MEMORANDUM OF UNDERSTANDING

IN APPLICATION 95-09-005

This Memorandum of Understanding (MOU) between California Water Service Company (Cal Water) and Water Division (WD), jointly referred to as parties, addresses California Public Utilities Commission (PUC) regulatory requirements for Cal Water’s non-Commission regulated water system acquisitions.  Additionally, the MOU addresses Cal Water’s service area map filing requirements associated with water main extensions and revenue adjustments relating to Cal Water’s acquisition adjustment accounts.  

In Application (A.) 95-09-005 et al the Division of Ratepayer Advocates (DRA) raised issues concerning PUC approval and ratemaking treatment of non-Commission regulated water system acquisitions.  Cal Water and WD agree that this MOU appropriately addresses DRA’s issues raised in A.95-09-005 et al and their applicability to future Cal Water acquisitions, unless the MOU is terminated by mutual consent of both parties.  Water system acquisitions for the purpose of the MOU represent the permanent transfer of assets to Cal Water ownership.  Lease and operating agreements are not defined as acquisitions and are specifically excluded from the MOU.

Listed below are the MOU requirements for Cal Water water system acquisitions.  

1. Within 5 working days from the date of an agreement to acquire a non-commission regulated water system, Cal Water shall contact and if required meet with WD staff to explain the details of the proposed acquisition.  

2. Within 30 days from the date of execution of an agreement to acquire a non-Commission regulated water system Cal Water shall file an acquisition advice letter with the WD.

3. The acquisition advice letter shall include, but not be limited to, the following items.  Appendices need only be filed with WD, however, the acquisition advice letter should indicate that appendices are available upon request.  

A. A copy of the executed purchase agreement.  (Appendix)

B. Proposed rates.

Cal Water’s established rates may be applicable to the acquired customers, but adequate justification must be provided.

C. A detailed description of water system facilities being acquired, based on the best information available from the acquired water system operator and Cal Water’s good faith effort to supplement deficiencies.  This should include, but not be limited to, such items as a distribution system map, showing pipe sizes and fire flow and pressure area deficiencies.  Acquisition advice letters for water systems which do not meet the minimum design and service standards of General Order (GO) 103 shall require Commission action by Resolution.  

D. Cal Water’s planned water system improvements for the acquisition, including estimated costs and the rate impact on the acquired and existing Cal Water customers.

E. Estimated Summary of Earnings before and after the acquisition both with and without the estimated cost of water system improvements from D. above.

F. The names and addresses of all utilities, corporations, persons or other entities whether publicly- or privately-operated, with which the acquisition is likely to compete, and of cities or counties within which service will be rendered.

G. A certification that a copy of the acquisition advice letter has been served upon or mailed to each such entity or person in F. above.

H. A map of suitable scale showing the location of the acquisition and its relation to other public utilities, corporations, persons or entities with which the same is likely to compete.  (Appendix)

I. A statement identifying the franchises and such health and safety permits as the appropriate public authorities have required or may require.  

J. A detailed statement of the amount and basis of the original cost (estimated if not known) of all plant and of the depreciation reserve and purchase price.  The parties understand that the original cost is subject to change after verification of the acquired system’s records and facilities.

4. Cal Water shall include a full showing for each acquisition in the next general rate application which affects the acquisition.  

5. The Director of WD shall review all filed protests and concerns raised by WD staff to the acquisition advice letter.  Where appropriate, the Division may recommend the Chief Administrative Law Judge convert the advice letter to a formal application.  Prior to such conversion, Cal Water shall have an opportunity to supplement its advice letter, as provided by GO 96-A, to address the filed protests.

6. The advice letter filing shall not be considered complete unless it complies with all the provisions of this MOU.  

7. Acquisition advice letters for water systems that will not be contiguous to a Cal Water water system shall require Commission action by Resolution.  

Another controversial issue in A.95-09-005 concerns water main extensions into areas outside Cal Water’s filed service territory.  Section I.E. of GO 96-A authorizes a utility to file tariff service area maps for extensions into territory contiguous to its line, plant, or system not therefore served by a public utility of like character.  

This MOU between Cal Water and WD requires Cal Water to provide specific information and follow certain procedures when expanding its service area in connection with a water main extension. 

1. A revised service area map filed in accordance with GO 96-A.

2. A copy of the customer application for service shall be included with the service area map filing.

3. Areas contiguous to and which can be served directly from the main extension without further main extensions should be included in the requested service area expansion, unless the areas are under the sphere of influence of another water purveyor. The new transmission mains to serve the proposed areas shall be designed to accommodate growth during the economical life of such mains.  

4. Parcels of land for which Cal Water has not notified the owners shall not be included in the proposed service area extension.  

5. When the nearest customer to be served by the main extension is located more than 2000 feet from the existing service area, adequate justification that the water main extension is the best alternative in providing water service should be included in the filing.  

6. A statement confirming that the Local Agency Formation Commission has been sent a copy of the revised service area map filing.  

7. Documentation demonstrating that the project for which the service area is being extended, has at least preliminary approval of the local permitting agency.  

8. Documentation, normally in the form of a letter from the local fire protection entity having jurisdiction, that the fire protection entity is satisfied with the fire flow capability of the system planned for the new area.  

9. A map of the proposed water main extension and supporting computations showing compliance with the minimum design and water supply standards of GO 103.

Finally, Cal Water and WD have also reached agreement concerning ratemaking adjustments related to the plant acquisition adjustment account.  In its “RESPONSE TO ADMINISTRATIVE LAW JUDGE’S RULING REQUIRING ADDITIONAL FILING BY APPLICANT” dated August 6, 1996, Cal Water argued its position and provided detailed accounting entries relating to various water system acquisitions in its Bakersfield and Visalia districts.  WD (DRA’s successor) also addressed this issue in its “REPORT IN RESPONSE TO CALIFORNIA WATER SERVICE COMPANY’S RESPONSE TO ADMINISTRATIVE LAW JUDGE’S RULING OF JUNE 27, 1996”.  Both Cal Water and WD recommended rate adjustments to reflect the Commission’s acquisition adjustment policy.  Accordingly, the Parties have had settlement meetings and have agreed to the following adjustments:

1. A one time $94,329 credit to the Visalia district Balancing Account.  This credit will benefit ratepayers by reducing the Balancing Account undercollection.

2. A one time $5,671 credit to the Bakersfield district Balancing Account.  This credit will benefit ratepayers by reducing the Balancing Account undercollection.  

3. A reduction in the Visalia district’s annual revenues by approximately $50,765.  Attached are revised Visalia district rate schedules reflecting the reduction.  

RECOMMENDATIONS

In accordance with the discussion above Cal Water and WD jointly make the following recommendations:

1. The Commission should adopt the Cal Water procedural filing requirements set forth in this MOU which address:  

A. Non-Commission regulated water system acquisitions, and 

B. Water main extensions into areas outside Cal Water’s service territory.

2. Cal Water should be authorized to file with WD the revised service area maps submitted with Application 95-09-005 et al.

3. Cal Water should be directed to credit its Visalia district and Bakersfield district Balancing Accounts by $94,329 and $5,671, respectively.

4. The Commission should adopt the attached Visalia district rate schedules that reflect a $50,765 reduction in annual revenues.

