ALJ/AVG/zmn

TSTEETATAN
Decision .8.9_05_0.1-.4 APR 12 1988 me@UW@
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALI?ORNIA

In the Matter of the Application of )

CALIFORNIA WATER SERVICE COMPANY )

(U 60 W), a corporation, for an )

oxder authorizing it to establish a ) Application 88-12-016

balancing account to include all ) (Filed December 8, 1988B)

recorded watex production expenses ) .

in the Stockton District. ) Mailed
T ) oo

APR 2 1989

OPINION

Summary of Decision

This decision authorizes California water Service Company
(CWS) to expand the Stockton District’s purchased water balancing
account, established by Decision (D.) 85138, to include expenses
for purchased powexr and pump taxes.

Backgxround

CWS is an operating public utility corporation with
headquarters in San Jose, California. CWS provides water service
in various localities in California including its Stockton District
which sexrves the City of Stockton and surrounding unincorporated
territory in San Joaquin County.

On December 8, 1988, CWS filed Application (A.) 88-12-016
requesting authority to include purchased power costs and pump tax
expenses, for its Stockton District, into the balancing account
established in D.85138 to record purchased water'costs.l '

1 Although CWS, in the caption of the application, requests
authority to establish a balancing account to include all water
production expenses, it is in fact seeking authority to expand the
balancing: account established .in D.85138 to include all production
expenses.. - ' - . .
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D.85138, in A.55686, approved the terms of a contract for
treated water between Stockton East Water District (SEWD), CWS,  the
City of Stockton, and two other County Maintenance Districts. '
Undex the terms of the contract, CWS was entitled to 92.5% of
SEWD’s water treatment plant and was correspondingly responsible
for 92.5% of the annual costs of operating the facility including
repayment of the debt incurred in building the plant. In D.85138,
the Commission found that a supply of treated water was required
from SEWD’s water treatment plant in order to alleviate salt water
intrusion into the water table under the Stockton District’s
service area. The decision also authorized a rate increase to
cover the cost of purchased water (CWS’s supply had been obtained
entirely from wells up to this time) and established a balancing
account that compared monthly purchased water payments with
revenues obtained from rates authorized for the purpose of meeting
the costs of purchased water.

Because of recent changes in water needs in the Stockton
area, parties to the 1975 contract entered into a Second Amended
Contract in September 1987. The principal rate-making effect of
the Second Amended Contract is the reallocation of water
entitlements and cost responsibility among the contractors. This
reallocation is to be based on the ratio ¢of each contractor’s total
water production each year from all sources of supply to the total
production of all contractors during the year. For example, if
CWS’s total watexr production for the 1987-1988 water year (water
years run from April 1 to March 31 undexr the contracts) totals 63%
of the water production of all contractors combined, then it would
be entitled to 63% of the output of the water treatment facility
during the 1989-1990 water year and will pay 63% of the total
operating costs including sexvicing of the outstanding debt. CWS
estimates that it will be allocated approximately 63% of the annual
production from the treatment plant and will pay 63% of the costs
-during‘the'£nitiai;yearssof this contract. Thi§ w1l13result in an
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annual reduction in purchased water costs of approximately
$1,070,000 which will be offset by increases in purchased power and
“additional pump taxes ¢f about $190,000 on a test-year bagis due to
increased well pumping.

The Second Amended Contxact does not become effective
until the City of Stockton completes the installation of a 48-inch
pipeline from the SEWD treatment plant to the City s principal
service area in northexn Stockton. The City believes this pipeline
will be ready for service sometime in late November of 1989.
However, for establishing new cost levels, the parties have agreed
to begin reallocation of costs starting February 1, 1989.

Undex the typical balancing account procedure in effect
in the Stockton District for all appropriate expenses except
purchased watexr, the estimated $190,000 increase in puxchased power
and pump tax expenses resulting from the implementation of the
Second Amended Contract would not be recovered by CWS because it is
caused by an increase in the percentage of supply to be delivered
from wells (a change in mix) and not by an increase in the power
rates or pump tax rate. In order to recover the increased expenses
for purchased power and pump tax, CWS requests authority to include
them in the same balancing account which was established forxr
purchased water costs in D.85138. This will xesult in the creation
of a balancing account for total water production expenses
(purchased watex, purchased power and pump taxes) for the Stockton
District.

_ While CWS requests authority to record the purchased
power and pump tax expenses into the balancing account fox water
production expenses, it also proposes to reduce its rates to
reflect the reduction in purchased water costs including the
reduction in debt sexrvice payments. In addition, CWS proposes to
reduce rates to bring the total water production balancing account
balance to zero over a two-year period. S
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Wat tilities Branch’s test to t icat

On January 6, 1989, the Water Utilities Branch (Branch)
of the Commission Advisory and Compliance Division filed a protest
to the application.

In its protest, Branch contends that CWS has not made a
showing that the requested balancing account treatment will not
unjustifiably raise CWS’s earned rate of return foxr the Stockton
District above the authorized level. Therefore, Branch recommends
that CWS’s request be granted on ex parte basis only on the
condition that CWS is required to file a general rate case
application in 1989 at the same time it files general rate case
applications for other districts. Branch also recommends that CWS
be required to file an advice letter requesting ite proposed rate
reduction within 30 days of the Commission’s oxder.

On Januvary 20, 1989, CWS filed a response to Branch’s
protest in which it agreed to file a general rate case application
for its Stockton District in 1989 at the time it next files general
rate increase case applications for any of its other district. CWS
expects to tender the Notice of Intent in April 1989.

Discussion |

We believe that Branch expresses appropriate concern
regarxding the possibility of the Stockton District earning higher
than the authorized rate of return. Branch’s concern is
particularly significant since the last general rate case decision
for the district was issued in 1983. Therefore, we will authorize
CWS to record the purchased powexr and pump tax expenses in the
purchased watexr balancing account established in D.§5138 on the
condition that CWS tender a Notice of Intent to file a general rate
case application foxr the Stockton District by June 1, 1989, and
file its application when permitted by the Commission’s regqulatory
lag plan thereafter.

Alsgo, as recommended by Branch, we will :equire CWS to
file ‘an advice letter, within 30 days of this order, requesting
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rate reduction to reflect the estimated reduction in purchased
watexr cost including the reduction in debt sexvice payments to
SEWD. The advice letter should also include xequest for rate
adjustment to reduce the total water production balancing account
balance to zero over a two-year periocd.

Eindings_of Fact

1. CWS requests authority to include purchased power and
pump tax expenses for its Stockton District, into the balancing
account established in D.85138 to record purchased water costs.
This will result in the establishment of a balancing account fox
total water production expenses.

2. D.85138 authorized CWS to establish a balancing account
to record the monthly purchased water payments to SEWD and the
revenues obtained from the rates authorized to offset the purchased
water costs.

3. Due to changes in the water needs in the Stockton axea,
CWS is expected to obtain a greater portion of its watexr supply
from wells which will increase CWS’s expenses for purchased power
and pump taxes.

4. Since the increase in purchased power and pump tax
expenses will result from a change in the percentage of water
delivered from wells and not by a change in power rate or pump tax
rate, CWS will not be able to recover these expenses through the
balancing account procedure in effect for the Stockton District.

5. Branch filed a protest to CWS’s request.

6. Branch recommends that CWS’s reguest be granted ex parte
only if CWS is required to file a gemexal rate case application for
the Stockton District in 1989 at the time CWS files a generxal rate
case application for any of its other districts.

7. CWS bas agreed to tender a Notice of Intent to‘file a
general rate case applicution for its Stockton District before
May 1, 1989.-
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8. Concurrent with the issuance ¢f a decision in this
proceeding, CWS proposes to request reduction in its rates for the
Stockton District to reflect the reduction in purchased water costs
including the reduction in debt service payments.

9. CWS also proposes to request rate adjustment to reduce
its total water production balancing account balance to zexo over a
two-year period.

10. Branch recommends that CWS be required to file an advice
letter requesting its proposed rate reduction within 30 days ¢of the
Commission’s ordex.

1l. ©No othexr party has filed a protest.

12. There is no xeason to delay granting the authority
requested in this application.

Conclusions Of Law

1. CWS should be authorized to record its purchased power
and pump tax expenses, for the Stockton District, into the
balancing account established by D.85138 for cost of purchased
watex from SEWD.

2. CWS should tender a Notice ¢f Intent to f£ile a general
rate case application for the Stockton District by June 1, 1989,
and should file its application when permitted by the Commission’s
regqulatory lag plan thereafter.

3. wWithin 30 days of the effective date of this orxder, CWS
should file an advice letter requesting xate reduction to reflect
the estimated reduction in purxchased water cost including the
reduction in debt service payments. The advice letter should also
include the request for rate adjustment to reduce the total water
production balancing account balance to zero over a two-year
period. , : -

. 4. Thie order should be made effective immediately.
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O RD YR

XIT IS ORDERED: that:

1. California Watew Service Company (CWS) is authorized to
record its expenses for purchased power and pump tax for the
Stockton Distrxict in the balancing account established by 0.85138
for purchased water cost.

2. CWS shall tender a Notice of JXntent to file a general
rate casc application foxr the Stockton District by June 1, 1939,
and shall £ile its application when permitted by the Commission’s
regulatory lag plan therxcafter.

3. within 30 days from the effective date of this oxder, CWS
shall file an advice letter, for the Stockton District, requesting
rate reduction to reflect the estimated reduction in the cost of
purchawcd watexr from the Stockton East Water District, including
the zeduction in debt sexvice payments. The advice lettexr shall
include request for rate adjustment to roduce the Stockton
Distxict’s total water production balancing account balance to zexo
over a two-ycax period.

4. This proceeding is closed.

This oxder is cffective today. '
Dated APRJ.Z 989 — at San Franc;sco, California.
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