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The Commission in this part of the continuing.Drought
Phase investigation makes the:following determinations:c
o ‘Water management programs certified-as .l
complete are accepted and approved. ' = "

Utilities with approved water management
programs are authorized to implement a .
suxcharge to recover revenue shortfalls -
recorded in their drought memorandum '~
accounts. ‘ ‘ '

Memorandum account revenue will be reduced:
by an amount equal to a 20-basis point = =
reduction in return on equity from'a -
utility’s last rate case applied to the
latest adopted rate base.’ The reduction
recognizes reduced business risk represented
by the memorandum account. ' o

Utilities under rationing that have R
collected penalties from customers £or using
more than their allotment of water are
directed to use the penalties to offset .
memorandum account losses and fines S
collected by the utilities’ wholesalers,.and .
to refund any remaining funds to customers.

All water management.program applications ..
are consolidated into this proceeding fox
disposition following a third round of '
hearings. .- -~ = - . o S

The 1.5% public utility fee will not at this
time be: imposed on penalties collected from:
customers for exceeding their water

allotment during rationing. S

Dtilities’ practice of adjusting customer
penalties on a ¢umulative basis and -
“refunding" penalties for:later. conservation. . .
is deemed inconsistent with the tariffs. _
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A Class B water company may file a water
management program-at-any:time priox to
seeking recovery of a drought memorandum
account.

‘The requlrement of filing a water management
program prioxr to recovery.of .a droughto... n. .o
memorandum account is waived for Class C and
Class D water companies, but ‘those utilities
are urged to consider conservation in thelr
resource mix. e .

A T

Utilities are authoxized" ‘to file a generic
Tariff Rule 14.1 to permit lmplementatlon of
rationing plans. o

Utilities arxe authorized to file to.
discontinue rationing on five days’. notice
through advice letter fllings. T

Any ut;l;ty with a voluntary conservation
plan is authorized to file an advice letter
for recovery of the’ adjusted amount in its’
drought memorandum account.

Finally, the cOmmlss;on dlrects that a thlrd ‘round of
hearings be scheduled following today’s. order to take- evidence on
remaining Drought Phase. lssues.‘ Partles that advocate posxtmons on
these issues have been: d;rected to sexve a statement. on:such issues
10 days priorx’ to a prehearlng conference on November 6, 1991. The
prehearing conference has been rescheduled for November 13, 1991.
2. Backqround . ”f . L S

California is in its fifth“year'of droaght;uﬂﬁandatory
and voluntary xationing have become the norm, rathexr than the
exception. O0f-'17 Class.A,water utllltles.(more than" 10 000
connections) requlated by the CommLSSLOn, 0 were requlred to
implement mandatory rationing in some or all of thelr districts in
1990 and 1991. While some smaller water companles served by wells
appear to have no immediate supply problem, many" of the state’s 233
requlated water companies and districts have on theéir own or at the
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urging of- public: agenc;es Lntroduced programs to encourage . water
consexvation:< o o e e A
“On March, 8, 1989, the Commxssxon ‘Anstituted this .. o oo
investigation (Orxder. Instituting Investigation  (X.) :89=03=005) to-i. :’
determine what steps could be taken to.mitigate the effects of
watexr shortages on the state’s .xegulated utilities and their: -
customers. All water utilities.subject to the Commission’s- _—
jurisdiction were made parties, and all Class A,.B, and C: utllltles
were required to provide information on-their water supply.outlook...

Following -hearings and workshops :that extended into Maxch
1990, the Commission issued two interim opinions.dealing with-the - :
drought. The first, Decision: (D.) 90-07-067, effective July 18,
1990, authorized all utilities to.establish memorandum accounts-to. -
track expenses and revenue shortfalls caused-both by mandatory- --
rationing and by voluntary conservation efforts.  The. second-. .
decision, D.90-08-055, required each Class ‘A utility,~and any other
utility seeking to recover revenues from a drought memorandum: - .
account, ‘to submit for Commission approval a water ‘management:.
program for each utility district addressing long-term atrategies
for reducing.water consumption. . - o o: - RPN TG

- The Commission in ‘D.90-08-055 also found that recovery. of
memorandum account revenues constitutes protection against normal
sales xisk. It left foxr this proceeding a determination of
whether, and by what amount, to reduce revenue recovery to reflect
reduced sales risk. Recovery of memorandum account revenue is
contingent upon approval of a water management program and
application of a risk reduction adjustment.

S S R R

1 The COmmission recognized 1n D 90—08-055 that while itﬁ““n“w‘
strongly encourages:efforts:to.reduce water use:-and. increase.water -
supplies, any action by the Commission will have: limited impact-: ..:
statewide because water use by customers of requlated-utilities is-
less than 3% of total water use in the state. e e
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- ~Hearings.on priority issues: dealing-withrwater management-
programs were held the week of June 3, 1991. Hearings onrthe: risks o
reduction adjustment were held therweek of June 24,:199l.70pening
briecfs were required by August 12,1991, and reply briefs were - .. .
required by .August 26, 1991, at which time this-part of the Drought- -
Phase proceedingcwas-deemedusubmitted:for-decision.?ﬂ amnaTnL L e
3. Recovery of Memorandum Account Revenue

‘ This decision authorizes utilities to file an advice
lettexr setting forth a surcharge for recovery of memorandum’ account
revenue. . The procedure for recovery generally follows that set
forth in D.90-08-055. That is, Class A.and B water. companies:that
have filed approved water management.programs may (1).apply the - .-
risk reduction offset set forxrth in this decision to the.remaining:
memorandum account balance; (2) offset net revenue losses recorded -
in the memorandum accounts with-penalty funds, if.any, collected.as.:
pr~t of mandatoxy rationing; and (3):file. for a one-year surcharge:-. .
tv amortize. the remaining ‘balance of the memorandum:account.. As
discussed below, Class C and Class D water companies. that establish:.
drought memorandum accounts need not file a'watexr management = - -~
program, but they are required to apply: the xisk reduction .offset - ..
to the recovery of memorandum account .revenue. .The:risk-reduction

2 On Septembexr 25, 1991, the Commission in D.91-09-065
authorized water companies with drought memorandum accounts - -
recommended for approval: to- file advice.letters.implementing a:.
suxcharge 'to recover up to 75%. of recorded revenue losses:incuxxed
due to mandatory rationing and voluntary conservation.. Fuxther
recovery from the memorandum accounts was deferred pending today’s -
decision. S Lo T e :
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offset is~intended to apply: each time a-water:- companyflees fox e
recovery ~of ‘memorandum. -account: revenue.3vuhnm SRR 3 Dy
4. wWat a t amg . oo T IR S LR

- A total of 60 °water management: programs - have .been -
developed‘by-the utilities and submitted fox approval by. the
Comma.ss;.on.4 ‘The Watex Utilities Branch of the Commission:c :
Advisory and Compliance Division (Branch) has certified 38 of these
programs as complete. (See Appendix A.). S I Y

The water management’ programs are-. blueprlnts for dealingu_;
with watex conservation in each-utility’s: sexrvice area. All set-
forth comprehensive conservation programs., complete with: benefit- .. -
cost analyses; water resource management objectives,-and long-rangeu
forecasts of supply and demand. ' All stress: the importance..of--'. .
informing. the public of conservation: measures through-bill: Lnserts
and meetings. - Most report continuing efforts in such traditional
techniques- as leak detection and distribution of-conservation kits
(shower: £low. restrictor, toilet: tank.dxsplacement devices and leak
detection dye tablets). T SO O N A v EXROR

© Many utilities have bequn unusual programs. ‘Theﬂ:v
San Marino District of Caleornia-hmermcan.Water Compamy (Cal-aAm) -~

e -
oy

3 The memorandum accounts also contain expenses for. .
conservation activities that are not covered in' existing rates
(including costs of: producing the water management programs.) For
xecovery of these expenses, see Section 9.3.  Generally, this oxder
contemplates that most conservation expenses must await’ recovery'by“"
advice letter filing and reasonableness review.. An .exception is.
the expense related to preparation of a water management program,
which may be recovered by advice letter filing in the same manner
as revenue shortfalls.

4 Water management programs were originally due on Novembexr 8,
1990. Only San Jose Water Company met that date.- At the request .
of other watexr companies, the due date was. extended 90 -days to .. .
February 5, 1991. (See, genexally, D.91-04-018, issued Aprxl IOfmjm
1991.) SO e
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intends to conduct a-laxge. turf irrigation--audit..: Dominguez -Watex:
Corporation conducts an annual."smart garden contest” thatiin,1989.. .

attracted 3,000 entrants. The Westlake District of-California. .
Water Service . Company (CWS) plans to--serve a.country club and green

belt areas with reclaimed water,.and the:company’s :Visalia-District -
has developed a water conservation garden with more than 200-low . . -

water—use-plants.s “Park Water. Company will test moisture:sensor:

controls for automatic sprinkler systems. San Jose Water Company . -

(SJWC) has trained three employees as: "water watchers”.to.conduct
water audits for customers on request. Suburban Water Systems

proposes an incentive. payment to.contractors who- install-commexrcial: :

xeriscaping, or minimum-watexr landscaping.. .- . o oo
4. al of Wat nt. N
.Branch urges that water management programs certxfaed as’

complete be approved in this: decision. However, it recommendsythatuu
specific projects contained in the water programs not be approved - .-

at this time. Those projects that contemplate a change- in-rates. -

(for example, introduction of inverted block structure- for.rates) ...

must be subject to further review and public hearings. -Those
projects that-do not affect regular rates (for example, -
distribution of showexr flow restrictors) should be subject to
review duxring a rate case ox at the time a utility seeks to recover
such costs. Branch notes that a project that is reasonable and
would be approved today may not be reasonable if it is lmplemented
at a time or in a mannex when c1rcumstances have changed.wf{;[;

Sch'testafxed that it antmczpated and- favors- Commassxon ‘

actxon on each.project described ina, water management program,fjf

subject only to~a later rev;ew of the manner ;n.wh;ch a project Lsfﬁl

TN W

- e T R Tt &)

S “Not all conservat;on programs succeedt» Suburban Water Syst
developed a’'drought-resistant. garden.on company: property-but
discontinued. it *because -it attracted vagrants and a.rodentiw,

population.
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implementedl-*A;utility then can: proceed with-assurance- that: it .
will be” able: to recover-reasonable:costs:of a.project. . . However,. . .-
SJWC and ‘all ‘other parties join-in urging. that some.matters in: the: .-
water programs .(most significantly, conservation:incentives .- :
proposed. by the utilities) be deferred- for a later round:of::
hearings in this proceeding.. = = .. ..oern vitavoroan U
4.2 Discussion : - P S LA P VT OIS Eot
In this decision, we approve as complete those water. .
management programs so certifiedgbyzsranchwg;(ﬁgggAppend;x@AnrM”_a$¢
agree with Branch, however,:that our: action should not: include
approval for expenditures for projects  contained in a watex .
program. - Each such project must be weighed-on its merits. as.of the~
time it is implemented.  We are influenced. in this-judgment.by: the - -
parties- unanimous request for: further hearings on particulax - ;.-
aspects of the water management programs, including . incentives.. If
parts of the water programs are subject to fuxther .review,: it would -
be premature to approve as final othexr parts of the programs. ... ..
OQux order contemplates. that a . utility will seek ...
Commission approval before it embarks on a project that will
require policy changes (i.e., introduction of inverted block
rates). For most conservation projects, however, we contemplate
that a utility will proceed without Commission approval, that it
will book costs of such projects to its drought memorandum. account
or voluntnry conservation memorandum - account (unloss al:oa@m,u .
included in. rates), and that xt wull justify the project and costs’j
as reasonable when it seeks.recovery of those expenses and lost '

gt

£

revenue.~'

Toward that end, Branch at hear;ng suppl;ed~ut¢lxtxes)\
with a genexic. "Best Management Practices List" (Exhibit 155) of
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conservation projects that:. it:deems-generally -reasonable. 6 IR SRR TOR RN .
Utilities, therefore, may proceed.with conservation measures. on
this list with som2 assurance that the measuxes: themselves will be.: ..
approved. In addition, while the Drought Phase of this.
investigation remains open,.a utility may by motion request advance
approval of innovative conservation projects.7r ~Recovexy- of .- - .
actual expenditures will, of course, still have to stand the test . -
of reasonableness. . T L L SUT L sy L e e A
4.3 80 tion Wat S e S ,

- Consistent with the. discussion above,. and pursuant'to v
Rule 55 of the Rules of Practice -and-Procedure, we consolidate into- .
this proceeding all 60 applications. by utilities: for apprxoval of . . .-
their water management programs. Those: applications: in-which water .
programs have .been certified as complete are approved,: but- the.. . .-
applications remain open pending considexation of fuxthex mattexs.. -
requested by the parties. Those applications in which watex
programs have -not been certified as complete remain open for .

further considexation and, if necessary, evidentiary hearings.

§ The Best’ Management Practices List is derived ‘from a’ May 28,
1991, draft memorandum by the:California-Depaxtment.of.Watex; [-., -
Resources. It sets forxrth conservation practices that “are
established and generally accepted...among' water suppliers* and -’
that "are technically rxeasonable and economically sound..” Among ,
such practices are low-flow showerhead kits, water audit programs,‘m
public information programs, waste water pxohxbit;ons, and leak
detection and repair.- . : , S

7 By rul;ng dated March 12, 1991, the administrative law judge--
established a Branch-sponsored method by which utilities may file a
motion in this proceeding seeking an intexim order by the
Commission approving in advance the costs of an innovative
conservation project. One such motion has been filed. It was
denied by the Commission on the basis that it was not the type of
innovative project for which advance approval was necessary. (See
D.91-09-005, dated September 6, 1991.)
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No party has addressed the final :disposition of. the watex
management programs. That is, what procedure should'be followed in-
monitoring efforts by utilities. to caxxy out their long-range-water -
plans? Should the Commission require a periodic.update and.: *
progress report on implementation of the water management. .-
programs?- Should an update or progress report be required as
part of a general rate case? Should the requirement come.at the: . . .-
time a utility seeks recovery of its memorandum account? -If:the . -
drought ends, should the progress reports continue? -We:ask:parties:..
to address this issue in the next scheduled hearing in these
proceedings. It is our intention that, at the close of those ‘
hearings, the record will be sufficient to permit us to- take.final
action and close the applications for approval of water management ~
programs. - ' o S A R

- Di sition o na Monjes. T T O PRV

The Commission has authorized cexrtain water utilities to
collect fines or penalty money from customers foxr using moxe. than . -~
their allotment of water during mandatory rationing. Utllities: .- .-
were required to place fines in a suspense account until further-
Commission oxdexr. In D.90-08~055, we authorized those .utilities-to-
use penalty funds collected through the date of that oxdex:

(August 8, 1990) to offset net revenue-loss recorded in the '~
memorandum accounts and to pay fines levied by a utility’s--
wholesaler. We directed that any remaining funds in the suspense
account as of August 8, 1990, be refunded to customexs by .-
incorporating them into the utility’s expense balancing. account.
et sy s ey

8 Every California water supplier providing water fox municipal:-.
purposes to morxe than 3,000 customexrs or supplying more than 3,000
acre-feet of water annually is required to prepare’ and adopt-an’ -~ ' °
urban water management plan and to review and amend the- plan at . .. -
least once every five years. (See, Urban Water Management Planning
Act, Water Code §§ 10610-10656. The act was known as Assembly Bil
(AB) 797 while pending before the Legislature.)
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"No party has contested this disposition:of rationing
penalties. In this order, we:adopt the same procedure-for . . - .-
rationing penalties. collected since August. 9, 1990. - Each:time-a - -
utility files foxr recovery of memorandum account:revenue,: it should ..
as of that date, calculate rationing fines, if any, accumulated in -
its suspense account and use such penalty funds as an offset in the
manner set forth above. Any remaining funds. in the suspense ,
account as of that date should be incorporated into the utility’'s . ' .
expense balancing account. Penalty funds should then continue to.
accumulate in the suspense account until the utility again seeks:
recovery of memorandum account revenue, or until further order by
the Commission. - S o L

. 8k Reduction ST o N TS SUT P S

The single most contentious issue in this proceeding is .- :
the amount by which a utility’s drought memorandum account:should
be reduced to reflect a reduction in normal business- xisk.” The
Financial and Economic Analysis Branch of the Division of Ratepayer . .
Advocates (DRA) presents an analysis: supporting a reduction in
return on equity (ROE) of 50 basis points. (one-half- of a percentage . .
point) to reflect reduced risk. DRA’s application of its: formula:
to last established rate of return results in a reduction in
memorandum accounts of approximately $28,000 for the San Carlos
District of CWS; $485,000 for SJWC;. $159,000 for the: Metro -
Distxrict of SOCalWater, and: $133,000- for. the Monterey ‘District of
Cal-Am (Exhibit 153). S R - ’

Utilities axgque that no reduction in risk is: warranted
because normalized sales (as calculated in a genexal rate case)
exclude effects of drought and this exclusion eliminates the
likelihood that a water company will recover through a memorandum
account any sales losses that are not attributable to‘drought.
Alternat;vely, SoCalwater, supported by other utility parties,wg
presents an analysis seeking to ShOW‘that DRA,overstated normal
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sales risk, and that adjustment.of the: methodology produces' a more
appropriate:l0-basis point reduction iIn ROE.. o0 =oi S, Lo Joonalr.wv
6.1 Position of DRA - BT SR S S R TN e oy ;
"~ " DRA.begins. with- the~assumptxon, as. expressed by the . : P
Conmmission, that a drought memorandumaccount eliminates.some.. .
degree of noxmal business risk. That is, if-a utility undex..:
rationing has: sales that .are below normalized sales in-a- drought

yvear, and if the utility is pexrmitted to xecover losses up.to the ..

normal .sales level through a memorandum: account. suxcharge, at.least -
some ‘part of that recovery represents:lost sales that might have - _
occurred in the absence of drought.. 'To. that extent, the utility .- .
will have escaped normal business risk.of lost sales. .- . '

‘To:measure this risk, DRA examined the historical

variance in sales for four large utilities over a period.of-up.to. . :

eight years. .It applied:'a standard error. analysis -to.the. .- .. . -
Commission’s modified Bean method?;offdetermining forecasted . .-
sales, providing a measure of sales variance. It identified the
variance mathematically, then translated the removal of the
variance into a reduction in authorized return on equity. The
mathematical model is set foxth in the footnote below. +0

9 Histoxrical water sales are calculated in rate“cases by use of
a modified Bean analytical model, determining residential sales as
a function of three variables: temperature, xainfall, and yeax.
In years when temperature is’ low and rainfall is high, sales are N
likely to decline. In years when temperature’ is high and ra;nfall*“-
is low, consumers generally use more water. o

10 DRA states that regression analysis establmshes a band w1th1nf*1
which 90% of actual sales fall in relation to the rxegression - -
equation, expressed in the follow;ng formula: .

Y+t xSE ' ' -
where Y = average sales level of the sample
SE = standard e:rp:_ot,the,reg:ession B

(Footnote continues on next page)
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© . Through«its model, DRA.finds.average annual sales::.: = . .
variances of 1.8% for SoCalWater, 2.9% for CWS, 3.9% for. .Cal-Am, .
and 5.2% foxr SJWC. That is, historical water sales’vary-at;plus or.?
minus 1.8% ‘above or below normal 'sales. for SoCalWater, and”a larger

variance of plus or minus 5.2% can be-anticipated fox SJWC.: "DRA . -0

translates the downside risk of this variance into:a reduction in- .o
the return on equity calculationcin-a utility”s..last rate: case.l;z:.:

That results in an ROE reduction of 47 basis points.for:SoCalWatex, -

70 basis points for CWS, 153 basis points. for Cal-Am,-.and: 193 basis . -
points for 'SJWC. DRA then exercises its judgment in recommending .- -

that the low end of this spread (50 ‘basis.points) be applied to-the ..

ROE of each utility seeking recovery of a memorandum:account. ...
DRA’S witnesses testified that this is the first.time
that the division has sought to quantify a reduction of risk of:
this nature. Analyst Junaid:'Khan explained:that the method-is mot .
intended to produce precise mathematical results, but instead.:

(Footnote continued from previous page)

t = a constant, the value for which varies with the
number of explanatory variables of the regression and
- the number of observatrons used. to model the
- _regressionm. o ) . _

[

\ e

The factor (t x SE) represenrs the variance of actual sales.u,'
The forecasted sales variance is derived b{ applying the formula F
+ t x SE, where F equals the forecasted sales foxr the next year.
Hence, the xatio of actual historial sales variation (t  SE) to-
forecasted sales (F) is used to represent the forecasted percentage
sales variability. , .

11 Under DRA’s proposal, rates established in a u:xlrty s last
general rate case would be unchanged. However, while a memorandum
account is active, the return on equity and rate of return’
components in the rate case would be computed with a_reduction of
S0 basis points. The resulting revenue reduction would be deducted
from the utility’s memorandum account. ,

RN

B TR

“- -
S
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develops a2 range wathrn whrch reasonable judgments may begdravn

When asked whethex DRA'S meth°d°l°gy was the most accurate that lg';e
consrdered, Khan expla;ned- : =

" Accurate’ has its own’ connotatrons. Dependrng
. on the sample you use, depending on'-the-data o

you use, depending on the time. frame that you.._.. .. .-

use, the results of any methodology can change, ‘

and it is a question of selecting a ' T

- xepresentative sample and coming. up with a - S

range of results. As I have mentioned earlrer,'

the results are not an ‘accurate’ number., - . ="

That’s why we have not relied on mathematical.

results. So it’s not saying that of all the

alternatives that were considered, this is the

most accurate method, but it is the most

representatrve method that we found to be

useful.* (Tx.,.p. 1607.)- R oL LT

In examanatron of another DRA wrtness, it became clear o
that the’ analysrs ‘includes at léast some degree of” drought rrsk m;f””“
within its assumptron of normal’ busrness rrsk.' The wltness  ‘” '
described this as’ "normal " drought rrsk, as opposed to the

»serious™ drought risk in which mandatory xationing applies. (Tr.,  °

p- 1464.) DRA also acknowledged that it had not applied its 50-
basis point recommendation to the rate bases of utilities to
determine the bottom-line reduction in memorandum accounts. On the
final day of hearing, DRA produced estimated calculations for foux
utilities. The reductions -in memorandum accounts range from 5% to
25% .32 | |

-2 ion ilities ..

Utilities presented evidence to show that, thehnormalrzed

sales level is developed using a’ 30-year average of.rainfall and

\

12 The percentage ‘reduction of memorandum accounts is someéwhat
misleading. The DRA method produces a fixed dollar reduction based
on a utility’s last rate case. This amount is deducted fxrom the
memorandum account. The larger the memorandum account, the smallex
will be the percentage reduction.
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temperature data, and such data excludes periods of drought. CWS.
wrtness Franc;s S Ferraro testxfmed that thrsy”normalxzed weather":.!
produces rates’ that by des;gn will y;eld less than normal sales
during cool/wet years and more than normal sales dur;ng warm/dry
years, and that these results average out over time.:. By*lzmmtrng
memorandum account recovery to the normal;zed sales level’(lnstead
of the h;gher-than—normal sales. that could. be- expected during a
warm/dry year), Ferraro said, the Commlssmon already has den;ed
recovery of non-drought sales. - Because. above-normal sales are
excluded in a drought: year, the memorandum account has a bu;lt-;n
reduction in ROE which in CWS’s cnse-equate3~to 70 basis: poxnts.
(Exhibit 152.) L ' N ‘, , ',“A,wﬂﬁs
SIWC testified szmdlarly. hin*iuswbrief' it illustrated
its Ttestimony with the s;mple gxaph, reproduced below. Graph A
shows 10 hypothet;cal per;ods wzth sales var;anoes equal to .+l oxr ., .
-1l spread equally in frve per;ods each.L This ;s dtnormal Bean F
expectation and results in an average zero variance. from the l;ne. -
The result changes, however, Lf it is assumed that the shuded axeas,.

I '

_GRAPE A

- "STANDARD o ‘
. DEVIATION. "«
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-,

in perrods 3 and 7 reoresent years of drought and ratronrng. “For
those years, the memorandum account provrdes recovery to the normal -

sales level, but sales above the line are lostT Tho equatron now'
produces three +) yeaxs and five -1 years. SJﬁC w1tness Fred R.
Meyerxr testified that the "lost” opportunrty to earn above-average
revenue during warm/dry years because of conservatlon reduces ROE
as compared to what the Bean model predicts for the same perrod,
excluding drought. On cross examination, Meyer acknowledged that
SJWC had record sales in 1987, desplte a conservatron program in
place at the time, and above-noxmal sales in 1988. Sales dropped
when mandatory rationing began in Aprrl 1989. - '
. t ative sals " Wate

CWS opposes any ROE adjustment. In seeking interim
relief, howevexr, CWS proposed the only other risk reduction formula
presented on this record. Significantly, CWS like DRA concludes
that if risk reduction is to take place, it is best reflected
through a reduction in return on equity. The CWS formula,
discussed in the footnote below,13'results in approximately the
same 50 basis point ROE reduction that is recommended by DRA.

DRA cxriticizes the CWS forxrmula. DRA states that the CWS
adjustment for the numbexr of drought months in the last 15 years is
duplicative, since its original ROE adjustment is calcalated by
reducing normalized sales by 25% due to rationing and consexvation.
Since this reduction accounts for the effect of drought, CWS's

13 CWS first determined the revenue impact due to lower sales
based on rationing (which it estimated at 25%), then.calculated the
change in return on rate base. From the change‘ln rate base, CWS
then determined the change in return on equrty x{ application of
the rate return on CWS’s caprtal structure. ibit 103.) For
the limited purpose of interim recovery, CWS calculated a l23-basis
point (1.23%) reduction in return on equity. For a permanent
reduction, CWS factored in all 21 of its districts and added a
sales fluctuation analysis for a risk assessment of 51 basis
points. (Exhibit 128.)

- 16 =
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further adjustment to ROE teo account for districts undex ratlonlng

and lt effect;vely has thhdrawm lts model because the subject of
interim recovery has become moot. ‘

SoCalWater jo;ns other utlllty partles in’ argulng that no:j'

reductlon in memorandum accounts is justlfled Alternatlvely, its

witness Joel A. Dickson testified that DRA’s methodology overstatesvfh

the degree of protectlon that a memorandum account provzdes for "
lost sales unrelated to drought- chkson lntroduced the chart '
reproduced below. According to chkson, ‘the DRA method reflects

the maximum risk of lost sales below the normallzed sales llne.’ In u

fact, he testified, lost sales WLll fdll rdndomly below the
standard line and should be averaged.. (Graph B ) Adjusting ‘the

DRA ‘method-to- average lost sales produces a slgn;flcantly'lower ROE

e

skews results of the formuld. CWS has not rebutted DRA's testlmony o
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reduction. The reduction would ‘be 7 -basis.points:for.SoCalWwatexr
(instead of ‘the 47 points calculated by DRA);. 29.basis:points for .
CWS, instead of 70; 35 basis points ‘for Cal-Am, -instead .of 153,..and
43 basis points for SJWC, instead of 193..° Like DRA, SoCalWater
elects the lower end of this spread to recommend a: 10 basis ! point
reduction, if a reduction is deemed warranted. BN Co
-DRA presented an authority on statistical analysis as a- -
rebuttal witness, and he testified that SoCalWater'’s."average
variance” analysis does not conformi to principles'ofistochastic. (ox:~
randomly determined sequences) modeling.: On cross-examination, . -
however, he acknowledged that he was not familiar with: DRA‘s
analysis nor with the standard errox analysis that-Dickson .- °
purported: to follow. The authors of the DRAAmethodology-did ‘not”
respond to the SoCalWatexr prxoposal. - » . .27 o Loowmhan ooviron
6.4 Discussion o : N S UUS LR S
' Before analyzing risk reduction,. it is important to:
identify the risk with which we are dealing. ' The: record-shows:a:~. =
good deal of confusion on this point, due in part, perhaps, to our. ..
own necessarily limited discussion in D.90-08~055." ormod wear T

- The reduction in memorandum account’ revenue: to.reflect:
reduction in risk is not a  "drought penalty," as alleged by some
utilities, noxr is it a quid pro que, as implied by Branch, for the
privilege of xecouping lost revenues.

In numerous decisions, dating back to the drought of
1976-1977, the Commission has made it clear that water companies
should be permitted to recover reasonable lost revenue and expenses
caused by drought. The recovery is made through increased rates or
surcharges reflecting these losses, less cost savings, up to a
utility’s normalized sales level. In effect, the surcharge takes .
the place of the higher price a non-regulated company would- seek to

e e s

charge for a commodity that has’ become scarce..;j?f e “‘;V - ,,%
Thus, in responding o ‘the 1976 drought, the Comm;ssxon
in D.86959 (February 8, 1977) d;rected'large water compan;es to “;'

- - ! e aa
o ; / PR L A NI
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take conservation measures, -and-it authoxrized the companies. to file.~
for rate. increases. “designed:to recover-any reasonable expenses.oxr- . :
revenue losses" caused by the conservation efforts. (D.86859, -  uw.
Oxdering Paragraph 1l.) Similarly, in a series of.proceedings in:G '
1988 andr1989,;4.the Commission authorized utilities with’ |
mandatory rationing to establish memorandum accounts- "to accrue -
revenue .losses due to reduced sales and related changes in water
production costs." (D.90-08-055, p. 15.) Each of these.utilities ...
was authorized to implement a surcharge to xecover revenue losses -
incurred through August 8, 1990. (D.90-08~055, pp. 55~56.)

Responding to. the current.drought, the Commission-
instituted this-investigation to consider, among other things, . . _
*(t)he need for and magnitude of rate adjustments to_accommodate - -
utilities’ increased conservation expenditures and sales. . .
reductions."” (OII 89-03-005, p. 3.) The Commission latex. -
authorized all water utilities to establish memorandum- accounts "to
track conservation expenses and revenue. fluctuations. related to
both mandatory and voluntary conservation." (D.90-07-067,.p. 1.)
The order contemplated full recovery of these amounts up to .
forecasted sales level "(i)n order to encourage requlated water
utilities to promote conservation."” (D.90-07=067, p. 1.):.

R - e . . Lo - S
* i e e . ne - T § e
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14 These proceedings, .all.of: which were consolidated:into ... .. . -
1.89-03=005, were San Jose Water Company, D.89-04-041; California
Water Service Co. Bear Gulch, San Carlos, San Mateo' and South San' ' -
Francisco Districts, D.89=-04-046; Great Oaks Watex Company,
D.89-04~075; California Water Serxrvice Co. Los Altos Suburban
District, D.89-05-069, and California American Water Co. Monterey
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In .short, oux decisions: have. consistently:called; for,full:-
recovexy up- to the adopted sales: level of reaspnable;estmmatesm,th
of lost revenue and expenses caused by utilities’..efforts to.xation-:
and conserve water. Ratepayers have been-placed on- notice.that.the-
cost of water is likely to increase, generally through.adrought ' -
surcharge, and this in turn encourages ratepayers to conserve. - - -

In D.90-08-055, we stated that while water companies
could expect to recovexr their reasonable estimate of lost: revenue
and expenses.due to conservation and rationing,. they could-not:.. :
expect to recover more. Specifically, to - the-extent. aghsent drought.
a company’s water sales would fall, a company should not.-expect to
recover these lost revenuas through the memorandum account.
(D.90-08=055, pp. 27-28, Finding of Fact 28b.) Lost .revenue absent -
drought is .a.normal business risk and‘isureflectedmin@sha:ehqldergﬁf
roturn on equity.u. CIT I L e ‘

;- Because, we  recognize that :lost revenue -does not come-. ‘
neatly-labeledﬁ.and that utilities in good faith are likely to. .- -
capturxe both conservation and non-conservation shortfalls in theix. ..
memorandum-accounts, we urged all parties to suggest a.foxmula by
which memorandum accounts could be fairly adjusted., K (D.90~08-055, -
Oxdering Paragraph 9c.) - Utilities for the most part declined the -~
invitation and argued that no adjustment is necessary. . -

We have_rejected this a::gument,before.l‘6 -We reject it.
again. It is. intuitively obvious, and we so found in D.90=08~055, .
that a water company with a memorandum .account .that allows it to . ...
recover lost revenue that it attributes to rationing and.. - ... . . -

15 In D. 87398, dated June 1, 1977, we authorized CWS tor\ e
xecovex prxojected lost revenue up to 95% of normalized sales, but
ouxr final order (D 87861, dated September 13,”1977) permitted 100%
recovery. - . . L e

16 Utilities raised muchuthe~samefaxgument“in“their?petitmonsffoxi
modification that were denied in 0.91~-04-018.
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conservation clearly has less risk of.lost revenue -due!.tornormal .
causes: than a-company that does not: have .such .a memorandum account.::
In cross-examination, utilities acknowledged that ‘sales losses can .-
and do occur during warm/dry years for any number of reasons, :
including ‘increased consumer awareness ©f the need . to .reduce water -
consumption. - e R S

We' conclude, therefore, that drought memorandum accounts
do include revenue losses that are not necessarily: drought-related.
We furthexr conclude that it is appropriate to apply to memorandum. -
accounts an ROE-based reduction intended to limit recovery to
legitimate conservation and rationing -losses and expenses.

DRA‘8s methodology for -accomplishing that objective is the
only calculation before us. -CWS effectively has withdrawn its -
proposed formula on the basis that it was intended to apply to -
early recovery of memorandum accounts. We note, howevex, that.the: -
CWS method in some respects validates the direction taken:by DRA,
particularly in looking to return on .equity in the. last rate case -
for the adjustment in a memorandum-account. =~ - <% o0 S0 o

"As' DRA acknowledges, ‘its methodology is not precise. It
is to an extent a best judgment appxroach to determining:a~risk
factor based on normal sales variability.  In the words of DRA’S:
witness Khan, "it is the most representative method . that we found . -
to be useful." (Trx., p. 1607.) Xhan acknowledged that the pure
mathematical result of the method could reduce a company’s ROE .to a..
point -lower than long-texrm debt cost, which would. be unreasonable. .
The method would reduce SIWC’s return-on.equity by:193:basis - -
points, which DRA’S witness acknowledged would not be fair. The
recommendation of 50 basis points, therefore, was primarily a
judgment call, gumded by the dlrectxon charted in DRA’s
methodology - N mE L e RN

S Because ‘the method ;a not- preczse, utxlxtxes attack ;t as}
flawed. Utilities have failed, however, to meet the burden of:: -
showing -that DRA’s method, in its entirety, is an unreasonable one.

[P R P
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Under the gurdelrnes establrshed by the Unrted States'Supreme Courtv
in ggpg_ﬁg;gxgl_ﬁgg rt is not the components of a regulatory .
theory but the impact of rtsrresult, vrewed rn rts entrrety, that F,
must be just and.xeasonable.. - BRPRY ‘
DRA's xrisk model is. a frrst., Nerther DRA nor the ,
Commrssron has adopted any other formula to~measure reductron of
~normal " rrsk said to. be part of drought rrsk.p We accept as a )
given that judgment. elements wrthin such a model are subject to )
challenge.. .DRA’S proposed method seeks to balance the burden of
ratepayers who will pay for sales. that a utrlrty does not make j
(including some normal busrness rrsk sales) and the rnterest of
stockholders who will benefrt from a. form of revenue guarantee o
wath that sard, however, we frnd that the utrlrtres have ,
demonstrated that "normal risk" revenue captured in a memorandum J
account is lrkely to be mrn;mal. Absent drought, a water company
during a warm/dry yeaxr can expect sales above the forecasted normal
level. 1In ratemaking, these above-average earnings are balanced h
over time by reduced sales durrng cool/wet years. when ratronrng
. or conservation dur:.ng drought. (by defrnrt:.on, a warm/dry year) a
watex company loses the above-normal sales rt could otherwrse
expect. The memorandum account protects rt only to the level of
normalized sales. Any normal rrsk" loss in sales in a warm/dry
year is subsumed for the most part in the above-normal sales that
consexvation prevents the company from earnrng. , o
DRA has not rebutted thrs showrng.p Because of our'order h”
in D.90- 08-055, it has accepted the conclusron that a memorandum l
account xeduces. rxsk, and it has devoted rtself to the formrdable .
task of measuring xisk. DRA concedes that its methodologv reduces )
drought risk. revenue as well as normal busrness rrsk revenue rn the .
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memorandum account, and to that extent its risk reductlon flndlngs
are overstated. Moreover, as wltness'Khan explalned, the formula
at best can provrde only dlrectlon, not answers. For answers,
subjective judgment is required. SR

For these reasons, we find that’ SoCalWater g’ adjustment
to the DRA methodology comes closer to produclng the degree of rlsk
reduction that can e supported by thls record. Its reasonlng, if we
not its stochastlc computatlon, leads to the more reasonable
calculatlon of from 7 to 43 basls polnts in reduction in return on’
equity, lnstead of the 47 to 193 basis points found by DRA. At the
same time, however, since SoCalWater 'S reasonlng stresses ‘the -
midpoint of the sales varlance range, we believe it is consistent”
in applyrng that reasonlng to look to the’ mxdpolnt (rather ‘than the"
low pornt) of the basis polnt spread.‘ 'Both DRA and SoCalWater
agree that thrs final step in their calculatlons ms one of” e
judgment, based upon all of the data avallable to the
declsion-maker.

Accordlngly, we find’ that each t;me a watexr’ company seeks
recovery of its memorandum account, the recovery should be ‘reduced
by an amount equlvalent to a 20—bas;s polnt reduction ln return on -
equity in the utility’s last approved rate case.’ ' R

' In reaching thls conclusxon, we note again' that our L
objectrve is to account ln a falr and reasonable manner fOr a
utility’s reduced risk of normal busrness loss represented by the
memoxrandum account. We: lntend no reductlon of lost revenue
attrlbutable to conservatlon and ratlonlng, up to the level of
normalized sales. The record as a wrole persuades us that sznce
the memorandum account is generally ln effect during dry/warm years
(when water use typlcally 1ncreases), ‘the lrkelihood of” lost ‘sales "

PRTR RSV ERVE RS o A S
» A -

e

for reasons ‘other than conservation” and’ ratlonlng s ‘minimals ©oeETe
We also must recognize that the risk issues we considex
today can not be taken in isolation. We will consider this mattex
in the whole context of utllrty rndustry risk in the risk OII,.
1.90-11-033.."" ' s T e “wrzw,“WW-'*
Finally, it is lmportant that we not lose aight of our
purpose in instituting this investigation. Our aim, consistently,

Ny
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has been to encourage water conservation.. As:we. have.stated.. -
earlier, an.undue limitation:on rxevenues subject to recovexry:.: . ool
creates a disincentive for utilities to.promote conservation. - =
(D.90-~08-055, p.:21.) Testimony at hearing suggests--and:common: - ...
sense dictates-~that a company in the business of selling watexr .- .., .
will approach the restriction of those sales more willingly if . .
xeasonable safeguards are in place to- protoct the compony 8-
financial health. Ve L S o
7. Assessment of User  Fee:.on

"Sections 43) and 432 of. the Public Utllmtzes (PUJ Code ¢
direct the Commission to establish‘arfee,‘sometxmes,calledna:usern3w¢

fee, to be paid by watexr: companies:based on gross intrastate -
revenues. This fee funds the Commission’s work. (PU:Code -Chapter -
2.5.) The fee is cuxrently set at 1.5% and is passed'on to. . ... - .-
consumexs on their utility bills. (PU Code § 404.)

Branch asks that we impose this. 1.5% fee on penalty.

amounts collected by water companies that have imposed: mandatory
rationing. For the reasons discussed below, we decline at:this . - .-
time to. assess the fee on rationing.penalties. 2 L
As Branch notes, a rationing penalty is not "revenue"-.at .

the time it is imposed or collected. Tariffs author;z;ng~penaltmes¢
requixe that penalty collections be booked to a special:account for .
disposition as authorized by the Commission. In D.90-08-055,. we. .
authorized. three water corporations-to use: the fines,.collected-in. - .
suspense accounts to offset net.revenue losses due-to rationing-and,
fines imposed by theix water suppliers. Remaining penalty money - - -
was transferred to expense balancing accounts. ' The:offset.provided
by penalties reduces the surcharge that these companies charge.. ... -~
ratepayexrs to recover losses in their drought memorandum accounts. -
(D.90~-08-055, pp- 55-56.) T o O R e S LN TR PRy

‘ Since a penulty is mot revenue . at. the time At A8 kv s
collected, and since the user fee must be assessed baseduon”revenue;»
(PU Code 6§ 432(4), 435(c)), the question is when may a utility
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impose the fee on customers.. 'Branch argues that-utilities:may. -

impose the fee:at the time. a penalty is:collected on the:basis:that- .
the most . likely:disposition of the penalties-will.be:conversion: to- . w:

revenue. That is, penalty funds become-revenue if they offset. .
memorandum- account recovery or are transferred to an'expense: . .
balancing account, as was ordered in D.90-08-055. - However, penalty. -
funds do not become revenue if they are refunded to- customers:ox- if -
they axe turned over to a regional water puxveyor. . Q... ...

The evidence shows that these "non-revenue' uses:of . ..
penalty funds can be significant. SJWC in the month of March 1991
returned. to customers $38,000 more: than it received in penalties
because conserving customers "earned back" penalties they earxlier - . .
“ad paid. In April 1991, SIWC turxned back to.conserving.customers
352,000 more than it received in penalties. . Other watex S
corporations collect rationing penalties from customers but turn . . =
them over in full to Metropolitan Watex District or other agencies
that have imposed the rationing. L : S

- CWS .objects to-collecting a user fee on.penaltzes on:
grounds.thatuxt will be perceived by customers as imposing a.feemon~
a fee. Cal-am objects that customers already have paid the .1l.5%
fee on water usage, and imposing l.5%.on a penalty for excess water
used appears to impose the user fee twice on the same usage. ..
Branch responds correctly that the-fee: is not a tax on:.usage but is .
an impost on revenues. We agree with.the utilities, however,; that .
a customer who pays 1.5% on an amount of excess usage,. pluSManotherA
1.5% on the penalty for that excess usage, may legitimately feel -
that he has paid the fee twice. . L. 0 7oL el

‘We return then to the question of how‘to 1mpose—a 1 5%
revenue fee on funds that are not revenue. We find no-authority in-:
PU Code Chapter 2.5 permitting us to make: such an assessment,-and ' ..
no party cites us to other authority for imposing the .fee.: - . . . |
Alternatively, Branch suggests that we require utilities to change
their tariffs to state that penalty funds are revenue when ...

1 P " “"w_:‘,,ﬂ o
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collected,. thus subjectWto:the:1.5%Lﬁeebl§ The record:ishows, i.zz. il

however, that calling a penalty revenue . does not make it 80. . " .. %

Penalty refunds for later conservation,and pass-through penalty

payments .to water suppliers, .are not revenue..- lf: some penalty .. ... =

money does not become revenue, thenmutilities-face“the“daunting“*'“
task of determining what customer paid a fee on non-revenue-and -
refundlng that "‘amount to him. .- @ . e T o

7. 2. . We conclude that rationing-penalties. are not: revenue.at .

the time of ‘collection, and . therefore: are. not susceptible.to them.ryu

1.5% reimbursement fee at that time. While technically-these funds
may later. become revenue, it is.not feasible to collect a:l.5% fee . .

retroactively. Moreover, we find no authority suggesting:that-the :-

primary.use of penalty funds (i.e.,:an offset to drought memorandum

accounts, thus: reducing the drought surcharge on ratepayers)-is one '

intended to be subject to the reimbursement.fee. Chaptex 2.5:0f: -
the PU Code gives us discretion in establishing the rules .and
regulations that implement the reimbursement fee, so_long as the
rules are just: and reasonable. (599, el , PU Code SS 410,..432,
435.) Based on that’ authorxty, we, flnd at thms time’ that rat;on;ng
penalties are not subject to the re;mbursement £ee....~‘. X
. ught * ’ L "

Utilities with- mandatory rat;onxng charge a penalty per
100 cubic feet (ccf) of water over a customer's rat;on;ng
allotment. If a customer uses less water. than his.- allotment during
2 billing period, the amount saved is "banked* to- the-customer’s
account and is available for use in a later billing period without

N
S

ey

18 Thus, instead of pay;ng a. $2 f;ne per 100 cubmo feet (ccf) of
excess use, the customer would.pay $2.03: pex ccf. . Alternatmvely;
Branch suggests that the $2 penalty could remain unchanged but be
deemed to be inclusive of the 1.5% fee. In other words, the
penalty would be reduced to $1.97, and 2 or 3 cents above that
amount would go to the state fund supporting the work of the

Commission.
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incurring:a penalty. -
rationing tariff rules filed:by: ut;lztzes-.» R
‘At hearing, Branch challenged. the practxce of some

utilities to "refund" penalties paid by a customer in one billing: -

period if the customer in a .subsequent billing:period: used less -

water than alloted. Branch argues that.this refund-of penalties .. .-

~
L

paid is not expressly authorized in tariffs filed by the.utilities.

Utilities respond that, first, the tariffs contemplate a cumulative
penalty, thus expressly envisioning. a-"refund" feature, “and, -

second, the practice has been-in place for at least three years and.
has proved. to be a successful. techn:que in _encouraging customers.to -

conserve water. S R P RV e NN .
The tariff language in dispute is typified by .that of-
SJWC. Relevant.portions of SJWC’s Rule.No. l4-1:(Mandatory Water .
Rationing .Plan) state .as follows:z: .=~ .~ o0 osor ton
*C. . CONSERVATION FEE: ' S S A O TN S0

"l. A conservation fee of '$2.00 pexr 100-cubic -

T feet of water used in excess of the applicable . -
allocation during each...billing period shall
be charged by the Company on'all read-month ‘
bills..., except that .such conservation fee:
shall not apply to any customer...whose
consumption is 600 cubic feet or less per
b;ll;ng peﬁzod pexr dwellxng unit, noxr tQ any .

who t i
the. iod this ration n n has been in
n . .

usage fox said period.

W

"2. Any nmonies collected by the Company through
conservation fees shall not be accounted for as
income, but shall be accumulated by the Company
in a separate account for disposition as
directed or authorized from time to. time by the:
Califormia .Public" Utilxtles Commiss;on. - -
(Emphasis added ) o ‘
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Branch argques that a refund" of.aw pena.lty to»fuwcustomer Ll
who uses too much water in one bn.lln.ng pern.od but uses less than -
his allotment in a later period constitutes a -"disposition™ of
penalty fees not authorized by the Commission: pursuant -to: Paragraph:: :
C(2) of . the rationing plan taxiff...Utilities argue:that thel: . . .7 .-. ..
highlighted section of Paragraph C(l) .contemplates: a. rumning:ox ... .7
cumulative allotment by stating that. the penalty does. not: apply-to . -
those whose water use “does not exceed the total allocated usage®.. . - .
for the period that the rationing plan has been in effect. ::. - .. .. 0

‘ 7. We agree with Branch that the tariff does -not -allow-for - --
refunds of penalty moneies. The tariff contemplates water: usage,
not penalty monies. The utility is mixing.apples with.oranges, ox. ..
in this case, gallons and dollars. . The-poxrtion of the tariff which -~
applies to penalty monies is found i subpaxt (2): wh::ch .clearly
states that any d:.sposa.txon of money :Ls to be d:urected by the
Commission. SR : S o

While we find these act:.ons :.ncons:.stent with the
tariffs, we do not believe t.hat these activit.xes were . an
intentional violation. We note that SJIWC 'did not profit by these
actions. Further, as noted by CWS witness Ferraro, the poss:.bn.lmty
of refund has tended to increase future compliance. Because of the
good faith by the utilities we do not bel:.eve any penalt:.es are
appropriate at this tme. o

We expect the utili.tiea to- f.xle to clarify the meana.ng of
their tariffs if they bel;eve amba.guity rema:.ns. _
9. Q&hegxatteg T R SRR ,

with some exceptn.ons, the part;es generally agree' on
other matters presented to the Commission . in -this: part.of -the
Drought Phase proceeding.  Our examination of these matters,. . .-~ =~
discussed.below, persuades. us that recommendations of the parxties --.
are just and reasonable. - - . v ' &
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" A oLl z'l:m’ DT T e
. The. .Commission in D.90- 07-067‘authorlzed allutilities to. .
establzsh;memorandum:accounts.to.track expenses«andwrevenuerosses-<*
attributable to rationing and to conservation.  In D.90-08-055,: the
Conmmission made recovery of amounts 'in the memorandum accounts.: .
subject to approval of a water management program.and.a .risk .
reduction adjustment. . A total of 59 such programs were.filed: by = "
Class A utilities, and one was filed by a Class B utility. . While
they were authorized to do so on a voluntary basis, none of the 176
Class D water companies (fewer .than 500: customers) and.none .0f the. -~
30 Class C companies (500 to 1,999 customers) elocted. to do so.
This is not surprising. ' As Branch noted: . . RSN '

"A Water Management .Program is intended to-be:.a -

comprehensive document for long-term (20-year),

planning and scheduling of watexr supply and

conservation projects. It covexrs the projected

water demand for that period, the developnment

of new supply souxces, the economic effects and

demand-reducing effects of sgeclfxc e i

conserxvation measures, and the proposed , - ,
scheduling of those measures... T .

. "Preparing a WMP can be a major effort- An
adequate WMP can require several months to
prepare, and may involve a-large amount of -
coordination with public agencies and

suppliers. Several Class A utilities hxred
additional pexrsonnel or engaged consultants to
assist in the preparation of their WMPs. Some
Class A utilities will take more than 10’ months
to co?plete their lemngs. (Exhibxt 100,- e

Branch states that some.CIass«B, c, and D utilities did-- . .
not foresee ‘continued drought in 1991, but now must ration .water -« .~
and are subject to conservation-related expenses: and reduced::
revenue. While these companies axe authorized to establish - ,
memorandum accounts to record such expenses and lost revenue, they

- 29 — 2% . 1";
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have no way of £iling. for. recovery under ouxr rulingssbeCAuse~thethk;
did not prepare water management PrOGLAMS.. ' .5 TGN WL LT un

To deal with this, Branch.recommends .that: Class B~
utilities be permitted to.£file watexr management: programs.- for.
Commission approval at any time prior to filing foxr recovexy-of .
monies tracked in a drought memorandum account.. Branch. recommends:

that the requirement ¢f a water management program be waived as-a -

condition for Class C and D- companies to file for recovery of a
drought memorandum account. "The smaller water companies have- : .-
neither the personnel nor resources to develop such-comprehensive

programs. , C L LIwe e e
In short, Branch would perxmit any watexr company to - .. .

establish a memorandum account.to: track rationing or conservation - -

expenses and lost revenue. A company then by -advice-lettexr ox . -:
application may (subject to the trigger mechanism discussed below)
file for recovery of amounts- in the memorandum account. -Class A -~ -
and B utilities would be required-as a condition for recovery to ..

have filed and obtained Commission. approval of a water management. - -

program. Class C and D utilities would not have to file such a.
program, but their requests for recovery of drought memorandum
account would be reviewed for reasonableness and would.be subject,
to the risk reduction formula.. .. - S g

No utility objects: to Branch’s proposal. cws-asks
whether, as-a practical matter, small water companies axe- lmkely to
take advantage of the memorandum account procedure. - Branch -.. - . -
responds that it will advise.these utilities. that the procedure.is- -
available for rationing and conservation costs, and it will answer
any questions that the small:utilities have. :'The drought _
memoxrandum account will be a financial and conservation-toel .. . . .~ -
available to these companies-if they elect to:use-it. - .-~

Branch’s proposal is a reasonable.one.  The. record ;n s
this. and our companion investigation, X1.90=11l~033, investigating . -
financial and operational risks of small water utilities, makes it
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cleaxr that Class C and D water companies-that. establish : - .. .~ o0

consexvation programs may have need for a memorandum-acgount:-in: -
order to recover costs, yet may lack resources to prepare-.a water
management program. Class B utilities, on the other hand, should.
be encouraged to develop such programs to meet the continuing.need
for water resource management. B e
3.2 Cenexic Rule 14.1 :
The drought has created- an‘unprecedented watex: ahortage-u--
The Metrxopolitan Water District and other regional agencies .and
cities have required rationing on short notice. Requlated water -

utilities are required to obtain Commission approval of rationing: . ..

plans before implementing rationing. - (Watexr Code §:357.) . The
regulated utilities also must obtain Commission: approval before
discontinuing-'a rationing plan. SR : R
To meet the urgency of these rationing. requirements, thes"
Commission in D.90~-08-055 directed Branch to process. rationing-
requests for the earliest Commission agenda on which - they'can be”
calendared. Utilities seeking: approval for rationing must file

what has come to be known as Tariff Rule l4.l1, and an accompanying - -

tariff schedule, setting forth rates and conditions: of the. :
rationing plan. . - I : VU el g
To fuxther speed this process, Branch haa diutrxbuted a.
"genexic” Rule 14.1 that it recommends for Commission approval and
for adoption as part of the tariffs of all requlated water. .
utilities that arxe now or may in the future-be subject to . :
rationing. With the pre-approved rule in its tariffs, a:sutility = -
need only file an accompanying tariff schedule to implement -
rationing. Once'its Schedule 14.1 is. approved, a utility may. :
comply with rationing mandated by a water supplier. ' Similaxly, a-
utility may implement its own rationing program by filing for - .
approval of a Schedule 14.1 to implement its ﬁre-approvedunule
14.1, after it has complied with.all other applicable.state: laws..

PRI




1.89-03-005 et al. ALJ/GEW/tcg **

Branch’'s. .proposed .generic Rule '14.1.is attached ro-this - v
oxder as Appendix B. Section A of the:rrxule  sets forth voluntary . -
conservation techniques that a utility may:call upon. customers to
observe. ‘Section B of the rule authorizes mandatory rationing, .- .. -
pursuant to a Tariff Schedule  14.1. . Section C-0of the rule states . -
penalties and other sanctions for violation- of rationing... :

‘During. examination, Branch witness Martin R. Bragen: ..
further explained how the proposed rule would be used:

Q.. (W)ould genexic Rule '14.1-apply in the: case .
. where a utility wished to impose voluntary
conservation on its ratepayers? o

It could be used as a guxde, but it
wouldn’t be in effect unless a Schedule
14.1 required mandatory conservation or .
rationing. In other words, these could be
considered as quides for voluntary '
conservation, but they wouldn’t really
require the customers to do anything unless
there was a Schedule 14.1 in effect. '

So Generic 14.1 would go into effect when a
utility was eithex required to implement
rationing by, say, Metropolitan Water
District, or when the utility on its own
judgment decided to impose mandatory
rationing, is that correct?- :

Yes. And the mode that it would go into °
effect would be for Tariff Schedule 14.1 to .
be approved to activate the Rule 14.1.

That is, the generic.rule would be in place~~wu
and the utility would submit a new Schedule
14.1 in line thh LtS rat;on;ng plan?

A. That is correct (Tr., p 480 )

Bragen stressed that utilities need :not. f;le the generic.;
Rule 14.1 if they do not.wish to do so. ~Similarly, they.mqy_fmle,whk
variations of the generic rule. to.fit their system requirements. .- .=
(That is, in the words..of one:utility, the generic xrule is mot: . -o~o
intended to become  generic cement.) . The aim is simply:to have.a - -
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pre-approved rule in place to reduce. the time required fox::
process;ng a rationing plan.request. . . ol oMo ned L Lo

" Branch also recommends that utilities be-authorxzed*tOv
discont;nuevmandatory congervation and rxationing on frve»days(‘aw_ L
notice by £filing an advice lettex. Without that: proceduxe,::
utilities have sometimes been unable ‘to lift rationing: restrzctxons
for several weeks. because of the time required for-.Commission
QPPIOVQJ.. B T SR I TR L‘.r‘r:-;“')

Utilities support- ‘Branch’s. recommendations for agenerxic
Rule 14.1 and for author;zat;on to dzscontxnue ratxon;ng on five
days’ notice through advice letter lexngs. These are sensible
proposals and will further enable utxl;ties and the’ COmmxssion to
act promptly in meeting. drought emergency;. Utilities are
authorized to file the gener;c* Rnle 14 1 (Appendix B), or a
variation thereof, by advice. letter. Ut;litxes are authorized to
discontinue ratlonxgg on_five days” noticeLupon Qpp:oval of an
advice letter filing. o D
9.3 Trmggar for Vblunta:y COnaervation o o
—Memorandum Account e ol

In D.90- 08;055, we authorized CWS, SJWC, Cal-Am, and
Great Oaks Water Company (Great Oaks),to file. advxce letters to
implement a surcharge to recover revenue. losses 1ncurred due to
imposition of mandatory rationing. . In dozng so, we accepted the
argument ©f water companies that lost revenues (for purposes of a
drought memoxandum account) be-defined-as the difference between
revenues at 100% of the adopted sales and actual sales. Further,
we adopted the recommendation of water compan;es that the ut;llty
surcharge be based on annualized sales. We directed that the
surcharge could remain in effect .until the end of:the mandatory
rationing period, and that;anyhoéér~ or under-collections be:
transferred to a utility’s expense balancing account.;This. -
procedure prevents ratepayers:from being overcharged and also
provides utilities with a reasonable oppoxtunity to recover their
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revenue losses.. The ‘order- limited ‘recovery of memorandum:-accounts ..
to those' funds tracked to the effective-date of :D.90-08-055 0 i on
(August 8, 1990). - L e N S L T I S R A R
‘Our oxder today authorlzes-each Class A and Class ‘B..watexr |
utility to-file an advice letter for recovery of the:adjustedup,"“"‘“
amount in its memorandum account at any time after -approval:-of:.the . .
utility’s water management program and- the determination:.of the
adjustment -fox risk reduction. . Class:C and D utilities .may f£ile
for recovery of memorandum account funds .without. the necessity of -a: .-
water management program.. ThefnetVIostirecorded'funde(beforeﬁrisku.,
adjustment) shall be calculated in the manner authorized dm ... . - -
D.90-08~055." > O TR
“Pursuant to our .ordexr in D.90~07= 067, utilities with -
voluntary conservation programs (that is, a conservationwprogramh,,m;
not required because of mandatory rationing).also axerentitled :to -
establish drought memorandum -accounts and to recover: net LOst . ... -ou
revenues and conservation expenses in the same manner: as that. -
applicable to mandatoxy rationing. .. . ... o 0 Tl
© SCWC correctly notes that our earliex: decxsmons,mwh;ch W
concentrated on rationing, did not set forth .a triggering méechanism .
for utilities to recover memorandum ‘accounts tracking:-voluntary:- ..
congervation programs. Branch proposes, and:SCWC .endorses,a - . .
relatively simple advice letter procedure. . LA e
First, a utility with a voluntary conservation program -,
may file an advice lettex for .recovery of the adjusted amount in
its memorandum account. Second, the.utility will calculate.an ...
annualized surxcharge to be recovered in 12 months.:.. The surcharge .
will be calculated to: recover accumulated.net revenues:in.the:
account, plus the amount estimated to-be: accumulated-in the -~:-
subsequent 12 MONEhS. . . o . o oLt o e e R
Third, when the surcharge-has been in effect-for 10: .
months, the utility will file anuadvice.letter.tozreducegoruww:;u vl
otherwise adjust the-surcharge for the l2-month period.following ...
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the first-year. of the suxcharge.. . Finally, when voluntaxry.. :
conservation ends,: a utility may- by advice' letter.seek: to-transfer
its memorandum account balance to its expense balancing account. .
Alternatively, if the utility:files .a generalr rate case, -the
surcharge and any amounts-in the memorandum account would be-
incorporated into Xates. .. . L oL v g

‘Class C and D water compan;ea that have~launched vt
conservation programs can and: should :establish drought memorandum
accounts to recover some of -their lost .revenue and. expenses . . . -
attributable to the drought. - Branch has been directed .to.-assist .
these small operators in tracking.consexvation :Costs. ' ... ... oy

Branch’s proposal for dealing with voluntary conservatxon
memorandum -accounts is supported by SCWC,  CalWatex, and .other
utilities. We believe that the proposal. is a reasonable one-.and
that it will encourage regulated utilities to implement. -
conserxvation programs during the drought. .

Great Oaks has served its customers since 1959 without
seeking a rate increase through a genexal rate proceeding. : Since .
it has no adopted normalized sales level or adopted return -on -
equity, it argues that no risk reduction offset can or:-should be
applied to its recovery -of memorandum- account revenue. —-Branch ... .-,
responds that the memorandum account of Great Oaks is as likely as .-
that of any other utility to contain some . amount representing
protection against normal business risk. Branch recommends .that,
in the absence of a rate case, calculation of the risk offset .for ‘
Great Oaks be the same percentage reduction as that applied to the
memorandum ‘account for SIJWC. - Great Oaks objects that-it.is, . R
one=-tenth the size of SJWC .and has a different capital-structure. -,
Assuming as we do in this decision that normal business risk-is .
captured in memorandum accounts, Branch obviously .is ¢orrect that
the account benefits Great Oaks as much as it does.utilities with . .
adopted rate bases. In D.90-08-055, we applied pro forma- .
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workpapers prepared by Branch (Exhibit 15 in that: proceeding),for i
Great Oaks ratemaking issues. (D.90-08-055, pp. 16=17.) We will . .-

permit Great Oaks to calculate. its risk reduction offset either
through the use . of those pro forma workpapers oxr -through- adoptxon:m—»
of the percentage reduction applicable to SIWC. ;
. 8, ent . ings. . _ ST e
Branch and utilities agree and jointly propose to:-the
Commission that a thirxd round of heaxings be scheduled-following

today’s orxder to take evidence on remaining Drought- Phase. issues. -

These issues include utility incentives. for conservation included
in water management programs, compensation for expenses incurxed
due to changes in supply mix, a proposal for balancing accounts to -

mitigate effects of rationing, and accounting clarifications with . -

respect to memorandum accounts.. A prehearing conference to. . :.
schedule the third: round of hearings has been set for 10:00 a.m.
Wednesday, November 13, 1991, in the Commission Courtroom:in . .
San Francisco. By ruling, it has been-directed that _ each: party
that advocates further issues in this proceeding serve upon-other
parties no later than October 28, 1991, a statement setting. forth:

the issues that the party advocates, .along with a brief-explanation --
of the issues and the position of the paxty. A party that is not -

an advocate for any*further'issue'in~this'proceeding;need;not‘servey,
a prehearing. statement. ‘ ~
10. Comments on ALJ‘S ggggg ggg;g;gn SRS

In accordance with PU Code § 311 and Rule- 77 1 of the
Rules of Practice and Procedure, the draft decision_prepared by the
assigned- administrative law judge was-issued on Septembex .20,-1991. .
Timely comments were filed by Cal-Am, SoCalWatex, SJWC, CWS, Branch:
and DRA. We will accept the.comments of Branch and DRA -and of:
SJWC, although these parties have not set forth- findings of fact- .
and conclusions of law to'sﬁpport;proposedmchanges,mas;required,by.;;
Rule 77.4. Timely reply comments were filed by Branch and DRA.
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CWS filed a.reply and a motion for .leave: to file:late; fox good
cause shown, the motion is .granted. . .. S UL e
- All of the comments and:.replies have. been carefully
considered by the Commission, and .we have made corrections-in the ..
text where warranted. EEEAIREEEe R TRt IeT) S
On a more substantive level, SoCalwater, SJWCr und Cws - ¢
argue that the evidence does not support a 20-basis point-reduction

in return on equity applied to recovery of memorandum accounts, . ..

while Branch and DRA argue that a reduction of 50:basis points or
more is justified on this record. The comments for the :most part
reargue positions taken in briefs-and, to that extent, are accorded-
no weight. ‘(Rule 77.3.) To the extent that the comments address
purported factual, legal. ox technical exrors, we find that .the.
decision adequately addresses points raised:by the parties.:: .

As to our finding in Section 8 on "refunds" of rationing
penalties, Branch and DRA assert that PU.Code $§ 491 and 454 - .
require that customer refunds be approved by the Commission... We
believe that the.decision is clear. in framing the issue to:.inquire -
whether certain tariff language approved by the Commission may be.
construed to contemplate a cumulative penalty, subject to:
adjustments. Nevertheless, because both SIJWC and-CWS agree. that
the tariff language should be more precise, we have modified - .-
Ordering Paragraph ll to require clarif;cat;on of these tariffs. -
Findings of Fact o S e S el

1. California is in its fifthfyear'ofrdrought;"' -
2. O0f 17 Class A water utilities,.l0 were rxequired:to

implement mandatory ration;ng in some:or all of their districts:in
1990 -and 1991. ° g S R -

3. Many of the state’s 233 regulated water :companies have on-;.
theixr own or at the urging of public - agencies-introduced- programs
to encourage voluntary'water conservation. . S
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4., On March.8, 1989, the Commission instituted:.I.89=03-005
into measures: to mitigate the effects of drought on regulated water '

utilities. and their customers.. . ' ' ..o Lo o R TRl i N T R TR T i

5. All water companies wexe authorxzed by D. 90 07~ 067 to..
establish-memorandum accounts to track-expenses -and -revenue losses

caused both by mandatory rationing.and. by voluntary conservation. .- -

6. . Recovery of memorandum account xrevenue was:made
contingent in D.90-08-055 on (i) approval of a formal water PR
management program, and (ii) -adjustment of the memorandum .account .
to recognize. reduced risk of normal sales. losses. . .. ...

7. A total of 60 water management programs have been.
submitted for approval by the Commission. = - . RN

8. Branch has certified 38 watexr management programs as.
complete and:recommends their approval. . N R S

9. Branch recommends that projects within water: management
programs: be approved when implemented ox when a-utility seeks to ... -
recover costs for such programs. ‘ ; e

10. DRA and utilities dispute whether drought memorandum
accounts reduce utility xisk by .protecting the utility -against,

normal business risk losses. - ... .- - ‘ - T mmioe L

1l. DRA believes that a mathemat;cal model can xdent;fy
protection against business-xisk-by an amount representing.a .-
50-basis point reduct;on in return -on.equity in a company’s..last.
rate case. R A R I e ST I RS

12. - Normalized sales level is developed using a.30-year .
average of rainfall and temperature data, and such data excludes . .
periods of drought. Sy N ERTorS

13. Water sales normally increase during pexriods. of. warm/dry
weather and decrease during periods.of cool/wet: weather.y,q ‘

14. Utilities believe that because the drought- memorandum

account is limited to the normalized sales level, the memorandum
account already excludes non-drought sales losses.
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15, -SoCalwater is-joined by other party-utilities-inlan."
alternative argument that if memorandum accounts.are reduced.to:
recognize protection against normal business risk,:the'reduction’
should be no-more than 10 basis points. BT AN

16. Reduction of return on equity is:one’ way O measure::
normal business risk of lost sales.: ‘ S T Ty

17. The Commission has consistently: directed thatuwater
companies should be permitted to recover reasonable' lost-revenue = -~
and expenses caused by drought, up to normalized sales:level. - ‘

18. Commission decisions:in this: proceeding:contemplate:full -
recovery of ‘drought losses up. to forecasted sales: levels:in orxrder
to encourage consexvation. T T O B S TSt R O

19. Ratepayers: have been placed.on notice that the cost.of
water is likely to increase because of rationing and:conservation.:

20. Non=drought revenue  captured: in a memorandum:account: is
likely to- be minimal because the account is cappedat ' normalized: . =
sales levels and the account is only in effect at times when:' above- -
normal sales would be-likely'but‘foraconservationrreszraints.u”i

21. 'DRA’s risk reduction formula is intended to provide .
direction for policy decisions rather than precise mathematmcal
conclusions. T RPN IAHED ;

22. Branch and utilities disagree on whether a 1.5%: utility
fee may be imposed upon penalties paid’ by consumers who exceed .
their water allotment during rationing. oI

23. 'PU Code §§ 431 and 432 direct the Commission to:establish
a utility fee based on gross intrastate revenues of watex: :
companies. L

24. By tariff definitior, rationing penaltios paid by
custonmers who exceed-their water allotment' are not revenue'at the::.
time of collection. R P RPN DN RN Y

'25. - Penalty funds do not become revenue if they arerrefunded vy
to customers or if they are turned over +to a regional watexr : -~ . .7..
purveyor.
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26. sPenaItyJfundsmbecomeirevenuehiff“upoanommissionworder,
they offset memorandum account-revenue. or. are:transferred:to.an:
expense balancing account. S el v, Spuemes

" 27. Branch-and utilities:disagree’ on.whether: consumer
penalties” imposed during” ratxon;ng are-intended to be-.cumulative :
undexr governing tariffs.. .. R s S TS DL A

28. Branch believes that a "refund“ of a penalty to 2,
customer who uses too- much water .in one- blllmng,per;od,butauses¢
less than his allotment ina later period constitutes a. disposition:.
of penalty fees not authorized by:tariff. - . .o -

29. Water companies bellieve that applicable tariffs.
contemplate a cumulative penalty, thus: justifying. *refunds."

30. ‘Permitting customers to "earn.back":6penalties:by:latexr- .-
consexvation is' a popular feature of rationing programs. - -

31. Some Class B, C, and D utilities did not foresece:
continued drought in 1991 and now.must ration -or otherwise-conserve
water. - - . : T, SRR o gl el o

32.7 Class" B-utxlxtxes are capable of developzng and £Lllng.l e
water management programs. LUEZIm L

33. Because of their smaller size, many Class.C and Class, Du
utilities do not have the resources .to; xeadily'developvand file
water management programs. Col D v Do g Sl Lt

34.- No. utility objects. to a-Branch,recommendatzon that Class
B utilities be permitted to file watexr management. programs. at. any.. -
time, and that' 'the requirement of a water management program: be: & .-
waived for Class C and D water companies. ST A

'©-35. - The Metropolitan Water District.and other wholesale watexr
suppliers have required rationing on short notice.. - ' U

36. No utility objects to a Branch recommendatzon for O
genexric Rule 1l4.1 that would*permxt watexr. companios o more quxckly
inmplement rationing when- requ;red- ' - e e

e ey

TS e
- v ke
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.37. - No utility .objects to- arBranch-recommendation that
utilities be permitted to discontinue xationing:on-five .days’ 6 = - ..
notice through advice letter filings. A O TV VRN I TR

38. Water'companieswwith«volun:ary<conservationfprograms-are'
entitled to establish drought memorandum accounts. to .recover: net
lost revenue in the same manner as that appllcablerto mandatory
rationing. ' : R e e e .

39. . No-utility objects to-a Branchvrecommendationkthat-a,~-v_
utility with voluntary consexvation be permitted to. file an advice. ..
letter for recovery of memorandum account. xevenue calculated: as an
annualized surcharge to be recovered in 1l2-months. .- - . .2

40. Branch and Great Oaks disagxee on whether the risk .. - .-
reduction calculation should apply to a water company: that has no
adopted noxrr=lized sales level.ox adopted return on equity. -. .

41. Great Oaks has sexrved its customers since 1959 without
seeking a rate increase through a genexal rate proceeding.. . ...

42. Branch and all party utilities agree that a thixd rxound. -
of heaxings is necessary to take evidence on remaining- Drought..
Phase issues. e wepes e
Conclusions of Law L e e

1. Water: management programs certified as.complete. by .Branch. .
should be approved by the Commission. T AL

2. Conservation projects in the water management programs
should be subject to xeview during-.a rate case ox at.the time a -, - '
utility seeks to .recover costs and lost revenue attributable to the
conservation projects. B e L FOS I A L S T ST

"-3. ‘Drought memorandum accounts- author;zed by the Commxsslon
reduce utility risk by protecting the utility -against: normal.-
business risk losses. = i S 0 ase s TR ey

" 4. Drought memorandum accounts are intended to pernmit full
recovery of reasonable lost revenue: and: expenses caused by d:ough;ﬂL
up to the level of a utility’s noxmalized sales.

- 41--0n -
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5. :0tilities have failed-to-meet the-burden: of showing.that
DRA’s risk reduction methodology,: in: Lts entlrety, ig-anm: o0 sl lh oo

unreasonable ON@.. . v AL e i Lo Ll TE ARSI e
6. Utilities have shown:that. "normal r;sk“ revenue captured
in a memorandum account is likely to be minimal.... . - . on oL

- SoCalwWater’s. recalculation of the DRA methodology leads - -

to a calculation~of~ROE-reduction that - is supported by.this recorxd.

-8.. Memorandum account recovexry should be reduced-by.an.. -.:. .
amount equivalent to a 20-basis point reduction in return on equity .
in a utility’s last approved xate case.. . o.cucuone L

9. PFines collected from consumers for exceeding their water: -
allotment under mandatory rationing are not revenue at-the t;me;ofvr.
¢ollection. e e ey e

- 10.  The 1.5% utility fee_ authorized- by PU CodesChapter 2.5

should not be assessed on fines collected:from consumexrs:for:- - ... . :
exceeding their water allotment under mandatory. xationing.... .-

11. Tariffs filed with the Commission have the force and .- o
effect of law. _ IR W SR A

12. Tariffs should be: construed apply;ng xules of - statutoxy -
construction., S : T T O DEPL T IV T B TR

13. SJIWC Tariff Rule 14 1. (MandatorY“Watex Rat;on;ng Plan)
contemplates a:cumulative customer penalty. -foxr exceeding-the -
customexr’s water use allotment undex mandatory rationing.:. SO

14. Under tariff language substantially similax: to that of .. -
SJWC Tariff Rule 14.1, utilities should not be permitted to adjust:
customer penalties on a cumulative basis and "refund". past. 2
penalties based on. later under-utilization. of. a- customex’s watex. - . .
use allotment. However, tariffs should be revised to more.clearly - :
state the cumulative basis of the penalty provisions.. - .. -,

15. Class B utilities should be: permitted.to.file water .
management programs at. any time- prior. to- seeking- recovery-.of .
memorandum account. revenue., - . o L T PR B P
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~16. Class C and Class D water companies should.be' pexrmitted
to file for recovery of:drought: memorandum account. revenue without -’
the requirement of filing a water management program. . ° il T

‘17. A genexic Tariff Rule 14.1 proposed by Branch. and
intended to permit watexr companies. to-more quickly implement.
rationing when required should be approved by the: Commission..

18. Utilities should: be permitted to  seek-approval to .-
discontinue rationing on five days’- notice through advice letter
filings. : R - o
19. A water company with a voluntary conservation program.
should be:permitted to file an:advice:letter: for recovery.of
nemorandum account revenue calculatedTas’ an annualized: surcharge to.
be recovered in 12 months. LTI L L DT

20.. The risk reduction:calculation should. be applied’to-the
drought memorandum account of Great Oaks even: though it does not :
have an adopted normalized sales. level or.an adopted«return on:

21. Great Oaks should be permitted to apply a memorandum -t .
account: risk reduction factor computed" eithex. through. a: pro' fo:'r:ma .
ratemaking developed by Branch ox through adoptxon of the SEAN
percentage reduction applicable to SIWC.: ' e L

22. Because of the continuing drought, this oxdex. should- be "
effective immediately in order to help mitigate effects of the -
drought on regqulated water utilities, their customers and the
general public.- S \ el 5

23. Wwhen a utility is applying to recover met. revenue: losses . .
tracked: in the memorandum-account,- the-utility should first offset:.”
the net revenue losses recorded in the memorandum - account by
applying the risk reduction factor. The utility 'should then offset
the remaining memorandum: account balance with: penalty funds. . If
there remains a balance in the memorandum account, the utility is -
authorized to file an advice letter setting forth:a’ surcharge:for -
recovery of that balance. However, if penalty funds remain after
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the second offset,.such funds: should be incoxrporated in.the .
utility”s ‘expense balancing-account...:' = o ocrudmho ol L

I!IEBI__QBQEB

- IT XIS ORDBRBD thaty R N I A I L

1. . Water management programs certxfxed as: complete by the-
water Utilities Branch of the Commission Advisory and: cOmpl;anced.M
Division (Branch) are accepted and:approved. .Specific proposals:. .
set forth in each water management: program are-subject-to--further - .
review and approval during a utility’s rate case or at the time:a:
utility seeks to recover costs of such proposals. . . S

2. Water management.program applications set forth in |
Appendix A axe consolidated -into this proceeding pursuant-to: Rule . .
S5 of the Rules of Practice and Procedure.. Coe

3. Utilities that have established: drought- memorandum C
accounts pursuant to Commission ordex in Decision (D.) .890-07-067.
and D.90-08-055 axe authorized to file advice letters to implement
a surcharge, pursuant to Commission guidelines in-D.90-08-055 and
this order, to recover reasonable. revenue losses and.expenses.. . -
recorded in the memorandum account. :Implementation of a suxchaxge
is contingent upon (i) approval of the.utility’s water management
program; (ii) reduction of the memorandum account balance puxsuant
to the risk reduction adjustment set. forth in this-ordex, and.
(iii) offset of the memorandum account balance,:where-applicable, . .
by water rationing fines collected in a utility’s suspense account..

4.  California water. Service Company, San Jose Water Company,
California-American Water Company, and Great Oaks Water: Company. are
authorized to use water rationing fines collected- in- suspense- o
accounts since Augqust 9, 1990, to offset the net:revenue losses due. -
‘to- rationing and fines imposed by their water suppliers -after . ... -
retaining sufficient penalty funds to provide for .estimated penalty ..
refunds over the next year. Remaining funds in the suspense




1.89-03-005 et al. ALJ/GEW/tcg *~

account, if any, shall be transferred: -to.the corporate.or district .- -
expense balancing accounts pursuant -to-the: method. and:guidelines . & .
set forth in D.90-08-055.

5. Before seeking recovery ¢f a drought memorandum account
balance, a utility shall reduce such balance by an amount equal to
a 20-basis point reduction in the utility’s most:recentlyradopted
return on'equity, pursuant to.the guidelines. set forth-—in.this-
oxder. Before seeking recovery of such drought memorandum account - -
balance, the utility shall reduce:the: amount to be .recovered to a .
level sufficient to ensure that: such-recovery shall not cause-the
utility to exceed the authorized rate of return for the- utility. . -
district for the period covered by the memorandum-account...;; v. .

6. A Class B water company is authorized to-file-.a-water
management-program at any time prior to seeking. recovery:of.a:
drought memorandum account. =~ . - oo ol T e g

7. The requirement of: £filing. a water: management progxram:
prior to recovery of a drought memorandum account is:waived:for.
Class C and Class D watexr companies. : . ... .. .0 o 5.l ar S

8. Water companies are -authorized to file, by advice: letter,
for approval of a generic Tariff Rule 1l4.1, set forth-in- Appendlx
B, or a variation of that generic rule. -~ . .o o ool D

"9. 'Water companies arxe authorized to flle, by: advice letter
on five days‘ notice, for approval to discontinue rationing. .- .. -~

10. ‘Water companies that have. establishea drought memorandum -
accounts - in connection. with' voluntary. conservation plans are. ..
authorized to file, by advice letter, for approval to recover: the
memorandum account balance. Recovery 'shall be through: a .l2-month
surcharge to recover the adjusted balance and an-amount estimated .-
to be accumulated in the subsequent 12 months. - When the- surcharge- . ..
has been in effect for 10 months, the water company will file an .-~
advice lettex for approval to adjust the surcharge fox the: l2-month. .
period following the first year of the surcharge. . - ..




1.89-03-005 et al. ALJ/GEW/tcg *

11. Utilities that intend during a period of rationing to
adjust penalties to reflect cumulative use during rationing shall
amend their tariffs to state that penalties will be assessed on a
cumulative use basis, and that a customex penalized in one billing
pexiod may "eaxn back" the amount of the penalty by using less than
the customer’s allotment in a subsequent billing period. Such
modification may be by advice letter and shall be completed within
90 days of this order.

12. The proceeding in Order Instituting Investigation
89-03-005 and the proceedings in water management applications
(Appendix A) shall remain open to address furxthexr issues.

This orxrder is effective today.
Dated October 23, 1991, at San Francisco, California.

JOHN B. OHANIAN

DANIEL Wm. FESSLER

NORMAN D. SHUMWAY
Commissioners

. I will file a written dissent.

/8/ PATRICIA M. ECKERT
Commissioner

1 CERTIFY THAT THIS DEC!SION
WAS APPROVED BY THE ABOVE
COMMISSIONERS TODAY

%@@(Q/
NESAL J. “‘r JLMAN ~Execuﬂva Dlroc!or
S

..-M’, B
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Page 1
WATER MANAGEMENT PROGRAMS

Certificd as Complete by Water Utilities Branc

A.90-11-038
A.91-01-035
A.91-01-038
A.91-02~026
A.91=02-017
A.91-02-027
A.91-02-028
A.91-02-031
A.91-02-033
A.91-02-034
A.91-02-035
A.91-02-036
A.91-02-037
A.91-02-038
A.91-02-039
A.91=-02-040
A.91-02-042
A.91-02-043
A.91-02-044
A.91-02-047
A.91-02-048
A.91-02-052
A.91-02-053

San Jose Watex Comparny

Elk Grove Water Works

Great Ocks Water Camparty

Del Este Water Company

California Water Sexvice Company (San Mateo District)
California-American Water Company (Coxonade District)
California-American Watexr Company (Village District)

Paxk Water Company ' '
Citizens Utilities Company of Califormia (Sacramento District)
Citizens Utilities Company of California (Montara District)
Citizen Utilities Company of California (Guexneville Distxict)
California-American Water Company (Baldwin Hills Distxict)
California~-American Water Company (Monterey District)

Santa Paula Water Works, Ltd.

Santa Claxita Water Comparny

San Gabxiel Valley Watexr Commpany

Apple Valley Ranchos Water Comparny

Valencia Watexr Company

Dominguez Watex Coxporation

Azusa Valley Water Company

Southern California Water Company (XLos Osos District)
California-Amarican Water Campany (Duarte District)
Southexrn California Water Company (Simi Valley District)




1.89-03-005 et al. ALJ/GEW/teg ¥

A.91-02-054
A.91-02-055
A.91-02-056
A.91-02-057
A.91-02-058
A.91-02-059
A.51-02-060
A.91-02-061
A.91-02-062
A.91=02-063
A.91-02-064
A.91-02-065
A.91-02-066
A.91-02-067
A.91-02-068
A.91-03-003
A.91-05-034

A.91-02-001
A.91-02-002
A.91-02-003
A.91-02-004
A.91-02-008
A.91-02-009

¥k
Southern California Water Company (San Gabriel Valley Distwict)
Southermn California Water Camparry (Bay Distxict)
Southern California Water Company (Pomona Valley District)
Southern California Water Company (Ojai District)
Southern California Water Company (Metropolitan Distxict)
Southern California Water Comapny (Orange County District)
Southern Califomia Water Company (Desext Distrxict)
Southern California Water Comapny (Wrightwood District)
Southexn California Water Comparty (Clearlake District)

Southern California Watexr Comapny (San Dimas District)

Southern California Water Company (Axden-Coxrdova District)
Southern California Watexr Campany (Barstow District)

Southern California Water Company (Calipatria-Niland District)
Southern California Water Company (Santa Maria District)
California-American Water Company (San Marino District)
Suburban Water Systems

Citizens Utilities Company of California (Felton District)

Califomia Water Sexvice Company (Westlake District)
Califomia Water Sexvice Company (Visalia District)

California Water Service Campany (South Sen Francisco District)
Califormia Water Sexvice Campany (Oroville District)

California Water Service Company (Willows District)

California Water Sexrvice Campany (East Los Angeles Distxict)
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A.91-02-010
A.91-02-012
A.91-02-013
A.91-02-014
A.91-02-015
A.91-02-016
A.91-02-018
A.91-02=-019

=
California Water Service Company (Hermosa-Redondo District)
California Water Sexvice Company (Stockton District)
California Water Sexvice Camparny (Bear Gulch District)
California Water Sexvice Company (Bakersfield District)
California Water Service Company (Salinas District)
California Water Sexvice Company (Livermore Distxict)
California Water Sexvice Company (Los Altos=Subuxban District)
Califomia Water Sexvice Company (San Carlos District)

A.91-02-020 Califormia Water Sexvice Company (Selma District)

A.91-02-021
A.91-02-022
A.91-02-023
A.91-02-024
A.91-02-025

California Water Sexvice Company (King City District)
California water Service Company (Dixon Distxict)

California Water Sexvice Company (Chico/Eamilton City District)
California Water Service Company (Palos Verdes District)
California Water Sexvice Company (Marysville District)
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Canceling Cal. P.U.C. Sheet No.

RULE NO. 1l4.1

W, R N V.

SENERAL INFORMATION

If water supplies are proijected to be insufficient to meet
normal customer demand, the utility may elect to implement
voluntary conservation using the portion of this plan set
forth in Section A of this Rule after notifying the
Commission’s Water Utilities Branch of its intent. If in
the opinion of the utility more stringent water conservation
measures are regquired, the utility shall request Commission
authorization to implement the mandatory conservation and
rationing measures set forth in Section EB.

The Commission shall authorize mandatory conservation and
rationing by approving Tariff SCEEDULE NO. l4.l, MANDATORY
WATER CONSERVATION AND RATIONING. When Tariff Schedule No.
14.1 has expired or is not in effect, mandatory conservation
and rationing measures will not be in force. Tariff
Schedule No. 14.1 will set forth water use allocations,
excess water use penalties, charges for removal of flow
restrictors, and the period during which mandatory
conservation and rationing measures will be in effect.

When Tariff Schedule No. 14.1 is in effect and the utility
determines that water -supplies-are again sufficient to meet
normal demands and mandatory conservation and rationing
measures are no longer necescary, the utility shall seek
Commission approval to rescind Tariff Schedule No. 1l4.1 to
discontinue rationing.

In the event of a water supply shortage requiring 2
voluntary or mandatory program, the utility shall make
available to its customers water conservation kits as
required by Rule No. 20. The utility shall notify all
customers ©f the availability of conservation kits.

(continued)

(Yo be insenied by utility) {To be inserted by Cal. P.U.C)

Date Filed

Advice Letter No.

Effective

Decision No.
R Resolution No.




I1.89=03-005 et al. APPENDIX B
Page 2
Cal. P.U.C. Sheet No,

Canceling Cal P.U.C. Sheet No

RULE NO. 14.1
(continued)

=N R W,

No customex shall use utility-supplied water for
nonessential or unauvthorized uses as defined below:

1. Use of water through any connection when the utility has
notified the customer in writing to repair a broken or
defective plumbing, sprinkler, watering or irrigation
system and the customer has failed to make such repairs
within 5 days after receipt of such notice.

Use of water which results in flooding or run-off in
gutters, waterways, patios, driveways, Or streets.

Use of water for washing aircraft, cars, buses, boats,
trailers or other vehicges without a positive shutoff
nozzle on the outlet end of the hose, except for the
washing of vehicles at commexrcial or fleet vehicle
washing facilities operated at fixed locations where
equipment using water is properly maintained to avoid
wasteful use. -
Use of water through a hose for washing buildings,
structures, sidewalks, walkways, driveways, patios,
parking lots, tennis courts, or other hard-surfaced areas
in a manner which results in excessive run-off or waste. -

Use of water for watering streets with trucks, except for
initial wash-down for construction purposes (if street
sweeping is not feasible), or to protect the health and
safety of the public.

Use of water for construction purposes, such as
consolidation of backfill, dust control, or other uses
unless no other source of water or other method can be
used.

Use of water for more than minimal landscaping in
connection with any new construction.

(continued)

(To be insaried by utility) {To be inserted by Cal P.U.C)

Advice Letter No. Date Filed
Effective

Resolution No.

Decision No.

PYSPLY LT
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Cal. P.U.C. Sheet No
Cal, P.U.C. Shect No

RULE NO. 14.1
(continued)

A. 8. Use of water for outside plants, lawn, landscape and turf
areas more often than every other day, with even numbered
addresses watering on even numbered days of the month and
odd numbered addresses watering on the odd numberxed da
of the month, except that this provision shall not apply
to commercial nurseries, golf courses and other water-
dependent industries.

9. Use of water for outside plants, lawn, landscape and turf
areas during certain hours if and when specified in
Tariff Schedule No. 14.1 when the schedule is in effect.

10.Use of water for watering ocutside plants and turf areas
using a hand held hose without a positive shut-off valve.

11.Use of water for decorative fountains or the £illing or
topping off of decorative lakes or ponds. Exceptions are
made for those decorative fountains, lakes, or ponds
which utilize recycled water.

12.Uselo£ water for the £illing or refilling of swimming
pools.

13.Service of water by any restaurant except upon the
request of a patron.

B. RATIONING OF WATER USAGE
In the event the conservation measures required by Section A
are insufficient to control the water shortage, the utility
shall, upon Commission approval, impose mandatory
conservation and rationing. The water allocated for each
customer, the time period during which rationing shall be in
effect, and any additional conditions, will be set forth in
Tariff Schedule No. 14.1, which shall be filed for this
purpose at the time such rationing is approved by the

Commission.

Before rationing is authorized by the Commission the utility

shall hold public meetings and take all other applicable

g;eps gequired by Sections 350 through 358 of the California
ater Code.

(continued)

. (Yo be inserted by utility) Issued by (To-be insened by Cal. BU.C)
g Advice Letter No. - Date Filed
' Effective

Decision No. ]

" grew

Resolution No.
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RULE NO. 14.1
(continued)

C. R ‘ ATQOR NSERV. N N

1. The water use restrictions of the conservation program in
Section A of this xrule become mandatory when the
rationing program goes into effect. These restrictions
are applicable whether or not the customer exceeds the

monthly water allocation.

Upon inception of the mandatorg provisions ¢f this Rule
the utility may, after one verbal and two written
warnings, install a flow-restricting device on the
sexrvice line of any premises where utility personnel
observe water being used for any nonessential or
unauthorized use as defined in Section A.

A flow restrictor shall not restrict water delivery by
greater than 50% of normal flow and shall provide the
premises with a minimum of 6 Ccf/month. The restrictor
may be removed only Py the utility, after a three-day
reriod has elapsed, and upon payment of the appropriate
removal charge as set forth in Tariff Schedule No. 14.1.

After the removal of a restricting device, if any
nonessential or unauthorized use of water continues, the
utility may install another flow-restricting device.
This device shall remain in place until rationing is no
longer in effect and until the appropriate charge for
removal has been paid to the utility.

Each customer’'s water allocation shall be shown on the
water bill. Water allocations may be appealed in
writing as provided in Section D of this Rule. If a
customer uses water in excess of the allocated amount,
the utility may charge the excess usage penalty shown in
Tariff Schedule No. 1l4.1.

Any monies collected by the utility through excess usage
penalties shall not be accounted for as income, but shall
be accumulated by the utility in a separate account for
disposition as directed or authorized from time to time
by the Commission.

The charge for removal of a flow-restricting device shall
be in accordance with Taxriff Schedule No. 14.1.

(continued)

{To br inserted by utihity) Issued by (To be inserted by Cal P.U.C)

Date Filed

Advice Letter No. NAME

Effective

[ -
Decision No. =

Resolution No.

srean
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RULE NO. 14.1
(continued)

D. APPEAL_PROCEDURE

Any customer who seeks a variance from any of the provisions
of this mandatory water comservation and rationing plan or a
change in water allocation shall notify the utility in
writing, explaining in detail the reasons for such a
variation. The utility shall respond to each such request.

Any customer not satisfied with the utility’s response may
file an appeal with the staff of the Commission. The
customer and the utility will be notified of the disposition
of such appeal by letter from the Executive Director of the
Commission.

If the customer disagrees with such disposition, the
customer shall have the right to file a formal complaint
with the Commission. Except as set forth in this Section,
no person shall have any right or claim in law or in equity,
against the utility because of, or as a result of, any
matter or thing done or threatened to be done pursuant to
. . the provisions of this mandatory water conservation and
rationing plan.

E. PUBLICITY

In the event the utility £finds it necessary to implement
this plan, it shall notify customers and hold public
hearings concerning the water supply situation, in
accordance with Chapter 3, Water Shortage Emergencies,
Sections 350 through 358, of the California water Code. The
utility shall also provide each customer with a copy of this
plan by means of billing insexrts oxr special mailings;
notifications shall take place prior to imposing any fines
associated with this plan. In addition, the utility shall
provide customers with periodic updates regarding its water
supply status and the results of customers’ conservation
efforts. Updates may be by bill insert, special mailing,
poster, flyer, newspaper, television or radio spot/
advertisement, community bulletin board, or other
appropriate method(s).

J
U
b
9
o .
. (To be insented by utility) Issued by (To be insarted by Cal P.U.C)
3 Advice Letter No. __ Date Filed
Effective

o No. -
Decision No PR AT 2 BTENTTY 2 Resolution No.




1.89-03-005 et.al. [GEW/teg

MASTER LIST

APPENDIX C

I.89-03-005 age 1
PHASE) LIST OF APPEARANCES
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DOC. I.D. X08471
ALSO INCLUDES:
(WATER UTLS. CLASS “A7)

v TSV Ve el e v
APPEARANCES:
Fevedededede s e

Phil E. Guidotti

ARMSTRONG VALLEY WATER COMPANY
RANCHO DEL PARADISO WATER COMPANY
P.0O. Beox 256

Guerneville, CA 95446

180 Grand Averue, Suite 1090
Cakland, CA 94612

Reed V. Schmidt

BARTLE WELLS ASSOCIATES
1636 Bush Street

San Francisco, CA 94109

John S. Barker
ENITA=AMERICAN WATER QOMPANY
0 Xuhn Drive
chula Vista, CA 91914

H. W. (Will) Stokes

CALIFORNIA ASSOC. OF RECLAMAIION
ENTITIES OF WATER (CAREW)

27014 Helmond Drive

Agouxa, €A 91301

Donald L. Houck, Executive Officer
Francis S. Ferraro,Vice President
CALIFORNIA WATER SERVICE COMPANY
P. 0. BOX 11%0

San Jose, CA 95112

David Ray, Attorney at Law
DEPARIMENT OF WATER RESCURCES
1416 Ninth Street

Sacramento, CA 95814

John S. Tootle

DOMINGUEZ WATER COMPANY
21718 South Alameda Street
Long Beach, CA 90810

EDWARD DUNCAN
- Onacrest Drive
Angeles, CA 90043

Betty Roeder/D. Stockton/M. Abramsen

* GREAT QAKS WATER COMPANY

P. O. Box 23490
San Jose, CA 95153

Earl Marr

MADDEN CREEK WATER QOMPANY
P.Q. Box 264

Tahema, CA 95733

A. Crawford Greene/Wm. Newell,
Attorneys at lLaw
MOCUTCHEN, DOYLE, EROWN & ENERSEN

#3 mbarcade.m Center, 26th Floor

San Francisco, CA 94111
Michael

Moynahan
METROPOLITAN WATER DISTRICY OF SOUTHERN

CALIFORNIA
1111 Sunset Boulevard
los angeles, CA 90054

Jose'E. Guzman/Juan Cornedo
NOSSAMAN, GUTHNER, XNOX AND ELLIOIT
50 California Street, 34th Floor
San Francisco, CA  94111-4712

Martin Abramson
PARK WATER OOMEANY
420 Achten Avernue
Millbrae, CA 94030

Leigh X. Jordan, Vice President
PARK WATER COMPANY

P. O. BOX 7002//9750 Washburn Road
Downey, CA  90241-7002

Daniel D. Rogina

ROGINA WATER COMPANY, INC.
1850 Talmage Road

Ukiah, CA 95482

Michelle Yesney, Director-Ernvir. Ivh'xgmt

CITY OF SAN JOSE
151 West Mission Street, Suite 203
san Jose, CA 95110

Timothy J. Ryan, Attorney at Law
SAN GAERIEL VALLEY WATER COMPANY
11142 Gaxvey Averue

P. 0. Box 6010

El Monte, CA 91734

Fred R. Meyer, Vice President & CFO
SAN JOSE WATER JMPANY

374 West Santa Clara Street
San Jese, CA 95196
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Charles X. Smith

STERRA CTTY WATER WORKS, INC.
732 Butler Road

Grass Valley, CA 95945

James P. Scott Shotwell, Atty at Law
CALIFORNIA EDISON COMPANY
44 Walnut Grove Avenue
Rosemead, CA 91770

S. Romines/S. Cormay/T. Hading, Attys.
SOUTHERN CALIFORNIA WATER COMPANY

P. O. Box 9016

San Dimas, CA 91773-9016

Floyd E. Wicks/Joel A. Dicksen
SOUTHERN CALIFORNIA WATER OOMPANY
630 East Foothill Boulevard

San Dimas, €A 91773

william W. wade/Matthew T. Nussbaum
SPECTRIM ECONQMICS

120 Mortgemery Stxeet, Suite 1776
San Francisco, CA 94104

Anacortes, WA 98221

Ieonard G. Weiss, Attorney at Law

STEEFEL, LEVIIT AND WEISH

#1 Enbarcadero Center, 29th Floor
Francisco, CA 94111

Daniel Corway, Vice President
Requlatory Affairs

SUBURBAN WATER SYSTEMS

16390 East Maplegrove Street

La Puente, CA 91744-1399

2398 ”B” North Main Street
Salinas, CA. 93906

Patricia A. Schmiege
O’MELVENY & MYERS

275 Battery Street

San Francisco, CA 94111

ALY GLEN WALKER
RM. 511w

Izetta C.R. Jackson
M. 5041

Texrxy
RM. 4209*
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STATE SERVICE:
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David Kennedy/David Ray, Attys at Law
CALIFORNYA. STATE DEPARIMENT OF WATER
RESQURCES

P. 0. Box 388
Sacramento, CA 95802

Cherrie Cormner
Ri. 3205
Martin Bragen
. 3=C*

Fred Qurxy, Water Br. (8)
RM. 3106%

James McVicar, Enexgy Br.
M. 3200%

”
Han'L. Ong, Water Br.
RM. 3104

Robert E. Penny
RM. 3=Cw

Leslie Russell
m- B-D* v
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PATRICIA M. ECKERT, President, Dissenting

One year age, in Decision 90~08-055, the Commission allowed
water utilities to recover 100% of the revenues lost due to
mandatory rationing. The Commission adopted a policy of full
revenue recovery stating in D. 90-08-055 that "...if we impose
any limitation on the revenues subject to recovery we create a
disincentive for the utilities to promote conservation."

This policy was supported by the projected water shortages
and the then present shortages water utilities were experiencing.
Not much has changed with regard to shortages and drought

conditions in the last year.

Our policy one year ago was to encourage utilities to promote
conservation by removing any conservation disincentive. At that
time we did not want to put utilities in the precarious position
of promoting conservation to their financial detriment.

Apparently with today’s decision that policy has changed.

I cannot support that change - not as we enter what may be
our sixth year of drought - and not as we continue to order the
utilities to promote conservation.

Consexrvation is good. Ordering the water utilities to promote
and encourage conservation is good.

Penalizing the utilities for promoting and encouraging
conservation is wrong.

Reducing the utilities memorandum account recovery by an
amount equivalent to a 20-basis point reduction in return on
equity in a utility’s last approved rate case is bad policy.

It is a direct disincentive to utilities to promote or
encourage conservation.




It is a policy that is bad for the water utilities, bad for
the public interest, and bad for the integrity of the water
supply in California.

For these reasons I dissent from today’s order.

PATRICIA M.

October 23, 1991
San Francisco, California




