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RESIDENTIAL UTILITY CONSUMER OFFICE 

The O f f i c e  o f  the Aud i t o r  General has conducted a  performance a u d i t  o f  

the R e s i d e n t i a l  U t i l i t y  Consumer O f f i c e  (RUCO) i n  response t o  a  June 2 ,  

1987, r e s o l u t i o n  o f  the  J o i n t  L e g i s l a t i v e  Overs ight  Committee. Th is  

performance aud i t  was conducted as p a r t  o f  the Sunset Review se t  f o r t h  i n  

Ar izona Revised S t a t u t e s  (A.R.S.) 5941-2351 through 41-2379. 

RUCO was es tab l i shed  by the  L e g i s l a t u r e  i n  1983 (A.R.S. $40-462) t o  

represent  the i n t e r e s t s  o f  r e s i d e n t i a l  u t i  l i t y  consumers i n  r e g u l a t o r y  

proceedings be fo re  the Ar i zona  Corpora t ion  Commission ( A C C ) .  To 

accomp I i sh t h i s  , RUCO analyzes proposal  s  made by pub I i c  se r v  i ce 

co rpo ra t i ons  t o  the ACC, and then develops and p resen ts  recommendations 

t o  the commission regard ing  the proposals .  RUCO i s  funded by monies 

rece ived  from an assessment aga ins t  l a rge  p u b l i c  s e r v i c e  co rpo ra t i ons .  

RUCO expended $880,803 d u r i n g  f i s c a l  year 1988-89. Th is  i s  our  second 

r e p o r t  on RUCO. I n  1986, the  Aud i to r  General completed a  performance 

a u d i t  o f  RUCO: Report  86-6, R e s i d e n t i a l  U t i l i t y  Consumer O f f i c e  - 
R e s i d e n t i a l  U t i l i t y  Consumer Board.  

A l though RUCO Has Taken Steps 
To Increase I t s  E f f e c t i v e n e s s ,  A d d i t i o n a l  
E f f o r t s  Are Needed To Improve I t s  Represen ta t ion  
Of R e s i d e n t i a l  U t i l i t y  Consumers (see pages 5 through 13) 

Although RUCO has taken s teps  t o  improve i t s  e f f e c t i v e n e s s  i n  

represen t ing  r e s i d e n t i a l  u t  i l i t y  consumers i n  r a t e  case proceedings s ince 

our 1986 performance a u d i t ,  f u r t h e r  e f f o r t s  a re  needed. RUCO con t inues  

t o  p l a y  an important r o l e  i n  the  rate-making process and has e f f e c t i v e l y  

represented r e s i d e n t i a l  ra tepayers  i n  some cases we reviewed. For 

example, RUCO's i n t e r v e n t i o n  has resu l t ed  i n  sma l le r  revenue increases 

and s e r v i c e  charges t o  r e s i d e n t i a l  consumers than o r i g i n a l l y  requested by 

the  u t i l i t i e s  i nvo l ved .  I n  one o f  those cases, RUCO nego t i a t ed  an 

a d d i t i o n a l  $825,000 reduc t i on  f o r  the r e s i d e n t i a l  consumers. 



However, i n  o ther  cases we reviewed, RUCO's e f f e c t i v e n e s s  was hindered 

due t o  inadequate p r e p a r a t i o n  and p r e s e n t a t i o n  o f  evidence and poor use 

o f  consu l t an t s .  I n  severa l  cases, RUCO d i d  no t  p resen t  suppor t ing  

evidence o r  p r o v i d e  i n f o rma t i on  on how ideas presented cou ld  be 

implemented by the  u t i l i t y .  I n  o the r  ins tances ,  RUCO's arguments lacked 

depth o r  con ta ined  judgment e r r o r s .  RUCO's e f f e c t i v e n e s s  has a lso  

s u f f e r e d  because i t  has not  se l ec ted  app rop r i a t e  consu l t an t s  and has not 

always managed i t s  consu l t an t s  w e l l .  I n  one case f o r  ins tance ,  RUCO d i d  

no t  adequately rev iew a  c o n s u l t a n t ' s  tes t imony p r i o r  t o  hea r i ng .  Th is  

r e s u l t e d  i n  the consu l t an t  making recommendations c o n t r a r y  t o  app l i cab le  

S t a t e  s t a t u t e s  as we1 I as ACC h i s t o r i c a l  precedents .  I n  a d d i t i o n ,  the 

consu l tan t  a l s o  recommended t ha t  the A C C  use, f o r  purposes o f  t h i s  case, 

a  proposed bu t  unpassed new tax law. 

Some p a r t i e s  i nvo l ved  i n  the rate-maki ng process expect recent changes to  

improve RUCO's e f f e c t i v e n e s s .  A new d i r e c t o r  began work a t  RUCO i n  

October 1988. Based on RUCO's performance i n  cases s ince  h i s  

appointment, some A C C  commissioners and s t a f f ,  and u t i l i t y  

r ep resen ta t i ves  i n d i c a t e d  t ha t  changes a re  be ing  made which a re  r e s u l t i n g  

i n  increased e f f e c t i v e n e s s .  

S t a t u t o r y  Changes Are Required To Ensure 
RUCO's A b i l i t y  To Adequately Represent 
Resident i a l  Ratepayers (see pages 15 through 21 ) 

S t a t u t o r y  changes a r e  needed t o  s t reng then  RUCO's ab i  l i t y  t o  represent 

r e s i d e n t i a l  u t i l i t y  consumers i n  proceedings be fo re  the A C C .  According 

t o  a  1987 A t to rney  General o p i n i o n ,  c u r r e n t  s t a t u t e s  appear t o  l i m i t  RUCO 

t o  i n t e r ven ing  o n l y  i n  cases r e l a t e d  t o  r a t e  making o r  r a t e  design. 

However, o ther  types o f  cases, f o r  example those i n v o l v i n g  mergers, could 

a l s o  u I  t i m a t e l y  impact r e s i d e n t i a l  r a t e s .  Al though the ACC has 

h i s t o r i c a l l y  g ran ted  RUCO permiss ion t o  in te rvene  i n  such cases, the 

r i g h t  t o  in te rvene  i s  no t  guaranteed. I n  some cases, p u b l i c  u t i l i t i e s  

have chal lenged RUCO's a u t h o r i t y  t o  in te rvene  i n  cases which were not  

s t r i c t l y  r a t e  making o r  r a t e  des ign .  Res iden t i a l  u t i l i t y  consumer 

advocacy groups i n  o the r  s t a tes  we con tac ted  have broader a u t h o r i t y  than 

RUCO and can i n t e r vene  i n  most any type o f  case t ha t  cou ld  p o t e n t i a l l y  

impact r e s i d e n t i a l  u t i  l i t y  consumers. 



RUCO i s  a l s o  l i m i t e d  i n  t h a t  i t  lacks  the s t a t u t o r y  a u t h o r i t y  t o  i n i t i a t e  

cases be fo re  the commission. C u r r e n t l y ,  another p a r t y ,  as d e f i n e d  by 

s t a t u t e ,  must i n i t i a t e  a case be fo re  RUCO can become i nvo l ved .  However, 

w i t h  s i m i l a r  a u t h o r i t y ,  RUCO cou ld  improve i t s  a b i l i t y  t o  represent  

consumer i n t e r e s t s  i n  two ways. F i r s t ,  i t  would enable RUCO, as the  

i n i t i a t o r ,  t o  h e l p  the ACC d e f i n e  the scope o f  the  case, ensur ing  t h a t  

issues impor tant  t o  r e s i d e n t i a l  u t i l i t y  consumers would be cons idered.  

Second, i t  would a l s o  a l l o w  RUCO t o  b r i n g  impor tant  cases t o  the 

commission i n  a t ime l y  manner, r a t he r  than r e l y i n g  on another p a r t y  o r  

the ACC t o  i n i t i a t e  the case. For example, RUCO's d i r e c t o r  c i t e d  

overearn ing by u t i l i t i e s  as the k i n d  o f  case RUCO would l i k e  the  a b i l i t y  

t o  i n i t i a t e .  Both our research and t h a t  o f  RUCO's d i r e c t o r  i n d i c a t e s  

t ha t  i n  a t  l eas t  28 o the r  s t a t e s ,  groups s i m i l a r  t o  RUCO have t h i s  

author i t y  . 

RESIDENTIAL UTIL ITY CONSUMER BOARD 

The O f f i c e  o f  the Aud i to r  General has a l s o  conducted a l i m i t e d  rev iew o f  

the Res iden t i a l  U t i l i t y  Consumer Board i n  response t o  a June 2 ,  1987, 

r e s o l u t i o n  o f  the J o i n t  L e g i s l a t i v e  Overs ight  Committee. Th is  rev iew was 

conducted as p a r t  o f  the Sunset Review se t  f o r t h  i n  A.R.S. 5541-2351 

through 541-2379. An i n t r o d u c t i o n ,  sunset f a c t o r  e v a l u a t i o n ,  and board 

response a re  inc luded i n  t h i s  r e p o r t .  

The board was es tab l i shed  i n  con junc t i on  w i t h  RUCO i n  1983, and c o n s i s t s  

o f  f i v e  members appoin ted by the Governor. A.R.S. 540-463 p rov i des  t h a t  

the board s h a l l  adv ise the RUCO o f f i c e  on a l l  ma t t e r s  r e l a t i n g  t o  r a t e  

making or  r a t e  design and i n v o l v i n g  p u b l i c  s e r v i c e  co rpo ra t i ons .  Dur ing  

monthly meet ings,  the board d iscusses RUCO's a c t i o n s  on s p e c i f i c  cases 

and g i ves  advice t o  RUCO s t a f f  regard ing the necess i t y  o f  f u r t h e r  

a c t i o n .  I n  a d d i t i o n ,  the board serves an impor tant  r o l e  i n  t h a t  i t  

prov ides RUCO w i t h  inpu t  regard ing  the concerns and problems o f  

r e s i d e n t i a l  u t i l i t y  consumers throughout the S t a t e .  
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RESIDENTIAL UTILITY CONSUMER OFFICE 

INTRODUCTION AND BACKGROUND 

The O f f i c e  o f  the  A u d i t o r  General has conducted a  performance a u d i t  o f  

t h e  R e s i d e n t i a l  U t i l i t y  Consumer O f f i c e  (RUCO) i n  response t o  a  June 2 ,  

1987, r e s o l u t i o n  o f  the  J o i n t  L e g i s l a t i v e  Overs igh t  Committee. T h i s  

performance a u d i t  was conducted as p a r t  o f  the Sunset Review s e t  f o r t h  i n  

A r i z o n a  Revised S t a t u t e s  (A.R.S.)  9941-2351 through 41-2379. T h i s  i s  the 

second performance a u d i t  o f  RUCO. I n  1986, the A u d i t o r  General completed 

the  f i r s t  performance a u d i t  o f  RUCO: Repor t  86-6, R e s i d e n t i a l  U t i l i t y  

Consumer O f f i c e  - R e s i d e n t i a l  U t i l i t y  Consumer Board.  

The L e g i s l a t u r e  e s t a b l  i shed  RUCO i n  1983 (A.R.S. 540-4621 t o  rep resen t  

the  i n t e r e s t s  o f  r e s i d e n t i a l  u t i l i t y  consumers i n  r e g u l a t o r y  proceedings 

i n v o l v i n g  p u b l i c  s e r v i c e  c o r p o r a t i o n s  b e f o r e  the A r i z o n a  C o r p o r a t i o n  

Commission. A . R . S .  940-464 d e f i n e s  the  powers and d u t i e s  o f  the  RUCO 

d i r e c t o r .  The s t a t u t e  s t a t e s  t h a t  the d i r e c t o r  may: 

"Research, s t u d y  and ana lyze  r e s i d e n t i a l  u t i l i t y  consumer 
i n t e r e s t s  . . .  Prepare and p resen t  b r i e f s ,  arguments, proposed 
r a t e s  o r  o r d e r s  and i n t e r v e n e  o r  appear on b e h a l f  o f  r e s i d e n t i a l  
u t i l i t y  consumers b e f o r e  h e a r i n g  o f f i c e r s  and the  c o r p o r a t i o n  
commission as a  p a r t y  i n  i n t e r e s t  and a l s o  p a r t i c i p a t e  as a  
p a r t y  i n  i n t e r e s t  pursuant  t o  340-254 i n  proceedings r e l a t i n g  t o  
r a t e  making o r  r a t e  des ign  and i n v o l v i n g  p u b l i c  s e r v i c e  
 corporation^.^' 

Staffing and Organization 

For f i s c a l  year 1988-89, RUCO was a u t h o r i z e d  12.25 f u l  I - t i m e  e q u i v a l e n t  

(FTE)  p o s i t i o n s .  RUCO s t a f f  p o s i t i o n s  i n c l u d e  a  d i r e c t o r ,  t h r e e  

a t t o r n e y s ,  an eng ineer ,  t h r e e  r a t e  a n a l y s t s ,  an a d m i n i s t r a t i v e  s e r v i c e s  

o f f i c e r ,  a program/pro jec t  s p e c i a l i s t ,  two s e c r e t a r i e s ,  and p a r t - t i m e  

l e g a l  i n t e r n s .  RUCO's o f f i c e  i s  l o c a t e d  i n  c e n t r a l  Phoenix .  

Budget 

RUCO operates  u s i n g  revenues i t r e c e i v e s  from an assessment a g a i n s t  

p u b l i c  s e r v i c e  c o r p o r a t i o n s .  A r a t e  determined by t h e  ACC i s  a p p l i e d  

a g a i n s t  the gross o p e r a t i n g  revenues o f  the c o r p o r a t i o n s '  i n t r a s t a t e  



o p e r a t i o n s  s e r v i n g  r e s i d e n t i a l  customers t o  determine the  assessment 

amount. Assessments a r e  l i m i t e d  t o  two- tenths  o f  one p e r c e n t  o f  gross 

o p e r a t i n g  revenues exceeding $250,000 ( o f  the p reced i  ng y e a r ) .  The 

L e g i s l a t u r e  a p p r o p r i a t e s  RUCO's share o f  t h e  monies r e c e i v e d  th rough  t h i s  

assessment, and p l a c e s  i t  i n t o  the  R e s i d e n t i a l  U t i l i t y  Consumer O f f i c e  

Revo lv ing  Fund. R e v o l v i n g  Fund monies do n o t  r e v e r t  t o  t h e  General 

Fund. RUG0 revenues and expend i tu res  f o r  f i s c a l  yea rs  1986-87 through 

1988-89 a r e  shown i n Tab l e  1 . 

TABLE 1 

RESIDENTIAL U T I L I T Y  CONSUMER OFFICE 
STATEMENT OF FTEs AND ACTUAL REVENUES, EXPENDITURES 

AND CHANGES I N  FUND BALANCE 
FISCAL YEARS 1986-87, 1987-88, AND 1988-89 

(unaudi t e d )  

FTEs 10.00 10.00 12.25 

Revenue : 
l n t  r a s t a t e  Ut i l i t y  Assessment $839,826 $ 884,439 $ 913,414 

Expend i tu res :  
Personal  s e r v i c e s  355,448 
Employee-related 60,775 
P r o f .  & o u t s i d e  s e r v i c e s  276,354 
T r a v e l ,  i n - s t a t e  10,001 

o u t - o f - s t a t e  5 ,336 
Other o p e r a t i n g  82,896 
Equ i pinen t 

- 

T o t a l  Expendi tures  

Excess o f  revenues over  
expend i t u r e s  39,842 224,865 32,611 

T rans fe r  o u t  t o  S t a t e  
General Fund - 310,50O(a) 

Fund ba lance,  J u l y  1 824,274 864,116 1,088,981 

Fund ba lance,  June 30 $864.116 $1.088,981 $ 811.092 

( a )  House B i l l  2269, w h i c h  was passed d u r i n g  t h e  1989 l e g i s l a t i v e  s e s s i o n ,  r e s u l t e d  
i n  an opera t ing  t r a n s f e r  o u t  o f  RUCO's fund balance t o  the  S ta te  General Fund i n  

March 1989 i n  the  amount of  $310,500. 

Source: Ar izona F i n a n c i a l  I n f o r m a t i o n  Systems and the S t a t e  o f  A r i z o n a ,  
A p p r o p r i a t i o n s  Report  f o r  the F i s c a l  Year Ended June 30 ,  1989 



A u d i t  Scope and Purpose 

Th is  performance a u d i t  was conducted t o  e v a l u a t e  RUCO's o p e r a t i o n s ,  

focus ing on these two o b j e c t i v e s :  

a To assess RUCOfs e f f e c t i v e n e s s  i n  r e s i d e n t i a l  r a t e  case i n t e r v e n t i o n .  

0 To determine whether RUCO shou ld  be g i v e n  a d d i t i o n a l  a u t h o r i t y  t o  

i n i t i a t e  a c t i o n s  b e f o r e  the  C o r p o r a t i o n  Commission and be i n v o l v e d  i n  

non-rate cases which may have the p o t e n t i a l  t o  a f f e c t  f u t u r e  

r e s i d e n t i a l  r a t e s .  

I n  a d d i t i o n  t o  these two o b j e c t i v e s ,  we reviewed RUCOfs e f f o r t s  a t  

implementing the recommendations made i n  the  1986 performance a u d i t .  The 

r e s u l t s  o f  t h i s  rev iew a r e  c o n t a i n e d  i n  the RUCO Sunset F a c t o r s  (pages 27 

through 30)  and F i n d i n g  I  (pages 5 through 1 2 ) .  

Th is  r e p o r t  a l s o  c o n t a i n s  Other  P e r t i n e n t  In fo rmat  i o n  r e g a r d i n g  s t a f f  

tu rnover  and the  impact o f  such t u r n o v e r  a t  RUCO. 

Th is  a u d i t  was conducted i n  accordance w i t h  g e n e r a l l y  accepted government 

a u d i t i n g  s tandards.  

The A u d i t o r  General and s t a f f  express a p p r e c i a t i o n  t o  RUCOfs D i r e c t o r  and 

employees f o r  t h e i r  c o o p e r a t i o n  and a s s i s t a n c e  d u r i n g  t h e  a u d i t .  



FINDING I 

ALTHOUGH RUCO HAS TAKEN STEPS TO INCREASE ITS EFFECTIVENESS, 

ADDITIONAL EFFORTS ARE NEEDED TO IMPROVE ITS 

REPRESENTATION OF RESIDENTIAL UTILITY CONSUMERS 

The R e s i d e n t i a l  U t i l i t y  Consumer O f f i c e  c o n t i n u e s  t o  p l a y  an impor tan t  

r o l e  i n  r a t e  case proceedings b u t  c o u l d  a t t a i n  a g r e a t e r  degree o f  

e f f e c t i v e n e s s .  To de te rm ine  RUCO's e f f e c t i v e n e s s ,  we rev iewed ACC 

op in ions  and o r d e r s ,  t r a n s c r i p t s ,  and o t h e r  l e g a l  documents, as w e l l  as 

i n te rv iewed  ACC commissioners,  h e a r i n g  o f f i c e r s  and s t a f f ,  RUCOts 

d i r e c t o r  and s t a f f ,  and o t h e r s  i n v o l v e d  w i t h  the cases.  ' our  rev iew 

found t h a t  w h i l e  RUCO has implemented some o f  the  recommendations made i n  

our 1986 performance a u d i t ,  inadequate ev idence and poor  use o f  

consu l tan ts  have h i n d e r e d  RUCOts e f f e c t i v e n e s s  i n  some cases.  However, 

o the r  p a r t i e s  t o  the  ra te-mak ing process a n t i c i p a t e  t h a t  recen t  changes 

a t  RUCO w i l l  improve RUCO's e f f e c t i v e n e s s .  

RUCO Has an Impor tan t  R o l e  
and Has Improved I t s  E f f e c t i v e n e s s  

RUCO p l a y s  an i m p o r t a n t  r o l e  i n  r a t e  case proceedings and has improved 

i t s  e f f e c t i v e n e s s  i n  the  p a s t  t h r e e  y e a r s .  The o f f i c e  has implemented 

severa l  recommendations made i n  the  p r e v i o u s  per formance a u d i t  and has 

demonstrated e f f e c t i v e n e s s  i n  some impor tan t  cases.  

RUG0 f u n c t i o n  i m p o r t a n t  - RUCO con t inues  t o  p l a y  an i m p o r t a n t  r o l e  i n  

r a t e  case p roceed ings .  The L e g i s l a t u r e  e s t a b l i s h e d  RUCO i n  1983 t o  

represent u t  i I i t y  consumers' i n t e r e s t s  i n  r e g u l a t o r y  p roceed ings ,  t o  

analyze p roposa ls  made by pub l i c  s e r v i c e  c o r p o r a t  i o n s ,  and t o  p resen t  

recommendations t o  the  A r i z o n a  C o r p o r a t i o n  Commission ( A C C ) .  Our 1986 

See Appendix f o r  a  d iscussion o f  the  methodology used t o  e v a l u a t e  RUCO1s 
e f f e c t i v e n e s s .  



a u d i t  r epo r t  i n d i c a t e d  the need f o r  an agency w i t h  such a mandate. Most 

commissioners, ACC s t a f f ,  and u t i l i t y  r ep resen ta t i ves  we con tac ted  d u r i n g  

the c u r r e n t  a u d i t  r e a f f i r m e d  the need. Gene ra l l y ,  those i n t e r v i ewed  

s ta ted  t h a t  RUCO's r o l e  i s  necessary f o r  two reasons. F i r s t ,  RUCO serves 

an impor tant  f u n c t i o n  i n  t h a t  i t  represen ts  r e s i d e n t i a l  ra tepayers .  

Commercial ra tepayers  and u t i l i t y  companies h i r e  lawyers and l o b b y i s t s  t o  

represent t h e i r  i n t e r e s t s .  RUCO prov ides  s i m i l a r  se r v i ces  t o  represent  

the i n t e r e s t s  o f  r e s i d e n t i a l  ra tepayers .  

Second, an i n s t i t u t i o n a l i z e d  consumer advocate serves an impor tant  

f u n c t i o n  i n  the rate-making process.  The ex i s t ence  o f  a  consumer 

advocacy agency l i ke  RUCO lends c red i  b  i l i t y  t o  the  rate-mak i ng process by 

ensur ing r e s i d e n t i a l  ra tepayer  i n t e r e s t s  a re  represented,  thus enhancing 

p u b l i c  acceptance o f  the process as f a i r  t o  a l l  p a r t i e s  i nvo l ved .  

RUCO has implemented recomnendations - RUCO has taken s teps  t o  improve 

i t s  e f f ec t i veness  by implement ing some o f  the recommendations made i n  the 

1986 a u d i t  r e p o r t .  Du r i ng  the 1986 a u d i t ,  we made some recommendations 

t ha t  would enhance RUCO's e f f e c t i v e n e s s  i n  r ep resen t i ng  r e s i d e n t i a l  

ratepayers i n  r a t e  cases. F i r s t ,  we recommended t h a t  RUCO develop a more 

accurate  method o f  e v a l u a t i n g  i t s  e f f e c t i v e n e s s .  RUCO p r e v i o u s l y  c la imed 

c red i  t  f o r  the en t  i re  d i  f  ference between the ACC s t a f f ' s  recommendat ion 

and the commission's f i n a l  d e c i s i o n ,  thereby i g n o r i n g  the e f f e c t i v e n e s s  

o f  o ther  i n t e r veno rs  i n  the case and o the r  f a c t o r s  which a f f e c t  

commi ss i  on dec i s  i ons. Second, we recommended RUCO eva lua te  i t s  

e f f ec t i veness  by i n d i v i d u a l  i ssue .  RUCO presumed i t  had an impact on 

each issue lead ing t o  the d e c i s i o n .  Th i r d ,  because o f  RUCO's l i m i t e d  

resources we recommended t h a t  RUCO develop a method t o  determine the 

necess i t y  o f  i n t e r v e n t i o n .  Dur ing  the 1986 a u d i t ,  we found t h a t  RUCO d i d  

no t  adequately p r i o r i t i z e  cases and thus cou ld  not  d i r e c t  i t s  l i m i t e d  

resources t o  the most impor tant  cases. 

I n  response t o  the f i r s t  and second recommendat i ons ,  RUCO's new d i  r e c t o r  

r ecen t l y  developed a p ~ l i c y  r e q u i r i n g  the s t a f f  assigned t o  each case to  

prepare a  case summary. The summary shou l d  i nc l ude RUCO' s  pos i t i ons on 

issues and the impact o f .  these p o s i t i o n s  on the f i n a l  case outcome. 



Impact may be c l a s s i f i e d  as d i r e c t  monetary ( adop t i on  o f  an issue on l y  

RUCO presented) ,  shared monetary ( adop t i on  o f  an issue RUCO and o ther  

p a r t i e s  p resen ted) ,  o r  nonmonetary ( adop t i on  o f  an issue hav ing  no, o r  no 

foreseeab l e ,  monetary impact 1 .  

I n  response t o  the t h i r d  recommendation, RUCO1s d i r e c t o r  s t a t e d  t h a t  i t  

i s  o f f i c e  p o l i c y  t o  in te rvene  i n  cases i n v o l v i n g  the la rge  u t i l i t y  

companies. For those cases i n v o l v i n g  sma l l e r  companies, RUCO cons iders  

the s i z e  o f  the r a t e  increase reques t ,  the  number o f  customer comp la in ts ,  

the importance o f  the case i ssues ,  and the a v a i l a b i l i t y  o f  o f f i c e  

resources i n  making an i n t e r v e n t i o n  d e c i s i o n .  ACC o f f i c i a l s  a f f i r m  t ha t  

RUCO now p r i o r i t i z e s  b e t t e r ,  s t a t i n g  RUCO always in te rvenes  i n  the "b i g "  

cases and i s  not as i nvo l ved  i n  cases concern ing o n l y  a  few customers.  

E f f e c t i v e  i n  some cases - RUCO e f f e c t i v e l y  represented r e s i d e n t i a l  

ra tepayers  i n  severa l  cases we reviewed. The f o l  lowing case examples 

i l l u s t r a t e  RUCO's e f f e c t i v e n e s s .  

0 Southwest Gas - Southwest Gas requested a 9.2 percent  revenue 
increase i n  i t s  Apache D i v i s i o n  and a 25.9 percent  revenue increase 
i n  i t s  Papago D i v i s i o n ,  I n  1987, RUCO p a r t i c i p a t e d  i n  n e g o t i a t i o n s  
which resu l t ed  i n  increases o f  o n l y  6.61 percent  and 21 percen t ,  
r e s p e c t i v e l y .  According t o  hea r i ng  t r a n s c r i p t s ,  a  Southwest Gas 
senior  v i c e  p res i den t  noted t h a t  d u r i n g  the  n e g o t i a t i o n s  "RUCO 
rece ived an a d d i t i o n a l  $825,000 reduc t i on  f o r  the  r e s i d e n t i a l  c l ass ,  
which q u i t e  f r a n k l y  came out o f  the  s t ockho lde rs1  pocke t . "  

0 Sulphur Spr ings  V a l l e y  E l e c t r i c  Cooperat ive,  I n c .  - Sulphur 
Sgr ings '  se r v i ce  t e r r i t o r y  covers most o f  Cochise and Da r t s  o f  Santa 
~ i u z  ,- Graham, and Pima - coun t i es .  The company requested an 8.82 
percent revenue increase i n  t h i s  1988 r a t e  case. RUCO in f l uenced  the 
case outcome i n  th ree  ways. F i r s t ,  the u t i l i t y  proposed 
d i s p r o p o r t i o n a t e l y  h i gh  r a t e  increases f o r  r e s i d e n t i a l  and large 
power c lasses and no increase f o r  the i r r i g a t i o n  c l a s s .  RUCO and ACC 
s t a f f  proposed t h a t  the i r r i g a t i o n  c l a s s  share some o f  the t o t a l  r a t e  
increase; the commission adopted the recommendation. 

Second, the u t i l i t y  charged $7.50 f o r  bas i c  month ly  s e r v i c e  and 
sought t o  increase t h i s  f i g u r e  t o  $12.50. The A C C  s t a f f  proposed an 
increase t o  $9.00, bu t  RUCO recommended m a i n t a i n i n g  the $7.50 
charge. The commission adopted RUCO1s recommendation. 

F i n a l l y ,  RUCO recommended t h a t  ACC r e q u i r e  the u t i l i t y  t o  p rov ide  
cur ren t  data and t o  per form c e r t a i n  s t u d i e s  f o r  use d u r i n g  f u t u r e  
r a t e  proceedings'. The commission a l s o  adopted these RUCO 
recommendations. 



a C i t i z e n s  U t i l i t i e s  Company - Several  ACC o f f i c i a l s  noted t h a t  RUCO 
prov ided  the impetus beh ind  A C C  o r d e r i n g  C i t i z e n s  U t i l i t i e s  t o  
j u s t i f y  i t s  r a tes  i n  c e r t a i n  Ar i zona  l o c a t i o n s .  C i t i z e n s  i s  a  
Delaware c o r p o r a t i o n  w i t h  severa l  o p e r a t i n g  d i v i s i o n s  and 
s u b s i d i a r i e s  i n  Ar i zona .  The hear ings  r e s u l t e d  i n  revenue decreases 
o f  up t o  23 .4  pe rcen t .  

I n  a d d i t i o n ,  A C C  s t a f f  s t a t e d  t h a t  RUCO has in t roduced  new ideas i n t o  the 

rate-making process.  For example, RUCO f i r s t  recommended e l i m i n a t i n g  

Ar izona P u b l i c  S e r v i c e ' s  (APS) Purchased Power and Fuel  Adjustment Clause 

(PPFAC) severa l  years  a g o . ( ' )  A t  t h a t  t ime ,  the  A C C  d i d  no t  adopt 

RUCO's p o s i t i o n .  Over the years  RUCO con t inued  t o  in te rvene  i n  cases 

concerning f ue l  a d j u s t e r  c lauses .  I n  a  recent case the commission 

e l im ina ted  the APS PPFAC. RUCO's i n t r o d u c t i o n  o f  the idea severa l  years 

ago and i t s  cont inued i n t e r v e n t i o n  i n  PPFAC cases proved e f f e c t i v e  i n  the 

long term. 

Some Factors Which Hinder RUCO1s 
E f f e c t  iveness Were St i l l Apparent 

Although RUCO has taken s teps  t o  improve i t s  e f f e c t i v e n e s s  i n  

represen t ing  r e s i d e n t i a l  ra tepayers  s ince  the 1986 performance a u d i t ,  we 

noted some f a c t o r s  which h indered  RUCO's e f f e c t i v e n e s s .  These f a c t o r s  

inc lude inadequate evidence and poor use o f  consu l t an t s .  

Inadequate evidence - RUCO d i d  no t  prepare and present  adequate 

evidence f o r  some cases, and t h i s  adverse ly  impacted i t s  e f f e c t i v e n e s s .  

( 1  ) Purchased Power and Fuel Adjustment  Clauses (PPFACs) a r e  semi au tomat i c  mechani sins 

which a l l o w  u t i l i t i e s  t o  m a i n t a i n  c o n s i s t e n t  r a t e s  o f  r e t u r n  i n  t imes of  

f l u c t u a t i n g  f u e l  and purchased power cos ts .  Fuel a d j u s t e r  c lauses were developed 
i n  t h e  1970s. a  p e r i o d  o f  g r e a t l y  f l u c t u a t i n g  fue l  p r i c e s .  The c lauses  a l l owed  

e l e c t r i c  u t i l i t i e s  t o  charge customers a surcharge t o  cover  i nc reased  f u e l  cos ts .  

Thus, t h e  u t i l i t i e s  d i d  n o t  have t o  i n i t i a t e  and defend f u l l  r a t e  cases t o  recoup 

t h e  inc reased  f u e l  c o s t s .  RUCO advocates t h a t  PPFACs be e l i m i n a t e d  f o r  two 
reasons. F i r s t ,  f u e l  cos ts  have decreased and s t a b i l i z e d ,  thereby e l i m i n a t i n g  t h e  

need f o r  t h e  c lauses.  Second, some u t i l i t y  companies have a l l e g e d l y  abused the  
c lauses by i n c l u d i n g  o t h e r  charges i n  t h e  surcharge.  For  example, i n  a  C i t i z e n s  

Mohave and Santa Cruz E l e c t r i c  case, t h e  u t i l i t y  requested t h a t  t h e  c a p i t a l  cos ts  

of gas t u r b i n e  g e n e r a t i n g  u n i t s  be passed a l o n g  t o  ra tepayers  th rough  t h e  PPFAC. 



Severa l  ACC o p i n i o n s  and o r d e r s  we reviewed d ismissed RUCO's p o s i t i o n s  

because RUCO d i d  n o t  p resen t  s u p p o r t i n g  ev idence .  The ACC can o n l y  adopt 

p o s i t i o n s  t h a t  a re  suppor ted  by evidence and t h a t  can be implemented by 

u t i l i t y  companies. Thus, arguments must be based on f a c t u a l  i n f o r m a t i o n  

r e l e v a n t  t o  the s p e c i f i c  u t i l i t y  i n  t h e  case. I n  a d d i t i o n ,  the 

commission must be a b l e  t o  p r e d i c t  the  e f f e c t  o f  a d o p t i n g  a  

recommendation. I n  some cases RUCO presen ted  g e n e r a l ,  t h e o r e t i c a l  i deas ,  

w i t h o u t  p r o v i d i n g  p r a c t i c a l  i n f o r m a t i o n  on how the  u t i l i t y  cou ld  

implement the ideas .  I n  o t h e r  i ns tances ,  RUCO i n v e s t i g a t e d  o n l y  the 

aspects  o f  an a n a l y s i s  o r  law which would b e n e f i t  r e s i d e n t i a l  ra tepayers ,  

w i t h o u t  determin ing the  t o t a l  e f f e c t  o f  a d o p t i n g  the a n a l y s i s  o r  law. I n  

o t h e r  cases RUCO's arguments lacked depth o r  con ta ined  judgment e r r o r s  

The f o l l o w i n g  case examples i l l u s t r a t e  where RUCO d i d  n o t  develop 

adequate ev i  dence . 

a APS Palo Verde 2 - RUCO r a i s e d  12 i ssues  i n  t h i s  case,  however 9 
had no impact on the  ACC's f i n a l  d e c i s i o n  (RUCO was s o l e l y  
respons ib le  f o r  the  ACC a d o p t i o n  o f  one i s s u e ,  and p a r t i a l l y  
respons ib l y  f o r  the  a d o p t i o n  o f  two o t h e r s ) .  Even i n  t h e  i ssue  where 
RUCO had so le  impact ,  the  f i n a l  impact was much l e s s  than RUCO sought 
because RUCO d i d  n o t  base i t s  p o s i t  i o n  on r e l e v a n t  f a c t u a l  
i n f o r m a t i o n .  RUCO proposed an $11.4  m i  I l i o n  reduc t  i o n  i n  o p e r a t i o n  
and maintenance expenses because o f  reduced r e l i a n c e  on f o s s i l  f u e l  
p l a n t s  and inc reased  r e l i a n c e  on Pa lo  Verde U n i t s  1 and 2 .  I n  the 
d e c i s i o n ,  the commission agreed t h a t  "some ad justment  should  be 
made." However, t h e  commission c o u l d  no t  adopt the  RUCO 
recommendat i on  because t h e  RUCO w i  tness "p rov ided  no t h  i ng more than 
an unsupported a l l e g a t i o n . "  A l though t h e  commission r e j e c t e d  the 
$11.4 m i  I l i o n  ad jus tment ,  i t  d i d  adopt a  $1.85 mi l  l i o n  adjustment 
based on RUCO's t e s t i m o n y .  

I n  another i ssue ,  one i n  which RUCO had no impact ,  RUCO a g a i n  d i d  not  
p r o v i d e  adequate s u p p o r t i n g  evidence f o r  i t s  p o s i t i o n  a l t h o u g h  i t s  
p o s i t i o n  d i f f e r e d  s i g n i f i c a n t l y  from t h e  o t h e r  p a r t i e s  i n v o l v e d  i n  
the case. T h i s  i ssue  i n v o l v e d  e s t i m a t i n g  f u t u r e  monies needed t o  
decommission t h e  P a l o  Verde U n i t  2 nuc lea r  p l a n t .  Bo th  Ar izona 
P u b l i c  Serv i ce  (APS) and ACC s t a f f  agreed on an e s t i m a t e d  cost  
f i g u r e .  RUCO's e s t i m a t e ,  however, was fou r  t ime g r e a t e r .  I n  the 
o p i n i o n  and o rder  t h e  commission commented, " I n s t e a d  o f  s u p p o r t i n g  a  
reasonable e s t i m a t e  based on what i s  now known about decommissioning,  
RUCO takes the p o s i t i o n  t h a t  i n  l i g h t  o f  t h e  u n c e r t a i n t i e s  the  f u t u r e  
h o l d s ,  we should  s t a r t  w i t h  a  h i g h  e s t i m a t e  and rev iew i t  every  th ree  
years  ." The commi s s i  on d i d  no t  adopt the  RUCO pos i  t i on because RUCO 
f a i l e d  t o  p r o v i d e  s u p p o r t i n g  evidence f o r  i t s  p o s i t i o n .  The 
commission f u r t h e r  responded, "Current  ra tepayers  shou ld  no t  be 
unnecessar i l y  burdened w i t h  the  add i t i  ona I cos t  imposed by ( the RUCO 
w i t n e s s ' )  unsupported cont ingency f a c t o r . "  



a C i t i z e n s  U t i l i t i e s  Company - RUCO advanced severa l  p o s i t i o n s  
w i t hou t  p r o v i d i n g  complete i n f o r m a t i o n  on the r e s u l t s  o f  the adopt ion 
o f  the p o s i t i o n s .  For example, RUCO d i d  not  p resen t  research s t a t i n g  
the f u l l  e f f e c t  o f  i t s  recommendation o f  changing an a l l o c a t i o n  
methodology. RUCO proposed e l i m i n a t i n g  one component o f  the "Four 
Fac to r "  fo rmu la  f o r  a1 I oca t  i n g  a d m i n i s t r a t i v e  o f f  i c e  expenses. 
However, t h i s  formula i s  an accepted methodology i n  a l l  ten  s t a tes  
where C i t i z e n s  p rov i des  u t i l i t y  s e r v i c e s .  RUCO wanted t o  e l im ina te  
the f a c t o r  which a l l o c a t e d  cos t s  t o  consumers. Accord ing t o  one o f  
the hea r i ng  o f f i c e r s  i nvo l ved  i n  the case, the fo rmu la  i s  c a l l e d  the 
"Four Fac to r "  model because each f a c t o r  i s  impo r tan t .  The commission 
conc l uded : 

"RUCO's proposed e l i m i n a t i o n  o f  one o f  the  f a c t o r s  would, 
no doubt ,  be b e n e f i c i a l  t o  some e n t i t i e s  and harmfu l  t o  
o t h e r s .  Any change i n  the a l l o c a t i o n  methodology would,  o f  
n e c e s s i t y ,  produce d i f f e r e n t  r e s u l t s .  However, w i t hou t  
some compe l l i ng  reason t o  change, we w i l l  con t inue  t o  
approve the  Four Factor  method." 

e Los Cerros Water Company - RUCO lacked adequate research and made 
judgment e r r o r s  i n  severa l  issues i t  proposed i n  t h i s  case. I n  one 
issue,  RUCO at tempted t o  depar t  from the "g roundru les"  es tab l i shed  
f o r  the case. A u t  i l  i  t y  company's r a t e  increase app l i ca t  i on  must be 
based on an ac tua l  12-month p e r i o d  o f  o p e r a t i o n .  The p e r i o d  from 
which t h i s  i n f o rma t i on  i s  drawn i s  c a l l e d  the " t e s t  y e a r . "  The t es t  
year i s  approved by the A C C  a t  the beg inn ing  o f  the r a t e  case. 
Al though the t e s t  year was a l ready  dec ided,  the RUCO wi tness 
recommended t h a t  a revenue-generat ing event which occur red  a f t e r  the 
t e s t  year be added t o  t e s t  year revenues. The A C C  r e j e c t e d u c ~ ~ s  
p o s i t i o n .  

Fur ther  RUCO d i d  no t  per fo rm some bas i c  research f o r  t h i s  case. 
F i r s t ,  RUCO con tac ted  a Phoenix company t o  o b t a i n  i n f o rma t i on  on 
charges f o r  water management bu t  d i d  not  t e l l  the company the 
i n f o rma t i on  was f o r  the Tucson a rea .  As a r e s u l t ,  because Los Cerros 
i s  loca ted  i n  Tucson, geographic d i f f e r e n c e s  made t h i s  an i n v a l i d  
comparison. I n  a  second i ssue ,  RUCO f a i l e d  t o  ask company o f f i c i a l s  
why two company checks were w r i t t e n  t o  d i f f e r e n t  accoun t ing  f i rms  f o r  
the same purpose. There fo re ,  RUCO made an erroneous assumption and 
recommended a r educ t i on  t o  o u t s i d e  se rv i ces  expenses. However, 
test imony o f  company rep resen ta t i ves  du r i ng  the hea r i ng  showed tha t  
Los Cerros had l e g i t i m a t e l y  sought a  second o p i n i o n  about a  
compl icated new tax law. Here aga in ,  the ACC r e j e c t e d  RUCOrs 
p o s i t i o n s  on b o t h  o f  these i ssues .  

Poor use o f  consu l t an t s  - RUCO's e f f e c t i v e n e s s  has a l s o  su f f e red  

because i t  has made poor consu l t an t  s e l e c t i o n  dec i s i ons  and has not 

managed i t s  consul  t a n t s  we1 I .  I n  some instances RUCO has h i  red 

consu l tan ts  who have h indered i t s  e f f e c t i v e n e s s  i n  r a t e  proceedings.  For 

example, RUCO has h i  red consu l t an t s  whose arguments had been r e j e c t e d  by 

the commission i n  p rev ious  cases o r  upon whose test imony the commission 

cannot r e l y ,  as i n d i c a t e d  i n  the f o l l o w i n g  cases 



r APS PPFAC - A t  l e a s t  two problems were e v i d e n t  w i t h  RUCO1s 
involvement i n  the  1987 APS PPFAC case - RUCO r a i  sed an argument i n  
the wrong type o f  case,  and RUCO lacked adequate suppor t  f o r  i t s  
p o s i t i o n .  I n  a  1986 APS PPFAC case, RUCO's c o n s u l t a n t  made a  
recommendation t h a t  t h e  ACC e i t h e r  e l i m i n a t e  t h e  PPFAC o r  u t i l i z e  a  
new approach i n  d e t e r m i n i n g  PPFAC charges.  The A C C  r e j e c t e d  RUCO!s 
argument, bu t  i n d i c a t e d  they would be w i l l i n g  t o  cons ide r  these 
re forms i n  f u t u r e  rate cases.  RUCO a g a i n  r a i s e d  t h i s  i ssue  i n  the 
1987 APS PPFAC case. However, the purpose o f  t h e  1987 APS PPFAC case 
was t o  review a c t u a l  1986 f u e l  and purchased power c o s t s  and t o  
e s t a b l i s h  a  new PPFAC c o s t .  Thus i t  was an i n a p p r o p r i a t e  t ime t o  
r a i s e  the i ssue  as i t  was no t  w i t h i n  t h e  h e a r i n g  scope. F u r t h e r ,  
RUCO used the same c o n s u l t i n g  f i r m  i n  t h i s  case as i t  had used i n  the 
1986 APS PPFAC case. The c o n s u l t a n t s  p resen ted  tes t imony i n  1987 
which resembled the  tes t imony p resen ted ,  and r e j e c t e d  by the 
commission, i n  the  1986 case. The c o n s u l t a n t s  d i d  n o t  p r o v i d e  any 
a d d i t i o n a l  evidence as t o  why the  ACC shou ld  adopt the argument. I n  
f a c t ,  i n  the 1987 o p i n i o n  and o rder  the commission quoted t h e  1986 
o p i n i o n  and o rder  i n  d i s m i s s i n g  RUCO's arguments. 

a APS Pa lo  Verde 2 - I n  the  APS Pa lo  Verde 2 r a t e  case RUCO used a  
c o n s u l t a n t  who was n o t  c r e d i b l e .  The c o n s u l t a n t  had t e s t i f i e d  b e f o r e  
t h e  Federal  Energy R e g u l a t o r y  Commission (FERC) f i v e  years  b e f o r e  the  
Pa lo  Verde 2  case. I n  h i s  tes t imony b e f o r e  the  FERC, he i n d i c a t e d  
t h a t  APS should " c o n t i n u e  t o  c o n s t r u c t  and r e t a i n  i t s  ownership share 
i n  (Pa lo  Verde) u n i t s  1 and 2 . "  However, i n  t h e  Pa lo  Verde 2 case, 
the  consu l tan t  t e s t i f i e d  t h a t  APS should  have stopped c o n s t r u c t i o n  o r  
s o l d  i t s  ownership share i n  Palo Verde 2  i n  1981. Thus, the RUCO 
c o n s u l t a n t  t e s t  i  f  i e d  t h a t  APS should  have known back i n  1981-82 what 
he h imse l f  d i d  n o t  know then.  F u r t h e r ,  t h e  FERC judge had made 
un favorab le  s ta tements  concern ing t h e  tes t imony  o f  t h i s  w i t n e s s ,  and 
d u r i n g  cross-examinat ion,  these s ta tements  were p resen ted .  The 
commission noted i n  the  o p i n i o n  and o r d e r :  

"APS presented e x t e n s i v e  r e b u t t a l  ev idence by a  number o f  
w i tnesses concern ing  ( t h e  RUG0 w i t n e s s ' )  p r e s e n t a t i o n  . . . .  
However, we do n o t  need t o  repeat a l l  o f  t h e i r  c r i t i c i s m s  
o r  even summarize t h e i r  conc lus ions .  (The RUCO w i t n e s s ' )  
o p i n i o n  i s  n o t  s u f f i c i e n t  suppor t  f o r  a  f i n d i n g  t h a t  
cons t ruc t  i o n  o f  and r e t a i n i n g  the ownership i n t e r e s t  i n  
Pa lo  Verde 2  was imprudent . "  

RUCO's e f f e c t i v e n e s s  a l s o  s u f f e r s  i n  the management o f  i t s  c o n s u l t a n t s .  

T h i s  was evidenced i n  s e v e r a l  o f  the cases we rev iewed.  For example, i t  

appears t h a t  RUCO s t a f f  d i d  no t  always adequate ly  rev iew tes t imony 

compi led by t h e i r  c o n s u l t a n t s  p r i o r  t o  ACC f i l i n g  d e a d l i n e s .  T h i s  has 

r e s u l t e d ,  f o r  example, i n  RUCO's p r e s e n t i n g  tes t imony t h a t  does n o t  

conform t o  Ar izona law o r  ACC precedence, o r  t h a t  cannot be implemented. 

The case below i l l u s t r a t e s  poor c o n s u l t a n t  management. 



C i t i z e n s  U t i l i t i e s  Company - I n  t h i s  case,  RUCO's a t t o r n e y s  d i d  not  
adequately rev iew a  c o n s u l t a n t ' s  tes t imony f o r  compliance w i t h  
Ar izona law. One consu l t an t  made recommendations con t ra r y  t o  
a p p l i c a b l e  A r i zona  s t a t u t e s .  I n  t h i s  case, RUCO l o s t  c r e d i b i l i t y  
because RUCO's a t t o r n e y s  d i d  no t  p r o v i d e  guidance regard ing  Ar izona 
laws t o  an ou t -o f - s t a te  w i t ness .  

F i n a l l y ,  RUCO's consu l t an t  recommended the  use o f  the 1986 Tax Reform 
Act i n  c a l c u l a t i n g  C i t i z e n s '  t e s t  year  tax  expense. A t  the t ime o f  
the hea r i ng ,  t he  tax  law was imminent bu t  had no t  y e t  passed. 
F u r t h e r ,  the e f f e c t  o f  the new tax law on Ar i zona  taxes was unknown. 
Thus, the  ACC c o u l d  no t  use the 1986 tax  law a t  the  t ime .  

Other P a r t i e s  A n t i c i p a t e  That Recent Changes 
a t  RUCO W i l l  Improve I t s  E f f e c t i v e n e s s  

Recent changes a t  RUCO are  expected t o  improve RUCO's e f f e c t i v e n e s s .  

RUCO's new d i r e c t o r  assumed h i s  p o s i t i o n  i n  October 1988. As o f  the t ime 

o f  the a u d i t ,  the commission had no t  issued op in i ons  and o rde rs  on any o f  

the cases i n  which the new d i r e c t o r  p rov i ded  guidance. However, 

commissioners, ACC hear ing  o f f i c e r s  and s t a f f ,  and u t i l i t y  

rep resen ta t i ves  asse r t ed  i n  i n t e r v i e w s  t h a t  the new d i r e c t o r  i s  making 

changes which a re  r e s u l t i n g  i n  increased e f f e c t i v e n e s s .  For example, 

comments regard ing  RUCO's e f f o r t  i n  the Tucson E l e c t r i c  Power (TEP) case 

i l l u s t r a t e  the new d i r e c t o r ' s  i n f l u e n c e .  Some ACC commissioners, hear ing  

o f f i c e r s  and s t a f f  noted t h a t  RUCO performed w e l l  i n  the TEP case. 

Spec i  f  i ca l  l y  , RUCO proposed we l I-suppor t ed  arguments and h i  red c r e d i b l e  

consu l tan ts  t o  use as w i tnesses .  

RECOWENDAT I ONS 

1 .  RUCO should con t i nue  t o  improve the qua1 i t y  o f  evidence presented i n  

r a t e  case proceedings by:  

a .  Conducting s u f f i c i e n t  research t o  present we l I -supported 

arguments which con ta i n  s u f f i c i e n t  depth and p resen t i ng  adequate 

suppor t ing  evidence f o r  i t s  recommendations. 

b .  Determin ing and p resen t ing  t o  the ACC the e f f e c t  o f  i t s  

recommendat ions  . 



2 .  RUCO should  con t inue  t o  improve i t s  s e l e c t i o n  and management o f  

c o n s u l t a n t s  i n  o rder  t o  enhance i t s  e f f e c t i v e n e s s  i n  r a t e  case 

proceedings by :  

a .  E v a l u a t i n g  a  c o n s u l t a n t ' s  e f f e c t i v e n e s s  f o l l o w i n g  a  r a t e  case i n  

o rder  t o  determine any shor tcomings i n  h i s  o r  her p r e s e n t a t i o n ,  

and any a c t i o n s  needed i f  t h e  c o n s u l t a n t  i s  used aga in  i n  the 

f u t u r e .  RUCO should  a l s o  rev iew the c o n s u l t a n t ' s  e f f e c t i v e n e s s  

i n  o the r  f e d e r a l  o r  s t a t e  p r e s e n t a t i o n s  t o  determine p o s s i b l e  

shortcomings i n  h i s  o r  her  approach. 

b .  R e q u i r i n g  c o n s u l t a n t s  t o  submit  tes t imony  f a r  enough i n  advance 

o f  the case h e a r i n g  t o  a l l o w  RUCO a t t o r n e y s  and s t a f f  s u f f i c i e n t  

t ime t o  rev iew the  t e s t i m o n y ,  c l a r i f y  any u n c e r t a i n t i e s  w i t h  the 

tes t imony,  and c o r r e c t  any e r r o r s .  



FINDING I I  

STATUTORY CHANGES ARE REQUIRED TO ENSURE 

RUCO'S ABIL ITY TO ADEQUATELY REPRESENT 

RESIDENTIAL RATEPAYERS 

Broadening RUCO's s t a t u t o r y  a u t h o r i t y  would enhance i t s  a b i l i t y  t o  

represent  the i n t e r e s t s  o f  r e s i d e n t i a l  u t i  I i  t y  consumers. C u r r e n t l y ,  

RUCO's s t a t u t e s  appear t o  l i m i t  RUCO t o  i n t e r v e n i n g  i n  o n l y  those cases 

which d i r e c t l y  a f f e c t  r e s i d e n t i a l  r a t e s .  I n  a d d i t i o n ,  RUCO lacks the 

s t a t u t o r y  a u t h o r i t y  t o  i n i t i a t e  cases.  

R 3  
Should Be Expanded 

The s t a t u t e s  shou ld  be amended t o  p r o v i d e  RUCO w i t h  the a u t h o r i t y  t o  

i n te rvene  i n  any case which c o u l d  u l t i m a t e l y  impact r e s i d e n t i a l  u t i l i t y  

r a t e s .  RUCO1s e n a b l i n g  l e g i s l a t i o n  c o u l d  be i n t e r p r e t e d  as l i m i t i n g  RUCO 

t o  i n t e r v e n i n g  o n l y  i n  cases i n v o l v i n g  r a t e  making and r a t e  des ign .  

However, t h e r e  a r e  a v a r i e t y  o f  cases which f a l l  o u t s i d e  o f  t h a t  scope 

which c o u l d  u l t i m a t e l y  impact r e s i d e n t i a l  u t i l i t y  r a t e s .  RUCOts 

a u t h o r i t y  t o  i n t e r v e n e  i n  these t ypes  o f  cases has been cha l lenged  by 

p u b l i c  u t i l i t i e s .  

S t a t u t o r y  l i m i t a t i o n s  - A l though  the  Ar i zona  C o r p o r a t i o n  Commission has 

a l l owed  RUCO t o  i n t e r v e n e  i n  a  v a r i e t y  o f  cases,  RUCO1s e n a b l i n g  s t a t u t e s  

cou ld  be i n t e r p r e t e d  as l i m i t i n g  RUCO's i n t e r v e n t i o n  a u t h o r i t y  o n l y  t o  

cases r e l a t e d  t o  r a t e  making and r a t e  des ign .  A r i z o n a  Rev ised S t a t u t e s  

( A . R . S . )  940-462 A .  p r o v i d e s  RUCO w i t h  g l o b a l  a u t h o r i t y  t o  represent  

ra tepayers  b e f o r e  the  commission, b u t  A.R.S .  440-464.A.2. c o u l d  be 

i n t e r p r e t e d  as r e s t r i c t i n g  the  t ype  o f  cases i n  wh ich RUCO may 

i n t e r v e n e .  S p e c i f i c a l l y ,  t he  s t a t u t e  s t a t e s ,  i n  p a r t ,  t h a t  RUCO's 

d i r e c t o r  may: 

"Prepare and p resen t  b r i e f s ,  arguments, proposed r a t e s  o r  o r d e r s  
and i n t e r v e n e  o r  appear on b e h a l f  o f  r e s i d e n t i a l  u t i l i t y  
consumers b e f o r e  h e a r i n g  o f f i c e r s  and the c o r p o r a t i o n  commission 
as a  p a r t y  i n  i n t e r e s t  and a l s o  p a r t i c i p a t e  as a  p a r t y  i n  
i n t e r e s t  pu rsuan t  t o  40-254 i n  proceedings r e l a t i n g  t o  r a t e  
making o r  r a t e  des ign  and i n v o l v i n g  pub1 i c  s e r v i c e  
c o r p o r a t  i ons  ." (emphas i s  added) 
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A 1987 A t t o rney  General Op in ion  (187-053) concluded t h a t  "RUCO i s  

au tho r i zed  on l y  t o  p a r t i c i p a t e  i n  proceedings which bo th  r e l a t e  t o  r a t e  

making o r  des ign and a l s o  i n v o l v e  p u b l i c  s e r v i c e   corporation^.'^ S t a t i n g  

t h a t  " r e l a t i n g  t o u  embraces more than " d i r e c t l y  connected t o , "  the 

A t to rney  General Op in ion  i n t e r p r e t e d  the s t a t u t e s  as a l l o w i n g  RUCO t o  

p a r t i c i p a t e  i n  proceedings which have a  reasonable r e l a t i o n s h i p  t o  - rate  

making o r  r a t e  des ign  (emphasis added). I n  a d d i t i o n ,  a  L e g i s l a t i v e  

Counc i l  r ep resen ta t i ve  a l s o  s t a t e d  t h a t  RUCO's s t a t u t e s  do appear to  

l i m i t  RUCO1s i n t e r v e n t i o n  a u t h o r i t y .  

Authority should  be expanded - Although RUCO's a u t h o r i t y  appears t o  be 

l i m i t e d  t o  r a t e  cases, o the r  types o f  cases a l s o  impact r e s i d e n t i a l  

r a t e s .  I n  o rder  t o  more f u l l y  p r o t e c t  consumers' i n t e r e s t s ,  RUCO should 

be a l lowed t o  p a r t i c i p a t e  i n  any case t h a t  has the p o t e n t i a l  t o  a f f e c t  a  

u t i l i t y ' s  cost  o f  p r o v i d i n g  se rv i ce  o r  how those cos t s  might  be 

d i s t r i b u t e d  among the u t i l i t y ' s  va r i ous  c lasses  o f  customers. There are 

a  v a r i e t y  o f  cases which,  s t r i c t l y  de f i ned ,  a re  no t  " r a t e  making o r  r a t e  

des ign , "  bu t  which cou ld  u l t i m a t e l y  impact r e s i d e n t i a l  u t i  l i t y  r a tes .  

Examples o f  such cases, which cou ld  be i n t e r p r e t e d  as be ing  beyond the 

scope o f  RUCO's a u t h o r i t y  t o  in te rvene ,  i nc l ude  the f o l l o w i n g :  

e Least cost  e l e c t r i c  u t i l i t y  p l ann ing ,  ( 1 )  

0 L i m i t i n g  r e g u l a t i o n  o r  de regu la t i ng  te lecommunicat ions s e r v i c e s ,  

0 Opening monopoly s e r v i c e s  t o  compe t i t i on ,  

0 Mergers,  

0 Changing the na tu re  o f  how a  u t i l i t y  i ndus t r y  i s  regu la ted ,  and 

0 Determin ing whether a  u t i l i t y  i s  o b t a i n i n g  supp l i es  a t  the lowest 

p o s s i b l e  p r i c e .  

Many o f  these cases cou ld  lead t o  r a t e  increases.  RUCO should be a l lowed 

t o  i n f l uence  the case i t s e l f ,  r a t he r  than w a i t i n g  u n t i l  the r e s u l t i n g  

( 1 )  The ACC r e c e n t l y  r e q u i r e d  e l e c t r i c  u t i l i t i e s  t o  f i l e  w i t h  t h e  commission every 

t h r e e  years t h e i r  p l a n s  f o r  meet ing demand f o r  e l e c t r i c i t y  over  t h e  n e x t  decade. 
F o l l o w i n g  t h e  f i l  i n g s ,  t h e  commission w i l l  s e t  h e a r i n g  dates designed t o  a l l o w  

i n t e r e s t e d  p a r t i e s  t o  rev iew and c r i t i q u e  t h e  p lans .  These a r e  r e f e r r e d  t o  as 
l e a s t  cos t  p l a n n i n g  rev iews  f o r  e l e c t r i c  u t i l i t i e s .  



r a t e  increase i s  i n e v i t a b l e .  By becoming i nvo l ved  i n  cases a t  the 

o u t s e t ,  RUCO would be i n  a  b e t t e r  p o s i t i o n  t o  represent  r e s i d e n t i a l  

ra tepayers '  long-term i n t e r e s t s .  

RUCOfs a u t h o r i t y  has been cha l lenged  - Although the ACC has 

h i s t o r i c a l l y  g ran ted  RUCO permiss ion  t o  in te rvene  i n  these types o f  

cases, p u b l i c  u t i l i t i e s  have cha l lenged  RUCO's a u t h o r i t y .  Two recent 

examples o f  u t i l i t i e s  cha l l eng ing  RUCO's a u t h o r i t y  t o  i n t e r vene  i n  cases 

which a re  no t  s t r i c t l y  r a t e  making o r  r a t e  design a re  the Ar izona Pub l i c  

Serv ice  case on d i v i d e n d  payment p o l i c i e s ,  and the Tucson E l e c t r i c  Power 

merger case. 

CASE 1 : 
Ar izona P u b l i c  Serv ice  ob jec ted  t o  RUCO i n t e r v e n i n g  i n  i t s  cu r ren t  
case on d i v i d e n d  payment p o l i c i e s  t o  i t s  f i n a n c i a l l y  t r oub led  ho ld i ng  
company. APS argued t h a t  the case i s  no t  a  rate-making or r a t e  
design case, and t h e r e f o r e ,  RUCO had no s t a t u t o r y  a u t h o r i t y  t o  
in te rvene .  RUCO argued t h a t  a l l o w i n g  APS t o  subs id ize  losses by 
o ther  n o n - u t i l i t y  s u b s i d i a r i e s  o f  the ho ld i ng  company w i l l  u l t i m a t e l y  
r e s u l t  i n  h i ghe r  r a tes  f o r  APS consumers. According t o  RUCO, the 
case i s  " r e l a t e d  t o  r a t e  making and r a t e  des ign" ,  and the impact o f  
the dec i s i on  made i n  t h i s  case cou ld  u l t i m a t e l y  a f f e c t  r e s i d e n t i a l  
consumer r a t e s .  I n  a d d i t i o n ,  RUCO has h i s t o r i c a l l y  been a l lowed t o  
in te rvene  i n  cases which were no t  s t r i c t l y  r a t e  making o r  r a t e  design. 

CASE 2: 
Tucson E l e c t r i c  Power ob jec ted  t o  RUCO's mot ion t o  in te rvene  i n  i t s  
merger w i t h  San Diego Gas and E l e c t r i c .  They c la imed t h a t  RUCO d i d  
no t  have the  s t a t u t o r y  a u t h o r i t y  t o  in te rvene  i n  the merger because 
i t  was not  a  rate-making o r  r a t e  des ign case. RUG0 argued t h a t  the 
merger would have a  long-term impact on the cost  o f  u t i l i t y  se rv ice  
i n  Tucson. 

Al though the  commission granted RUCO's p e t i t i o n  t o  in te rvene  i n  these and 

i n  o ther  cases i n  the  p a s t ,  RUCO's r i g h t  t o  in te rvene  i s  no t  guaranteed. 

The commission i s  an e l ec ted  body whose membership and o r i e n t a t i o n  cou ld  

change complete ly  w i t h  the next  e l e c t i o n .  A d i f f e r e n t  commission could  

more nar row ly  d e f i n e  RUCO's r o l e  and r e s t r i c t  i t s  i n t e r v e n t i o n  t o  cases 

which s p e c i f i c a l l y  address r a t e  making o r  r a t e  des ign.  F u r t h e r ,  i f  the 

commission's d e c i s i o n  t o  a l l o w  RUCO t o  in te rvene  were chal lenged i n  

c o u r t ,  based on c u r r e n t  s t a t u t e s ,  the c o u r t  cou ld  deny RUCO the a u t h o r i t y  

t o  in te rvene .  



I n  o ther  s t a t e s ,  the a u t h o r i t y  t o  in te rvene  i n  non-ra te  cases i s  commonly 

granted t o  agencies s i m i l a r  t o  RUCO. A l l  seven o f  the r e s i d e n t i a l  

u t i l i t y  consumer advocacy groups i n  o ther  s t a t e s  which we contacted 

(Colorado, F l o r i d a ,  M ich igan ,  M i s s o u r i ,  New Mexico, Ohio,  and 

Pennsy lvan ia)  have the s t a t u t o r y  a u t h o r i t y  t o  in te rvene  i n  non-rate 

cases. We surveyed these p a r t i c u l a r  s t a t e s  because they were iden t  i f  i ed  

as hav ing supe r i o r  u t i l i t y  consumer advocacy agencies by the 

a d m i n i s t r a t i v e  d i r e c t o r  o f  the Na t i ona l  Assoc ia t i on  o f  S ta te  U t i l i t y  

Consumer Advocacy Agencies o r  the  d i r e c t o r  o f  RUCO. 

According t o  a  L e g i s l a t i v e  Counci l  r ep resen ta t i ve ,  a  s t a t u t o r y  change 

would be requ i r ed  t o  ensure RUCOts a u t h o r i t y  t o  i n t e r vene .  He i nd i ca ted  

t ha t  d e l e t i n g  the words " r e l a t i n g  t o  r a t e  making o r  r a t e  design" from 

A . R . S .  $40-464.A.2. should  be s u f f i c i e n t  t o  ensure RUCO's a u t h o r i t y  to  

in te rvene  i n  the types o f  cases i d e n t i f i e d  above. I t  i s  t h i s  phrase 

which cou ld  be i n t e r p r e t e d  as l i m i t i n g  RUCO's i n t e r v e n t i o n  t o  on l y  r a t e  

cases. 

RUCO Should Be A 1  lowed 
t o  I n i t i a t e  Cases 

I n  a d d i t i o n  t o  p o t e n t i a l l y  r e s t r i c t i n g  the types o f  cases i n  which RUCO 

may i n t e r vene ,  s t a t u t e s  f u r t h e r  l i m i t  RUCOts e f f ec t i veness  by not  

p r o v i d i n g  RUCO w i t h  the a u t h o r i t y  t o  i n i t i a t e  r a t e  cases be fo re  the ACC.  

The a u t h o r i t y  t o  i n i t i a t e  cases inc ludes  the power t o  d e f i n e  the scope o f  

the case and t o  i d e n t i f y  the issues which w i  l l be addressed. Other 

s t a t e s  have awarded t h e i r  u t i l i t y  advocacy programs the power t o  i n i t i a t e  

cases. 

RUCO lacks  s t a t u t o r y  a u t h o r i t y  - C u r r e n t l y ,  n e i t h e r  RUCO nor ACC 

s t a t u t e s  empower RUCO t o  i n i t i a t e  r a t e  cases be fo re  the 

commission." '  RUCO1s s t a t u t e s  p rov i de  t ha t  RUCO may in te rvene  i n  

( 1 )  RUCO i s  a l s o  n o t  empowered t o  i n i t i a t e  non-rate cases. However, such a u t h o r i t y  may 
n o t  be necessary. Accord ing  t o  an ACC o f f i c i a l ,  e i t h e r  t h e  ACC i t s e l f  o r  t h e  
p u b l i c  u t i l i t i e s  a r e  r e q u i r e d  t o  i n i t i a t e  a  case b e f o r e  the  commission p r i o r  t o  

t a k i n g  v a r i o u s  s i g n i f i c a n t  a c t i o n s ,  such as mergers, o r  t h e  s a l e  o f  s tocks  o r  

bonds. Therefore,  e n a b l i n g  RUCO t o  i n t e r v e n e  i n  such cases should be s u f f i c i e n t .  



rate-making and r a t e  des ign  cases be fo re  the A C C ,  bu t  the s t a t u t e s  do not 

permi t  RUCO t o  i n i t i a t e  cases. F u r t h e r ,  ACC s t a t u t e s  do no t  i nc l ude  RUCO 

i n  the l i s t  o f  p a r t i e s  which may i n i t i a t e  cases be fo re  the A C C  as t o  the 

reasonableness o f  pub l i c  u t  i l  i  t y  r a tes  and charges. According t o  A.R.S. 

540-246 A . ,  on l y  the f o l l o w i n g  p a r t i e s  may do so: 

a The commission i t s e l f  

II The mayor o r  the m a j o r i t y  o f  the l e g i s l a t i v e  body o f  the c i t y  or  

town where the u t i l i t y  s e r v i c e  i s  i n  ques t ion  

o Not less  than 25 consumers or  p rospec t i ve  consumers o f  the 

s e r v i c e .  ( 1 )  

Advantages o f  power t o  i n i t i a t e  cases - P rov id i ng  RUCO w i t h  the 

s t a t u t o r y  a u t h o r i t y  t o  i n i t i a t e  cases be fo re  the commission would enhance 

i t s  a b i l i t y  t o  represent  r e s i d e n t i a l  ra tepayers .  F i r s t ,  the i n i t i a t o r  

s i g n i f i c a n t l y  i n f l uences  the scope o f  the  case. The concerns which they 

i d e n t i f y  and the issues which they d e f i n e  a re  the founda t ion  upon which 

the hear ing  i s  based. Whi le the commission i s  u l t i m a t e l y  respons ib le  f o r  

s e t t i n g  the scope o f  the case, i t  i s  the i n i t i a t o r  who frames the 

debate.  I n t e r veno rs ,  on the o ther  hand, a re  a l lowed o n l y  l i m i t e d  input  

i n t o  the scoping o f  the case. 

Secondly,  some issues o f  i n t e r e s t  to  r e s i d e n t i a l  u t i l i t y  consumers may 

no t  be addressed a t  a l l ,  o r  may not  be addressed i n  as t i m e l y  a  fash ion,  

un less  RUCO i s  g i ven  the a u t h o r i t y  t o  i n i t i a t e  cases. RUCO's d i r e c t o r  

c i t e d  overearn ing by u t i l i t i e s  as an example o f  the k i n d  o f  case RUCO 

would l i k e  the power t o  i n i t i a t e .  I n  the pas t ,  p u b l i c  u t i l i t i e s  have 

overearned due t o  changes i n  tax  laws r e s u l t i n g  i n  savings which the 

company d i d  no t  pass on t o  ra tepayers .  Under these circumstances the 

company i s  u n l i k e l y  t o  f i l e  f o r  a  r a t e  increase which would b r i n g  i t  

be fo re  the commission. Therefore,  un less  one o f  the p a r t i e s  i d e n t i f i e d  

above as hav ing the  a u t h o r i t y  t o  i n i t i a t e  a  case f i l e s  a  compla in t  w i t h  

( 1 )  Accord ing t o  RUCO1s d i r e c t o r ,  even i f  25 c i t i z e n s  do f i l e  a  p e t i t i o n  t o  i n i t i a t e  a  

hear ing,  RUCO does n o t  have t h e  s t a t u t o r y  a u t h o r i t y  t o  rep resen t  t h e  group.  



the commission, RUCO cannot take a c t i o n  regard ing  the u t i l i t y ' s  r a t e s .  

RUCO would l i ke the a u t h o r i t y  to  requi  re  the company t o  j u s t  i f y  i t s  r a tes  

i n  these ins tances .  

Other s t a t e s '  advocacy agencies have a u t h o r i t y  t o  i n i t i a t e  cases - 

RUCO's d i r e c t o r  r e c e n t l y  surveyed 38 o ther  s t a t e s '  u t i l i t y  advocacy 

programs and found t h a t  o f  the 29 t h a t  responded t o  the survey,  a l  l have 

the a u t h o r i t y .  t o  i n i t i a t e  cases. ' I n  a d d i t i o n ,  we contacted seven 

agencies i n  s t a t e s  w i t h  t h i s  a u t h o r i t y . " '  These s t a t e s  c i t e d  the 

f o l l o w i n g  examples o f  the types o f  cases they i n i t i a t e :  reduc ing u t i l i t y  

ra tes  when companies were overearn ing  due t o  tax  w i n d f a l l s ,  removing a  

nuc lear  power p l a n t  from the r a t e  base, and, cha l l eng ing  charges f o r  

telephone d i r e c t o r y  ass i s t ance .  One d i r e c t o r  s t a t e d  t h a t  the a u t h o r i t y  

t o  i n i t i a t e  cases be fo re  the commission enhanced h i s  agency 's  a b i l i t y  t o  

nego t i a t e  w i t h  u t i l i t y  companies. 

Al though most agencies s i m i l a r  t o  RUCO have the a u t h o r i t y  t o  i n i t i a t e  

cases, they appear t o  use t h i s  a u t h o r i t y  s p a r i n g l y .  The burden o f  p roo f  

i s  on the p a r t y  i n i t i a t i n g  the proceedings, and develop ing adequate 

evidence i s  time-consuming and c o s t l y .  Therefore,  none o f  the agencies 

we surveyed have i n i t i a t e d  more than one or  two cases per y e a r .  

S t a t u t o r y  changes a re  needed - According t o  a  L e g i s l a t i v e  Counci l  

r ep resen ta t i ve ,  s t a t u t o r y  changes would be necessary t o  p rov i de  RUCO w i t h  

the a u t h o r i t y  t o  i n i t i a t e  r a t e  cases be fo re  the commission. A.R.S. 

940--246 A .  ( t h e  l i s t  o f  p a r t i e s  who may i n i t i a t e  r a t e  cases be fo re  the 

ACC)  would need t o  be expanded t o  inc lude the d i r e c t o r  o f  RUCO. I n  

a d d i t i o n ,  A.R.S. 540-464 A .  ( d u t i e s  o f  RUCO's d i r e c t o r )  would need t o  be 

expanded t o  i nc l ude  the r e s p o n s i b i l i t y  f o r  i n i t i a t i n g  r a t e  cases be fo re  

the commission. RUCO has at tempted t o  have such l e g i s l a t i o n  enacted i n  

the pas t ,  bu t  has been unsuccess fu l .  

( ' 1  Accord ing  t o  RUCO1s d i r e c t o r ,  39 s t a t e s  ( i n c l u d i n g  Ar i zona  and t h e  D i s t r i c t  o f  

Columbia) have u t i  1 i t y  advocacy programs o r  agencies. 
( * )  Colorado, F l o r i d a ,  Michigan, M i s s o u r i ,  New Mexico, Ohio, and Pennsy lvania 



RECOWENDATION 

The L e g i s l a t u r e  shou ld  cons ide r  amending: 

r A.R.S. 540-464 A .  2 .  t o  expand RUCO's a u t h o r i t y  t o  p a r t i c i p a t e  

i n  any case b e f o r e  the Ar i zona  C o r p o r a t i o n  Commission which 

c o u l d  u l t i m a t e l y  impact r e s i d e n t i a l  u t i l i t y  r a t e s .  

a A.R.S. $5 40-246 A .  and 40-464 A .  t o  g r a n t  RUCO the a u t h o r i t y  t o  

i n i t i a t e  r a t e  cases b e f o r e  the c o r p o r a t i o n  commission. 



OTHER PERTINENT INFORMATION 

Dur ing  the course o f  the  a u d i t  we ob ta ined  i n f o rma t i on  regard ing  the 

l eve l  o f  s t a f f  tu rnover  and the d i f f i c u l t y  o f  a t t r a c t i n g  a t t o r n e y s  w i t h  

adequate exper ience t o  f i l l  vacancies a t  RUCO. 

S t a f f  Turnover 

Turnover a t  RUCO has been h i g h ,  p a r t i c u l a r l y  f o r  a t t o r n e y s  and 

d i r e c t o r s .  The tu rnover  o f  a t t o rneys  and d i r e c t o r s  i s  c r i t i c a l  because 

these p o s i t i o n s  a re  major leadersh ip  r o l e s  a t  RUCO. The h i gh  l e v e l  o f  

turnover  i s  l a r g e l y  a t t r i b u t a b l e  t o  changes i n  governors and d i r e c t o r s .  

Turnover a t  RUCO s ince  J u l y  1 , 1986, has been excess ive - Our i  ng the 

l a s t  three f i s c a l  years ,  RUCO has exper ienced a  h i g h  l eve l  o f  t u rnove r .  

S i x  o f  RUCOts ten p o s i t i o n s  turned over i n  f i s c a l  year 1986-87, th ree  o f  

i t s  ten  p o s i t i o n s  turned over i n  f i s c a l  year 1987-88, and four  o f  the 

twelve p o s i t i o n s  turned over d u r i n g  f i s c a l  year 1988-89. As o f  June 

1989, on l y  th ree  o f  RUCOts employees had worked a t  RUCO f o r  more than two 

years .  

Turnover has been p a r t i c u l a r l y  h i g h  f o r  RUCO's d i r e c t o r  and a t t o r n e y s .  

I n  the l a s t  three years ,  RUCO has served under th ree  d i f f e r e n t  d i r e c t o r s  

and one a c t i n g  d i r e c t o r .  S ince J u l y  1 ,  1986, RUCO's c h i e f  counsel and 

i t s  j u n i o r  a t t o rney  p o s i t i o n s  have each been h e l d  by th ree  separate 

a t t o r n e y s .  Furthermore, d u r i n g  t h a t  same t ime pe r i od ,  RUCO's sen io r  

a t t o rney  p o s i t i o n  has tu rned  over tw ice .  Th is  l eve l  o f  tu rnover  seems 

p a r t i c u l a r l y  h i gh  when compared t o  t ha t  o f  s i m i l a r  p o s i t i o n s  i n  o ther  

o rgan i za t i ons .  For example, du r i ng  the same t ime p e r i o d  o n l y  one o f  the 

seven a t t o rneys  a t  t he  U t i l i t y  D i v i s i o n  o f  the Ar izona Corpora t ion  

Commission l e f t ,  and none o f  the r a t e  r e g u l a t i o n  a t t o rneys  used by US 

West has l e f t .  

The d i r e c t o r  and a t t o r n e y  p o s i t i o n s  a t  RUCO a r e  c r i t i c a l  t o  i t s  

e f f e c t i v e  ope ra t i on  - Turnover o f  RUCOts d i r e c t o r  and a t t o rneys  s t r o n g l y  

impacts the agency because o f  the c r i t i c a l  r o l e  these p o s i t i o n s '  p l ay .  



Both types o f  p o s i t i o n s  p rov i de  e s s e n t i a l  l eadersh ip  r o l e s  i n  the RUCO 

o rgan i za t i ona l  s t r u c t u r e .  RUCO1s d i r e c t o r  se t s  the p r i o r i t i e s  f o r  the 

agency. He o r  she i s  u l t i m a t e l y  respons ib le  f o r  s e l e c t i n g  the  cases i n  

which RUG0 w i l l  i n t e r vene ,  f o r  rep resen t ing  the agency be fo re  the 

L e g i s l a t u r e  and the p u b l i c ,  and f o r  s e l e c t i n g  s t a f f  t o  serve RUCO. The 

a t t o rneys  are r espons ib l e  f o r  rep resen t ing  RUCO be fo re  the Ar izona 

Corpora t ion  Commission. They he lp  develop the s t r a t e g y  used i n  

p resen t ing  RUCOts case, and they spearhead RUCOts e f f o r t s  a t  hear ings .  

Change i n  governors and d i r e c t o r s  has l e d  t o  most o f  RUCOis tu rnover  - 

I n s t a b i l i t y  i n  RUCOts d i r e c t o r  p o s i t i o n  has been caused by changes i n  

governors.  S ince J u l y  1 ,  1986, Ar izona has had t h ree  d i f f e r e n t  

governors.  As new governors took o f f i c e ,  new d i r e c t o r s  were appointed 

w i t h  d i f f e r i n g  ph i l osoph ies .  The turnover  i n  d i r e c t o r s  lead t o  s t a f f  

t u rnove r .  We i n t e r v i ewed  e i g h t  former RUCO employees t o  determine t h e i r  

reasons f o r  l eav i ng ,  and f i v e  s t a ted  t h a t  they q u i t  f o r  reasons d i r e c t l y  

r e l a t e d  to  a  RUCO d i r e c t o r .  I n  a d d i t i o n ,  another was f i r e d  by a  prev ious 

d i  r e c t o r .  

Adequacy o f  A t t o rneys i  
Qual i f  i c a t i o n s  

RUCO has had d i f f i c u l t y  a t t r a c t i n g  and keeping q u a l i f i e d  a t t o r n e y s .  As a  

r e s u l t ,  RUCO has had t o  operate  w i t hou t  exper ienced l ega l  l eadersh ip .  

The h igh  leve l  o f  e x p e r t i s e  r equ i r ed ,  sa l a r y  l e v e l s  which are not  

compet i t i ve  w i t h  those o f f e r e d  by the p r i v a t e  sec to r ,  and RUCO1s h i s t o r y  

o f  i n s t a b i l i t y  a l l  c o n t r i b u t e d  t o  i t s  d i f f i c u l t y  i n  a t t r a c t i n g  q u a l i f i e d  

a t t o rneys .  

RUCO has had d i f f i c u l t y  a t t r a c t i n g  and keeping q u a l i f i e d  a t t o r n e y s  - 

RUCO1s d i r e c t o r s ,  pas t  and p resen t ,  have had d i f f i c u l t y  a t t r a c t i n g  

q u a l i f i e d  a p p l i c a n t s  f o r  the a t t o rney  p o s i t i o n s .  Because o n l y  a t to rneys  

who have passed the Ar i zona Bar may appear be fo re  the A C C ,  RUCO requi  res 

t h a t  a l l  th ree  o f  i t s  a t t o rneys  be l i censed  t o  p r a c t i c e  law i n  the 

S ta te .  A d d i t i o n a l l y ,  because o f  the na tu re  and complex i ty  o f  the  issues 

d e a l t  w i t h ,  RUCO r e q u i r e s  t ha t  i t s  c h i e f  counsel and sen ia r  a t t o r n e y  have 

f i v e  years o f  exper ience i n  the p r a c t i c e  o f  p u b l i c  u t i l i t y  law, a  

subsect ion o f  a d m i n i s t r a t i v e  law. RUCO's cu r ren t  d i r e c t o r  had d i f f i c u l t y  



i n  h i s  recent a t tempt  t o  f i l l  the c h i e f  counsel p o s i t i o n .  For example, 

none o f  the o r i g i n a l  a p p l i c a n t s  f o r  the p o s i t i o n  had any p u b l i c  u t i l i t y  

r a t e  r e g u l a t i o n  exper ience.  The p o s i t i o n  was u l t i m a t e l y  f i l l e d  by a  

former RUCO a t t o r n e y  who was no t  i n  the o r i g i n a l  poo l  o f  a p p l i c a n t s .  

As a r e s u l t ,  RUCO has lacked exper ienced l e g a l  l eade rsh ip  - Because 

RUCO has d i f f i c u l t y  a t t r a c t i n g  exper ienced a t t o r n e y s ,  the d i r e c t o r  i s  

sometimes fo rced  t o  h i r e  someone who does no t  have s u f f i c i e n t  exper ience 

t o  e f f e c t i v e l y  per fo rm the job .  A former RUCO d i r e c t o r  s t a t e d  tha t  he 

h i r e d  the h ighes t  q u a l i f i e d  a p p l i c a n t s  f o r  the p o s i t i o n s  o f  c h i e f  counsel 

and senior  a t t o r n e y .  However, the c h i e f  counsel whom he h i  red had no t  

p r a c t i c e d  law d u r i n g  the f i v e  years  immediately p reced ing  h i s  appointment 

a t  RUCO and had no u t i l i t y  r a t e  r e g u l a t i o n  exper ience.  The senior  

a t t o rney  whom he h i r e d  a l s o  had no exper ience i n  u t i l i t y  r a t e  r e g u l a t i o n .  

Another impact o f  the d i f f i c u l t y  i n  r e c r u i t i n g  and ma in ta i n i ng  

exper ienced a t t o rneys  i s  t h a t  RUCO has been fo rced  t o  operate  w i t hou t  

exper ienced lega l  l eadersh ip .  For example, the  cu r ren t  e n t r y  leve l  

a t t o rney  p o s i t i o n  a t  RUCO i s  intended to  be a  suppor t  p o s i t i o n  under the 

superv is ion  o f  an exper ienced a t t o r n e y .  However, due t o  vacancies i n  the 

c h i e f  counsel and sen io r  a t t o r n e y  p o s i t i o n s ,  the e n t r y  l eve l  a t t o rney  

rece ived l i t t l e  o r  no supe rv i s i on  f o r  two and a  h a l f  months. Th is  

a t t o r n e y ,  a  recent law school graduate,  prepared mot ions t o  be presented 

be fo re  the Ar i zona  Supreme Court  and the Super ior  Cou r t ,  and represented 

RUCO be fo re  the Ar i zona  Corpora t ion  Commission. However, he lacked the 

expe r t i se  and exper ience f o r  such a  h i g h  l eve l  o f  r e s p o n s i b i l i t y .  

Causes o f  d i f f i c u l t y  i n  a t t r a c t i n g  and keeping q u a l i f i e d  a t t o rneys  - 

According t o  bo th  the  cu r ren t  d i r e c t o r  and a  p r i o r  RUCO d i r e c t o r ,  several  

RUCO and ACC s t a f f ,  and one u t i l i t y  r esp resen ta t i ve  we spoke w i t h ,  

several  f a c t o r s  impede RUCO's a t tempts  t o  a t t r a c t  and keep q u a I i f i e d  

a t t o rneys .  F i r s t ,  the pool  o f  q u a l i f i e d  a t t o r n e y s  i s  l i m i t e d .  Pub l i c  

u t i l i t i e s  r a t e  r e g u l a t i o n  i s  a  h i g h l y  t e c h n i c a l ,  s p e c i a l i z e d  area,  f o r  

which a  h i g h  l eve l  o f  e x p e r t i s e  i s  needed. Second, l i k e  o the r  S ta te  

agencies,  RUCO i s  unable t o  o f f e r  a t t o rney  s a l a r i e s  which are compet i t i ve  



w i t h  the p r i v a t e  s e c t o r .  T h i r d ,  RUCO's h i s t o r y  o f  i n s t a b i  l i  t y  has 

reduced i t s  a t t r a c t i v e n e s s  as an employer.  Lack o f  j ob  s e c u r i t y  may 

de te r  exper ienced a t t o r n e y s  from app l y i ng  f o r  p o s i t i o n s  a t  RUCO. The 

a t t o r n e y  p o s i t i o n s  a re  exempt, which means t h a t  they serve a t  the 

p leasure  o f  the d i r e c t o r  who serves a t  the  p leasure  o f  the Governor. 

F i n a l l y ,  accord ing t o  RUCO's d i r e c t o r ,  a  p o s i t i o n  w i t h  the ACC o r  the 

A t to rney  Genera l ' s  o f f i c e  i s  seen as more p r e s t i g i o u s .  

O f f i c i a l s  from advocacy agencies i n  o the r  s t a t e s  r epo r t ed  s imi  l a r  

problems i n  a t t r a c t i n g  a t t o rneys  w i t h  app rop r i a t e  backgrounds. As a  

r e s u l t ,  they tend t o  h i r e  inexper ienced a t t o rneys  and t r a i n  them. 

However, because RUCO has been unable t o  r e t a i n  a  core o f  exper ienced 

a t t o r n e y s ,  i t  lacks the  means t o  p rov i de  t r a i n i n g  t o  new s t a f f .  

Fur thermore,  many o f  RUCO's a t t o rneys  have served too sho r t  a  tenure t o  

develop a  h i gh  l eve l  o f  e x p e r t i s e  i n  p u b l i c  u t i l i t i e s  r a t e  r e g u l a t i o n .  



SUNSET FACTORS 

I n  accordance w i t h  Ar izona Revised S t a t u t e s  541-2354, the L e g i s l a t u r e  

should consider the f o l l o w i n g  12 f a c t o r s  i n  de te rm in i ng  whether the 

Res iden t i a l  U t i l i t y  Consumer O f f i c e  should  be cont inued o r  te rm ina ted .  

1 .  The o b j e c t i v e  and purpose i n  e s t a b l i s h i n g  RUCO 

RUCO was es tab l i shed  i n  1983 (A.R.S. 540-462) t o  represent the 

i n t e r e s t s  o f  r e s i d e n t i a l  u t i l i t y  consumers o f  r egu la ted  u t i l i t i e s  i n  

proceedings be fo re  the Ar i zona  Corpora t ion  Commission ( A C C ) .  

According t o  the ac t  e s t a b l i s h i n g  RUCO, the agency i s  intended t o  

represent the i n t e r e s t s  o f  r e s i d e n t i a l  consumers, c r i t i c a l l y  analyze 

proposals  made by p u b l i c  s e r v i c e  co rpo ra t i ons  t o  the A C C ,  and 

formulate  and present  recommendations t o  the commission. 

2. The e f f e c t i v e n e s s  w i t h  which RUCO has met i t s  o b j e c t i v e  and purpose 
and the  e f f i c i e n c y  w i t h  which RUCO has operated 

RUCO a c t i v e l y  in tervenes i n  ma t t e r s  i n v o l v i n g  r e s i d e n t i a l  u t i l i t y  

consumers be fo re  the A C C ,  and has taken some s teps  t o  improve t h i s  

i n t e r v e n t i o n  e f f o r t  s ince  the 1986 performance a u d i t .  However, RUCO 

could  f u r t h e r  improve i t s  r ep resen ta t i on  o f  r e s i d e n t i a l  ra tepayers .  

Aud i to r  General s t a f f  reviewed 12 f i n a l  dec i s i ons  issued by the ACC 

s ince 1986. The review showed t h a t  RUCO has been e f f e c t i v e  i n  

impact ing commission dec i s i ons  i n  some cases. However, RUCO was no t  

e f f e c t i v e  i n  some instances due t o  inadequate ev idence.  RUCO's poor 

s e l e c t i o n  and management o f  consu l t an t s  have f u r t h e r  h indered i t s  

e f f ec t i veness .  Some commissioners and ACC hea r i ng  o f f i c e r s  and 

s t a f f  i n d i c a t e d  t h a t  RUCO's new d i r e c t o r  appears t o  be t a k i n g  s teps 

t o  improve RUCO's e f f e c t i v e n e s s  (see F ind ing  I ,  page 5 ) .  

I n  a d d i t i o n ,  RUCO has taken some a c t i o n  toward s t reng then ing  i t s  

lega l  w r i t i n g .  Dur ing the 1986 a u d i t ,  we found t h a t  RUCO cou ld  make 

i t s  lega l  w r i t i n g  more e f f e c t i v e  and persuas ive by improving the 

o rgan i za t i on ,  c l a r i t y ,  and conciseness o f  i t s  l ega l  documents. 

According t o  RUCO's cu r ren t  d i r e c t o r ,  i t  i s  now a  p o l i c y  t h a t ,  when 



t ime permi ts ,  RUCO's c h i e f  counsel and/or d i r e c t o r  rev iew a l l  

w r i t t e n  lega l  documents f o r  e d i t i n g  purposes. Fur thermore,  to  

s t rengthen t h e i r  s k i l l s ,  RUCO a t t o rneys  a re  sent  t o  c o n t i n u i n g  lega l  

educat ion seminars. A l though we d i d  not  conduct a  formal eva lua t i on  

o f  RUCO's l ega l  w r i t i n g  due t o  t ime c o n s t r a i n t s ,  RUCO appears to  

have made some improvements i n  t h i s  area.  

3. The ex ten t  t o  which RUCO has opera ted  w i t h i n  t he  p u b l i c  i n t e r e s t  

RUCO has operated w i t h i n  the p u b l i c  i n t e r e s t  by represen t ing  

r e s i d e n t i a l  consumers i n  r a t e  cases be fo re  the A C C .  The adop t ion  o f  

RUCO proposals by the ACC has the  e f f e c t  o f  reduc ing r e s i d e n t i a l  

u t i l i t y  b i l l s  below what they would have been i f  RUCO had not  

in tervened.  I n  a d d i t i o n ,  RUCO's i n t e r v e n t i o n  can r e s u l t  i n  

nonmonetary b e n e f i t s .  For example, i n  one case, RUG0 mon i to red  a 

u t i l i t y  company's compliance w i t h  energy conserva t ion  e f f o r t s .  

4.  The ex ten t  t o  which r u l e s  and r e g u l a t i o n s  promulgated by  RUCO are  
cons i s t en t  w i t h  the  l e g i s l a t i v e  mandate 

Al though the d i r e c t o r  has the s t a t u t o r y  a u t h o r i t y  t o  promulgate 

r u l e s ,  RUCO has no t  done so. Our review d i d  no t  reveal  the need f o r  

RUCO t o  develop any r u l e s .  

5 .  The ex ten t  t o  which RUCO has encouraged i npu t  f rom the  p u b l i c  be fo re  
promulgat ing i t s  r u l e s  and r e g u l a t i o n s  and t he  ex ten t  t o  which i t  
has informed the  p u b l i c  as t o  i t s  a c t i o n s  and t h e i r  expected impact 
on t he  p u b l i c  

Since RUCO has chosen no t  t o  promulgate r u l e s ,  i npu t  f rom the  p u b l i c  

has no t  been necessary.  However, RUCO does at tempt  t o  keep 

r e s i d e n t i a l  u t i l i t y  consumers aware o f  i t s  ac t i ons  through the 

issuance o f  formal media re leases and s ta tements .  F u r t h e r ,  the 

d i r e c t o r  p a r t i c i p a t e s  i n  forums and addresses c i t i z e n s  and community 

groups'  meetings upon reques t .  I n  a d d i t i o n ,  RUCO pos t s  n o t i c e s  o f  

monthly RUCO board meet ings which a re  open t o  a l l  members o f  the 

pub1 i c .  These a c t i v i t i e s  p rov ide  r e s i d e n t i a l  consumers w i t h  an 

oppo r t un i t y  t o  lea rn  more about the u t i  l i t y  rate-making process and 

t o  vo ice  t h e i r  concerns and problems regard ing  u t i l i t y  s e r v i c e s .  



6. The ex ten t  t o  which RUCO has been a b l e  t o  i n v e s t i g a t e  and reso lve  
compla in ts  t h a t  a r e  w i t h i n  i t s  j u r i s d i c t i o n  

Dur ing the 1986 performance a u d i t  we found t h a t  RUCO was 

i n v e s t i g a t i n g  consumer compla in ts  aga ins t  u t i l i t i e s .  However, we 

found t h a t  RUCO d i d  no t  have the s t a t u t o r y  a u t h o r i t y  t o  i n v e s t i g a t e  

complaints and recommended t ha t  RUCO d i scon t i nue  hand l i ng  such 

complaints s i nce  i t  i s  no t  a  r e g u l a t o r y  agency. As a  r e s u l t ,  RUCO 

no longer i n v e s t i g a t e s  consumer comp la in ts .  Occas iona l l y  RUCO s t i l l  

receives compla in ts  from r e s i d e n t i a l  consumers. When t h i s  occurs ,  

RUCO r e f e r s  these consumers t o  the ACC's Consumer Serv ices  D i v i s i o n .  

7. The ex ten t  t o  which the  A t t o rney  General o r  any o t h e r  a p p l i c a b l e  
agency o f  S t a t e  government has t he  a u t h o r i t y  t o  p rosecu te  a c t i o n s  
under the enab l i ng  l e g i s l a t i o n  

This f a c t o r  i s  no t  a p p l i c a b l e  s ince  RUCO i s  no t  a  r egu la to r y  

agency. Legal r ep resen ta t i on  o f  the o f f i c e  i n  proceedings be fo re  

the ACC and the c o u r t s  i s  p rov ided  by RUCO's own s t a f f  a t t o r n e y s ,  

pursuant t o  A . R . S .  541-192. 

8.  The ex ten t  t o  which RUCO has addressed d e f i c i e n c i e s  i n  i t s  enab l ing  
s t a t u t e s  which prevent  i t  from f u l f i l l i n g  i t s  s t a t u t o r y  mandates 

RUCO's d i r e c t o r  noted RUCO's inab i  l i t y  t o  i n i t i a t e  a  case w i t h  the 

ACC concerning excess ive u t i l i t y  r a t e s  as a  major  d e f i c i e n c y  i n  i t s  

enabl ing s t a t u t e s .  RUCO unsuccess fu l l y  requested l e g i s l a t i o n  i n  the 

1988 and 1989 l e g i s l a t i v e  sessions which would have enabled RUCO t o  

f i l e  such compla in ts  w i t h  the commission (see F i n d i n g  1 1 ,  page 1 5 ) .  

9.  The ex ten t  t o  which changes a re  necessary i n  t h e  laws o f  RUCO t o  
adequately comply w i t h  the  f a c t o r s  l i s t e d  i n  t he  Sunset Law 

Based on our a u d i t  work we recommend t h a t  the L e g i s l a t u r e  consider 

the f o l l o w i n g  changes t o  RUCO's s t a t u t e s .  

0 Amend A.R.S. 940-464 t o  expand and c l a r i f y  RUCO's a u t h o r i t y  t o  

p a r t i c i p a t e  i n  any case be fo re  the ACC t h a t  may have the 

p o t e n t i a l  t o  impact r e s i d e n t i a l  r a t es  i n  the f u t u r e  (see F ind ing  

1 1 ,  page 15) .  



a Amend A.R.S. 9940-246 and 40-464 t o  g ran t  RUCO the a u t h o r i t y  to  

i n i t i a t e  cases be fo re  the  ACC (see F i n d i n g  I I ,  page 1 5 ) .  

10. The ex ten t  t o  which the  t e r m i n a t i o n  o f  RUCO would s i g n i f i c a n t l y  harm 
the  p u b l i c  h e a l t h ,  s a f e t y  o r  w e l f a r e  

Terminat ion o f  RUCO cou ld  have an impact on the w e l f a r e  o f  

r e s i d e n t i a l  u t i l i t y  consumers. RUCO's r o l e  i n  the rate-making 

process i s  impo r tan t .  RUCO's i n t e r v e n t i o n  has had some impact i n  

lower ing r e s i d e n t i a l  u t i l i t y  b i l l s .  I n  a d d i t i o n ,  RUCO's presence i n  

the process ensures t h a t  r e s i d e n t i a l  r a t epaye rs '  i n t e r e s t s  a re  

presented and thus enhances p u b l i c  acceptance o f  the commission's 

f i n a l  dec i s i ons .  I f  RUCO d i d  not  e x i s t ,  r e s i d e n t i a l  ra tepayers  

would have l i m i t e d  rep resen ta t i on .  A l though o the r  consumer groups 

o r  the ACC s t a f f  cou ld  p rov i de  rep resen ta t i on  f o r  r e s i d e n t i a l  

ra tepayers ,  many o f  the consumer groups may no t  have the f i n a n c i a l  

resources or  t echn i ca l  e x p e r t i s e  t o  present  arguments i n  complex 

cases. ACC s t a f f  must ba lance the i n t e r e s t s  o f  the u t i  l i t i e s  and 

a l l  c lasses o f  ra tepayers  and thus cannot be as a t t e n t i v e  t o  

r e s i d e n t i a l  consumer needs as can RUCO. 

11. The ex ten t  t o  which the  l e v e l  o f  r e g u l a t i o n  exe rc i sed  by RUCO i s  
app rop r i a t e  and whether l ess  o r  more s t r i n g e n t  l e v e l s  o f  r e g u l a t i o n  
would be app rop r i a t e  

Th is  f a c t o r  does no t  app ly  t o  RUCO s ince  i t  i s  no t  a  r egu la to r y  

agency. 

12. The ex ten t  t o  which RUCO has used p r i v a t e  c o n t r a c t o r s  i n  the 
performance o f  i t s  d u t i e s  and how e f f e c t i v e  use o f  p r i v a t e  
c o n t r a c t o r s  cou ld  be accomplished 

RUCO has ex tens i ve l y  used p r i v a t e  c o n t r a c t o r s  i n  i t s  case 

i n t e r v e n t i o n .  RUCO c o n t r a c t s  w i t h  expe r t s  t o  analyze and t e s t i f y  on 

issues because e x p e r t i s e  i n  s p e c i f i c  areas o f  u t i l i t y  r e g u l a t i o n  i s  

necessary t o  adequate l y  understand and i nves t  i gate the i  ssues. RUCO 

has a l s o  con t rac ted  w i t h  p r i v a t e  a t t o rneys  f o r  l ega l  r ep resen ta t i on ,  

a l though t h i s  has h i s t o r i c a l l y  been done o n l y  when RUG0 has 

exper ienced s i g n i f i c a n t  tu rnover  o f  exper ienced s t a f f  counsel (see 

Other P e r t i n e n t  In format  ion , '  page 2 3 ) .  



RESIDENTIAL UTILITY CONSUMER BOARD 

INTRODUCTION AND BACKGROUND 

The O f f i c e  o f  t h e  A u d i t o r  General has conducted a  l i m i t e d  rev iew o f  the 

R e s i d e n t i a l  U t i l i t y  Consumer Board i n  response t o  a  June 2 ,  1987, 

r e s o l u t i o n  o f  the  J o i n t  L e g i s l a t i v e  O v e r s i g h t  Committee. T h i s  

performance a u d i t  was conducted as p a r t  o f  the Sunset Review s e t  f o r t h  i n  

A r i zona  Revised S t a t u t e s  (A .R .S . )  $541-2351 through 41-2379. 

The board was e s t a b l i s h e d  i n  c o n j u n c t i o n  w i t h  the  R e s i d e n t i a l  U t i l i t y  

Consumer O f f i c e  (RUCO) i n  1983. A.R.S. 540-463 p r o v i d e s  t h a t  the  board 

s h a l l  adv ise  RUCO on a l l  m a t t e r s  r e l a t i n g  t o  r a t e  making o r  r a t e  des ign  

and i n v o l v i n g  p u b l i c  s e r v i c e  c o r p o r a t i o n s .  The board  i s  s t a t u t o r i l y  

empowered t o  i n s t r u c t  RUCO's d i r e c t o r  t o  w i thd raw any c o u r t  a c t  i o n  f i  l e d  

by RUCO, and t o  p repare ,  j o i n t l y  w i t h  the d i r e c t o r ,  RUCO's proposed 

annual budget reques t .  I n  add i  t i o n ,  the board may a l s o  a d v i s e  the 

Governor and L e g i s l a t u r e  on m a t t e r s  r e l a t i n g  t o  RUCO. 

The board c o n s i s t s  o f  f i v e  members a p p o i n t e d  by the  Governor ,  who serve 

staggered f i v e - y e a r  terms. No more than two members may r e s i d e  i n  the 

same county .  I n  a d d i t i o n ,  no more than t h r e e  members may be a f f i l i a t e d  

w i t h  the  same p o l i t i c a l  p a r t y .  The board  i s  r e q u i r e d  t o  meet a t  l e a s t  

monthly and, i n  o r d e r  t o  f a c i l i t a t e  i n p u t  f rom r e s i d e n t i a l  consumers, has 

met i n  v a r i o u s  p a r t s  o f  the  S t a t e .  Members a r e  e l i g i b l e  t o  r e c e i v e  

compensation f o r  each day o f  a c t u a l  s e r v i c e  on t h e  b o a r d ,  pu rsuan t  t o  

A  .R .S. $38-611 . Board expendi  t u r e s  f o r  f i s c a l  year 1988-89 were 

approx imate ly  $6,480. 

Scope o f  Audit 

The scope o f  ou r  a u d i t  i n c l u d e d  a  l i m i t e d  rev iew o f  the  b o a r d ' s  

o p e r a t i o n s  and f u n c t i o n s .  Our ma jo r  a u d i t  o b j e c t i v e  was t o  respond t o  

sunset f a c t o r s  s e t  f o r t h  i n  A . R . S .  $41-2354.D. 



T h i s  a u d i t  was conducted i n  accordance w i t h  g e n e r a l l y  accepted government 

a u d i t i n g  s tandards.  

The A u d i t o r  General and s t a f f  express a p p r e c i a t i o n  t o  t h e  R e s i d e n t i a l  

U t i l i t y  Consumer Board members f o r  t h e i r  c o o p e r a t i o n  d u r i n g  t h e  a u d i t .  



SUNSET FACTORS 

I n  accordance w i t h  A.R.S. 541-2354, the L e g i s l a t u r e  should  cons ider  the 

f o l l o w i n g  12 f a c t o r s  i n  de te rmin ing  whether the R e s i d e n t i a l  U t i l i t y  

Consumer Board should  be con t inued  o r  te rm ina ted .  

The o b j e c t i v e  and purpose i n  e s t a b l i s h i n g  the board  

The R e s i d e n t i a l  U t i l i t y  Consumer Board was e s t a b l i s h e d  t o  adv ise the 

Res iden t i a l  U t i l i t y  Consumer O f f i c e  on a l l  ma t t e r s  r e l a t i n g  t o  r a t e  

making or  r a t e  des ign  and i n v o l v i n g  p u b l i c  s e r v i c e  co rpo ra t i ons .  

The board i s  s t a t u t o r i l y  empowered t o  i n s t r u c t  RUCO's d i r e c t o r  t o  

wi thdraw any c o u r t  a c t i o n  f i l e d  by RUCO, and i s  mandated t o  prepare 

j o i n t l y  w i t h  t he  d i r e c t o r  the proposed annual budget request f o r  

RUCO. I n  a d d i t i o n ,  the board may adv ise the L e g i s l a t u r e  and the 

Governor on a l l  ma t t e r s  r e l a t i n g  t o  RUCO. 

2. The e f f e c t i v e n e s s  w i t h  which the  board  has met i t s  o b j e c t i v e  and 
purpose and t he  e f f i c i e n c y  w i t h  which t he  board has operated 

The board has g e n e r a l l y  met i t s  o b j e c t i v e  and purpose. According t o  

RUCO's board,  RUCO's s t a f f  a re  sometimes requ i r ed  t o  make dec i s i ons  

regard ing r a t e  cases w i t hou t  board inpu t  due t o  t ime c o n s t r a i n t s .  

To keep members informed, RUCO s t a f f  ma in ta i n  con tac t  w i t h  the board 

throughout the month regard ing  s i g n i f i c a n t  i ssues .  Dur ing  monthly 

meet ings,  the s t a f f  updates the board as t o  a c t i o n s  taken on 

s p e c i f i c  r a t e  cases. A t  t h a t  t ime ,  the  board i s  g i ven  the 

oppo r t un i t y  t o  d iscuss  dec i s i ons  and g i v e  adv ice  as t o  f u r t h e r  

ac t  i on needed. 

3. The ex ten t  t o  which t he  board has operated w i t h i n  the  p u b l i c  
i n t e r e s t  

The board 's  p r i n c i p a l  r o l e  i s  a d v i s i n g  RUCO on ma t t e r s  o f  r a t e  

making and r a t e  des ign i n v o l v i n g  the regu la ted  u t i l i t i e s  o f  

Ar izona. To the  ex ten t  t h a t  the board renders such adv ice ,  i t  

func t ions  w i t h i n  the pub1 i c  i n t e r e s t  by promot ing f a i r  u t i  l i  t y  r a tes  

f o r  r e s i d e n t i a l  consumers. I t  a l s o  p rov ides  RUCO w i t h  input  

regard ing the concerns and problems o f  r e s i d e n t i a l  u t  i I i t y  



consumers. I n  a d d i t i o n ,  the board has pursued issues beyond the 

scope o f  ra te  hearings tha t  a l so  impact r e s i d e n t i a l  consumers. For 

instance, according to  the board, two o f  i t s  members served on two 

task forces set up by and f o r  a  telephone company to  survey serv ices 

and ra tes .  Another board member ass is ted  i n  the development of 

L i f e l i n e  l e g i s l a t i o n  designed to  help the economically disadvantaged 

i n  paying fo r  telephone and e l e c t r i c a l  se rv i ce .  On var ious 

occasions the board members, ac t i ng  e i t h e r  i n d i v i d u a l l y  or j o i n t l y  

as the board, have contacted the Leg is la tu re ,  the Governor, and the 

Arizona Corporat ion Commission on mat ters i nvo l v ing  u t i l i t y  

companies. 

Our review o f  RUCO board meeting f  i les fo r  the per iod  January 1988 

through June 1989 ind ica ted  tha t  the RUCO board complied w i t h  State 

open meeting laws, A.R.S. 538-431. 

4.  The extent  t o  which r u l e s  and regu la t ions  promulgated by the board 
are  consis tent  w i t h  the l e g i s l a t i v e  mandate 

The board 's  r e s p o n s i b i l i t i e s  do not inc lude the promulgat ion of 

ru les  and regu la t i ons .  

5 .  The extent  t o  which the board has encouraged input  from the p u b l i c  
be fore  promulgat ing i t s  r u l e s  and regu la t ions  and the ex ten t  t o  
which i t  has informed the p u b l i c  as t o  i t s  ac t ions  and t h e i r  
expected impact on the p u b l i c  

The board has not promulgated ru les  and regu la t i ons .  

6.  The extent  t o  which the board has been able t o  i nves t i ga te  and 
resolve complaints t ha t  a re  w i t h i n  i t s  j u r i s d i c t i o n  - 

The board has no a u t h o r i t y  t o ,  and does not i nves t i ga te  r e s i d e n t i a l  

consumers complaints.  

7 .  The extent  t o  which the At torney General o r  any other  app l i cab le  
agency o f  S ta te  government has the a u t h o r i t y  t o  prosecute ac t ions  
under the enabl ing l e g i s l a t i o n  

The purpose of t h i s  board i s  t o  act  as an advisor t o  RUCO. 

Therefore, i t  has no regu la tory  a u t h o r i t y ,  and consequently, no 

enforcement powers. 



8. The extent t o  which the board has addressed d e f i c i e n c i e s  i n  i t s  
enabi ing s t a t u t e s  which prevent  i t from f u l  f  i l I ing  i t s  s ta tu to ry  
mandates 

According to the board, i t s  enabl ing s ta tu tes  have not been changed 

since i t s  c r e a t i o n  i n  1983. According to  cur ren t  board members, 

board s ta tu tes  do not  need m o d i f i c a t i o n .  

9. The extent  t o  which changes are  necessary i n  the laws o f  the board 
t o  adequately comply w i t h  the f a c t o r s  l i s t e d  i n  Sunset Law 

Our review d i d  not i d e n t i f y  needed s t a t u t o r y  changes. 

10. The extent t o  which the te rminat ion  o f  the board would s i g n i f i c a n t l y  
harm the p u b l i c  h e a l t h ,  sa fe ty  o r  we l fa re  

E l im inat ion  o f  the board would not d i r e c t l y  harm the pub1 i c  hea l th ,  

sa fe ty ,  or we l fa re .  Essent ia l  l y ,  the board has very l i m i t e d  power, 

i t s  most s i g n i f i c a n t  power i s  tha t  o f  i n s t r u c t i n g  RUCO to withdraw 

f i l e d  cour t  ac t i ons .  Fur ther ,  because RUCO and i t s  d i r e c t o r  make 

decisions autonomously from the board, they could func t i on  without 

board overs igh t .  However, RUCO's d i r e c t o r  and s t a f f  have indicated 

that  board members prov ide valuable input  and are an important l i n k  

between the community of r e s i d e n t i a l  consumers and RUCO. I n  

add i t i on ,  because d iscussion o f  ac t i ons  contemplated and taken by 

RUCO occur a t  monthly board meetings, these meetings have been a  

valuable forum fo r  the disseminat ion o f  t ime ly  in fo rmat ion  to  the 

media, p u b l i c ,  and u t i l i t y  companies i n  attendance. 

11. The extent t o  which the leve l  o f  r e g u l a t i o n  exerc ised by the board 
i s  appropr iate and whether less o r  more s t r i n g e n t  l eve l s  of  
regu la t ion  would be appropr iate 

This fac tor  does not  apply to  the board as i t  has no regulatory 

au tho r i t y  . 

12. The extent t o  which the board has used p r i v a t e  con t rac to rs  i n  the 
performance o f  i t s  du t i es  and how e f f e c t i v e  use o f  p r i v a t e  
contractors could be accomplished 

The board has not used the serv ices o f  p r i v a t e  cont rac tors .  



RESIDENTIAL UTILITY CONSUMER OFFICE 
34 WEST MONROE SUITE 512. PHOENIX. ARIZONA 85003 . (802) 255-1431 . FAX: (802) 255-1483 

Rose Mofford 
Governor 

Douglas M. Brooks 
Director 

October 10,1989 

Douglas R. Norton 
Auditor General 
2700 North Central Ave. 
Suite 700 
Phoenix, AZ 85004 

Dear Mr. Norton: 

Attached are the respective responses of the Residential Utility Consumer Office (RUCO) and the 
Residential Utility Consumer Board (Board) to the Performance Audit conducted by your Office. 

We are pleased by your finding that RUCO has an important role to play in the regulatory process and 
has been effective in fulfilling its mission of representing the interests of residential consumers in 
utility-related matters before the Corporation Commission. We are especially heartened by your 
finding that statutory changes are needed to enhance RUCO's ability to adequately represent 
ratepayers, a position advocated by the Board and all of the Directors that RUCO has had. 

With regard to the specific recommendations presented in the Report, RUCO and the Board accept 
those made in conjunction with Finding I and endorse those made in conjunction with Findin 11. B RUCO has already implemented the recommendations made with regard to the quality o its 
presentations. RUCO and the Board believe that, with more attention paid to the quality of its 
presentations and the selection and management of its consultants, RUCO will be an even more 
effective advocate for Arizona's residential consumers. 

Those items with which RUCO takes issue are discussed in the formal responses. 

Thank you for the opportunity to respond to the Audit Report, and for the professional and objective 
manner in which the audit was performed. 

Very truly yours, 

Douglas M. Brooks 
Director 

attachments 



RESPONSE OF THE RESIDENTIAL UTILITY CONSUMER OFFICE (RUCO) 

FINDING I: ADDITIONAL EFFORTS ARE NEEDED TO IMPROVE RUCO'S 
REPRESENTATION OF RESIDENTIAL UTILITY CONSUMERS. 

While it is true that in some cases the preparation and presentation of issues and 

recommendations by RUCO witnesses were not adequate, RUCO believes that its efforts have had a 

positive effect on utility regulation and the rates paid by utility customers. The Audit Report 

acknowledges the positive role RUCO has played and the contributions RUCO has made, and 

presents cases illustrative of RUCO's effectiveness. RUCO acknowledges however that the 

consistency of RUC07s work can be improved over what it has been in the past, and to this end has 

initiated better training and supervision of RUCO staff and has emphasized the hiring of experienced 

and better qualified individuals for staff positions. 

While a majority of the specific examples of inadequate presentations or poor use of 

consultants are accurate, RUCO believes that two are not. The first is that the criticism of RUCO's 

presentation on the decommissioning cost issue fails to reflect the complexity and detail that went into 

the witness7 recommendations. The Audit Report does not disclose that RUCO's witness levied 

substantive criticisms against the decommissioning cost estimates of APS, which the witness felt were 

unrealistically low. RUCO's witness brought forth examples of where the APS witness had in the past 

underestimated the costs of decommissioning and had to revise his estimates upward. This is 

important because the failure of an electric utility to collect sufficient funds over the life of a nuclear 

plant to pay for its decommissioning will result in the utility having to raise significant funds from the 

capital market at very high rates to pay the decommissioning bill. To the extent that the Commission's 

discussion of this issue in its Opinion and Order failed to reflect the extensive criticism levied by 

RUCO against APS' analysis, it did not accurately describe the sophistication of the RUCO witness' 

analysis. 

Further, the criticized argument was an integral part of RUCO's overall analysis of the 

economics of Pa10 Verde. This analysis is centered on the finding that the current generation of 



nuclear power plants, including Palo Verde, are uneconomic and will continue through their lives to 

be more costly to ratepayers than reasonable alternatives. RUCO has recommended that, as a result 

of these very high costs, as well as planning mistakes made by APS, significant amounts of the costs of 

Palo Verde should not be passed through to ratepayers through higher rates. The rapidly increasing 

estimates of the costs of decommissioning nuclear power plants is an important component of the 

calculations of the lifetime cost of Palo Verde and determining that those costs are excessive. 

RUCO also disagrees with the criticism expressed regarding RUCO's presentation of the 

operation and maintenance ( 0  & M) expense issue in APS' Palo Verde 2 rate case. RUCO believes 

that the ACC's decision oversimplified the analysis done by the witness in proposing his $11.4 million 

adjustment. The witness found that some of the figures reported by APS for 0 & M expense levels 

for particular kinds of generating stations were unusual when compared to industry averages. He 

sought to correct the aberrant numbers by using figures recommended in a technical guide published 

by the Electric Power Research Institute, a utility industry group. This adjustment was rejected by the 

Commission, which apparently felt that industry average figures was too far removed in this instance 

from the specifics of APS' experience. The Audit Report relies on the ACC's decision and its 

characterization of the witness' analysis for the criticism of RUCO for failing to develop adequate 

evidence. In so doing, however, the Audit Report accepts without question the Commission's opinion, 

which of course is not always the same as RUCO's. RUCO believes that its witness brought to the 

Commission's attention a very real discrepancy in APS's reported data and presented a well-supported 

methodology for recasting APS numbers in a "closer-to-average" light. In addition, RUCO feels that 

the Audit Report's discussion of this issue downplays the significance of the 0 & M adjustment that 

was accepted by the Commission. By this adjustment the witness saved APS ratepayers $1.85 million 

per year. 

RUCO acknowledges that in some cases its oversight of the work of consultants has been less 

than thorough. We agree that the quality of RUCO's representation of residential utility consumers 
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suffers when this occurs. RUCO has therefore tightened up its contracts with outside experts to 

require that witnesses must provide preliminary drafts of their testimony in time for RUCO to review 

the drafts and correct errors before testimony is filed. RUCO is also more aggressive with regard to 

maintaining contact with its consultants during the course of their work to ensure that they will 

produce drafts of testimony in a timely fashion. In addition, RUCO now more extensively scrutinizes 

the backgrounds of bidders before awarding a contract for expert witness services through a careful 

review of bidders7 past work for quality and potential incompatibility with RUCO positions. RUCO 

believes that these efforts will improve the quality of its performance, and is gratified that, according 

to the Audit Report, other parties have noticed an improvement. 

The Audit Report discusses only three instances in which RUC07s selection and supervision of 

consultants were deficient. It is relevant to note that during the period covered by this audit (roughly 

FY's 87, 88 and 89) RUCO entered into and managed approximately 35 contracts for expert witness 

services. While the Auditor General was unable in the course of its audit to review each and every 

case in which RUCO used consultants, RUCO believes that it successfully utilized consultants in a 

significant number of cases. 

With regard to the specific recommendations presented by the Audit Report in conjunction 

with this finding, RUCO accepts both sets of recommendations and has in fact begun their 0 

implementation. 

FINDING 11: STATUTORY CHANGES ARE REQUIRED TO ENSURE 
RUCO'S ABILITY TO ADEQUATELY REPRESENT RESIDENTIAL RATEPAYERS 

(I 
RUCO agrees with the Audit Report's finding that the Office needs expanded statutory 

authority for it to adequately represent the interests of residential consumers. We believe that the 



adoption by the Legislature of both of the recommendations made in conjunction with this finding will 

enable RUCO to more efficiently and effectively carry out its mission. 

RUCO agrees with the Audit Report's recommendation that RUCO's authority to intervene in 

any case which could impact residential utility rates be made clear. Utility companies, particularly 

those in the electric industry, have been aggressive in attempting to keep RUCO from participating in 

non-rate change cases that had the potential to significantly affect residential rates. The most 

egregious examples are discussed in the Audit Report. RUCO and the consumers it represents have 

been fortunate in having a Commission that believes the current statute can be interpreted broadly 

enough to allow RUCO's intervention in those types of cases. Should the Commission change 

however, or should a utility appeal the granting of RUCO's intervention in a non-rate change case to 

I) the courts, RUCO runs the risk of having its statute interpreted and applied in a more restrictive way. 

In the future many issues of great significance to the state's regulated utilities and their 

customers will be heard and decided by the ACC in non-rate case settings. The types of cases listed on 

page 16 of the Audit Report are just a sample of the new and different procedural settings in which 

important issues will be raised and resolved in the future. RUCO will need to be involved in each of 

them, and the statutes should make clear RUCO's ability to intervene in them. 

RUCO is also concerned that its inability to bring to the Commission formal complaints 

regarding excessive utility rates is a severe constraint on its ability to fulfill its statutory mandate. 

RUCO was established to provide full-time, professional representation for residential consumers, 

0 but without the authority to initiate proceedings, RUCO must rely upon others to bring formal action 

against utilities who are overearning. Thus RUCO is reduced to waiting upon others whose agendas, 

priorities and interests could be different from its own. 

Similarly, the inability to file excessive earnings complaints can render RUCO a mere 

spectator in settlement negotiations of excessive rate investigations. Every other party has the ability, 

either by itself or in concert with others, to bring to the bargaining table the club of filing their own 
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complaint regarding excessive rates. RUCO alone cannot do this. And, as the Audit Report reflects, 

a survey undertaken by RUCO was unable to identify any other utility consumer advocacy agency in 0 

another state that does not possess the power to initiate proceedings with its state utility commission. 

RUCO urges the Legislature to take affirmative action with respect to the Audit Report's 

recommendations regarding RUC07s powers. The result will be seen in more effective representation 

of residential consumers. 

OTHER PERTINENT INFORMATION: 
STAFF TURNOVER AND ADEQUACY OF ATTORNEYS7 QUALIFICATIONS 

RUCO appreciates the discussion found in this section of the Audit Report and believes it 
(I 

points to very real problems that RUCO has and will continue to experience. RUCO agrees that 

turnover of directors and attorneys can cause difficulty for the agency, but does not believe that it can 

be resolved in the context of a report such as this. 

The discussion of the adequacy of attorneys7 qualifications is important, in that RUC07s 

attorneys play such a vital role in presenting RUC07s positions to the ACC and the courts. RUCO 

agrees with the Audit Report's conclusions regarding the causes for RUCO's problems in attracting 
(I 

and retaining qualified attorneys, and hopes that current efforts at increasing the quality and 

professionalism of RUCO's work product will improve the image RUCO projects in the legal 

community. RUCO also agrees that the inability of the State to offer attorneys salaries that are 
0 

competitive with the private sector has hurt its recruitment effort, and notes that RUCO itself appears 

to lack competitiveness with other state agencies, particularly the Attorney General's Office and the 

Corporation Commission, in the salaries it has actually been able to offer and pay. 



Despite RUCO's agreement with this part of the Audit Report, it believes that two statements 

made in this section require clarification. The first of these statements is that an entry level attorney 

went without supervision for two and a half months due to difficulties encountered in hiring 

supervisory attorneys. While RUCO agrees that for a period of time the entry level attorney was the 

only attorney on staff, the period was only slightly more than one month (from April 4th to May 15th). 

In addition, the statement that an entry level attorney received little or no supervision for that period 

of time is not entirely correct. The attorney represented RUCO in two proceedings during the time in 

I, question with supervision and guidance from RUC07s Director, who, while not licensed to practice 

law in this State, is licensed in another jurisdiction and has been actively engaged in practicing law 

before a state utility commission for six years. Experienced staff personnel also assisted the new 

I) attorney in dealing with the technical issues raised in the cases. The time in which the attorney did not 

have direct supervision from a supervisory attorney was caused by the abrupt resignation of a staff 

attorney and the difficulty, documented by the Audit Report, that the Director encountered in finding 

I) and hiring an experienced Chief Counsel. 

The report also states that RUCO lacks the means to provide training to new legal staff. While 

RUCO acknowledges that an experienced in-house legal staff is the best source of education and 

I, training for a new attorney, the Office ensures that new attorneys, as well as new technical staff 

employees, receive training through attendance at two educational conferences designed for new 

utility regulatory personnel. Education is an important part of the training of a new attorney, and 

I) RUCO's policy is to send new attorneys to these programs within their first year of employment. 



RESPONSE OF THE RESIDENTIAL UTILITY CONSUMER BOARD 

The Residential Utility Consumer Board (Board) agrees with the Audit Report's discussion of 

the Board. We believe the Board serves a valuable purpose and should be continued, along with the 

Residential Utility Consumer Office (RUCO). While we recognize that the Auditor General's review • 

of the Board was limited in nature, we believe it accurately sets forth the role the Board plays in 

providing a link between RUCO and the community and functioning as a means of transmitting 

consumer concerns. In addition members of the Board, both as a group and individually, work on (I 

behalf of residential utility consumers as members of task forces and other groups involved in 

improving the provision of affordable utility services. 

The Board has reviewed the findings and recommendations of the Auditor General with a 

regard to RUCO, and concurs with the response provided by RUCO. We believe it should be 

emphasized that the examples of poor development of evidence and the use of consultants cited in the 

Audit Report took place before the current RUCO Director was hired. We are confident that RUCO 

will continue to make improvements in its work, as recognized in the Audit Report, and that RUCO 

will continue to be an effective representative of residential consumers' interests. 

We heartily endorse the Auditor General's recommendation that RUCO's enabling statutes be 

amended to: (1) expand RUCO's authority to participate in any case which could ultimately impact 

residential utility rates; and, (2) grant RUCO the authority to initiate rate cases before the 

Corporation Commission. The need for these changes are ably documented in the Audit Report, and (I 

it should be naoted that the Board has endorsed and worked for the passage of legislation that would 

have granted RUCO the power to file complaints. We urge the Legislature to adopt the Auditor 

General's recommendations when extending the statutory mandate of RUCO. 4 



APPEND l X 

Case Evaluation Methodology 

I n  determin ing RUCO's e f f e c t i v e n e s s ,  we reviewed a  p r i o r  performance 

a u d i t  r e p o r t  and ana lyzed a  sample o f  cases i n  which RUCO i n t e r v e n e d .  I n  

1986, Aud i to r  General s t a f f  conducted a  performance a u d i t  o f  RUCO. We 

found t h a t ,  a l though  RUCO had been e f f e c t i v e  i n  some cases,  inadequate 

evidence and p r e p a r a t i o n  r e s u l t e d  i n  RUCO's hav ing  l i t t l e  impact i n  many 

cases. Fo l low ing  t h e  1986 r e p o r t ,  the L e g i s l a t u r e  c o n t i n u e d  RUCO f o r  

four  years .  Dur ing  the c u r r e n t  a u d i t ,  we reviewed RUCO's work and 

operat  ions s ince  the  p r e v i o u s  a u d i t  t o  determine i f  f u r t h e r  improvements 

a r e  needed a t  RUCO. As a  p a r t  o f  our rev iew,  we analyzed 12 o p i n i o n s  and 

o rders  f o r  cases i n  which RUCO i n t e r v e n e d  t o  determine RUCO's l e v e l  o f  

e f f e c t i v e n e s s  i n  r a t e  cases and t o  i d e n t i f y  areas f o r  improvement. ( 1 )  

We de f ined  our sample o f  cases by rev iew ing  the cases i n  which RUCO 

in te rvened ,  and had been reso lved ,  from January 1987 through May 1989. 

Dur ing  t h i s  t ime,  RUCO documents showed t h a t  RUCO was i n v o l v e d  i n  36 cases 

which r e s u l t e d  i n  55 o p i n i o n  and o r d e r s .  A l i s t i n g  o f  these cases 

and r e s u l t i n g  o rders  was reviewed w i t h  Ar i zona  C o r p o r a t i o n  Commission (ACC) 

members, hear ing  o f f i c e r s ,  and s t a f f ,  u t i  l i t y  company r e p r e s e n t a t i v e s ,  and 

RUG0 s t a f f .  S p e c i f i c a l l y ,  we asked each p a r t y  t o  i d e n t i f y  cases i n  which 

RUCO had been v e r y  e f f e c t i v e  and cases i n  which RUCO had no t  been 

A t  t h e  conc lus ion  o f  a  hear ing ,  t h e  h e a r i n g  o f f i c e r  w r i t e s  a  recommended o p i n i o n  

and o rder .  The u t i l i t y  company, ACC s t a f f ,  and i n t e r v e n o r s  may f i l e  excep t ions  t o  
the  hear ing  o f f i c e r ' s  recommended o p i n i o n  and o r d e r .  The commissioners dec ide 

whether t o  adopt  t h e  recommended o p i n i o n  and o r d e r  as w r i t t e n  o r  t o  m o d i f y  i t .  The 

document d e t a i l  i ng t h e  commissioners'  f i n a l  d e c i s i o n  i s  c a l l e d  an o p i n i o n  and o r d e r .  
( 2 )  However, RUCO may n o t  have been i n v o l v e d  i n  a l l  of  these cases and o p i n i o n s  and 

orders. Some may have been t h e  r e s u l t  o f  s t i p u l a t i o n s  i n  which RUCO may n o t  have 

been invo lved .  I n  a d d i t i o n ,  some o p i n i o n  and o rders  were t h e  r e s u l t  o f  ACC e f f o r t s  

t o  conso l ida te  two o r  more cases. 



e f f e c t i v e .  Most o f  the cases we analyzed were those which generated the 

g rea tes t  consensus among the p a r t i e s  i n t e r v i ewed .  

Our a n a l y s i s  cons i s t ed  o f  rev iew ing  the op in i ons  and o rde rs ,  case lega l  

f i l i n g s ,  and hear ing  t r a n s c r i p t s ,  and i n t e r v i e w i n g  ACC hear ing  o f f i c e r s  

and s t a f f ,  and rep resen ta t i ves  from o ther  consumer groups i nvo l ved  w i t h  

the cases. 


