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1.. 

Phase 

, t" I '~.:., ,. -". :"" (' t -:)'. I' ,", .. ' 

The Commission in"this part o,f the con:til"1ui:ng,~,Drouqht 
j ., ..... ,) _, .• .".. '.,l 

investiqat~on makes the':followinq determinations-:c 
owatermanaqement'progrD.ms'.cert1fied'\is-:,,','-:~' 

complete are' accepted and"approved'~,,: ,,"., ' 

o Utilities with approved water management" '-:, 
programs are authori,zed~ to implement a , , 
surcharge to recover r,ev,enue sho.rt (all s ' 
recorded· in their drought memorandum ",' 
accounts. 

o Memorandum account revenue will be>reduced: 
by an amount equal to a 20~basis,point 
reduction in return' on equity from' a' 
utili~y's last rate,case applied to the , 
latest adopted rate base.' The reduction'" ' 
recoqnizes reduced'business risk represented 
by the memorandum, acco,unt - ' 

o Utili ties under rationing that have " 
collected penalties from customers for ua1ng 
more than their allotment of,waterare 
directed to use the penalties to offset 
memorandum account losses' and fines ' 
collected by the utilities' wholesalers,'. and, , 
to refund, any remaining-, funds to custo,mers. . ','.,' " , 

o All water management. program applications 
are consolidated into th~s proceeding for 
disposition following a third round of 
hearings. _ " 

o 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- " 

o Utilities' practice of adjusting customer 
penalties on a cumulative basis and 
"refunding'" penalties. for:.later, conservation"" ' .. 
is deemed inconsistent,wi:th the tariffs. 

<"t', ",I~ -::" • :,~ ~ ',~: ". 
~' 

~I, ." , I .' 
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o A Class B water company may file a water 
management proqranV at'~:any;:t·fme prior to 
seeking recovery of a drought memorandum 
account. ~ ';, 'L. 

~ ,.-, ',,',' -., , , ' •. ' ('" "\ . ''', i' ',. '; 

o ' The' requirement of filing a" water' management' " 
proqram ,prior, to recovery" of, ,a droughtc,,.,.:, ".: " ;'" "" , 
memorandum account is " waived, for, Class C .,and 
Class D watercompanies,.bu:e:those utilities 
are urged to consider conservation in 'their 
resource, mix. 

o Utilities areauthorized'~~to" file a generic'·, 
Tariff Rule 14.1' to permit implementation'of 
rationing plans. ' 

< , ~ r . I .:: •• ' L • 

o Utili ties are authorized to file to,. ' 
discontinue rat'ioJiing' on fiye, d'ays' ,notice'" 
through advice .letterfi~~nqs. , " . 

o Any utility with, 'a vOl1.tntaxjr conservation:; 
plan is,. authorized' to file: an advice letter 
for recovery of the' adjusted amount,'in its, 
drought memorandum account'.' , , 

. ",,-:,' 

Finally, the Commission directs that a third~' round of 
hearings be scheduledfo11ow1ng toc:lay's, order' to :,take':.evidence on 
remaining Drought Phase, issues'. Partie.~that alivoc:~~~:,positions on 
these issues. have been, directed 'to serve- a: statement-on: such issues 
10 days prior'to a prehearing' conferenc:eon Novembe:r'6~ ··1991. The 
prehearinq conference has beenresehedulad for November' ll', 1991. 

2. BacJcQX'OW1d '; " 'c," , ,",~ .. , ," • 

California is in its fifth year of drough.t." "Mandatory 
and voluntary rationing,have.become the norm, rather ~han the 

, • ~ • .,~. ,~ .• " ,_, ,_, "". '0 .," " • , '.., • , • ~.I 

exception. Of-·'17 Class. A water:' util'ities..- (more:, than ,.10,000 
connections) regula ted- by" the comlnis·s'.i:on:~' 10: were reqUired to . . ~, ,.,.' ..' .. ,' \ . 
implement mandatory rationing in some or all of their districts in 
1990 and 1991. While some' smaller water': companies' se~ed by wells 
appear to have no- immediate supply problem,' many'.o£ th~" state,; 5 233 
regulated water companies and 'districts have on" their own or at the 

- 3-~·¥ 
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urging ,0£ -:publicagencies " introduced; :programsto ;encourage< water 
conservation~l .', . ",.:; ,:::,>< ",'::; ',:.,' "~ . ..., 

:'On March, 8~ 198:9" the Commission-instituted:;:thiSl, ,-':,,' ,;:,.,;_.,~, 
investigation' (Order Instituting Investigation ',JI ;'"J:·;89;~0:3-00:5.),· to ~';.: :,' 
determine what steps could be taken. to.mitigatethe .e£,fects~'.·o£) ,> <: 

water shortages on the state"s .regu);atedutilities. and,·the-irc', 
customers.. All water utilities ··subject "to the' COmmission':8'/,' 
jurisdiction were made parties, and all Class A" .. B" ·.and. C:.utilities 
were required to' provide' information on··their wo..ter-.·supply.outlook.;,. 

Following.hearings' and workshops:.thatextended,into ,March' 
1990, the Commission iS5uecl two interim. opinions .dealing;,with,the- : .. 
drought,;. The first, Decision' (0.) 90-07-067, effective: July ,18",.. ",;:.(, 
1990, authorized all utilities to. establish memorandum accounts.: to ." .:., 
track expenses and revenue shortfalls caused':.both·:by··manclatory,':. '.' 
rationing. and·by.voluntary conservation. efforts.:.'.' The; second-.>,: .. ,. . 

decision,' 0 .. 9 0-08-055, required' each Class A utility,"" and "., any other 
utility seeking to. recover revenues from .a":clrought· memorandum,:" 
account, : to submit for Commission approval a water .~management, , '.­
program for 84ch utility district o.ddres8ing long-term",J5,tratogies. " . '.:; 
for red.ueinq.water consumption. " , "'J •.• ,. ~:<~ ,," 

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

1 The Commission reeogni-zed···in,rD,.90-08-0S5Lthat,:·while,:it-.... c·':· ' .. :\:,:.:~;, <: 
strongly' encourages "efforts.:,to. reduce > water .,use::and .. .i.ncrease,:.water· .. · ',: .: 
supplies., 'any action by. the' Commission will have; 1 imited:"ixnpact-:· ~' " .,' ::: 
statewide' because' water '. use by, customers of. regulated- utilities is·;·, 
less tho.n 3% of total water use in the state. " , ' 

- 4 -
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Hearings., on_priority ,iss.ues.:'dealin9·with'.wate~(imanagement-' u • 
proqrams were held. the week of June 3, 19'91. Hearings Ot)J:.the',risk~-::<~\ 

reduction adj.wrtment . were . held . the: week 'of ,.June 24,:199J;.<::Opening 
briefs were· required by August 12':'199·1, and reply·br:tofs,.,were".:,,·,,'. 
required ·by .. August 26,· 19·~n,: at. which time this- part'of.'the Drought· 
Phase proceeding,;was. deemed.:submitted·, for decision. 2" ..... :',::: <:: .. 

3. Recovery· of . Memorandum Account· Rey:enue 
This . decision authorizes, utilities to-· file an advice 

letter setting'iorth, a surcharge for recovery of memorandum' account· 
revenue. The procedure for recovery generally follows. that set 
forth in D .. 90-08-05-5·. That 'is,. Class A\·.and.·S· water,companiestthat 
have filed approved waterJM.nagement, programs may (1) .. apply the 
risk reduction offset set forth in this, decision to the.'., remAining":: 
memorandum account balancer (2). offset'net revenue losses, recorded . 
in the memorandum accounts. with·-penalty funds, if"any, .collected',as, ::: 
p1.':'!'t of mandatory rationing;, and (3),' 'f ile. for a, one-year surcharge>, 
tc amortize. the remaining balance ofthememorandwu:account'.,: As' " 

discussed " below, Class C and ,Class Dwater companies., that establish: . 
drought'memorandum'accounts need ,not 'file a 'water management 
program, but they are required to apply: the' risk reduction~offset 
to the' recovery of memorandum account',revenue'.· . The:;risk-'reduction 

, ", 
'. 

.. '."'."'. '" ,.:- ' .• ,.0_, 

". "\ It-' •• "."'~ c 

. ' .,,, ..... , .. ' ~ ~ ~ ,~ 

2 On September 25, 1991, the Commission.in D.91-09-055, 
authorized water companies with drought memorandum accounts-"' . 
recommended for approval'; to-' ·file: advice . letters , implementing ·a ~',' 
surcharge"1:o ·recover "up to '7St.·, of "recorded. revenue,·losses:ineurxed .. 
due to,-mandatory rationing and voluntary conservation:. . Further 
recovery - from the memorandum accounts. was deferred,' pending: today; s 
decision. ' .,' 

• 



• 
I.89-03-005 et 0.1. ALJ/GEW/tcg * 

offset ··i·s :~intendecl to,'apply::'each -time a -:watercompanY:Jfiles:::.,for :'>'.:'::..:. 

recoV'ery:-:of :memorandwn,:account.revenue. 3:"" " , 
4. Wate:£:xanaqement Pl:Ograms ' .. >.r" ," ': " I.:;: 'J _' '.' 

,.' A total of60'~water.management:,programs .have·,;been/"~' ,,:,,/,:, 

developed by·the utilitiesand··submittedfor approval by the. ' 
Commission~4 The WaterOtilitiesBranchof the Commission.>::'> 
Advisory and Compliance DiV'ision, , (Branch) has, certified .. , 38; ',of these 
programs' as complete.. (~ Appendix A'''')'' , .' ". . '.:, :.,'. ,',' " 

The water management· programs ,are-,blueprints;: for dealing ~ ';: 
with water· conservation in each . utility' s,' service area. All." set 
forth comprehensive conservation prograt1\8., complete. withf,benefit-,., 
cost ano.lyses; water resource-management objectives,::-.and long-range·, 
forecasts of supply and demand •. ' All-stress. the" importance,,'of'::~', ___ ,_ ' 
informing. the public of .. conservation:· measures tlu:'ouqh- bill:. inserts 
And ·m0etlnqs.'" Most report' continuing ef :forts in such . ,t.rAditiono.l· 
techniques- as . leak detection and..- distribution of . conservation,.' ki t~ 
(shower·flow.restrictor" toilet:tank displacement/devices·and leak 
detection dye. tablets) • . ... ,-, .'. . ,., , ',;,.;: .:," ,': . , 

, MAny uti1i ties Mvebequn unusual programs-.. 'The:. ~.' , 

San Marino District of California-American. Water Company.: (Cal-Am-).,-
~ .,.. " . . ', ~ .. 

,'.: ..... ;. · ... i~-:,.:.·'\~,.;:~ ' ... 

-,,- -." 
" ..... '" 

, .~ •• ,~~ ,",' "~,(, .' ...... :~, •• : "J ,. \ .,i"· .. :,<.~~:: /.::i·"'/,~~:~ '~': •• ("': : ... ,,". "-I 

3 The memorandum acc,ounts also. contain ,expenses for".: "" , 
conservation' activities that~Are not' covered in' existing rates'''-' 
(including eos't$'of~ producing the water managementprog:rams.) For 
recovery of these expenses, see .Section, 9 •. 3. ,Generally:,,, thi,S:., order .. 
contemplates that most conservation' expenses must await recovery by" 
advice· letter filin9' andreasonablenese..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 manaqement programs were originally due on November 8, 
19'90. Only San Jose WAter ;Company met ·that date~. At :therequest . 
of other water companies, the due date was, extended 90 "days .to" " 
February 5-, 199'1.. (~,qenerally,.D:.9:1-04-0'18" ·issued. Apr.i-l·:10~"" 
1991.) , .... :.".;,..., .. : ... <; 

- 6 ~- ':' -
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intends:to ·'conduct·. ·a·large. turf irri:gation···audit •. ,· Dominquez :::Water ::.,' ,~, 

Corporation conducts an annual. "smart'gardencontestHI"tho.t,~.inv19,a9.~, ".~ 

attracted 3,00 0 entrants. The Westlake D.istricto,f':Calif~r~ia:',·. 
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 gardon .with more than 200.,)lowi, 
water-use plants .. 5 . 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 
xeriscaping, or minimum-water' landscaping'" 
4.) Approval of Watex:..J;lanaqement· prnqrnu; 

who· install· commercial,:- ,. 
',' ;-., \' 

Branch urges. that water management programs certified., as, 
complete be approved in this,: decision. However, it'recoxmnends"that":,, 
specific project!. contained' in the water proqrams ~, be· approved,···· 
at this time. Those projects. that contemplate· a change:, in::rates.,· 
(for example, introduction of inverted block structure- for;c rates ). 

•. 

must be subject to further review and public hearinqs.,Tbose • 
projects.. that,' do not affect regular rates' (for example, '., .' " .' 
distribution of shower flow restrictors) should be subject to 
review during a rate ease or at the time a utility seeks t~ recover 
such costs. Branch notes that a project that is reasonable and 
would be approved today may not be reasonable if it is implemented-, 
at a time or in a manner' When', c'ircUmstances have'· changed.~,,:,>;:,." .~,.., 

•• . ,.'- .... . ".,. (,.. L,. ,',.1 H' 

, SJWC testified that it- anticipated.and· favors Commission- : ' 
action ,on _~~ch. project described~, in 'a, 'wateX' managementprogram',":::-' .-: 
subject '~nly to-. a later~eview:of -the m~erin' whiC'h; :ap~oject_:is.~',;::-,: 

. ',' , , " , , , .f ' 
","" ." 

,. '." ;'·/r_,'"'!.'"'":,"::':':<, ':',:"~ ~,:, '~"'," 1."': .,1,-" :~'-I::~~.'.\I > 
5 ,'Not:"all 'conservation programs 'sueeeed"'~":Suburban,Water.::Syste11lS!: 

c:leveloped 4"·.clrought-resistant; qarc:len"on 'company. ,property.:but '.:;:'.';~' .;'r;. >::: 
c:liscontinuec:l'· it .... because "it attracted ,vagrants and a. .rodent:':::;, .. ~::r,:::,";; 
population. It ',. :. ~~.: 

- 7 --" • 
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. ... .. 
!,.il ... .!.'. 

implemented.· 'A-, utility then ean"proceed:w.ith" ass,uranc~ that..:;i-t.-:·<:."'::,:, 
will be~ able; torecover:-reasonable,; costs.:,of ·a.,,,prQoject~-: · .. However.:, .... ~: ,,::~:; 

SJWC and. '·all 'other parties. join 'inurC]inq . .ithat 8ome"1.matters .in: the:: ,~. 
water programs ,(most significantly, conserva.tion:'.incentives .. >: .:'. 
proposed. bythe'utiliti~s) be deferred' for, a later. rouncho:(·:.: ... ,' .... : .. :: 
hearings in.:·'this·'proceec1i.nq,..' "- ,,':', 'V_,'i_'~.':;"::':' :_,).: ..•.. 

4.2 Discussion.·.' "·'.~_;.rt>·"'" :"1/ .':"'~"J'/;~' ,.~>(:;,I(::;<.,~ .~~.:,~,~." 

In this decision, we approve as complete those-' .. water::'.<.:. _:~; 

management proqrams so cert1fied,by,_·Branch ... ,~-·· (~,_Appendj;x (~"',,",-:_:We:_ .. :. 

agree with' Branch, however,· that·our~ action ehould·not: ,include 
approval for 'expenditures for projects:, contained in :a' water'<;; -;' ,_ 
proqrmn., ~ch: such project mus1:. be, weighed: on its" merits: .. as.,:of, the-;,,' 
time'·it is implemented. We are ·influenced, in, th-is-:j:udqment,:by: the". 
parties:' unanimOUs. request ·fo:;~ further hearings- on partic.u·lar ',.",,;' ... : 
aspects: of the water manaqementprograms, :lnc-luding: i.incent-ives.~.- ,If" . 
parts of the water programs. are subject .to further:revieW;:I:. i~would,~ 

be premature to approve as. final' other parts of· the .programs.·.· ...... . 
OUX'" order contemplates, : that a .ut:lli ty . will . seek: : , .. >::' " .. 

Commission approval before it embarks on a project that will 
require policy chanqes (i.e., introduction of inverted block 
rates). For most conservation pro·jects, however, we contemplate 
that a utility will proceed without Commission approval, that it 
will· book costs, of such projects to, its, .. drought memorandum ,~acc.ount .. 

, . I . ,',' c· • • r .' I '. ~ ,I.. • ' , , ~, 1 • '. ", ' 

or voluntary,conservation memorandumaceount,.:(unless·.alroady,::.;) " ", ' 
included in . .':rates), and.that -'it·, will', ~justify;the, pro'jeC:t and'costs " 
as reasonable when it s~ks:reco';e~o'f' tll~se·expenses'-and:.'lost :: . 

',~ . .' , . 
revenue;. \ :'1 ~:- .,1', ...... : r ..... · '\.,,:< ,_ ',>-, , ."" , ':r ..... ~....: f .... ...,1 ,_ • 

• • ',.' ,.~,' .,", .. .1 '.'- •. J',' .... ,; -',' .~'.: ... ~("\..:~,<. ~ ~)~!,~; ... "'··~;r)·:r! ': ~'::"" '...,<,'::/"~ 
Toward that end, Branch at hearing supp1ied,'~ut..ilities ':y\>-,~:-; 

with a gene,rie., "Best Management Practices Li,st '~.. (Exhibit: lS~,.),,of ,_ 
" ,.' •• 'I .... ,\ '," •• ,~ ~, _, , ,n' ,POe'" ... ' t '., ~\. t...o ~'" " ~, ~ , 
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, 'J '-.. ....... :~ ~, - \.... '-.,~, ., .lo. • 

conservation; pro-jects..· that:, ',i t':<ieems.' qenerally 'reasonab-le. ~(:.,>.;c·;.", .~,:' ", 
Utili ti3S,. therefore-;. . may proceed. .. with:, conservationmeasure$., on: ;:, ' ... 
this.' list with.: som,e ass.urance that ,th~'measure3·themse-lves .wi'll .. be,:' 
approved. "In. addition,. while the Drought Phase: 0'£ this ',. 
investigation-remains.. open,.·a utility may' by motion' request~ advance-., 
approval of innovative conservation projects .. ? ·:Recovery-: of: .:~ ...... : 0;' 

actual expenditures will, of course, still have to standthe:::test 
of reasonableness. . '"'. '" . ", . , ,-
4.3 Consolidation' of Water 'l'roqrps : . " ,,' 

Consis.tent. with the. discussion above,., and pursuant-,to,;;" 
Rule 55 of· the-' Rules ·of Praetice"'and,'Procedure-,; . we', consolidate:. '.in.to- .. 
this. proceeding"' all 6-0 applications.. by utilities for,approval.of·.;,' 
their water management proqrmns~. Those.: applications'in~/,which :.water .. 
programs. have ,been certified· as: complete are approved,;:but~,.the", .' 
o.pplications remain, open pending,consideration. of,· furthe:e mAtters,· 
requested.: by the parties;. Thoseapplication3 in which., water 
programs. have ,not been cert:Lfied as complete remain- open for, 
further consideration and,.ifneces8AXY,.., evidentiaryheoxings • 

.... - . 

, ~' ,"0 ..', .' .. ' , . . .. . ' -,,;',.' ~;.,/ to,,'""1 "\ j ,'" , 'J ~,' ; j ':: 

• ".~' • r ,of .4 

".' J. _".' 

• • .-£ ..... , ...... ' ,''''''' " , ',' , .' ~-, " " .,. • " .... ,'~ L • -,,'" ,.' ," ., ' 

6 The Best . Management Pract!cesl.ist' is c1~rived'from a'May "'2'8,' . 
1991, ciraft, memorandum by, the- '. cali.fornia' Deputment: of.<Water::, ~ .... ,/ 
Resources. . It, sets forth conservat~onpractices that. _".ar~.. '. . 
established and genera'11y accepted ••• among"water' supplierS'''' and," 
that "'are technically reasonable "and economically sound •. ~. "Among" 
such practices are low-flow showerhead kits, water audit programs, . 
public information programs, WAste water prohibitions, and leak' .,' " 
detection and repair r "'," 

7 By ruling dated March 12, 1991, the 'administrative lawjudge:~'>N 
established a Branch-sponsored method by which utilities may file a 
motion in this proceeding seeking an interim 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. (~ 
0.91-09-005, dated September S, 1991.) 

- 9, -~ .. • 
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No party has addressed the final ;disposition',of,,'the water 
management programs. That'is, what 'procedure- should"'befo110wed ,in',,: 
monitoring efforts by utilities, to carry out ,their,loog-ranqe·,·water -, 
plans? Should. the Commission require.a periodic',:update and. ':' 
progres3- report on implementation of, the water ' management".', 
programs?8 Should an update or progress report be' required 'as' 
part of a general rate case? Should the requirement come.atthe· 
time a utility seeks. recovery o,f its memorandum account? "If:,the 
drought ends, should the progress reports continue? ,We' ask: ,parties ':' 
to addrees this. issue in the next, scheduled· hearing in these 
proceedings. It is our intention that, at the closo 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. " ' " "" ': 
5. Disposition of Penalty Monies., "'i' -:';~ - -

The Commiesion has -authorized certain water utilities,to 
collect fines, or penalty money from customers, for 'u8,ing more" than 

their allotment of water during'mandatory rationinq. Utilities n'" 

• were required to' place fines. ina' suspense- account, until" ,further­
Commission order. In D.90-08-0Ss.., we authorized ,those- ,utilities to· 

use penalty funcls collected through the date! of tho.torder: 

• 

(Auqust 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 customers by', ,~-,' ' 
incorporating them into the utility'S expense ba1ancing .. o.ccount. 

~.. . .',' '" 
,.' '".' \. ",,_.' > _,".J 

8 Every Cal.ifornia water, suppl:ier, providinq" watex:for: mun1c:ipa1::;-,,! 
purposes to more than 3,000 custome~8or 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" e 

least once every five years. (~, Urban Water Management Planning 
Act, Water Code SS 10610-10656. The act was known as ASsembly Bill 
(AS) 797 while pendinq before the Legislature.) 

- 10-- " , 
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-- . -N9 party has contested this',disposi tion'; of: rationing 
penal ties. In, this order, we', adopt· the. same' procedur~~.·for ,,: ~, . 
rationing penalties. collected since- August 9~' 199,0. -_ Edch- ,time a. 

utility files for 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 th&ut11ity'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 Commisaion.. 
6. Risk' Reduction, , ::'.:'i 

The single most contentious issue in this proceeciinq:. i8C':~<;: 
the amount by which a utility'S drought ,memorandum account>,: should , . 
be reduced to reflect a reduction. in.- normal business,:risk;:' The 
Financial and Economic Analysis:' Branch of : the ' Oi v:i.:sion,. of Ratepayer 
Advocates.- (DRA) presents an analys.is: supporting. a,. reduetion..: in 
return on equity (ROE) of 50 basis points-(one-half- of' a"percentage 
point) to reflect reduced risk. DRk's. application of'its:formu1a' 
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;; $1:59,000 for the, Metro~, ;-. 
District of' SoCalWater, and: $13-3,,0'00· for. ,the Monterey -District. of 
Cal-Am (Exhibit1S3-). .,', .... . 

. Oti1ities. argue that no reduction in risk is' warranted, 
because normalized sales (as calculated in a general rate ease) 
exclude effects of drought and this exclusion el~inates the 
likelihood that a water company will reeover through a memorandum 
account any sales'losses that are not attributable ·to·, drought._ 
Alternatively, SoCa1Water, supported" by otherut!lity -part:i.es, " .. 

, :~... ' ,'" " 

presents anana1ys-is- seeking' to· show that ORA overstated 'noma1' 

• 
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sales risk,: and: that. adj.U8,tmen.t ' o·f· ",the ~methodolo9Y 'produce:s' a more· 
appropriate,: 1 0' ,.bas~s point reduction \ in,~:ROE.,:, «: ::, ':.>i, ,;':~. ~,:) c,;',' :.~, '> .. , ': ,,'j 

6.).' Position'of'DRA ,," ","J:" ., ,.,,, ,:":"",: ":-", '::::'" ',':, 

ORA . .begins. wi.th ':the 'assumption,,>' as "expressed':by ,.~the .' 
Commission, ',that a drought 'memorandum,:account',eliminates ,:some,,'" 
degree of normal businessri.sk. That is., if a utility under,,' 
rationing, has ASdles. that :are "below normalized ,salee ' ina '.drought· 

- '-" , . -~ .. , 

,",,' 

,[,,, 

year, and' if the utility is permi:ttedto 'recover"l03se8:up~:to"the ,,'" 
normal sales ,level 'through a memorandum, account, surcharge ,,~t, :least .':' 
some'part of that recovery "represents)lost saJ:es,'"that might·,have " 
occurred in the absence' of drought .. , '1'0, that extent" the utility ~",: 
will have escaped normal business risk ,0£ lost, ,sales. ' ;',:),' , 

'1'0,' measure this., risk" ORA, examined the historical 
variance in .sales for four large. utilitieeover a ,period ,of',up::to , 
eight years.. It applied 'a standard error.'analysis:.:to.:the, ':"',., 
Commission's modified Bean method.9 0f,determining 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 1e set forth in the footnote below. 10 

' •• 1, " 

",I ,,' . 
.. ,'. "I,. 

. ",' ,"/ 
,'" c""\ - ,:., 

9 Historical water sales arecalculated in rate'i:a'ses by use of 
a modified Bean analytical model, determininqresidentlal sales as 
a function of three variables: temperature, rainfall,~ and year,., 
In years whentemperature'is' low and"rainfall is high,"sales are 
likely" to decline.. In' years whe.n'temper'ature' is high and 'rainfall' 
is low, 'consumers generally use more 'water. ,','" "." 

• <, 

10 ORA::'states that regression analI' sis establishes a' band:'within:": 
which 90% of actual sales fall in re at ion to the regrees'ion ,', ,',':­
equation, expressed in. the following formula: 

Y +t x SE' 
where -Y - average sales' level of the ,sampl'E) 

SE -standard. error: of 'the:regression . 
.. .' ." . ~ . . 

(Footnote continues on next page)" 
,'"" .. , ... 

- 12 -

',' , 



1.89-03-005 et al . ALJ/GEW/tcg 'It 

. ' Through; its' model,: ORA\;finds~;average .'annual· 5:4les;!::,:: :~~',:,: • 
variances of 1.8% for SoCalWater, ,,2,.9't;;for CWS,:" '3..::9'%. ,for ,:,Ca;);-Am,:.:·,::"·"'; <:-
and 5.2% for SJWC. That is, historical water sale8/'.Vary::,,:a:t.~1'1ls:._.or __ (~ 

minus l.S:~ : above or below normal~s:ales;for 'SoCalWater,.,:And("Ja larg-er 

variance of plu's or minus 5 .. :2~' can' :be ::antic1pated'for :SJWC .. ;" "DRA ,,"::_~: 
translates the downside risk of this variance 'into' 'a reduction in-; :,~ 

the retuxn' on' equity caleulation:.in .,autil,tty "'s .. :last:'rate ~,c'ase .. ~ ~ .. :,; 
That results in an ROE reduetion'of ,47:'bas1s points~,for=SoCalWater,."" 
7 0 basis points for CWS, 153 basis points. for 'Cal-Am," and :.:l;,9.3bas,.i;;s ,,' . 
points "for :SJWC.ORA then exercises its ,judgment in 'recommending, 
that the low end of thi8 spread' '(SO ':basis"points)~' be applied to ,the ;, 
ROE of each utility seeking recovery of a memorandu.m:,account .. ,:", 

ORA'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 not. 
intended to produce precise mathematicalresul ts, but '"instead .: . 

,;" " .. , 

(Footnote continued from previous page) 
t • a constant, the value for which varies with the 

number of explanatory variablee of the reqreseionand , 
the nlJllll?er of ob;;ervations, used, to lIIod~~ t~:, .. _~">; ~ 
regressJ.on .",' ' , .. ". ,,:'" 

" , .. ' .. ~ .. " . . '~.~ ........... ~.,-'~~' 

The factor (t x SE) represen.ts the -. variance of'.l".etual
r

, s~les:~ ',: 
The forecasted sales variance is ... derived br. applyinq' the'formula F 
.:!: t x SE, where F equals the forecasted sa es 'for the next" year,. . 
Hence, the ratio of aetual-historial sales variation (t'x SS) to' 
forecasted sales (F) is used to represent the forecasted percentage 
sales variability. - -"') "":" :),' , 

II Under DRA's proposal, rates establisheci" in a utility';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 
SO basis points. The resulting revenue red.uction would"be deducted 
from the utility'S memorandum account. 

13 -
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. ,"e n .•. ~, ..... _ _ .~., ,., .~, ,:" :~:~;: "'.l:<:' ":,',' ~.~ ..... ;,:,.:.; .. ~ ;_~,;::-:~:> ~ ;,,·;,L)b ': .. \::.':'::;'::.:;.':~:::!.'~'.:;; 

develops a' "rarigewithin which reasonable judgments, may be drawn. ' 
.. """ ,,' '" I.... . ..... ," , .... , v~:'. oJ ~:-'~' ... ," , •••• ':' ••• '.,_. t .. )~~··!:·i·::':.I".'. ~ < .. ~ ..... :~r.t·,"':~~ ; . .':.~_c •. _~(',:~:"" tAr 

Whenaskedwhether'DRA's'methodology,was the most accurate that it, 
.' • , .... (~. -. ,. " •• ,~,.",,+,'~' ;', '»" ,.~(~ ., ~.~ ~:':":I."~;_I~:, .'.).::, .... ': .• ,(''\ ... ,.~ 

considered-, Khan explained: " 
. ,'-. " ' , I ::-'" ~~< .. :·V:,:·.:~ . ': :' .. : :'~ t.··· ,.,'1" .:_~···".",1 ,~,.'> ", '~."''''!~ 

"'Accurate' has its own connotations. Oepending, 
• on the sample you use, depend'ing on;·the·'data'" ,,':,: 

you use, depending on ,tl?-e ,time, frame .,that you.- :';:>. 
use, the results of any methodology can change, 
and ' ,it is. a question of selecting' a",· " ., 

, representative sample, and, coming, ~p with"a '. ,"; 
range'of results. As I have ment~oned earl~er, 
the ,results are not an 'accurate' number;~'·' ... ", 
That's why we have not ~el,ied on mathematical 
resul ts. So it's riot saying that" of all the' 
alternatives that were considered:, this is the 
most accurate method, but it is the most 
representative method that we found to be 
useful." (Tr.,:p.16,07.)."" ", .. : " 

.' ., ......... , -,- ',' ... , 

In ~~amination' of another ORA wit~ess,it becmne:'.~i:e~r· 
that the· analysis: includes' at least some deg.ree'of-'drought(~rrsk 

., .. , .. ;, 

,,"', " 

within its 'assumption of normal- business risk." ThE; :witne'S:s'''' ,',' " 
described this as' "normal" 'dl:-ought " risk, ~s oppo';ed 'to th~ ,.: :.,., ,,:." 
"serious ... c±rought risk in which mandatory ra't.ioni.Xig· appirEis' • ('rr., ," ,-, 

p. l464.) DRA also acknowledqed 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 four 
utilities. The reductions ~tn:'mem6randUm accounts range from 5% to 
25%.12 

6.2 Position of Utilities,""" _ 
Utilities presented evidence ~O:" show thc:'-'t:;,~~.t.J?o?pnalized 

....... •• ~"""'"-r ~ ....... ,. .. ....... ".~ ., •• -\ , ..... ,.~ .. - , • ;'. 

sales level is developed u'sing 4;,30-year average",o£.':rainfall and 

, I 

l2 The percentage reduction of memorAndum aeeourit5~··.is'·'somewhat 
misleading. The DRA method produces a fixed dollar reduction based 
on a utility'S last rate case. This amount is deducted from the 
memorandum account. The larger the memorandum account, the smaller 
will be the percentage reduction. 

- l4 
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::::::~;:li:i:ai. a;:~::", ~:::~:'~~~~~::t~~}:~~n~'~:'i~;~~ ~~~~:~~ :.:: ',~~ • 
prod~cesrates <tha~ by' des'ign Wili"Y~eid.'l~,ss ~h~~"n~~ai '~~i_~~ " , ',,':' 

• • . .. ) .... .r .... , " ..... ' , • '. 

during cool/wet years and more tha~ nOrmal sales during _~arm/dry 
• • • • , I' ,'" " :.., .'n I.,; ~ ... ; ,'. '; 

years, and that' these results: average out,ov,er time-'.:. ·BY-' lilniting 
memorandum account recovexy to the normalfzed, sales .level~,"{instead 
of the higher~than~norrrial sales,,,'th~t coulCl bei:expected: dUri'~g a 
warm/dry year), Ferraro said., the Commission: already, has,derued 

.' • , . , • ".~' I • , ... 

recovery of non-drouqht sales. '. Because, above-no:r:mal sales ,are 
excluded in a drought year~ the memorandUm account has" ~::-'b\d.lt-in 
reduction in ROE which in CWS<s case-:. equates to 70,basis·points; 
(Exhibi t l52.) " ," " -, ,.. , ~:: 

, • ',j~ •• , " • '. r··:-: , ' ,0'. I '. '! ,&:.: ' ' ,.~ 

SJWC testified similarly. ,In: its: brief, it illustrated. 
its testim~ny,with 'tone s.i.mple, qraph., reproduced~ be.low,.', Graph A 

, • : ..; '., '. _, " '., •. ,J .<.+, .,.,.,," j,.. . "", 

shows 10 hypothetic,al,periods with sal~s variances, equal" to.,,+lor ', .. 
• •• ' v " ..' ,,' • ' •••• ' ., • , • ",".......... • - , .. ' ... ' •• ' .... 1 .,...,.,., 

-1 spread equally in five periods, each., This is a,. normal Bean, " 
, • , ' , • • .,._ ~, ". ". " ,..' , '.,'.' '; '. I, .... ',,,1 .'" '" •• , ' ,-, 

expectation and results in an averaqezero.variance,from the line .. ,~ 

The result Ch~9'~S' however,' 'if" it'i's' .ass~ed thatthe:,'s'h~d.~d': ~~~s:, 
, j • , , , • j ......... '. • '<'" ... ,. ~, " •••• - •• 

. ,',",' 

•• ' (, 1- r"O j .. ~ ...... " ... ; ..... ----' 

,~" , ; NORMAL .. BEAN ., 

YEARS 

.- .,,." ,"'.~ 
:" 

.. ,.'-
,:, .... " •••• r' ,I,. ,. 

- lS -

.1, .•• ,:" 

• .~,J I,. ",,' 
~,:, ... 

. , ~.. " 

" ~ I ;,-,. 

~"')\~r' ,'., : ~~ ':~;~ 
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·c~.· ,:. ":"" .': ~;(): .. :~".'.'~J:, •. (\.:~ ~':' ... ' . .'.~'.,:'" ,--:'·"7':.,I::~.',:'. "',r -":\''',1'''' 

in periods 3 anci 7 represent years of. cirought anci rationing ~" 'For 
" , ' . I ,. . , .' , . :'"'. ' . I ,..' • I" ~ .', i· .. • I ;"" ',' I '" ': 1 !' "',,, At 

those, years, the memorancium account provides re'covery to' the' 'normal 
sales 'lev~l, :but sales above the "line 4r~'-l6st~' The 'eqci~~ion' now> 
produces three +1 years and five 71 yea~s~'SJWCwitness Frec{'R. 
Meyer,testified that,the ttlost" opportunity to 'ear~ above~aver~ge 
revenue ciuring warm/ dry years because ~f" conservation' 'reduces -ROE 
as compared to what the Bean model predicts for the' same' per'iod, 
excluciing dr~ught. On cross exMdnation,Meyer acknowlecig.ed. that 
SJWC had rec,ord sales in 1987, desp~te -a conservati.on program -in 
place at the time, anci a:bove~nor:mal -sales in 1989. Safe's " dropped' 
when manciatory rationing began in April 19'99. 
6.3 Altemative rroJ?OspJ,s of Me soeelWoter 

CWS opposes any ROE acijustment. In seeking interim 
relief, however, CWS proposed the only other risk reciuction formula 
presenteci on this record. Significantly, CWS like DRA conclucies 
that if risk reciuction is to take place, it is best reflecteci 
through a reduction in return on equity. The CWS formula, 
ciiscusseci in the footnote below,13 results in approximately the 

~ same 50 basis point ROE reduction that is recommended by ORA. 
ORA criticizes the CWS formula. DRA states that the CWS 

acijustment for the number of drought months ,in the last 1S years is 
ciuplicative, since its original ROE acijustment is calc'~lated :by 
reducing normalized sales by 25% due to rationing and con5Grvation. 
Since this reciuction account$ for the effect of drought, CWS's 

13 CWS first cietermined the revenue impact due t,o lower/sales 
:baseci on rationing (which it estimateci at·,25,'), then,.calculated the 
change in return on rate base. From the chanq&' .. in, rate 'base, CWS 
then cietermined the change in return on equity by application of 
the rate return on CWS's capital structure. (Exhibit 103.) For 
the limiteci purpose of interim recovery, CWS calculateci a 123-basis 
point (1.23%) red.uction in return on equity. For a permanent 
reduction, CWS factored in all 21 of its districts'and acicied a 
sales fluctuation analysis for a risk assessment of 51 basis 
points. (Exhibit 128.) 
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further adjustment to ROE to account for districts under rationing 
• • ,.: II. ,.'- \' ,,_ ~ "~.'.;_. ,\' .~ •• ·I"'~(" ,'" ',', I ""~'\' ~··,"I-·"" ~~ 

skews results, of the formula. ,Cl>1S ~as not rebutted ORA" s test.:iJnony , . 
• • • ' I ~ .': '.. ' I " ~ .' _ " \ r '" " ' . " f,' ).,', , , 'r ." • • ". 1 ,.r' . . ". '- -. 

and it, effectively h.as with:drawn its model because 'the subject 'of' .,' , 
, ,\, . _., ',I","" 

interim reeovery has, become "moot. 
, : soCalWaterjoins other 'utility parties in' arqtliXl9 'that: no ' 

• " " ,1'1"', ""r'" ... "1 "" 

red.uction in memorancium accounts is j'ustifieci. Alt~rn:atively, its 
witness Joei A. Dickson testified that ORA's~ethodOio9Y:'~v~r~t'ates:' 

". '. ~. 

the degree of protection that a memorandum account provides'for 
lost sales unrelated to drought. Oickso~ introduced th~'~hart 
reproduced below. According to Oicks~n, the ORA method'~~:£i~cts 
the maximum risk of lost sales below the normalized sales line'.' In 
fact, he testified., lost sales, ~ill f~ll rand.omly 'bel'ow 'the';" 

.' • .'" 1\ ,.'.:'" 

standard line, and should be averaged ~. " (Graph B.) Ad'j usting the 
ORA .method,· to- average lost, sales p:roduCes a significantiy' 'lower ROE ' 

. _, ','.. . ,',: ',' ," " .:~,;,,,,,,.,f .. ~\.,,:~,'~'. ':' _~-.. 

GRAPH E" , ' 
'j ,', ,'.J, 

,~ 'J' ,.' .;;. :_" 

",." . 
' .... 
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reduction.'l'he·reduetfonwouId~b& 7 . basis ,p<>int~v'for,~SoCal'"Wa.ter ....... . 
(instead of the 47 points c::alculated-'byORA:): ;.'·29'::basis: r,points <lfor ..... ).:. 
CWS, instead' of 70; 3S'ba8is points 'for Cal-Am, -·in8tead·.:of· .:t53,,·and·":~ 
43 basis points for SJWC, "instead of 19-3.:' Like ,ORA,::;SoCal'Water'; .,. 

elects the lower end of' this spread:;to,recommend a; ·10' basis:point 
reduction, if a reduc::tion is deemed'warranted.. ',':~ .... , 

ORA presented an authority on statistical analysis as a 
rebuttal·witness,'and he testified that' SoCalWater's."averag& 
variance" analysis does not confornr: to" prine 1ples' of.:;stochastie, (.or:.,·,' 
randomly determined: sequences) modelinq. ::On eross-examination, 
however, he acknowledged that he was not familiar~with;::,ORA's 
analysis· nor' with the standard· error analysis thatOic::kson : ',' .... 
purported:· to follow. The authors. of the'ORA methodology did not: 
respond to theSOCalWater proposal. ".' "' .)' . I-:~I:~ .... '" .. :' 
6.4 Di8cussion' . ~~" .... " 

Before- analyzing, risk reduction,:.: it is 'importantto,~; .. -:-­
identify th&"o risk with which we ,are dealing. ' Th&" record,! shows~. a" ,. ~, 

good deal of· confusion on this· point/·due· in.' part; perhaps-,t.to, our.: ... ,', 
own necessarily limited diseussion in D.90-0·8:-0Ss.:~, ,":.,:""":;':1 ··'.i.~ . ..', 

.' The reduction' in memorandum, account" revenue· to,re£·lec::t'· 
reduction in risk is !I.2i' a' "drought. penalty," ·as alloged by some 
utilities, nor is it a quid pro guo, as implied by Branch, for the 
privilege of recouping lost revenues. 

In numerous decisions, dating bac::k to the drought of 
197&-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 nOl:malized sales level. In effect, the surcharge.,takes 
the place of the higher price a', non-regulated company 'would,:seek to. 
charge for A C::O~odity' that has" ~~o~e·,·~.c£~C:,e.:~·:, .~: .... :--- . ""'. <~ ... >.,~~, ..... :~,~ ... ~ :~~: 

Thus, in responding to. the 1'97,& drought, the' Commission~;. ': 
in 0.8.69509 .(February 8, 1977) directeci~ iarge water';compan£~'s''t'o" ~ " .' 

• • . I • ., '.' • ~ '.. 'u ,." c,. •• ...... .. , \."..'.4' '~I .......... 
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take conserv:ation measure~, ,and,: .. it au.thorized :the;lcompan:i:es, to~fi1e,!,::" • 
for rate. :increases. "'designed.: .to,. recover·~any reasonable .. expenses ,:,or" .:. ' 
revenue'losses" caused by the conservation,efforts.:(O.8695·9,.:,·;''':') 
Ordering Paragraph .1L) Similarly" in.a ,series of· proceedings: in., 
1988 and. 1989 ,,14 the Commie.sion. ·authorized· utilities with' . 
mandatory rationing to establish, memorandum accounts' "to. accrue·· 
revenue ,losses due to reduced ealee and.related changee in.'.water 
production costs. It (0 .. 9'0-08-055, p .. 15.,. Each of these.: utilities" ".~ 
was authorized', to imp1ement .. a surcharge .to. recover revenue.,.losses 
incurred through Auquet 8, ,1990. (O .. 90-08-055~,. pp. 55-56·.)(:. 

Responding to the·' current., drought I the:· Commission .. 
instituted this: investigation, to consider, among o:t,her.things" 
.. (t) he- need for and magnitude of rat&- adjustments to:" accommodate 
utilities' increased conservation expenditures And sa1es.,~ ,:~ 

reductions." (OII 89-03-005, p. 3.) The COmmission later .. ' 
authorized all' water utilities to establish, memorandum~ .. accounts .. to 
track conservation expensee- and revenu&,fluctuations,l:elated to 
both mandatory and voluntary conservation •. " (I>.,90-0~7-0,67·r,· p. 1.) 

'l'he order contemplated full. recovery of these amounts up; ,to 
forecasted 8alee level .. (i)n order to" encourage requlated .. water 
utilities to promote conservation." ,{,I>.90-07-0,67", p.. 1:-).. .. 

.. ',' 

,I" 
;" '-'c r l ~ 

j ~ r ~ ..... , ", , ,.:: "I ':.' 
"", '"f • 

,'.', •. 1 •• " 

..... , ... : ..... " "" ".'., ," 
' .• ' ,! ,,"' - " 

", : ':,'" ..... -.:,:,' 

... ~" \ . : _of. 'j 

~ .' ., 

14' These' proceedings, :a11, of'" which, were· consolidated-;-.:·into, ,':_' ........ ' . 
I.89-03-00~, ,were San Jose Water. Company, O.89-9.4.-0~,1; Californi.a . 
Water Servl.ce Co. Bear Gulch,' San Carlos, 'San Mateo 1 'and,' South- San:;"· ,; 
Francisco Districts, 0'.89-04-046; Great Oaks Water .Company, 
0.89-04-07$; California Water Service Co'. Los Altos Suburban 
District, 0~89-05-0G9', .and CaliforniaAmerieanWaterCo:-. Monterey 
District, 0.89-06-053. 
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. , In _short,· ,our decisions~ have-. con$istently.::called),forrful·l;~<) 
lS . 

recovery up to the' adopted 8ales: .level of ·reasonable:, estimates,,,~;!.:~ 
of lost revenue· and expenses cau-sed,by utili:ties,';~e.f.for:ts,;:to~ :ra:tion~:' 
and conserve- water. Ratepayers ,have-be.en·placed. on· nO,tice;~that,;the: . 
cost of water is -likely to increAse" generally,through"A,,<iroug'ht ", 

surcharge, and this in turn encourages ratepAyers to conse~~. 
In. .]),.90-08-055, we stated ,that while ~ater companies 

could expect· to,recover .their reasonAble-.. estimate. of.lost~ reyenue 
and expenses ,due to conservation· And, rationing,· •. "they: cou-ld:.not;; ;:: 

. ' .. 
',' 

, ", 

expeet to recover' more. Specifically ,to':the.extent:.absent drought· 
a company" s water sales would fall, a company should·, not:, .-expect to­

recover these lost.revenuee. throuC;h.the-, memora.ndum a.ccount. 
(0.90-08-05$., pp.27-28, .Finding .o,f· FAct 281>.) :Los.t ,·rev,enue;. abe:ent·~ 
drouqhj; .. is ,a..;no:cmAl· business· risk and ,is: .. reflected;,·'1n,shar,ehe:lder$:,":' 
return on equity." ,,:,' ",,,,,' ·',".C', ',,) 

.:·Because.\ti'e, recognize that,':lost- revenue·,does;.no:e c.ome:. '.' 
neatly labeled., .. and. that utilities, in900d.£aith ar.e like~y .. tO; 
capture both conservation and non-conservation, shortfal:ls. ,.in their" ' 
memorandum 'accounts, we . urged all parties,to- suggest /a.<formula by 
which memorandum accounts could be fairly adjusted. '. (D.90~:0S-05~,· 

Ordering-parag-raph 9c.) Utilities, ,for ... the most part, declined~ the.:- .' 

invitation and argued that no Adjustment is necessary.' ,,'~' .. 
We have"rejected,.this argumentJ)efore .. ~~:we ,;eject, ,it. 

again. It is, ·intuitivelyobviouf3." and .'we- so found ,in D·. 90,,,:0,8:-0SSt:; I 

that A'watercompany with amemorandum.,account.that al19ws:, it! tOo,:,:--: 
recover lost revenue thAtit:attributes 'to.rationing-and"" .. " 

'.,'1. •• , 
. .i .' ;,'. ~ \. " .'" " '0'\"", ,. ~. 

....... 1 t.1 

, .~ (. 

15 In 0.87398, dated June 1, 1977, we authorized CWS· to"r"" , ',,"," - ,~ 
recover projeeted lost revenue up ,to 95t of normalized sales;' 'but'" , 
our f1nalorder (O·~8786·1, 'dated' cSeptember"l:3',"'19"') '~permftted 100% 
recovery.. ,,.",',:: , ' .. :' . '" ' .... , ,,' .,.:, .. , ::;. . ), .... '" .... ".:.". 

16 'Utilit!esraised much":,thesameargument'in: 'their~Pet1t!ons- for: 
modification that were denied in 0.91-04-018. 
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'~, 1""",' .:: .:.,~ ..~ • " " ",1 ...... .,'"\ " , .. ,.1-' 

conservation, clearly has, lees;. risk of~''lost" revenue ,.due:·to(;normal 
causes: than" a' companythat,":does. not,:hdve ,sucna· memorandum '~~count • .:· 
In' cross-examination', util'ities. acknowledged that ·sales::lo,Bses.: CM . 
and do. occur during warm/dry years.' ,for' any numberof'reasons., 
includ'inq,:increased: consumer' awareness' of, the' ,need..:'to·.reduce' water " 
consumption. ' ," " :. i" " .' ,:. ' ••• 

We' conclude-, therefore, . that drouqhtmemorandum: ':accounts, 
do include revenue losses that ·are· not necessarily.: drought-re-lated . .,:­
We furthereonclude that it is. appropriate to ; apply to-memorandum; , 
accounts. an'ROE-based: reduction'intended to, limit 'recovery to 
legitimate conservat'ion and' rationing" ·losses and expenses.' 

ORA',smethodology· for .accompJ.:!shinq' that .obj:ect.i.ve is . the , . 
only calculation before us.· -CWS effectively has .withctrawn:its.' - , 
proposed.- formula on the ~sis that it, was. intended' to'~pply ~to.' 
early recovery of memorandum accoun'ts. We note, however ,"that .the' ' 
CWS me'thocr in, some respects. validates the direction' taken"by ORA, 
particularly"in looking to return on ,equity in the.;~last rate case 
for the: adjustment in a memorandum·-account. '.:':" 

As'ORA acknowledges, 'its methodologyis'notprec1se. It • 
is to-' an extent a best judgment· approach to determining::a:::risk 
factor based on normal sales. .variability. In the words.of,'DRA.'$ 
witness Khan, "it is the most representative method ,that we· found' , 
to be useful' ... ('1'r., p. l607.) Khan acknowledged'that:the pure 
mathematical result of the method could' . reduce ,a 'company"s 'ROE. to, a, ' 
point·lower'than long-term debt cost,' which: would;':))e' ·unreasonable. 
The method would reduceSJWC's'return-on;equity by,:l:9'3':'basis -, .... '.; 
points, which DRA's witness acknowledged would not be fair. The 
recommendation of 50 basis points, therefore, was primarily a 
judgment call, guided by the direction charted in ORA's 
methociology~ . ,.","j " :,(~,.:" ,~' .:;.:. { 

BeC4useth~' m~thodi$ not:'precise,: utiiities ,att~6k,., it' AS ~, 
., . ~ . '. . ... ,. . -- _." "', . , .. ' 

flawed. Utilities have failed, however, to meet the burden"of'i':: ':;-:,.~, 

showing~that.DRA~s method,. in its entirety" is ~n,unreaso.~~~e one. 
, ".' , . I: . ., "-'C \" 

',,', 
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.... .'.1 

"V :'.~.)_ .... -.., :',',,1:'" .~, ",' ". " '..J ... ~ .~'~/~:J .... ,i.,:' .'T',.,~' ,~'::":"" ~ ··"<:}'::J·~:·~' .. :LJ r;:',:~./,~',.,-\;:,~:.~~"'·;~··I!:~, 

Under the ",gui,delines es~ablis,hed ,by "the U:ni ted"IStat~s Supr,eme"Co,urt '. , 
in HOP§.' Natural Gas~' :n "it, ,~s '~ot' 'th~. ~~o~ponents,'"o('a "r.~9U.i,~t'~rY". "::' 

'.~. .. • ",' " ••. , --............ • .. ... "f ,j . .,.' " .•• 

theory but the impact of its result, vi,ewed in itsen;ti?=,e.tY, .. ,tha.t "" 
must .be, j"ust and, reasonable _, "-, .,',., .. ' , " ", '" " ,',' ,J ~', ""'" 

. . <,,' >," ", I. !.. ','~.,.,:,1 .. \". , .. ,,!, "'J'~ .. :' "':()'.: 

ORA~s .. risk model is.a first. , .. NeitherORA~nor. the ,. 
• < ,"" c • ,,,' • \ '., •• "J -.: " .," _."< '.' :. ... ' • i .: '/ • " < " • ,:.; .,:' ,r;,J ,'\.,.!,! "" "',' 

Commission "has adopted any~ther . formula "to measure .~reduct;i,on .of . " 
"l\o~ai'" risk'.'said 't~ be part Ofdrough.t .. risk·~: .. we ac'c'ej)~:'';~,'~': ':.~' 

~" , !' ••• -~' ....... _.c,.,I,I_. ~J~".,,""'~P")~.""'.'.' , ;' 

given that judgment elements within such ,a model,a;e .. ~~ject to, ,.' :' 
chalienge. ,ORA~S pro~sed method seeks to .balance the ,fi~x::d~n of' -' ", 

• ' " • , ,." ~ ._ ,.' ~ ".' '. ,. i " .' :,,' • R'/ .,',: ' '. I ~ 

ratepayers who will pay for sales., that ,a".utility does not make-
c ' .' '., ' ... ~'" ' ,~,: r_ c :~, .". ,. 

(including some normal business risk sales) and the interest of 
stoekholders,who wi.ll ~nefit from 0. form of revenue ~~antee. 

, \ '.. . .' " 

With. that said, however, we .. find that the utilities have 
demonstrated that "normal ri8k~ re~en~e captured in ~ mem~randum 
account is likely to bemi~l_ Ab~ent.·dr~u9ht ,'~, ,. wate~'- company., . 
during a warm/dry year can eXpect sales abOve the forecasted'no~al' 

,. . ~ ,/~.; ,! ~: ""', "- \ " 

level. In ratemaking, these above-average earnings" are., balanced 
over time by reduced sales, during cooi/~et years .Whe~· . rationing 
or conservation during drought_ (by definition, a warm/dry year), a 

, ' . \ ."~ '." '. , " " , ., .. ' '-.f. •. ,' ,,' I 

water company loses the above-normal .. ,sales it could otherwise 
, , ' , ,. )" 

expect. The memorandum account protects ,it only,to'thevle~el of 
normalized sales. Any ~norma.l, risk';' lo~~' in sales,in.' a ,wal:m/~ry" 
year is subsumed for the most part in the above-normal -saies "that 

, , c Ij' !' ,\' , ' , 

conservation,prevents the company from earning-
-_. • .• ', '" I 

ORA has not rebutted. this" showing_ Because of our order 
, 'II , , ,. : '"_ .... ' ._ ,! .. , ,', '.' ,.J i,/ ~,' . ..' "_ ',~. ! ,." ... ' ' .. , ,. . .. "' 

in 0.90-08-055, it has accepted the, conclus,ion that a memorandum 
account reduces.. risk, and it has de~ot~d its~if to th~: fo~id~bl~: 

, .• , .' ','" - :,', • ..' ..... Tv" , ., '" ,.) ,~.., I -,. 1,- , '.':',~ , c, ". ,. 

task of measuring risk. ORA concedes that its methodology reduces 
drought risk. revenue as well as, normal busil'l:ess' risk re~~n~e ':i.~ th~:: ,. 

'/ ,. ,~··;I') ;;,~I( .. '~~" ."'...,, 

.' .', 

" ': 

17 rederal Power Commission v. Hope Natural ~s Company :c(:l:9,43J-C':~'::: 
320 U,.S_~ .?91:., .. ... ,., ~":i":.:''''(:'.'~'J', ,:);:, ,,' .:. ',;";,,', "," 

" . ,-' ~ 

- 22 -



I.89-03-00S et al. COM/JBO/mmm 

memorandum account, and to that extent its risk reduction findings 
areov~rstate~L; Moreove'r, ~~ w1tnes's "1<han'~expfa'ined: ,~th~ ~"fomu'li ~.:y, .; • 

',' , . , _. - ," • " "" , " \ ,-.' .... ". ", ' • • ". " ...... , " """ r ' ....... r' \ ~- • \, '., ~ ';." ...... 

at best can provide only direction:; not answers. 'For"an:swers',~" .'.' .," 
subj~ctive "juClqment is required;' . ,), ' ' ',' I' ');;:'; ;.',.:' '(":1.'" 

For these reasons, we find that' SoC~lWater'~r:adj\is'tment • 
to the ORA'methodolOgy comes closer toproduc1ng the"degree of risk 

. ,I • , " ' r • • ,',' , • • ,,' ", ~. • ",' , " , - " '", '. , ,', .:..,.., "',""" , ...... 

reduction 'that 'can be supported 'by this 'record." Its "reason:i:ng~ if"""-' 
not itsstochastie computatio~, leads·:to the more~:reasonabie -, -,' 
calculatio~ of from 7 to 43 basis points inreduet10n in"return on' 
equity, instead of the 47 to 193 basis 'points found by ORA.' At the 
same time, however, since SoCalWater's reasoning' stres'ses,'" the , 

, e. • - .." " d. ," I 'I" I.' ~. • • '.',0" 

midpoint of the sales variance range, we believe" it 'is consistent" 
in applying that reasoning'to look to the midpoint (rAther~:thanthe" 
low point)' of the basis 'point spread. 'Both ORA and: 'SoC~lwater 
agree that this final step"in their caiculations'is onEr'o·f':' .. 
judqrnent,' based upon all oi·the data av.;:ilab"le to<~the' 
decision-maker. 

. ",' i ~ , 

1-"·" ," 

Accordingly, we fincfthat each tiIne' a wat~r::'company seeks-:' 
reco';ery of its memorandum account~~ the recoveryshould.·be~·red.uced."" 
by an amount equivalent to ~: 20~basis' p~int"reduction 'in;' return' on " • 
equity in the utility's last approved rate case'. ,", .r·· .. " 

in reaching' this conclus'ion,; ~e'~ note aga'in' that our 
objective is to account in a f'air and reaso'nabl'e' ~anner; for"~a: 
utility', s reduced risk of no'rmal" business loss . represe'nted~:' by the' 

. . ,.... . ."., ... , ",( .. , 
memorandum account. We' intend no reduction 0'£ lost' revenue' 
attrib~table to conservation and' ra~ioning.·, up to" 'the :ievel of 
normalized ~~les. The reeord~:s' a ~hole"'pe'r-suades us tll~t-·~inc~' .. 
the memorandum account is' generaliy in'effect during dr"i/';;arm year's:'" 
(whe~' wate;':use typically inc~ease's)"~ the '11kel'inood'::Of:" 1'05,1:;' sales""> 

, • .., ~ .' , , , ••• ,. ~ ~". j', • I , ;', . " • +. c ~, ' .... .#... . "'.......-

for reasons other than conservation-' arid" rati'oning '"is' minimal' •. ' ".: .. ,., .. _, 
W~ ,also must recognize that the risk issues we cons·ider 

today can not be taken in isolation. We will consider this matter 
in the whole context of utility industry risk in the risk OIl .. , .. 
I.90-11:"O·33":~" . " ,.,"'.' .... : '.,. _ .... ,.',.,'.' 

Finally, it is important that we not lose 8ight~of our 
...... i 

purpose in instituting this investigation. Our aim, consistently, 
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has been ,to' encourage water· ,conservation., :As;.we, .have,;,:stateG ... , '. I:,"':~;', 

earlier, an·unclue'limitation: on. revenues subj:ect .to recovery~~ ... ' 
creates ·a disincen.tive for utilities: to. promoteconse~ati:on.:;' ".' .. ' 
(D.90-08-055-, p .. 21.) 'l'estimony ,at .. hearing" suggeets--and(,C'ommon 
sense dictates--that a companyin'the' busines·s·o,f selling.,water-.-" " 
will, approach 'the restriction. of those sales more ,willingly if "\' 
r.aaona.ble .o.t.guo.rds aro in place'. to 'protoct- the eompany~e-, .;, 
financial health. ..' :'. ~,' ,', '" 
1 • Assessment' of ,User !Fee;, on "" .. '_" ';' :-:'::" 

Penalty As8e6smeDt8 " . , '",,, ,_. 
''''/ ,,po , ,.1 

",' •• ...1 ',',. , .. : .~ .' 
, , 

" ' 

•. Sections. 431 and 432:'. of the Public Utilities {PU,} . .., Code~~:~,.:, ,x 

direct the Commission to establish ,e.-' fee, sometimes.cal·led~;a~.user '>'".: 

fee-, to 'be PAiclby water:companies'b4sed:-on gross intrastate, 
revenues. This. fee funds the ,Commission's,work. (PU;Code,~pter" 
2 .S.) . The fee' is, currently set at 1 .. 5%.ancl· is passed' on to-~,~, ,:. . ~~.::::' 
consumers on their utility bil18", (PO CodeS 404-•. ) 

Branch asks that we impose this..l·.S% fee: on penalty 
amounts collected by water companies that have~ imposecl'~ mandatory 
rationing. For' the reasons discussed below ,.'. we. decline " at~, this.' . 
time to· assess the fee on rationing- . penal ties..,,' .. ~' ;~,,, 

As. Branch notes, a rationing.penalty is not, ~revenue'·,:at,; 
the time it is. imposed or collected",.Tarif£s authorizing:'penalties: 
require that· penalty collections be booked to' a special::, accouD.t£or '. 
disposition as-authorized by-the Commiss'ion~ In.D.,90-08~0,55:,;,we 

authorized· three· water corporations, to use: '.the· .fines "collec'ted~, ;in. ' :" 
suspense accounu- to offset net: .. :cevenue losses', due·to',:ration-ing:::and. 
fines imposed by their water suppliers. Remaining ,penalty. money· -.' 
was transferred to expense balancing-, accounts. ''l'he.: ,offset·; provided 
by penalties reduces the surcharge that ,these·,companies.,charge·~<~.:,:\"., .... ~; 
ratepayers 'to recover losses in. their clrought:'memorandum: accounts·~.,; ': 
(D.90-08-0S.S.r pp.' 55-56 .. ). ; '~'.' ' .. :.: I~':' ..... ~, :"',':,-,1": ,):': 

$j.ncea penalty is 'not, revenue,at-:the .·t-imeit ,is"" :':,~.:\;: ,:;.:. 
collected, and sl.nce the user 'fee must be. assessed· based; ,on -reyoenue:.: 
(PU Code SS 432(4), 435(e», the question is when maya 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:;bas.is·~that,·" 
the most . likely':' disposition of ,the penaltie~vwill~be'-conversion,to··"·<': 
revenue. That is, penalty funds. become."·revenue if: they offset;, . 
memorandum· account recovery or' are. transferred to an,~ expen8e~' • 
balancing account, as was ordered. in 0-.90-08-05·5·." However,.;",penalty."" 
funds do not become revenue' 1'f, they are refunded to' customers .. or if·" 
they are turned over to a regional water purveyor. " ;" ". 

The evidence shows that these .nnon-X'evenue~·,,)use~::of, ,.: 
penalty funds can be significant. SJWC in the month· 'of Ma'X'ch 1991 ' 
returned to· customers $38:,000 more· thAn:, it receivecl . .in ,penAlties 
because conserving eua.tomer8 "earned back"' penal,tiee.,they'earlier ' 
~~d paid.' In ,April 19'9"1, SJWC turned' back. to. conserving",. customers. 
;;;;92,000 more than' it received in penalties •. Other water. 
corporations collect rationing penalties. from'customers but turn 
them over in full to Metropolitan Water District or, other agencies. 
that have imposed' the rAtioning. ' "'.' 

CWS ,objects to,' collecting a, ueer fee'on' penaltiea:on.: 
grounds that it will be perceived by 'customers as imposing a"fee-. on 
a fee. Cal-Am objects that customers alreaclyhave paid the-,,1.5% 
fee on water usage, and imposing 1~5%.; .on a penal tyfor excess water 
used. appears to impose the user fee twice on ,the ,s'arne' usage., 
Branch responds correctly thatthe·£ee is nota tax: on:usage-; but is" 
an impost on revenues. We agree with"the:utilities·".,~however,,:; "that .' 
a cus.tomer who "pays 1.5\ on an amount .ofexcess' USAge, ,plus:: another" 
1.5-% on' the penalty for that excess' us.age,.. may legi timate-ly: feel·· '~., 

that he· has: paid the fee twice. ' ..,', .. "" ', .. :. 
". We' return·then to· the question, of how, to .impose- A: l·.;S-%.. .. ,. 

revenue fee 'on 'funds. that are not revenue'_ Wefindno,·authorityin~: 

PO Code Chapter 2.5. permitting us. to make: such an .. assessment·r·and .. ,' .;. 
no party cites U8 to other authority for imposing.the·:fee: .. ~/·, -. :,' , 
Alternatively, Branch suggests. that we'require uti-lities.to change 
their tar.iffs' to state thAt penal ty£unds, are· reven1.le· when ,.::", 

,1,1: ,,! "I , , " '0" < •• ;' " J:. I 
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collected",thus subj-ect, to ;the l.St:~,fee}~: The recorcL;:shows,,',',- '::::',,',:;":, 
however, that calling a penalty:revenue<does.notmake~:.it:,so .. ;?,;-:.:,";',,-,,-:: 

Penalty refunds, for later conservation,,::and' pass-through penalty 
payments "to water' suppliers,.are not revenue.;;" ... If :::some"penalty ,. 
money does not become revenue,. then"utilities. face-'the:'daunting::'.: 
task of. determining what customer,paid'a ·fee;on'non-revenue!:and"· 
refunding, thatamou.nt to him .. ·, ~ ,: '.: <: '.:' ~ 

We conclude' that rationinq';penalties are:'not'::cevenue.at." ,,',' 
the time of 'collection, and,therefore:'are . not susceptible,,,,to the" ,,'(,{ 
1.50% .reimbursement fee' at'.that time.: Wh±le'.technical:ly,::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,useof: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 . Chapter '2'. 5-:of:" . 
the PU Code gives us discretion in establish:tnq-the'rules.and 
regulations tha~, iJrlplement ,the reimbursement fee,~o,_lo.n9,a.s the 
rules are just ,and reasonable ... (~,.; ,~,,-'PU Code ,·,SS:~,410,,'..432, 
435.) Based on thataut:hority, we<,~ind:at ;th.:ts"tin\e,~~that '-~ationing 
penalties are not subject to the reimbu'rsement 'fee. ' . -
8,.. Drought 'Banking' 'Procedpre' .. ;, ,': '" ~: 

Utilities wi tb. mandatory "rationing charge a:pena~ty per 
100 cubic: feet (cef) of water over a '6ust~mer"s ration'in9~~: 
allotment.. If a customer' uses '"less,'water,t'h'an'his,:.allotment d.uring 
a billing period, the amount saved is' ~bankect, .. t'o·the.·eus'tomer's 
account and is available for use in a later billing period without 

. ," ..; ,::.:, , ':..:. <',.. ,,'~f", • ~ \ t " 
......... I , 

','., ', .. ': : ,.- .. : .\- ::.' ',.~' .. ' :~:-:-.: ::::-",_" . <.~ .:\,.~. \" ::.~j <.'~ r", "':' ,: 

18 Thus, instead of payinq~'a ,'$2',::fine"per,~100, cU:bio'feet~Cccf) of 
excess use, the customer ,would·.pay $2.;.03' per cC:£'. '., .. :Alternatively, 
Branch suggests that the $2 penalty could remainunchanged\but be 
deemed to be inclusive of the l.5% fee. In other words, the 
penalty would be reduced to $l.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. This procedure ,isauthorized,::by the:;mandatoryc<::, 
rationing t.ar;i;ff rules filed:J:>y utilities_:. ,.' " .... . ,.~;. ;';:.<.~' ,~ .. , ",,!>~; 

. ·At hearing, Bro.nch challenged. the practiceof:~some': " ' .... \ 

utilities to "xefund'" penalties .·p4id by .0., customer in' one billing:" .. : . 
period 'if the customer. in a . subsequent billing.::period<used less ., 
w4ter than c!llloted. Br4nch4rgues. thllt.·this refund"of~penalties 

paid is not expressly 4uthorized in tllriffs :filed by :the;'utilities.· . 
Utilities %'espond that, first,. the tariffs contemplate .. a cumulative 
penalty, thus expressly envisioning a' "refund"' feature~ "and';I '". 
secona, the-practice has been' in place for at least·'three:years"and. 
has proved.to be a suceessful technique in:encouraqingl~customer5 .. to 
conserve water. ,',: ',', .... "'w::';' .. '.r:. .::." .... 

The tariff· language in dispute is typified, by. that:of~.: .' 
SJWC.. Relevant.portions of SJWC's:Rule.No ... 14-1:. (·Mandatory Water.,",::· 
Rationing,Plan)·s.t4te.as.follows:: ." .:-::;:;;,., '.~'.".::'~; . 

. "'C •. " CONSERVATION . FEE .' '. 

"1. A conservation fee of '$2'.00' per lOO";·eubic': 
feet of· .water used in excess of. the 'applicable 
allocation during each ••• billinq. period shall 
be charqed by the Company on'all'read;';month ' 
bills ••• , exceptthat.such conservation fee' 
shall not apply to any customer •.• whose" 
consumption is 600 cubic feet or lees per 
billing period per dwelling unit, nor t~n~ 
customer whose total consumpt;Qn to date dur;ng. 
the period this ,ationing plan has been in 
etfe£t goes notexc~d the total allQcateg 
usage for said periog • 

. ..• ." * 

"2. Any monies 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, 
california .Public· Utilities Commission',;" .' 
(EmphaSis added .. ) 

"' . .,::.' ' 

.... '1 • 

... ,1) 

, : "':.' '.~ 

~ . , » ~') .. .\.: .:. ".' 

, .' 
,) •• .f 

... , < '·"I-~··' 
•••• ,,' ~ I," > ;, • 

• 
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Branch argues that a "refund" o£ •. a~,,~,penalty;"to~, .... a\x::u:stomer: .:~ 
" ,"0 ~ " ~, ,J.... .• ,~:" ...... , ...... , ", ",,," '-"1 ' •• ~""'''''f :". ~ .. ,,' ,,;' 

who uses too much water in one billing"'period'but' uses':les3,·'than·'", 
his allotment ina later period" 'constitutes a''''dj;spos'it'ion,"':'~ of 
penalty fees· not authorized by, the Commission:, pursuant '.to':'.P:aragraph::-;; " 
C(2')of : ,the rationing plAn.· ,tatiff .. ·,;Ut±lities· arg:ue~.'that the:::,.'.:'.',,:.:,. 
highlighted section of Paragraph, C{ l} .contemplates·'a·runninq:,,·or,.: 
cumulative allotment by stating, that·. the penalty does: ,.not:: apply ':to: ... 
those whose water use "does notexeeed· the-·totalalloeate,cl,:,us4ge· II

",: .,'\ 

for the period that the rationing .plan has. been :in, effect.:. ~ . .:;;'~ ....'0. ~~ 

, .. " We agree with Braneh::,.that .the: tari'ffdoes,·not·)··allo~·.:for·,·. 

refunds of penalty moneiel5. The, tariff contemplates wAter., "US4.ge ,. 

not penalty monies.. The utility is mixinq·,appleswith.,~oranges,.,or:,:, <. 

in th.i.s ease, gallons and dollars.. ,The.-portion : of. the:;:tari:ff· which ..... ' 
applies to penalty monies isfound,in,,:subpart (2·.):whi'Ch"~clearly 
states that any dispOsition; of. moneY.,iS: to,~: di'x:ecte'd!~by:<:the 

, • ., '.....' _ ~ 1 , •• < .'.1 , •. " 

Commission._.. ....,' ::,)-: 

While we find these: ""ctions- ,l:n~Onsis~ent~';\4'it;~".:the~, 
tariffs, we do not believe that these"·.cctivitiee.we;c;e .an,,··~) 
intentional violation. We' note that' SJ:WC'd'id' not: pr6'fit'):)y~ these . . . , ,,',..-' ,..,. , ... ", .. , 

actions. Further, as noted by CWS witness Ferraro, the possibility 
of refund has tended to .increas&. futurecompli'ance,~' ··'Because of the 

, ' .. _ ',' ,I,' d ',' . '.,': 

good faith by the utilities we do not, believe any-'penalties: are 
appropriate at this time..:.'," .. _. ." "" : .. ::; 

.•• ' ./ ~' ... ) • ,I \ 

We expect the utilities.,to"file,to· elarify,the,:meaning of 
their tariffs if. they believe ,ambl.gU:Lty:remains~, , ".: 

\ , " , , i !. '~. \ : ~, , 

9. Othe:r: Matt en , ' , , .. 
With some exceptions, the parties generally~agree; on 

other matters presented. to the Commission .in -this:, 'part; ~.of~ ·~the 
Drought-Phase proceed.ing.' our examination of, ,these matters.,:" ,::r: _:.~,-: 

discussed.below,_ persuades.. us' that, :recommendations of, the. ,parties.. '~::~. 

are jUl5t andrea8onable~ ,,', ":~:' . ',~... .;.;",,,,': 
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" I. •• 

9 1 ·, ~-':ter ..v ... _ ... ". __ .... ,,,...,.......""'_ ,', .• ,,' .' , 'v ' 
• 7 ""..-. ' • .I"'I.IU.I.CI...,~....",. .. ~........... "_, I,} ~\ '_,I ," 

RSXNirementB for Small Utilitie, 

• -1, ~) • ....i 
-~ ,." f'" l' \ ,...) '.: i~ 
1_ 1.,1 ...; ......... J - _ '..,- • '" 

, The,',Commiss.i.on in-'D;~9:0-01'-'0:67:':authorized alJ:, .. ·ut:il.itie's, to, ,.,'" 
establish memorandum.: accounts.· to track expenses. ,and: revenue "losses· ..: 
attributable torationinq 'Md to; consexvation_ In,Dl.:.9:0'-0IS-0s.S,,.: c:the': '. 
Commission. XIUlderecovery of amounts ::in,the memorandum ~accountS:' 
subject to approval of 4. water manaqementproqramand.",·"risk . 
reduction .adjuetment •. A total: of· S9~ 'such: programs ,;were;filed·:'by· : .. ':: 

Class A util-ities-, and one was. filed.'by a ClassB util'ity,_ ~",While ,.~" 

they were- Authorized to do 80 on a voluntary basis.',none of:' the 176 
Class 0 water companies (fewer ,than. SOO~' customers.). and ~none:of . the: 
30 Clas.s C ,companies (SOO' to, 1,9'9'9 cue:tomers.) elocted·to},'do8C>. 
This is not·s.urprisinq. As .Branch noteci:, .' 

"'A Water Manaqement .Program;. is. intended to"be.a . 
comprehensive document for long-term (20-yearl, 
planning and' scheduling ot water supply and' .' 
conservation projects. It covers the projected 
water demand for ,that period, the, development 
of new supply sources, the economic effects and' 
deXlUlnd-reducinq effects., of, specific' '., .. , ' " , 
conservation measures, and the ... proposed 
scheduling of those measure's .•. 

"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 hirea 
additional personnel or engaged consultants. to· 
assist in the preparation 0·£ their WMPs... Some 
Class A utilities will take more than lO'months' 
to complete their filinqs." (Exhibit 100, .-'1 

p.6.) .", . 
.. ,. I 

Branch s.tates. that some Class .:s,.. C,. and -D' utilities did," .. 
not foresee'continued drought in 19-9'l;:., but: noW' "must "rat-ion I water . ~":'.'.": 
and aresubjeet to- conservation-related expenses:;and reduced~' ,', 
revenue. While these companies are au.thorized' to es.tobliSh·, 
memorandum accounts to record such expenses and lost revenue, they 
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have no way of filing. for recovery::under our rulings becau.se·: they. '. 
did not, prepare water management .programs.., \,' :! .. :,,:~~.<.-:,:< .. ,:,"':.: , ," 

'to d.ealwith this,. Branch .. recommends. that::Class .. :-;B.--: 
utilities be. permitted to file water management ':programs.·: for. ' 
Commission approval at any. timeprior:to,filing 'forrecovery-:o£'; 
monies tracked in a drought memorandum account .. Branch,recommends. 
that the requirement of a water management program bewaiyed,as.-a,., 
condition for Class C and o· companies to ,file ,for .. recovery'Lof a 
drought memorandum account .. "'1'heemaller water companiee ... have .... · "-" 
neither the personnel nor resources to develop such·'comprehensive 
programs. < ' " 

In short, Branch would permit any water· compo.ny, ,to. ,': 
establish a memorandum.' account.; to' track rationing or'conservation, 
expenses and. lost revenue. A company then- by 'advice"letter or­
application may (subject to the, trigger mechanism,d.iscussed below) 
file for' recovery of amounts:' in the memorandum account., ;:Class-A 
and. Butilities woulcibe required-.asa condition for recovery to " 
have filed. anci·obtained·Commission.approval·of a ,water management 

• program. Class C and 0 utilities would' not have .. to-.file .such a ' .. 
program, but their requests for recovery.of drought memorand.um 
account would be reviewed for reasonableness and would.be:subject .. 
to the risk reduction formula.. ,:" . ':::." .. ,n 

No utility objects. to Branch's'·proposal. _ CWS'asks"·.· 
whether, as' a practical D'L4 tter ,small water companies are;~ likely. to 
take advantage of the memorandum account'.·proceciure. ,~:,Braneh .", -, 
responds that it will advise, these. utilit,ies· that· the .procedure;1is· " 
available for rationing and conservation costs, and it will answer, " 
any questions. that the small'utilities have' ... :The·drought ,':'" 
memorandum account will be a financial and· conservation,·,tool,';; '.' 
available to these eompanies' i-f. they elect to:use~ it •.• · '~' .. \:.'" '.~' 

Braneh's propOSAl is a reasonable .. one·~ .'.' 'the:: record in-, 
this and our compAnion investiqe-tion, 'I .90-11-.0,3,3·, investigatinq.; 
financial and operational risks of small we-ter utilities, makes it 
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\ •. 11, .', 

, . . ' 

cleaJ::' that Class. C and D water companies·:that.establish: ";'.:.": 
conservation programs may havE):·need.'.for· ,a;··memorandum·i·'aceount,·:in.··· ,. 
order to recover cos..ts, yet' may'lack'resources to prepare'.::a' water 
management proqram. Clas.s. B utilities, on the other hand, :should 
be encouraged:to develop s.uehprograms.to meet the continuing.need 
for 'water "resource 'mAnagement .. ! " -h ,'" ;",'.1,;< ~):.,.-.'.~ .. 

9.2 Generic Bale 14.1 . . .. 

The drought has created' an ,unprecedented water shortage & ',' 

The M0tropolitan Water District and· other regional aqeneies"and '. 
cities have requ'ired' rationing on short· ,notice. Regulated, -water 
utilities are required to obtain Commission approval of rationing.· ... 
plans before"implQmentinq rationing...(WaterCode S· 357.) ·;:The 
regulated' utilities also must obtain Commission· . approval.:before 
discontinuing, a rationing plan.;. 

'1'0· meet the urgency of these' rationing. requirements, the,· 

CommiSSion in D~90-08-05S directed Branch· to process'rationin9" 
requests for the earliest Commission agenda on wh!ch,·they·ean. be 

calendared. Utilities seeking ~ approval for rationinq':.must file 
what has come to be known as Tariff Rule 14.1, and an accompanying·, . • 
tariff schedule, setting forth' rates and' conditions:. of· 'the. '.~. 

rationing, plan. ,,'. ,." .. " 
'1'0 further speed this process, ,Branch hall.distributeda, 

"generic" Rule 14.1·· that it recommends . for Commission.: approval and 
for adoption' as part of the tariffs. of.all·regulated water 
utilities that· are now or may in the future:be subject te>. 
rationing·. With the pre-approved. rule in its. tariffs-,.· 11:: utility,· 
need only file an accompanying tariff schedule to. implement . 
rationing- Once~ its Sehed.ule 14'.1 is..:.. approved, a utility. may.. 
comply with rationing ·mand.ated by a water· supplier. ',' Similarly" a"",:" 
utility may implement its-' own rationing progr~ by fil1ng:.for' 
approval of .. a Schedule 14.1 to. . implement its pre-approved, .. Rule 
14.1, after it has complied· with, all other . applic:able.:state: laws •. 
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Branch.:'s,.proposeci .. :generie:.RuJ:e 1:4 ... l:.is: attached ~to.'1:h:is--'>'':::.·, 
order as Appendix B. Section A of,the:"ru-levsets"forth:volunt·ary.' ':'" ", 
conservation techniques, tMt:a. utility'may:call upon·customers to 
observe. 'Section B: of theruleauthorizesmandatoryrationing-:,..,,·· 
pursuant to a· ·Tariff Schedule' 14.~1. ' Section 'C "of the rule' states 
penalties.and'othersanctions. for violation of rationing.... . .;' 

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

Q ~, (W) ouldgeneric Rule- '14:.:1, "apply in, ,the1 case .... 
where.4. utility . wished to., impose voluntary 
conservation on "its ratepayers? . 

A. It could be used as a guide, but it 
wouldn't be in effect unless' a Schedule 

Q. 

14 .. 1 required mandatory conservation'or . 
rationing. In other words, these could be 
considered as quidesfor voluntary 
conservation" but they wouldn,'treally 
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 either 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?·, 

A. Yes. And the mode that it would 'go into 
effect would bafor Tar!:ff Schedule 14.1 to 
be approved to activate the Rule 14.1.. " ' . ..... ~.' . ' .' 

, Q. That is,. the generic.rule'.would be' in p,lace 
and the utility would submit a new .. Schedule 
14.1 in line with its rationing plan?" 

.' . 

"(' "', " 

.. -

A. That is correct. (Tr.,' p. 4aO,.) 
'."" . '. t,.... "'" ~ ... , ": ." 

Bragen stressed·that utilities need :.notf.ile ::.the<,generic'.::", 
Rule 14.1' if they,·do not ,wish to doso.'Similarly.,. they.-.may',:,f,ile.<,,' 
variations of'· the 'generic rule .. to,;,fit their system;'requirements.~ .'" .. ,''::-;:-: 
(That is" in the words.' of' ,one::,utility,,:thegenerie rule,·.ris .. 'not ~ . ..:< ~).')"';:: 

intended,·tobecomeigenericcement.) .'The' aim is simply. ',to ,.have,a .. ·r;',~,:, 
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pre-approved rule- .in. place to reduce. -the<time requ'ired'::for~:,,~ • 
processing 4' -rationing plan,~.request~. "' >\ ",- . -~ >:".~~:~I.~I,I.j.(>"\ '. "l .. i.\I •• :~:C 

;. Branch. also recommends:, that. :Jltilities. ~ .authori'Zed:-'.to::·· . :,. 
discontinue mandatory conserva.tion~ .and rationinqon fi'V~'.days'.·.···:>,> 

notice by filing an advice . letter • Without . that· procedu:z:oe,':: ,.;:.' 
utilities have' sometimes been unable·to liftrationing:':::restrictions,,'~ 
for several weeks because of the. time 'required for:·Commis·sion 

approval. . .., . _, "." 'C' . .I" . .r'::':<' 

Utilities support',; Branch' 8· ,recommendations',for a ~:generic 
Rule 14.1 and for authorization to.discontinuerationing on five 

, '" "'" ",' ..... 

days' notice through advice letter filings. These are sensible 
proposals and will further enal:>le ut.ilit'ies and .the~,C~mmisS'ion to 
act promptly in meeting drouqht emerqeney. Util:itiesare 
authorized to file the "generiC "Rule' 14.1 (Appendix-Bi, or a 
variation thereof, by advice",letter. Utilities, are authorized to 
discontinue rationing on five days.':notice:upon appx:oval of an 

• '". . . , " , T' \.~ J 

advice letter filing. 
9 -3 Trigger fo:r volUnbaxy' Coruservat.i:oD. . 

HeJDO;gmdUDIIAccount' .. ' . 
, , 

" . '. . ~ 

In D.90-08"-OSS,.we, aut'horized.CWs., SJWC,.Cal,~Am, and 
• ~ .• I ., 1 •.•• , •• 

Great Oaks Water Company (Great Oaks.) .;to file advice,letters to 
implement a sur:!':.arge to ,recover revenue losses .incurred due to 

.. .', .. "' . , ~. . ~ . 
imposition of.m4lldatory ·rationing.;' .. In doing so,. we accepted the 
argument of water 'companies thatlo'st revenues""('for"purposes of a 

drought memoratLdum account) .be' def~ned "asthe difference between 
revenues at 100% of the adopted salesancr' actual, sales~' Further, 

. .., ,\ ,.", 

we adopted. the recommendation of water companies that the utility 
surcharge be bilsed on annualized sales •. "we dlrectedthat 'the 
surcharge could remain' in effect . until the.endof",:the.,mandatory 

, 

>. " , .. ..,. 

rationinq period, and that.any.over,;.. or under-collections .. :be:. "" ,;' .. 

transferred to a utility~s expensebalancinq 'account·~: :;This ... · 
procedure :prev1etnts ratepayers'. from . being' overcharged and also 
provides. utilities with areasonab1e:opportun'ity ,to, reeover .. ,their 
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revenue lossee..:· The- 'order: l.xmited, 'recovery 'o£.: :memorandUll1::i'accounts '.:< .:.: 

to those'· funds: traeked<to.' the' effee,t.ive):da;te:. of' .:D..:90.~O:S--OSS"'.;.~' .. 'r" '::.':~ 

(Auqust:g.,· 1990,),.' , , .', . ':.:.,:'<:' .... ::-:::".~ ........ '.,_ 

Our order today authorizea., each: Class A,:andClass "J);.water· ;{, 
utility to-" file an advice letter,for recovery'.of, the·adjusted··~' y' : .• " 

mnount in its memorandum account at any time after,-approvalc.of,:the' '.; 
utility's watermanagement:proqram·· and:I:.the :determination: :of, the 

adjustment' ··for risk reduction ... Clas.8-':C and, D' util:ities>maY'.,file" 
for recovery of memorandum'account :fund.s,.without, the,·.necess:ity. of'a') 
water manaqement··proqram.· Thenet:'l'ost: recorded. . funds .::(before-.risk.::., 
adjustment) shall be calculated in the manner ,authorized/in.: '.', ." \ ... 
D. 9 O~OS-OSs..~ . .. .' : .' .. 

Pursuant to,· our· order 'in ',.0,.9:0-0:7:-0:6.7', util:ities' ,:wi th:;,., ... "_' .' 

voluntary eonservatio:r'l.' proqrams-{that i8:": aeonservationl:'proqram .. : . ,,:,,: 
not required. because of mandatoryrationinq)" also, are::·entitled. :.to .. ' .. " 
establish drouqht memorandum·accounts· and ·to·recover. : net· los.t .. ·:~ ',J,.:. ':'!: .. 

revenues and eonservation expenses in the'same"manner:as that,· ..... 
applicable to ,mandatory' rationing,. .... .. . ,.~. I , ,_" ,~".' _~;~. 

. SCWC correctly-notes-that our ,·ear~ier .. dee±s,:L.ons, .. 7:Which: .,. 

coneentratad'on' rationing"did. . not set forth ·.a triggerin<J',:mechaniem., 
for utilities to' recover memorandum' accounts' trackinq : voluntary , ... ", 
conservation programs. Branch'proposes.,. and:SCWC ,endorses, ':a-· .' ,. ,':. 
relatively simple advice 'letter procedure.;' . ;::,;',:,;""" 

First, a utility with a voluntary conservation ;proqram :: , 
may file an advice letter for.recovery of· the adjusted.aD\ount in 
its memorand.um aecount. seeond,. the.utility will e.ale:u1ate .. ,:4n ...: ;.~ 

annualized. surcharqe to bereeovered 'lin ·12 :::months.,:, The sureharqe' ,,-;:~} 
will be calculated, to· recover· aecumulated .net, revenuescin,;,the,< ... : ": 
account, plu8t.he amount estimo.ted to~be:,o.ccumulo.ted·.in the '::; .'::. 

" subsequent 12 months.· :':",",,,, .t'. 
Third., when, the, sureharqe' has been in .. effect~:for~ 10 ~>,': ~ >.':<' 

months, the utility: will 'file an:lad.vice.letter"to·'reduce'.::or.:,.,.:,,->.> ',::,~ 

otherwise o.djustthe'surcharqe ·for,the' 12';'month'~period:.Jfollowinq>::·".;:.~;:; 
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conservation::ends.,: a. utili ty,may.·' by;, advice-' :letter,~seek;' to:,;tl;ans,fer,; 
its memorandum account balance to its expense balancing::,:~ccount'.,·' " 
Alternatively,: if the utility::files.-:ageneral,' ratecasEr, ·:the 
surcharge and, any amounts' in ,the,' memorandum account ;wouldbe; , ", , 
incorporated .into:rates.,' , .. ;' -.'c: ,,'~ ,;.:,; ,. 

, Class' C and 0 water ,companies-, that' have-, launched',\J 
conservation, proqr~ can. and" should' : establish-: drought, memorandum 
accounts, to %ecover some of ,their lost ,revenue:, and"expense,s..:,-., 
attributllble to the drought .. , Branch has been direc.t~d :to-,as,5ist : 
these small, operators, in ·'tracking. conservat'ion ;,costs.' ','" . " . " 1 

Branch's proposal for dealing wi't.h voluntary conse:r::vation!" 
memorandum . accounts is ,supported by SCWC,.· CalWater, ,and·: other 
utilities,. We' believe that, the proposal, is 0. reasonabl~one ",and 
that it wi:ll encoU%'age regulated .. utilities,to- implement.: ... ',:: " ... ' 
conservation proqramsdU%'ingthe drought. ",;) '" " ' 
~ .4 Great QaJcp. Water COmpany"., J , I " .... ~: ~w"." '" 'r~ 

Great Oaks has served its ,customers since 1,95,9 ".~ithout,,:: 

seeking a'rate' increase throuqha qeneral"rat& proceedinq.,~::.::: Since 
it has 'no adopted'normalizedtsales level or ,adopted,return,on 
equity, .it argues. that· no risk,:reduetionof,fset.'can..or,~·should ,~be­
applied. to its. recovery 'of, memor4ndwn c.ccount revenue-.· ···:Branch.· ,., 
responds that the memorandum account of Great· Oaks, is. '0..15 .likely as 
that of anY'other utility to containsome,amount.representing 
protection aqains.t normal business·ris.k. Branch .recommends:, .. that, 
in the absence of a rate case,.. calculation of the risk off.set,:f.or 
Great'Oaksbe the same percentage reduction as that applied to the, 
memorandum·accountforSJWC.· Great. Oaksobjeets (that~'it ;,is ,'/.,' 

one-tenth the size of SJWC:and'.has a different· capital::,structure., 
Assuming as we do in this decision thtlt normal business risk is 
captured in "'memorandum: accounts-" Branch obviously .. ·i& correct that 
the account benefits Great Oaks ,as much as,it.doesvutilities,with 
ad.opted rate l>ases. In O.90-0S-0SS,',weapplied ~proforma· . '. 
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workpapers prepared .'by Branch {Exhibi"t 15· .. in ,that,· proceedinq»for :::\::: 
Great Oaks ratemakinq issues. (0.90'-08.-055.,; :pp'.,:' l6-17'.·:); ,Wel.~will 

permit Great Oaks to calculate, its· risk reduct·ion. offset .:e.ither 
through the use ,of those ,pro fo:z::ma.workpapers or ·through, :adoption :. .... 
of the percentage reduction applicable to SJWC. .' ';":' \: '," 
9.5 SUbsequent· Proceedings:': . . . .. 

Branch and utilitiesaqree and j.oint1y:propose.:to::the 
Commissiontbat a third %'ound of heari-nqs be scheduled'~following 

today' 8 order to' take evidence" on remaining Drought' Phase ; 'issues • ~ 

These issues. include utility incentives· for conl5ervation .. ,.included 
in water management proqrmns, compensation for expenses.incU%'red· 
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 prehearingconference.to· 
schedule the third::round of hearinqshas been .set for 10:00 a.m. 
Wednesday, November 13, 1991, in the Commission COU%'troom':in ,., 
S4n Francisco. By %'Uling, it has':beenr directed that_:each -party, 
thatadvoeates further issues' in.this:proceeding serve.upon~other 

• parties no late%' than October' 28·, 199'l,'a statement .settin9· ,forth .. 
the issues that the party. advocates, ,along with a, .brief:explanation.:· 
of the issues' and· the position:. of the party.. Apartythat.is·not., .. : ", , 
an advocate for any further issue in·this.. proceeding .need:not serve 

• 

a prehearinq.'statement. 
10. COmments on AX,J's Proposed Deeision d

' " 

In accordance .. with PU Code,S 3ll and.Rule,:77.1'of the 
Rules of Practice' and Procedure, the. draft decision.:.prepared by the 
asrlqned- administrative law judge·.,was issued-on September .. 20,~~1991 .. , .. 
Timely comments were filed by Cal-Am, SoCalWater, SJWC, CWS, Branch:; .. : 
and DRA. We will accept·the·"'comments .ofBranch and ORA,'and o,f'·' 
SJWC, although-· these parties, . have"", not set forth: .findings of fact· .... 
and conclusions of law to support,proposed··.changes,,·:as.:.required:by , 
Rule 77.4. Timely reply comments were filed by Branch and ORA • 
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CWS filed : a; "re:plyand ~ motion for ,J:eave;:to .file::,'late;;qfor good:.:,';", 
cause shown:, the motion isgr~nted.', " . .',' .. ,,' ,':"" ',' '"' 

Allo-f the comments and ::replies have been care'ful,ly' 
considered :by the -Commission ,.,:and' ·we' have ',made' corrections ·in the,·' ...• 
text where warranted. ..' ", ," ' .' ... 

On a more substantive level, SOCalWater;: SJWC","and:',CWS , .. ,' 
argue that the evidence does not support a 20-basi8 'point':,reduction 
in return on-equity ap:plied to recovery of memorandum accounts,'''' 
while Branch' and ORA argue that a. reduction ,of SO,;basis points or 
more is justified on this reeord~ 'The comments fortbe:mo8,t· 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, or technical errors, we findthat.the, 
decision adequately addresses points. ra1sed"!by the parties: ••• " 

As·to our finding in Section Son "refunds ... , of rationing" 
peno.ltie8, BrAnch and ORA assert thatPU. Code SS 491 o.nd,·494' , 
requirethateustomer refunds be Approved by theCommis.sion~,' We 
believe that the decision is clear. in.. framing the issue to:. ,inquire 

• 

whether certo.in tariff language 'approved by the Commission mAy be. • 

construed to contempl~te a cumulative penalty, subject ,to· 
adjustments. Nevertheless, because both SJWC and:CWS, agree,that 
the tAriff language should be more preCise,. we have modified, ' "/ . 
Ordering Paragraph 11 to require clarificAtion of ,these tariffs,. 
Findings of Pact 

1. California is~ in its fifth': year of drought·.·· . 
2'. Of 17' Class A water utilities, ,10 were required,to, 

implement mandatory rationing· 1n· some' or all o'f ,their districts: in. 
1990,.and 1991. I • ,,' •• ' r I 

3. Many of the state's 233· regulated; water: companies have~on· .. 
their own or at the urging of public . agencies , introduced' prograxns~" .' 
to encourage voluntary water conservation.. 

, ',',. 4 " ~ \ 
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4.. On ,March. 8,.1989, ... the, Commi:ssion'instituted';'\I.,8'.9~03-005 
into measures to mitigate.the effects .. of· cirou'ght on regulated.;water ~;.:, 
utilities.·and . their customers.,' :"::''';';<'" .. ': .. :(::-~:':~ ,.';';>~~'"'.)''' 

5. All water companies were authorized :by .. O.90-07-0&7, .to·,. 
establish'memorandum accounts to .track-::·expenses ,:and'revenue losses 
caused both by mandatory rationing .. and.,by·voluntary:conservation .... ' 

6. ,Recovery of . memorandum· account revenue was:~~made· 
contingent in D·.90-08-055 .. on (i) approval of a formal. water 
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:" 
su:bmitted for approval :by the Commission. ',i' 

S. Branch has certified 38. water management programs as, 
complete and:recommends their approval. , 

9,. Branch recommends that· pro.jects within water~:management 
programs: be approved· when implemented, or when a·' utility seeks: to ".:~. 

recover,cos.ts for such progrmns. 
10. DRA. and utilities- di8pute whether ,drought memorandum ", 

accounts reduce utility . risk by.protecting the utility:; against: 
normal business' risk losses.. '. ",' ""':; 

11. ORA believes that a mathematical model can identi.fy 
protection against busines8.'ris.k, by: an amount representing .. ; a , 
50-basis point reduction inreturn:on,equity in,accompany~s:!last. 

rate case. '. ",,': I "; .', .'''~.:' ,; ",: 

-<,.' 

12,.·, Normalized salesleve-l. is, developed: using a,;\ 3.0-year.~, . 
average of rainfall. and temperature data, and· such data excl~des _,~' ') 
periods of cirought. '. , :' :'<':.:':::':', 

13 • Water sales normally increase duringperiods:,of.~,warml dry 

weather anddecreas8' during periods . of COOl/wet weather .,~,.I ::,.' 

14. Utilities believe that because the cirought:, memox:andum.:. 
account is limited' .to the normalized eales level, the memorandum 
account already excludes non-drought sales losses . 
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15.. "SoCalWater, is, Joined ; by;' other",party:,utili ties.,·~in~;an . ' 
alternative argument that if, memorandum accounts. are reduced·"tot: ':::; ,; 
recognize protection against normal business risk, ·,the·'reduction' 
should be nO'more than 10' basis 'points'. , .", ','. ~,;' 

15. Reduction 'of return' on equity is··;one way to measure", 
normal business risk of lost':sales.' , ',' "'" 

17. The, COmmission has consistently,directed that.:.water,' 
companies should be permitted, ,to ~,recover reasonable-'.lost'":revenue., 
and expenses caused by drouqht;up to normalized ,sales"level. '" 

lS. Commission decisions: in this( proceeding:contemp-late': ,fu'll ," 
re-covery of drought losses up, to:",forecasted"sales levels.:7 in order 
t~ encourage cO::'lservation. ,,:;, :',", ,:' " ';; ';,;', 

19. Ratepayers: have been' placed"on notice,,·that the cost. of 
water is likely to increase because',o'f ,rationing' and,~conservation;.' 

20. Non-drought revenue ,captured· in a memorandum~accountis 
likely to-be rtinimal because the account is capped 'at:normalized~ ',' 
sales levels and the account is only in" effect at times when" above­
normal sales' would be likely but for,. conservation: restraints." ,. , 

21. 'ORA's risk reduction formula is intended to provide., 
direction for policy decisions rather than preCise mathematical 
conclusions: " .,,;, ..... 

22. Branch and utilities disaqree on whether a 1.S.\',utility 
fee may be imposed' upon penalties' pa'id:' by consumers.. who exceed 
their water allotment during rationing. ..} . 

23.' PO' Code SS 431 and 432'direct· the Commission to:':est~lish 
a utility fee based' on gross intras..tate·. revenues., of . water ., 
companies. . '" . " .. :,~: 

24. By tariff def1nitior ~ rationinq:penalties .. paid."by ,::: 
customers who· exceed~ their water' allotment" are' ·not· ;revenue'~at the.: :,,' I,,' 
time of· collection. " .... ,.; " :. :. ~ :~~ ,': . 

:25 •. Penalty funds do not~ become· revenue .if'they: ·are,. refunded <:,!, 

to customers or if they· are turned' 'over' -to a reqional 'water'.· 
purveyor. 
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26. ,. Penalty' f1.1nds,;;become~:reV'enuet'if ,.:;upon')Comm.t8s'ion~:order., 
they offset:'·memorandum:account~·revenue'::or·are.:;transferredi.:to· ... :an:~· .... ~'.::r' 
expense balancing account. .' .""; , . '.j'.:','::: ... ?~I()'::~·.~: . : .... .ii:. 

" 27.,', Branch· and utilities':: disagree on~'whether'~:consumer 
penalties" imposed durin9'~' rationing: a:re;, intended to . be ... cumulati ve .-
under governing tariffs'.· ,,~::,'.', .'(>':: 

28.. Branch believes that a "refund" of a penalty to a ... ," .' " ."; ... .. : 
customer wh~ uses· too- much water :in one' bill-ing:period::but>uses'. 
less' tban his allotment in "'a· later.·period· const·itutes, .. a .. dispo5~tion .. ~"-' 
of penalty' fees 'not authorized' by: tariff· .. ' ,~." :,. ...... , ..... :.".. .".' '.' 

29.. Water companies believe·that;4ppl-ical:>le. t4%'1£f8. 

contemplate a 'cumulative' penalty, thus: j.usti£ying":,·"refunds:~" 
30 .. . Permi ttinq: customers. to "earn.. b4ck",:, .penal ties ~\ by:) later~ .. ..... 

conservation is' a popular feature. ·of-rationing progrAms~ ':: .... 
3-1.. Some Class :s, e,and" 0 utilities· did,. not· foresee~· 

continued. clrouqht in 1991~md. now.must X"4tionor otherwise--. consex:ve 
water. .,., .c. ,.'.- )" :,;; .•. , .. ' " .. 

32 .. '," Crass' B- utilities are capable " .of developing": and :f:ilingr,:;.' ,: . 
water management programs.. . :..: ";;J :'; :' .... 

33. Because of their smaller eize I mAny ClasSJ.C And ,Claa&; 0...,>,,..,,­
utilities do-'not have the :resources: .to.:"l:eadily:deve-lo~·ancJ..: file 
water man4gement programs. "'.::::' '. y:, ';::::'::;.,::r":,c.J"'<~ .:,.'.:.::. 

34'~~ No. util'ity" objects.,'.'to· a: Branch:·· ~ecommendation ;that Class 
B utilities.' be' . permitted, to file 'watermanaqement.,proqraxns.:. At: any::: :.:~ 
time, 41ld' that'the requirement .of a, water management p:roqram: be.,',: : '.' ~~.: .. : 
waived for C14ss C and 0 water companies. . .:"'. '.:,-:.': ;':<.).<:, . ."::,;;~:", 

··,3S. The MetropolitanWater.1)istrict,and.other .wholesale, '.water 
suppliers have requiredr4tioninq on· short notice .' .' , .' ". ' .. ,' 

36. No utility objects to a Branch recommendation;,for:. a,' .... : ,:.:S.:.: 

generie Rule 14.1 that· would, ~permi t . water eompAniee :to- ,.more qu'.ickly 
implement ration1.nq· when'required. ".' .. ' 
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. 37. - No' utility:.()bjects to'·a: Branch:'recommendation:,that . 
utilities·J:>e:pexmitted. to discontinue' rationing,;:on,'·five, .days.':, .' 'J"::" 

notice through advice letter filings. ..' ,'. , .. ":" ;!':: .• :.:'. 

38. Watercompanj,es " w:i.th.voluntary ,con:servat:i.on .. ~pr09'rams' are 

entitled to ,establish drought'memorandum accounts:. to .. ,recover:.net .. '" . 
lost revenue in the same manner as that applicable- to mandatory·~ '.' " 
rationing. :., " ','::. 

39. No--utility objects to.' a Branch recommendation.: .. that a .. ' 
utility· with: voluntary conservation·b&. pern'Littedto-;, file ,.an .advice. 
letter for recovery of memorandum account\revenue calculated~a8: .an 
annualized surcharge to be'. reeoveredin 12~ months.;·~ " ..... :.~.~. .~ 

40. Branch and Great Oaks disagree-.on whether.,.the risk 
reduction· calculation should apply to a, water company: .:that. has no 
adopted noC'~lized 'sales level,oradopted .return· on equity ...... . 

41. G~~o.t· Oaks. has served ita customers since 19S9.,without 

seeking' a· rate increase through' a general rate proceeding· .. :· . ., ' .. 
42. Branch and all party utilities agree that a third round:., 

of hearings is. necessary .. to take ·evidenceon remaininq·Dro:ugh:t: 

Phase issues. . "~'<;. t': .. ' , "". • 

Conclusions of Law ,.:: .. ':; .',. 

1·. Water; management programs certified- as..,completEt:.;by.Branch" 
should be approved by the Commi88ion. ..,.,,; .:~···:i';'>' ";.:;:, .. 'i. 

2. . Conservation projects in the-water, :manaqement, progr.ams 
should~' be subject to. review: during",a rate ease ,2l:;atj(the:. t1m~a ~::: ::~ 

utility seeks. to ·recover coste and lost . revenue' attributable;·to the,' 

conservation projects. '···'.Y:.' ,.... ':~ , " .. ,~.:' ::. ~:'.; ,'i,' 

'·3 • Drought memorandum accounts· lluthor:i:zed, b:y: ::.the ·Commiss·ion 
reduce utility risk by protecting.the uti.lity :aqainst: normal~·"., .. ~':'.:":'. 
business' risk losses.. ' . . -.. ,'~ .... . .' . . . .: ~.: ... : .>/. , )' '.' 

4'- Drought memorandum' accounts are .,intended· to 'permit f.ul1., ..... . 
recovery of reasonable lost revenue:. and :.expenses i caused~'by c:ll::oughtr.: .. 
up to the level of a utility'S normalized sales. 
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:",5, •. "Utilities.·have,£ailectto::meet ,the::burden"of showing. that 
O:R.A~s risk reduction methodology-,.:in'::its entirety,': is.:· an";:: .. ':'. "': .. : 
unreasonable one.. : , .. r;:,·.; "" : ",'>, ;,0 " ., "':) ';":",:'I;":':i.:':··/ .,., .... 

6. Utilities have-. shown.: ,that:. "normal. risk.~o revenue captured 
in a memorandum account::is likely to be ,minimal.;" .' .' ~:':,::' '~"~ 

7 • " SocalWater' s, recalculation of " the" DRAmethodo,lo9Yleads -, , '~ 

to a caleulation of ROEreduetion that' is., supported ,by, thi'8 record • 
. 8.; Memorandum account' recovery, should be reduced,by; an~: ,:: " ::. 

amount equivalent to a 20-basis point reduction in return on equity 
in a utility's laat approved· rate ease.. .' 'c,",,; .;:' '".' 

9. Fines. collected· from consumers for exceeding,.their.water" 
allotment under mandatory rationing are not revenue at", the time, ,of , 
collection. ~ ': .', ,\"', '.,:.'; ,',,-'., .<, 

10. The 1 • ..5-\ utility fee.,authorized-:,byPO ,Cod&;Chapter 2:~S 
should not be assessed on ·fines collected:, from' consumers:::,for" ,"'. 
exceeding their" water allotment under mandatory rationing.:.:: ,,;, ;",: , . 

11. Tariffs filed with the Commission have the force and, ..... . 

effect of -law.." .'" 

,'. !~ '. 

1-2.. Tariffs should·. be- cons-trued app'lying rules· ... of,· s.tatuto%y" ::< 

construction .. , .. ". "">,,.:,.,-
13. SJWC Tariff Rule 14.1. (Mandatory: Water Rationin9 Plan},' . 

contemplates a ~ cumulative cus.tomer . penalty.: ·for exeeeding~,the 
customer's water ·use allotment ,under .. mandatory rationing'.!:" 

14. Under tariff language substantially similar.:' to that o,f· 
SJWC Tariff Rule 14.1, utilities should not be permitted.t<> .. adjus.t 
customer penalties on a cumulative- basis.. and "refund",: past, .. 

penalties based on later. under-utilization, 0'£" 4,' customer,'.15 water, .. ' ,,' 
use allotment. However,-tariffs' should be·. revised.,to more/clearly,··,: 
state the cumulative basis. of .the penalty provisions .• ' ::, ;" .. 

15. . Class B. utili ties should .be. permitted: ,to::. ,file ~a:ter 
management programS, .at. any time· prior· tc>-seekinq", recovery;, of ' 
memorandum account. revenue. , ',,:: ",; : ~ 

, .' ,.n., ,;.,'~ 
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,,16.'" Class C 'and Class.: Dwater:'companies:"should i, be':permitted 
to file for recovery:of~drought: memorandu:m>account, revenue without,';,;" 
the requirement of filing a water management program. ::, "'~ ;,~ 

17. ,A generic Tariff' Rule 14~;1:'proposed"by Branch, and 

intended to permit water companies~ to-~ more quickly ,implement • 
rationing when required should be" approved ,by the: Commission.· 

18:. Utilities should·, be permitted, to> seek· approval ,tOo:' 
discontinue 'rationing on five days"inotice through, advice":letter 
fi11ngs.. I ~ 

19. A water company with, a, voluntary conservation, program. 

shou:ld: be ~ permitted t<> file an·: advice> letter: 'for' recovery: 'of " 
memorandum account revenue calculated -;as." an annua'lized':: surcharge' to, ' 
be recovered in 12 months. . ,':':, :-;;" .:, . ~>~: 

20·. The risk reductio:n::'calcu'lation' should, be applied;~to, the 
drought memorandum account: of 'Great: Oaks. even though: it does~~not,:: .. "~", ,: 
have an adopted normalized. sales. level' or·:·a.n adopted;., return on: . ,'~:~:> 
equity.-'" '.::' 

21. Great Oaks should be permitted to apply a memorandum ... , 

• 

account risk reduction factor" computed·' either· through, a, pro forma e 
ratemaking developed by Branch or through adoption of the,:(', : ... ,' ,":, 
percentAge reduction applicable to SJWC. ' ,." ," 

22. Because of. the continuingdrouqht, this. ord'er·should:-be;" 
effective immediately in order to· help mitigate, effects.·· o,f the ,. 
drought on requlated, water utilities, 'their customersa.nd'the 
general public., " .- , 

23. When a utility is: applyinq·'to recover :netrevenue:~~ losses:." 
tracked.: in the memorandum,,' account-, .. the'·utility-shoul'd ·first of,f,set"';,,;' 
the net revenue lossesrecordecl: in the memorandum-'·account;,bye"','" 
applying the risk reduct10nfactor. 'l'heutility 'should:-,then 'offset 
the rema'ining memorandum: ·a.ccountbalance' with, penalty ,fund's. "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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thesecondoffset,.,.such· funds·sho·uld be: 'incorporated in·;·:the :. 
utility"s. 'expense balancing· account ... ,.:' 

': ,:' .. " . 
.,1. 

I '~, 

IT' :IS·:ORDERBD that:' ... , 
,- ~'···~H '. ", ,,'-'~' ... ~, 

l.-· Water.managementprograms certified as .co.mpl.ete;·by.:the"·, 
Water Utilities Branch of the Commi8sion' Advieory and'Compliance:,>' . 
Division (Branch) are accepted and.':approved.;. ,Speci:f!c.:proposal&~;:, :.' 
set forth in: each water management: program are.c'eubject ·,to·::further· 
review and approval during' a utility's rate, case or at, the time,a' 
utility seeks to recover costs of: such proposals ... '." 

2'. Water management., program. applications set forth in . 
Appendix A are consolidated ,into this.'proceeding pursuant,: to, Rule· 
55 of the Rules of Practice and Procedure .. , ... , .:. 

3-. Oti,lities that have.established:d%'ought'memorandum .. 
accounts· pursuant to Commiss.ion order in Decision (D'.} ,90-07-067,. 

and 0.90-08-055 are authorized to file advice· lettereto:,:,implement· 
a surcharge" pursuant to Commission guidelines in 0, .. 90-08-055-. and 
this '. order,' to·' recover reasonable. J:evenue losses, and· .expenses;',: " 
recorded in the memorandum account.. . Implementation of a·, surcharge 
is contingent upon (i). approval', of the·.,utility".s, water.· management 
program; (ii). reduction of' the' memorandum account· ,balance· pursuant 
to the risk reduction adjustment set.:forth in this· order.,: ,and. 
(iii) offset of the' memorandum' account balance , : where .. appl:icablel';' 
by water rationing fines collected in a uti·litY'$ suspense account ..... 

4. C4l:i.fo:rni4Water. Serv:i.ce Compo.ny,· Se.n~ Jose-WaterCompo.ny, . 

Californi"'-Americ~ Water Comp~y, and Great Oaks .. Water;: Company:. are. 
authorized· to use water· rationing fines colleeted~ in·suspense-, .. ' ,., . 
accounts.' s.ince August 9'" 19'9'0,' to offset the net:.revenue- losses due.,·: 
'to- ration'ingand' fines- .imposed by their water.usuppliers -af.terp 
retaining sufficient penal.ty funds to provide-- for ,.estimated,penal ty,(~ 
refunds over the next year.. Remaining funds in the suspense 
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" .. ,' account, if -any ~ shall be trans.ferredto : the- .corporate, ' or (di:s.trict 
expense balancing accounts pursuant'to-.·the : method .,and:"g:uidelin~,s ' .. ; ,. :;' ;.' 
set forth in 0.90-08-055. 

5. Before seeking recovery of 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:.recently:'adopted 
return'"on';equ',ity, pursuant to, the guidelines. set forth~~in:"this' 
order.' Before'seeking recovery of such droughtmemorandum,~account", 
balance, the utility'shall reduce. the:amount"to l:>e:,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;.'j'.);: "',' 

S.. ·A Class B' water, company is authorized, to·'file': .. a,' water 
management;proqram, at any time ·prior to·.seeking recovery~of,.,.a,,<,, .. 
drought memorandum account. " ' '~~, '.. i. ,. ' 

7.. The requirement of:,filinq .. a: water '.management program·, 
prior 'to recovery of a drought ,memorandum account,is;:waived:·.for, , 
Class C· and Class 0 water companies.' . , ,.> .. >.:< ..: : ,.:. 

8.. Water companies are authorized' to file" byadvic8:· .. letter, 
for approval 'of' a· qenerie Tariff Rule 14'.l, set ,forth, in.' Appendix, 
B, or, a variation of that generic rule.'. - '>. '".' .~, ;":.~: ~)j'" ", ,;, 

., 9'. 'Water companies. are authorized ,to ,file" by: advice:.letter , , 
on five days" notice, for approval to discontin";le" rati'oning_: 

10. ,Water' companies that have. establishea drough.t :'memorandum 
accounts in connection. with voluntary, conservation plans ,ar&;:.;· 
authorized to file, by' advice letter ,. .. for approval to· recover;: the . , 
memorandum account Mlance.. Recove~ 'shallbe through·.a :l:2-month 
surcharge. to reeovertheadjusted balance ,:and an'! amountes.timated..: ... " ~:: 
to be accumulated, in the subsequent 12 months .-', '.' .Whenthe-., .surcharg8:.;·, 
has been in, ef·fect for lO months-,' the water company .willfi1e an~_:,·, 
advice letter for· approval to adjust;,the surchargc:for, .th&; .,12~month'" 
period: following the firs.tyear of the surcharge -." . ;;< . ,\ .. 

,~# ~ ',. , • "j -" ",,' •• " 
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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 customer penalized in one billing 
period may "earn back I. 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 further issues. 

This order is effective tOday. 
Dated October 23, 1991, at San Francisco, California. 

I will file a written dissent. 

lsi PATRICIA M. ECKERT 
Commissioner 

JOHN B. OHANIAN 
DANIEL WIn. FESSLER 
NORMAN O. SHUMWAY 

Commissioners 

~~;:: 

I CERTIFY THAT THIS DECISION ':.:,i:::j .. 
WAS APPROVED BY THE ABOW '~ 

COMMISSIONERS TODAY 

it~~··; 
Nftp:" .... &. J.' $'aLMAr;J,~ £:Xe9,UfiV!DJtoctor 

V~I"'2'"." " '. '¥.~ '':'-. .,; • '. r:;;.J .... ~ ,'. . ' ' , ."' ~ .'.: ,I .~ 

~ ... ~ •• ,i ' .... ,. 

.,.:,.' ... " 

• r" 

- 46 -

, , 



• 
I.89-03-005 et al.. JJ.J/GfJfI/tl:g 'II 

A.90-11-038 S&4 Jose Water CcInpl!Iny 

A.91-01-035 Elk Gr:ove Water Works 

A.91-01-038 Gl:eat 0eJcs water Canpany 

A.91-02-026 Del Este Water Ccmpany 

A.91-02-017 Califox:nia water Service Canpany (San Mateo District) 

A .. 91-02-027 Califox:nia-American water Ccmpany (Coxonaelo District) 

A.91-02-028 caJ.ifornia-Anerican water Ccmpany (Village Oistrict) 

A.91-02-031 Park Water Ccmpany 

A.91-02-033 Citizens Otilities Ccmpany of Califo:aU.a (Sacrmrento District) 

A.91-02-034 Citizens Utilities Ccmpany of Califoxnia (Mmtara District) 

• A.91-02-035 Citizen Utilities Ccmpany of caJ.i£ol:nia (Qlerneville District) 

)\.91-02-036 Ca1iforn.i.a-Arrerican Water Ccmpany (Baldwin Hills District) 

A.91-02-037 caJ.ifox:nia-An'eriC&'l. water Canpany (l-bnterey District) 

A.91-02-038 Santa Paula Water Works, Ltd. .. 

• 

A. 9 1-02-039 Santa Clarita Water Ccmpany 

A. 9 1-02-040 San Go.bri.el Valley Water Ccmpany 

A.91-02-042 Apple Valley l0nehos Water Canpany 

A.91-02-043 Valencia Water Ccmpany 

A.91-02-044 Daninguez Water Cox:po.ration 

A.91-02";:'047 Azusa. Valley Water Ccmpany 

A.91-02-048 Southern California water Ccmpany (IDs Osos District) 

A.91-02-052 california-}.merican water Ccmpany (Duarte District) 

A.91-02-053 Southem california water Ccmpany (Simi Valley District) 
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A.91-02-054 

A. 91-02-055 

A.91-02-056 

A. 9 1-02-057 

A.91-02-0SS 

A.91-02-059 

A.91-02-060 

A.91-02-061 

A.91-02-062 

A.91-02-063 

A. 91-02-064 

A.91-02-065 

A. 9 1-02-066 

A. 91-02-067 

A. 91-02-068 

A. 91-03-003 

A.91-0S-034 
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Southern CalifoInia Water Canpany (San ~iel Valley District) 

Southem caJ.ifox:nia Water Canpany (Bay District) 

Southem Califomia Water Canpany (Patona Valley District) 

Southem califomia water Canpany (Ojai District) 

Southem califomia Water Ccrapany (~litan District) 

SOuthem California water Canapny (Orange County District) 

SOUthem califomia Water Ccrapany (Desert District) 

Southam Califomia water Conapny (Wright'V.'OOd District) 

Southam California water Canpany (Cleorl~ District) 

Southel:n California water CCmapny (San Dimas District) 

SOUthe.tn Califomia Water Canpany (Axden-CO:rdova District) 

SOUtheIn QUifox:nia water Canpany (Barstow District) 

Southem california Water Canpany (c,J.ipatria-Nil&Xl District) 

Southem California water Canpany. (Santa Maria District) 

Californi4-hneriCM. water Ccrapany (San Marino District) 

Su.btt:ban water Systans 

Citizens Utilities Ccrapany of Califotnia (Felton District) 

A.91-o2-o01 C4lif0rn.i4 water Service Ccrapany (Westl.oke District) 

A.91-02-002 califo:cnia water service Canpany (Visa) ja District) 

A.91-02':'003 California water 5el:vice Canpany (South San Fran:isco District) 

A.91-02-004 california water Sel:vice Canpany (Ol:oville District) 

A.91-02-00S California water 5el:vice Canpany (Willows District) 

A.91-02-009 California water service Canpany (East Ics Angeles District) 
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A.91-02-010 Celifornia Water Service Calpany (He.tnesa-Redondo District) 

A.91-02-012 Celifornia water Service Calpany (Stockton District) 

A. 9 1-02-013 Celifomia Water Serviee carpany (Bear Gulch District) 

A.91-02-014 caJ.ifomia Water Sel:vice carpany (~field District) 

A.91-02-0J.5. Celifomia Water Sel:vice carpany (Sal.inas District) 

A. 9 1-02-016 califomia Water Se:cvice Calpany (Livexm:>:re District) 

A.91-02-01S Celifornia water Sel:vice carpany (~ Altos-S"l:;UtbM District) 

A.91-02-019 caJ.ifo:c:nia Water 5eJ:vice Calpany (San c,.rl05 District) 

A.91-02-020 caJ.ifomia Water Ser.rice canpany (Selma District) 

A.91-02-021 caJ.ifox:nia Water Service carpany (King' City District) 

A.91-02-022 caJ.ifomia water Sel:vice carpany (Dila:m District) 

A.91-02-023 Califomia Water Sel:vice carpany (Chico/Hmnilton City District) 

A.91-02-024 Califomia Water Sel:vice carpany (Palos V~ District) 

A.91-02-02S california Water Service carpany (Mal:ysville District) 
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CaL ~v.c. Sheet No. ____ _ 

Canceling Cal. P'.U.c. Sheet No. 

RULE NO. 14.1 

MANDhTOBY WATER CONSERVATION AND BATIONING PLAN 

GENEML INrOOOTION . 
If water supplies are projected to be insufficient to meet 
normal customer demand, the utility may elect to ~plement 
voluntaxy conservation usinq 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 required, the utility shall request Commission 
authorization to implement the mandatory conservation and 
rationinq measures set forth in Section B. 

The COmmission shall authorize mandatory conservation and 
ratio~nq by approving Tariff SCHEDULE NO. l4.1, 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. l4.l 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. l4.l is in effect and the utility 
determ.ines that water -supplies"'are again sufficient to· meet 
normal demands and mandatory conservation and rationing 
measures are no lonqer necessary, the ~.ti1i ty shall seek 
Commission approval to rescind Tariff Schedule No. l4.1 to 
discontinue rationinq. 

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

(continued) 

0L-__________________ ----------~----------_=~~~~~~ 
IaftAed by (To-bto i",""ed b,. CaL P.C.C.) (To bf. u..enecl by utility) 

Advice Letter No. ____ _ Date Filed ______ _ 

Effcctivc ______ _ 
DecisioD No. _____ _ 

RC'!iolution ~o. _____ _ 
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Canceling 

ROLE NO. 14.1 
(continued) 

Cal. P,U.c. Sheet No. ____ _ 

CaL P.U.c.. Sheet No. 

A. CONSERVATION - NONESSENTIAL OR UNAUTHQRIZED WATER USE 

No customer shall use utility-supplied water for 
nonessential or unauthorized uses as de~ined below: 

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

2. Use of water which results in flooding or run-off in 
gutters, waterways, patio!!, driveways, or streets .. 

3. Use of water for washing aircraft, cars, buses, boats, 
trailers or other vehicles without a positive shutoff 
nozzle on the outlet end of the ho!!e, except for the 
washing of vehicles at commercial Or fleet vehicle 
washing facilities operated at fixed locations where 
equipment using water is properly maintained to' avoid 
wasteful use • 

4. 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·.. .-

5. 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. 

6. 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 CAll be 
used. 

7. Use of water for more than min~al landscaping in 
connection with any new construction. 

(continued) 

OL-______________________ ~~~----------~~~~~~~ 
laaue4 bv (to. be in .... ed by Cal. P;C.c.) (to. ... in~ by .. tllity) 

Date Filed ______ _ 
Advice Letter No. ____ _ 

HAM" Effective ______ _ 
X>ecision No. _____ _ 

TIT", RC'Solutiorl l'io. _____ _ 
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Canceling 

ROLE NO. 14.1 
(continued) 

CaL P.U.c. Sheet No. ____ _ 

CaL P:.U.c. Sheet No. 

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 numbered days 
of the month, except that this provision shall not apply 
to commercial nurseries, 9'olf 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.'Ose of water for watering outside plants and turf areas 
using a hand held hose without a positive shut-off valve. 

11.'05e of water for decorative fountains or the filling or 
topping off of decorative lakes or ponds. Exceptions are 
made !or those decorative fountains, lakes, or ponds 
which utilize recycled water. 

l2.'05e of water for the filling or refilling of swimming 
pools. 

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

.. ..,,, , 

B. RATIONING OF W)JER 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 
steps required by Sections 350 through 35·8 of the California 
Water Cocle. 

(continued) 

O~ ___________________________ ~ ___________ ~~ __ ~~~~ 
limed by (1'ON io.e"ed by CaL F.'tl.C.) (1'0 N inMt'led by utility) 

Advice Letter No. ___ _ Date Filed ______ _ 
Effective ______ _ 

Decision No. _____ _ 
TIT", Re~olutjon No. ____ _ 
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Cancelins: 

RULE NO. 14.1 
(continued) 

Cat P;U.c. Sheet No._---­

Cal. P".t1.c. Sheet No. 

c. ENFORCEMENT OF MbNOATORY CONSERVATION AN!> RATIONING 

1. The water use restrictions of the conservation program in 
Section A of t~s rule become manQatory when the 
ratio~q progr~ goes into effect. These restrictions 
are applicable whether or not the customer exceeQS the 
monthly water allocation. 

2. Opon inception of the manQatory provisions of this Rule 
the utility may, after one verbal and two written 
warnings, install a flow-restricting device on the 
service line of any premises where utility personnel 
observe water beinq used for any nonessential or 
unauthorized use as defined in Section A. 

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

4. After the removal of a restrictinq 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 't.he appropriate charge for 
removal has been paid to the utility. 

5. 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 uti1ity may eharqe the excess usage penalty shown in 
Tariff Schedule No. l4.l. 

6. 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. 

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

(contiLnued) 
OL-______________________ ~ ____ ------~~~~~~~ 

X..ued Dv (Io, ~ inlfll1ed b:o' CaL r. tl.c.) ('to boo IDwrt.o by utility) 

Date Filed ______ _ 
Advice Letter No. ___ _ 

NAM& Effective ______ _ 
DeeisioD No. _____ _ 

'Re:>olutioll So. ____ _ 
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D. APPEAL PROCEPUBE 

Canceling 

ROLE NO. 14.1 
(continued) 

Cal p~tT.C Sheet No. ____ _ 

Cal.- P'.U.c. Sheet No. 

Any customer who seeks a variance from any of the provl.sl.ons 
of this mandatory water conservation and rationing plan or a 
change in water allocation shall notify the utility in 
writ~g, expla~ng 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 o·f, 0: as a :esul t of, any 
matte: 0: thin; done or threatened to be done pursuant to­
the provisions of this man~atory water conservation and 
rationing plan. 

E. FnLICITY 

In the event the utility finds it necessar,y to implement 
this plan, it shall notify customers and hold public 
hearings conee~ng the water supply situation, in 
accordance with Chapter 3, Water Shortage EmergenCies, 
Sections 350 through 358-, of the California Wate: Code. The 
utili ty shall also provide each customer with a copy o·f this 
plan by means of billing inserts or 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 raaio spot/ 
advertisement, community bulletin board, or other 
appropriate methodes). 

9 
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Phil E. GW.dotti 
~ V'}JIE[ WATER CClMPANY 
:RANCHO DEL PARADISO WATER COMPANY 
1>.0. Box 2S6 
Guerneville, CA 95446 

Mcl.asa Metzler, P.esearCh Associate 
BARA100 ).NO QIAM8ERLIN 
180 Grand Avenue, suite 1090 
oakland, CA. 94612 

:Reed V. Schmidt 
~ ~ ASSOCJ:1aES 
1636 ~ Street 
San Francisco, ~ 94J.09 

John S. Barker 
~mrA-»1EF.Ia.N 'WAIm COMPANY 
",0 ~Drive 

Olula vista, CA 91914 

H. W. (Will) Stokes 
CALI:FOF.N:tA ASSOC. OF F.E~ON 

ENI'llIES OF WA::rER (~ 
27014 Hellnond Drivo 
~q~, CA 91301 

Donald L .. HOUck, Executive Officer 
Francis S. Fer:ra:ro, Vice President 
~ WATER SERVICE COMPAN'l 
P. O. BOX ll.5O 
~ Jose, CA. 95112 

David Ray,. Attorney at Law 
OEPARIMENI' OF WAXER FESOORCFS 
1416 Ninth. Street 
sac::rmnento, CA. 95814 

John S. Tootle 
tor-D:NGOEZ wxrER o:x1PAN';{ 
21718 South JU.ameda street 
long' Beach, CA. 90810 

~ txlNCAN 
~ Onac:rest Drive 
~ Angeles, ~ 90043 

Betty Roeder/O. Stoc:kton/M. Abrarrison 
• CREAl' OAK; WM'ER COMI?AN'l 

P. 0.. :sox 23490 
san Jose, CA 9SlS3 

~1 Mar.!:' 
w.DDEN' CREEK 'WATER COMI?Am:' 
P.O. BoX 264 
T@oma, CA 95733 

A- Q:~:wto:rd. Greene;wm. Newell, 
Atto%neYS at taw 
~, OO':lIE, ~ & ENERSEN' 
#3 Embarea~· center, 26th Floor 
~~, ~ 94J.l1 

Michael MOynahan 
~POL1'rAN 'WATER DIS'lP.Icr OF SOO'IHERN 

CALIFORNIA 
llJ.l sunset Boulevat't1 
Los An9eles, CA. 90054 

Jose' E. CUZman/.:J'\Wl co:mejo 
NOSS»1AN, GOTHN.E:R, l<NOX AND ELLIorI' 
so califomia St:teet,. 34th. Floor 
San FrMeisoo, ~ 941ll-4712 

Martin ~ramson 
PARK WATER COMPMY 
420 ).shton. Avenue 
MiJ.l.b~e, CA 94030 

Ieigh. K. Jordan, Vice President 
Pm< WJa'ER c::cMPANY 
P. O. :fOX 7002//9750 WashbUrn P.oad 
0t:::Mnf!y, CA. 90241-7002 

Daniel D. Rog'ina 
F!OGINA W1.1'ER. COMP~, INC. 
la50 Talmage ~ 
tJkiM, CA 95482 

Michelle Y.esr.ey, Dil:eetor-Envir.. Mngmt. 
crrl OF SAN JOSE . 
151 West Mission Sb:eet, SUite 203 
San Jose, CA 95110 

'I':ilnot:hy J.. Ry&'l, Attomey at Law 
SN GABRIEL V'KDE£ ~ COMPAm 
11142 ~,. Avenue 
P. O. BoX 6010 
El Monte,. Ot. 91734 

Fre:l R. Meyer,. vice President & CFO 
SAN JOSE WATm ~ 
374 West santa Clara st:reet 
San. Josa, CA. 95196 
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Olarles K. Smith 
SIERRA Cl'lY wam~, INC. 
732 Butlor Road 
G~ valley, CA 95945 

J'~ p. scott Shotwell, At'e:I at taw 
Amm:RN oo.IFORNIA EDISON COMPANY 
~44 walnut GroVe Avenue 

Rosemead, CA 91770 

s.. :Romines/S.. Comm:y/T. Hading r Attys. 
~ OO.IFORNIh ~ o:l1PANY 
P. O. Eox 9016 
~"'l. O:ilDas, CA 91773-90l6 

Floyd E. Wicks,lJ'oel A- Oickson 
~ CAIJ:FORNIA. ~ a:»1PANY 
630 East Foothill BoUlevard 
san Ollaas, CA 91773 

Willimn W. WadejMat'thew 'I'. Nussbaum 
~ ECONa-ttCS 
120 Montgomexy Street, SUite 1776 
Sml Franc:isco, CA 94104 

FDy S. Fl:eelwl, PreSiaent 
S'I:A'RU'tt WA1'ER o:MPANY 
4710 :iorksh.:iJ:'e 
Anacortes, WA 98221 

teonard G. Weiss, Attorney at IJJ.w 
S'l'W'EL, 'WJ'1:1:r 1\NO 'WEIS:~ 
#1 ~dcro centc!r, ::9th Floor r Franc:isco, CA 94llJ. 

Daniel Commy, Vice Presid.ent 
Regulatoty' .Affairs 

SOl3tJRB,b.N WAn:R ~ 
l6390 East Mapleg:r:ove Street 
Ia Puente, CA 9l744-1399 

~yrroncl L. smith, President 
~, ]NC. 
2398 "2" North Main stxeet 
salinas, Or. 93906 

PatrieiaA. SdJmiege 
O'MELVE:N:v: " MiERS 
275 Bat:tety stxeet 
Sml Franc:isco, CA 94111. 

N.:J GUN WAIl<E:R 
RM. sm'" 
IZetta C.R. Jackson 
RM. 504l'" 

5eanee.n Wilson 
~ .. 4209'" 
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Martin Brag-en 
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Fred. OJrrf,Water Br. (8) 
:EM. 3106'" 

Jmnes Mc:!V'ic:ar, Energy' Br. 
iM .. ' 3200* 
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~'L. Ong', water Sr .. 
iM. 3104'" 

Robert E. Penny 
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Ieslie Russell 
R-t. 3-0* 
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PATRICIA M. ECKERT, President, Dissenting 

One year ago, 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 ot tull 
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 utilitios to promoto consorvation." 

This poliey 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 poliey 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 docision that policy has changod. 
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. 

Conservation 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 ease 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. 

October 23, 1991 
san Francisco, California 


