Resolution Addressing Gap Between Authorized Versus Actual Returns on Equity in
Regulation of Water and Wastewater Utilities

WHEREAS, There is both a constitutional basis and judicial precedent allowing investor owned
public water and wastewater utilities the opportunity to earn a rate of return that is reasonably
sufficient to assure confidence in the financial soundness of the utility and its ability to provide
quality service; and

WHEREAS, Through the Resolution Supporting Consideration of Regulatory Policies Deemed
as “Best Practices” (2005), the National Association of Regulatory Utility Commissioners has
previously recognized the role of innovative regulatory policies and mechanisms in the ability
for public water and wastewater utilities to address significant infrastructure investment
challenges facing water and wastewater system operators; and

WHEREAS, Public utilities carry the responsibility to invest prudently, provide safe and reliable
service, and take reasonable action to take precautionary measures to address business risk and
economic forces, as necessary; and

WHEREAS, Recent analysis shows that as compared to other regulated utility sectors,
significant and widespread discrepancies continue to be observed between commission
authorized returns on equity and observed actual returns on equity among regulated water and
wastewater utilities; and

WHEREAS, The extent of such discrepancies suggests the existence of challenges unique to the
regulation of water and wastewater utilities; and

WHEREAS, Ratemaking that has worked reasonably well in the past for water and wastewater
utilities no longer addresses the challenges of today and tomorrow. Revenue, driven by declining
use per customer, is flat to decreasing while the nature of investment (rate base) has shifted
largely from plant needed to serve new customers to non-revenue producing infrastructure
replacement; and

WHEREAS, Deficient returns present a clear challenge to the ability of the water and
wastewater industry to attract the capital necessary to address future infrastructure investment
requirements necessary to provide safe and reliable service, which could exceed one trillion
dollars over a 20-year period; and

WHEREAS, The NARUC Committee on Water recognizes the critical role of the
implementation and the effective use of sound regulatory practice and the innovative regulatory
policies identified in the Resolution Supporting Consideration of Regulatory Policies Deemed as
“Best Practices” (2005); and

WHEREAS, It is recognized that State legislative bodies play a significant and important role in
considering and addressing the challenges present in the regulation of water and wastewater
utilities; therefore, it is critical that economic regulators strive to continue to foster an
environment of cooperation and open communication between themselves, legislative bodies,



and other State agencies involved in the oversight of water and wastewater utilities such that
implementation and effective use of sound regulatory practice and the innovative regulatory
policies identified in the Resolution Supporting Consideration of Regulatory Policies Deemed as
“Best Practices” (2005) is both possible and effective; and

WHEREAS, A number of issues have been identified that if addressed may assist in lessening
the discrepancy between authorized and actual returns, including: a) reducing, where appropriate,
the length of time between rate cases and/or the length of time to process rate cases for regulated
water and wastewater utilities; b) reducing rate case expense relative to requested revenue
increases through the encouragement of mediation and settlement as appropriate; and c)
examining the rate of infrastructure replacement and system improvements among regulated
water and wastewater utilities; now, therefore be it

RESOLVED, That the Board of Directors of the National Association of Regulatory Utility
Commissioners, convened at its 2013 Summer Meeting in Denver, Colorado, identifies the
implementation and effective use of sound regulatory practice and the innovative regulatory
policies identified in the Resolution Supporting Consideration of Regulatory Policies Deemed as
“Best Practices” (2005) as a critical component of a water and/or wastewater utility's reasonable
ability to earn its authorized return; and be it further

RESOLVED, That NARUC recommends that economic regulators carefully consider and
implement appropriate ratemaking measures as needed so that water and wastewater utilities
have a reasonable opportunity to earn their authorized returns within their jurisdictions; and be it
further

RESOLVED, That the Committee on Water stands ready to assist economic regulators with the
execution of a sound regulatory environment for regulated water utilities, and will continue to
monitor progress on this issue at future national committee meetings until satisfactorily
improved.

Sponsored by the Committee on Water
Adopted by the NARUC Board of Directors, July 24, 2013



