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Background

GWA and the PUC Consultant Georgetown Consulting Group were able to resolve the
issues in this rate case through Stipulations entered into on January 17, 2020.1 The
Parties intend such Stipulations to be a resolution of current issues concerning the rate
case. The PUC adopts the ALJ Report filed herein on February 24, 2020, including the
Background, Stipulations, and Analysis sections.?

Determinations

1. In accordance with the Stipulations entered into by the Parties, the PUC should
approve the Stipulations and order the Parties, GWA and GCG, to fully perform their
obligations and duties under the Stipulations. A true and correct copy of said
Stipulations is attached hereto as Exhibit “1”.

2. On February 12, 2020, GWA and GCG both submitted detailed briefs which more
fully explained the Stipulations entered into and the justifications for their provisions.
The analyses contained therein adequately explain the bases for the Stipulations. The
Parties also presented summaries of their positions at the PUC Work Session on
February 19, 2020.

3. At the Work Session scheduled on February 19, 2020, GWA and GCG confirmed on
the record that they will adhere to every provision in the Stipulations and carry out
their obligations under the Stipulations.

4. The Stipulations were bargained at arms-length by the Parties and represent a full
and final resolution of presently pending issues in the rate case. Each of the
Stipulations has a reasonable basis and plausible justification. The agreements reached
by the Parties are appropriate and supportable. The PUC should approve the
Stipulations.

- —— -5 -GWA and PUC have complied-withnotice-and-other requirements-of the Ratepayer— - ———————
Bill of Rights. There is a requirement under the Ratepayer Bill of Rights that must be
satisfied before the PUC can properly address a petition for rate increase. 12 GCA
§12102.2(d) requires that the PUC, in determining approval of any proposed rate
increase, take into account the results of required staffing pattern and manpower

1 Stipulations of the Guam Waterworks Authority and Georgetown Consulting Group on behalf of the
Public Utilities Commission of Guam, GWA Docket 19-08, dated January 17, 2020.
2 ALJ Report, GWA Docket 19-08, dated February 24, 2020.



studies.?

6. The statute requires that such study compare GWA with at least four (4) comparable
utilities in the U.S. Mainland. The statutory requirements were complied with: on
February 18, 2020, GCG filed the Guam Waterworks Authority Staffing Study in

this Docket.* GCG compared GWA to a cross-section of AWWA water and
wastewater utilities. Although GCG found that GWA may be overstaffed in
comparison to the mainland utilities, it determined that, for various reasons, the

study results were not reliable at the present time.

7. GCG recommends at this time that no adjustment to the staffing related revenue
requirements be made for FY 2020-2021. PUC supports this recommendation. GWA is
not comparable to mainland water/wastewater utilities, as city or county
governments often provide services to such entities (unlike GWA). A more detailed
staffing study will be performed to support the FY2022 Comprehensive Review and
Update of GWA's financial plan. The study should be completed by March 31, 2021.

8. Inits brief, GWA addressed certain procedural aspects of the process concerning
the rate case proceedings and was concerned about the length of time that it has taken
to resolve the case and the level of scrutiny. GWA submits that time to resolve this case
will be 236 days from the filing of its petition on July 6, 2019, implying that there was
inordinate delay in resolving the case. This was a complex rate case; the PUC does not
find that there was inordinate delay in this proceeding.

9. 12 GCA Sec. 12119 provides: “Failure of the Commission to act upon a rate request
change within one hundred twenty (120) days of final filing shall be deemed a final
order denying said rate request change for the purposes of this Section.” (emphasis
added). Should GWA insist that the one-hundred-and-twenty-day period expired
before the rate case was addressed, the only result would be an order denying any rate
relief.>

10. Rule 24 (e) of the PUC Rules of Practice and Procedure provides that “the
Commission shall act on a utility’s application for rate change within one hundred
twenty days after the final filing by the utility of all documentation, including
responses to discovery, as may be necessary to support the application; provided,
however that the ALJ shall make the determination of when this “final filing” has
occurred.” (emphasis added).

11. GWA never requested a determination from the ALJ as to when a “final” filing
occurred. There is no “final filing” which commences the running of the 120 days until
all responses to discovery are filed. There was a discovery conference between the
********** parties-on-September 18, 2019.-As late-as October 16, 2019, GCG-was sending -discovery ——— ———
responses to GWA's Requests for Information. Furthermore, the Combined Proposed
Schedule of the parties provided for filing by GWA of a second set of Requests for
Information on January 6, 2020, and GCG responses to GWA's second set of RFI’s by
January 22, 2020. Under Rule 24 (a), the one hundred and twenty day would not start

312 GCA §12102.2(d).

* Georgetown Consulting Group, Inc., Guam Waterworks Authority Staffing Study, GWA Docket 19-08,
filed February 18, 2020.

512 GCA Sec. 12119.



to run before October 15, 2019, and arguably not until GCG submitted responses to
discovery on January 22, 2020.

12. As GCG outlined at the Work Session on February 19, 2020, GWA did not provide a
Rate Study (rate design analysis) or a cost of service analysis in this docket. It has long
been established that a rate study and cost of service analysis are fundamental to
regulatory rate proceedings. Both GCG and the ALJ indicated on the record in this
proceeding that these studies should ordinarily be a part of a petition to increase rates.
GCG has indicated that the length of these proceedings was caused by the need to
supplement the record with information that GWA did not provide. Although GWA
claims that it met all of the filing requirements, in the 2009 rate case, GWA committed to
future rate design changes based upon a Cost of Service Study by July 2011.6

13. Given the complex number of issues in the case, the length of the proceedings has
not been unreasonable. The Financial Plan included three new debt series issues in
2019, 2022 and 2023. The proceeding included such diverse issues as the magnitude of
recurring user rate increases, large debt financings, construction budget prioritization,
water loss reduction measures and consumer affordability. There were issues
concerning alternative debt financing measures, reduction of debt service coverage
ratios, and capitalized interest and principal deferral in bond issuances.

14. As to the level of PUC scrutiny in this case, a third GWA rate plan, which would
increase rates by 44% over five years, had to be examined carefully and critically.
GWA’s Twenty-Year Water Resources Master Plan Update proposed a continuing
series of rate increases over the twenty-year period of between 4 and 5% annually.
Another major concern was that the 58% non-revenue water loss has not improved over
many years. Thus, this case justified a high level of PUC scrutiny.

15. The Stipulations embody workable solutions which will provide GWA with
sufficient revenues to fund its capital improvement programs. A very detailed plan
has been adopted to address the water loss issue.

16. In its Petition, GWA had originally proposed a rate increase of 10% for FY2020 and
8.5% for 2021. The Stipulation now provides that the agreed increase for Water and
Wastewater base rates for FY2020 will be 5% and 5% for FY2021. All FY2020-2021 rates
are to be applied across-the-board to all rate classes with no change in the lifeline rates
during FY2020 or FY2021.7

17. These rate revenue increases will be adequate to support GWA operations and
maintenance. The two-year cumulative increase has been reduced from 18.5% to 10%, a
45% decrease. The reduction of the original rate request of GWA will result in savings
-— —— totheratepayers of $10 to $15million8 - —— ——-——+——- —-— — — - —

18. An issue that GWA raised for the first time in its February 12, 2020, brief, and its
presentation before the PUC on February 19,2020, was that the PUC should grant it
“compression” on the rate increase for FY 2020. According to GWA, if a 5% rate

¢ GWA Docket 09-03, July 27, 2009, GPUC Rate Decision and supporting July 14, 2009, Stipulation,
paragraph 8.

7 GCG Presentation before the PUC on February 19, 2020.

8 1Id.




increase were now granted by the PUC effective March 1, 2020, GWA will have been
denied the benefit of the increase for the first five months of fiscal year 2020.

19. Based upon approval by the PUC of an FY2020 rate increase effective March 1,
2020, GWA is requesting that an increase of 8.57 percent to basic charges and non-
lifeline rates be effective on that date and an FY2021 increase of 2%.9

20. GWA never presented this request to GCG in the negotiations of the Stipulations.
Larry Gawlik of GCG stated at the February 19, 2020, Work Session that there was no
discussion on compression included in the Stipulations. GWA GM Miguel Bordallo
admitted during the Work Session that it was an “oversight” not to include
“compression” in the Stipulations. Compression is not mentioned or included within
the Stipulations. It is not appropriate to impose compression when it was not
specifically referenced or agreed to in the Stipulations.

21. The specific provision in the Stipulation which addresses when the FY2020 Base
Rate Increase will become effective states as follows: “The rate increase for FY2020 will
take place upon the PUC issuing a final order in Docket No. 19-08...”7.10 GWA's
position would essentially make the rate increase effective October 1, 2019, which is
directly contrary to the express language of the Stipulations.

22. In the sentence preceding the above provision, the Stipulations state that the Parties
agree to a base rate increase of 5% in FY2020. However, that sentence does not indicate
when the base rate becomes effective. The provision previously cited directly addresses
that issue and controls general language concerning a 5% increase in FY2020. The
Appendix A Proforma also does not specifically address compression nor indicate when
the FY2020 proposed rates will go into effect.

23. The PUC should deny GWA’s request for compression and adopt the position of
GCG. Had the Parties discussed and agreed to “compression” there would have been a
Stipulation on this issue. The fact that there was not a stipulation indicates that there
was no such agreement. An 8.57% rate increase implemented now, immediately, would
not be in the best interest of ratepayers.

24. The target increases now provided for in F¥2022 through 2024 are 5.50% for
FY2022, 3% for FY2023, and 2.5% for FY2024. However, such rates are “subject to
Adjustment.”!!  The FY2022 through FY2024 rates are “proforma”, “based on the best
estimates that the Parties currently have.” These “proforma” rates will be “subject to
redetermination after the analytical studies in FY2021 are completed and the FY 2022
Comprehensive Review and Update of GWA's Financial Plan completed.”12

ffffff 25.. Rates cannot be set now for FY2022-2024 as there is simply an insufficient record to- —— — — — -
enable the Parties to set such rates at the present. That is why GWA is being required to
conduct the six analytical studies set forth in the Stipulations.

9 GWA Position Statement on Stipulation, pg. 3.

10 Stipulations, pg. 7.

11 GWA Presentation to the Consolidated Commission on Utilities, Regular Meeting, January 28, 2019, at
p- 64 of the CCU Board Packet.

12 GCG GPUC Workshop Briefing, pg. 3.




26. The PUC should approve the proposed for FY2020 and 2021 as “just” and
“reasonable” pursuant to 12 GCA §§ 12116 and 12118. The rates appear to be based
upon a reasonable determination of GWA’s revenue needs and the cost of the CIP
program. The agreement of the Parties to reduce the original rate requests indicates
that the interests of the ratepayers have been considered and respected.

27. The Water Loss Reduction Program is one of the most significant aspects of the
Stipulations. GWA’s Rate petition did not include a defined water loss reduction
program for the purposes of reducing water loss levels. The Stipulation deals with the
substantial problem of water loss at a level of 55-58% that has adversely affected GWA’s
operations for over 40 years.

28. The program includes a comprehensive systemwide water loss reduction
assessment and program designed to provide meaningful reductions in water loss
volumes (kGal). A water loss reduction plan, including annual loss reduction targets,
will be completed and submitted by March 31, 2021, to be considered by PUC in the
update to GWA’s Five-Year Plan.!3 In FY 2020-2021, GWA will include water loss
reduction project spending of no less than $14M.14 FY2020 and 2021 production
volumes will be adjusted based on projected non-revenue water reduction of 2% of
actual FY2019 production and 2.75% of FY2020 production respectively.’> Measures
agreed to in the Stipulations will be undertaken to reduce GWA water loss by 20% over
the five-year period.

29. The Stipulations address GWA's Capital Financing process. There are presently
two separate debt service coverage ratio calculates applicable to GWA's debt
borrowing: the bond indenture coverage ratio of 1.25x coverage and the PUC 1.75x
coverage target pursuant to the PUC’s FY 2005 Rate Order, with the inclusion of
Working Capital Reserve fund balances per CCU policy.16

30. The Parties have agreed that the dual calculations are “uncommon among water
system debt issuers”, and that a simpler debt service coverage ratio standard should be
adopted.’” The PUC 1.75x standard may exceed coverage levels required for
comparable and even more favorably rated water system issuers.!® Such a standard is a
difficult barrier to meet, and in this case would require tremendous rate increases.!?
Therefore, the Parties both recommend that the CCU and PUC provide any necessary
policy changes that will allow for the adoption of a 1.40x debt service coverage ratio.

31. Adoption of this 1.40x standard will end certain confusion that presently exists, and
further provide a standard that is easier to apply and is more acceptable in the national
credit market.

-32. ‘The Parties-have further adopted-certain-agreements asto the Revenue Bond Debt - - - -

Structure that will be used for the proposed $134M bond issuance. The first is that the

131d. at pg. 9.

14 Stipulations, pg. 9.

151d.

16 GWA Position Statement on Stipulation, pg. 10.

71d.

15 1d.

19 Statement of Larry Gawlik at PUC Work Session on February 19, 2020.




bond issuance will be structured with two years of capitalized interest. There are
arguments for and against capitalization of interest. Such capitalization more closely
aligns ratepayer benefit from capital projects with their actual availability. Capitalized
interest is generally accepted in regulatory settings as a means to align debt payment
obligations to asset in-service dates, and thereby nominally matches revenues and
expense.20

33. Capitalizing costs may place additional pressure on rates outside the current rate
application period.?! Such capitalization merely defers principal payments and will
thereafter result in a rate bump or increase when principal/interest payments become
due.?? However, it is clear that, without such capitalization, there would be a more
immediate rate impact, and rates would have to increase to enable the bond debt
service to be paid. The PUC should approve capitalization of interest for a period of
two-years.

34. Similarly, the Parties assume that principal payments will be deferred for five years
with the upcoming bond issuance. This will defer the rate impact. In this case, if
principal payments were not deferred, there would be a “rate bump” in FY2022. The
purpose of deferral is “rate smoothing.”? However, deferral of principal will result in
interest being paid on the deferral.24

35. The five-year deferral of principal payments is justified as a part of the overall rate
package. Such deferral will avoid an immediate rate impact during this five-year rate
period. It is an appropriate part of the overall rate plan that the Parties have crafted.

36. The Parties have also agreed that GWA will explore alternatives to bond financing,
such as tax-exempt commercial paper and lines of credit, for future capital borrowing
needs. It makes sense for GWA to consider other forms of financing that could reduce
the cost of borrowing. These alternatives will require further consideration and
approval by CCU, PUC, and possibly the Guam Legislature.

37. There are currently pending negotiations between GWA and USEPA concerning a
Consent Decree. GWA will likely agree with USEPA to capital programs and projects
with spending commitments that will impact future rate revenue requirements. In the
Stipulations, the Parties have agreed that, upon completion of substantive Consent
Decree negotiations with USEPA, GWA will provide a detailed briefing on the
proposed decree to the PUC. The briefing will outline, among other matters, potential
GWA spending commitments that will impact future rate revenue requirements and to
provide a comparison to what was projected in GWA'’s Five-Year Financial Plan.?5 This
provision in the Stipulations should be approved.

-~ --- 38 The ALJ and GWA do not presently agree whether GWA is required to obtain prior -~ -
approval of its settlement agreement with USEPA before entering into the Consent
Decree. It is the ALJ’s position that prior PUC approval of such settlement agreement is

2 GWA Position Statement on Stipulation, pg. 12.

2 1d.

2 Statement of Larry Gawlik at PUC Work Session on February 19, 2020.
=1d.

2 Statement of Eric Rothstein at PUC Work Session on February 19, 2020.
& Stipulations, pg. 11.




required under Guam statute and the GWA-PUC Contract Review Protocol. 12 GCA
Sec. 12105 (e)(1) requires PUC approval of any contract or obligation which could
increase rates prior to entry into such contract by GWA. Furthermore, the Contract

Review Protocol requires prior PUC review of any contract or obligation which exceeds
$1,000,000.

39. This remains an open issue in this Docket. The PUC retains jurisdiction over such
issue and reserves the right to later decide whether PUC prior approval of the Consent
Decree Settlement is required pursuant to statute and the Contract Review Protocol.

Ordering Provisions

After careful review and consideration of the above determinations, the Report and
Recommendations of the AL]J, and the Stipulations and the record herein, for good
cause shown, on motion duly made, seconded and carried by the undersigned
Commissioners, the Guam Public Utilities Commission HEREBY ORDERS THAT:

1. All rulings and orders of the ALJ in this proceeding are confirmed and ratified.
All motions not heretofore granted or denied are denied. No other matters
currently require discussion.

2. The Stipulations of the Guam Waterworks Authority and Georgetown Consulting
Group, on behalf of the Public Utilities Commission of Guam, entered into by the
Parties on January 17, 2020 and attached hereto as Exhibit “1”, are hereby
approved and adopted by the PUC.

3. The Parties are hereby ordered and directed to perform and carry out all
obligations and duties set forth in the Stipulations.

4. GWA is awarded water and wastewater base rate increases of 5.0% in FY2020 and
5.0% in FY2021. The rate increase for FY2020 will be effective upon the issuance
of this Decision by the PUC. The FY2021 increase will take effect on October 1,
2020. There shall be no change in the “lifeline” rate for FY2020 and FY2021.

5. Based upon the information received by the PUC as of the date of this Decision,
the rates proposed by the Parties are “just” and “reasonable” pursuant to 12 GCA
§§ 12116 and 12118.

6. GWA and GCG have agreed to “proforma” rates for FY2022, 2023, and 2024.
However, such rates are not “final” at the present time. Based upon the studies
that GWA has agreed to undertake, and the submission of information required
777777777777 by the Stipulations, the PUC will undertake-an FY2022 Comprehensive Review — — —~———~
and Update to GWA'’s Five-Year Financial Plan. The final rates for those fiscal
years will be determined by the PUC based upon the resulis of the studies to be
performed.

7. In accordance with the Stipulations, GWA shall undertake various analytical
studies to support the FY2022 Comprehensive Review and Update of GWA's
Financial Plan and the subsequent annual rate review processes for FY2023 and
2024. The required studies include 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.

8. On or before May 1, 2021, GWA will file its FY2022 Comprehensive Review and
Update to GWA's 5-Year Financial Plan which will compare its forecast to actual
performance of GWA revenues and expense categories. Such update will include
an analysis of how the Demand Forecast, Water Loss Reduction, Cost of Service
study, Affordability study, Financing study and other analyses should be
incorporated into the Five-Year Financial Plan.

9. GWA shall complete all analytical studies referenced in the Stipulations and file
them with the PUC no later than March 31, 2021, to support a Comprehensive
Review and Update of GWA'’s Financial Plan.

10. GWA shall comply with its agreement to undertake a comprehensive system
wide Water Loss Reduction program designed to provide meaningful reductions
in annual water loss volumes (kGal). The annual non-revenue water loss of 55-
58%, according to GCG, is “the single most important issue confronting GWA.”
GCG estimates that these water losses cost Guam consumers an excess of $10-$12
million annually in terms of variable cost of water system operations. Future
investments for oversizing facilities can be avoided by reducing water loss.

11. GWA shall continue its ongoing loss reduction field work with Water Systems
Optimization, Inc. GWA will identify water loss reduction projects in accordance
with the Stipulations. A Water Loss Reduction Plan, including annual loss
reduction targets, will be completed and submitted by GWA to the PUC by
March 31, 2021, to be considered in the update of GWA's Five-Year Plan.

12. In FY2020-2021, GWA will include water loss reduction project spending of no
less than $14M.

13. GWA shall adjust its FY2020 and 2021 water production volumes based on
projected non-revenue water reduction of 2% of actual FY2019 production and
2.75% of actual FY2020 production respectively. GWA will undertake all
measures agreed to in the Stipulations to reduce GWA water loss by 20% over the
Five-Year period.

14. GWA shall investigate the availability and relative cost of alternative debt
-~ —-— - —— instruments such as letters-of-credit-and surety bonds to fund debt service -~ - ——— — ——
reserves in lieu of bond financing required reserves through debt issuance
proceeds. If such options are determined to be viable and economical, GWA shall
recommend to the CCU, Legislature and PUC the approval of such option(s) for
meeting debt service reserve fund requirements as delineated in GWA's
Indenture. :

15. GWA shall investigate the availability and relative cost of the use of commercial
paper and lines of credit to finance the ongoing capital construction program
following issuance of its Series 2020 revenue bonds. GWA shall complete such




activities in a timely manner to allow adjustment to FY2022-2024 rates in
conjunction with the FY2022 Comprehensive Review and Update of GWA's
Financial Plan. GWA will provide to the CCU and PUC detailed submissions and
briefings on all documentation required for the FY2022 Comprehensive Review
and Update to GWA’s Five-Year Financial Plan. These submissions and detailed
briefings on the submissions, and the GWA rate model adjustments, will be
provided to the CCU and PUC by May 1, 2021.

16. Both GWA and GCG will support policy changes that create one standard for
debt service coverage at 1.40x debt service coverage.

17. The Parties shall use best efforts to revise the CCU policy (Resolution No. 21-
FY2014) that establishes a cash reserve for the purpose of meeting PUC’s current
established Aggregate Debt Service Coverage Ratio of 1.75x. Such revision will
mean that net revenues are not supplemented with cash reserves.

18. The Parties will also use best efforts to revise and clarify the PUC Order, Docket
04-01, FY2005 Rate Order, that establishes a minimum 1.75x coverage ratio for
setting just and reasonable rates.

19. 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.

20. GWA's $134 million Series 2020 bond issue will be structured with a term of
thirty (30) years, two (2) years of capitalized interest, assumed to be issued at an
average coupon rate of five percent (5%) with cost of issuance equal to two
percent (2%) of par. For the Series 2020 bonds principal payments will be
deferred for a five (5) year period.

21. GWA will re-program all existing non-committed bond fund balances (from its
past three issues), in an amount of no less than $2.7 million, to its capital program,
subject to the applicable PUC review procedures and will provide a priority
consideration in funding with reprogramed funds non-revenue water projects.

22. GWA will use its best efforts to enter into a zero-cost “water exchange” program
with Navy. If unable to do so, GWA will prioritize reducing the amount of water
purchased from the US Navy and undertake the necessary construction to
eliminate Navy water (if supported by a large benefit-cost ratio supporting such
construction).

23. GWA will ensure that the new SCADA system is designed to assist GWA in the

- - -~ identification and detection of waterlosses and the prioritizationand targetingof - - — -~

water loss projects.

24. Upon completion of substantive Consent Decree negotiations with USEPA, GWA
will provide a detailed briefing on the proposed decree to the PUC. This briefing
will outline, among other matters, potential GWA spending commitments that
will impact future rate revenue requirements and provide a comparison to what
was projected in GWA's Five-Year Financial Plan.




25. The ALJ and GWA do not presently agree as to whether prior PUC approval of
the
GWA- USEPA Consent Decree Settlement Agreement is required by Guam
statute
and the Contract Review Protocol. This remains an open issue in this Docket.
The
PUC retains jurisdiction over such issue and reserves the right to later decide
whether PUC prior approval of the Consent Decree Settlement is required
pursuant
to statute and the Contract Review Protocol.

26. GWA is ordered to pay the Commission’s regulatory fees and expenses,
including, without limitation, consulting and counsel fees and the fees and
expenses of conducting the hearing proceedings. Assessment of PUC’s
regulatory fees and expenses is authorized pursuant to 12 GCA §§ 12103(b) and
12125(b), and Rule 40 of the Rules of Practice and Procedure before the Public
Utilities Commission.

27. PUC will keep this docket open in order to conduct all proceedings referenced in
the Stipulation. The ALJ is authorized and directed to oversee such
administrative tasks and to issue such administrative orders as may be reasonable
and necessary to implement this Decision.

[SIGNATURES TO FOLLOW ON NEXT PAGE]
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Dated this 27" day of February, 2020.

IO — Ce7

]effre§r C“.)]ohnson Rovmvw{erez-(?amacho\
Chairman Co iSsioner

Joseph M. McDonald

Commissioner

Peter Montinola Dori,s Pl(;res Brooks
Commissioner Commissioner

Pedro S.N. Guerrero
Commissioner
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BEFORE THE GUAM PUBLIC UTILITIES COMMISSION

IN RE: PETITION FOR APPROVAL OF
GWA’S THIRD FIVE-YEAR
FINANCIAL PLAN.

DOCKET NUMBER NO. 19-08

)
) STIPULATIONS OF THE GUAM

) WATERWORKS AUTHORITY AND

) GEORGETOWN CONSULTING GROUP
} ONBEHALF OF THE PUBLIC UTILITY
} COMMISSION OF GUAM

)

PROPOSED STIPULATION

The GUAM WATERWORKS AUTHORITY (hereinafier “GWA") and GEORGETOWN
CONSULTING GROUP, INC. (hereinafier “GCG ") (hereinafter both jointly referred to as the
“Parties”), hereby agree and stipulate to recommend the following to the GUAM PUBLIC
UTILITIES COMMISSION (hereinafter “PUC") for approval in Docket No. 19-08:

PREAMBLE

Whereas GWA published notice in a local paper of its intent to request PUC approval of

water and sewer rate increases above existing lariffs on April 6, 2019; and

Whereas GWA conducted no less than seven (7) public hearings over the subsequent
weeks, provided notice in the May 2019 customer billing cycle, and gave notice in the paper on
June 6, 2019; and

Whereas the Guam Consolidated Commission on Utilities (CCU) under its budgetary
authority in Public Law 26-76, by Resolution No. 36-FY 2019, approved filing of GWA s Five-
Year Financial Plan on June 5, 2019; and

Whereas GWA petitioned the PUC on July 6, 2019 for approval of its Five-Year Financial
Plan and rate relief and submitted a complete application for rate relief in conformance with
applicable PUC rules (Part 4: Application for Rate Relief, Rules 19 -21); and

Whereas, GCG was authorized by the PUC to serve as Technical Consultants on April
23, 2019 in Docket No. 19-08 to review GWA s Petition and GCG reviewed GWA'’s Petition and

rate filing information; and

Exhibit "1"




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26

27 ]

28

29

30

31

32

Whereas, the PUC has indicated that it will schedule a public meeting in February 2020
to hear testimony from and receive a briefing on the recommended stipulation between GWA and

GCG concerning GWA's Five-Year Financial Plan and rate appfication; and

Whereas, the Parties jointly recommend that a series of studies be undertaken to provide
the PUC critical information upon which to consider adjustments to its FY 2020 - 2024 financial
plan; and

Whereas, the Parties jointly recommend that the annual rate review process before the
PUC be omitted in FY 2021 and be modified in FY 2022 to provide for a Comprehensive Review
and Update of GWA'’s Financial Plan taking into account the special studies agreed upon in this
Stipulation. The Comprehensive Review and Update of GWA’s Financial Plan will be used to
adjust rates for FY 2022 — FY 2024.

NOW THEREFORE, the Parties Agree to the following Stipulated Provisions which it
recommends for approval by the PUC:

STIPULATED PROVISIONS

[.  Analytical Studies to be Undertaken to Support the FY 2022 Comprehensive
Review and Update of GWA’s Financial Plan and subsequent annual rate

review processes.

The following studies must be completed by GWA and filed with the PUC no later than
March 31, 2021 for consideration by the PUC in support of a Comprehensive Review and
Update of GWA’s Financial Plan (as described further below). The studies will be subject to

appropriate review and analysis by each Party. The studies include:

1. Demand Forecasting — GWA must prepare a comprehensive econometric forecast
of water sale volumes (kGal) by customer class using a methodology similar to the method used
by the Guam Power Authority (GPA) to prepare its electricity sales forecast. GWA may elect to
work with GPA in producing this forecast.

a. The forecast will consider, as deemed appropriate, variables such as: weather,
measures of economic activity, population, construction, water appliance
efficiency and conservation measures, tourism and other variables considered

relevant.
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2.

measures including accelerating planned water line replacements, implementation of district

b. GWA will consider, as deemed appropriate, modeling the hotel class by individual

customer for the largest 10 - 20 customers and meeting with local hotel facility
managers about plans such as expansion and water conservation measures and
equipment that they plan to install within the next five (5) years. GWA will
consider, as deemed appropriate, the relationship between hotel water
consumption, tourist arrivals and room occupancy.

Related projections of GWA water production will be prepared specifically to
include consideration of demonstrated impacts of GWA’s water loss management

initiatives,

. The study must be completed no later than March 31, 2021 for consideration by

the PUC in the FY 2022 Comprehensive Review and Update to GWA’s Five-Year

Financial Plan.

Water Loss Reduction ~ GWA will advance and expand water loss reduction

metering areas and other high priority measures.

a. GWA will undertake a comprehensive systemwide water loss reduction program

designed to provide meaningful reductions in annual water loss volumes (kGal)
deemed to be economically justifiable. The Parties agree that any water loss
reduction project shown in the analytical study to have a benefit-cost ratio above
1.25 will be accelerated to the extent practicable.

GWA will continue its ongoing loss reduction field work with Water Systems
Optimization, Inc. (WSO), or other experts, for the purpose of identifying
implementable loss reduction measures and appropriate loss reduction targets for
its water system. GWA will evaluate calendar year 2020 outcomes of water loss
reduction efforts in district metering areas for consideration in making adjustments
to its FY 2022 — 2024 water production and variable expense estimates.

GWA will identify water loss reduction projects and the corresponding benefit- |
cost ratio associated with each project and will rank each water loss reduction
project with a benefit-cost ratio above 1.0 from the highest to the lowest.
Documentation of water loss reductions achieved for the period and a
comprehensive five (5) year (FY 2022 —2026) water loss reduction plan (inclusive

of annual loss reduction targets using appropriate and industry standard metrics)
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will be completed and submitted no later than March 31, 2021 for consideration
by the PUC in the FY 2022 Comprehensive Review and Update to GWA’s Five-
Year Financial Plan.

d. Annually, GWA will provide to the PUC information on results achieved, allowing
the PUC to actively monitor and independently verify GWA’s progress in water
system loss reduction and its undertaking of the water loss reduction projects
stipulated to in this proceeding. The annual report will be prepared in a form
mutually agreeable by the Parties. These annual updates will include the
identification of potential barriers to achievement of loss reduction targets and

identification of any corrective actions required to ensure the targets are achieved.

3. Cost of Service/Rate Design - GWA must conduct a water and wastewater cost of
service and rate design (COS) study that independently examines the allocation of costs to all
customer classes of both the water and wastewater systems employing analysis methodologies as
outlined in the American Water Works Association’s (AWWA) and Water Environment
Federation’s (WEF) manuals of standard practice.’

a. The COS study will examine GWA’s current allocation of costs to its various
water and wastewater customer classifications and present alternatives to GWA’s
current rate designs to support low-income affordability and water conservation
objectives. The study must be completed and submitted to the PUC to support the
FY 2022 Comprehensive Review and Update to GWA’s Five-Year Financial Plan.

4. Affordability - GWA will prepare an evaluation of household water affordability
using measures as outlined in the AWWA/NACWAZ/WEF report submitted to EPA in May
2019, and will prepare Financial Capability Assessment (FCA) information using its
recommendations.

a. In conjunction with GWA’s COS study, GWA will prepare an evaluation of

I AWWA Manual of Practice (M1), Principles of Water Rates, Fees and Charges, 7" Edition and WEF Manual of
Practice (No. 27), Financing and Charges for Waslewater Systems, 4™ Edition.

2 National Association of Clean Water Agencies (NACWA).

3 “Developing a Framework for Household Affordability and Financial Capability Assessment in the Water Sector,”
prepared by Raftelis, Galardi Rothstein Group, and Corona Consulting for the American Water Works Association,
National Association of Clean Water Agencies, and Water Environment Federation, completed in April 2019 and
submitted to US EPA in May 2019.
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5.

design of a Customer Assistance Program and revision of its current residential
lifeline rate structure. The study will consider alternative low-income Customer
Assistance Programs (CAP) and the financing of such programs (intra- and intez-

class subsidies) as well as rate design alternatives.

. The Parties agree that reasonable efforts will be made to provide for water rates

that result in an improvement in the affordability of basic water service and
consider cost impacts of all Guam utilities on low-income customers. The study
will be completed and submitted no later than March 31, 2021 to the PUC to
support the FY 2022 Comprehensive Review and Update to GWA's Five-Year

Financial Plan.

Capital Financing ~ GWA agrees to pursue legislative and other actions necessary,

including working with the PUC and the Guam Economic Development Authority (GEDA) and

appropriate financial advisors to enable access to certain financing tools, and to modify selected

financial policies. GCG agrees to support GWA’s actions before the PUC in pursuing the

following enhancements to its financing vehicles:

a. GWA agrees to investigate the availability and relative costs of alternative debt

instruments such as letters-of-credit or surety bonds to fund debt service reserves
in lieu of bond financing required reserves through debt issuance proceeds. If
determined to be viable and economical, GWA agrees to recommend to the CCU,
Legislature and PUC the approval of this option for meeting debt service reserve

fund requirements delineated in GWA’s indenture.

. GWA agrees to Investigate the availability and relative costs of the use of

commercial paper or lines of credit to finance its ongoing capital construction
program following issuance of its Series 2020 revenue bonds. If determined to be
viable and economical, GWA agrees to seek necessary approvals to allow GWA

the option to employ commercial paper for prospective capital financing.

‘¢. "These activities will be completed a timely manner to allow adjustment to FY 2022 |

— 2024 rates in conjunction with the FY 2022 Comprehensive Review and Update
of GWA’s Financial Plan. Given the uncertainty of both the availability and costs
of these alternative financing options, the Parties agree that the stipulated FY 2020

and FY 2021 rates will not assume the availability of these instruments.
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6. Capitalized Labor — GWA agrees to undertake a review of its current capitalized
labor expense protocol to be completed no later than March 31, 2021 to support the FY 2022

Comprehensive Review and Update to GWA’s Five-Year Financial Plan.

7. Cesspool/Septic Tank Elimination — GWA agrees to investigate options to
enhance compliance with Title 10, Chapter 48, Toilet Facilities and Sewage Disposal, potentially
including legislatively approved transfer of regulatory authority to GWA. GWA will complete
its septic tank / cesspool review and analysis, and provide its recommendations to the PUC for
review and consideration no later than March 31, 2021.

a. GWA will identify all residential facilities with 200 ft. of an existing GWA
sanitary sewer line or 1000 ft. of a GWA water well that require specific action
steps to be taken by GWA in accordance with Chapter 48, GWA will estimate the
potential consumer and GWA investments required, identify potential sources of
funding these investments and estimate GWA revenue impacts and expenses of
implementation.

b. GWA will consider altemative funding mechanisms to assist consumers in
connecting to the sewer system, including use of the SDC fund to increase the
funds available in the sewer connection revolving fund. GWA will evaluate
potential obstacles, if any, to using the SDC fund and outline potential solutions.
Other funding mechanisms may be explored as well including private sector
financing.

¢. GWA agrees to notify the CCU and PUC on a timely basis if potential barriers,
including funding and procurement issues, may preclude completion of the above-
listed studies by the completion dates scheduled and to request necessary

modifications and approval of any changes.

8 FY 2022 Comprehensive Review and Update to GWA s Five-Year Financial Plan

-The review will require GWA to supplement the filings of the studies enumerated below with
reportihg to the PUC by May 1, 2021 on:

a. Forecasted (per the stipulated FY 2020 — 2024 rate plan) versus actual performance

by the categories of GWA revenues and expense included in GWA’s Five-Year

Financial Plan filed with the PUC on July 6, 2019. This variance analysis reporting

will address and explain, through narrative and supporting analyses, reasons for

variances between forecasted and actual (FY 2020 audited data and FY2021 YTD
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data) performance greater than 5 percent. PUC may ask for further explanation of
other documented variances throughout the review process.

b. GWA will submit proposed updates to its Five-Year Financial Plan for FY 2022 —
2024 and supporting rate model based in part on the findings and recommendations
of the studies enumerated above. GWA will provide documentation of how
findings of each study were incorporated into GWA’s revised financial plan by
major categories of GWA revenues and expense.

¢.  GWA will provide documentation including, but not limited to a petition, reports,
memos, spreadsheets and workpapers outlining how the findings and
recommendations of the GWA demand forecast, water loss reduction, cost of
service, affordability, capital financing, and other analyses are proposed to be
incorporated into the FY 2022 Comprehensive Review and Update to GWA’s

Five-Year Financial Plan.

The FY 2022 Comprehensive Review and Update to GWA’s Five-year Financial Plan
contemplates an enhanced annual rate review process and specifically does not constitute a new
GWA rate application. GWA will provide both the CCU and PUC detailed submissions and
briefings on these submissions and GWA rate model adjustments by May 1, 2021. As noted
below, GWA will respond to Requests for Information or PUC submittals regarding the studies
and GWA rate model adjustments on a timely basis throughout the review process. PUC action
on the FY 2022 Comprehensive Review and Update to GWA's Five-year Financial Plan is
anticipated by September 2021, The review process is recommended by the Parties to provide for
full and appropriate consideration of the studies that GWA has agreed to complete by March 31,
2021,

II. GWA’sFY 2020 - FY 2024 Financial Plan

I. FY 2020 — 2021 Base Water Rates — By this Stipulation, the Parties agree to the
proforma results of operations contained in the detailed Attachment A for the period FY 2020 -
2021 that memorializes the details of projections that the Parties have agreed to recommend to

the PUC for its review and approval.

2, FY 2020 - FY 2021 Base Rate Increase Implementation — The Parties agree to the
stipulated water and wastewater base rate increases of 5.0 % in FY2020 and 5.0% in FY2021.
The rate increase for FY 2020 will take place upon the PUC issuing a final order in Docket No.
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19-08 and for FY 2021 will take effect on October 1, 2020. There will be no change to the
“lifeline” rate for FY2020 and FY2021.

3. DSCR - The Parties acknowledge that the projected debt service coverage ratio
(DSCR) for FY2020-2021 is below the target of 1.75x the PUC has set to be achieved for
ratemaking purposes.

4, Policy Changes — The Parties will use best efforts to secure revisions to CCU and
PUC policies related to minimum debt service coverage levels:

a. Revision of the CCU policy (adopted by Resolution No. 21-FY2014) that calls for
funding of a Working Capital and Debt Service Reserve that “serves to establish a
Cash Reserve for supplementing Net Revenues for the sole purpose of meeting the
PUC’s currently established ADSCR [Aggregate Debt Service Coverage Ratio]
requirement that Net Revenues will be 175%- or 1.75 times annual debt service.”
The revision would provide for meeting of a PUC minimum ADSCR target based
on a calculation consistent with GWA's indenture (and common municipal finance
practice) that does not supplement Net Revenues with such reserves.

b. Revision and clarification of the PUC’s order (Regulatory Review of GWA
Interim Financial Plan Under Federal Court Order in Civil Case 02-35 - Docket
04-01: FY 2005 Rate Order) that a minimum 1.75x coverage ratio is established
for purposes of setting just and reasonable rates for GWA (Paragraph 8, p. 5).

c. The Parties to this stipulation agree to support the approval of both policy changes
inclusive of a minimum 1.40x debt service coverage ratio. It is further
recommended that as part of CCU and PUC’s consideration of alternative debt
financing instruments, the PUC debt service coverage policy be reevatuated based
on references to credit rating agency medians of comparable and favorably rated

debt issuers and consideration of customer affordability of utility services.

5. kGal Water Sales — For purposes of the FY 2020 — 2021 revenue requirements, the
Parties stipulate that the annual water sales volumes by customer class will not be adjusted from
GWA'’s original July 6, 2019 rate application. Adjustments may be implemented beginning in
FY 2022 based on the results of the supporting “Analytical Studies” enumerated above that will
be incorporated into the FY 2022 Comprehensive Review and Update to GWA’s Five-Year

Financtal Plan.
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6. Water Loss Reduction Program ~ The Parties stipulate GWA will be deploying an
aggressive water loss reduction program. For purposes of FY 2020 - 2021, GWA’s water
production forecast will be adjusted to reflect anticipated reductions in water losses due to GWA'’s
expansion and acceleration of water loss reduction measures:

a. FY 2020 production volumes will be adjusted based on a projected reduction of
non-revenue water by 2.00% of actual FY 2019 production (adjusted for partial
year implementation, which implementation will begin no later than March 1,
2020).

b. FY 2021 production volumes will be adjusted based on a projected non-revenue
water reduction of an additional 2.75% of actual FY 2020 production for a
cumulative total of 4.75% (adjusted for FY 2020 partial year implementation).

¢. GWA will include planned water loss reduction project spending for FY 2020 -
2021 of no less than $14 million. GWA will consider the efficacy of alternative
project delivery options to effect acceleration of water loss reduction project

implementation,

7. Labor/Benefits Expenses — The Parties stipulate to the GCG adjustments for FY
2020 — 2021 of Personnel Salary and Benefits expenses. Projected annual expense reductions

are:

FY 2020 FY 2021

$2,248,207 $1,958,153

8. Variable Operations and Maintenance Expenses — The Parties stipulate to the GCG
adjustments for FY 2020-2021 of certain variable (e.g., water production dependent) expenses
These adjustments relate to water purchases, salaries and benefits, contractual expenses, and
Administrative and General expenses (inclusive of related power expense impacts) and were
determined by applying unit savings estimated by GCG to the volume reductions outlined herein.

Projected annual expense reductions are:

FY 2020 FY 2021

$2,030,877 $3,703,629
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9. Capital and Financing Programs — The Parties have agreed to the following for
purposes of development of GWA’s Five-Year Financial Plan:

a. GWA’s financial plan will be based on a projected fund balance target (as shown
in Attachment A) of not less than $3 million and a debt service coverage ratio? of
1.40x — 1.50x.

b. GWA’s $134 million Series 2020 bond issue will be structured with a term of
thirty (30) years, two (2) years of capitalized interest, and assumed to be issued at
an average coupon rate of five percent (5%) with costs of issuance equal to two
percent (2%) of par. For the Series 2020 bonds principal payments will be deferred
for a five (5) year period.

c. GWA will re-program all existing non-committed bond fund balances (from its
past three issues) in an amount of no less than $2.7 million to its capital program
(see Attachment B), subject to applicable PUC review procedures and will provide
a priority consideration to funding with reprogramed funds non-revenue water

projects.
III. Potential Capital and Financing Program Revisions

Based on outcomes of the efforts outlined in item number 5 above to be completed by
March 31, 2021, the Parties stipulate to the following {which may result in adjustments to GWA’s
Financial Plan):

a. GWA'’s targeted debt service coverage ratio® of 1.40x — 1.50x may be adjusted
based on evaluation of potential policy changes enumerated in 4 (c) above.

b. Use of up to $50 million in commercial paper or lines-of-credit, to the extent
allowed by GWA enabling legislation and if cost-effective, may be used to
augment GWA’s ongoing construction capital requirements with available capital
funds.

c. GWA will seek to lower the financing cost associated with the capital funding of |

N 7debt service reserve funds for subsequent borrowings by using letters-of-credit or
surety bonds as allowed by GWA enabling legislation.

4 As traditionally calculated as the ratio of net operating expenses divided by scheduled debt service payments per
GWA’s bond indenture {without adjustment for debt service reserve funds).
3 As traditionally calculated as the ratio of net operating expenses divided by scheduled debt service payments per
GWA’s bond indenture (without adjustment for debt service reserve funds).

10
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IV. Water Loss Reduction Targets

The Parties stipulate that the water loss reduction targets for the water system will be
based on the work of WSO and GWA who will prioritize each water loss reduction project based
on its respective benefit-cost ratio. The Parties agree that the water loss reduction targets should
reflect an aggressive approach to water loss management with the objective to have GWA s water
loss rates compare favorably with established industry benchmarks as soon as reasonably possible
within a twenty (20) year period. The capital investment program will be reprogramed as
necessary starting with projects having the highest benefit-cost ratio to achieve these targets.
Further:

a. GWA will use its best efforts to enter into a zero-cost “water exchange” program
with Navy. Absent the ability to enter into a zero-cost exchange program, GWA
will prioritize reducing the amount of water purchased from the US Navy or
undertake the necessary construction to eliminate Navy water (if supported by a
large benefit-cost ratio supporting such construction).

b. GWA will ensure the new SCADA system is designed to assist GWA in the
identification and detection of water losses and the priotitization and targeting of
water loss projects.

c. For the period FY2020-2024 GWA’s water loss reduction targets will be as
determined through the study to be completed by March 31, 2021 with designated
benchmarks to reduce water losses by 20% as compared to its 2019 water loss
level and to the median level of comparable water utilities in the US Mainland in
less than twenty (20) years from 2019.

VY. Consent Decree:

Upon completion of substantive Consent Decree negotiations with USEPA (and lifting of N

k confidentiality restrictions), GWA will prdvide a detailed bﬁeﬁng on the proposed decree to the

PUC. This briefing will outline, among other matters, potential GWA spending commitments
that will impact future rate revenue requirements and to provide a comparison to what was

projected in GWA’s Five-Year Financial Plan.

V1. Requirements of 12 GCA § 12102.2. (d) Staffing Study

11
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The Parties acknowledge that the PUC, pursuant to 12 GCA 12102.2 (d), Proposed
Public Utility Rate Increases, is required to conduct studies comparing the staffing pattern and
manpower levels of GWA and other utilities under their purview to the staffing patterns and
manpower levels of at least four (4) mainland utilities providing similar services with a
comparable number of customers. The Parties acknowledge that the PUC must, in determining
approval of any proposed rate increase, take into account the results of such staffing studies.

a. GCG conducted a staffing study pursuant to the statute comparing GWA to a large
cross-section of water utilities. The results indicate GWA is an outlier when
compared directly to this cross-section of mainland water/wastewater utilities
participating in the annual AWWA Benchmarking Review and has a greater
manpower level than participating utilities.

b. GCG does not believe the data in the AWWA Benchmarking Review is directly
comparable to GWA as many mainland water systems included in the review are
part of city or county governments wherein the utility is provided services such as
IT, procurement, HR, finance and other services from the county or municipal
government.

¢. Any realistic comparison will be difficult given the unique nature of the Guam
water system due in part to the inheritance of the legacy systems of the US Navy
and the Public Utility Agency of Guam systems. For this reason, we do not believe
it appropriate that the staffing study performed be used by the PUC at this time.

d. The Parties recommends that the Analytical Studies to be Undertaken to Support
the FY 2022 Corﬁprehensive Review and Update of GWA’s Financial Plan include
a more detailed staffing study by the PUC taking into account many of the issues
that have surfaced such as: elasticity/affordability/age of the system and resulting
system losses that may enable a future smaller and efficient system. This study
should be completed by March 31, 2621.

e. GCG recommends no adjustment to GWA staffing for FY 2020 — FY 2021 is

appropriate at this time.

VII. Procedural Provisions

The FY 2022 Comprehensive Review and Update to GWA’s Five-Year Financial Plan
will be an abbreviated proceeding designed to take into consideration all the required studies that

are to be submitted no later than March 31 of 2021 along with any legislative authorization or

12
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statutory changes GWA has pursued in furtherance of this stipulation. GWA will file its proposed
FY 2022 Comprehensive Review and Update to its Five-Year Financial Plan for PUC review no
later than May 1, 2021 -~ giving the PUC ample opportunity for RFI’s and responses to be
exchanged prior to the September PUC meeting for approval.

SO STIPULATED this 17th day of January 2020.

GUAM WATERWORKS AUTHORITY

BY:

KELLY O. CLARK
GWA GENERAL COUNSEL

GEORGETOWN CONSULTING GROUP, INC.

(/  JAMSHED MADAN

BY:

ATTACHMENTS A& B
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