
SECTION 12

WATER DIVISION

The Water Division supports the Commission by examining and implementing, where possible, innovative and streamlined regulation, and monitoring water issues.  

To facilitate separation of adversarial/advocacy and advisory functions required by SB 960, the Water Division has reorganized into a Ratepayer Representative Branch, an Auditing and Enforcement Branch, and a Water Advisory Branch.  Small water utility regulation and all advice letter processing will be done in the Water Advisory Branch.  All other not strictly advisory activities will be handled by the other branches.  

TWO TO THREE YEAR OUTLOOK 

The Water industry for the foreseeable future is likely to remain a natural monopoly; however, the Division and Commission will, during the three year rate case cycle, examine possible alternative regulatory or competitive frameworks for the industry, and monitor impacts of privatization and federal and state legislative requirements on water utilities.

1998 WATER DIVISION OBJECTIVES 

Objective A:  Consider and Implement Appropriate Alternative Regulatory

                     Methods on an individual basis for Class A water utilities.  

Strategy 1   Produce a White Paper on PBR and other alternative regulatory issues that will propose strategic options for the Commission.  This effort will be coordinated with the Division of Strategic Planning’s overall look at the water industry.               (April 1998)

Strategy 2 
Implement Streamlined Regulatory Procedures in General Rate Cases when all parties believe such changes would be beneficial to ratepayers, the utility and the Commission.

          






      
       [Semiannually]

Strategy 3
Report Important Advice Letter Filings to the Commission to establish early Commissioner involvement in controversial advice letter filings.                                                                    (Monthly)

Objective B:  Protect Consumers 
Strategy 1 
Expeditiously and thoroughly process General Rate Cases (GRCs) For Class A (greater than 10,000 service connections) water companies by meeting the deadlines specified in the Rate Case Plan, D.90-08-045, and in accordance with SB 960 requirements.  Improve the efficiency of the GRC by maximizing use of stipulations and settlements.  We anticipate that most, if not all, 1998 GRCs will be settled.                        (Semiannually)                           

Strategy 2 
Review the Weather Normalized Means Test for accuracy and equity.  Water utilities have an extensive structure of balancing accounts that protect them from financial risks over which they have no control.  This structure contains safeguards.  In 1998 we will review the main safeguard, the Weather Normalized Means Test, as a result of a request by two of the Class A utilities.  The first meeting is scheduled for May, 1998 and, if substantiated, we plan to promulgate the new procedures in time to meet the 1998 offset filing deadline.                                            (November 1998)

Strategy 3   Respond to and resolve consumer complaints.  Ensure utility              compliance with tariffs and CPUC regulations. 

Objective C: Develop Efficient Standards For Evaluating Mergers and 

                    Acquisitions     Because it is one way of increasing revenues and there are substantial economies of scale in the water utility business, and because SB 1268 (Public Utilities Code Sections 2719 through 2720) requires the Commission to use the acquisition cost for ratemaking, the Water Division anticipates an influx of new applications for sale or transfer.  Division workload will increase substantially because the law also requires that the Commission determine the fair market value during the acquisition process. 

Strategy 1
Process the  OIR on Acquisitions and Mergers (R.97-10-048) to develop a standard Commission practice in this area.  Comments from parties are due March 2, 1998 with replies due April 1.   

                                                                                                                  (1998)                    

Strategy 2   Increase Incentives for Large Water Utilities to Purchase Small Water Utilities:  OIR 97-10-048 will also address the benefits and costs of small system acquisition and develop guidelines for valuing these benefits.                                                          (1998)

Strategy 3 
District Consolidation:  The Commission has consolidated many water districts for ratemaking purposes. Division staff will consider further consolidation based on geographic location, source of supply, compatibility of operation, and similarity of costs of service.                                                                (Ongoing)

Objective D:  Complete the Privatization Proceeding   Some Commission- regulated large water companies are contracting to operate all or part of municipal water systems or are using existing equipment and personnel to compete for contracts to provide services, such as billing.  The question of cost allocation in these areas has still to be resolved.  The Commission issued an OIR on Privatization and Excess Capacity (R.97-10-049) to determine the needs for guidelines and best method of meeting those needs. Comments are due on March 2, 1998 and replies are due April 1, 1998.                                    (1998)

Objective E:  Monitor and Assist Small Water Companies     The Commission regulates 179 Class B, C and D (less than 10,000 service connections) water companies. 

Strategy 1 
Outreach to Encourage Rate Change Filings    If small water companies do not regularly file for rate changes, their systems can deteriorate quickly, reducing service quality and increasing the long-term costs to ratepayers.  The outreach program monitors those utilities who have not communicated with the Commission for a long time to determine: a) if the utility is being run properly, and b) if the utility needs a rate increase to cover reasonable costs and keep the system in good operating order.                  (Ongoing)                       

· Visit small companies periodically to determine if they are operating efficiently and providing adequate service to customers.  This will occur as part of attending public meetings (24 to 36 times per year) and by using summer interns who typically contact about 30 companies per year.  

                                                                                   (Ongoing)

· Meet with the Department of Health Services, Field Operations Branch (DHS)to improve service and management capability. 

                                                                                (Bimonthly)

Strategy 2   Process Small Water Company Filings Expeditiously.  The 

Service Guarantee Plan, Standard Practice U-9-W, provides a timeline for processing small water informal General Rate Cases. The Water Division will develop, in association with the Information Resource Branch and other Divisions, a workload tracking program to give real-time information on the status of these proceedings.  In order to reduce the time required to do the GRCs themselves, we will develop guidelines for certain operating expenses to make determining reasonable expenses easier. (1998) 

Strategy 3   Improve the Memorandum of Understanding the Commission 

has with the DHS. Water Division management will schedule meetings with DHS and with Department of Water Resources (DWR) to discuss this document.                                  (Bimonthly)                    

Strategy 4   Monitor and Address Funding of Facilities Upgrades    The Safe 

Drinking Water Act of 1996 (SDWA) makes money available for upgrading water company facilities.  Congress authorized funding for fiscal year 1997 of over $75 million for California.  We expect a similar amount will be authorized for fiscal year 1998.  We will work with DHS and with DWR to develop methods to assure SDWA revenues are used for the purpose for which they are intended.                                                                    (Bi-monthly)

Objective F:  Address Long-term Water Supply Needs particularly as they relate to conservation, reclaimed (recycled) water, groundwater contamination, emergency needs and investor-owned systems’ physical access to larger intrastate water transmission and storage facilities.

Strategy 1
Participate as a representative on the California Urban Water
Conservation Council to develop and track best management practices for water conservation.                                     (Ongoing)

Strategy 2
Work individually with the 13 Class A water companies during

general rate cases to develop new cost-effective conservation projects and appropriate funding.   This effort will examine approximately 14 of the 54 large water districts each year. 

                                                                                        (Ongoing)

Strategy 3   Evaluate Existing Conservation Programs such as the low-flow 

toilet and shower-head programs that have proven successful in encouraging customer water conservation.                      (Ongoing)

Strategy 4   Work Cooperatively with Water Utilities to Maximize the Use 

of Recycled and Reclaimed Water      Tertiary-treated water from sewage treatment plants is increasingly being used in lieu of potable water for irrigation, landscape watering and some process water needs.                                                                    (Ongoing)

Strategy 5   Improve Supply Access   The Central Valley Improvement   

Program authorized customers of the Federal Central Valley Project to resell federal water without losing rights to the water.  These and other similar actions could potentially create a wholesale market for water.  While the Commission’s jurisdiction over these issues is limited, we will monitor water transfers as a result of this legislation to see if regulated utilities should be more active in identifying additional supplies.                          (Ongoing)

Strategy 6
Develop Commission Policy Concerning Water Contamination 

Litigation in Southern California and the Sacramento area. The Commission may need to open an Order Instituting Investigation into these issues.  Staff will develop an issues paper and, if so directed by the Commission, develop and process an OII.     (1998)

Strategy 7
Process Applications for Additional Supply

California-American Water Company (Cal-Am) is under order by the State Water Resources Control Board to reduce its take of water from the Carmel River by 60% and to seek other, long-term, replacements.  Cal-Am filed application No. 97-03-052 on March 28, 1997 for a CPC&N to build the Carmel River Dam.  An Environmental Impact Report update is required, and expected to be completed in June 1998.                                                  (1999)

Southern California Water Company has entered into a long-term commitment to obtain State Water Project water via the Central Coast Water Agency for its Santa Maria District near San Luis Obispo.  The utility will seek Commission approval for this commitment to purchase 500 acre-feet annually, and for  authority to pass through to ratepayers the costs of the intertie to the State Water Project.                                                        (1998)

WATER DIVISION KEY PERFORMANCE INDICATORS

Management and Tracking

The Water Division has made positive progress in most areas addressed in the 1997 Business Plan.  Applications have been processed successfully and on time.  “Aged filings” have been reduced from 13 in February 1997 to two presently.  The Division will continue to report on workload monthly.  As the Division makes progress in accomplishing its objectives, it will provide that information in the monthly report also.  Much of the Division’s intended accomplishments depend on interaction with other parties (DHS, DWR, water utilities) so progress will be more appropriately provided in narrative form.

RESOURCES

Staffing

The Water Division expects to staff and process all Commission water regulatory activities and continue to adequately protect ratepayers’ interests.  

Water Division’s Ratepayer Representative Branch will participate in all applications, primarily large water utility regulation, representing ratepayers’ interests.  The Auditing and Enforcement Branch will participate in enforcement OIIs and any formal complaint proceedings that require staff participation.  Water Advisory Branch will handle advisory needs of the Commission or Administrative Law Judges Division.  Workshops and development and processing of Orders Instituting Rulemaking (OIRs), will be done by the Water Advisory Branch whose staff and management will be independent of the project teams and perform only the advisory role.  

Estimated Staffing Requirements 

Objective
Authorized
   Filled
Vacancies






A - Consider and Implement 

      Appropriate Alternative 

      Regulatory Methods
        2
       2







B - Protect Consumers by Processing 

     General Rate Cases for Class A  

     Water Companies Expeditiously 

     and Thoroughly
       18                  
      17
        1






C - Develop Efficient Standards for

     Evaluating Mergers and 

     Acquisitions
         2
         2







D - Complete Privatization Proceeding
         1
         1







E - Monitor and Assist Small Water 

     Companies
       17
        15
        2






F - Address Long-term Water Supply 

     Needs
         5      
          4 
        1


 
          


Support Staff
         4    
          4


Division Administration
  4
    4


                      




                       Totals
       53
         49
         4

Addressing Resource Constraints

· The Water Division filled its two vacant Program and Project Supervisor positions in 1997.  In early, 1998 it filled its Financial Examiner  IV vacancy and a secretarial position, will fill two Senior Engineer positions, and hopes to recruit four entry level employees.  

· The Division has kept up with workload reasonably well in 1997, and sees the same for 1998 assuming vacancies are filled. 

· The Water Division is exploring with the Department of Health Services the possibility of deriving funding from the SDWA State Revolving Fund to fill positions required to ensure our utilities comply with the SDWA. 

1
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