PURLLIC UTTLITIES OMMISSION OF THE STATE OF CALIFORNIA

QAMMISSION ANISORY AND (OMPLIANCE DIVISION RFSDLUI‘ICN NO. W-4013%
Small Water Branch Decerber 20, 1996

(RES. W-4013), ORDER AUTHORIZING ALL WATER UTILITIES TO
ESTABLISH MEMORANDOUM ACOOUNTS FOR RECORDING EXPENSES
RESULTING FROM: (1) THR ENVIRCNMENTAL PROTECTION AGENCY'S
ADOPTED NEW NATIONAL PRIMARY FRINKING WATER REGULATIONS;
(2} mmmmwnmmmcmmxmmm,
AIDITIONAL WATER TESTING COSTS AND REXPENSES; AND (3)
AUTHORITY TO FILE AINVICRE ILETTERS FOR THE REOUVERY OF SUCH
CHARGES AND RXPENSES.

BACKGROUND

The United States’ E)wnmrental Protection Agency (USEPA) pronulgated Natlonal
Primary Drinking Water Regulations (NPDWRs) for lead and copper, calléd the
Lead and Copper Rule (I(R) on June 7, 1991, (56 FR 26460). NPDWRs established
Maximumm Contaminant Level Goals, Action I_evels, m:\mtonng and neportmg
req.uresrents, and treatment technique requirements which are to be implemented
when either contaminant exoceéds its Action Level. USEPA also set standards
under the Surface Watér Treatment Rule (SWIR) on June 29, 1989, (54FR27486).
NPDWRs have added extra oosts for water testing and treatment to the water
utilities. Additionally under Section 4019.10 of the (‘ahforma Health and
Safety Code, State Department of Health Services (DHS) is now billing annually
instead of twice yearly billings as stated in Resolution No. W-3784. ‘These
costs were unforeseen by the water utilities and therefore not accounted for
in their last general rate cases {(GRCs). These oosts aré also not in their
control and, therefore, may be allowed to be passed on by an offset surcharge.
Section 454 of the Public Utilities Code requires that any chaxges to the
customers of regulated water utilities must be authorized by the Conmission.

DISOISSIN

This resolution updates and modifies Resolution No. W-3784 which expires
January 1, 1997. Under the ILR, all water systems must collect and test
sanples at the taps of custarers with lead service llnes or lead-soldered
oopper plurbing for lead and oopper analysis every six months. Sanples for
other factors must be taken from within the distribution systeém every six
months, and from entry points to the distribution system every two weeks.
Both the nurber of sarrplmg su:es and the frequency may be reduced if, for
three years, the action level is met or if optional treatment is mamtalned
for the water system.

Under the SWIR, all water systems using surface water or groundwater under
direct influence of surface water must filter and disinfect their source water
supply or develop a source of water not influenced by surface water.
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Section 4019,10 of Califormia Health and Safety Oode vequire that DHS' Office
of Drinking Water and Enviroimental Management (ODW) develop operating cost
fees on the basis of the actual oosts to that office of carrying out the
activities connected with the issuance of permits, conducting 1nspect10ns and
swrveillance, taking enforcement actions, and the costs of administering any
contracts with local health officers. At the time Resolution No. W-3784,
dated June 23, 1993, allowing water utilities to recover OCW fees was issued,
it was anticipated that these fees would eventually k¢ included in base xates,
However, on acoount of the possible Jarg variation in each billing vhich is
hased on actual oost to OO, the inclusion of such oosts in base rates at this
time is not possible. . )

Since these costs are not factored into the Comission regulated utilities
authorized rates for service, the Small Water Branch (Branch) believes it
appropriate that action be taken by the Comission to protéct these utilities
from the adverse oconsequences of such mmantxclpated expenses. At the time of
general rate increase proceedings, the utilitiés and the Branch are unable to
estimate the costs of these expénses. In the absénce of an estabhshed
mamorandum acoount, the matter of retroactive ratemaking beoomes an issue.
Mdltmnally, there is no Camission authorized procedure for considering such
oosts in rates.

Given these circunstances, the Branch believes it appropriate to authorize any .
utility that was not allowed coverage of such costs in its last general rate
proceeding to establish a memorandum acoount in which to record payment of
water testing and treatment costs vesultmg from the USEPA regulatlons and oW

fees. DHS costs resulting from non-campliance and related fines should not be
booked to this memorandum account. The Branch also believes it appropriate to
allow such utilities to subsequently request rate recovery of the payments
recorded in thée memorandum acoount by advice letter under the provisions of
General Order No. 26-A (G.0. 96-3A), and let such increases become effective
"upon verification by Branch. Ut111t1es opening such a wemorandum adoount
should be authorized to keep it held open until normahzed cost of l:hese
expenses are included in a utility's next general rate increase pr

At that time, future oosts to the utlhty for this pmpose should be
reasonably known based on recorded information.

The ut111t1es are erm.uaged to file for recovery of memorandum acoount
amounts in a timely manner to avoid any rate shock to custamers. Also the
- recovery of any expenses incurred prior to 36 months from the date of the
advice letter filing requesting recovery of such expenses should not be
allowed because of the public need that-today's ratepayers not pay for
yesterday's ratepayers incurred expenses.

NOTICR AND PROTEST

Public notice is pot védquired at this time. When a utility seeks recovery of
expenses recorded in the memorandum account, public notiflcatlon will be
required as prescribed in the advice letter procedures of G.0. No. 96-A.
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FINDINGS AND OONLSTONS

1. EPA adopted new NPDWRs for lead and oi:;par, and the surface water treatment
rule.

2. ODW developed and adopted new operating cost fees.

3. These new rules will result in additional sarpling, testing, and water
treatment costs to Conmission regulated water utilities.

4. Utilities rvequlated by the Cormission and s.JbJect to the pu)wsmns of the
NPDWRs and ODW should be authorized to establish a memdorandum accaunt in which
to record payments of water sanpling, testing, and water treatment costs and
oW fees.

5. Slll:rsequent to recording such paymants in a nerrorandun aooount utilities
should be authorized to file an advice letter under the provisions of General
Order No. 96-A requesting reoovery of the amount in the acoount not more than
once each ‘calendar ye=ar.,

ITISCRIIREDthat:

1. Each water ut;hty regulated by the Cormission and subject to the
provisions of the Natmnal Primaxy Dlmkmg Water Regulations and Pepaxtment
of Health Servwes' Division of Drinking Water and Envirormental Management
fees and expenses is authorized to establish a memorandum adcount in which to’
reocord payment of water sanpling testing oost, and Department of Health
Services' fees which are not already coveréd in rates. Costs resulting from
non-ocorpliance and related fines shall not be included in this memorandum
acocount .

2. Each water utility having recorded payment of costs as authorized above, is
authorized to file an advice letter as prescribed by General Order 96-A
requesting recovery of those oosts, once each calendar year. Expenses
incun‘ed prior to 36 wonths from the date of advice letter filing shall not be
allowad. The filing shall becare effective five days after the Small Water
Brarl'zch ve11f1es the accuracy of supporting computations submitted by a
utility.

3. The memorandum acocount ‘as authorized E}bo'&'e shall remain open until the
Comission cancels it, or Janwary 1, 2002, whichever occurs first.
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4. This resolution is effective today.

I certify that this Resolution was adopted by the public Utilities Oormission
at its regqular meeting on Decamber 20, 1996. ‘The following occomissioners
approved 1t

- - IN
fecutive Director

P. GREGORY CONION
Président
JESSIE J. KNIGHT, Jr.

HENRY M. DUQUB"
JOSIAH L. NEEPER
Cormissioners




