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1

	

Concluding Issues

2

	

Q.

	

What other policies might the state public utility commissions consider when

3

	

implementing single-tariff pricing?

4

	

A.

	

Commissions may want to consider implementing other regulatory approaches in

5

	

conjunction with single-tariff pricing . First, regulators may want to use auditing or

6

	

other evaluation techniques to establish that the utility as a whole is operating

7

	

efficiently and effectively . Second, the commission may need to coordinate with

8

	

other regulatory agencies to establish the utility's progress in regulatory compliance,

9

	

Third, regulators may want to review utility planning documents to evaluate the

10

	

utility's long-term strategic plans for serving customers throughout their service

11

	

territories . Fourth, the commissions may want to implement a monitoring and

12

	

evaluation system to assess the effects and effectiveness of single-tariff pricing .

13

	

Fifth, commissions should consider rate design comprehensively, including thejoint

14

	

effects of single-tariffpricing with other tarifffeatures (such as conservation-oriented

15

	

pricing techniques), in order to send appropriate price signals .

	

Finally, regulators

16

	

maywant to assess the utility's efforts in educating customers about the nature and

17

	

purpose ofwater rates and involving them in the ratemaking process . These efforts

18

	

could include the utility's specific efforts in building understanding and support for

19

	

the rate structure, as well as other considerations (such as conservation).

20

21

	

Q.

	

What are your basic conclusions about single-tariff pricing?

22

	

Single-tariff pricing is a legitimate policy tool used by a clear majority ofthe states

23

	

that regulate multi-system water utilities . Single-tariff pricing is a tool that can be

23



1

	

used on a case-by-case basis to achieve what the commissions believe to be in the

2

	

public interest given the evidence before them . The precarious condition of very

3

	

small water systems merits the consideration of a variety ofregulatory approaches,

4

	

including single-tariff pricing. Because of the numerous policy tradeoffs involved,

5

	

only the commissions themselves can specify the circumstances appropriate for

6

	

implementing single-tariffpricing . The commissions should continue to exercise due

7

	

diligence in assessing these circumstances . Prohibiting the use ofsingle-tariffpricing

8

	

by regulatory, legislative, judicial, or other means would not be desirable from a

9

	

public policy standpoint because it would undermine the ability of the regulatory

10

	

commissions to craft effective policies for the utility industries .

11

12

	

Q.

	

Does that conclude your prepared testimony?

13 A. Yes.
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1 DIRECT TESTIMONY OF JANICE A. BEECHER
2
3
4 Background and Qualifications

5 Q. Would you please state your name and business address?

6 A. Janice A. Beecher, Ph.D., Beecher Policy Research, Inc., 6225 Vancouver Court,

7 Indianapolis, Indiana .

8

9 Q. What is your occupation?

10 A. I am President ofBeecher Policy Research, Inc ., an independent research consulting

11 firm . I have a background in economic regulatory policy and decision-making and 1

12 specialize in the structure and regulation of the water utility industry and related

13 policies, including pricing, planning, and affordability.

14

15 Q. On whose behalf are you appearing in this proceeding?

16 A. I am appearing on behalfof the following intervenors : Public Water Supply District

17 No. I of Andrew County ; Public Water Supply District No. 2 of Andrew County;

18 Public Water Supply District No. 1 ofDeKalb County; Public Water Supply District

19 No. 1 of Buchanan County; and the City of St. Joseph, Missouri .

20

21 Q . Please state your educational background and provide a summary of your

22 professional experience.

23 A. I received my B.A. in political science, economics, and history from Elmhurst

24 College, Illinois, in 1979 . 1 received my M.A . in Political Science from



1

	

Northwestern University in 1980 . 1 received my Ph.D . in Political Science from

2

	

Northwestern University in 1986 . In my graduate work, I majored in Public Policy

3

	

with minors in Political Behavior & Institutions, Law& Politics, and Urban Politics .

4

	

My doctoral thesis was entitled Uncertain by Design: A Structural Theory of

5

	

Regulation by the State Public Utility Commissions .

6

7

	

I began my consulting practice in May 1998, following fifteen years of work

8

	

experience in the field ofutility regulation. I was employed between April 1, 1995

9

	

and May 31, 1998 as a Senior Research Scientist and Director ofRegulatory Studies

10

	

at the Center for Urban Policy and the Environment, School of Public and

11

	

Environmental Affairs, Indiana University-Purdue University Indianapolis . The

12

	

Center is a nonprofit research and assistance organization. I was appointed as an

13

	

Adjunct Professor in the School of Public and Environmental Affairs, Indiana

14

	

University Purdue University Indianapolis, where I have taught on a part-time basis .

15

16

	

From November 1, 1988 to March 31, 1995,1 managed the water research program

17

	

ofthe National Regulatory Research Institute (NRRI) at The Ohio State University.

18

	

NRRI is the research arm of the National Association of Regulatory Utility

19

	

Commissioners (NARUC). While at NRRI, I was the project manager and senior

20

	

author for several research projects on water utility regulation and related issues .

21

	

These projects resulted in numerous monographs, articles, papers, and presentations.

22

	

Prior to joining NRRI, from November 1, 1983 to October 31, 1988,1 worked for

23

	

the Chairman ofthe Illinois Commerce Commission as apolicy analyst and advisor .

2



1

	

The Illinois Commerce Commission regulates investor-owned public utilities in

2 Illinois .

3

4

	

Q.

	

In what professional activities are you engaged?

5

	

A.

	

I participate as an observer on the NARUC Water Staff Subcommittee . I am actively

6

	

involved as a member ofthe American Water Works Association (AWWA). I serve

7

	

on the Rates and Charges Subcommittee of the AWWA Financial Management

8

	

Committee, which prepares AWWA's rates manuals . I also participate in

9

	

subcommittees of the Conservation Committee and served for one year as aliaison to

10

	

theAWWA Management Division . I have served on a project advisory committee

11

	

for the American Water Works Association Research Foundation and as a technical

12

	

reviewer for the Journal of the American Water Works Association . I was recently

13

	

appointed to a National Academy ofSciences Committee on Privatization of Water

14

	

Services in the United States .

15

16

	

I have been the lead Instructor for the introductory and advanced water utility

17

	

seminars included in the regulatory training programs organized on behalf of the

18

	

National Association ofRegulatory Utility Commissioners by the Institute ofPublic

19

	

Utilities, Michigan State University.

20

21

	

I continue to work in a research and advisory capacity with staffmembers involved

22

	

in water utility regulation at the various state public utility commissions, with

23

	

professional colleagues in the public and private sectors, and with faculty colleagues .

3



1

2 My current research focuses on the structure and regulation ofthe water industry, as

3 well as comparative trends in the major public-utility industries . I also consult with

4 theU.S . Environmental Protection Agency (EPA) with regard to implementation of

5 the 1996 Safe Drinking Water Act, including provisions related to affordability,

6 capacity development, restructuring, and water conservation .

7

8 Q. What are some of your publications?

9 A. I have authored or coauthored numerous research reports and other publications,

10 including articles appearing in theJournal oftheAmerican Water WorksAssociation

11 and other journals .

12

13 I authored several NRRI publications, including The Regionalization of Water

14 Utilities : Perspectives, Literature Review, and Annotated Bibliography (1996),

15 Regulatory Implications of Water and Wastewater Utility Privatization (1995),

16 Revenue Effects of Water Conservation and Conservation Pricing (1994), Meeting

17 Water Utility Revenue Requirements (1993), Viability Policies and Assessment

18 Methodsfor Small Water Utilities (1991), Integrated Resource Planningfor Water

19 Utilities (1991), Compendium on Water Supply, Drought, and Conservation (1990),

20 and Cost Allocation andRate Designfor Water Utilities (1990, also published by the

21 American Water Works Association Research Foundation) .

22



1

	

I recently submitted two coauthored draft reports to the American Water Works

2

	

Research Foundation, which sponsored the studies : Socioeconomic Impacts of

3

	

Water Conservation and Deregulation! Impacts on the Water Industry. Both will

4

	

be published this year .

5

6

	

I have prepared research reports for the NAWC, including a 1998 study entitled

7

	

The Water Industry Compared. Structural, Regulatory, and Strategic Issuesfor

8

	

Utilities in a Changing Context. It includes a detailed, empirical comparison of

9

	

the water industry to the electricity, natural gas, and telecommunications

10

	

industries, as well as an analysis ofregulatory options and their relevance for the

11

	

water industry .

12

13

	

I prepared discussion papers in conjunction with the 1995, 1996, and 1997 Water

14

	

Policy Forums sponsored by the National Association ofWater Companies

15

	

(NAWC). I also prepared the NAWC Sourcebook ofRegulatory Techniquesfor

16

	

Water Utilities and a report entitled 1995 Inventory of Commission-Regulated

17

	

Water and Wastewater Utilities .

18

19

	

I coauthored a book entitled Forecasts and Environmental Decisionmaking and

20

	

prepared several ancillary publications for college level American Government

21 textbooks .

22

23



1 Q. Have you testified about the issue of single-tariff pricing prior to the

2 preparation of this testimony?

3 A. Yes. I testified on the issue of single-tariffpricing on behalf of the staff ofthe

4 Florida Public Service Commission in Docket No . 950495-WS . I was asked by

5 the Florida staff to prepare an objective analysis of single-tariff pricing, which

6 included a survey of the state commissions about policies and practices .

7

8 Subsequently, I testified about this issue in 1997 on behalf of Indiana-American

9 Water Company in Cause No. 40703 before the Indiana Utility Regulatory

10 Commission and on behalf of Missouri-American Water Company in Case

11 Number WR-97-237/SR-97-238 before the Missouri Public Service Commission.

12 1 testified on behalf of Pennichuck Water Works, Inc . in Case DR97-058 before

13 the New Hampshire Public Utilities Commission. I testified on behalf of the

14 Southern California Water Company (now American States Water Company) on

15 this issue before the California Public Utilities Commission in Application No.

16 98-09-040 .

17

18 Q. Are you providing attachments to your testimony?

19 A. Yes. Schedule JB-1 is my professional resume . Schedule JB-2 is a report I

20 completed recently for the United States Environmental Protection . Agency

21 entitled Consolidated Water Rates: Issues and Practices in Single-TariffPricing .

22

23



1

	

Purpose of Testimony

2

	

Q.

	

What is the purpose of your testimony in this proceeding?

3

	

A.

	

Thepurpose ofmy testimony is to introduce to this record the research study entitled

4

	

Consolidated Water Rates: Issues and Practices in Single-TariffPricing (attached as

5

	

Schedule JB-2) . I will briefly highlight some of the issues raised in the report and

6

	

expand on a few points . The basis ofmy testimony is a general policy analysis and I

7

	

will not provide an additional economic, financial, or cost-of-service analysis ofthe

8

	

facts involved in this particular case .

9

10

	

Q.

	

Does the report on Consolidated WaterRates reflectyourprofessional analysis of

11

	

single-tariff pricing?

12 A. Yes.

13

14

	

Q.

	

Would you modify any of the findings in Consolidated Water Rates based on

15

	

developments since the preparation and publication of the report?

16 A. No .

17

18

	

Issues

19

	

Q.

	

Howdo you define single-tariff pricing?

20

	

A.

	

Single-tariff pricing is the use ofa unified rate structure for multiple water (or other)

21

	

utility systems that are owned and operated by a single utility, but that may or may

22

	

not be contiguous systems or physically interconnected . Under single-tariffpricing,

23

	

all customers of the utility pay the same rate for the same service, even though the

7



1

	

individual systems providing service may vary in terms of the number of customers

2

	

served, operating characteristics, and stand-alone costs .

	

Single-tariff pricing

3

	

essentially allows for allocating the average costs ofcombined systems in the course

4

	

of ratemaking . The terms "single-rate structure," "consolidated rates," "uniform

5

	

rates," "unified rates," and "rate equalization" sometimes are used in connection with

6

	

the concept of single-tariff pricing .

	

I also consider single-tariff pricing to be an

7

	

example of"flexible" pricing when flexible pricing provides utilities with discretion

8

	

in rate-design decisions.

9

10

	

Single-tariff pricing can be applied across all of the systems comprising the water

11

	

utility . However, utilities also sometimes establish rates for regional zones

12

	

consisting of subsets of water systems within the larger service territory .

	

Rate

13

	

consolidation sometimes is used for contiguous water systems that are not

14

	

interconnected, as well as for noncontiguous water systems that are not

15

	

interconnected . These instances of partial rate consolidation can be a compromise

16

	

between individualized tariffs and complete single-tariffpricing,or part ofaphase-in

17

	

plan leading ultimately to a single tariff.

18

19

	

Single-tariff pricing basically is the conceptual "opposite" of zonal or spatially

20

	

differentiated pricing .

	

Single-tariff pricing suggests that ratemakers should de-

21

	

emphasize spatial differences in costs ; costs are aggregatedrather than disaggregated.

22

	

One of the chief advantages of single-tariffpricing, from the utility's standpoint, is

23

	

simplification .

	

Single-tariff pricing does not negate the need to determine the

8



1

	

revenue requirement and to allocate the revenue requirement among customer

2

	

classes . It may still be necessary for the utility to maintain cost data for separate

3

	

facilities and services in accordance with accepted accounting practices and

4

	

regulatory reporting standards . Once revenue requirements are established, however,

5

	

the allocation process is greatly simplified because it is unnecessary to spatially

6

	

allocate common costs (that is, costs that are not site-specific) . Total costs simply are

7

	

spread over the consolidated customer base and only one rate structure is designed

8

	

for each class of service or customers .

9

10

	

Q.

	

Whycan single-tariff pricing be characterized as a policy issue?

11

	

A.

	

Single-tariff pricing is a public policy issue because it involves tradeoffs among

12

	

competing policy objectives. Traditional cost-of-service principles and economic

13

	

efficiency arguments, adhered to in the U.S. model ofwater utility regulation, can

14

	

lead to the conclusion that stand-alone (or system-allocated) costs should be used as

15

	

thebasis for pricing utility services . Single-tariff pricing as a matter ofpublic policy

16

	

in this context requires an explicit recognition ofthe tradeoffs involved.

17

18

	

Specifically, single-tariff pricing involves a tradeoff between conventional ideas

19

	

about cost-based rates and economic efficiency, and other legitimate ratemaldng

20

	

goals. These other goals include, for example, small-system viability, rate and

21

	

revenue stability, affordability, universal service, and compliance with environmental

22

	

standards . A fine-tuned price signal that appears to be economically efficient, for

23

	

example, can result in considerably less rate and revenue stability . Fine-tuned prices

9



1

	

also may be unaffordable to some customers . Evaluating ratemaking trade-offs can

2

	

be complex. The decisionmaking process can be greatly enhanced by information

3

	

and analysis, and decisions can be made more rational, but a certain degree of

4

	

judgment ultimately is required in determining whether a particular option is in the

5

	

public interest.

6

7

	

Theshort-tern goals of single-tariffpricing tend to focus on enhancing the financial

8

	

viability of water systems and making rates more affordable for water customers .

9

	

Thelong-term goals, however, are related to structural change in the water industry.

10

	

Specifically, single-tariff pricing is regarded as a means to consolidating the

11

	

management and operation ofwater systems (or regionalization) to achieve multiple

12

	

policy goals .

13

14

	

Q.

	

Howhas the issue of single-tariff pricing emerged in the regulatory context?

15

	

A.

	

Single-tariff pricing has received more attention in the context of economic

16

	

regulation by the state public utility commissions than in context ofpublic ownership

17

	

(where regulation is limited or nonexistent) .

	

Single-tariff pricing appears to be

18

	

common practice within publicly owned water systems, even when separate facilities

19

	

operate within the jurisdiction.

20

21

	

The issue of single-tariff pricing is not equally relevant in every regulatory

22

	

jurisdiction . Not all states regulate water utilities, and for those that have

23

	

jurisdiction, multi-system water utilities may not be present. Single-tariff pricing

10



1

	

also has not been raised as an issue for every multi-system water utility .

2

3

	

Single-tariffpricing has been placed onthe regulatory policy agenda by the investor-

4

	

owned water industry . Some water industry officials have made a strong case for

5

	

single-tariff pricing before regulators .

	

Several of the regional affiliates of the

6

	

American Water Works Company have taken the lead in advocating this method of

7

	

pricing before the state public utility commissions, including the commissions in

8

	

Illinois, Indiana, New Jersey, and Pennsylvania. However, the potential use of

9

	

single-tariffpricing also has been raised by other multi-system utilities, commission

10

	

staff members, and other stakeholders .

11

12

	

Themany proceedings (and sequences ofproceedings within certain jurisdictions) in

13

	

which the issue of single-tariffpricing has been raised is suggestive of the case-by-

14

	

case mannerby which single-tariffpricing policy has largely developed . This is due

15

	

in part to the nature of commission decisiomnaking : regulators must rule on the

16

	

record of evidence put before them in a given proceeding and each individual utility

17

	

generally must make its own case for implementation . However, some commissions

18

	

have explicitly encouraged the movement toward single-tariffpricing and a few have

19

	

incorporated this approach into general policies and specific policies concerning

20

	

acquisitions of smaller water systems.

21

22

	

In numerous decisions involving a variety of utilities and issues, many of the state

23

	

public utility commissions have found that single-tariff pricing is in the public

11



I

	

interest and that it comports with prevailing views about just, reasonable, and

2

	

nondiscriminatory rates . Some commissions have found that single-tariffpricing is

3

	

not inconsistent with cost-of-service principles or with commission ratemaking

4

	

authority. A variety of specific rationales (or combinations thereof) have been put

5

	

forth by some of the commissions to justify approval of single-tariff pricing : it

6

	

addresses pragmatic concerns affecting utilities and customers (namely, revenue

7

	

stability and mitigation ofrate shock) ; it is consistent with consolidated management,

8

	

operations, financing, and corporate structures ; it reduces regulatory caseload and

9

	

costs ; and it results in comparable prices for comparable services produced from

10

	

comparable facilities .

11

12

	

Commission Survey

13

	

Q.

	

Did you survey the state public utility commissions about issues and practices

14

	

related to single-tariff pricing?

15

	

A.

	

Yes. The results of the survey appear in the report Consolidated Water Rates. The

16

	

survey was conducted in early 1996 and updated with emerging information in 1997,

17

	

1998, and 1999 .

18

19

	

Q.

	

Is single-tariff pricing an issue in every state?

20

	

A.

	

No. Ofthe fifty (50) states, only forty-five (45) regulate water utilities . Only thirty

21

	

(30) commissions regulate "multi-system" utilities, for which consolidated rates

22

	

might be used . In five (5) ofthesejurisdictions, to my knowledge and based onmy

23

	

survey ofthe commissions, the issue has never been raised . This leaves twenty-five

12



1

	

(25) states in which single-tariff pricing has been actively considered .

2

3

	

Q.

	

How would you summarize state commission policy on the use of rate

4

	

consolidation for multi-system utilities?

5

	

A.

	

Forthe twenty-five relevant states, single-tariffpricing is generally accepted in eight

6

	

(8) states and accepted on a case-by-case basis in seventeen (17) states . Three (3) of

7

	

the seventeen (17) states had not approved single-tariff pricing at the time of the

8

	

surveys (including California, which subsequently approved single-tariffpfcing, and

9

	

Maryland and Mississippi, which had not considered the issue) .

10

11

	

Q.

	

Are you aware of any state that has expressly prohibited the use of single-tariff

12

	

pricing by law?

13 A. No.

14

15

	

Structural Change In The Water Industry

16

	

Q.

	

What factors are driving structural change in the U.S . water industry?

17

	

A.

	

Water supply clearly is a rising-cost industry . Water supply utilities, and their

18

	

regulators at the federal, state, and local levels, are increasingly aware of the water

19

	

supply industry's changing revenue requirements . Three key forces affecting the

20

	

industry's costs are (1) the need to comply with regulatory provisions of the Safe

21

	

Drinking Water Act (SDWA), (2) the need to replace and upgrade an aging water

22

	

delivery infrastructure, and (3) the need to meet water needs associated with

23

	

population growth and economic development . In addition, water utilities face a

13



1

	

variety of secondary cost forces . These include the cost of borrowing to finance

2

	

capital projects (which can be much higher for small systems) and the shift to

3

	

nonsubsidized, self-sustaining operations (especially for publicly owned systems) .

4

	

Historic underpricing and the concurrent and mutually reinforcing impact of these

5

	

forces on many utilities presents a substantial pressure on both capital and operating

6

	

costs, a pressure not previously experienced by the water supply industry . In

7

	

response, water utilities are reexamining their cost allocation and rate design

8 practices .

9

10

	

Economies of scale in water supply, particularly in the areas ofsource development

11

	

and treatment, make it difficult for smaller water utilities to perform as well as larger

12

	

water utilities . Scale economies are indicated by declining unit costs ofproduction ;

13

	

as the volume ofwater "produced" (that is, withdrawn and treated) increases, the cost

14

	

per gallon or cubic foot decreases . At lower unit costs, production is less costly in

15

	

the aggregate and more efficient at the margin . Economies ofscale can be achieved

16

	

in management, as well as physical operations .

17

18

	

Scale economies (or lack thereof), thus become an important determinant of how

19

	

much people pay for water service . As a generalization, assuming comparable

20

	

system characteristics and cost-based pricing, larger systems should be able to

21

	

provide service at a lower price than smaller systems . In reality, of course, many

22

	

factors other than system size (such as the quality of source water and treatment

23

	

methods required) influence ultimate water prices . But as a generalization, it is

14



1

	

widely held that smaller water systems must charge customers much higher rates for

2

	

water service comparable to service provided by larger water systems.

3

4

	

Economic theory argues strongly for cost-based utility rates, that is, rates based on

5

	

the true cost ofproviding a service . An efficient (cost-based) rate should sustain the

6

	

water utility system ; however, ifthe rate is unaffordable to the servicepopulation and

7

	

customers cease to pay for and/or receive the service, the water system itself may

8

	

cease to exist. This solution may achieve a degree of economic efficiency, while

9

	

sacrificing other fundamental public health, safety, and quality-of-life purposes .

10

11

	

Q.

	

Are the challenges faced by the water utility industry and its regulators unique?

12

	

A.

	

In many respects, the challenges facing the water utility industry are unique . Water

13

	

is aparticularly essential public utility commodity and the only one that consumers

14

	

actually ingest. Safe water for drinking is essential to maintaining life and while

15

	

bottled water may fulfill this purpose, it is not a reasonable or affordable substitute

16

	

for community drinking water systems that also provide water for public safety

17

	

(through fire protection) and facilitate sanitation (through wastewater management) .

18

	

Water supply and wastewater services are especially capital-intensive, requiring a far

19

	

higher investment-to-revenue ratio than other public utilities . Maintaining and

20

	

upgrading the water supply infrastructure will require substantial investments . Water

21

	

transmission (or water "wheeling") is far more costly from both a capital and

22

	

operational perspective than transporting natural gas or electricity . Physical

23

	

interconnection of systems is not always feasible . In addition to technological and

15



1

	

economic barriers to long-distance water transfers, watersheds and concerns about

2

	

preserving ecological integrity ofareas place natural limits on water transfers .

3

4

	

Water's availability is affected both by supply and demand; in drought periods,

5

	

people want to consume more water at the same time water resources are depleted by

6

	

drought conditions . Despite its general abundance, water is a finite resource that is

7

	

not always abundantly available . Water has aesthetic, ecological, recreational,

8

	

agricultural, and industrial purposes beyond public supply.

	

All of these traits

9

	

combine to make water management issues especially challenging for utilities and

10

	

public policymakers.

11

12

	

Q.

	

Is affordability of water service a growing concern?

13

	

A.

	

Yes. For many water customers, the affordability of water service is a growing

14

	

problem.

	

The problem of affordability affects customers in terms of increased

15

	

arrearages, late payments, disconnection notices, and actual service terminations .

16

	

Affordability affects utilities in terms ofexpenses associated with credit, collection,

17

	

and disconnection activities ; revenue stability and working capital needs, and bad

18

	

debt or uncollectible accounts the other customers must cover.

19

20

	

Other ramifications of the affordability issue also are becoming apparent.

21

	

Affordability can lead to variances or exemptions from drinking water regulations (if

22

	

no immediate public health threat is posed) . Differentiations in quality among

23

	

systems with regard to water quality raises serious equity concerns . Rate design can

16



1

	

play a role in determining whether and which systems comply with standards.

2

3

	

Ifacustomer base cannot support the cost ofwater service, potential lenders may be

4

	

concerned about the utility's financial viability and ability to meet debt obligations .

5

	

Moreover, disconnecting residential water customers can strain public relations and

6

	

create other difficulties for utilities, particularly because essential services are

7

	

involved . Increasingly, problems of bad debt also extend to nonresidential utility

8

	

customers. Financial distress and bankruptcies in the commercial and industrial

9

	

sectors can leave utilities holding the bag. However, the larger issue ofaffordability

10

	

is primarily a concern with respect to low-income residential consumers .

11

12

	

For low-income customers, who have little choice but to buy service from the local

13

	

utility, paying more for basic water service means going without less essential and

14

	

more discretionary products and services . Thus, rising water prices can contribute to

15

	

a deterioration in the quality of life for low-income utility customers.

16

17

	

Q.

	

What is the role of multi-system utilities in the evolving U.S. water industry?

18

	

A.

	

Amulti-system water utility is a utility comprised ofseveral distinct water systems.

19

	

Physical interconnection among systems can help utilities achieve economies ofscale

20

	

inproduction and enhance service reliability . Without physical interconnection, the

21

	

utility still can achieve some economies of scale and scope through certain

22

	

operational and administrative functions . Managing multiple noninterconnected

23

	

systems within close physical proximity, for example, might allow the utility to save

17



1

	

labor costs by using a circuit rider approach to system operations . A specialized

2

	

maintenance team might also be used to address ongoing programs for maintenance,

3

	

replacements, and improvements . Consolidated meter reading, billing, and customer

4

	

relations functions also can produce savings .

5

6

	

Atthe management level, planning, financing, regulatory relations, and other areas of

7

	

decisionmaking also can be consolidated on a utility-wide basis. Managers with

8

	

greater expertise can be retained at the utility level rather than at the smaller system

9

	

level . While managers with greater expertise will command higher salary and benefit

10

	

packages, the investment in their expertise should yield benefits that individual

11

	

systems could not otherwise achieve . Managers benefit from a "learning curve" and

12

	

can replicate successful managerial and operational techniques across systems. In

13

	

sum, multi-system utilities probably can exploit efficiencies and improve

14

	

effectiveness by deploying a unified workforce, rather than having each individual

15

	

utility system maintain separate capability for various utility activities .

16

17

	

The potential advantages of utility-wide management may extend beyond the

18

	

immediate efficiency payoffs . Planning for multiple systems, as compared to

19

	

individual systems, allows for a more comprehensive and consolidated approach.

20

	

Better planning, in turn, should enhance the utility's capacity to comply with

21

	

regulations and respond effectively to regional economic and environmental issues .

22

	

Effective watershed management and source-water protection programs, for example,

23

	

require a regional perspective that is not easily achieved by isolated systems .

18
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2

	

Finally, multi-system utility operations can be linked to the broader and more long-

3

	

term policy concerns related to structural change in the water industry through

4

	

regionalization . Multi-system utilities generally serve regional areas . Many have the

5

	

potential to combine operations, with or without physical interconnection, with other

6

	

nearby water systems (many ofwhich are small in size) . Water utility mergers and

7

	

acquisitions reflect a very gradual trend toward regionalization and, in some cases,

8

	

privatization ofwater services . Existing utilities also can be used to provide service

9

	

as an alternative to the creation of a new utility . Indeed, many states will not certify

10

	

a new water system if service from an existing provider is feasible . In addition to

11

	

expanding regional water operations, some water utilities have diversified by

12

	

entering the wastewater industry . Likewise, some private energy utilities providing

13

	

electricity and natural gas have ventured into the water business . The formation and

14

	

expansion of multi-system utilities and multi-sector utilities are part ofpotentially

15

	

fundamental structural changes occurring in the water industry .

16

17

	

Q.

	

What is the role of pricing in structural change?

18

	

A.

	

Pricing is intrinsically related to structural change in the water industry . For

19

	

example, a utility may be more or less interested in a merger or acquisition because

20

	

of the potential to impose changes in prices .

	

A negotiated sale of a utility may

21

	

include limitations on near-term pricing practices or even price caps or freezes for a

22

	

fixed period oftime . Larger utilities often arereluctant to consider acquiring smaller,

23

	

nonviable systems unless reliable means of cost recovery can be identified .

	

A
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1

	

disincentive for some acquisitions is the need for substantial investment in the

2

	

acquired system's infrastructure that is not necessarily accompanied by the service

3

	

community's ability to pay through higher rates . As mentioned already, the

4

	

acquisition may yield some economies but not usually economies of a magnitude

5

	

great enough to offset a very small system's diseconomies . It can be speculated that

6

	

more acquisitions would occur if acquiring utilities were allowed to spread costs

7

	

throughout the utility's multiple service territories .

8

9

	

Although the dilemmas of small water systems have been extensively studied, the

10

	

issue of pricing probably has received considerably less attention than viability

11

	

assessment, capacity building, and related approaches . Pricing policies ultimately

12

	

will play a role in shaping the future structure ofthe water industry, including but not

13

	

limited to the future of small water systems.

14

15

	

Single-tariff pricing has the potential to encourage economic industry consolidation

16

	

and regionalization, as well as privatization (Janice A. Beecher, G. Richard Dreese

17

	

and John D. Stanford, Regulatory Implications of Water and Wastewater Utility

18

	

Privatization, Columbus, OH: The National Regulatory Research Institute, 1995) .

19

	

Averaging costs can help mitigate against rate shock for customers and enhance

20

	

revenue stability for utilities, and it is relatively simple to administer. Some investor-

21

	

owned utilities have sought single-tariff pricing in direct connection with small

22

	

system acquisitions (RaymondW. Lawton, and Vivian Witkind Davis, Commission

23

	

Regulation ofSmall Water Utilities : Some Issues andSolutions, Columbus, OH: The

20



1

	

National Regulatory Research Institute, 1983) . According to one industry

2

	

representative, single-tariff pricing "could help solve the dilemma of other

3

	

nonintegrated small water systems" (Edward M. Limbach, "Single-tariff pricing,"

4

	

Journal ofthe American Water Works Association 75 no. 9, September 1984).

5

6

	

Q.

	

How is consolidated pricing like aggregation?

7

	

In some respects, rate consolidation is similar to "aggregation," a tool emerging in

8

	

the context ofelectric industry restructuring. Aggregation is used to group customers

9

	

according to similar characteristics, usage patterns, or service requirements .

10

	

Aggregation can provide access to services and a degree of purchasing power to

11

	

disadvantaged customers . In effect, multi-system utilities are aggregators for the

12

	

customers in the various systems they manage . Both aggregation and rate

13

	

consolidation can promote the broader goal of universal service .

14

15

	

Q.

	

Do the state public utility commissions appear to support the idea of

16 restructuring?

17

	

A.

	

In general, modem public policies, including regulatory policies, appear to support

18

	

consolidation of the water-supply industry to achieve economies of scale . The

19

	

emphasis on water system capacity at the federal, state and local levels will make it

20

	

harder for providers to get operating certificates, water-supply permits, and special

21

	

financing . Explicitly or implicitly, growth management policies in some states are

22

	

calling for consolidation of water supply through interconnection with existing

23

	

systems . Public policy also appears to emphasize the importance ofestablishing and

21



1

	

maintaining water systems for which the population served can support the cost of

2

	

water service . Thus, institutional factors also are playing a role in reducing the

3

	

number ofwater systems .

4

5

	

Many of the state commissions have broadly supported the idea of consolidating

6

	

water utilities and specifically approved valuation, costing, and pricing practices that

7

	

encourage larger and healthier utilities to acquire smaller and less healthy utilities .

8

	

Some of the commissions provide specific incentives for mergers and acquisitions .

9

	

Certain ratemaking practices, including single-tariff pricing, also can provide

10

	

incentives for acquisitions and, perhaps, the formation of regional water systems .

11

	

Larger systems interested in acquiring smaller systems tend to favor single-tariff

12

	

pricing . As reported in Schedule JB-2, single-tariff pricing is explicitly mentioned

13

	

by the Pennsylvania Public Utility Commission in its policy statement regarding

14

	

acquisitions (PA PUC, 1996, Incentives for Acquisition and Merger of Small

15

	

Nonviable Water Utilities--Statement of Policy. Title 52, Part I, § 69.711) .

16

17

	

The commission role in restructuring is easily understated given the somewhat

18

	

limitedjurisdiction of the commissions for the water industry as a whole. However,

19

	

commission policy decisions in pricing and other areas have the potential to affect

20

	

the structure ofthe industry in important ways.

21

22

23

22
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lanice A. Beecher. Testimony on single-tariff pricing for water utilities before the Florida Public Service Commission,
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Public Policy Process," (Graduate, V512). School of Public and Environmental Affairs, Indiana University (IUPUI) .
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Science, Indiana University (IUPUI) . Fall 1996 .
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Connecticut Department of Public Utility Control
Florida Public Service Commission
Illinois Department of Transportation
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Hagler Bailly Consulting
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American Water Works Company
American States Water Company
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American Water Works Association. Member of the Rates and Charges Subcommittee of the Financial Management
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1995 .

Page 1 8

Columbus Water Conservation Advisory Board. Mayoral appointment, 1994 to 1995 .
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Economic regulation of public utilities .
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Structure and regulation of the water-supply industry.
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Cost allocation, pricing, and rate design for water utilities.
a

	

Regulatory theory, processes, and decisionmaking .
o

	

Institutional, comparative, and intergovernmental polity analysis .
a

	

Research design, management, and methods.
o

	

Interdisciplinary approaches and analytical frameworks .
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