Comments of the Golden State Water Company on the California Public Utilities Commission Draft Water Action Plan 
Dated November 9, 2005

GSWC commends the initiative and efforts of Commission staff in presenting a comprehensive, thoughtful Draft Water Action Plan (the Plan) outlining policy objectives and implementing steps to be taken to ensure that ratepayers of the state’s regulated water utilities have a reliable supply of high quality water at a reasonable cost.  GSWC is pleased to present the following general and specific comments on the various Plan elements and suggestions.  

In general, GSWC suggests that the following perspectives be brought to bear by the Commission as the Plan is considered and refined.

1. The customer service objectives of regulated water utilities are no different than their public agency counterparts—namely, to provide a reliable supply of high quality water at a reasonable cost.

2. With the exception of impacts of CPUC regulation, the external environment in which regulated water utilities must work to achieve their objectives is identical to that of their public agency counterparts.  The critical challenges presented by the external environment include the need to meet the water demands of an increasing population, with diminishing supplies and limited funding (the details of which are beyond the scope of these Comments).  The regulated water utilities need the same level of public support and the same tools public agencies have in order to meet these challenges in behalf of their ratepayers.  As an example, various water and environmental community stakeholders, including the Association of California Water Agencies (ACWA) are currently working on a draft $5.3 billion bond measure (The Safe Drinking Water, Water Quality and Supply, Flood Control, River and Coastal Protection and Parks Bond Act of 2006) that once again proposes to exclude the customers of regulated water utilities from competing for benefits (even though they will pay for any bond measure that passes).  Eligible recipients are limited to public agencies and incorporated mutual water companies that serve disadvantaged communities.  Given the fact that the regulated utilities serve many economically disadvantaged communities, the Water Action Plan’s focus on providing assistance to low-income ratepayers and a Legislative Analyst’s Office (LAO) opinion that finds no legal impediment, it is imperative that the CPUC fully support GSWC’s ongoing efforts to secure for regulated utility ratepayers equal access to proceeds of state water bond measures.  While this particular bond measure may not pass, numerous proposals are currently under discussion to meet statewide water infrastructure needs.  Accordingly, it is essential that the CPUC send a strong message that second class citizenship for the customers of regulated water utilities will no longer be tolerated.  GSWC will once again seek ORA’s support for these efforts.
3. Given 1 and 2 above, PUC regulation should:

a. Focus primarily on those elements of the water utility business for which regulatory oversight is required to ensure protection of the public trust.  A good example is the Commission’s current proceeding to develop clear rules for the receipt of state bond money by regulated water companies.  Given rules that ensure that utilities cannot profit from the receipt of state bond funding, and that the public trust is protected, the utilities should be able to compete for all future state bond funding on an equal footing with public agencies.    

b. Avoid duplicating the work of other state agencies, or, creating inconsistent standards with respect to matters that are within the jurisdiction and expertise of other state agencies including the Department of Health Services (DHS), State Water Board and Department of Water Resources.  GSWC strongly supports the Plan’s proposal to strengthen the working relationship with DHS and other state agencies.

4. In May 2005, the Association of California Water Agencies (ACWA) published “No time to Waste: A Blueprint for California Water” (the ACWA Report or Report).  As an urban water supplier, GSWC concurs with many of the Report’s recommendations.  One of the chief recommendations was that state bond funding be made available to achieve California’s long term water supply planning objectives.  Unfortunately, ACWA and many public agencies have historically opposed allowing water utilities to compete for state bond money, even though utility ratepayers pay for the bonds.  To the extent that state bond funding is available to help make water more affordable, it is imperative that the PUC take all steps necessary to ensure that utility ratepayers have the benefit of this “no cost to the ratepayer” source of funding to pay for needed infrastructure and water supply improvements.

5. While GSWC strongly supports sensitivity to the needs of low income ratepayers, it is noteworthy that there is no counterpart low income rate in the public sector. Given the widely acknowledged overall magnitude of infrastructure investment needed throughout California, it must be recognized that implementation of such subsidy programs could slow the overall pace of capital investment to meet the needs of all utility ratepayers.  Consideration should be given to working with the legislature and public agencies throughout the state to develop a statewide program that would address the needs of low income ratepayers of both regulated utilities and public agencies.  Proposition 50 is a good example of a measure that gave special preference to meeting the needs of economically disadvantaged communities.  It is far easier to underwrite the cost of a low income ratepayer subsidy if it is spread across the entire state rather than limited to the investor owned utility pool that serves 20% of the state’s water but includes within its own base a substantial number of economically disadvantaged communities.
6. More broadly, while the Water Action Plan is an excellent beginning, the PUC must take the lead in a proactive campaign to educate legislators and the public about the role of the PUC in protecting the public trust in the development and delivery of a reliable water supply by water utilities to utility ratepayers.  There is a tremendous bias and misunderstanding in the legislature and among the public at large that the utilities are unregulated “profiteers” – while the truth of the matter is that the utilities are the only water agencies whose rates are subject to ongoing review!  This unfounded bias results in real cost and harm to utility ratepayers and the utilities that serve them.

7. Full development and implementation of the Action Plan should be an iterative process working with the utilities and ORA to ensure ongoing prioritization of the Plan’s objectives, many of which have cost impacts.  This is another reason GSWC supports the Plan’s recommendation that the Commission work collaboratively with other agencies and stakeholders who may be able and willing to underwrite some of the cost of specific programs.

In addition to the above general comments, GSWC provides the following comments on specific proposals described in the Plan. 

8. Maintain Highest Standard of Water Quality.  Overall, GSWC believes that the PUC’s role with regard to water quality should be supportive of DHS as the primary agency for water quality in California.  There is no basis for having different water quality standards as between public water agency suppliers and PUC regulated water suppliers.  To the extent necessary or helpful, the PUC can lend its authority and jurisdiction to enforcement of DHS standards to resolve ongoing water quality issues affecting water utility ratepayers. 

a. As noted above, GSWC concurs with the commitment to bolster the Commission’s current collaborative relationship with DHS, and supports the DHS MOU as a model for the clear division of responsibility between DHS and the PUC.  GSWC recommends that the PUC conduct a workshop with DHS and the water utilities to explore generally how the working relationship can be improved and refined to work even more effectively and efficiently to achieve the Commission’s Water Quality Objectives.  One item for deliberation would be the idea of water quality reporting to the PUC including an understanding of what the reporting would achieve that cannot be achieved within the current regulatory and reporting environment.  Another critical area for ongoing collaboration is in the area of proposed and/or pending regulations and the steps utilities will need to take to plan to come into compliance – including approval of needed facilities in advance of the compliance dates identified by the proposed/pending rule or regulation.  This would have the very real benefit of ensuring compliance with the proposed rule or regulation at the time it became effective and preventing the utility from having to make the choice between removing a source from service to avoid a violation   The overall goal should be to ensure that the utilities have exactly the same duties and protection public agencies have regarding water quality issues.

b. GSWC supports the recommendation to provide timely compensation for water pollution clean-up costs that are due water utilities.  GSWC pursued litigation against Aerojet for causing the contamination of the Sacramento County Groundwater Basin and was successful in being awarded compensation from Aerojet.  However, GSWC expended approximately $15.3 million in legal and consulting related costs over a five year period without any guarantee of recovery of those costs before they were finally authorized recovery in July 2005.  Even then, GSWC was required to amortize the amount over twenty years.  The uncertainty of recovery of litigation costs creates a disincentive for water utilities to pursue parties responsible for pollution of their water systems.  

c. The Commission should allow costs associated with water quality compliance to be treated in the same manner as expense offset balancing accounts.  Currently water utilities are authorized to set up a Water Quality Memorandum Account; however, a memorandum currently requires significant lead time to initiate and only allows a utility to track costs.  “A memorandum (memo) account accrues expenses… but recovery of these costs is not guaranteed.”
  So, the water utility is still at risk for these costs since recovery of costs is dependent on reasonableness review.  This places a water utility’s financial stability in conflict with the customer’s need for high quality water.  The Commission should authorize water utilities to include water quality compliance costs in a Water Quality Compliance Offset Account (WQCOA), as a fourth category, to the three currently authorized supply cost balancing accounts (purchase water, purchase power and groundwater extraction charges).    Water companies would include the cost of compliance with all known water quality issues in its General Rate Case Applications. The WQCOA would be used for documented changes in existing water quality conditions.  

9. Strengthen Water Conservation Programs to a Level Comparable to those of Energy Utilities.  GSWC strongly concurs with this Plan objective because in California, water conservation is a way of life.  However, there are a number of suggestions in the Plan which warrant further consideration.

a. Rather than create a new standard based on energy sector comparisons which may or may not be applicable, water conservation programs should be comparable to those of other public agencies.  Normally, the extent of water conservation is a function of the water supply when viewed in the light of available alternatives and affordability.  Concerns about affordability and potential subsidies to meet suggested high cost and low income needs will likely leave little practical ability to establish financial incentives for the utilities to do more water conservation than is cost-effective when judged in light of alternative supply costs.

b. Politically charged in some areas, water metering has been the subject of numerous bills over the past several years with increasingly stringent mandatory requirements being established.  The utilities are required to conform to California law and there is a question whether it makes sense for the PUC and utilities to spend precious resources on an issue that is already receiving intense statewide attention. 

c. GSWC has programs in place to educate its ratepayers on water conservation issues, participates with the UWCC and uses Best Management Practices as a basis for its water conservation programs.  The single biggest impediment to conservation is the current PUC rate-setting disincentive associated with demand side management.  GSWC applauds the Commission’s recognition of this problem and willingness to correct it.  

d.  Implementation of a so called “decoupling mechanism” will provide financial incentives for water conservation programs. The Commission has used a revenue adjustment mechanism for energy utilities
 and has used a sales adjustment mechanism in the Monterey district of Cal American.
  GSWC is not aware of any application of a “per-ratepayer revenue caps” in California.
  GSWC recommends that the Commission’s Plan endorse the policy of decoupling water utility sales from revenues in order to eliminate current disincentives associated with conservation, and furthermore, that the Plan not take a position on specific methods such as revenue, sales or per-ratepayer revenue caps.  Rather, the merits of specific approaches should be considered as the Commission implements this part of the Plan. 

e. Given how advanced the public agencies are in developing and implementing conservation programs, GSWC would suggest that the water utilities first be given an opportunity to develop programs under a new rate setting policy that no longer contains a disincentive that works against water conservation.  The problem has not been lack of information or willingness to implement programs, but rather, the utilities being faced with the untenable choice of implementing programs or recovering costs of other necessary water supply programs.   In all candor, a “summit” would draw further attention to this issue which has been an ongoing source of criticism of the water utilities by their public agency counterparts.  Expansion of the PUC website to include information about water conservation is a good idea. 

f.  GSWC agrees that increasing block rates generally support water conservation; however, there are implementation issues that must be addressed.  One issue is to identify impacts on industry and the economy; a business may use a high volume of water but not be wasting any water.  In addition, during a period of high capital investment such as is contemplated now and in the years ahead, ratepayers may not see any savings or the magnitude of “savings” from their water conservation efforts and become frustrated.  It is critical that the implementation of an increasing block rate structure be accompanied by a realistic ratepayer outreach and education effort.  It is also imperative that the Plan specifically note that any recommendations for increasing block rates will be conditioned upon implementation of a mechanism to decouple water utility sales from earnings as discussed above.

g. Questions of energy use reduction and greenhouse gas emissions are excellent candidates for a working “summit” with state and local agencies and utility representatives to help charter a course for the future.  These issues are currently the subject of study and deliberation in many other forums with significant expertise and funding (e.g., consideration of ocean desalination programs).  GSWC has insufficient information to comment on whether a 10% energy usage reduction could be achieved over the next three years or at what cost to its ratepayers.

10. Promote Infrastructure Investment.  GSWC commends PUC staff for including as a component of the Plan the critical issue of long term water supply and infrastructure planning and investment.  The water utilities are in the same position as most public water agencies and infrastructure providers, namely, there is a critical backlog of investment that must be made to ensure a reliable supply of water to meet the needs of the state’s economy.  GSWC believes that long term investment in infrastructure can be broken down into two basic categories: (1) upgrades and replacements of existing infrastructure which is relatively predictable; and (2) long term water supply development projects which are inherently unpredictable.

a. GSWC supports development and implementation of a Distribution System Improvement Charge (DSIC) type mechanism and believes it is well-suited to provide for upgrades and replacement of existing infrastructure.  The benefit of an infrastructure replacement program is that it isolates an ongoing revenue stream to be dedicated to these needs which are critical over the long term but often deferred or delayed to pay for more pressing capital needs such as water quality protection.  Over time, these deferrals  lead to the breakdown of the water distribution system or an emergency situation in which the cost of needed repairs is many times greater than it would have been had an ongoing repair and replacement program been maintained.

b. GSWC believes that a practically structured “Water Management Program” (WMP) in the nature of an “integrated resources plan” would be an excellent tool for the utility’s statewide long term planning of water supply development projects for ratepayer reliability.  Unlike urban water management plans which describe detailed, voluminous information for each service area, the WMP would address “the big picture” and allow for the uncertainty and conflict inherent in California water supply planning.  In general, the WMP would (a) determine the company’s potential shortfall between retail supply and demand over the 20-year planning horizon; (b) identify water resource options to offset potential shortages (e.g., enhanced conservation, water transfers, groundwater storage, desalination, water recycling) (high and low range); (c) identify the associated costs and financing alternatives for each option; and (d) establish as its procurement plan the (diverse) mix of resources best calculated to meet ratepayer needs at the lowest possible cost over the term of the planning horizon.  The WMP would “integrate” with similar plans that are prepared by public agencies across the state to meet the water supply needs of their particular ratepayers (e.g., MWD, Orange County Water District, Water Replenishment District and hundreds more), but would be prepared from the point of view of maximizing the benefits to the ratepayers and shareholders.  Like the UWMP’s, the WMP would be updated periodically to include accomplishments, new challenges and other changed circumstances.

c. The draft Plan references MWD’s UWMP and suggests that the PUC encourage the water utilities to maintain reliable water supplies through a greater exchange of information and ideas with other state agencies impacting water supply and by coordinating policies.  While this suggestion is an excellent one for those who do not currently maintain such relationships – and while the level of effort can always be improved – GSWC would like to assure the Commission that it already maintains close working relationships with the state agencies that have jurisdiction over matters affecting the company and its ratepayers including the DHS (water quality), State Water Board (water rights) and Department of Water Resources (various).  Indeed, company management has been recognized and invited to represent the industry in a number of statewide initiatives including statewide planning for water infrastructure and water quality improvements.  Indeed, GSWC has been recognized for having led the successful statewide effort to secure equity for GSWC ratepayers in the allocation of Proposition 50 money – in the face of strong opposition by the Association of California Water Agencies and its public member agencies.  For reasons noted elsewhere in these Comments, it is important that the Commission understand that there is a significant bias against the water utilities on the part of many public agencies, including member agencies of the Metropolitan Water District, and that this bias if unchecked can present significant cost impacts to the utility’s ratepayers.  GSWC’s ongoing efforts to support DWR and at the same time secure low cost water for its customers in the Central and West Basin is a good example of the company’s current actions to coordinate policies for the best possible synergies between and among literally dozens of state and local agencies and other public water suppliers.

11. Assist Low Income Ratepayers.  As strongly as GSWC supports the intent of this objective, there are concerns about (1) creating a subsidy that is spread within the limited pool of utility ratepayers – especially given that a substantial number of those ratepayers will quality for the subsidy; and (2) a pooling mechanism that might very well create unintended consequences as water utilities compete with each other for enhanced subsidies to support capital improvements.  With all due respect, GSWC would suggest that the Commission also consider approaching this objective by (1) increasing the “size of the pie” by seeking statewide sources of funding; and/or (2) by pursuing other legislative avenues that would apply to all low income ratepayers and not just those served by water utilities.  As a backup, GSWC recommends that the Commission look first at building on the experience of the existing low-income programs currently operating for class A water utilities.  Currently, GSWC offers a low-income program, modeled after the CARE program, in two-thirds of its service areas. If the problem were addressed on a statewide basis, the problem regarding low-income individuals in multi-family housing could also be resolved.  The Commission may wish to consider a workshop to develop a legislative package to achieve its low income ratepayer objectives. 
12. Streamline PUC Regulatory Decision-making.  GSWC strongly supports this objective and believes that implementation will result in cost savings for the Commission and utility ratepayers.  Specifically, GSWC supports (a) elimination of reserve accounts for purchased water, purchased power, and pump tax; (b) consolidation of rate cases; and (c) adoption by the Commission of processes to encourage negotiated resolution of issues as early as possible (the suggested use of ADR requires a more detailed response if it is intended to be binding).  GSWC also recommends that Commission rate case schedules provide for a period of informal settlement negotiations before ORA has prepared its testimony; and, that the Commission sponsor workshops with the industry and ORA to discuss water supply reliability and affordability objectives in an effort to establish a basis of agreement for as many elements of the Plan as possible.

13. Set Rates that Balance Investment, Conservation, and Affordability.  GSWC again commends Commission staff for presenting a proposal to balance the needs of reliability and affordability (conservation is really an element of both).  With due respect for the pooling and subsidy scenarios touched upon in the draft Plan (in which both low income and high cost areas require a subsidy), GSWC believes that the best way to ensure a proper balance for its ratepayers is to (1) prepare a company-wide WMP; (2) regionalize rates to expand the rate base (and include mechanisms to “smooth” out the over/under); (3) consider all available funding alternatives including access to available no cost or low cost state and federal funding; (4) prioritize needs; and (5) develop a long term capital improvement program that recognizes that not all investments can be made at the same time.  GSWC is fully committed to working with the PUC on this initiative and to better understanding how the proposal might work.

14. Small Private Water Utility Problems. A number of features of the draft Plan focus on the special problems of small water companies.  GSWC will be happy to work with the Commission to support its objectives provided that an appropriate risk management and incentive package is implemented.  DHS should continue to be the primary state agency with responsibility for water quality standards and enforcement.   

Thank you for this opportunity to provide comments on the draft Water Action Plan.  GSWC looks forward to working with the Commission to refine the Plan to assure that ratepayers served by the state’s regulated water utilities have a reliable supply of high quality water at a reasonable cost today and in the future.

� The Plan mentions these state agencies in the same context as the Metropolitan Water District of Southern California (MWD); however, there is a significant difference between state agencies who owe a duty to all of the public and agencies such as MWD that are based on local interests which may or may not protect the interests of utility ratepayers.  For example, many MWD member agencies have opposed allowing utility ratepayers to benefit from state bond funding.  Ranked by water sales, GSWC would be among MWD’s largest customers, however, it has no representation on the 37-member board of directors while cities and water agencies that purchase far less water hold numerous seats and can protect their interests.   


�  California Public Utilities Commission, Water Division, Standard Practice for Processing Consumer Price Index, Rate Base, and Expense Offset Rate increases and Amortizing Memorandum Reserve and Balancing Account, Standard Practice U-27-W, Revised March 2005.


� PG&E D. 0405055, SCE D. 0407022.


� D. 96-12-005, 69 CPUC2d, 418-420. 


� Revenue per employ sales adjustment mechanisms have been used by the Main and Washington Commissions to decouple energy sales and revenues.  See J. Eto, S. Stoft, and T. Belden, “The Theory and Practice of Decoupling,” Lawrence Berkeley Laboratory, University of California, 1994, LBL-3455, UC-350.
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