761,277 for FY2022 (as opposed to $6,304,122); $3,874,116 for
FY2023 (as opposed to $7,141,301); and $3,990,339 for FY2024 (as opposed to $7,519,569).

GWA rejected GCG’s position that the level of contractual expenses in FY2021 can be
sustained another three years.'”* GWA contended that such action would significantly impact its
125

service levels.

D. Affordability Program Expenses

As discussed in Section 12 above, GCG recommended deferring implementation of
GWA’s proposed Customer Assistance Program.'?® It suggested that GWA more “fully define
its Affordability Program (Program) and hold public hearings about the program so its customers
understand: the reason for the Program; provide an overview of Program benefits and costs, seek
input on how the program could be modified to better provide assistance to its economically
challenged citizens, review the program considering Guam Law that requires all members of a

22127

customer calls be treated equally. Again, deferral of the program will save GWA $5.25

million, according to GCG.'?®

! GCG Report, p. 29 (Jan. 15, 2022).
122 GCG Report, p. 48 (Oct. 22, 2021).
' GCG Report, p. 48 (Oct. 22, 2021).
124" Rothstein Testimony, p. 22 (Dec. 3, 2021).
12" Rothstein Testimony, p. 22 (Dec. 3, 2021).
1% GCG Report, p. 69 (Oct. 22, 2021).
7 GCG Report, p. 24 (Jan. 15, 2022).
122 GCG Report, p. 37 (Jan. 15, 2022).
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14. American Rescue Plan Act and GWA’s Rate Stabilization Funds

Next, GCG maintained that it had one revenue adjustment to GWA’s financial models,
specifically the availability of American Rescue Plan Act (“ARPA”) funds of $14.4 million.
GCG submitted that “[t]he ARP funds should be used ahead of [Rate Stabilization Fund] funds
to achieve the DSCR needed in each fiscal year”; and that RSF funds can be added as needed and
the details of the implementation should be left largely to GWA management.”'?* GCG further
submitted that $5.3 million of ARPA funds could be used in FY2022, reducing GWA’s revenue
requirement. e

Moreover, according to GCG, it performed a pro forma calculation illustrating how “the
RSF and APR funds can be used to provide the 1.30x coverage proposed by GWA for this
proceeding and not require any rate increase through FY2024.”"*! GCG found that “depending
on the use of the RSF and APR funds discussed previously, sufficient revenues would be
provided to meet the minimum level of DSC for ... FY2022 and . . . FY2023 with no change in
existing rates considering Staff adjustments.”'** In its analysis, GCG applied ARP and RSF
funds for FY2022 through FY2024, “with a priority on using APR funds to achieve 1.30s DSC”;
and the result, according to GCG, was zero “revenue deficiency from current rates” through
FY2024."%

GWA indicated that while ARPA funding and RSF reserves “may be used to buy-down
near-term rate increases”, GWA contended that such use would be “short sighted in that it would

leave GWA without adequate RSF reserves to respond to financial emergencies, to meet

12 GCG Report, p. 36 (Jan. 15, 2022).
" GCG Report, p. 36 (Jan. 15, 2022).
Bl GCG Report, p. 31 (Jan. 15, 2022).
2 GCG Report, p. 31 (Jan. 15, 2022).
3 GCG Report, p. 31 (Jan. 15, 2022).
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minimum debt service coverage thresholds, to pay for scheduled increases in debt service just
outside the rate application window, or to survive the potential prolonged financial impacts of
the pandemic.”’** GWA expressed that its Updated Rate Plan “uses all ARPA funds within the
rate application window to mitigate rate increases (as directed by the Governor), builds revenue
capacity through proposed rate structure changes, and preserves RSF reserves to mitigate the
FY2025 financial impact of the Commercial Paper take-out bonds™; and additionally results in a
“smooth increase” by avoiding any “FY2025 rate shock.”'®

GCG recommended that GWA provide the PUC with semi-annual financial reports
136

concerning its use of the RSF, to include both deposits and withdrawals.

15.  Debt Service Coverage Ratio

In its submissions, GWA proposed a temporary relaxation of the PUC and CCU policies
related to targeted debt service coverage ratio as a response to “the financial impacts of the
pandemic.”"” Specifically, GWA contended that decreasing the target ratio of 1.40x to 1.30x
would “help ensure GWA does not fall into technical default while significantly moderating
pressure on rate revenue requirements.”'>®

In response, GCG indicated that it indeed recognized the “benefit” of relaxing the current
debt service coverage ratio proposed by GWA." In fact, GCG indicated that with no change in

rates, GWA 1is projected to achieve a debt service coverage ratio of 1.3x for FY2022 through

FY2024.

3% Rothstein Testimony, p. 18 (Dec. 3, 2021).
13 Rothstein Testimony, p. 18 (Dec. 3, 2021).
B35 GCG Report, p. 34 (Jan. 15, 2022).

7 Bordallo Testimony, pp. 9-10 (May 1, 2021).
% Bordallo Testimony, pp. 9-10 (May 1, 2021).
9 GCG Report, p. 11 (Oct. 22, 2021).
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16. GWA’s Rate Application Model

In these proceedings, there was much controversy related to GWA’s Rate Application
Model (“RAM”). GCG has argued throughout these proceedings that GWA’s password
protection of the RAM “limited” GCG’s use."*® GCG maintained that in other jurisdictions, such
financial models are provided with “unrestricted access™; and it indicated that it was dissatisfied
with GWA’s presentation of the RAM.""! GWA maintained that “there is no user manual or
narrative describing the effort, substituting instead comments in thousands of cells as a
replacement for the manual” and recommended that “user manual be developed.”'** GCG added
that where the RAM is used in future proceedings, the Commission should require that
documentation be provided with a “user manual”, along with “specific testimony as to how the
model was used to develop each section of the testimony.”'*

GCG therefore requested that GWA remove “all proprietary interests in the RAM other
than to GWA”; and that the Commission confirm that the RAM is the property of GWA on
behalf of its customers.'** GCG further requested that GWA’s RAM be provided to those who
request it, subject to the approval of the Commission and input from GWA management.'*
GCG contended that in the absence of these conditions, then the cost of developing the RAM
should not be recovered as a regulatory asset.'*® GCG also recommended that GWA collaborate

with the PUC’s consultants to possibly enhance the features of the RAM.'"’

%" GCG Report, p. 21 (Oct. 22, 2021).
1" GCG Report, p. 21 (Oct. 22, 2021).
2 GCG Report, p. 20 (Jan. 15, 2022).
3 GCG Report, p. 20 (Jan. 15, 2022).
" GCG Report, p. 37 (Jan. 15, 2022).
> GCG Report, p. 37 (Jan. 15, 2022).
%" GCG Report, p. 37 (Jan. 15, 2022).
"7 GCG Report, p. 71 (Oct. 22, 2021).
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17.  Water Loss

In GWA’s Water Loss Study, GWA set forth its Water Loss Control Program, which is
comprised of an island-wide “DMA-based water loss control approach with a view to providing
a long-term . . . approach to monitoring and managing water losses within the GWA water
supply and distribution network.” '** According to GWA, a DMA (or District Metered Area) “is
a discrete area of a water distribution network into which the flow of water entering or leaving
the DMA is measured by flow meters. The DMA is typically formed by closing valves or
disconnecting interconnections with the surrounding network such that all of the water entering
or leaving the DMA can be measured at the DMA meter points.”'* For instance, “[t]he net
inflow volume into the DMA can be compared against the volume of metered sales to customers
in the DMA to directly calculate the Non-Revenue Water (NRW) volume in the DMA”; and the
same inflow volume can be examined “to quantify the volume of real, physical losses (leakage)
within the DMA.”"" Based on the data, GWA can “direct the leak detection and repair resources
to those parts of the network where they will have most benefit.”"”’

According to GWA, the plan involves the installation of 36 DMAs that would cover “594
miles of main and 42,000 customer service connections.”'>> These DMAs would “closely
monitor” the level of water losses that could then be used to “direct proactive leak detection

action into those DMAs where the level of losses is above the target level.”’>* GWA intends on

utilizing DMAs to provide complete island-wide coverage of the entire water distribution

"® GWA Phase 3 Water Loss Control Program Development, p. 1 (Mar. 2021).
¥ GWA Phase 3 Water Loss Control Program Development, p. 1 (Mar. 2021).
'** GWA Phase 3 Water Loss Control Program Development, pp. 1-2 (Mar. 2021).
*I' GWA Phase 3 Water Loss Control Program Development, p. 2 (Mar. 2021).
12 GWA Phase 3 Water Loss Control Program Development, p. 2 (Mar. 2021).
'3 GWA Phase 3 Water Loss Control Program Development, p. 2 (Mar. 2021).
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network."** It intends on implementing a DMA monitoring and control system that would
provide it with automated information on water loss levels for active leakage control.'*

Other activities include the implementation of a Proactive Leak Detection program that
would survey the entire water distribution network for leaks 4 times a year."”® GWA also intends
on contracting technical assistance with a water loss control specialist company experienced in
implementing DMAs."”” This contractor would provide supervision of GWA’s implementation
of the DMA monitoring system, training for GWA’s staff in comprehensive leak detection, and
supervision of the water loss control program.'*®

In its review of GWA’s Water Loss study, GCG noted that the study presented
encouraging strategies for reductions in water loss,"”® but that water losses have been “chronic
and continue.”'® GCG stated that GWA’s has certainly provided the PUC with an “approach”
developed by its consultant; and that the “proposal” shows “significant improvements in results
compared to the past efforts.”'®" GCG added that GWA should be supported for implementing
this plan and “if GWA follows the guidelines WSO has outlined carefully . . . the Commission
can expect to see improvements.162
GCG recommended that GWA should provide the PUC with a quarterly report, to include

the following: (1) quantity of non-revenue water and percentage for the quarter and the previous

12 months; (2) water loss programs that are underway and their status; (3) upcoming water loss

" GWA Phase 3 Water Loss Control Program Development, p. 75 (Mar. 2021).
"> GWA Phase 3 Water Loss Control Program Development, p. 75 (Mar. 2021).
1% GWA Phase 3 Water Loss Control Program Development, p. 75 (Mar. 2021).
7" GWA Phase 3 Water Loss Control Program Development, p. 75 (Mar. 2021).
¥ GWA Phase 3 Water Loss Control Program Development, p. 75 (Mar. 2021).
"% GCG Report, p. 12 (Oct. 22, 2021).
180 GCG Report, p. 56 (Oct. 22, 2021).
'®l GCG Report, p. 58 (Oct. 22, 2021).
12 GCG Report, p. 58 (Oct. 22, 2021).
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programs that are scheduled; (4) any problems, delays, or other issues with any of the programs
and proposed solutions for corrections; and (5) any barriers that could possibly negatively affect
projected water loss targets.'® GWA indicated in these proceedings that it should be permitted
to proceed with the projects and programs indicated in the Water Loss study, including
implementation of the DMA program; and that GWA and GCG should collaborate to develop
and Water Loss Control reporting format consistent with industry standards.

18. Capital Financing Alternatives

In GWA’s Capital Financing Alternatives Study (“Financing Study”), GWA indicated
that its Water Resources Master Plan “calls for capital improvement spending over the FY2018
to FY2037 . . . on the order of $1.6 billion . . . .”'® GWA submitted that this spending will be
driven in “large part by prospective Consent Decree compliance requirements, along with water
system improvements to address water losses and efforts to connect currently unserved

populations.”'®

GWA further submitted that “[f]uture capital financing requirements may be
conservatively estimated to warrant GWA securing approximately $200 million in new money
bond authorization from the Guam legislature for the 5-year period, FY2022 through
FY2026.”'% To support these activities, GWA’s Financing Study provides a comprehensive
review of alternatives for capital ﬁnancing.167 In particular, the Financing Study examined credit
enhancements, construction financing, and long-term debt instruments; and opportunities to

. . - 1
enhance yields on invested debt issuance proceeds.'®®

'8 GCG Report, p. 60 (Oct. 22, 2021).

1 GWA GWA’s Capital Financing Alternatives Final Report, p. 1 (Mar. 2021).
" GWA GWA'’s Capital Financing Alternatives Final Report, p. 1 (Mar. 2021).
1% GWA GWA'’s Capital Financing Alternatives Final Report, p. 1 (Mar. 2021).
"7 GWA GWA’s Capital Financing Alternatives Final Report, p. 1 (Mar. 2021).
1% GWA GWA'’s Capital Financing Alternatives Final Report, p. 2 (Mar. 2021).
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According to GWA, the Financing Study “affirmed” the “practice of funding the Bond
Indenture required Debt Service Reserve Fund through bond proceeds rather than through a
third-party instrument (e.g. Surety or Letter of Credit).”'® “The Study also notes the need to
secure a recommended $200 million of additional debt authorization to facilitate financing of
GWA’s capital improvement program.”l70 GWA submitted, therefore, that legislation is needed
to secure the $200 million debt and Commercial Paper authority; and that it will need to continue
to fund the required Debt Service Reserve Fund through bond proceeds and to improve
investment performance; and that it should avoid capitalizing interest in structuring future
bonds.'"!

In response, GCG found that GWA’s report illustrated that “the commercial paper
program does have the potential to produce reduced interest expenses during the period it is in

212 GCG noted that currently GWA is authorized to “initiate the planning process”

use
regarding the implementation of “a commercial paper program for the next bond financing,”
which will certainly require legislative approval.'” GCG ultimately recommended that GWA
provide the PUC with “an update on the status of obtaining the necessary approvals to allow
2174

GWA to employ commercial paper for prospective capital financing.

19. Cesspool and Septic Tank Elimination

In the Cesspool Study, GWA found that thirty-seven percent of its residential and

commercial customers were not being charged for sewer service.'” In addition, GWA believes

'8 Bordallo Testimony, p. 7 (May 1, 2021).

1" Bordallo Testimony, p. 7 (May 1, 2021).

"' Bordallo Testimony, pp. 5-6 (May 1, 2021).

172" GCG Report, p. 13 (Oct. 22, 2021).

' GCG Report, p. 13 (Oct. 22, 2021).

1" GCG Report, p. 19 (Oct. 22, 2021).

"> GWA Cesspool and Septic Tank Elimination Study, p. 3 (Mar. 2021).
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that 13% (thirteen percent) of customers in residential subdivisions in northern Guam that are
connected to the sewer system are not being charged for such sewer service.'’® Accordingly,
GWA intends to revise Guam law so that it will be authorized to require customers to connect to

177

the public sewer system. The report goes through a list of updates to both Guam’s sewage

statutes and regulations that would mandate such public sewer connections.'”

Moreover, the approach identified in the report involves the investigations to identify
customers who are connected to the sewer system but not being billed for such service, and
identify buildings which are not connected to the sewer System.!79 GWA will also construct
sewer mains near priority wells; and GWA will work with U.S. E.P.A., GHURA, and the
U.S.D.A. to identify possible sources of funding for the projects and programs identified in

GWA’s approach.'®

20. Status of EPA Proceedings

As recommended by GCG, GWA should provide a quarterly report to the Commission
indicating the status of the U.S. E.P.A. proceedings.lgl

21. Future Filing Requirements

In these proceedings, GCG has accused GWA of being “nonresponsive” in providing
documentation supporting its rate request.182 GCG maintained that if filings that lacked
supporting testimony, documentation and working papers, along with passwords for protected

files, were submitted before stateside public utility commissions, such filings would be

176 GWA Cesspool and Septic Tank Elimination Study, p. 3 (Mar. 2021).
"7 GWA Cesspool and Septic Tank Elimination Study, p. 3 (Mar. 2021).
'8 GWA Cesspool and Septic Tank Elimination Study, pp. 3-13 (Mar. 2021).
17" GWA Cesspool and Septic Tank Elimination Study, p. 25 (Mar. 2021).
180 GwWA Cesspool and Septic Tank Elimination Study, p. 25 (Mar. 2021).
¥ GCG Report, p. 38 (Jan. 15, 2022).
82 GCG Report, p. 35 (Jan. 15, 2022).
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considered “patently deficient” and thereby “rejected.”183 Accordingly, GCG requested that the
PUC order GWA, “under penalty of having its filing be declared patently deficient and rejected,
to provide detailed explanations, documentation and support in its Rate-Path Years FY 2023 and
FY 2024 (Phase 3) filings in Docket 19-08.”'%

In addition, GCG submited that GWA should provide the PUC with information related
to the following: the changing COVID-19 pandemic conditions; tourism, hotel water sales and
overall customer water usage data for changes to demand forecast; additional analysis of volume
data delivered though the failed Badger meters; the use of RSF monies in FY2022'85; the
availability of ARP monies for use in GWA’s construction program and revenue requirements;
workbooks and supporting information on salaries and wages, Navy water expense, O&M
expenses, A&G expenses, and contractual expenses; update regarding rulings on the
Affordability Program and implementation issues.'®¢

Further, GCG recommended that the Commission retain a “management consulting firm
to undertake a focused management audit examining GWA Staffing levels and the deployment

of best practices in certain areas of GWA operations.”'*’

While not necessarily a filing
requirement, GCG recommended that GWA consult with GCG to discuss possible refinements to
the RAM, for instance in sections concerning revenue requirement, so as to better automate the
processing of data and calculations.'®®

GCG has asked the PUC to require GWA to submit information related to water usage

data, use of grant money, water loss reporting, and updates on GWA'’s efforts concerning its

' GCG Report, p. 35 (Jan. 15, 2022).
'™ GCG Report, p. 35 (Jan 15. 2022).
1% GCG Report, p. 32 (Jan 15. 2022); GCG Report, p. 66 (Oct. 22, 2021).
1% GCG Report, p. 33 (Jan 15.2022); GCG Report, p. 66 (Oct. 22, 2021).
87 GCG Report, p. 37 (Jan. 15, 2022).
% GCG Report, p. 37 (Jan. 15, 2022).
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Water Loss Reduction projects.'®® GCG additionally recommended that GWA provide the PUC
with a report detailing the status of the U.S. E.P.A. proc:eedin,g,rs.lgO

CONCLUSION AND RECOMMENDATIONS

GWA indicated on the record that if the PUC does not provide adequate rate relief, such
action would be “poorly received by bond rating agencies, investors and the U.S. E.P.A. and may
compromise GWA’s ability to raise capital on favorable terms and conduct Consent Decree
negotia‘{ions.”191 And further, any “[i]Jnadequate rate relief in the face of general and pandemic
induced declining revenues, and scheduled increases in debt service payments runs the
disconcerting risk of a bond rating downgrade, as well as complications in securing a line-of-
credit to support the planned Commercial Paper program.”'**

On the other hand, GCG repeatedly instructed that, based on its examination of the data,
and “that even if the GWA’s analysis was adopted,” GCG concluded that “no rate relief for
FY2022 is warranted and that a Rate Path with no rate increases in FY2023 and FY2024 would
be sufficient to produce a [debt service] coverage of 1.3x.”'”* GCG further concluded that
absent any rate increases, but instead implementing the adjustments identified in its testimony,
GWA achieves a target coverage of 1.3x “in each one of the remaining years in the 5-Year Rate

Plan—FY2022, FY2023, and FY2024”;]94 and therefore concluded, again, that no rate increases

are required over the remainder of the 5-Year Rate Plan (FY2020 through FY2024).'%

%" GCG Report, pp. 37-38 (Jan. 15, 2022).
" GCG Report, p. 38 (Jan. 15, 2022).
"' Rothstein Testimony, pp. 16-17 (Dec. 3, 2021).
2" Rothstein Testimony, p. 17 (Dec. 3, 2021).
' GCG Report, p. 17 (Jan. 15, 2022).
" GCG Report, p. 30 (Jan. 15, 2022).
%5 GCG Report, p. 30 (Jan. 15, 2022).
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The testimony differed as to particular expenses projected through the remaining rate
path years. The ALJ submitted that a reasonable projection of expenses for purchases of Navy
Water, contracts, and salaries and benefits, also exists between the numbers propounded by
GWA and GCG. Further, deferral of the GWA’s Affordability Program potentially saves GWA
$5.25 million;'"”® and reducing the debt service coverage ratio to 1.3x will result in even more
savings. However, the ALJ was mindful too that GWA’s revenues have dipped during this
Covid-19 pandemic period; and that GWA has implemented certain cost containment measures.
In addition, while not fully developed on the record in these proceedings, GWA will be expected
to comply with U.S. E.P.A. Consent Decree requirements in the near future, and which may
require significant funding for capital projects.

The ALJ understood that GWA has transferred $1.2 million from its RSF account in
order to ensure it maintains sufficient revenues to satisfy its debt service coverage requirements
under its bond indenture. GWA had not yet received any ARPA funds from the Government of
Guam, which the ALJ understands is currently reserved for GWA. Accordingly, based on these
reasons, the ALJ recommended a 4% increase for the remainder of FY2022; and a 3.25%
increase in FY2023.

For FY2024, the ALJ recommended a rate increase of 6.5%, which shall be subject the
true-up process for GWA, and which filing requirements shall be refined through the
collaboration between GWA and the PUC’s consultants. Accordingly, GWA should file a
FY2024 Comprehensive Review and Update and all other required rate material by May 1, 2023,

with the implementation of any new rate by October 1, 2023.

1% GCG Report, p. 37 (Jan. 15, 2022).
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Regarding the use of a RAM, GWA should provide a fully executable version of its RAM
that allows users to easily input data into the model without unreasonable restrictions; or in the
alternative, provide training for PUC and its consultants on how to properly and fully utilize the
RAM’s capabilities. GWA shall further provide a basic “user manual”, and corresponding
testimony regarding how the model illustrates certain data and calculations.

Further, based on the record before the Commission and the foregoing discussions herein,
the ALJ made the following additional recommendations to the Commission: Regarding the
Legislative Surcharge, the ALJ recommends implementing the following rates, as proposed by
GWA: 3.7% in FY2022; 3.5% in FY2023; and 3.4% in FY2024. Regarding the Navy’s
wastewater rate, GWA has agreed to align the Navy’s wastewater rates to those of Government
of Guam and airport accounts.””  Accordingly, the ALJ recommended the authorization to
modify the Navy’s volumetric wastewater rate from $12.80 to $12.65 per kgal.

In addition, with respect to the redesign of GWA’s rate structure, the ALJ recommended
reviewing the new rate structure at a later time. With respect to GWA’s proposed Affordability
Program, or CAP, the ALJ recommended that this program should be examined and considered
in a separate proceeding. GWA should work with ALJ and the PUC’s consultants in more fully
developing the program, obtaining any required legislative approvals or statutory amendments,
and holding public hearings, so as the strengthen the government and public support for such a
program. The first of such work sessions shall be scheduled in September, 2022.

Moreover, with respect to the issue concerning GWA’s debt service coverage, the ALJ
recommended that for its Five Year Financial Plan, GWA should be temporarily authorized to

utilize a debt service coverage ratio of no less than 1.3x.

17 Rothstein Testimony, p. 23 (Dec. 3, 2021).
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With respect to water loss, GWA should be permitted to proceed with the projects and
programs indicated in its Water Loss study, including implementation of the prescribed DMA
program. GWA should also provide the PUC with quarterly reports which indicate: (1) the
quantity of non-revenue water and percentage of such non-revenue water during the quarter, with
a comparison of non-revenue water during the previous 12 months; (2) water loss programs that
are underway and their status; (3) upcoming water loss programs that are scheduled; (4) any
problems, delays, or other issues affecting the programs and proposed solutions for
corrections.'”® The first of such report shall be submitted on September 30, 2022.

Regarding GWA’s Commercial Paper Program, GWA should provide the PUC with an
update on the status of obtaining the necessary approvals that would allow GWA to employ
commercial paper for prospective capital financing. This update should be submitted to the PUC
by September 30, 2022.

The recommendations made therein were intended to support GWA as it moves forward
with critical capital improvement projects and to allow the agency to adopt policies that support
GWA'’s long term strategic financial planning targets. The ALJ further expected GWA to
continue its cost containment measures. The ALJ noted that while the recommendation made
herein is to defer implementatioﬁ of an affordability program and to defer redesigning GWA’s
rate structure at this time, the ALJ recognized GWA’s concerns related to water affordability for
its ratepayers, allowing GWA to ensure that all of its customers can afford these basic services.

The Commission hereby adopts the findings in the May 13, 2022 Findings of Fact and

Conclusions of Law for Phase 2 Proceedings and therefore issues the following.

1% GCG Report, p. 60 (Oct. 22, 2021).
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ORDERING PROVISIONS

During this rate proceeding GWA represented that the Government of Guam would
provide American Rescue Plan Act funds to GWA in the amount of $12.4 million. The
following provisions assume GWA’s receipt of such funds. Accordingly, upon careful
consideration of the record herein, and for good cause shown, on motion duly made, seconded
and carried by the affirmative vote of the undersigned Commissioners, the Commission hereby
ORDERS the following:

1. All rulings and orders of the ALJ in this proceeding are CONFIRMED and
RATIFIED. All motions not heretofore granted or denied are hereby DENIED.

2. GWA is authorized to implement the following: Effective October 1, 2022, for
FY2023, water and wastewater rates shall be subject to an across-the-board 5.5% increase;
Effective October 1, 2023, for FY2024, water and wastewater rates shall be subject to an across-
the-board 5.5% increase. There shall be no change in the Lifeline rates for FY2023 and FY2024.

3. GWA is authorized to implement the following rates for the Legislative
Surcharge: 3.5% in FY2023; and 3.4% in FY2024.

4, GWA is authorized to modify the Navy’s volumetric wastewater rate to align with
the approved Government Account volumetric wastewater rate.

3 For its Five Year Financial Plan, GWA is temporarily authorized to utilize a debt
service coverage ratio of no less than 1.3x.

6. A True-Up filing for FY2023 is not required.

¥ No rate case filing for FY2024 shall be required; however, a True-Up projection

for FY2024 shall be provided by June 1, 2023.
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8. No rate structure changes to GWA’s existing water and wastewater rates are
authorized in this proceeding.

9. Regarding capitalized labor, GWA will implement the protocols contained in the
March 2021 Capitalized Labor Expense Study filed in response to the January 17, 2020
Stipulation filed in this docket.

10.  The Affordability Program (“CAP”) as requested by GWA in this proceeding is
deferred. GWA shall work to secure a source of local or federal funding for CAP while also
securing any needed legislation.

11. GWA shall proceed with the projects and programs identified in its Water Loss
rstudy, including implementation of the prescribed DMA program. GWA shall provide the PUC
with semi-annual reports using metrics prescribed by the AWWA Water Loss Control
Committee, which specifically indicate: (1) Real Loss Reduction (MG) with a comparison of
Real Loss Reduction (MG) during the previous twelve months; (2) Real Loss as a percentage of
Water Supplied with a comparison of Real Loss as a percentage of Water Supplied during the
previous 12 months; (3) Demand Metering Areas that are underway and their status;
(4) upcoming Demand Metering Areas that are scheduled; (5) any problems, delays, or other
issues affecting the programs and proposed solutions for corrections. For FY2022, this report
shall be due within 60 days or by November 30, 2022.

12. GWA shall provide the PUC with an update on the status of obtaining the
necessary approvals that would allow GWA to employ commercial paper for prospective capital
financing. This update shall be submitted to the PUC by January 1, 2023.

13. GWA shall provide annual information to the PUC, under the guidance of an
ALJ, in a format and schedule acceptable regarding all allocations of all grant monies received
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and scheduled to be received. The report shall be due within 60 days after the end of each fiscal
year.

14. GWA shall provide a report to the PUC, on or before January 1, 2023, detailing
the status of the U.S. E.P.A. proceedings and investigations.

15. GWA indicated in this proceeding that $11.4 million in the Rate Stabilization
Fund would be made available through FY2024. GWA shall provide the PUC with a report by
July 1, 2023 regarding the proposed uses of such funds.

16.  This Commission shall continue to keep this docket open in order to oversee all
proceedings and execution of the ordering provisions referenced in this Decision.

17.  GWA is ordered to pay the Commission’s regulatory fees and expenses,
including, and without limitation, consulting and counsel fees and the fees and expenses of
conducting hearings held in these proceedings. Assessment of the PUC’s regulatory fees and
expenses is authorized pursuant to 12 G.C.A. §§12103(b) and 12125(b), and Rule 40 of the

Rules of Practice and Procedure before the Public Utilities Commission.

[SIGNATURES TO FOLLOW ON NEXT PAGE)]
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SO ORDERED this 22™ day of September, 2022.

og

JEFFREY C. JOHNSON .
Chairman Commissioner

S —C
JOSttPH M. MCDONALD PEDRO GUERRERO
Commissioner Commissioner

A1

MICHAEL A. PANGELINAN PETER MONTINOLA
Commissioner Commissioner

///L/L/MA

DO IS FLORES BROOKS
Commissioner
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