VIA Hand Delivery and Electronic Mail
November 23, 2005







California Public Utilities Commission

Division of Strategic Planning

Attention:  Edward Howard
505 Van Ness Avenue

San Francisco, CA 94102-3298

Re:  Comments on Water Action Plan

Dear Mr. Howard,

Pursuant to the invitation on the home page of the California Public Utilities Commission (Commission) at www.cpuc.ca.gov, California Water Service Company (Cal Water) submits the following comments on the Commission’s Draft Water Action Plan (WAP) dated November 9, 2005.  

With respect to the key water principles (safe, reliable, and high quality water, water efficiency, reasonable rates, and viable utilities) and water action plan objectives (maintain highest standards of water quality, strengthen water conservation programs comparable to energy, promote infrastructure investment, assist low-income ratepayer assistance, streamline regulation, set rates that balance investment, conservation, and affordability)  Cal Water fully supports the principles and objectives.  In fact, Cal Water applauds the Commission for taking a leadership role in recognizing the key water principles and identifying six water action plan objectives to achieve the principles.  
However, without strong guidance from the Commission and a clear implementation plan with timelines and accountability many of these well thought out objectives will not progress beyond the WAP.  Accordingly, Cal Water suggests that the Commission consider identifying multiple paths and timelines for implementing the objectives.  For example, high priority objectives, such as strengthen water conservation programs and maintain highest standards of water quality, are best addressed in individual generic proceedings and should have short timelines, within 12 months.  While other objectives, such as assist low income ratepayers and streamline CPUC regulatory decision-making, can have a dual path of individual generic proceedings and company-specific proceedings.  Furthermore, Cal Water recommends that the Water Division, in its advisory capacity, discuss implementation and timelines informally with water industry representatives, as needed, and provide its recommendations in formulating the next steps.  As daunting a task as this may appear, especially with the competing interests of energy, telecom, and transportation industries, the Commission can take solace in knowing that this plan will impact 6 million residences of the state, which is equal to or greater than the population in 37 states.  Finally, below are Cal Water’s comments on certain specific objectives. 
Maintain Highest Standards of Water Quality
2.  Strengthen the CPUC’s role in water quality regulations and monitoring procedures.
As set forth in the WAP, Decision (D.) 00-11-014 directed the Commission staff to draft an order instituting rulemaking (OIR) to develop water quality regulation and monitoring procedures.  Since D.00-11-014 was issued five years ago, the Commission should move quickly to issue the OIR and complete the proceeding before 2007. 
5.  Provide incentives for the acquisition or the operation of small private water utilities by larger private or municipal water utilities. 
If the solutions for solving small water system problems were as simple as municipal ownership, there would no need to address the issue.  Unfortunately, most small water systems are located in remote areas where municipal ownership is not an option and local government has not shown an interest.  As with the other industries that the Commission regulates, customers of small water systems need a water provider of last resort to ensure safe, reliable water service.  Large Class A water utilities can be providers of last resort.  However, Class A water utilities have shown a general unwillingness to assume that role without assurances that they will recover their costs and have incentives available to compensate them for the additional risks that come with operating small water systems.  For more information concerning Cal Water’s position on small water system acquisitions see its application to acquire the assets of Grand Oaks water system filed November 23, 2005.  
Strengthen Water Conservation Programs to a Level Comparable to those of Energy Utilities

1. Promote metered water service to encourage conservation.

On September 30, 2004 the Governor signed AB 2572 requiring urban water suppliers to meter municipal and industrial customers by January 1, 2025.  Cal Water supplies flat rate water service to 68,734 customers in eight districts in the San Joaquin and Sacramento Valleys.  Although Cal Water has a long lead time to install meters on flat rate customers there are a number of issues the Commission will need to address.  For example, which customers will be metered first and billed at metered rates as required by the legislation.  To address this and other metering issues Cal Water will be filing a separate application shortly.  
4. Encourage increasing block rates where feasible to promote greater conservation. 

Currently, Cal Water’s authorized metered rates for 24 districts, each with one or more district specific rate schedules, do not include increasing block rates.  While increasing block rates can promote greater conservation, marginal cost pricing should also be considered in establishing water rates.  However, because significant rate design changes, such as increasing block rates, have a dramatic effect on revenues and sales Cal Water does not support such a change without de-coupling revenues and sales.  As discussed below, the Commission should use the model that has been proven effective for the energy industry.  Additionally, Cal Water has filed Application 05-10-035 requesting approval of a company-wide low-income rate assistance program.      

5. Remove current financial disincentives to water conservation.  

In its most recent general rate case filing Cal Water has requested the de-coupling of sales and revenues to remove the financial disincentive it currently has to water conservation.  Removing this financial disincentive to conservation is an important first step for water utilities to achieve significant reductions in demand.  Accordingly, water utilities should be encouraged to file advice letters to implement de-coupling and not wait for general rate applications to request a de-coupling mechanism for revenues and sales.  Moreover, delaying implementation of this valuable conservation tool, which has been proven effective in the energy industry, only delays the benefits of conservation.  
Promote Water Infrastructure Investment

1.  Allow utilities’ CPUC-filed “Water Management Program” to serve as a basis for approval of needed infrastructure.

While Cal Water supports the concept of using the utility’s Water Management Plan as a basis for pre-approval of major water supply projects, it could trigger EIR and CEQA requirements as set forth in Valencia Water Company’s comments on the WAP.
2.  Consider authorization of a Distribution System Improvement Charge to promote infrastructure improvements.  

In addition to the discussion in the WAP supporting a Distribution System Improvement Charge (DSIC), this mechanism can promote regulatory efficiencies.  Despite the Commission’s intent in D.04-06-018 to eliminate the proliferation of rate base advice letters in general rate cases, there has been little or no change in use of this regulatory tool.  When the Office of Ratepayer Advocates has concerns about the timing and costs associated with large capital projects it typically recommends, and the utilities acquiesce to, an advice letter process that allows the utility to file a rate increase for each project after it is completed.  A DSIC could greatly reduce or eliminate the need for separate advice letter filings for major capital projects.  
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