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CHAPTER 1: GENERAL ISSUES

1 

CHAPTER 1:  GENERAL ISSUES 1 

This Settlement Agreement (“Agreement”) resolves the majority of contested issues 2 

raised in Application (“A.”) 18-07-001, the 2018 General Rate Case (“GRC”) filing of California 3 

Water Service Company (“Cal Water” or “Company”) for rates in calendar years 2020, 2021, 4 

and 2022 for Cal Water’s 21 Class A ratemaking areas (“Application”).1  Pursuant to Article 12 of 5 

the Rules of Practice and Procedure (“Rules”) of the California Public Utilities Commission 6 

(“Commission”), this Agreement is submitted for Commission approval by Cal Water and the 7 

Public Advocates Office at the California Public Utilities Commission (“Public Advocates Office”) 8 

(collectively, “Parties”). 9 

In consideration of the mutual obligations, covenants, and conditions contained herein, 10 

both Cal Water and the Public Advocates Office agree to the terms of this Agreement.  Nothing 11 

in this Agreement shall be deemed to constitute an admission by any Party that its position 12 

taken in testimony on any issue lacks merit or that its position taken in testimony has greater or 13 

lesser merit than the position taken by any other Party.   14 

A. ISSUES BEING LITIGATED 15 

 Depreciation – The appropriate “cost of removal” percentage for mains and services. 16 

 Working cash – The appropriate adjustments and methodology to use in the lead-lag 17 

study related to non-cash expenses (e.g. depreciation and amortization) and interest 18 

expense. 19 

 Interest During Construction (“IDC”)/Allowance for Funds Used During Construction 20 

(“AFUDC”) – The appropriate percentage that should be applied to capital project 21 

1 Cal Water has twenty-one (21) Ratemaking areas: Bakersfield District, Bay Area Region, Bear Gulch District, Chico 
District, Dixon District, Dominguez District, East Los Angeles District, Hermosa-Redondo District, Kern River Valley 
District, Livermore District, Los Altos District, Los Angeles County Region, Marysville District, Monterey Region (to 
be renamed the Salinas Valley Region), Oroville District, Selma District, Stockton District, Visalia District, Westlake 
District, Willows District, and Travis District.  Cal Water also owns Grand Oaks, a service area regulated by the 
Commission as a Class D water utility. 
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2 

costs closing in 2020-2022 to reflect the cost for financing projects during their 1 

construction.   2 

 Dominguez Plant – Approval or removal of the following capital projects: 3 

PID Description Direct Costs 

114503 Sta 215 Treatment Plant Design  $ 633,729 

114507 Sta 215 Treatment Plant Construct  $ 5,521,172

114508 Sta 219 Treatment Plant Design  $ 775,601

117757 DOM Sta 294 4-Log Inactivation  $ 1,227,819

118107 Sta.275 4-Log Disinfection  $ 1,963,793 

4 

 AMI – Approval or removal of Advanced Metering Infrastructure projects in Bear 5 

Gulch, Los Altos, and Redwood Valley.26 

District PID Description Direct Costs 

Bear Gulch 114644 AMI Meters  $ 1,213,661 

Los Altos 116323 AMI Meters  $ 311,433 

RDV - Coast Springs 117879 COS AMI Meters  $ 128,875 

RDV - Lucerne 117877 LUC AMI Meters  $ 500,708 

RDV - Unified 117876 ARM-NOH AMI Meters  $ 143,966 

RDV - Unified 117880 HKN - AMI Meters  $ 20,927 

7 

 Benefits expenses –   8 

(a) Whether new balancing accounts should be approved for pension costs 9 
and health care costs going forward; and 10 

(b) For the current Pension Cost Balancing Account (“PCBA”) and Health Cost 11 
Balancing Account (”HCBA”), whether or not the actual expenses tracked 12 
in the accounts should include costs related to 23 employees hired 13 
between GRCs. 14 

2 As discussed in Chapter 15 (District Plant), this Settlement Agreement identifies the appropriate direct costs for 
traditional meter replacement that should be added to the advance capital budgets for the Bear Gulch, Los Altos, 
and Redwood Valley areas to the extent Cal Water’s request for Advanced Metering Infrastructure (“AMI”) is 
rejected.  Neither AMI nor traditional meter costs are reflected in the capital budgets in this Settlement 
Agreement. 
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3 

 WRAM – The appropriateness of the “Water Revenue Adjustment Mechanism,” the 1 

10% cap on the WRAM, and whether the WRAM should be replaced with a 2 

Monterey-style WRAM. 3 

 SRM – The appropriate status and structure of the “Sales Reconciliation Mechanism” 4 

with regard to Cal Water’s rates during the escalation years. 5 

 District Consolidation – Whether Cal Water should be required to do a consolidation 6 

study 12 months prior to filing its next GRC, which is scheduled for July 2021. 7 

B. SERVICE AREA TERMINOLOGY 8 

“Ratemaking areas,” “operating districts,” and other terminology used throughout this 9 

proceeding is defined here for clarity. A “ratemaking area” has a fixed definition and consists of 10 

the geographic areas that have a common revenue requirement, as historically approved by the 11 

Commission.  The terms, “district” or “operating district,” however, no longer have a fixed 12 

definition, but are generally used to refer to the group of water systems whose operations are 13 

overseen by one management group.314 

For the purposes of this Agreement, issues are discussed as follows: 15 

 Ratemaking areas: 16 

o Expenses are generally aggregated at the ratemaking area level, with the 17 
primary exceptions being Customer Support Services (“CSS”) and Rancho 18 
Dominguez (“RDOM”).4  Expenses are also discussed at the operating district 19 
level as needed. 20 

o Costs incurred outside of a ratemaking area, like those from CSS and RDOM, 21 
are allocated to ratemaking areas as discussed in Chapter 5 (Cost 22 
Allocations). 23 

3 Cal Water has twenty-four (24) operating districts.  Among the 21 ratemaking areas listed in footnote one, three 
ratemaking areas identified as “regions” each include two operating districts.  The Bay Area Region consists of the 
Bayshore and Redwood Valley (treating RDV-Coast Springs, RDV-Lucerne, and RDV-Unified as one operating 
district) operating districts; the Los Angeles County Region consists of the Antelope Valley and Palos Verdes 
operating districts; and the Monterey Region (to be renamed the Salinas Valley Region) consists of the King City 
and Salinas operating districts. 

4 A description of Customer Support Services and Rancho Dominguez is provided in Chapter 5.  
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o The revenue requirement for each ratemaking area is used to calculate the 1 
rates needed to collect the revenue requirement from customers in that 2 
area.53 

 Operating Districts:  4 

o Capital projects are generally organized by operating district, with the 5 
exception that CSS and RDOM each have capital projects, the costs for which 6 
are subsequently allocated to the ratemaking areas.   7 

o The term “district” is somewhat fluid and is usually used to designate how 8 
operations have been historically managed.69 

C. THE “RESULTS OF OPERATIONS” MODEL  10 

1. Results of Operations Model (“RO Model”) 11 

Cal Water uses a computer “model” that consists of interlinking Excel spreadsheets.  12 

Referred to as the “Results of Operations Model,” or “RO Model,” it accepts data from various 13 

sources and performs the calculations needed to calculate revenue requirements and design 14 

customer rates.  Over the course of this proceeding Cal Water and the Public Advocates Office 15 

each had a version of the RO Model with their own data inputs and outputs (collectively 16 

referred to as “RO Model Workpapers”) supporting their positions.   17 

For the purposes of this proposed Agreement, the Parties have jointly developed 18 

“Settlement RO Models” to accommodate the Commission’s resolution of the contested issues.  19 

The following contested issues impact the revenue requirements and rates calculated by the RO 20 

Models: depreciation, working cash, IDC/AFUDC, Dominguez District capital projects, and AMI 21 

capital projects.  The following contested issues do not impact the RO Models: pension and 22 

health care balancing account issues, WRAM, SRM, and the District Consolidation Study. 23 

5 Note that, within a ratemaking area, there may be multiple tariffs organized by customer class (e.g., residential, 
non-residential, recycled) or by geography. 

6 Within some “districts,” however, capital projects may be further disaggregated according to a smaller 
geographic area.   
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2. Reports Not Available  1 

Due to the contested issues, the following reports are not available in this Agreement 2 

because they are directly or indirectly impacted by a contested issue:  3 

 Summary of earnings and revenue tables; 4 

 All tax-related tables, except for payroll taxes; 5 

 Tables involving plant and rate base calculations and summaries;76 

 Tables involving depreciation calculations;8 and 7 

 Tariffs with customer rates. 8 

3. Resolution of Litigated Issues  9 

After the Commission issues its final decision resolving the outstanding litigated issues, 10 

the Parties agree to jointly take the following steps to calculate the total cost for each adopted 11 

project:  12 

a) Reflect the adopted capital projects in the Settlement RO Model. 13 

b) Input adopted IDC/AFUDC into the Settlement RO Model for 2020-2021 projects. 14 

c) Reflect adopted depreciation rates and working cash in the Settlement RO 15 
Model. 16 

d) The Settlement RO Model will allocate the overhead costs among the direct 17 
costs of all adopted capital projects, Company-wide.918 

e) The Settlement RO Model will apply the adopted IDC/AFUDC rate to the direct 19 
costs of all adopted capital projects scheduled to close in 2020 and 2021. 20 

f) The reports and tables identified in section 2, above, must be generated. 21 

g) Attachments 8 through 12 to this Agreement listing capital project costs must be 22 
updated. 23 

h) Proposed rates must be calculated, and tariffs must be generated. 24 

7 Attachments 10, 11, and 12 provide settled budgets for capital projects that are not contested.  Contested capital 
projects are listed with a “zero” settlement budget, and are identified as “disputed.”  Capital projects with agreed-
upon advice letter treatment are also listed with a “zero” settlement budget, and are identified as “advice letter 
projects.”  For the cost caps on the advice letter projects, see Attachment 8. 

8 Attachment 4 to this Agreement includes depreciation rates, with the contested depreciation rates identified. 

9 As discussed in Chapter 12 (General Capital Issues), carryover projects costs include both Construction Work in 
Progress (“CWIP”) charges and direct costs.  The proportion of a carryover project’s cost that is CWIP vs. direct 
costs will vary by project, depending upon the proportion of costs incurred before 12/31/2017.  
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Within 45 days of the Commission’s issuance of a final decision resolving litigated issues, 1 

the Parties agree that Cal Water will file a Tier 1 advice letter with the Commission’s Water 2 

Division seeking review of the jointly agreed-upon calculations above.  The Public Advocates 3 

Office agrees that it will not protest Cal Water’s Tier 1 advice letter reflecting the mutually 4 

agreed-upon calculations.    5 

If the Parties do not agree to the calculations above, the Parties agree to formally meet 6 

and confer within 30 days to attempt to resolve the issues in dispute.  If after such a meet and 7 

confer the parties cannot come to a resolution, Cal Water agrees to file a Tier 2 advice letter 8 

with the Commission’s Water Division explaining the steps taken to resolve the calculations in 9 

dispute and seeking review of its calculations and tariffs.  The Public Advocates Office reserves 10 

its right to protest the advice letter. 11 

D. SCOPING ISSUES  12 

The Assigned Commissioner’s Scoping Memo and Ruling dated November 21, 2018 13 

(“Scoping Memo”) identified eight general scoping issues to be evaluated in this proceeding.  14 

Each of these issues, as discussed below, has been addressed in this proceeding and, to the 15 

extent that it was controversial, has been fully and fairly resolved in this Agreement.  The 16 

Parties request that the final decision in this proceeding indicate that these eight issues have 17 

been addressed and resolved in this proceeding. 18 

1. Whether Proposed Rate Increases are Just and Reasonable 19 

General Issue #1: Whether Cal Water’s proposed rate increases 20 
for the Test and Escalation Years are reasonable and justified, 21 
including but not limited to, sales, revenue, consumption and 22 
number of customers; 23 

This Agreement, as a whole, addresses almost all components that make up the revenue 24 

requirements and rate designs for 2020-2022, including operating expenses, sales, customer 25 

count, and revenue.  As indicated in Section A, there are a small number of issues being 26 

litigated.  Notwithstanding the outstanding contested issues, the Parties believe that the issues 27 

addressed in this Agreement result in just and reasonable test year revenue requirements for 28 
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2020-2022 that allow for the provision of safe and reliable water service for this GRC cycle.  The 1 

Parties request that, upon resolution of the contested issues, the Commission find that the 2 

proposed test year revenue requirements are just and reasonable and will allow for the 3 

provision of safe and reliable water service. 4 

2. Whether Proposed Expenses are Reasonable 5 

General Issue #2: Whether Cal Water’s estimates of its operation 6 
and maintenance, and administrative and general expenses are 7 
reasonable, including but not limited to, payroll expenses, new 8 
positions, conservation and the impacts, if any, of the federal Tax 9 
Cuts and Jobs Act; 10 

The testimony of Cal Water and the Public Advocates Office demonstrates agreement 11 

on almost all expenses proposed in this case.  For those expenses that will have an impact on 12 

the revenue requirement adopted in this proceeding, this Agreement addresses most of the 13 

previously-contested expense issues.  These include payroll expenses, new positions, 14 

conservation, and the impact of the federal Tax Cuts and Jobs Act, as reflected in Chapters 4, 9, 15 

10, and 11 of this Agreement.  The Parties request that the Commission find that the proposed 16 

expenses in this Agreement are reasonable. 17 

3. Whether Proposed Plant Additions are Reasonable 18 

General Issue #3: Whether Cal Water’s proposed additions to 19 
plant are accurate, reasonable, and justified, including but not 20 
limited to, its reservoir and well projects, main replacement, 21 
advanced metering infrastructure, construction work in progress, 22 
and projects relating to water quality; 23 

This Agreement addresses the vast majority of contested capital projects.  Discussions of 24 

specific projects are provided in Chapters 13, 14, and 15 of the Agreement.  Taken as a whole, 25 

the agreed-upon capital projects represent reasonable and justified costs for almost all plant 26 

categories.  The exceptions, as listed in Section A, consist of advanced metering infrastructure, 27 

certain well treatment projects in the Dominguez District, and the appropriate rate for 28 

construction financing for projects completed in 2020-2022.  The Parties request that the 29 

Commission find that the proposed plant additions in this Agreement are reasonable. 30 
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4. Whether Proposed Rate Design is Reasonable 1 

General Issue #4: Whether Cal Water’s proposed rate designs are 2 
just and reasonable, including but not limited to its proposal to 3 
shift revenue recovery from commodity rates to service charges in 4 
order to recover its fixed costs; 5 

In this Agreement, the Parties address the contested issues relating to rate design, 6 

resulting in a negotiated outcome discussed in Chapter 3 of the Agreement.  The Parties believe 7 

that the underlying elements of the settled rate design, including the shift of revenue recovery 8 

between service charges and quantity rates, the breakpoints in the tier blocks for the quantity 9 

rates of residential customers with tiered rates, and the rates applicable to each tier, result in 10 

reasonable and justified rates.  The Parties request that the Commission find that the rate 11 

design in this Agreement is just and reasonable.   12 

5. Compliance with 2015 GRC Requirements 13 

General Issue #5: Whether Cal Water has complied with prior 14 
Commission orders including those in Cal Water’s last general rate 15 
case (“GRC”) Decision (“D.”) 16-12-042; 16 

In rebuttal, Cal Water provided a table identifying the compliance activity associated 17 

with the ordering paragraphs of D.16-12-047.10  The Public Advocates Office has not identified 18 

any problems with the compliance activities in that table.  The Parties request that the 19 

Commission conclude that Cal Water is in compliance with D.16-12-042 as reflected in the 20 

table.   21 

6. Safety Compliance 22 

General Issue #6: Cal Water’s compliance with applicable health 23 
and safety standards; 24 

As required in the Rate Case Plan, Cal Water submitted water quality data as part of its 25 

response to the Minimum Data Requirements (“MDRs”), Section G.11  Cal Water also provided 26 

Water Quality testimony in its application that systematically discussed the water quality 27 

10  Exhibits CW-07, pp. 225-226; CW-103, pp. 31-32. 

11 Exhibit CW-07, pp. 183-192. 



CHAPTER 1: GENERAL ISSUES

9 

challenges and solutions for each district.12  Finally, Cal Water proposed capital projects and 1 

expenses to address water quality issues, and provided testimony on its cyber security and 2 

safety programs.133 

The Public Advocates Office provided testimony summarizing its review of available 4 

inspection reports issued by the State Water Resources Control Board (“SWRCB”), as well as 5 

addressed capital projects intended to address water quality and safety issues.14  At this time, 6 

Cal Water is not aware of any investigation of its water quality by Commission staff except the 7 

Public Advocates Office, which recommended that the Commission find Cal Water’s systems in 8 

compliance with water quality standards.  The Parties request that the Commission issue a 9 

finding that Cal Water’s water quality, water quality management, and safety programs are 10 

reasonable and in compliance with applicable law. 11 

7. Emergency Preparedness Compliance 12 

General Issue #7: Adequacy of Cal Water’s Emergency 13 
Preparedness Plans;  14 

In its Application, Cal Water confirmed that it has submitted Emergency Response Plans 15 

to the cities in which it operates, as well as to the Water Division upon request.15  The Public 16 

Advocates Office has reviewed the content of Cal Water’s Emergency Response Plans, its 17 

compliance with requirements of the SWRCB’s Division of Drinking Water (“DDW”), and Public 18 

Utilities Code Section 768.6(a), and concluded that Cal Water is in compliance.16  The Parties 19 

request that the Commission should conclude Cal Water’s Emergency Response Preparedness 20 

Plans are adequate and meet all applicable laws. 21 

12 Exhibit CW-03, pp. 93-159. 

13 Id., pp. 66-84.  See Exhibits CW-33 through CW-55 for a description of capital projects intended to address water 
quality and physical safety issues. 

14 Exhibit PA-02, pp. 5-8.  See also Exhibits PA-2, PA-03, PA-04, PA-06, and PA-07 for analyses of capital projects 
intended to address water quality and physical safety issues. 

15 Exhibit CW-03, pp. 84-92. 

16 Exhibit PA-01, pp. 39-42. 
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8. Adequacy of LIRA Program 1 

General Issue #8: Adequacy of Cal Water’s Low Income Rate 2 
Assistance program. 3 

Cal Water’s Low-Income Ratepayer Assistance (“LIRA”) program is described in Chapter 4 

2 of this Agreement.  The Public Advocates Office did not raise any concerns about the credits, 5 

surcharges, methodology or any other aspect of the program itself, but recommended that Cal 6 

Water improve its outreach to new potential LIRA customers.17  As discussed in Chapter 2 of 7 

this Agreement, Cal Water agrees with this recommendation.  The Parties request that the 8 

Commission find that Cal Water’s LIRA program is adequate. 9 

10 
[END OF CHAPTER] 11 

17 Exhibit PA-09, pp. 28-30. 
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CHAPTER 2:  AFFORDABILITY ISSUES 1 

A. DISTRICT CONSOLIDATION  2 

In its Application, Cal Water proposed rate consolidation of the Dixon District and the 3 

Stockton District into a new “Central Region” that would share a residential and non-residential 4 

tariff.  Dixon customers would also pay a monthly surcharge of $16 to help offset the costs of 5 

the chromium-6 treatment needed in Dixon.  Finally, the consolidated rates would reflect an 6 

implicit subsidy of $1.2 million per year from the Rate Support Fund (“RSF”). 7 

The Public Advocates Office recommended that the Commission deny Cal Water’s 8 

consolidation request because it is not in the public interest, and require Cal Water to submit a 9 

formal consolidation study 12 months prior to the Company’s next GRC.  To assist with the 10 

affordability of rates for the Dixon District, the Public Advocates Office also recommended a 11 

RSF subsidy of $600,000 per year. 12 

RESOLUTION:  The Parties agree that the Dixon and Stockton Districts should not be 13 

consolidated at this time.  However, the Parties agree that, due in large part to the need for 14 

capital projects to treat for chromium-6 (“Cr6”), the Dixon District and the Willows District are 15 

high-cost districts whose rates should be partially offset by subsidies from the RSF.  As 16 

discussed in greater detail below, the Parties propose certain revenue requirement 17 

adjustments for the Dixon District and the Willows District, as well as RSF subsidies to enhance 18 

the affordability of rates in those districts.  Resolution of this issue reflects the following 19 

elements: 20 

(a) With regard to the revenue requirement for the Dixon District, the inclusion of 21 
Cr6 capital projects, a well project at Station 4, and amounts tracked in the Cr6 22 
Memorandum Account;1823 

18 Note that the Cr6 capital projects in the Dixon District were already reflected in Cal Water’s Application, 
however the Station 4 well was not.  These projects are discussed in the District Plant Chapter. 
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(b) With regard to the revenue requirement for the Willows District, the removal of 1 
certain capital projects and expenses, the inclusion of Cr6 capital projects, and 2 
the inclusion of amounts tracked in the Cr6 Memorandum Account;19 and 3 

(c) RSF subsidies to offset the revenue requirements of the Dixon and Willows 4 
Districts, with the amounts of the RSF subsidies to be determined by balancing 5 
the magnitude of the rate increases in the Dixon and Willows Districts’ rates 6 
against the magnitude of the surcharge needed to fund the RSF, according to the 7 
following principles:   8 

(i) The final residential rates in the Dixon and Willows Districts should reflect 9 
a monthly bill increase for the average residential customer in 2020 that 10 
is lower than the percentage increase that was provided in the Dixon and 11 
Willows customer notices of the GRC application;20 and 12 

(ii) The RSF surcharge applied to all customers (except Low-Income 13 
Ratepayer Assistance Program customers in the Kern River Valley 14 
Districts) should be approximately 0.6%. 15 

See Attachment 2 to this Agreement for an updated Schedule RSF reflecting the terms 16 

of this Agreement. 17 

References: Generally, Exhibits CW-03, pp. 1-8; PA-08, pp. 4-43. 18 

1. Chromium-6 Capital Projects in Dixon and Willows 19 

Cal Water’s Chromium-6 Memorandum Account (“Cr6 Memo Account”) tracks the costs 20 

related to Cr6 treatment projects21 to allow the Commission to review the reasonableness of 21 

Cal Water’s Cr6-related expenditures (both capital costs and expenses) after the projects have 22 

been completed.22  The Commission then considers whether Cal Water can: (a) recover capital 23 

19 Note that the Cr6 capital projects were not in reflected in Cal Water’s GRC Application and are discussed in the 
District Plant Chapter. 

20 For Dixon, the customer notice estimated typical residential bill increases for 2020 of $5.66, or 8.5%, if the Dixon 
and Stockton Districts were consolidated, and of $30.58, or 46.2%, if Dixon remained a standalone district.  For 
Willows, the customer notice estimated typical residential bill increases for 2020 of $5.67, or 8.7%.  The typical 
residential bill increases based on the 2020 rates adopted in this case therefore cannot exceed $30.58, or 46.2%, 
for Dixon customers, and $5.67, or 8.7%, for Willows customers. 

21 For background on the status of a Maximum Contaminant Level for Cr6, see the discussion in this settlement 
regarding the Cr6 Memo Account. 

22 See Preliminary Statement AI associated with the Chromium-6 Memo Account at 
https://www.calwater.com/docs/rates/statements/preliminary_statement_ai.pdf.  If this proposed settlement is 
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costs on a going forward basis by increasing base rates; (b) recover via advice letter the Cr6 1 

expenses incurred and tracked in the Cr6 Memo Account; and (c) recover the revenue 2 

requirement (the amount that would have been collected in base rates) for the time period 3 

between completion of each capital project and its inclusion in base rates (referred to herein as 4 

“carrying costs”).   5 

In its July 2018 GRC Application, Cal Water included the capital costs of its Cr6 projects 6 

in the proposed revenue requirement for the Dixon District.  Cal Water did not include the Cr6 7 

projects of the Willows District; as a result, cost recovery for the Willows projects will require 8 

the filing of a Tier 3 advice letter, absent other provisions.239 

In the Joint Prehearing Conference Statement in this case, the Parties proposed that the 10 

Public Advocates Office review the Willows Cr6 projects as part of its review of other Cr6 11 

projects in other districts, and that Cal Water subsequently be authorized to recover the cost of 12 

Cr6 projects in the Willows District through a Tier 2 advice letter.24  In the Scoping Memo, the 13 

Commission included the following issue within the scope of this proceeding:  14 

SR #18: Whether it is reasonable to authorize Cal Water to recover, via a Tier 2 15 
advice letter filing, those costs associated with its Willows District that it tracked 16 
in its Cr6 Memo Account. 17 

RESOLUTION:  The Cr6 projects in Willows have now been completed, and are discussed 18 

in Chapter 15 (District Plant).  The costs of the Cr6 projects in the Dixon District and the Willows 19 

District are significant given the small sizes of their revenues.  The Parties now propose that the 20 

Willows Cr6 projects be included in this case so that partial rate relief can be provided to both 21 

Willows and Dixon customers using the RSF mechanism.  In addition, to maintain more 22 

affordable rates, the Parties also agree to defer certain Willows capital projects originally 23 

proposed in Cal Water’s Application.  See Chapter 15 (District Plant) for more details. 24 

adopted, Preliminary Statement AI will be modified to reflect the continuation of this memo account, due to the 
pending adoption of a Maximum Contaminant Level (“MCL”) for the contaminant, as agreed-upon by the Parties. 

23 Under General Order 96-B (“GO 96-B”), a request in a Tier 3 advice letter cannot be granted without Commission 
adoption of a formal resolution.  GO 96-B, General Rule 7.3.5 and Water Industry Rule 7.3.3.   

24 Joint Prehearing Conference Statement (October 9, 2018), p. 7.  A Tier 2 advice letter is deemed approved 30 
days after filing unless a protest or comment is filed or the Commission’s Water Division suspends it.  GO-96-B, 
Water Industry Rule 7.3.4. 
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Dixon References:  Exhibits CW-03, pp. 193-194. 1 

Willows References:  Exhibits CW-103, pp. 21-23 (Cr6 projects); CW-55C, pp. 44-100, 2 

132-43; CW-107C, pp. 229-233 (for other projects). 3 

2. Chromium-6 Memorandum Account and Other Expenses 4 

The Cr6 Memorandum Account tracks two categories of costs: (1) the ongoing expenses 5 

associated with Cr6 treatment; and (2) the revenue requirement that would have been 6 

collected (if base rates had increased) for the time period between the completion of each 7 

capital project and its inclusion in base rates (referred to herein as “carrying costs”). 8 

The table below shows the actual Cr6 treatment expenses tracked in the Cr6 9 

Memorandum Account through June 2019 for Dixon, and through July 2019 for Willows.  For 10 

the purposes of this Agreement, the carrying costs associated with the capital projects have 11 

been calculated from the completion date for each project through the end of 2019, when new 12 

rates that reflect the capital projects are scheduled to go into effect.  Generally, the sum of the 13 

expenses and the carrying costs would be collected from customers through a temporary 14 

surcharge on customers’ bills.25  For Dixon and Willows, however, the sum of these costs is 15 

extremely high, as shown below.   16 

Cr6 Memorandum Account 

Dixon Willows 

Cr6 Treatment Expenses $438,694  $575,600  

(through June 2019) (through July 2019) 

Capital Carrying Costs $3,064,777  $540,626  

(through Dec 2019) (through Dec 2019) 

Interest $119,919  $29,738  

Total $3,623,391  $1,145,963  

Last adopted revenue 
requirement (AL 2332-A) 

$3,331,665  $2,504,600  

As % of last adopted RR 109% 46% 

17 

25 The amortization periods for surcharges vary according to the magnitude of the amount to be collected, but the 
longest amortization period is generally 3 years.  See Standard Practice U-27-W. 
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RESOLUTION:  To mitigate the impacts of the costs tracked in the Cr6 Memorandum 1 

Account for Dixon and Willows, the Parties agree that these high balances should instead be 2 

collected through water rates established in this proceeding over a period of 6 years, rather 3 

than through separate surcharges on customers’ bills.26  For transparency and tracking 4 

purposes, the annual amounts will be listed on a separate line item in each district's Summary 5 

of Earnings or other supporting schedules.  Cal Water has also agreed to remove expenses in 6 

the amount of $150,000 in water treatment costs for the Willows District. 7 

Dixon References:  Exhibits CW-03, pp. 193-194. 8 

Willows References:  Exhibits CW-103, pp. 21-24; CW-103, pp. 118-119. 9 

3. Formal Consolidation Study 10 

The Parties dispute whether Cal Water should be required to conduct a formal 11 

consolidation study, according to certain parameters, for submission 12 months before Cal 12 

Water files its next GRC, and have litigated this matter. 13 

B. RATE SUPPORT FUND (“RSF”)  14 

1. Current RSF Program (for 2017-2019) 15 

In Cal Water’s 2015 GRC, the Parties agreed to use the Rate Support Fund (“RSF”) to 16 

lower rates in the Kern River Valley District and the Bay Area Region.   17 

Kern River Valley.  Identified as an “RSF District” for the purposes of Cal Water tariff, 18 

Schedule No. RSF, Kern River Valley District customers receive an explicit discount on their 19 

bills.27  The amount of the discount depends upon a customer’s level of consumption.  For the 20 

first 10 hundred cubic feet (“CCF”) of usage per month, customers pay a discounted RSF rate of21 

$5.28 per CCF.28  For all usage above 10 CCF per month, Kern River Valley customers pay the 22 

26 The amounts should be included as an annualized expense over the next 6 years (two GRC cycles). 

27 Kern River Valley has one General Metered Tariff applicable to all customer classes.  

28 This is referred to as the RSF Index Rate, and was calculated by applying 150% to Cal Water’s system-wide 
average residential rate (total residential usage revenues divided by total residential sales quantities) based upon 
the final rates and sales forecasts adopted for Test Year 2017.  The RSF Index Rate does not change over the GRC 
period of 2017-2019. 
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regular quantity rate reflected on the District’s tariff.  The RSF subsidizes the difference 1 

between $5.28 and the General Metered quantity rate (for usage up to 10 CCF). 2 

Bay Area Region.  The Bay Area Region is not an “RSF District” under Schedule No. RSF, 3 

and instead receives an implicit “transitional” subsidy from the RSF of $993,015 each year 4 

intended to ease the rate shock that would otherwise have resulted from transition of the 5 

separate Redwood Valley and the Bayshore Districts into the “Bay Area Region.”29  The 6 

authorized revenue requirement for this region is decreased by the subsidy amount each year, 7 

and then tariffed water rates are calculated.  Rather than seeing an RSF discount on their bills, 8 

Bay Area Region customers pay rates that have already been subsidized by the RSF. 9 

RSF Funding.  To fund the RSF, a surcharge is applied to the “basic water rates” on a 10 

customer's bill (except LIRA customers in the Kern River Valley District), defined as the sum of 11 

the service charge and the quantity charges (or for flat-rate customers, just the flat rate) 12 

associated with regulated water services.3013 

2. The Parties’ Positions on the RSF Program 14 

Cal Water proposed to retain the RSF discounts on the customer bills of the Kern River 15 

Valley District without change.  Starting in 2020, however, Cal Water recommends eliminating 16 

the RSF subsidy for the Bay Area Region.  In support of its proposal in this GRC to consolidate 17 

the Dixon and Stockton Districts, Cal Water proposed to apply an annual RSF subsidy of $1.2 18 

million to the rates of the proposed “Central Region” in order to ease that transition.  Finally, 19 

Cal Water indicated that the RSF Index Rate, and the Company-wide RSF surcharge used to fund 20 

the program, should be updated based upon the final rates adopted in this case.   21 

The Public Advocates Office agreed with the proposals for Kern River Valley and the Bay 22 

Area Region, but opposed the consolidation of the Dixon and Stockton Districts and the 23 

29 In D.16-12-042, the rates for the Bayshore District and the Redwood Valley Districts (Coast Springs, Lucerne, and 
Unified) were consolidated so that they now share one residential tariff and one non-residential tariff.  The RSF 
subsidy was provided to mitigate the rate impact of the transition from standalone districts to one consolidated 
district. 

30 Note that certain customers are exempt from the RSF surcharge, most notably the LIRA customers located in the 
Kern River Valley District.  For details, see Schedule RSF at 
https://www.calwater.com/docs/rates/rates_tariffs/all/20190101-Rate_Support_Fund_Tariff_-_Schedule_RSF.pdf.   
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corresponding RSF subsidy of $1.2 million.  Instead, the Public Advocates Office recommended 1 

applying a new RSF subsidy of $600,000 per year to the standalone Dixon District in order to 2 

partially offset the costs of chromium-6 (“Cr6”) treatment.  The Public Advocates Office agreed 3 

that the RSF Index Rate and RSF monthly surcharge should be updated based on the adopted 4 

estimates for service rates and revenue requirement.315 

3. Proposed RSF Program (for 2020-2022) 6 

RESOLUTION:  In this Agreement, the Parties agree that the explicit RSF discount for 7 

Kern River Valley customers should continue, with an RSF Index Rate that is recalculated based 8 

upon final rates adopted in this case.  The Parties also propose that the transitional RSF subsidy 9 

embedded in rates for the Bay Area Region should be eliminated.   10 

While the Parties have reached consensus that no additional rate consolidation should 11 

be implemented in this case, as discussed in Section A above, the Parties now propose to 12 

include in this GRC the costs of the completed Cr6 treatment projects in the Willows District.3213 

With all completed Cr6 projects included in the revenue requirements for the Dixon and 14 

Willows Districts, RSF subsidies should be provided to partially offset the high costs of the 15 

projects.  Using the methodology applied to the Bay Area Region in the last case, the tariffed 16 

rates for Dixon and Willows customers should be calculated only after their revenue 17 

requirements have been offset by specific RSF subsidies amounts that will be determined 18 

according to the principles described in Section A, above.  Finally, bills in Dixon and Willows will 19 

include a notification that the rates in those districts are being subsidized by other Cal Water 20 

customers.   21 

4. RSF Recalculations 22 

Cal Water’s RSF Balancing Account (Preliminary Statement AM) requires the Company 23 

31 RSF Index Rate is calculated by applying 150% to Cal Water’s system-wide average residential rate (total 
residential usage revenues divided by total residential sales quantity). 

32 The alternative is to implement final GRC rates for Willows, and then use the separate advice letter process to 
increase rates further to recover the costly chromium-6 projects in Willows, without having the opportunity to 
temper high bill impacts using the RSF. 
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to submit a status report on the account by October 31st of each year, and allows recalculation 1 

of the RSF surcharge, if necessary, with an effective date of January 1st of the following year.332 

RESOLUTION:  The Parties agree that both the RSF Index Rate and the RSF surcharge 3 

should be recalculated based upon final rates adopted in this proceeding, taking into account 4 

the RSF subsidies for the Dixon and Willows Districts discussed above.  In lieu of the October 31, 5 

2019 status report, Cal Water should be authorized to modify its tariffs (Schedule No. RSF and 6 

Preliminary Statement AM) to reflect the program changes and recalculations through the filing 7 

of a Tier 1 advice letter within 30 days of a decision adopting final rates in this proceeding.   8 

References:  Exhibits CW-03, pp. 9-10; PA-08, pp. 5, 44-48; CW 103, pp. 209-216. 9 

C. LOW-INCOME RATEPAYER ASSISTANCE PROGRAM (“LIRA”)  10 

1. Program Summary 11 

Cal Water’s Low-Income Ratepayer Assistance Program (“LIRA”) provides a monthly 12 

benefit to eligible residential customers consisting of a discount equal to 50% of the service 13 

charge for a 5/8 x ¾ inch residential meter (or 50% of the flat charge for flat-rate customers).3414 

Customers on Cal Water’s residential tariff who meet certain income criteria, or are in certain 15 

government assistance programs, qualify for the LIRA discount.35  On an annual basis, Cal Water 16 

informs all customers about the availability of LIRA discounts.  The LIRA program is funded 17 

through a surcharge applied to the bills of all customers who are not in the LIRA program (“non-18 

LIRA customers”).  For 2019, the LIRA surcharge is 1.512% of a customer’s basic water 19 

charges.3620 

33 See Preliminary Statement AM at 
https://www.calwater.com/docs/rates/statements/preliminary_statement_am.pdf.  

34 To qualify, a residential customer must certify that the household income is less than 150% of the federal 
poverty level, which changes on an annual basis.  There is also a LIRA benefit of $20 per month for certain non-
profit group living facilities, agricultural employee housing facilities, and migrant farm worker housing centers.  See
Schedule LIRA, p. 1.  https://www.calwater.com/docs/rates/rates_tariffs/all/20190101-Low-
Income_Ratepayer_Assistance_-_Schedule_LIRA.pdf. 

35 Every 2 years, LIRA customers must certify that they continue to qualify for the program.  Disabled and elderly 
LIRA customers are only required to recertify every 4 years.  More information about the program is available at 
https://www.calwater.com/community/lira/. 

36 “Basic water charges” consist of the service charge and quantity charges for a metered customer, and the flat 
charge for flat-rate customers, after RSF credits are applied.  See page 3 of Schedule No. LIRA at 
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2. LIRA Outreach 1 

In its Report on Sales and Rate Design, the Public Advocates Office recommends that Cal 2 

Water increase its LIRA outreach efforts, expressing concern about the potential delay in 3 

getting LIRA customers enrolled, and about having customers miss out on the discount entirely 4 

if they are not automatically enrolled due to the their participation in the corresponding low-5 

income program offered by regulated energy companies.37  In particular, the Public Advocates 6 

Office proposes that Cal Water be required to: 7 

(a) Develop a written procedure to reduce the chances of LIRA customers missing 8 
out on available discounts, [ ] and ensure that this LIRA outreach procedure is 9 
implemented consistently and Company-wide; and 10 

(b) Submit an information-only advice letter to the Commission’s Water Division and 11 
the Water Branch of the Public Advocates Office confirming the Company’s 12 
compliance with the above requirement.3813 

RESOLUTION:  The Parties agree that Cal Water will develop a written procedure to 14 

reduce the chances of LIRA customers missing out on available discounts, and will ensure that 15 

LIRA outreach is implemented consistently, Company-wide.  Cal Water will explain its 16 

compliance with this requirement in the next annual “information-only” filing regarding the 17 

LIRA program that Cal Water must submit to the Commission on March 31, 2020.3918 

3. LIRA Surcharge Recalculation 19 

Cal Water’s LIRA Balancing Account (Preliminary Statement AJ) requires the Company to 20 

file a recalculated LIRA surcharge by October 31st of each year, with an effective date of January 21 

https://www.calwater.com/docs/rates/rates_tariffs/all/20190101-Low-Income_Ratepayer_Assistance_-
_Schedule_LIRA.pdf.  

37 Exhibit PA-9, pp. 28-30.  The eligibility requirements to join the LIRA program and the “CARE” program, the low-
income discount program administered by regulated energy companies, are the same.  Customers in the “CARE” 
program are therefore automatically enrolled in Cal Water’s LIRA program through a data-sharing process that 
occurs twice a year. 

38 Exhibit PA-9, pp. 29-30. 

39 As with other regulated water companies, Cal Water reports certain information about its low-income program 
every March 31st, at the same time its general, Company-wide, annual report is due to the Commission. 
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1st of the following year.401 

RESOLUTION:  The Parties agree that the LIRA surcharge should be recalculated based 2 

upon final rates adopted in this proceeding.  Cal Water should be authorized to modify its tariff 3 

(Schedule No. LIRA) to reflect a recalculated LIRA surcharge that can be implemented via a Tier 4 

1 advice letter.  If final rates are not adopted in time for Cal Water to recalculate the LIRA 5 

surcharge by October 31, 2019 (for an effective date of January 1, 2020), Cal Water may delay 6 

its Tier 1 filing updating the surcharge to within 30 days of a decision adopting final rates.   7 

References:  Exhibits CW-03, p. 195; PA-09, p. 29. 8 

9 

[END OF CHAPTER]10 

40 See Section 3 of Preliminary Statement AJ at 
https://www.calwater.com/docs/rates/statements/preliminary_statement_aj.pdf.  
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CHAPTER 3:  RATE DESIGN ISSUES 1 

A. THREE QUANTITY TIERS IN EAST LOS ANGELES AND KERN RIVER VALLEY 2 

ISSUE:  The East Los Angeles and Kern River Valley Districts do not have three-tier 3 

quantity rates.  The Public Advocates Office recommended that Cal Water implement a three-4 

tier rate structure in these two ratemaking areas to support the state’s conservation goals and 5 

to promote equity among Cal Water customers. Specifically, the Public Advocates Office 6 

recommended Cal Water include the following in its next GRC application:  7 

(a) A three-tier rate structure for the East Los Angeles and Kern River Valley Districts 8 
consistent with its other ratemaking areas; and 9 

(b) An assessment of the impacts on water demand and customer bills in the East 10 
Los Angeles and Kern River Valley Districts. 11 

Cal Water opposed this proposal because these two districts already have a form of 12 

conservation-based rate design, although it is not similar to the rate design of Cal Water’s other 13 

districts.  Cal Water stated that Kern River Valley effectively has two tiers because of the RSF 14 

discount, and East Los Angeles has two tiers. 15 

RESOLUTION:  For the purpose of Settlement, the Public Advocates Office agrees to 16 

withdraw its recommendations to implement three-tier rate designs for Kern River Valley and 17 

East Los Angeles Districts in this GRC. 18 

References:  Exhibits CW-02, p. 25, PA-09, p. 27; CW-103, pp. 48-49. 19 

B. MODIFIED SERVICE CHARGE REVENUE ALLOCATION 20 

BACKGROUND:  In its Application, Cal Water proposed the following rate design 21 

changes: update tier breakpoints,41 implement a greater price differential between tiers,42 and 22 

gradually shift the revenue allocation to collect more revenue from service charges.  For 23 

revenue allocation, Cal Water proposed to shift towards 60% quantity rate and 40% service 24 

charge (60/40).  Cal Water cited Decision (“D.”) 16-12-026 to support its proposed changes to 25 

41 The “tier breakpoints” define the CCF usage at which a different quantity rate is applied. 

42 The “price differential between tiers” refers to the difference in the quantity rates applied to each tier. 
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revenue allocation.  Cal Water submitted analysis prepared by M-Cubed, an economic and 1 

public policy consultant, to support its rate design proposals.  2 

ISSUE: The Public Advocates Office did not contest Cal Water’s proposed updated tier 3 

breakpoints and greater price differential between tiers, but disagreed with regard to the 4 

revenue allocation shift.  The Public Advocates Office expressed concern that shifting 5 

ratemaking areas toward a 60/40 revenue allocation split would, among other things, increase 6 

water use.  The Public Advocates Office proposed that Cal Water gradually shift the revenue 7 

allocation towards 70% quantity rate and 30% service charge (70/30) or maintain 70/30 if the 8 

district is already at 70/30, asserting that the 70/30 revenue allocation would align with 9 

California’s water conservation goals and prevent unnecessary capital investment and higher 10 

cost of service to ratepayers.  11 

RESOLUTION:  After exchanging additional information and for the purpose of 12 

Settlement, the Parties agreed to the following:  13 

(a) Use the service charge and quantity revenue allocation ratios listed below;  14 

(b) Use the adopted 2020 revenue allocation ratios for base rate adjustment filings 15 
in 2020 to 2022 from this GRC; and 16 

(c) Eliminate the restriction of limiting service charge percentage increases to no 17 
greater than two times the ratemaking area’s overall revenue percentage 18 
increase.4319 

43 Service charge revenue will be allocated in accordance with the Commission’s Standard Practice U-7-W. 
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Ratemaking Area 2018 Ratios Ratio for 2020-2022 

Bakersfield 70/30 70/30 

Bay Area Region 79/21 76/24 

Bear Gulch 80/20 76/24 

Chico  70/30 70/30 

Dixon  65/35 68/32 

Dominguez  83/17 79/21 

East Los Angeles 76/24 73/27 

Hermosa Redondo  77/23 74/26 

Kern River Valley  60/40 63/37 

LAR - Antelope Valley  79/21 75/25 

LAR - Palos Verdes  78/22 75/25 

Livermore  75/25 72/28 

Los Altos  82/18 78/22 

Monterey/Salinas Valley 
Region 

68/32 70/30 

Marysville  61/39 64/36 

Oroville  68/32 70/30 

Selma  62/38 65/35 

Stockton  73/27 70/30 

Visalia  70/30 70/30 

Westlake  80/20 77/23 

Willows 48/52 63/37 

1 
References:  Exhibits CW-02, pp. 24-27; CW-05, Section 3; PA-09, pp. 13-33; CW-103, pp. 2 

18-19, 48, and Exhibit B. 3 

4 
[END OF CHAPTER] 5 
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CHAPTER 4:  CONSERVATION PROGRAM 1 

A. ISSUES 2 

With multiple legal requirements and the policy objective to reduce consumption, the 3 

Parties agree that it is prudent for Cal Water to have programs in this GRC cycle to facilitate 4 

water use reduction and to enable Cal Water’s compliance with legal requirements, including 5 

California Executive Order B-37-16, Senate Bill 555, the Sustainable Groundwater Management 6 

Act, and the Urban Water Management Planning Act, as described in detail in Section 1 of the 7 

Conservation Program Budget Report in Exhibit CW-05.  However, the Parties recommended 8 

different approaches to achieve reduced water consumption in accordance with legal 9 

requirements and policy objectives that are consistent with industry-standards while creating 10 

comprehensive opportunities for reductions amongst all customer classes.  The primary 11 

distinction between Cal Water’s and the Public Advocates Office’s recommendations was the 12 

level of staffing and program budgets necessary to achieve conservation goals and mandates.   13 

B. RESOLUTION 14 

1. Summary of Resolution 15 

The Parties worked together to develop a three-year conservation program that 16 

establishes overall district budgets, criteria for the flexible use of conservation funding, a one-17 

way balancing account to ensure any unspent balance is refunded back to customers, and 18 

annual reporting requirements.  Finally, the Parties agree to fund two additional conservation 19 

staff out of the administrative/research budget to help implement programs and assist 20 

customers. 21 

2. Settlement Budget 22 

Cal Water and Public Advocates Office agree to an average annual conservation budget 23 

of $8,199,986 for Test Year 2020, Escalation Year 2021, and Escalation Year 2022 for a total 24 

three-year budget that shall not exceed $24,599,958.  These budgets are excluded from 25 

escalation and instead use the average annual budget in calculating the allowed revenue 26 
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requirement for Test Year 2020, Escalation Year 2021, and Escalation Year 2022.  Budgets may 1 

be used in an operating district at any time during the three-year GRC cycle as long as the total 2 

amount spent over the three years does not exceed the total three-year budget.  Funds are not 3 

transferrable across districts. 4 

Table 1, below, provides the average annual budget for each operating district. 5 

Table 1:  Average Annual Conservation Budget (2020-22) 

Operating District Average Annual Budget 

Antelope Valley $23,845 

Bakersfield $731,771 

Bayshore $1,079,443 

Bear Gulch $571,705 

Chico $301,591 

Dixon $38,989 

Dominguez $862,200 

East Los Angeles $389,078 

Hermosa Redondo $552,826 

Kern River Valley $44,586 

King City $19,422 

Livermore $476,929 

Los Altos $337,298 

Marysville $50,137 

Oroville $42,062 

Palos Verdes $597,704 

Redwood Valley $22,404 

Salinas $638,109 

Selma $88,597 

Stockton $546,723 

Travis $38,989 

Visalia $463,209 

Westlake $267,398 

Willows $14,971 

Total $8,199,986 

6 
The following conditions apply to the average annual conservation budget: 7 

(a) The budgets are separated into four categories of spending:  8 
Administrative/Research, Public Information, School Education, and Programs; 9 

(b) All administrative costs, including those for program activities, shall be part of 10 
the Administrative/Research Budget; 11 
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(c) All marketing costs, including those for program activities, shall be part of the 1 
Public Information Budget; 2 

(d) The Administrative /Research, Public Information, and School Education budgets 3 
are capped at the amounts included in Table 2;4 

(e) Budgets allocated for Administrative/Research, Public Information, and School 5 
Education may also be used for Programs; 6 

(f) Budgets allocated for Programs shall not be used for Administrative/Research, 7 
Public Information, and School Education; 8 

(g) Budgets or balances for each district cannot be transferred to other districts; 9 

(h) A one-way balancing account will be established for each district; and 10 

(i) Any unspent monies left from the total three-year budget for each district (3 11 
times the amounts outlined in Table 1) will be refunded to customers at the end 12 
of this GRC cycle. 13 

Table 2:  Average Annual Spending Caps 

Operating District Administrative/Research 
Public 

Information 
School 

Education 

Antelope Valley $5,466 $6,990 $2,062 

Bakersfield $218,558 $93,408 $46,972 

Bayshore $336,930 $113,516 $54,241 

Bear Gulch $178,811 $57,743 $30,124 

Chico $88,147 $42,225 $20,851 

Dixon $10,885 $7,604 $2,011 

Dominguez $267,209 $92,153 $47,015 

East Los Angeles $108,629 $66,352 $28,790 

Hermosa 
Redondo 

$167,707 $66,866 $32,166 

Kern River Valley $12,851 $7,672 $2,138 

King City $5,790 $2,564 $1,190 

Livermore $148,149 $50,733 $25,325 

Los Altos $98,491 $47,922 $22,873 

Marysville $14,972 $7,544 $2,079 

Oroville $11,653 $8,211 $2,317 

Palos Verdes $183,749 $66,965 $33,538 

Redwood Valley $5,692 $5,736 $1,265 

Salinas $198,670 $68,649 $31,885 

Selma $26,850 $12,299 $3,644 

Stockton $161,434 $84,342 $25,561 
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Table 2:  Average Annual Spending Caps 

Operating District Administrative/Research 
Public 

Information 
School 

Education 

Travis $10,855 $7,604 $2,011 

Visalia $134,447 $66,799 $32,615 

Westlake $74,379 $43,326 $22,812 

Willows $2,263 $6,926 $1,919 

Total $2,472,587 $1,034,149 $475,404 

3. One-Way Balancing Account 1 

The Parties agree that Cal Water will track its authorized conservation expenses in each 2 

district in a separate, one-way balancing account subject to refund so that any unspent funds 3 

will be refunded to customers via surcredits at the end of this GRC cycle.  The one-way 4 

balancing account will track the difference between total actual conservation expenses and 5 

total authorized conservation expenses.   6 

Expenditures and reimbursements related to grant funding will be tracked as of the date 7 

the expenditure or reimbursement occurs. 8 

The Parties agree that settlement of the conservation expenses is contingent upon the 9 

authorization and establishment of a separate one-way balancing account for each operating 10 

district.  The one-way balancing account will go into effect on the effective date of new rates 11 

adopted in this Agreement.  The Parties agree that Cal Water should be authorized to open a 12 

new Conservation Expense Balancing Account via a Tier 1 advice letter (see Attachment 2 for a 13 

proposed preliminary statement). 14 

4. Annual Reporting Requirement 15 

Cal Water agrees to file an annual report in accordance with the requirements of 16 

Schedule E-3 included in D.11-05-004. 17 

In addition to individual programs, annual reporting will provide separate categories for 18 

Administrative/Research, Public Information, and School Education. 19 

References:  Exhibits CW-03, pp. 62-65; CW-05, Section 1, pp. 1-34; PA-10, pp. 30-51; 20 

CW-103, pp. 122-123 and Exhibit A. 21 

[END OF CHAPTER] 22 
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CHAPTER 5: COST ALLOCATIONS 1 

A. AFFILIATE ALLOCATIONS 2 

Cal Water has three regulated affiliates, Washington Water Service Company 3 

(“WWSCO”), Hawaii Water Service Company (“HWSCO”), and New Mexico Water Service 4 

Company (“NMWSC”), in addition to its parent company, California Water Service Group (“CWS 5 

Group”).   6 

In this GRC, Cal Water applied the same modified four-factor methodology to calculate 7 

the value of Customer Support Services (“CSS”) plant to out-of-state affiliates as adopted in 8 

D.03-09-021 resolving Cal Water’s Application 01-09-062.  Cal Water includes the following 9 

allocable pool:10 

1. General Structures and Improvements 11 
2. Office Equipment (hardware and software) 12 
3. Communication equipment and general plant 13 

In this proceeding, Cal Water allocated CSS expenses and rate base first to its out-of-14 

state affiliates (HWSCO, WWSCO, NMWSC) using 1.87% for expenses and 0.71% for rate base.  15 

The Public Advocates Office agrees that the Commission should adopt Cal Water’s methodology 16 

for this proceeding. 17 

B. RATEMAKING AREA ALLOCATIONS 18 

ISSUE:  After allocating to out-of-state affiliates, Cal Water allocated its general 19 

expenses and rate base to its ratemaking areas using a four-factor approach.44  The four factors 20 

are gross utility plant, district payroll, active service connections and direct operating and 21 

maintenance expenses.     22 

The Public Advocates Office recommended updating the four-factor calculation to 23 

include the final utility plant in service, payroll, number of services, and operation and 24 

maintenance expenses adopted in this proceeding for all Cal Water ratemaking areas.  The 25 

44 The CSS allocations proposed in this GRC Application are provided on page 118 of Exhibit CW-02 (General 
Report).  The table of allocations includes 21 Class A ratemaking areas and Grand Oaks, a service area regulated as 
a Class D water utility. 
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Public Advocates Office also recommended using an estimated equivalent value of 5,723 1 

service connections for the Travis District as a surrogate in the CSS four-factor cost allocation 2 

calculation, rather than the 2,111 number of customers used by Cal Water.  The Public 3 

Advocates Office argued that service connections for this unique district should be based on the 4 

quantity of water used. 5 

In rebuttal, Cal Water agreed that the 4-factor allocation should be updated based upon 6 

the Commission’s final decision.  For the Travis District, Cal Water disagreed that the quantity of 7 

water used is an appropriate proxy.  8 

RESOLUTION:  The Parties agree to update the four-factor cost allocation to include the 9 

final utility plant in service, payroll, number of services, and operation and maintenance 10 

expenses approved by the Commission in this proceeding.  In addition, the Parties agree to use 11 

5,723 as the “number of services” factor for the Travis District only for the purposes of 12 

settlement in this proceeding.  Cal Water may propose a different metric for the “number of 13 

services” factor for the Travis District in the next GRC. 14 

References: Exhibits CW-02, p. 102; PA-12, pp. 24-26; CW-103, pp. 135-137. 15 

C. COMBINED OPERATIONS ALLOCATION 16 

Cal Water currently has one combined operation that serves a subset of operating areas 17 

– Rancho Dominguez (“RDOM”), which provides services to Dominguez, Hermosa-Redondo, and 18 

Palos Verdes.  Expenses and rate base are allocated to the respective operating districts based 19 

on their relative four-factor percentages.  Recorded expenses for the operating districts include 20 

the expense allocations.  Rate base for the combined operations are allocated in the rate base 21 

calculations for ratemaking purposes.  The Public Advocates Office did not express an opinion 22 

on Cal Water’s methodology.  In settlement, the Public Advocates Office agreed that the 23 

Commission should adopt Cal Water’s methodology for this proceeding. 24 

References: Exhibit CW-02, p. 122. 25 

D. NON-TARIFFED PRODUCTS AND SERVICES REVENUE26 

Consistent with the Commission’s rules regarding the provision of “non-tariffed” or 27 

unregulated products and services (“NTP&S”) by water companies, formerly referred to as 28 
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activities conducted using regulated “excess capacity,” Cal Water has developed a methodology 1 

for allocating costs to unregulated activities and sharing 10% of “active” gross revenue and 30% 2 

of “passive” gross revenue with ratepayers.  The detailed methodology is provided in Cal 3 

Water’s Report on Unregulated Activities, July 2018.  In rebuttal, Cal Water indicated that an 4 

additional unregulated contract had been signed since its July Application under which Cal 5 

Water provides operations and maintenance services to a new development called Tesoro Viejo 6 

(near Cal Water’s Selma District).  7 

The Public Advocates Office reviewed Cal Water’s NTP&S methodology and how it was 8 

applied to the Company’s unregulated contracts for non-tariffed services.  The Public Advocates 9 

Office concluded that Cal Water’s methodology for revenue-sharing, cost allocation, and use of 10 

escalation factors is reasonable, and was applied consistently across all ratemaking areas. 11 

References:  Exhibit CW-04; PA-10, pp. 63-67; CW-103, p. 131. 12 

13 
14 

[END OF CHAPTER]15 
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CHAPTER 6:  SPECIAL REQUESTS 1 

In its Application, Cal Water submitted seventeen (17) Special Requests.  The Scoping 2 

Memo adds Special Request #18 relating to chromium-6 (“Cr6”) treatment costs for the 3 

Willows District.   4 

Special Requests #1 (Consolidation), #2 (Rate Support Fund), and #18 (Willows Cr6 5 

costs) are discussed in Chapter 2 (Affordability).  Note that Cal Water withdrew Special Request 6 

#7 relating to additional Commission procedures.457 

A. SPECIAL REQUEST #3 – SALES RECONCILIATION MECHANISM (“SRM”) 8 

The Sales Reconciliation Mechanism (“SRM”) adjusts water rates in the second and third 9 

years of a GRC cycle when actual water sales vary from adopted water quantities according to 10 

certain parameters. 11 

The Parties do not agree on the appropriate ratemaking treatment for this mechanism 12 

and are currently litigating this matter. 13 

B. SPECIAL REQUEST #4 – WATER REVENUE ADJUSTMENT MECHANISM (“WRAM”) 14 

Cal Water’s Water Revenue Adjustment Mechanism (“WRAM”) tracks the annual 15 

amount billed to customers in quantity rates, against the annual amount adopted by the 16 

Commission for quantity revenues in the approved revenue requirement for the ratemaking 17 

area.  At the same time, the Modified Cost Balancing Account (“MCBA”) tracks the actual 18 

annual costs for water production (purchased water costs and pump taxes) against the annual 19 

water production costs adopted by the Commission in the approved revenue requirement for 20 

the ratemaking area.  At the end of each year, the balances in these two accounts are offset 21 

against one another.  If the net balance represents an over-collection of funds from customers, 22 

the funds will be returned to customers through a credit on their bills.  If the new balance 23 

represents an under-collection of funds from customers, the funds will be collected from 24 

customers through a surcharge on their bills. 25 

45 Joint Prehearing Conference Statement (October 9, 2018), p. 3. 
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The Parties disagree on the appropriate ratemaking treatment for this mechanism and 1 

have litigated this matter. 2 

C. SPECIAL REQUEST #5 – EXTENDING SUNSET FOR ADVICE LETTERS  3 

ISSUE: For projects approved as advice letter projects in the 2015 GRC, Cal Water’s 4 

authority to complete them and recover their costs sunsets at the end of 2019.  In Special 5 

Request #5, however, Cal Water requested that authority for several of the 2015 GRC advice 6 

letter projects be extended.  The Public Advocates Office recommended denial of Cal Water’s 7 

“blanket” request for extensions of some projects because extension requests should be 8 

evaluated on a case-by-case basis.  In rebuttal, Cal Water provided an update on the status of 9 

specific projects and presented its rebuttal position on each project. 10 

RESOLUTION: For projects authorized as advice letter projects in the 2015 GRC for which 11 

Cal Water seeks an extension, the Parties have evaluated the merits of an extension on a case-12 

by-case basis. The projects that Parties agree should be authorized for extensions are provided 13 

in Attachment 8.  For a discussion of the value to customers of approving capital projects as 14 

advice letter projects, see Chapter 12 (General Capital Issues).  Details of these projects are 15 

discussed in the Chapter 15 (District Plant). 16 

References:  Exhibits CW-03, p. 24; PA-08, pp. 85-86; CW-103, pp. 33-45, 231. 17 

D. SPECIAL REQUEST #6 – INCORPORATING SUBSEQUENT RATE CHANGES INTO FINAL 18 
RATES 19 

ISSUE:  Between Cal Water’s July 2018 Application and the effective date of new rates 20 

adopted in this proceeding, the Commission will have approved changes to base rates for 21 

districts in this proceeding for various reasons such as purchased water/pump tax offsets, rate 22 

base offsets, and step increases.  In Special Request #6, Cal Water sought authority to 23 

incorporate the revenue and rate changes associated with these “offsets” (approved 24 

subsequent to the July Application) into the calculations of the final rates adopted in this 25 

proceeding.   26 

The Public Advocates Office does not oppose this request, but expressed concern about 27 

potential customer confusion regarding what the final rates in this proceeding reflect.  If this 28 
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request is approved, the Public Advocates Office recommends that the Commission include a 1 

notification on customer bills regarding the reasons for the rate change. 2 

RESOLUTION:  The Parties agree that Cal Water may include in the calculations for final 3 

rates adopted in this proceeding46 the purchased water/pump tax offsets and rate base offsets 4 

approved since Cal Water’ Application, as reflected in the table of Subsequent Rate Changes5 

provided as Attachment 1 to this Agreement.47  All relevant tables attached to this Agreement 6 

already reflect the purchased water/pump tax offsets and rate base offsets identified in 7 

Attachment 1.488 

Cal Water agrees to provide customer notice of, and an explanation about, the final 9 

rates that go into effect.  Cal Water agrees to provide the Public Advocates Office a draft of the 10 

notice for review before sending out the finalized notice to customers. 11 

References:  Exhibits CW-03, p. 25; PA-08, pp. 87-88. 12 

E. SPECIAL REQUEST #7 – ADDITIONAL PROCESSES 13 

In Special Request #7, Cal Water proposed additional scheduling steps in the proceeding 14 

to ensure that the rates, tariffs, and tables that support and accompany a final GRC decision are 15 

accurate and consistent with the Commission’s expressed policies.  In rebuttal, Cal Water 16 

withdrew this request. 17 

References:  Exhibits CW-02, p. 20; CW-103, p. 232. 18 

46 There are two steps to incorporate subsequent offsets into final rates.  First, the values identified as “current 
rates” in the Application, which were those in effect on July 1, 2018, must be updated to reflect the rates that are 
now in effect (in Q3 2019).  Second, the purchased water and rate base offsets approved since July 1, 2018 must 
be added into the RO Model used to calculate final rates.   

47 Attachment 1 reflects all advice letters authorizing revenue changes, however the RO Model used to calculated 
final rates will only be adjusted, as a result of Special Request #6, to reflect those purchased water/pump tax and 
rate base offsets that were not already part of the settled capital and expenses in this proceeding. 

48 Note that all of the capital projects for the rate base offsets listed in Attachment 1 had already been reflected in 
the settled capital in this proceeding, except for Advice Letter 2326-A for PID 98722 in the Chico District.  
Consistent with Special Request #6, the Chico project approved in AL 2326-A has been added to the Settlement RO 
Model, and is reflected in the capital settlement tables attached to this Agreement.   
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F. SPECIAL REQUEST #8 – INCENTIVIZING TAXABLE GRANTS 1 

ISSUE:  The Tax Cuts and Jobs Acts (“TCJA”) imposes federal income taxes on grants 2 

received by utilities from public agency grantors.  The TCJA modifies Internal Revenue Code § 3 

118 to treat grant funds received by a utility from a public agency as a contribution to capital 4 

and treated as taxable income.  One consequence of the new requirement is that Cal Water 5 

would be required to pay income taxes on any grant funds received.  However, Cal Water 6 

believes it is in the best interest of its customers to continue to pursue grants to fund necessary 7 

plant improvements and additions, especially in its smaller districts.  Cal Water proposed that 8 

any portion of this new tax funded by Cal Water be rate-based as an incentive for Cal Water to 9 

continue pursuing grant opportunities. 10 

In its report, the Public Advocates Office recommended denying Cal Water’s Special 11 

Request #8 and additionally recommends that taxes payable on grant funds should be 12 

recovered as an operating expense, similar to how Federal and State income taxes are 13 

recovered in rates currently.  The Public Advocates Office also stated that “Grant Funds should 14 

not be used to pay any income taxes on taxable Grant Funds received.” 15 

RESOLUTION:  The Parties agree that grants awarded to Cal Water are infrequent but 16 

will be treated as taxable income.  Therefore, Cal Water should have the opportunity to recover 17 

the funds it provides to cover the income tax expense in its water rates.  18 

The Parties could not agree on treating the Cal Water provided funds as expenses versus 19 

rate base.  To address this issue, the Parties agreed to the following: (a) extending Cal Water’s 20 

existing 2018 Tax Accounting Memorandum Account (“TAMA”) (Preliminary Statement AU) to 21 

December 31, 2022; (b) modifying the TAMA to include the financial impacts of taxable grants; 22 

and (c) reassessing this issue in Cal Water’s next GRC.  In addition, Cal Water commits filing an 23 

advice letter by the end of 2020 to address the original TCJA balance in the TAMA in a manner 24 

that is consistent with how the TCJA issues have been resolved in this Agreement.  Cal Water 25 

should be authorized to modify Preliminary Statement AU as reflected in Attachment 226 

(Selected Tariffs) via a Tier 1 advice letter. 27 

References:  Exhibits CW-02, p. 20; CW-03, pp. 28-30; PA-01, pp. 32-36; CW-103, pp. 28 

232-236. 29 
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G. SPECIAL REQUEST #9 – ELIMINATING VISILIA’S NON-RESIDENTIAL TIERED RATES 1 

ISSUE:  Cal Water has one quantity rate for non-residential customers except in its 2 

Visalia District.  The Visalia District’s non-residential tariff includes a quantity rate for meters up 3 

to 6-inch and a lower quantity rate for meters 8-inch or larger.  The settlement adopted by 4 

D.16-12-042 specifies the merging of Visalia’s non-residential quantity rates over two GRC 5 

cycles to be consistent with other Cal Water districts and implemented the first of the two-step 6 

process by narrowing the difference between the non-residential quantity rates.  7 

In this GRC, Cal Water proposed to complete the conversion to a single non-residential 8 

quantity rate in the Visalia District.  The Public Advocates Office supported Cal Water’s request 9 

to complete the conversion because it is reasonable and consistent with the settlement 10 

adopted by D.16-12-042.   11 

RESOLUTION:  The Parties agree that the Visalia District should have one non-residential 12 

quantity rate, consistent with all other Cal Water districts.  The Parties also agree that this 13 

change is consistent with the settlement adopted in D.16-12-042. 14 

References:  Exhibits CW-01, pp. 13-14; CW-03, p. 31; PA-09, p. 31; CW-103, p. 49. 15 

H. SPECIAL REQUEST #10 – RENAMING “MONTEREY” REGION TO “SALINAS VALLEY” 16 
REGION 17 

ISSUE:  In the last GRC, the Commission approved Cal Water’s request to consolidate the 18 

Salinas and King City Districts into one ratemaking area, the Monterey Region.  Another water 19 

company regulated by the Commission, California-American Water (“Cal Am”), has long had a 20 

service area called the “Monterey District,” however.  Because Cal Water is concerned that Cal 21 

Water’s “Monterey Region” can be easily confused with Cal Am’s “Monterey District,” Cal 22 

Water requested authority to rename its Monterey Region to the “Salinas Valley Region” for 23 

ratemaking purposes.  This name more appropriately aligns geographically with the Salinas and 24 

King City operating districts served by Cal Water.   25 

The Public Advocates Office determined that this name change would just impact the 26 

various documents that Cal Water files with the Commission and would not require any signage 27 

or other changes relating to the operations of the Salinas and King City service areas.  The 28 
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Public Advocates Office confirmed that the proposed revenue requirement in this case does not 1 

include costs associated with the name change and does not oppose this request. 2 

RESOLUTION:  The Parties agree that Salinas and King City operating areas that currently 3 

constitute Cal Water’s “Monterey Region” will be renamed to the “Salinas Valley Region” for 4 

ratemaking purposes. 5 

References:  Exhibits CW-03, p. 32; PA-08, pp. 89-90.  6 

I. SPECIAL REQUEST #11 – FACILITIES FEES IN BAYSHORE AND BEAR GULCH AREAS  7 

Cal Water’s request to add facilities fees in the Bayshore (Bay Area Region) and Bear 8 

Gulch areas is discussed in the section on Advances in Aid of Construction in Chapter 11 (Rate 9 

Base).   10 

J. SPECIAL REQUEST #12 - EXTENDING CERTAIN BALANCING AND MEMORANDUM 11 
ACCOUNTS 12 

Please see the discussions of the Chromium-6 Memorandum Account (“Cr6 MA”) and 13 

the Asbestos Memorandum Account (“Asbestos MA”) in Chapter 7 (Balancing and 14 

Memorandum Accounts).   15 

K. SPECIAL REQUEST #13 – AMORTIZING CERTAIN BALANCING AND MEMORANDUM 16 
ACCOUNTS 17 

Please see the discussions of the Chromium-6 Memorandum Account (“Cr6 MA”) and 18 

the TCP Litigation Memorandum Account (“TCP MA”), and the General District Balancing 19 

Accounts (“District BAs”) in Chapter 7 (Balancing and Memorandum Accounts). 20 

L. SPECIAL REQUEST #14 – APPROVING NEW BALANCING ACCOUNTS 21 

ISSUE:  Cal Water requested new balancing accounts relating to its conservation 22 

program, its pension program, and its health care program for the upcoming GRC years 2020-23 

2022. 24 

RESOLUTION:  The Parties agree to open a new one-way balancing account for 25 

conservation expenses (Conservation Expense Balancing Account, or “CEBA”), as discussed in 26 

Chapter 4 of this Agreement. 27 
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The Parties do not agree on whether a new Pension Cost Balancing Account (“PCBA”) or 1 

a new Health Cost Balancing Account (“HCBA”) should be authorized for 2020-2022, and are 2 

litigating the issues. 3 

References:  Exhibits CW-03, pp.62-65; PA-010, pp. 50-51; CW-03, pp. 201. 4 

M. SPECIAL REQUEST #15 – UPDATING LEGACY FIRE SPRINKLER DISCOUNTS 5 

ISSUE:  Residential customers required to have a 1”inch meter (rather than a 5/8”x3/4” 6 

meter) to satisfy fire flow requirements for indoor fire sprinklers receive a discounted service 7 

charge.  In Cal Water’s last GRC, the Commission approved a company-wide methodology 8 

based on Standard Practice (“SP”) U-7-W to calculate the reduced service charge.  In areas 9 

without an existing fire sprinkler discount for 1-inch residential meters, the new fire sprinkler 10 

rates were implemented.  The following Cal Water service areas had existing fire sprinkler 11 

discounts based upon various legacy methodologies: Dixon, Hermosa-Redondo, and Livermore 12 

Districts, as well as the Los Angeles County and Bay Area Regions. 13 

In this GRC, Cal Water proposed to apply the methodology of SP U-7-W uniformly so 14 

that all fire sprinkler discounts, including the legacy discounts, are calculated the same way 15 

across the Company.   The Public Advocates Office supported this request because the 16 

methodology adopted in D.16-12-042 was reasonable.   17 

RESOLUTION:  The Parties agree that the Commission should authorize Cal Water to 18 

modify the residential tariffs for the Dixon, Hermosa-Redondo, and Livermore Districts, and for 19 

the Los Angeles County and Bay Area Regions, so that they are consistent with the 20 

methodology used in SP U-7-W and D.16-12-042. 21 

References:  Exhibits CW-03, p. 202; PA-09, p. 32. 22 

N. SPECIAL REQUEST #16 – APPLYING PV PIPELINE COSTS TO PALOS VERDES CUSTOMERS 23 

See the discussion of the Palos Verdes Peninsula Water Reliability Pipeline (“PVPWRP” 24 

or “PV Pipeline”) in Chapter 15 (District Plant). 25 
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O. SPECIAL REQUEST #17 – NEW ALGAE MEMORANDUM ACCOUNT 1 

ISSUE:  Cal Water requested authority to open a new Algae Memorandum Account in its 2 

Application.  Harmful algae in surface water is becoming an increasing concern to the 3 

Environmental Protection Agency (“EPA”) and the State Water Resource Control Board 4 

(“SWRCB”).  The existing treatment process at Cal Water’s surface water treatment plants 5 

cannot adequately remove taste and odor (“T&O”) compounds or non-intact algal toxins.  Cal 6 

Water is concerned about algae in its raw water supplies because several agencies have 7 

identified the presence of cyanobacteria in several waterbodies that supply Cal Water 8 

treatment plants.  Cal Water argued it cannot wait for the SWRCB to set a Maximum 9 

Contaminant Level (“MCL”) as a required condition for authorization of an Algae Memorandum 10 

account.  This is because, in the past, the SWRCB has expected water companies to monitor the 11 

SWRCB’s constituents of concern and be prepared to implement new MCL’s almost 12 

immediately.4913 

In its report, the Public Advocates Office recommended denying Cal Water’s request for 14 

a new Algae Toxin Memorandum Account.  The Public Advocates Office states that the SWRCB 15 

Division of Drinking Water (“DDW”) does not regulate cyanotoxins and refers water systems to 16 

the health advisory levels and recommendations presented by the EPA.  The EPA health 17 

advisory levels are not legally enforceable, but the EPA will determine if regulatory action is 18 

needed and if a cyanotoxin MCL needs to be established after the necessary monitoring is 19 

completed in 2020.  Therefore, Cal Water will not have to comply with a federal or state 20 

cyanotoxin MCL during this GRC cycle.  In addition, Cal Water has not established a cyanotoxin 21 

management plan for any of its districts as recommended by the EPA.  Although Cal Water has 22 

performed some cyanotoxin monitoring, the cyanotoxins and T&O compounds have been 23 

detected at very low levels, below EPA’s health advisory levels, in the Bear Gulch, Lucerne, and 24 

Bakersfield areas.  Cal Water’s existing treatment at its surface water treatment plants in these 25 

49 In anticipation of a SWRCB action, Cal Water proposed a project in Bakersfield (PID 116418) and Bear Gulch (PID 
115586). These projects are set to perform detailed studies for the design of a combination treatment system that 
can remove both algal toxins and T&O removing compounds.
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districts can treat for cyanotoxins at low levels.  The Kern River Valley District has not had any 1 

detections for cyanotoxins or T&O compounds.   2 

RESOLUTION:  Based on the information provided by the Public Advocates Office, Cal 3 

Water agrees to defer its request for an Algae Memorandum Account and remove it from this 4 

Application. 5 

References:  Exhibits CW-02, p. 23; CW-03, pp. 205-206; PA-04, pp. 126-130; CW-103, 6 

pp. 241-244. 7 

P. SPECIAL REQUEST #18 – CHROMIUM-6 PROJECTS IN THE WILLOWS DISTRICT 8 

ISSUE:  In the Assigned Commissioner’s Scoping Memo and Ruling, the following issue 9 

was added to the list of Special Requests: “Whether it is reasonable to authorize Cal Water to 10 

recover, via a Tier 2 advice letter filing, those costs associated with its Willows District that it 11 

tracked in its Cr6 Memorandum Account.”50  This issue was added in response to a request in 12 

the Parties’ Joint Prehearing Conference Statement to allow Cal Water to recover costs related 13 

to chromium-6 treatment projects in the Willows District through a Tier 2 advice letter.5114 

RESOLUTION:  As discussed in Chapter 2 (Affordability Issues) of this Agreement, the 15 

Parties instead agree to include the costs associated with chromium-6 treatment projects in the 16 

revenue requirement of the Willows District in this GRC, and apply an annual subsidy from the 17 

RSF. 18 

Reference:  Exhibit CW-103, pp. 21-24. 19 

20 
[END OF CHAPTER] 21 

50 Assigned Commissioner’s Scoping Memo and Ruling (November 21, 2018), p. 5. 

51 Joint Prehearing Conference Statement (October 9, 2018), p. 7. 
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CHAPTER 7:  BALANCING AND MEMORANDUM ACCOUNTS 1 

A. PRELIMINARY STATEMENT K:  WAUSAU MEMORANDUM ACCOUNT (“WMA”) 2 

ISSUE:  The Wausau Memorandum Account became effective on December 29, 2007 via 3 

the approval of Advice Letter 1839.  Employer’s Insurance of Wausau (“Wausau”) filed suit 4 

against Cal Water to recover legal costs that Wausau expended in defense of Cal Water.  The 5 

suit against Cal Water was brought by the Department of Toxic Substances Control (“DTSC”) in 6 

connection with perchloroethylene (“PCE”) contamination in the Chico District.  In settlement 7 

of the case, Cal Water agreed to pay Wausau a sum out of any proceeds received from the 8 

litigation that is subject of the PCE Litigation Memorandum Account (Preliminary Statement V).  9 

As discussed below, the PCE litigation has concluded successfully.   10 

In this Application, Cal Water indicated that it has fulfilled its settlement obligation and 11 

commitment to Wausau, and requested authority to close the account.  The Public Advocates 12 

Office did not oppose this request. 13 

RESOLUTION:  The Parties agree that Cal Water should be authorized to close the 14 

Wausau Memorandum Account via a Tier 1 advice letter. 15 

References:  Exhibit CW-03, p. 187. 16 

B. PRELIMINARY STATEMENT P:  DEPARTMENT OF TOXIC SUBSTANCES CONTROL 17 
MEMORANDUM ACCOUNT (“DTSC MA”) 18 

ISSUE:  In the 2012 GRC, the settling parties agreed that this account could continue 19 

because of ongoing activities with DTSC.  Under a pilot agreement resulting from DTSC litigation 20 

against Cal Water relating to PCE contamination, Cal Water has agreed to undertake certain 21 

activities requested by the DTSC such as groundwater testing and analysis regarding the PCE 22 

plume in the Visalia water basin.  Cal Water has completed all testing and analysis, and Cal 23 

Water’s proposal to end the pilot agreement is under consideration at the DTSC.   24 

In its Application, Cal Water indicated that, while the balance tracked in the DTSC 25 

Memorandum Account (“DTSC MA”) as of the end of 2017 was $860,000, the amounts had not 26 

been booked as a regulatory asset.  Cal Water then determined these costs were reflected in 27 

the recorded data used to forecast expenses in both the 2015 GRC and this GRC, such that 28 
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there are no amounts appropriate for recovery through the DTSC MA.  Cal Water therefore 1 

requested authority to close the DTSC MA.  The Public Advocates Office did not oppose this 2 

request. 3 

RESOLUTION:  The Parties agree that Cal Water should be authorized to close the DTSC 4 

MA via a Tier 1 advice letter. 5 

References:  Exhibit CW-03, p. 188. 6 

C. PRELIMINARY STATEMENT V:  PCE LITIGATION MEMORANDUM ACCOUNT (“PCE MA”) 7 

8 

ISSUE:  Cal Water has reached settlements with all defendants alleged to be “potentially 9 

responsible parties” for PCE contamination for settlements totaling approximately $2.3 million.  10 

After legal expenses, expert fees, and a settlement payment provided to Employer’s Insurance 11 

of Wausau (see the Wausau Memorandum Account discussed above), the remaining proceeds 12 

total just under $300,000.52  Based upon the litigation, the beneficiaries of the proceeds should 13 

be customers in the Chico and Visalia Districts.  These amounts are tracked in the PCE Litigation 14 

Memorandum Account (“PCE MA”). 15 

In its Application, Cal Water proposed to split these proceeds between the districts 16 

according to their relative proportions of 2017 recorded revenues.  As shown in the table 17 

above, this would result in a 45/55 split between Chico and Visalia.  Cal Water also proposed to 18 

return these amounts to customers by offsetting water treatment expenses.  By applying a 19 

credit of one-third of each district’s proceeds to expenses in test year 2020, Chico would 20 

receive an annual expense offset of $44,242.98, and Visalia would receive an annual expense 21 

offset of $54,076.40.  (The offsets would automatically carry through to the expense attrition 22 

years 2021 and 2022.)  With this distribution of the amounts in the PCE MA, Cal Water 23 

requested authority to close the account via a Tier 1 advice letter. 24 

52 The law firms pursued the cases based upon the agreement that their fees would only be paid out of proceeds 
received as a result of a court award or settlement. 

Total Allocated 
Proceeds

Annual Allocation 
(for 3 years)

Chico District 23,825,743 45.0% (132,728.93) (44,242.98)
Visalia District 29,121,244 55.0% (162,229.21) (54,076.40)

Total 52,946,987 100.0% (294,958.14)

2017 Recorded 
Revenues



CHAPTER 7: BALANCING AND MEMORANDUM ACCOUNTS

42 

The Public Advocates Office did not oppose Cal Water’s proposal. 1 

RESOLUTION:  The Parties agree that water treatment expenses in the Chico and Visalia 2 

Districts will be offset according to the table provided above.  Cal Water should be authorized 3 

to close the PCE MA via a Tier 1 advice letter. 4 

References:  Exhibits CW-03, pp. 189-190; PA-10, pp. 68-69. 5 

D. PRELIMINARY STATEMENT W:  TCP LITIGATION MEMORANDUM ACCOUNT (“TCP MA”) 6 

In its Application, Cal Water discussed the status of its 1,2,3 trichloropropane (“TCP”) 7 

Litigation Memorandum Account (“TCP MA”) and erroneously indicated that the account would 8 

automatically close at the end of 2019.  In rebuttal, Cal Water requested that the account 9 

continue because the status of the costs tracked in the account had changed. 10 

In Special Request #13, Cal Water requested recovery via a Tier 2 advice letter for any 11 

balances that remained in the TCP MA as of December 31, 2019 on the assumption that the 12 

disposition of the majority of the costs tracked in the TCP MA would be resolved prior to the 13 

end of this proceeding, and that nominal amounts would remain in the TCP MA as of year-end 14 

2019.  Cal Water also requested to net the amounts against other balancing and memorandum 15 

accounts being amortized at the same time.  The Public Advocates Office did not oppose the 16 

request to amortize the remaining costs in the TCP MA, but opposed the request to net 17 

balances against one another.  18 

RESOLUTION:  Under the terms of the TCP MA, the account continues until the 19 

Commission takes action otherwise (see Preliminary Statement W).  In addition, Special 20 

Request #13 is no longer relevant to the TCP MA because the disposition of all costs in the 21 

account will still be unresolved by year-end 2019.  Cal Water therefore withdraws its request to 22 

recover any unamortized remainder in the account via a Tier 2 advice letter.  The Parties agree 23 

that there is no need for Commission action in this Agreement with regard to the TCP MA.  24 

References:  Exhibits CW-03, pp. 190-191; PA-10, pp. 69-70; CW-103, p. 238.25 
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E. PRELIMINARY STATEMENT AC:  PRESSURE REDUCING VALVE MEMORANDUM 1 
ACCOUNT (“PRVMA”) 2 

ISSUE:  At the request of the Commission’s Water Division, Cal Water and two other 3 

water companies embarked on a research project to regenerate energy by replacing Pressure 4 

Reducing Valves (“PRV’s”) with hydro turbine electrical generators.  Cal Water opened the 5 

Pressure Reducing Valve Memorandum Account (“PRVMA”) (Preliminary Statement AC) to 6 

track costs associated with the project, and opened PID 65566 to install an inline hydro-turbine 7 

in the Bear Gulch District.  As described in detail in Chapter 9 (CSS and District Expenses), Cal 8 

Water requested recovery of the costs tracked in the PRV MA as an extraordinary property loss 9 

(“EPL”) to be amortized over 10 years, and closure of the PRV MA.  The Public Advocates Office 10 

opposed this request to expense. 11 

RESOLUTION:  For the reasons discussed in Chapter 9 (CSS and District Expenses), the 12 

Parties agree to expense a lower amount as an EPL amortized over 10 years.  Cal Water should 13 

also be authorized close the PRVMA via a Tier 1 advice letter.   14 

References:  Exhibits CW-02, pp. 43-44; CW-03, pp. 191-192; PA-10, pp. 19-20; CW-103, 15 

pp. 114-118. 16 

F. PRELIMINARY STATEMENT AD:  STOCKTON EAST LITIGATION MEMORANDUM 17 
ACCOUNT (“SLMA”) 18 

ISSUE:  The Stockton East Litigation Memorandum Account (“SLMA”) was opened to 19 

track the costs associated with litigation starting in 2009 regarding a purchase water agreement 20 

with the Stockton East Water District.  The course of litigation has included numerous claims 21 

and counter-claims among multiple parties, and resulted in a partial settlement in April 2014 22 

that gives Cal Water certain water rights.  Cal Water’s appeal of one aspect of the case has been 23 

stalled in appellate court.  In addition, in a malpractice matter related to the litigation, Cal 24 

Water received a confidential amount of settlement proceeds. 25 

In its Application, Cal Water indicated that, because both the legal expenses and the 26 

settlement proceeds are reflected in the recorded amounts used to forecast legal expenses in 27 

this GRC, the SLMA should be closed without a request for any recovery.   The Public Advocates 28 

Office did not oppose this recommendation. 29 
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RESOLUTION:  The Parties agree that Cal Water should be authorized to close the SLMA 1 

via a Tier 1 advice letter. 2 

References:  Exhibit CW-03, p.192. 3 

G. PRELIMINARY STATEMENT AI:  CHROMIUM 6 MEMORANDUM ACCOUNT (“CR6 MA”) 4 

The Chromium-6 Memorandum Account (“Cr6 MA”) is intended to track the 5 

incremental costs for complying with the Maximum Contaminant Level (“MCL”) for chromium-6 

6.  After the SWRCB originally adopted an MCL of 10 parts per billion (“ppb”), Cal Water began 7 

construction of Cr6 treatment projects in Dixon, Salinas (Monterey/Salinas Valley Region), and 8 

Willows.   9 

The SWRCB subsequently withdrew the MCL of 10 ppb, and is still in the process of 10 

identifying a new Cr6 MCL.  Cal Water has since completed its initial Cr6 projects.  This 11 

Agreement addresses the disposition of the completed Cr6 projects and the associated costs 12 

tracked in the Cr6 MA in Chapter 2 (Affordability).  Descriptions of the capital projects are also 13 

provided in Chapter 15 (District Plant). 14 

In Special Request #12, Cal Water proposed to extend the Cr6 MA because additional 15 

projects may be required after the SWRCB adopts a new Cr6 MCL.  The Public Advocates Office 16 

supported the request for the account to continue, but emphasized that any cost recovery 17 

request by the Company be fully documented, corroborated, and justified. 18 

In Special Request #13, Cal Water requested recovery via a Tier 2 advice letter for any 19 

balances that remained in the Cr6 MA as of December 31, 2019 on the assumption that the 20 

disposition of the majority of the costs tracked in the Cr6 MA would be resolved in this 21 

proceeding, and that nominal amounts related to the closed Cr6 treatment projects would still 22 

remain in the account.  Cal Water also requested that these amounts be netted against the 23 

balances of other balancing and memorandum accounts being amortized at the same time.  The 24 

Public Advocates Office supported the request to amortize the remaining amounts in the Cr6 25 

MA via a Tier 2 advice letter but opposed Cal Water’s proposal to net balances against one 26 

another for recovery purposes. 27 

RESOLUTION:  The Cr6 treatment projects for Dixon, Salinas (a district in the 28 

Monterey/Salinas Valley Region), and Willows tracked in the Cr6 MA have been completed, and 29 
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the Parties agree that disposition of the majority of the associated costs should be addressed 1 

through Special Requests #1 (Affordability) and #2 (Rate Support Fund) as part of the final 2 

decision in this case.   3 

With regard to Special Request #12, the Parties agree that Cal Water should be 4 

authorized to modify Preliminary Statement AI through a Tier 1 advice letter to extend the Cr6 5 

MA until the Commission determines it should be closed.  An updated Preliminary Statement AI 6 

is provided in Attachment 2 to this Agreement.  (Exhibits CW-03, pp. 198-199; PA-01, pp. 37-38; 7 

CW-103, pp. 238.) 8 

With regard to Special Request #13, the Parties agree that, if the terms in this 9 

Agreement for Special Requests #1 and #2 are adopted, there will still be costs in the Cr6 MA 10 

for Dixon and Willows53 as of the end of 2019 that should be addressed through Special 11 

Request #13.  In particular, under this Agreement, final rates in this proceeding will reflect: (1) 12 

all capital costs for the completed Cr6 projects in Dixon, Salinas (Monterey/Salinas Valley 13 

Region), and Willows;54 (2) for Dixon and Willows, the carrying costs associated with the capital 14 

projects up through the end of 2019,55 and; (3) the expenses incurred for the capital projects up 15 

through June 2019 for Dixon, and up through July 2019 for Willows.5616 

The Cr6 expenses from July 2019 for Dixon, and from August 2019 for Willows, through 17 

the end of 2019, will still be in the Cr6 MA after final rates are adopted in this proceeding.  The 18 

Parties agree that Cal Water should be authorized to recover these remaining expenses through 19 

surcharges via Tier 2 advice letters.  In addition, because all carrying costs and expenses tracked 20 

in the Cr6 MA for Salinas through the end of 2019 will not be reflected in final rates under the 21 

53 Special Request #13 originally did not apply to Willows Cr6 treatment costs because Willows costs were not 
originally included in this case.  The Parties agree, however, that Willows Cr6 costs should be treated in the same 
manner as Dixon Cr6 costs with regard to resolving Special Request #13. 

54 How the final capital project costs are reflected in this Agreement are discussed in Chapter 15 (District Plant). 

55 The “carrying costs” referred to herein are defined in Chapter 1.  In resolving Special Requests #1 and #2 (as 
discussed in Chapter 1 (Affordability), the carrying costs for Dixon and Willows are for the periods consisting of 
individual project completion date through December 31, 2019.  These carrying costs will be amortized over 6 
years and treated as additional “expenses” for ratemaking purposes, and therefore will be embedded in each 
district’s revenue requirement. 

56 As discussed in Chapter 1 (Affordability), these expenses will be amortized over 6 years and treated as additional 
“expenses” for ratemaking purposes, and therefore will be embedded in each district’s revenue requirement. 
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terms of this Agreement, the Parties agree that Cal Water should be authorized to recover 1 

these costs through surcharges applicable to the Monterey/Salinas Valley Region via a Tier 2 2 

advice letter.  (Exhibit CW-03, p. 194; PA-10, pp. 70-72; CW-103, pp. 239-240.) 3 

Finally, with regard to the remaining balances in the Cr6 MA to be recovered through 4 

surcharges, Cal Water withdraws its request in Special Request #13 to net the Cr6 balance 5 

against the balances of other accounts being amortized at the same time.   6 

References:  Exhibits CW-03, pp. 186, 193-194, 190-191, 197-198; PA-10, pp. 69-71; CW-7 

102; CW-103, pp. 239-240.   8 

H. PRELIMINARY STATEMENT AP:  GENERAL DISTRICT BALANCING ACCOUNTS (“DISTRICT 9 
BAS”) 10 

The purpose of the General District Balancing Accounts (“District BAs”) is to track small 11 

sums (negative and positive) associated with a ratemaking district so that they can be 12 

aggregated, and the net amount addressed as a group when the sums grow larger.  The general 13 

terms of the District BAs were adopted in D.14-08-011, and are as follows: 14 

(a) Each ratemaking area will have an associated “general balancing account” 15 
(referred to as a “general district balancing account”); 16 

(b) Each general district balancing account may be amortized consistent with the 17 
Commission’s standard practices (2% of last adopted revenue requirement), or in 18 
a GRC; and 19 

(c) For accounts for which the Commission has authorized a fixed period of 20 
amortization, the small residual balances that result from under- or over-21 
amortization may be put into a general district balancing account.5722 

In Special Request #13, Cal Water requested authority to recover the amounts tracked 23 

in the District BAs via a Tier 1 advice letter, and to net the amounts against other balancing and 24 

memorandum accounts being amortized at the same time.  The Public Advocates Office did not 25 

oppose the request to amortize the District BAs, but opposed the request to net balances 26 

against one another. 27 

57 D.14-08-011, Attachment A (Settlement Agreement) at pp. 63-64. 
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RESOLUTION:  The Parties agree that Cal Water should be authorized to amortize (at the 1 

ratemaking level) the total net balance of $6,876,000 (as of May 31, 2018) in the District BAs as 2 

of May 31, 2018 via a Tier 1 advice letter.  Cal Water withdraws its request to net District BA 3 

amounts against the balances of other accounts being amortized at the same time. 4 

References:  Exhibits CW-03, pp. 186, 193-194, 190-191, 197-198; PA-10, pp. 72-73. 5 

I. PRELIMINARY STATEMENT AS:  ASBESTOS LITIGATION MEMORANDUM ACCOUNT 6 
(“ALMA”) 7 

ISSUE:  In Special Request #12, Cal Water proposed to extend the Asbestos 8 

Memorandum Account (“Asbestos MA”) because the reason for originally opening the account 9 

is still present.  The Asbestos MA tracks litigation costs associated with lawsuits brought against 10 

Cal Water alleging asbestos exposure, and by its terms will end at year-end 2019.  There are 11 

asbestos lawsuits against Cal Water that are ongoing, and new lawsuits may still be filed.  Cal 12 

Water therefore requested an extension of the Asbestos MA for another 5-year period until 13 

year-end 2024.  The Public Advocates Office supported this request, but emphasized that any 14 

cost recovery be fully documented, corroborated, and justified. 15 

RESOLUTION:  The Parties agree that Cal Water should be authorized to modify the 16 

preliminary statement for the Asbestos MA to extend the account for another 5 years until the 17 

end of 2024.  An updated Preliminary Statement AS is provided in Attachment 2 to this 18 

Agreement. 19 

References:  Exhibits CW-03, pp. 198-199; PA-01, pp. 37-38; CW-103, pp. 238. 20 

J. PRELIMINARY STATEMENT AV:  2018 TAX ACCOUNTING MEMORANDUM ACCOUNT 21 
(“TAMA”) 22 

ISSUE:  The 2018 Tax Accounting Memorandum Account (“TAMA”) captures the impacts 23 

of the federal Tax Cuts and Jobs Act (“TCJA”) on the revenue requirements of Cal Water’s 24 

regulated areas since January 1, 2018.  While Cal Water did not request Commission action on 25 

this account in its Application, the Parties’ resolution of Special Request #8 (Incentivizing 26 

Taxable Grants) includes a modification to the TAMA.   27 
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RESOLUTION:  The Parties agree that Cal Water should be authorized to modify 1 

Preliminary Statement AV (see Attachment 2) via a Tier 1 advice letter, as discussed in Chapter 2 

6 (Special Requests) with regard to Special Request #8.   3 

References:  Exhibits CW-03, pp. 28-30, 200; PA-01, pp. 32-36; CW-103, pp. 232-236. 4 

5 
[END OF CHAPTER] 6 
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CHAPTER 8:  SALES AND SERVICES 1 

A. SALES AND SERVICES 2 

Cal Water developed its total sales forecasts by first estimating the number of 3 

customers (services) and average use per customer (CCF/customer).  Cal Water’s total sales 4 

forecast for residential, business and multifamily customers is the product of number of 5 

customers and average use per customer, and for all other customer classes the averaged 6 

consumption from the last 5 years.  Cal Water followed the same forecasting methodology for 7 

sales proposed in its last GRC Application 15-07-015 and generally followed the Rate Case 8 

Plan.58  (Exhibit CW-02, pp. 31-32 and CW-05, Section 2.) 9 

ISSUE:  The Public Advocates Office, with a few exceptions that only result in slight 10 

deviations from Cal Water’s forecast, agrees with Cal Water’s forecast for number of 11 

customers, average use per customer and total sales (Exhibit PA-09, p. 1).  The Public Advocates 12 

Office noted that several districts included irrigation sales, although Cal Water only has tariffed 13 

irrigation customers in the Oroville District.  Additionally, the outdoor water use for a small 14 

number of business customers was incorrectly recorded as irrigation sales instead of business 15 

sales.  This misclassification occurred in Cal Water’s sales estimates for Bear Gulch, Dixon, 16 

Hermosa Redondo, Livermore, Los Angeles Region, Monterey/Salinas Valley Region, and 17 

Stockton.  18 

RESOLUTION:  The Parties agree to correct the errors described above.  In Attachment 19 

5, Table 1 summarizes the agreed estimated average use per customer for residential, business 20 

and multi-family classes.  Table 2 summarizes the agreed-upon total consumption by class for 21 

the other customer classes for the Test Year 2020.  Table 3 summarizes the agreed-upon 22 

number of metered services, and Table 4 summarizes the agreed-upon number of flat-rate 23 

services. 24 

58 D.07-05-062, Appendix A, footnotes 4-6 (outlining the process for a utility to forecast sales). 
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B. SUPPLY 1 

Cal Water estimated total water production based on sales plus unaccounted-for-water. 2 

(Exhibit CW-02, p. 32.)  This is not a contested issue.  (Exhibit PA-09, p. 1.)   In Attachment 5, 3 

Table 5 summarizes the agreed-upon total water production, and Table 6 summarizes the 4 

agreed-upon unaccounted-for-water percentages used to estimate unaccounted-for-water 5 

quantities. 6 

[END OF CHAPTER]7 
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CHAPTER 9:  EXPENSE ISSUES 1 

A. PAYROLL 2 

Cal Water uses the last recorded year of 2017 as its base year for estimating labor costs.  3 

Most district personnel are members of the Utility Workers of America Union and their wages 4 

are subject to a contract between the Union and Cal Water.59  In Cal Water’s Customer Support 5 

Center, many of the employees are members of the Utility Workers of America Union or the 6 

International Federation of Professional and Technical Employees Union.  As such, Cal Water 7 

believes future labor costs are reasonably predictable.  Moreover, the base year concept 8 

includes vacancies and overtime, which, according to Cal Water, simplifies test year forecasting.  9 

By assuming a constant level of vacancies and overtime, the need for additional personnel is 10 

estimated incrementally.  Cal Water believes this avoids double counting that could occur by 11 

trending employees or labor dollars (Exhibit CW-02, p. 103).   12 

In its report (Exhibit PA-11C, pp. 2-16), the Public Advocates Office made some key 13 

recommendations as follows: 14 

(a) Approve 19 Customer Support Services (“CSS”) and four districts positions Cal 15 
Water filled between GRC’s with adjustments. 16 

(b) Deny 20 CSS and 10 district positions Cal Water requested in this GRC. 17 

(c) Deny expenses for Cal Water’s proposed employee certification program 18 

(d) Reduce Cal Water’s projected test year executive compensation expense. 19 

(e) Adjust Cal Water’s authorized positions to remove 82 positions from previously 20 
authorized positions. 21 

(f) Require Cal Water to report percentage of capitalized labor and justify changes 22 
to capitalized percentages in Cal Water’s subsequent GRCs. 23 

These key recommendations are discussed below. 24 

59 Cal Water and the Utility Workers Union of American signed a new 6-year contract on February 19, 2015.  Cal 
Water and the International Federation of Professional and Technical Employees also signed a new 6-year contract 
on February 19, 2015. 
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1. Approve positions filled between GRCs with adjustments for previously 1 
approved positions (19 CSS and Four District Positions) 2 

ISSUE:  In A. 18-07-001, Cal Water (Exhibit CW-02, pp. 103-109 and 111-112), Cal Water 3 

listed and justified the positions hired between GRCs.  In its report (Exhibit PA-11C, pp. 5-6), the 4 

Public Advocates Office recommended approving the expensed salaries for the 19 CSS positions 5 

and four district positions filled between GRCs.  However, the Public Advocates Office proposed 6 

two adjustments related to these positions:  7 

 Exclude the cost of eight previously authorized positions from the payroll 8 
forecasts to ensure that Cal Water does not double-recover the costs for these 9 
positions; and  10 

 Deny any recovery of any costs associated with the 19 CSS positions and four 11 
district positions recorded in Cal Water’s existing 2015 Pension Cost Balancing 12 
Account and Health Care Balancing Account from the date of hire to the end of 13 
2019.6014 

In rebuttal (Exhibit CW-103, pp. 63-66), Cal Water explained why the eight positions are 15 

not double counted.  In addition, Cal Water stated that there was an error in calculating the 16 

payroll adjustments for the eight positions.  Cal Water’s intention was to normalize the payroll 17 

dollars recorded in 2017 to reflect a full year’s salary because the positions were filled for only 18 

part of the year. 19 

In the same section (Exhibit CW-103 pp. 66-67), Cal Water disagreed with the Public 20 

Advocates Office’s proposal to deny recovery of the costs associated with the 19 CSS and four 21 

district positions recorded in Cal Water’s pension and health care balancing accounts.  22 

RESOLUTION:  The Parties agree that the eight positions are not double-counted and 23 

should be normalized for a full year and included in the payroll expense forecast for the test 24 

year.   25 

The Parties did not reach an agreement regarding the proposed adjustment for the 23 26 

positions from the recorded pension and health care balancing accounts.  The Parties have 27 

litigated this matter in briefs. 28 

60 The existing Pension and Healthcare balancing accounts were authorized in the 2015 GRC by D.16-12-042 for the 
period January 1, 2017 to December 31, 2019 
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2. Deny 20 CSS and 10 district positions Cal Water requested in this GRC 1 

ISSUE:  In A.18-07-001, Cal Water (Exhibit CW-02 pp. 103, 109-114 and Attachment C), 2 

Cal Water requested 16 new positions for CSS, four conservation positions,61 and 10 new 3 

positions for the districts.  Cal Water also requested 14 additional vehicles with these additional 4 

positions.   5 

In addition to the 30 employees, Cal Water also proposed six additional district positions 6 

to serve the new Travis District (Exhibit CW-33C, p. 5 and Attachment B). 7 

In its report (Exhibit PA-11C, pp. 7-8), the Public Advocates Office proposed that the 8 

Commission deny Cal Water’s request for 30 new positions because Cal Water has many 9 

unfilled positions.  In addition, the Public Advocates Office took no position on the new Travis 10 

District in its report (Exhibit PA-01, p. 12), but removed from its total recommended budget 11 

presented in testimony the payroll expense and benefits for the six employees that Cal Water 12 

proposed in the RO Model.6213 

In rebuttal (Exhibit CW-103, pp. 70-71), Cal Water explained why there were a number 14 

of vacant positions, that customers are not funding these vacant positions, and that Travis 15 

positions should not have been removed by the Public Advocates Office. 16 

RESOLUTION:  As part of a comprehensive payroll and benefits settlement, the Parties 17 

agree to the following: 18 

1. The four conservation positions should be removed from the payroll and benefit 19 
expenses forecast since they are also included in the proposed conservation 20 
budget and that the merits of those positions be addressed with the overall 21 
conservation budget; 22 

2. The six Travis positions listed below should be included in payroll and benefits 23 
expense as proposed by Cal Water; 24 

3. The 13 new positions listed below, out of the originally-requested 26 positions, 25 
should be included.63  For these 13 positions, the Parties also agree to nine 26 

61 Conservation positions are considered CSS positions but presented separately here to provide greater 
understanding of the Agreement. 

62 Exhibit PA-11C does not contain an explanation for removal of the 6 Travis positions.  This was confirmed with 
the Public Advocates Office in their response to data request CWS-002. 

63 Cal Water requested 36 new positions in its Application.  Of these, 6 positions related to the Travis District and 4 
positions related to the Conservation Program, leaving a remaining 26 positions for the districts and CSS. 
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additional vehicles related to the new positions (included in both Attachment 91 
to this Agreement, and Table 3 of Attachment 10 to this Agreement).  Cal Water 2 
retains the discretion to fill the positions as business needs dictate.  Cal Water 3 
will explain and justify in the next GRC if the positions hired are different from 4 
the positions listed in this Agreement; 5 

4. Cal Water specified which positions the Company should hire.  Two positions 6 
requested (Cyber Security Vulnerability Specialist and Senior Buyer), if hired, will 7 
result in lower consulting costs.  These positions are not listed in the additional 8 
thirteen positions listed below and therefore, the adjustments to reduce outside 9 
services expenses will be also be removed. 10 

11 

12 

Department Position

Proposed 

Annual 

Salary

Expense 

%

Total 

Payroll 

Expense

Corp Comm Digital Comm Specialist (Social Media) 72,000 70% 50,400

Water Quality Chemist 103,152 100% 103,152

Water Quality Chemist - TNI 103,152 100% 103,152

Travis Local Manager 99,960 90% 89,964

Travis Foreman Pump and Electric 93,013 90% 83,712

Travis Foreman Flushing and Valve 85,138 90% 76,624

Travis Certified Pump Operator 88,918 90% 80,026

Travis Utility Worker/CPO 78,889 90% 71,000

Travis Storekeeper/Field Clerk 85,138 90% 76,624

Bayshore UW 70,452 75% 52,839

Bayshore UW 70,452 75% 52,839

Bayshore UW 70,452 75% 52,839

Bayshore Superintendent 78,000 70% 54,600

Willows Small System Operator CSR 77,016 90% 69,314

Dixon Small System Operator 83,508 90% 75,157

Visalia UWCPO 86,808 85% 73,787

Bakersfield UWCPO 84,684 80% 67,747

Bakersfield UWCPO 84,684 80% 67,747

Redwood Valley Small System Operator 81,468 90% 73,321
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1 

3. Deny expenses for Cal Water’s proposed employee certification program 2 

ISSUE:  In A.18-07-001, Cal Water (Exhibit CW-02, pp. 112-113) requested salary 3 

increases by approximately $440,000 for its employees who obtain a higher degree of 4 

certification from the SWRCB for distribution, treatment and waste water licenses.  In addition, 5 

Cal Water requested additional salary expenses for the proposed regionalized call center in the 6 

amount of $114,000. 7 

In its report (Exhibit PA-11, p. 12), the Public Advocates Office recommended this 8 

request be denied because it is a non-recurring expense and is therefore not appropriate to be 9 

included in rates. 10 

In rebuttal (Exhibit CW-103, pp. 79-80), Cal Water explained the employee certification 11 

incentive program is a continual salary increase for those certified, is part of our  union 12 

contract, and represents a reasonable cost for the value received by customers.   13 

RESOLUTION:  As part of a comprehensive payroll and benefits settlement, the Parties 14 

agree to include the 2017 recorded certification pay in Cal Water’s base expensed salary used 15 

to calculate test year payroll expenses. 16 

District Position PID #
Vehicle 

Type

Redwood Valley
Small System 

Operator
118096 Pick Up

Dixon
Small System 

Operator
118095 Pick Up

Bayshore UW 118120 Pick Up

Bayshore UW 118094 Pick Up

Bayshore UW 118094 Pick Up

Bayshore Superintendent 118094 Pick Up

Visalia UWCPO 118121 Pick Up

Bakersfield UWCPO 118093 Pick Up

Bakersfield UWCPO 118093 Pick Up



CHAPTER 9: EXPENSE ISSUES

56 

4. Reduce Cal Water’s projected test year executive compensation expense 1 

ISSUE:  In the Application, executive compensation has three components – base pay, 2 

Short-Term Incentive (“STI”) and Long-Term Incentive (“LTI”).  The base pay and STI are 3 

included in recorded payroll expenses and used a base for the payroll expense forecast as 4 

calculated in the RO Model.  The LTI is included in administrative and general (“A&G”) Non-5 

Specifics, which is forecasted based on an inflation-adjusted five-year average as calculated in 6 

the RO Model. 7 

In its report (Exhibit PA-11C, pp. 12-16), the Public Advocates Office recommended to 8 

include only the recorded executive base pay in rates and exclude performance-based 9 

compensation (bonuses).  In addition, the Public Advocates Office argued that the forecasted 10 

executive compensation in this case is excessive compared to previously adopted amounts.  11 

Also, in its report (Exhibit PA-11C), the Public Advocates Office unintentionally removed 12 

approximately $400,000 more than what Cal Water requested from Cal Water’s executive 13 

compensation for its 2020 test year expenses.   14 

In rebuttal (Exhibit CW-103, pp. 80-86), Cal Water explained how the incentive programs 15 

(STI and LTI) are necessary and how these incentives are evaluated.  Cal Water emphasized that 16 

the Commission must evaluate the total compensation of officers for reasonableness, not 17 

simply one component.   18 

RESOLUTION:  As part of a comprehensive payroll and benefits settlement the Parties 19 

agree to include the Executives’ base pay plus 60% of recorded STI as part of the base payroll to 20 

calculate the payroll expenses forecast for the test year.  In addition, the Parties agree to 21 

include 60% of the LTI forecast for the test year expenses. 22 

Additionally, the Parties agree that the Public Advocates Office executive pay 23 

adjustment based on 2017 actual executive pay was $400,000 greater than Cal Water 24 

requested for test year 2020 and therefore should not be included in the calculations of 25 

executive compensation. 26 



CHAPTER 9: EXPENSE ISSUES

57 

5. Adjust Cal Water’s authorized positions to remove 82 positions from previously 1 
authorized positions 2 

ISSUE:  Cal Water projects pension expense based on an actuarial consultant’s estimate 3 

of future pension obligations (Exhibit CW-02, p. 116).  In its report (Exhibit PA-11C, pp. 9-11), 4 

the Public Advocates Office recommended to reduce Cal Water’s authorized labor force by 82 5 

because Cal Water has many unfilled positions.  In rebuttal (Exhibit CW-103, pp. 74-76), Cal 6 

Water explained that the payroll expense forecast reflects any vacancies which have occurred 7 

throughout the years.  However, Cal Water agrees to reduce the number of positions for 8 

calculating pension and healthcare benefits.  Cal Water disagrees with “removing 9 

authorization” for 82 positions because it is contrary to the way the Commission authorizes 10 

positions for Cal Water and the other utilities, which is to authorize costs included in customer 11 

rates. 12 

RESOLUTION:  As part of a comprehensive payroll and benefits settlement the Parties 13 

agree to reduce the number of positions for calculating pension and health care benefits and 14 

that 27.66% of these costs are capitalized.   The Public Advocates Office also withdraws its 15 

recommendation to permanently remove 82 positions from Cal Water’s total number of 16 

positions. 17 

6. The Commission requires Cal Water to report percentage of capitalized labor 18 
and justify changes to capitalized percentages in Cal Water’s subsequent GRCs 19 

ISSUE:  In its report (Exhibit PA-11C, pp. 11-12), the Public Advocates Office 20 

recommended that Cal Water be required to report capitalized percentages of authorized 21 

positions in subsequent GRCs.  In addition, as part of the reporting, Cal Water should justify 22 

percentage changes from the last GRC. 23 

In rebuttal (Exhibit CW-103 , pp. 76-79), Cal Water stated that it provided a report of 24 

capitalized labor dollars and percentages by ratemaking area in compliance with the Minimum 25 

Data Requirements (“MDR”) set forth in the Rate Case Plan (Exhibits CW-12 to CW-33, 26 

Attachment A, pp. 25-26).  Cal Water argued that the capitalization of employee’s time is based 27 

on the activity the employee is performing and not targeted to reach certain percentages.  Over 28 
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the past several years Cal Water’s capital programs have increased and therefore the amount 1 

of capitalized labor should correspondingly increase.   2 

RESOLUTION:  As part of a comprehensive payroll and benefits settlement the Parties 3 

agree to remove this item.  Cal Water will continue to report capitalized labor percentages by 4 

ratemaking area in compliance with the “MDR” set forth in the Rate Case Plan. 5 

Table 1 in Attachment 6 summarizes the agreed-upon payroll expense forecasts for the 6 

test year. 7 

B. BENEFITS 8 

Cal Water included in its Application the following benefit components:  Retirement 9 

Savings Plan (401k), Retirement Fund (Pension and Supplemental Executive Retirement Plan), 10 

Group Insurance (including medical, dental, and vision) and Retirees’ Group Health costs, and 11 

Post-retirement Benefits Other Than Pension (“PBOP”) costs.  Cal Water’s forecast of pension 12 

and medical expenses is the result of multiplying a per employee cost (provided by an actuarial 13 

expert, Milliman) by the proposed total number of positions (Exhibit CW-02, pp. 116-117 and 14 

Attachment E, Exhibit CW-03, pp. 36-42 and Exhibit CW 103, pp. 86-90). 15 

ISSUE:  In its report (Exhibit PA-11C, pp. 17-18), the Public Advocates Office proposed 16 

two modifications to Cal Water’s forecast: 17 

 Calculate benefits on a per-employee basis using the number of positions 18 
approved in this proceeding; and 19 

 Remove $4,098,980 in expenses related to employees performing unregulated 20 
activities that should not be included in rates. 21 

In rebuttal (Exhibit CW-103, p. 89), Cal Water:  22 

 Explained that the pension and healthcare expense for the test year 2020 should 23 
be calculated based on the approved positions, the Milliman actuarial rates per 24 
person and reduced by the capitalized rate of 27.66%. 25 

 Explained that the benefits expenses related to unregulated activities had 26 
already been removed from the test year estimates, so no further adjustment is 27 
necessary or warranted.   28 

 Noted that in the Public Advocates Office’s RO Model work papers, forecasted 29 
benefits for the Westlake District was inadvertently changed to zero.  In Cal 30 
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Water’s application the forecasted benefits for Westlake was $386,276.  (Exhibit 1 
CW-103, p. 87.) 2 

 Noted that the Public Advocates Office’s adjustment to health care expense 3 
unintentionally excluded $444,467 of expenses related to third party charges to 4 
administer Cal Water’s various health care programs. 5 

RESOLUTION:  As part of a comprehensive payroll and benefits settlement the Parties 6 

agree to the following -  7 

 The benefits expense forecast is calculated based on the agreed-upon number of 8 
employees of 1,06964 (as discussed in the payroll section of this Agreement), the 9 
Milliman actuarial rate per person, and a reduction by 27.66% to remove benefit 10 
dollars that are capitalized. 11 

 The benefits expenses forecast does not include the benefits related to 12 
unregulated activities, and therefore the additional adjustment of $4,098,980 13 
recommended by the Public Advocates Office is not necessary. 14 

 Correction of the formula to include the benefits forecast for the Westlake 15 
District.  16 

 The health care administration costs of $444,467 should be included in expenses. 17 

 Removal of the four conservation positions from the benefits calculation here, 18 
and accounting for them instead in conservation expenses. 19 

Table 2 in Attachment 6 summarizes the agreed-upon benefits expenses for the test 20 

year. 21 

C. WORKERS’ COMPENSATION 22 

An actuarial expert whose professional focus is workers’ compensation costs provided 23 

Cal Water’s total workers’ compensation estimate for this proceeding based on Cal Water’s 24 

historical funding rate.  The estimates provided are cash-basis estimates intended to cover Cal 25 

Water’s retained claim costs and expenses.  Cal Water calculated estimated workers’ 26 

compensation per employee in the aggregate, and then allocated amounts to the districts and 27 

CSS based on payroll.  In addition, CSS test year expenses include $126,727 as a synergy 28 

64 The 1,069 is comprised of 1,132 employees at the start of 2017, less 82 vacancies, plus 13 new district/CSS 
positions, plus 6 new Travis positions. 
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adjustment from the merger with Dominguez Water Company, as adopted in D. 06-08-011.  1 

(Exhibit CW-02, p. 61.) 2 

ISSUE:  In its report (Exhibit PA-11, pp. 20-21), the Public Advocates Office did not accept 3 

Cal Water’s forecast on workers’ compensation expense because it is a forecast based on 4 

accrual provisions rather than historical levels of expenses.  Instead, the Public Advocates Office 5 

proposed to use the escalated five-year average. 6 

In rebuttal (Exhibit CW-103, pp. 90-92), Cal Water clarified that the estimates are based 7 

on cash-basis estimates and not on accrual provisions.  Cal Water urged that any Commission 8 

consideration of this expense should reflect that Cal Water continues to use cash-basis 9 

reporting that was adopted by the Commission in prior GRCs. 10 

RESOLUTION:  As part of an overall settlement of payroll and benefits, the Parties agree 11 

to a $1,598,080 workers’ compensation expense estimates.  Table 3 in Attachment 612 

summarizes the agreed-upon workers’ compensation expense for the test year. 13 

D. TRANSPORTATION 14 

Transportation expenses are expenses related to the Company’s fleet of vehicles 15 

including depreciation, liability insurance, fuel, vehicle registration, repairs and maintenance.  16 

These expenses are booked to a clearing account and then allocated to appropriate expense 17 

accounts based on mileage driven.  Cal Water’s methodology used a five-year inflation-adjusted 18 

average to forecast transportation expenses to its existing fleet of vehicles.  The Public 19 

Advocates Office agreed with this methodology (Exhibit PA-10, p. 13). 20 

ISSUE:  Cal Water proposed to add vehicles to its current fleet of vehicles in connection 21 

with its request for new positions.  Cal Water calculated the incremental transportation 22 

expenses based on the last recorded year in the RO Model work papers.  In its report (Exhibit 23 

PA-10, pp. 12-13), the Public Advocates Office removed the cost of additional vehicles related 24 

to the new positions and reduced the related transportation expense.  In addition, the Public 25 

Advocates Office proposed that if the Commission approves new vehicles, the incremental cost 26 

per vehicle should be calculated based on an inflation-adjusted five-year average. 27 

RESOLUTION:  Cal Water agrees with the Public Advocates Office’s proposal to use a 28 

five-year inflation adjusted average unit cost for the additional vehicles.  In addition, the Parties 29 
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agree to include nine additional vehicles in connection with the agreed upon additional new 1 

positions in this proceeding discussed in Section A (Payroll) above.  Please refer to Attachment 2 

9  to this Agreement for the list of all vehicles.   3 

Table 4 in Attachment 6 summarizes the agreed test year estimates for transportation 4 

expenses. 5 

E. PURCHASED WATER 6 

Cal Water calculated purchased water expenses by multiplying the rate per acre-foot 7 

(“AF”) charged by the wholesaler, by the estimated purchased water amount, plus any service 8 

charges or other fees charged by the wholesaler except for the Stockton District, where Cal 9 

Water has a fixed annual charge with the Stockton East Water District.   10 

ISSUE:  The Public Advocates Office generally agrees with Cal Water’s purchased water 11 

forecasts.  However, the Public Advocates Office updated Cal Water’s purchased water 12 

forecasts by using the most recent rates to calculate purchased water cost for the following 13 

districts: Bakersfield, Dominguez, East Los Angeles, Hermosa Redondo, Livermore, and the Los 14 

Angeles County Region (Palos Verdes).  In addition, in its report (Exhibit PA-10) the Public 15 

Advocates Office proposed adjustments in certain districts as described below.   16 

Table 5 in Attachment 6 summarizes the agreed-upon purchased water expense 17 

forecasts for the test year for all districts.  Consistent with the Parties’ resolution of Special 18 

Request #6 regarding rate changes approved after July 1, 2018 (discussed in Chapter 6), Table 5 19 

already reflects the purchased water offsets listed in Attachment 1 (Subsequent Rate Changes). 20 

1. Bakersfield 21 

The Public Advocates Office removed $222,230 for the operating cost of conveyance 22 

facilities from the forecast because the actual quarterly payment of $89,404 was embedded in 23 

another part of the purchased water forecast, thereby duplicating it.  (Exhibit PA-10, p. 6.)   24 
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2. Bear Gulch 1 

The Public Advocates Office changed the monthly service charge from $49,593 to 2 

$17,362 because Cal Water inadvertently applied the Bayshore’s monthly service charge of 3 

$49,593 to Bear Gulch.  (Exhibit PA-10, p. 7.)  4 

RESOLUTION:  Cal Water agrees with the Public Advocates Office’s proposed 5 

adjustments for the Bakersfield and Bear Gulch Districts. 6 

F. PURCHASED POWER 7 

Purchased power captures the cost for pumping, boosting, and distributing water 8 

throughout the system.  Cal Water calculated the forecast by multiplying projected production 9 

by the projected kilowatt-hours per kccf (hundred thousand cubic feet). The resulting projected 10 

kilowatt-hours total is then multiplied by the projected cost per kilowatt-hour.  The Public 11 

Advocates Office finds Cal Water’s forecasting methodology and estimates reasonable.  (Exhibit 12 

PA-10, p. 9.)   13 

There is no contested issue in this category.  Table 6 in Attachment 6 summarizes the 14 

agreed-upon Purchased Power expense forecasts for the test year. 15 

G. PUMP TAX 16 

Pump tax or water replenishment fee is based on the estimated amount of groundwater 17 

pumped multiplied by the current assessment rate.  The Public Advocates Office finds Cal 18 

Water’s methodology reasonable.  (Exhibit PA-10, p. 8.) 19 

There is no contested issue in this category.  Table 7 in Attachment 6 summarizes the 20 

agreed-upon Pump Tax expense forecasts for the test year.  Consistent with the Parties’ 21 

resolution of Special Request #6 regarding rate changes approved after July 1, 2018 (discussed 22 

in Chapter 6), Table 7 already reflects the pump tax offsets listed in Attachment 1 (Subsequent 23 

Rate Changes). 24 

H. CHEMICALS 25 

Cal Water purchases chemicals to treat groundwater, surface water, and raw purchased 26 

water.  In general, Cal Water estimated the purchased chemicals expense by calculating a unit 27 
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cost [$ / kccf] using inflation-adjusted five-year65 historical average then multiplying the unit 1 

cost by the estimated groundwater production quantities.  The Public Advocates Office finds Cal 2 

Water’s forecasting methodology and estimates reasonable.  3 

In addition, the Public Advocates Office proposed adjustments to Cal Water’s estimates 4 

for chemical expenses as described below.  Table 8 in Attachment 6 summarizes the agreed-5 

upon Chemical expenses for all districts. 6 

1. Chico 7 

ISSUE:  In its report (Exhibit PA-10, p. 11), the Public Advocates Office recommended an 8 

adjustment to correctly book and accurately reflect the amounts for the 2013 and 2014 9 

chemical expenses that Cal Water incorrectly charged to its transmission and distribution 10 

account in the amounts of $127,465 and $8,217, respectively.  This is related to the adjustment 11 

discussed in Section N.3 (Transmission and Distribution) below. 12 

RESOLUTION:  Cal Water agrees with the Public Advocates Office proposal to adjust the 13 

Chemical expense forecast for Chico accordingly (Exhibit CW-103, p. 105). 14 

2. Dominguez 15 

ISSUE:  The Public Advocates Office recommended in its report (Exhibit PA-10, p. 11), an 16 

adjustment to correctly book and accurately reflect the amounts for the 2013 and 2014 17 

chemical expenses that Cal Water incorrectly charged to contracted maintenance accounts in 18 

the amount of $134,700 and $6,540, respectively.  This is related to the adjustment discussed in 19 

Section R (Contracted Maintenance), below.    20 

RESOLUTION:  Cal Water agrees with the Public Advocates Office to adjust Chemical 21 

expense forecast for Dominguez accordingly (Exhibit CW-103, p. 106). 22 

65 In its report (Exhibit PA-10, pp. 9-12), Public Advocates Office did not contest Cal Water’s proposed adjustments 
for Antelope Valley and Bayshore to use a different average (3 year average for Antelope Valley (2015-2017) and 
Bayshore (2013-2015)) from the standard recorded 5-year average to forecast Chemical expenses. 
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3. Los Altos 1 

ISSUE:  Public Advocates Office recommended in its report (Exhibit PA-10, p. 11), an 2 

adjustment to correctly book and accurately reflect the amounts for the 2017 chemical 3 

expenses that Cal Water incorrectly charged to the transmission and distribution account for 4 

$77,821.  This is related to the adjustment discussed in Section N.5 (Transmission and 5 

Distribution), below.    6 

RESOLUTION:  Cal Water agrees with the Public Advocates Office to adjust the Chemical 7 

expense forecast for Los Altos accordingly (Exhibit CW-103, p. 106).   8 

I. POSTAGE 9 

Cal Water estimated postage expense by calculating postage cost per service.  The cost 10 

per service is calculated by taking last recorded (2017) postage expense divided by the number 11 

of services in last recorded year (2017) which is then increased by 2.04% to account for the 12 

increase in postage rate from $0.49 to $.050 effective January 1, 2018.  The test year postage 13 

expense estimate is calculated by multiplying the estimated number of services multiplied by 14 

the estimated cost per service.  (Exhibit CW-02, p. 36.) 15 

ISSUE:  The Public Advocates Office did not contest Cal Water’s methodology in this 16 

category.  However, the Public Advocates Office recommended updating the postage expense 17 

by using the most recent postage rate of $0.55 reflecting the stamp rate increase effective 18 

November 13, 2018 (Exhibit PA-10, p. 12).   19 

RESOLUTION:  Cal Water agrees with the Public Advocates Office’s proposal to include 20 

the most current postage rate in calculating postage expense (Exhibit CW-103, p. 107).  Table 921 

in Attachment 6 summarizes agreed Postage Expenses for all the districts. 22 

J. UNCOLLECTIBLES 23 

Cal Water’s methodology for forecasting test year uncollectible expenses is to use a five-24 

year (2013-2017) average of the annual uncollectible rate for all districts except Kern River 25 

Valley.  Cal Water calculated the uncollectible expense for the test year using forecasted 26 

revenues multiplied by the uncollectible rate.  (Exhibit CW-02, p. 37-38).  For Kern River Valley, 27 
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Cal Water excluded the 2016 uncollectible rate from the standard inflation-adjusted five year 1 

average estimate as an unusually high year. 2 

ISSUE:  The Public Advocates Office found Cal Water’s methodology reasonable in its 3 

report (Exhibit PA-10, p. 14), but proposed to adjust historical 2013 recorded uncollectible 4 

expenses for the Redwood Valley-Coast Springs and Redwood Valley-Unified areas of the Bay 5 

Area Region that were inadvertently booked to the Customer Accounting expense category, as 6 

discussed in Section O.3 (Customer Accounting), below.    7 

RESOLUTION:  Cal Water agrees with the Public Advocates Office’s adjustment in 8 

recorded uncollectible expenses for the Redwood Valley-Coast Springs and Redwood Valley-9 

Unified areas.  (Exhibit CW-103, p. 107.)  Table 10 in Attachment 6 shows the total uncollectible 10 

expense forecasts for all districts. 11 

K. SOURCE OF SUPPLY 12 

Source of supply expenses are expenses incurred in the operation of source of supply 13 

facilities including but not limited to supplies and supply mains, removing sediment and organic 14 

growth, patrolling and inspection, compilation of records, and reports including water level 15 

reports.  Cal Water used an inflation adjusted five-year average to estimate the test year source 16 

of supply expense (Exhibit CW-02, p. 39).  The Public Advocates Office found Cal Water’s 17 

methodology reasonable.  (Exhibit PA-10, pp. 14-15.) 18 

In addition, Cal Water proposed the following additional expenses to the forecast for 19 

Source of Supply expenses.  20 

1. Sustainable Groundwater Management Act (“SGMA”) Fees 21 

Cal Water included in its Source of Supply expenses forecast fees related to SGMA 22 

activities for its Dixon, Salinas, Visalia and Stockton Districts.  These fees are annual 23 

membership fees paid to local Groundwater Sustainability Agencies (“GSAs”).  Cal Water based 24 

its estimates on the SWRCB intervention fee of $300 per well and $10 per acre-foot of pumped 25 

water in each district.   26 

ISSUE:  The Public Advocates Office agrees that Cal Water’s methodology is reasonable.  27 

However, the Public Advocates Office adjusted the forecast by decreasing SGMA Fees by $7,030 28 
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per year for Dixon to be consistent with Cal Water’s stated methodology and testimony (Exhibit 1 

PA-10, p. 15). 2 

RESOLUTION:  In rebuttal (Exhibit CW-103, p. 108), Cal Water agreed with this 3 

adjustment. 4 

2. Chico – Well Modification Projects (PIDs 10960, 20905, 20946) 5 

In its 2018 GRC Application, Cal Water requested to amortize projects costs for 6 

“extraordinary property loss” (“EPL”) treatment of three well rehabilitation projects (PIDs 7 

10960, 20905, and 20946) totaling $884,751.  Cal Water calculated the carrying costs in its work 8 

papers, but inadvertently did not identify them separately in its Application.  However, the 9 

amortization amount for the test year mentioned in the Application includes the expense and 10 

its carrying costs.  (Exhibit CW-02, p. 40.) 11 

ISSUE:  The Public Advocates Office opposed recovery of these projects in its report 12 

(Exhibit PA-10, p. 16), arguing that ratepayers should not be responsible for the costs of failed 13 

projects because they are not used or useful. Cal Water disagreed with the Public Advocates 14 

Office.  In rebuttal (Exhibit CW-103, p. 108), Cal Water maintained that the costs incurred were 15 

prudent and reasonable, and that unforeseen circumstances resulted in the projects being non-16 

viable, making EPL treatment appropriate.     17 

RESOLUTION:  After considering carrying costs, the Parties agreed to reduce the 18 

recoverable amount from the total of $1,103,926 to $938,337 for all three projects.  The Parties 19 

also agree to specific accounting treatment by distributing the costs equally ($93,834 per year) 20 

over the 10 years to be included as additional Source of Supply expense for the Chico District 21 

for the test year.   22 

3. East Los Angeles – Sta. 53-02 (PID 16074) 23 

PID 16074 was originally authorized in the 2007 GRC for $3.6 million to construct a well 24 

and a chloramination facility with site improvements, on Cal Water’s existing property at 25 

Station 53.  In the 2012 GRC, PID 16074 was authorized as a carryover project.  The sunset for 26 
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this project was extended in the 2015 GRC with a higher cap of $8.24 million that included the 1 

cost of treatment. 2 

Cal Water commenced working on this project in 2008, but ran into several challenges.  3 

After water quality testing, additional sampling, and piloting, the necessary treatment resulted 4 

in a revised estimated cost of approximately $12.7 million with an additional annual operating 5 

expenses of $570,000 per year.  As the revised estimated costs were unreasonably high for a 6 

groundwater source, Cal Water determined the most appropriate course of action would be to 7 

terminate the project.  Therefore, Cal Water requested EPL treatment for costs incurred 8 

totaling $3,200,131.  Inadvertently, Cal Water did not identify separately the carrying costs in 9 

its Application, but later requested that the expense and its carrying costs, totaling $3,992,883 10 

as calculated in its work papers, should be amortized evenly over 10 years (Exhibit CW-02, p. 11 

41). 12 

ISSUE:  The Public Advocates Office opposed recovery of the project in its report (Exhibit 13 

PA-10, p. 17), arguing that ratepayers should not be responsible for the costs of failed projects 14 

that are not used or useful. In its rebuttal (Exhibit CW-103, p. 111), Cal Water disagreed with 15 

the Public Advocates Office, stating that it could not have known the water quality constituents 16 

that would emerge resulting in extraordinary costs to install treatment at this site.  Additionally, 17 

Cal Water stated that there have been similar instances where Cal Water was allowed EPL loss 18 

treatment, and therefore, Cal Water requested the Commission to authorize the same 19 

treatment for Station 53-02.      20 

RESOLUTION:  After considering carrying costs, Cal Water and the Public Advocates 21 

Office agree to reduce the recoverable amount from the total of $3,992,883 to $3,000,000 for 22 

this project.  The Parties also agree to distribute the cost equally over 10 years, for an 23 

additional $300,000 in Source of Supply expenses for the East Los Angeles District for the test 24 

year.  Table 11 in Attachment 6 summarizes total Source of Supply expense forecasts for all 25 

districts. 26 

L. PUMPING 27 

Pumping expenses include expenses incurred in the operation of pumping facilities and 28 

auxiliary equipment.  Cal Water’s methodology for forecasting test year pumping expenses 29 
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used a five-year (2013-2017) average of recorded expenses adjusted for inflation.  (Exhibit CW-1 

02, p. 43.)  The Public Advocates Office did not contest Cal Water’s forecasting methodology.    2 

However, the Public Advocates Office had two issues with Cal Water’s proposed 3 

pumping expenses.  The first was related to extraordinary property loss treatment requested 4 

for a Bear Gulch project, and the second was related to three districts’ adjusted pumping 5 

expenses that were inadvertently recorded in the incorrect account.   6 

Table 12 in Attachment 6 summarizes the agreed-upon total Pumping expense forecasts 7 

for all districts. 8 

1. Bear Gulch PID 65566 – Installation of Inline Hydro Turbine to Recover Energy 9 

Cal Water participated in a research project on regenerating energy by replacing 10 

Pressure Reducing Valves (“PRVs”) with hydro turbine electrical generators, along with San Jose 11 

Water Company and California-American Water Company, at the request of the Commission’s 12 

Water Division.  The Commission approved the Pressure Reducing Valve Memorandum Account 13 

(Preliminary Statement AC) (“PRV MA”) to track Cal Water’s costs associated with this project.   14 

ISSUE:  In this GRC, Cal Water requested recovery of costs tracked in the Pressure 15 

Reducing Valve Memorandum Account (Preliminary Statement AC), explaining that the three 16 

utilities each contracted with Black and Veatch to perform the engineering design and study to 17 

build the projects.  The plan was to replace a typical PRV with a hydro turbine from the Zeropex 18 

Company.  However, after research, unforeseen challenges and failed attempts by the other 19 

two water companies, Cal Water decided that the concept would not be viable and terminated 20 

the project.   21 

While in its GRC Application (Exhibit CW-02, p. 45) Cal Water sought recovery of 22 

$442,975 amortized over 10 years, the Company inadvertently left out the carrying costs 23 

associated with the project tracked in the PRV MA.  In its GRC work papers, Cal Water reflected 24 

the total cost of $552,711 (amortized over 10 years) without separately identifying the carrying 25 

costs.    26 

The Public Advocates Office removed the forecast expense Cal Water requested to 27 

recover as an extraordinary property loss (Exhibit PA-10, p. 19).  The Public Advocates Office 28 
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argued that Cal Water should be denied recovery of the cost incurred on the project because it 1 

is not used and useful.  In its rebuttal (Exhibit CW-103, p. 114), Cal Water disagreed with the 2 

Public Advocates Office’s statement and pointed to language in CPUC Resolution W-4854, 3 

which stated that the water utilities would be able to recover these RD&D costs subject to their 4 

prudent administration.  Cal Water also stated that the resolution did not require the project to 5 

be used and useful for recovery, and that the resolution stated that the Commission’s Water 6 

Division advocated the development of participation of electrical regenerative PRVs.  7 

RESOLUTION:  Taking into account the inadvertently omitted carrying costs, the Parties 8 

agree to reduce the recoverable amount from the total of $552,711 to $469,805.  The Parties 9 

also agree to the specific accounting treatment of distributing the costs equally over 10 years, 10 

which adds additional Pumping expenses of $46,980 for the Bear Gulch District for the test 11 

year.   12 

2. Bay Area Region – Bayshore Area 13 

ISSUE:  The Public Advocates Office recommended in its report (Exhibit PA-10, p. 21) to 14 

adjust Pumping expenses for the Bayshore area of Bay Area Region by $15,631 as Cal Water 15 

inadvertently booked janitorial expenses of $15,631 to transmission and distribution expenses 16 

instead of pumping expenses. This is related to the adjustment discussed in Section N.2 17 

(Transmission and Distribution), below.    18 

RESOLUTION:  Cal Water agrees with the Public Advocates Office and adjusts both 19 

accounts accordingly.  (Exhibit CW-103, p. 114.) 20 

3. Dixon 21 

ISSUE:  The Public Advocates Office adjusted pumping expenses for Dixon District in 22 

their report (Exhibit PA-10, p. 21) as Cal Water inadvertently booked landscape contract 23 

expenses of $14,750 to its transmission and distribution expenses instead of pumping expenses 24 

in 2016. This is related to the adjustment discussed in Section N.4 (Transmission and 25 

Distribution), below.    26 
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RESOLUTION:  Cal Water agreed with Public Advocates Office, however, the Parties 1 

agree that the correct adjustment should be for $13,750.  (Exhibit CW-103, p. 114.) 2 

4. Los Altos 3 

ISSUE:  The Public Advocates Office made an adjustment to an expense category related 4 

to errors in booking the landscape contract expenses for $54,750 and station tree care charges 5 

for $21,960 in 2017 to the transmission and distribution expense category, instead of pumping 6 

expenses. (Exhibit PA-10, p. 24). This is related to the adjustment discussed in Section N.5 7 

(Transmission and Distribution), below.    8 

RESOLUTION:  Cal Water agrees with the Public Advocates Office and adjusts both 9 

accounts accordingly.  (Exhibits CW-103, p. 114.) 10 

M. WATER TREATMENT 11 

Water treatment expenses include the cost of operating water treatment plants, 12 

chlorination equipment, water sampling at wells, outside laboratory expense, in-house 13 

laboratory expenses, and other miscellaneous treatment costs.  Cal Water’s methodology in 14 

forecasting water treatment expenses was based on the inflation adjusted five-year average, 15 

with adjustments made relating to Chromium-6 (“Cr6”), Trichloropropane (“TCP”), 16 

Perchloroethylene (“PCE”),66 and changes in the SWRCB’s methodology for assessing inspection 17 

fees.67  (Exhibit CW-02, p. 45.)  18 

The Public Advocates Office did not contest Cal Water’s forecasting methodology and 19 

the adjustments related to Cr6 costs, TCP, or PCE included in the forecast of relevant districts. 20 

However, the Public Advocates Office made adjustments to the Bakersfield and Chico Districts’ 21 

water treatment expenses.  22 

66 Any expenses relating to Cr6, TCP, and PCE (if any) were removed before the 5-year recorded average was 
calculated, and an estimate of future Cr6 and TCP expenses were added to the forecasted expenses.  Historical Cr6 
and TCP expenses are or will be recovered through memorandum accounts.  As discussed in Chapter 7 (Balancing 
and Memorandum Accounts), there is a credit in the PCE Litigation Memorandum Account that the Parties agree 
should be credited to the Chico and Visalia Districts.   

67 The SWRCB’s inspection fees used to be based on the number of hours worked on Cal Water systems or 
projects, but are now based upon the number of connections in a system. 
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Table 13 in Attachment 6 shows the agreed-upon total Water Treatment expense 1 

forecasts for all districts. 2 

1. Bakersfield 3 

ISSUE:  In its report (Exhibit PA-10, p. 22), the Public Advocates Office recommended an 4 

adjustment of $75,528 related to 2016 cross connection charges from Kern County 5 

inadvertently charged to its water treatment instead of transmission and distribution account.  6 

This is related to the adjustment discussed in Section N.1 (Transmission and Distribution), 7 

below.    8 

RESOLUTION:  Cal Water agrees with this adjustment and adjusts both of its forecasted 9 

expenses accordingly (Exhibit CW-103, p. 118). 10 

2. Chico. 11 

ISSUE:  The Public Advocates Office did not contest (Exhibit PA-10, p. 22) the $44,243 12 

PCE adjustment that resulted in a decrease in the forecast for TY 2020 water treatment 13 

expenses. However, upon further review the Parties determined the expense should be 14 

reduced by $54,076 (Exhibit CW-103, p. 119). 15 

RESOLUTION:  The Parties agree to the $54,076 adjustment in the TY forecast expense. 16 

N. TRANSMISSION AND DISTRIBUTION 17 

Transmission and Distribution (“T&D”) expenses include supervision and engineering, 18 

flushing, transmission and distribution lines, turn-on and turn-off for services, installation and 19 

miscellaneous expenses.  Cal Water estimated transmission and distribution expenses for all 20 

districts and CSS based on inflation-adjusted five-year average (2013-2017) with adjustments 21 

for the following (Exhibit CW-02, p. 48-49): 22 

 Drought Recovery Memorandum Account (“DRMA”) expenses were excluded for 23 
forecasting purposes. 24 

 Catastrophic Event Memorandum Account (“CEMA”) expenses relating to the 2016 25 
Erskine fire in Kern River Valley were also excluded for forecasting purposes. 26 
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In its report (Exhibit PA-10, p. 23), the Public Advocates Office did not contest Cal 1 

Water’s approach, but recommended additional adjustments in the districts discussed below. 2 

Table 14 in Attachment 6 summarizes the agreed-upon total Transmission and 3 

Distribution expense forecasts for all districts. 4 

1. Bakersfield 5 

ISSUE:  In its report (Exhibit PA-10, p. 23), the Public Advocates Office recommended an 6 

adjustment of $75,528 related to 2016 cross connection charges from Kern County 7 

inadvertently charged to water treatment instead of transmission and distribution account.  8 

This is related to the adjustment discussed in Section M.1 (Water Treatment), above.    9 

RESOLUTION:  Cal Water agrees with this adjustment.  (Exhibit CW-103, p. 120) 10 

2. Bay Area Region – Bayshore 11 

ISSUE:  The Public Advocates Office recommended in its report (Exhibit PA-10, p. 23) to 12 

adjust pumping expenses for the Bayshore area of Bay Area Region for $15,631 as Cal Water 13 

inadvertently booked janitorial expenses of $15,631 to transmission and distribution expenses 14 

instead of pumping expenses.  This is related to the adjustment discussed in Section L.2 on 15 

Pumping expenses, above.  In addition, the Public Advocates Office adjusted the Transmission 16 

and Distribution expenses for landscape contract charges for $43,010 that was inadvertently 17 

booked to this expense category instead of customer accounting expenses.  This is related to 18 

the adjustment discussed in Section O.1 (Customer Accounting), below.   19 

RESOLUTION:  Cal Water agrees with these adjustments.  (Exhibit CW-103, p. 120.) 20 

3. Chico 21 

ISSUE:  In its report (Exhibit PA-10, p. 24), the Public Advocates Office recommended to 22 

adjust Chico Transmission and Distribution expenses to account for corrected errors that were 23 

not incorporated in the 2018 GRC filing. This was related to 2013 and 2014 chemical expenses 24 

which were inadvertently booked to transmission and distribution expenses. This is related to 25 

the adjustment discussed in Section H.1 (Chemicals), above. 26 
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RESOLUTION:  Cal Water agrees with this adjustment. (Exhibit CW-103, p. 120.) 1 

4. Dixon 2 

ISSUE:  In its report (Exhibit PA-10, p. 24), the Public Advocates Office recommended an 3 

adjustment related to landscape contract expenses for $14,750 that was inadvertently booked 4 

to T&D expense instead of pumping expense. This is related to the adjustment discussed in 5 

Section L.3 (Pumping), above. 6 

RESOLUTION:  Both Parties agree that the correct adjustment should be $13,750.  7 

5. Los Altos 8 

ISSUE:  In its report (Exhibit PA-10, p. 24), the Public Advocates Office recommended 9 

adjustments to T&D expense related to the following entries inadvertently recorded in the 10 

wrong accounts. 11 

Landscape contract expenses for $54,750 in 2017 and station tree care charges totaling 12 

$21,960 in 2017 were incorrectly booked to miscellaneous account (A/c. 756000) of the T&D 13 

expense category instead of Pumping expenses as discussed in Section L.4, above.  In addition, 14 

the Public Advocates Office made an adjustment related to chemical expenses inadvertently 15 

booked to this expense category in error as discussed in Section H.3 (Chemicals) above. 16 

RESOLUTION:  Cal Water agrees with these adjustments.  (Exhibit CW-103, pp. 120-121.) 17 

6. Stockton 18 

ISSUE:  In its report (Exhibit PA-10, p. 25), the Public Advocates Office adjusted 2015 19 

recorded expenses by removing Pacific Gas and Electric Company charges totaling $59,972 20 

inadvertently booked to storage facilities account (A/c. 752000) of the T&D expense category 21 

instead of purchased power account. However, the Public Advocates Office properly did not 22 

make a corresponding adjustment to recorded purchased power because Cal Water used the 23 

2017 actual costs for purchased power.   24 

RESOLUTION:  Cal Water agrees with the Public Advocates Office's adjustment. (CW-25 

103, p. 121.) 26 
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O. CUSTOMER ACCOUNTING 1 

Customer accounting expenses include customer records maintenance, meter reading 2 

expenses, billing expenses, telephone service, supplies and equipment, and other 3 

miscellaneous expenses related to customer service.  Cal Water estimates were based on an 4 

inflation-adjusted five-year average.  (Exhibit CW-02, p. 51.) 5 

The Public Advocates Office did not contest Cal Water’s forecasting methodology. 6 

However, in its report, the Public Advocates Office recommended adjustments for the expenses 7 

booked to incorrect accounts and removed non-recurring expenses from historical expenses 8 

used to forecast Customer Accounting expenses for following districts.689 

Table 15 in Attachment 6 summarizes the agreed-upon total Customer Accounting 10 

expense forecasts for all districts. 11 

1. Bay Area Region – Bayshore  12 

ISSUE:  In its report (Exhibit PA-10, p. 25), the Public Advocates Office recommended to 13 

adjust Cal Water’s forecast related to landscape contract charges for $43,010 that were 14 

inadvertently booked to the transmission and distribution expense account instead of the 15 

customer accounting expense account.  This is related to the adjustment discussed in Section 16 

N.2 (Transmission and Distribution), above. 17 

RESOLUTION:  Cal Water agrees with this adjustment.  (Exhibit CW-103, p. 122.) 18 

2. Bakersfield  19 

ISSUE:  In its report (Exhibit PA-10, p. 26), the Public Advocates Office recommended 20 

removing temporary labor expenses totaling $36,628 in 2014 and $109,452 in 2015 pertaining 21 

to Cal Water’s Drought Call Center.  The Public Advocates Office contended that this is a non-22 

recurring expense because the drought call center does not exist anymore.   23 

68 Cal Water did not forecast any AMI related expensed to its Customer Accounting Expense category as mentioned 
in its data request response to JMI-007(Q.7). Therefore, there was no adjustment made to this category as 
recommended in Exhibit PA-05, pages 134-135 to remove expenses related to AMI Projects. 
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RESOLUTION:  Cal Water agrees with the Public Advocates Office’s recommended 1 

adjustment.  (Exhibit CW-103, p. 122.) 2 

3. Redwood Valley 3 

ISSUE:  The Public Advocates Office recommended an adjustment in its report (Exhibit 4 

PA-10, p. 26) for 2013 recorded Customer Accounting expenses related to uncollectible 5 

expenses that were inadvertently booked to the customer accounting expense account instead 6 

of the uncollectible expense account totaling $7,387 in Coast Springs and $22,195 in Unified 7 

District (Redwood Valley Area).  This is related to the adjustment discussed in Section J 8 

(Uncollectibles), above. 9 

RESOLUTION:  Cal Water agrees with this adjustment. (Exhibit CW-103, p. 122.) 10 

P. CONSERVATION 11 

Conservation expense is discussed in Chapter 4 of this Agreement. 12 

Q. MAINTENANCE – STORES 13 

Maintenance Stores expense includes inventory charges for various accounts associated 14 

with maintenance of Cal Water’s facilities, including service lines and pipeline repairs materials, 15 

replacement of meters, meter boxes, and meter lids.  Cal Water’s estimates for all districts 16 

were based on five years historical average (2013-2017) adjusted for inflation.  (Exhibit CW-02, 17 

p. 54.)  18 

The Public Advocates Office did not contest Cal Water’s forecasting methodology and 19 

forecast (Exhibit PA-10, p. 27).  Table 16 in Attachment 6 summarizes the agreed-upon 20 

Maintenance (Stores) expense forecasts for all districts. 21 

R. CONTRACTED MAINTENANCE 22 

Cal Water’s estimate for Contracted Maintenance is based on the inflation-adjusted 23 

five-year historical average (2013-2017).  In addition to the inflation adjusted estimates for 24 

2020-2022, Cal Water adds amortization for tank painting and well rehabilitation projects. 25 

(Exhibit CW-02, p. 55.)  26 
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In its report, the Public Advocates Office recommended adjustments to the following 1 

district forecast based on the settlement agreement in the 2015 GRC.  Table 17 in Attachment 6 2 

summarizes the agreed-upon Contracted Maintenance forecasts for all districts. 3 

1. Bear Gulch 4 

ISSUE:  In its report (Exhibit PA-10, p. 28), the Public Advocates Office recommended 5 

removal of expenses related to Enhanced Maintenance Program totaling to $63,399 from the 6 

2014 recorded Contracted Maintenance expenses based on D.16-12-012, Exhibit A – Settlement 7 

Agreement for 2015 GRC.  Therefore, the Public Advocates Office removed this expense from 8 

Cal Water’s 2014 recorded expenses for forecasting purposes.  9 

RESOLUTION:  Cal Water agrees with the Public Advocates Office’s adjustment (Exhibit 10 

CW-103, p. 124.) 11 

2. Dominguez 12 

ISSUE:  In its report (Exhibit PA-10, p. 28) the Public Advocates Office stated that it 13 

adjusted its forecast for the Dominguez District based on the 2015 GRC settlement agreement 14 

terms (D.16-12-012), in which Cal Water adjusted its Contracted Maintenance expenses for 15 

years 2012 through 2014 because they were reclassified as chemical expenses from Contracted 16 

Maintenance expenses.  This is related to the adjustment discussed in Section H.2 (Chemicals), 17 

above. 18 

RESOLUTION:  Cal Water agrees with the Public Advocates Office’s proposal to adjust 19 

both Contracted Maintenance and Chemical expenses to calculate test year contracted 20 

maintenance expenses as discussed in Section H.2 (Chemicals), above. (Exhibit CW-103, p. 124.) 21 

3. Westlake 22 

ISSUE:  PID 114499 was originally created as a $100,000 capital project.  Further review 23 

revealed that the project should be expensed and only for $67,022.  In its Application, Cal 24 

Water proposed that the amount to be amortized over three years.  However, instead of 25 

amortizing the estimated cost of $67,022, the amortization was inadvertently calculated using 26 
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an estimated cost of $100,000.  The Public Advocates Office did not address this adjustment in 1 

its Report on Operating Expenses for Districts.  The adjustment to expense should be reduced 2 

from $33,333 to $22,341 for TY 2020.  (Exhibit CW-103, pp. 124-125.)  3 

RESOLUTION:  Both parties agree to this correction. 4 

4. Tank Painting Expenses 5 

ISSUE:  In addition to the five-year inflation-adjusted estimates for Contracted 6 

Maintenance, Cal Water adds amortization for tank painting projects authorized in the years 7 

2019-2021 in the forecast expenses.  In its report (Exhibit PA-10, pp. 27), the Public Advocates 8 

Office adjusted the Contracted Maintenance expense forecast to reflect the reduction in tank 9 

painting proposed by its plant witnesses (Exhibit PA-02, pp. 78-110). 10 

In rebuttal (Exhibit CW-103, p. 125), Cal Water stated that its position on tank painting 11 

amortization expenses is based on actions necessary to maintain the life of its facilities as 12 

presented in Exhibit CW-104 , pp. 87-92.  13 

RESOLUTION:  The Parties agree to include the amortization expense for the agreed-14 

upon tank painting projects as reflected in Table 6 of Attachment 10 (relating to Common 15 

Plant, Chapter 13) of this Agreement.  The amortization expenses related to the agreed-upon 16 

tank painting projects for years 2020 and 2021 that are included in the Contracted Maintenance 17 

expenses forecast are shown below.  There is also a rate base component to these projects in 18 

working capital, as discussed in Chapter 11 (Rate Base). 19 
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1 

2 
Steps Filing Impact:  The Commission’s ratemaking methodology establishes one test 3 

year for forecasting expenses.  To reflect that tank painting will occur in more than just the one 4 

test year, for settlement purposes the Parties agree to include the increased amortization 5 

expense as part of the 2021 revenue requirement in the step rate increase filed at the end of 6 

2020.  7 

S. RENT 8 

Cal Water’s rent expense estimates are based on the last recorded year (2017) expenses 9 

adjusted for inflation (Exhibit CW-02, p. 58).  In general, the Public Advocates Office agrees with 10 

Cal Water’s forecasting methodology.  However, the Public Advocates Office made adjustments 11 

to the rent expenses for the Bakersfield and Westlake Districts, as described below.  12 

Table 18 in Attachment 6 summarizes the agreed-upon Rent forecasts for all districts. 13 

District 2020 2021 2020 2021 2020 2021 2020 2021

2021 

Escalation 

Adjustment

Antelope Valley $10,240 $10,240 $10,729 $10,729 $20,969 $20,969 $0

Bayshore $176,338 $253,066 $112,023 $112,023 $118,816 $118,816 $407,177 $483,905 $76,728

Bakersfield $0 $29,771 $21,820 $21,820 $281,662 $281,662 $303,482 $333,253 $29,771

Bear Gulch $114,213 $152,392 $34,507 $34,507 $63,114 $63,114 $211,834 $250,013 $38,179

Chico $1,188 $1,188 $1,188 $1,188 $0

Dominguez $60,105 $60,105 $83,429 $83,429 $143,535 $143,535 $0

East Los Angeles $0 $46,039 $201,406 $201,406 $201,406 $247,445 $46,039

Hermosa Redondo $46,209 $73,360 $8,003 $8,003 $43,665 $43,665 $97,876 $125,027 $27,151

Kern River Valley $0 $1,662 $5,528 $5,528 $54,574 $54,574 $60,103 $61,764 $1,662

King City $0 $0 $6,400 $6,400 $6,400 $6,400 $0

Livermore $37,246 $127,831 $64,655 $64,655 $101,901 $192,485 $90,585

Los Altos $58,252 $109,501 $23,720 $23,720 $178,606 $178,606 $260,578 $311,827 $51,249

Palos Verdes $45,111 $61,460 $17,483 $17,483 $72,767 $72,767 $135,361 $151,709 $16,348

Redwood Valley $14,730 $25,596 $12,584 $12,584 $13,414 $13,414 $40,728 $51,594 $10,866

Salinas $0 $52,834 $33,930 $33,930 $55,041 $55,041 $88,971 $141,804 $52,834

Selma $0 $24,306 $0 $24,306 $24,306

Stockton $36,053 $36,053 $62,189 $62,189 $98,241 $98,241 $0

Visalia $11,622 $11,622 $11,622 $11,622 $0

Westlake $21,488 $23,553 $17,209 $17,209 $38,696 $40,762 $2,065

$549,640 $1,017,421 $346,343 $346,343 $1,334,084 $1,334,084 $2,230,067 $2,697,849 $467,782

Bay Area Region $191,068 $278,662 $124,608 $124,608 $132,230 $132,230 $447,905 $535,499 $87,594

Los Angeles county Region $45,111 $61,460 $27,723 $27,723 $83,496 $83,496 $156,330 $172,678 $16,348

Monterey Region $0 $52,834 $40,330 $40,330 $55,041 $55,041 $95,371 $148,204 $52,834

ACB CO Completed Tank Painting

Total Amortization

(ACB + CO + Completed Tank 

Painting)
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1. Bakersfield 1 

ISSUE:  The Public Advocates Office stated in its report (Exhibit PA-10, p. 55) that Cal 2 

Water inadvertently included an adjustment for a pipeline lease agreement for $3,281, which 3 

was a one-time payment that should not have been included in forecasted rent.  4 

RESOLUTION:  Cal Water agrees with the Public Advocates Office’s adjustment. (Exhibit 5 

CW-103, p. 125.) 6 

2. Westlake 7 

ISSUE:  The Public Advocates Office stated in its report (Exhibit PA-10, p. 56) that Cal 8 

Water’s estimated rent increase for Westlake is based on the last recorded year (2017) with a 9 

rent increase of $9,199.   However, Cal Water provided information showing that the Westlake 10 

District had entered into a new lease agreement for $52,196 per year.   11 

RESOLUTION:  The Parties agree that projected rent expense should be $52,200 for the 12 

test year based on the new lease agreement.  (Exhibit CW-103, p. 126.) 13 

T. ADMINSTRATIVE CHARGES 14 

The Administrative Charges Transferred account represents the revenue-sharing credit 15 

to customers for Cal Water’s provision of unregulated services.  The current sources of Cal 16 

Water’s Non-Tariffed Product and Services (“NTPS”) revenues are operation and maintenance 17 

contracts, meter reading and billing contracts, laboratory services, and property leases.  In its 18 

Application, Cal Water made adjustments to this expense category as discussed below.  (Exhibit 19 

CW-02, p. 64.)  20 

Table 19 in Attachment 6 summarizes the agreed-upon Administrative Charges forecast 21 

for all districts. 22 

1. Dixon 23 

The contract with the City of Dixon terminated in July 2018.  There is no expectation for 24 

its renewal.  Therefore, the revenue sharing for this contract is excluded from the forecast. 25 
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2. Kern River Valley 1 

The city contract with Mt. Mesa expired in 2017 and the annual income of $9,000 from 2 

that contract is excluded from the forecast.  The only city contract in the forecast is with the 3 

City of Kern River.  The adjustment made by Cal Water to Kern River Valley administrative 4 

charges forecast was not contested by the Public Advocates Office. 5 

3. Stockton 6 

Cal Water’s Stockton District entered into an agreement with the City of Stockton, 7 

“Agreement for City Services Billing”, beginning July 1, 2015.  The contract is a 3-year contract 8 

with the option to renew for two consecutive one year terms after the first 3-year term.  9 

Therefore, only half of the annual income of $3,000 is forecasted for the test year by Cal Water 10 

and adjusted its Stockton District administrative charges forecast in its rebuttal. (Exhibit CW-02, 11 

p. 65.)  There is no contested issue for the administrative charges expenses forecast for the 12 

Stockton District. 13 

4. Selma and the Tesoro Viejo Contract 14 

After Cal Water filed this GRC Application, it signed a contract for unregulated 15 

operations and maintenance services to be provided to Tesoro Viejo Development, Inc.  Cal 16 

Water started operating the contract through the Selma District in August 2018.  Based on the 17 

activity in 2018, Cal Water projects that the 10% sharing of revenues with customers in the 18 

Selma District should result in a decrease of $77,694 in the District’s administrative expenses.  19 

(Exhibit CW-103, p. 131.)  20 

RESOLUTION:  The Public Advocates Office agrees with Cal Water’s forecast and with the 21 

proposed reduction to expense for the test year. 22 

U. AMORTIZATION OF LIMITED-TERM INVESTMENT 23 

This account includes amortization of intangible plant.  The Public Advocates Office 24 

supports Cal Water’s methodology but estimated a different amount than Cal Water.  The 25 

difference in amounts is due to differences in intangible plant estimates.  There is no contested 26 
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issue for this category.  Table 20 in Attachment 6 summarizes the agreed-upon amortization of 1 

limited term investment for all districts. 2 

V. ADJUSTMENT FOR UNALLOWABLE DUES AND DONATIONS 3 

For ratemaking purposes, Cal Water removes non-allowable dues and donations to 4 

calculate the revenue requirement.  Cal Water estimates dues and donations adjustments 5 

based on an inflation-adjusted five-year average.  (Exhibit CW-02, p. 67.)  6 

There is no contested issue for this category.  The Public Advocates Office agrees with 7 

Cal Water’s forecasting methodology and proposed dues and donations adjustments.  Table 218 

in Attachment 6 summarizes the agreed-upon dues and donations forecasts for all districts. 9 

W. PURCHASED SERVICES - NON-SPECIFICS 10 

Non-specifics expenses generally represent miscellaneous administrative and general 11 

expenditures encompassing multiple sub-accounts.   12 

Cal Water’s estimate is based on the five-year (2013-2017) historical average adjusted 13 

for inflation with adjustments.  (Exhibit CW-02, p. 61.)  Cal Water added synergy adjustments 14 

adopted in D. 06-08-011 as a result of the Dominguez Water Company acquisition.  The Public 15 

Advocates Office does not oppose Cal Water’s methodology or the synergy adjustments.  16 

(Exhibit PA-10, p. 57.) 17 

The Public Advocates Office recommended the additional adjustments in its report 18 

(Exhibit PA-10, pp.  58-60) as discussed below.  Table 22 in Attachment 6 summarizes the 19 

agreed-upon A&G Non-Specifics expense forecasts for all districts. 20 

1. All Districts 21 

ISSUE:  The Public Advocates Office recommended an adjustment in all district non-22 

specific expenses by removing an additional payroll adjustment inadvertently booked to non-23 

specific expense category as an accrual that is already included in 2017 recorded payroll (Exhibit 24 

PA-10, p. 57).  Cal Water agreed with the Public Advocates Office’s recommendation to remove 25 

this additional payroll adjustment, but disagreed with the methodology used to adjust the A&G 26 

Non-specifics estimated expenses for forecast years 2018-2021 (Exhibit CW-103, p. 127).  27 
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The Public Advocates Office reduced each annual forecast for 2018-2021 non-specific 1 

expenses by an adjustment amount of $512,508.  However, Cal Water recommended to adjust 2 

2017 recorded non-specifics expense by removing the inadvertently-included additional payroll 3 

adjustments from 2017 recorded non-specific expenses, before calculating a historical inflation-4 

adjusted five-year average in order to forecast 2018-2021 non-specifics expenses.  5 

RESOLUTION:  For the purpose of settlement, the Parties agree with Cal Water’s 6 

adjustment methodology. 7 

2. Bay Area Region 8 

ISSUE:  The Public Advocates Office adjusted Bay Area Region non-specifics expenses by 9 

removing Cal Water’s $500,000 fine from the SWRCB related to a main pipeline break that 10 

flowed chlorinated water into a sensitive stream, an item that should not be included in 11 

calculating test year expense forecasts.  (Exhibit PA-10, p. 58 )  The Public Advocates Office 12 

adjusted the forecast incorrectly by deducting the $500,000 fine each year. 13 

Cal Water agreed in its report (Exhibit CW-103, p. 127) to remove the $500,000 fine 14 

from its 2015 recorded non-specifics expense.  However, Cal Water disagreed with the Public 15 

Advocates Office’s methodology to adjust the expenses. The adjustment for the fine should be 16 

made by deducting the $500,000 from 2015 recorded non-specifics expense, before calculating 17 

the inflation-adjusted five-year average to determine the test year forecast. 18 

In addition, Cal Water also identified an error with the Public Advocates Office’s RO 19 

Model work papers.  In the process of making the above-mentioned adjustments, the Public 20 

Advocates Office inadvertently removed incremental expenses of $30,500 related to Bayshore’s 21 

newly constructed Customer Center.  22 

RESOLUTION:  The Parties agree to remove the $500,000 from 2015 following the 23 

methodology prescribed by Cal Water as well including the $30,500 related to the new 24 

Customer Center. 25 
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3. Dixon 1 

ISSUE:  The Public Advocates Office adjusted Dixon District non-specific expenses by 2 

correcting a $5,000 payment for a property purchase deposit inadvertently booked as a non-3 

specifics expense (Exhibit PA-10, p. 59).  4 

In its rebuttal (Exhibit CW-103, p. 128), Cal Water agreed to remove the payment for the 5 

property purchase deposit from the Dixon District non-specifics expenses by removing it from 6 

2015 recorded non-specifics, before calculating an inflation-adjusted five-year average to 7 

forecast 2018-2021 non-specific expenses. 8 

RESOLUTION:  The Parties agree with Cal Water’s methodology to remove the payment 9 

of $5,000 from Dixon 2015 recorded non-specifics expenses. 10 

4. Dominguez  11 

ISSUE:  The Public Advocates Office agreed with the synergy adjustment of $619,117 12 

adopted in D.06-08-011 in its report (Exhibit PA-10, pp. 58-7).  However, in the process of 13 

making the general payroll adjustment, the adjustment for the synergy adjustment was 14 

inadvertently removed.  Cal Water recommended in its rebuttal (Exhibit CW-103, pp. 128-129) 15 

to add back the synergy adjustment to the non-specific expenses. 16 

RESOLUTION:  The Public Advocates Office agrees with Cal Water’s proposal to add back 17 

the synergy adjustment to the non-specific expenses. 18 

5. Hermosa Redondo 19 

ISSUE:  The Public Advocates Office agreed with the synergy adjustment of $42,870 20 

adopted in D.06-08-011 in its report (Exhibit PA-10, p. 57).  However, in the process of making 21 

the general payroll adjustment, the adjustment for the synergy adjustment was inadvertently 22 

removed.  Cal Water recommended in its rebuttal (Exhibit CW-103, p. 129) to add back the 23 

synergy adjustment to the non-specific expenses. 24 

RESOLUTION:  The Public Advocates Office agrees with Cal Water’s proposal to add back 25 

the synergy adjustment to the non-specific expenses. 26 
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6. Los Altos 1 

ISSUE:  The Public Advocates Office adjusted late payment fees for 2013 in the amount 2 

of $11,258 and $9,879 for 2014 that were inadvertently recorded to the non-specific expense 3 

account (Exhibit PA-10, p. 59).  Cal Water agreed to the adjustment in its rebuttal (Exhibit CW-4 

103, p. 129).  However, Cal Water recommended removal of the late fee expenses from the 5 

2013 and 2014 recorded non-specifics expenses, before calculating the inflation-adjusted five-6 

year average to forecast 2018-2021 non-specific expenses for Los Altos.  7 

RESOLUTION:  The Parties agree with the adjustment and with Cal Water’s 8 

recommended methodology for the adjustments. 9 

7. Livermore 10 

ISSUE:  In its report (Exhibit PA-10, p. 59), the Public Advocates Office recommended to 11 

remove Cal Water’s payments made for a Chamber of Commerce sponsorship that were 12 

inadvertently included in Livermore’s non-specifics expenses for 2013 ($8,000), 2016 ($300), 13 

and 2017 ($12,000). Cal Water agreed to remove these from recorded expenses in 2013, 2016, 14 

and 2017 before calculating the inflation-adjusted five-year average to forecast 2018-2021 non-15 

specific expenses for Livermore.  (Exhibit CW-103, p. 129.) 16 

RESOLUTION:  The Parties agree with the adjustment and Cal Water’s recommended 17 

methodology for the adjustments. 18 

8. Palos Verdes 19 

ISSUE:  The Public Advocates Office agreed with the synergy adjustment of $50,744 20 

adopted in D.06-08-011 (Exhibit PA-10, p. 57).  However, in the process of making the general 21 

payroll adjustment, the adjustment for the synergy adjustment was inadvertently removed. Cal 22 

Water recommended in its rebuttal (Exhibit CW-103, p. 130) to add back the synergy 23 

adjustment to the non-specific expenses. 24 

RESOLUTION:  The Public Advocates Office agrees with Cal Water’s proposal to add back 25 

the synergy adjustment to the non-specific expenses. 26 
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9. Visalia 1 

ISSUE:  The Public Advocates Office adjusted Visalia non-specific expenses by removing 2 

$294,322 for an expense write-off of PID 00029730 (WSFMP) in accordance with the 2012 GRC 3 

Settlement Agreement (Exhibit PA-10, p. 61).  Cal Water agreed with this adjustment in its 4 

rebuttal (Exhibit CW-103 p. 130), Cal Water recommended that the payments should be 5 

removed from the 2013-recorded non-specifics expenses, before calculating the inflation-6 

adjusted five-year average to forecast 2018-2021 non-specific expenses. 7 

RESOLUTION:  The Parties agree to the adjustment and to Cal Water’s proposed 8 

methodology to make the adjustment to the non-specific expenses. 9 

10 
[END OF CHAPTER] 11 
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CHAPTER 10:  TAX ISSUES 1 

A. INCOME TAXES 2 

ISSUE:  Total income taxes are a combination of federal and state income taxes. 3 

Although federal income taxes (“FIT”) and California corporation franchise taxes (“CCFT”) are 4 

paid on a corporate basis, these taxes are estimated based on district taxable earnings for 5 

ratemaking purposes.  The computations also include prorated expenses and allowances from 6 

general operations.  There are no methodological differences between the Public Advocates 7 

Office and Cal Water in calculating estimates for regulated income taxes.  8 

RESOLUTION:  The Parties agree to incorporate the effects of the new corporate income 9 

tax regulations (“Tax Cuts and Jobs Act” or “TCJA”) in the calculation of the forecasted income 10 

taxes and deferred income taxes (“Taxes”) in this proceeding.  The forecasted Taxes will be 11 

based on the additional information provided in Cal Water’s rebuttal as discussed in Chapter 11 12 

(Rate Base) of this Agreement.  A summary of the key components are listed below. 13 

 Use of statutory rates (21% for federal and 8.84% for state) in calculating 14 
regulated income taxes. These rates are also used in the net-to-gross multiplier 15 
calculation.   16 

 Use of the FIT rate of 21% to calculate accumulated net deferred income taxes 17 
(“ADIT”) to be deducted from rate base.   18 

 Use of Option 1 treatment for the Investment Tax Credit (“ITC”) where annual 19 
ITC amortization does not reduce federal income tax expense but rather is a 20 
reduction from rate base.   21 

 Applying the weighted average cost-of-debt to total rate base, excluding working 22 
capital, in calculating interest expense tax deduction.  23 

 Use of the flow-through method in calculating CCFT in compliance with the 24 
provisions of D.89-11-058.  25 

 Excess ADIT amortization resulting from the reduction of FIT from 35% to 21% is 26 
recognized as a direct deduction to FIT expense.  Cal Water and the Public 27 
Advocates Office agreed that the accounting for the “protected” ADIT should be 28 
consistent with the normalization requirements of TCJA using the Average Rate 29 
Assumption Method (“ARAM”) while the “unprotected portion” should be 30 
amortized over nine years.  31 
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References:  Exhibits CW-02, pp. 77-80; PA-01, pp. 25-26; CW-O3, pp. 51-59. 1 

B. TAXES OTHER THAN INCOME 2 

Forecasted taxes other than income are comprised of the following: payroll taxes, ad-3 

valorem or property taxes, business license taxes and local franchise taxes.  There are no 4 

contested issues in these categories.  The Public Advocates Office and Cal Water applied the 5 

same methodology in forecasting taxes other than income.   6 

Table 1 in Attachment 7 to this Agreement summarize the agreed upon percentages for 7 

payroll taxes for all districts. 8 

References:  Exhibits CW-02, pp. 71-77; PA-01, pp. 25-26. 9 

10 
[END OF CHAPTER] 11 
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CHAPTER 11:  RATE BASE ISSUES 1 

Rate base is a utility’s net investment in facilities, equipment and other property to 2 

provide utility service to customers. Rate base is used to calculate part of the revenue the utility 3 

is allowed to recover from its customers. Rate base is multiplied by the adopted rate of return 4 

to determine authorized earnings.  Rate base is directly calculated for Test Years 2020 and 2021 5 

based on the components discussed below.  Rate base for 2022 is calculated by adding the 6 

difference between the Test Years added to 2021 as set forth in the Rate Case Plan. 7 

Rate base components are Utility Plant in Service less Accumulated Depreciation Reserve and 8 

Reserve for Amortization of Limited Term Investment, Working Capital, Net Contributions in Aid 9 

of Construction, Advances in Aid of Construction, Deferred Income Taxes, Unamortized ITC and 10 

Impact of Taxing Contributions and Advances.  (Exhibit CW-02, p. 81). 11 

The Public Advocates Office did not oppose Cal Water’s methodology for calculating 12 

rate base.  However, there are certain contested issues that impact rate base.  Once the 13 

Commission issues its decision on these disputed issues, the Parties will reflect the outcome of 14 

that decision in the calculation of rate base using Cal Water’s proposed methodology.  The 15 

following rate base items are affected by the remaining contested issues in this proceeding: 16 

(a) Certain utility plant projects (discussed in Chapters 13 & 15 of this Agreement);  17 

(b) Interest During Construction (“IDC”)/Allowance for Funds Used During 18 
Construction (“AFUDC”) rate for capital projects closing in 2020-2022; 19 

(c) Depreciation rates for Mains and Services (related to only the cost of removal 20 
piece of the depreciation rate); and 21 

(d) Working Cash (related to only the inclusion of non-cash expenses and interest 22 
payments). 23 

A. UTILITY PLANT IN SERVICE (“UPIS”) 24 

This account shall include the cost of utility plant owned and used by the utility in its 25 

utility operations.  Cal Water calculates the test year plant in service based on the recorded 26 

plant with any ratemaking adjustment, plus planned additions and estimated retirements 27 

during the period from the end of the last recorded year through the Test Year 2021 (Exhibit 28 



CHAPTER 11: RATE BASE ISSUES

89 

CW-02, pp. 82-86).  The total cost for a capital project consists of several cost components that 1 

can be identified as “direct costs” and “indirect cost” as discussed in Chapter 12 (General Plant 2 

Issues).  The indirect costs consist of (1) construction overhead and (2) capital construction 3 

financing costs (also described as Interest During Construction (“IDC”) or Allowance for Funds 4 

Used During Construction (“AFUDC”)).   5 

As described in Chapter 12, the Parties agree that construction overhead cost must be 6 

allocated to individual capital projects after the contested capital project are resolved.  In 7 

addition, the appropriate IDC/AFUDC rate is being litigated in this case.    8 

For the purposes of adopting the total costs for final projects approved in this 9 

proceeding, the Parties agree: 10 

(a) That the annual construction overhead pool will be entirely allocated to the 11 
capital projects approved by the Commission (see Chapter 12); 12 

(b) That the final IDC/AFUDC rate adopted by the Commission in this proceeding 13 
should be applied to the capital projects that will close in 2020-2022; and 14 

(c) That the presentation of capital projects in this Settlement Agreement will be 15 
without overhead or IDC/AFUDC, with the exception of certain advice letter 16 
projects. 17 

1. IDC/AFUDC 18 

ISSUE:  Cal Water proposed an IDC/AFUDC rate in the budgeted cost of plant additions 19 

at its Commission approved 7.48% return on rate base in this Application.  In its report, the 20 

Public Advocates Office proposed that Cal Water use its short-term borrowing rate of 2.91% as 21 

Cal Water’s IDC/AFUDC rate.   22 

In addition, because Cal Water’s GRC Application applied a capitalized interest rate that 23 

included an equity portion to the capital projects that closed in 2017, the Public Advocates 24 

Office proposed to remove that equity portion by reducing Cal Water’s beginning 2018 plant 25 

balance by $1,596,578.6926 

RESOLUTION:  While the Public Advocates Office’s intention was to remove only 27 

$1,596,578 from the 2018 beginning plant balance, Cal Water discovered that an adjustment in 28 

69 Exhibit PA-01, p. 96:6-9. 
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the amount of $120,563,117 was made; the Public Advocates Office has confirmed that this 1 

was inadvertent.  The Parties agree the inadvertent adjustment of $120,563,117 should not be 2 

made to Cal Water’s 2018 beginning plant balance. 3 

For the purposes of reaching a full settlement, the Parties also agree that all capital 4 

projects approved for the 2015 GRC ratemaking period (2017-2019) will be subject to a 5 

construction financing rate of 7.6%.   6 

For capital projects approved for completion in the 2018 GRC ratemaking period (2020-7 

2022), the Parties did not reach agreement on the appropriate IDC/AFUDC rate, and are 8 

litigating this matter.    9 

References:  Exhibits CW-02, p. 83; PA-01, pp. 91-96; CW-103, pp. 163-171.    10 

B. ACCUMULATED DEPRECIATION RESERVE 11 

Cal Water hired an outside consultant to perform a detailed depreciation study for the 12 

GRC.  As part of the Application, Cal Water provided three depreciation studies categorizing Cal 13 

Water’s districts into three geographic areas.  The three geographic areas are: 14 

(a) Metro, which includes Bayshore, Bear Gulch, East Los Angeles, Hermosa 15 
Redondo, Livermore, Los Altos, Palos Verdes, Rancho Dominguez, Westlake 16 
Districts and Customer Support Services (CSS or General Office). 17 

(b) Valley, which includes Bakersfield, Chico, Dixon, King City, Marysville, Oroville, 18 
Salinas, Selma, Stockton, Visalia and Willows. 19 

(c) Dominguez, which includes Dominguez South Bay, Antelope Valley, Kern River 20 
Valley and Redwood Valley.  21 

Cal Water proposed to use the depreciation rates recommended in the depreciation 22 

studies. 23 

ISSUE:  In its report, the Public Advocates Office accepted Cal Water’s proposed 24 

depreciation study, methodology and generated depreciation rates except for the cost of 25 

removal (“COR”) accrual estimated for Account 343.00 Mains (“Mains”) and Account 345.00 26 

Services (“Services”).  The Public Advocates Office recommended using a zero-percent accrual 27 

rate for the COR for Mains and Services.   28 
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RESOLUTION:  The Parties did not resolve their differences on the Mains and Services 1 

COR and have litigated this disputed matter.  However, the Parties agree that the ultimate COR 2 

accrual rate for Mains and Services adopted by the Commission should be used to calculate the 3 

adopted depreciation expense and Accumulated Depreciation in this proceeding.   4 

The depreciation rates by plant accounts for all districts are included in Attachment 4 of 5 

this Agreement.  The “COR Rate” column in Attachment 4 shows the COR rate filed by Cal 6 

Water in its Application for presentation purposes.  However, the COR rates shown for Mains 7 

and Service will be determined by the Commission. 8 

References:  Exhibits CW-02, pp. 88-89; PA-01, pp. 63-90; CW-103, pp. 187-194. 9 

C. RESERVE FOR AMORTIZATION OF INTANGIBLES 10 

Reserve for Amortization of Intangibles includes any amounts accumulated for the 11 

amortization of the cost of franchises and other intangible plant over their estimated lives.  12 

There is no contested issue in this category. 13 

References:  Exhibit CW-01, p. 90.  14 

D. CONTRIBUTIONS IN AID OF CONSTRUCTION (“CIAC”) 15 

This account includes donations or contributions in cash, services or property from 16 

states, municipalities or other governmental agencies, individuals and others for construction 17 

purposes.  Depreciation accrued on the depreciable portion of properties included in this 18 

account shall be charged to this account rather than to Account 503 (Depreciation Expense).     19 

ISSUE:  There are no methodological differences between Cal Water and the Public 20 

Advocates Office in estimating CIAC.  However, depreciation accrual for CIAC is based on 21 

composite depreciation rates by district.  Because the depreciation rates for Mains and Services 22 

are contested in this proceeding, there is no final composite rate to apply to the contributed 23 

plant for forecasting purposes. 24 

References:  Exhibit CW-02, pp. 91-92.  25 
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E. ADVANCES IN AID OF CONSTRUCTION (ADVANCES) 1 

ISSUE:  Advances in Aid of Construction (“Advances”) represent the net deposits made 2 

by individuals or others, in accordance with Cal Water’s Mainline Extension Rule 15 as 3 

prescribed by the Commission, and are subject to refund.  One component of extension 4 

deposits does not add directly to plant.  Water supply special facilities fees collected on a per 5 

lot basis are used to offset other Company-funded water supply plant, but do not have specific 6 

plant additions associated with them.  Cal Water currently collects special facilities fees in 7 

several districts pursuant to its Tariff Rule 15. 8 

In Special Request #11, Cal Water proposed collecting special facilities fees (also known 9 

as lot fees) from developers in the Bayshore operating area (South San Francisco, San Carlos, 10 

and San Mateo) and the Bear Gulch District due to legal water supply constraints in these areas.  11 

In particular, Cal Water proposed to modify its Tariff Rule 15.C.1.e to add a special facilities fee 12 

of $4700 per 1-inch service (with equivalents for larger service connections calculated as 13 

indicated in Rule 15) to ensure that new development funds a fair share of the additional plant 14 

costs associated with increased water demand.  The Public Advocates Office did not oppose this 15 

request, and recommended that the new facilities fees be incorporated into the estimates for 16 

Advances in this proceeding. 17 

RESOLUTION:  There are no methodological differences between Cal Water and the 18 

Public Advocates Office in estimating Advances.  The Parties agree that the Advances schedules 19 

for the Bay Area Region (the ratemaking area in which the Bayshore area is included) and the 20 

Bear Gulch District should be updated to reflect this change, and that Cal Water should be 21 

authorized to update Rule 15 via a Tier 1 advice letter.7022 

Table 2 of Attachment 7 shows a summary of agreed-upon Advances in Aid of 23 

Construction estimates. 24 

References:  Exhibits CW-02, p. 93; CW-03, pp. 33-35; PA-01, pp. 96-97; CW-103, p. 175. 25 

70 If the Commission does not approve Special Request #11 (which it should), then the Advance schedules for the 
applicable districts must be modified accordingly. 
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F. DEFERRED INCOME TAXES (“DIT”) 1 

ISSUE:  In A.18-07-001, Cal Water explains its treatment of net accumulated deferred tax 2 

liabilities (“deferred taxes”) in rate base and the effect of the Tax Cuts and Jobs Act (“TCJA”) on 3 

income tax expense and accumulated deferred income taxes.  Cal Water’s testimony proposed 4 

a plan to return excess deferred taxes to customers resulting from the reduced corporate 5 

federal tax rate from 35% to 21%.  Cal Water’s proposal included returning the unprotected 6 

portion of excess deferred taxes allowed by the TCJA evenly over nine (9) years , starting in 7 

2018. The remaining protected excess deferred taxes would be amortized using an estimated 8 

40 years until the Average Rate Assumption Method (“ARAM”) could be calculated.   As the full 9 

impact of the TCJA were still being researched and implemented into Cal Water’s 2017 federal 10 

tax return, Cal Water’s proposal also requested it be able to update its showing once these 11 

items were finalized.   12 

In its report, the Public Advocates Office concurs with Cal Water’s proposed approach to 13 

use 40 years as a placeholder until Cal Water ascertains an accurate separation of its protected 14 

and unprotected excess deferred taxes.   15 

In rebuttal, Cal Water stated that it had updated its forecast based on its 2017 federal 16 

income tax return filed in September 2018.  Cal Water requested that it be allowed to update 17 

its showing for additional accelerated tax depreciation, changes to its repair deductions as well 18 

as implementing the required ARAM amortization of protected excess deferred taxes.   19 

The Parties also discussed applying the unprotected excess deferred taxes as a 20 

reduction of Cal Water’s outstanding WRAM/MCBA balanced owed from customers in 21 

testimony and during settlement. 22 

RESOLUTION:  There is no contested issue or methodological differences in this 23 

category.  The Parties agree to offset income tax expense by the unprotected excess deferred 24 

taxes to customers over 9 years.   Additionally, the Parties agree to incorporate the updated 25 

deferred tax calculations and amortization of protected excess deferred taxes using ARAM as 26 

presented in Cal Water’s rebuttal based on Cal Water’s 2017 federal income tax 27 

return.  Further, the Parties agreed not to apply the unprotected excess deferred taxes as a 28 

reduction in Cal Water’s outstanding WRAM/MCBA balance.   29 
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References:  Exhibits CW-02, pp. 92-93; CW-03, pp. 51-59; PA-01, pp. 25-26; PA-8, pp. 1 

69-70; CW-103, pp. 176-177.   2 

G. INVESTMENT TAX CREDIT (“ITC”) 3 

Congress passed ITC (“Investment Tax Credit”) in 1962 as an incentive for utilities to 4 

improve their infrastructure.  The Tax Reform Act of 1986 repealed this.  Cal Water amortized 5 

the ITC claimed in its tax returns and for ratemaking as deductions from rate base.   6 

There is no contested issue in this category.  Table 3 of Attachment 7 summarizes the 7 

agreed forecast for ITC. 8 

References:  Exhibit CW-02, p. 95. 9 

H. WORKING CAPITAL 10 

The Commission has established a policy of providing utilities an allowance for working 11 

capital in the determination of rate base.  Working capital is comprised of three main items, 12 

materials and supplies, an allowance for working cash and the unamortized portion of tank 13 

painting expenses. 14 

1. Materials 15 

Materials reflect only the inventory items stored in the district necessary for utility’s 16 

ongoing operations.  There is no contested issue in this category. Table 4 of Attachment 717 

summarizes the agreed forecast for Materials. 18 

References:  Exhibit CW-02, p. 97. 19 

2. Allowance for Working Cash based on lead-lag study:  20 

ISSUE:  In A.18-07-001, Cal Water proposed lag days based on a lead-lag study using 21 

2016-recorded numbers following the methodology approved by the Commission in prior GRCs.  22 

In its report, the Public Advocates Office made several recommendations: 1) Non-cash items 23 

such as such as depreciation, deferred state and federal income taxes, and amortization of 24 

regulatory assets should be excluded from Cal Water’s lead-lag study; 2) Cal Water’s working 25 

cash study should include interest payments; 3) Cal Water should use the adopted income tax 26 
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lag days from the last GRC; and 4) Cal Water should reflect negative lag days for flat rate 1 

customers in the Bakersfield, Marysville and Selma Districts. 2 

In rebuttal, Cal Water agreed to use the adopted income tax lag days from the last GRC 3 

and to reflect negative lag days for flat rate revenues in the Bakersfield District only.  Cal Water 4 

did not agree with reflecting negative lag days for flat rate revenues in the Marysville and Selma 5 

Districts because the flat-to-meter conversion for Marysville was completed in 2016, and the 6 

conversion in Selma is estimated to be completed in 2019.  In addition, Cal Water disagrees 7 

with the Public Advocates Office’s recommendation to exclude non-cash expenses and include 8 

interest payments in the Allowance for Working Cash.  9 

RESOLUTION:  The Parties agree to use the last adopted income tax lag days from the 10 

last GRC and reflect negative lag days for the Bakersfield flat rate revenues. The Parties were 11 

unable to resolve the two issues of exclusion of non-cash expenses and inclusion of interest 12 

payments in the Allowance for Working Cash and have litigated these matters, but agree that 13 

the Allowance for Working Cash should be updated based on the final expenses adopted in this 14 

proceeding.     15 

References:  Exhibits CW-02, pp. 96-98; PA-01, pp. 98-100; CW-103, pp. 181-185. 16 

3. Unamortized Tank Painting Projects: 17 

ISSUE:  Cal Water’s tank maintenance program includes routine tank inspections to 18 

evaluate the condition of the tanks at least every five years.  Based on the recommendation 19 

from the tank inspection reports, Cal Water proposed several tank coating projects in this GRC 20 

to be amortized over 10 years.  In its report, the Public Advocates Office proposed the 21 

Commission deny certain tank painting projects which were not supported by tank painting 22 

inspection reports.  23 

RESOLUTION:  The Parties agreed to various tank-painting projects for 2019 through 24 

2021, as discussed in Chapter 13 of this Agreement, to be amortized over ten years.  The 25 

related amortization expense of these tank-painting projects are included in the Contracted 26 

Maintenance expense category for 2020 and 2021, as discussed in Chapter 9 (CSS and District 27 
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Expenses).  The agreed-upon tank painting projects for 2019 through 2021 are discussed in 1 

Chapter 13 (Common Plant Issues) and provided in Table 6 of Attachment 10. 2 

The remaining unamortized tank painting balance for settled tank painting projects 3 

reflected in Table 5 of Attachment 7 is included in the calculation of Working Capital. 4 

References:  Exhibits CW-34, pp. 96-112; PA-02, pp. 78-110; CW-103, p. 186. 5 

I.  TAXES ON CONTRIBUTIONS AND ADVANCES 6 

Advances for construction and contributions in aid of construction are treated as taxable 7 

income for federal income tax purposes with the passage of the Tax Reform Act of 1986.  In 8 

I.86-11-019, the Commission adopted a procedure in D.87-12-028 (referred to as Method 5) 9 

that allows utilities to include in rate base the difference between the additional taxes it pays 10 

and the additional amounts it collects from the applicants for service.  Over the years, multiple 11 

changes in federal and state tax law have changed the taxability of certain types of plant funded 12 

with Advances and CIAC, but Method 5 is still applicable and followed by Cal Water in 13 

estimating the taxes on Advances and CIAC. 14 

There is no contested issue in this category.  Table 6 of Attachment 7 summarizes the 15 

agreed-upon taxes on advances.  Due to the outstanding contested issues in this GRC 16 

proceeding, there is no table of agreed-upon taxes on contributions. 17 

References:  Exhibit CW-02, pp. 101-102. 18 

19 

20 

[END OF CHAPTER]21 
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CHAPTER 12:  GENERAL CAPITAL ISSUES 1 

A. OVERVIEW OF CAPITAL PROJECTS 2 

The Parties request that the Commission approve the settlement plant values in the 3 

Plant Tables provided in Attachments 8 through 12, under the conditions discussed herein.  4 

These tables provide the complete plant settlement for all districts except the Bear Gulch 5 

District, the Dominguez District, the Los Altos District, and the Redwood Valley areas of the Bay 6 

Area Region due to litigated projects from those districts/region.  As discussed further below, 7 

however, the attachments do not reflect the full costs of each project, unless otherwise 8 

specified.  The Plant Tables and the discussions below are generally organized alphabetically by 9 

operating district, rather than ratemaking area. 10 

Capital projects in categories that are common to multiple operating districts are 11 

discussed in Chapter 13 (Common Plant Issues).  Certain capital projects categorized as 12 

Customer Support Services (“CSS,” formerly General Office or “GO”) and Rancho Dominquez 13 

(“RDOM”) (an umbrella categorization for costs to be allocated to the Dominguez, Hermosa-14 

Redondo, and Palos Verdes operating areas) are discussed in Chapter 14 (Plant for CSS and 15 

Rancho Dominguez).  Certain district-specific capital projects are discussed in Chapter 1516 

(District Plant). 17 

The 2019-2021 Specific Advance Capital Budget.  The two test years (“TYs”) for capital 18 

projects in this 2018 GRC are calendar years 2020 and 2021.  For the revenue requirement of 19 

the third (and final) year in the GRC cycle, calendar year 2022, the authorized capital budget 20 

will be determined using a calculation based upon the approved capital budgets for the 2020 21 

and 2021 TYs. 22 

In each GRC, Cal Water proposes an “advance capital budget” (“ACB”) for the one year 23 

immediately preceding the capital test years, as well as for the two test years.  In this GRC, the 24 

ACB under consideration consists of capital projects that will close in calendar years 2019, 2020, 25 

and 2021.  26 
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The 2019-2021 Non-Specific Capital Budget.  The ACB also includes a budget for “non-1 

specifics.”  A detailed discussion about the non-specific budget in this Agreement is discussed in 2 

Chapter 13 (Common Plant Issues).  3 

Carryover Projects.  Capital projects are considered “carryover” if they were not 4 

included in the beginning plant balance (because they were not completed by the end of 2017),  5 

and Cal Water has completed or will complete them in this GRC cycle.    6 

The carryover projects in this Agreement can include “specific” projects approved in the 7 

last GRC and put directly into rates, “specific” projects approved as an advice letter project in 8 

the last GRC, and unplanned projects opened under a “non-specific” budget.  The capital dollars 9 

for carryover projects are included as a “plant addition” in the year each project is to be 10 

completed.   11 

Beginning Plant Balance.  In order to calculate test year revenue requirements for a 12 

GRC, a specific point in time must be identified as the beginning balance of “plant in service,” to 13 

which are added proposed carryover projects, specific projects for the ACB for 2019-2021, and 14 

the non-specific capital budget for 2019-2021.  The “beginning plant balance” is the year-15 

ending balance that precedes the filing date – in this case, the year-end plant in service as of 16 

December 31, 2017.   17 

Advice Letter Projects.  In this Agreement, the Parties agree that certain capital projects 18 

should be authorized as advice letter projects, as defined and described later in this chapter, for 19 

the purposes of the GRC period of 2020-2022.  The advice letter projects in this Agreement 20 

consist of both projects approved in the 2015 GRC as advice letter projects, as well as projects 21 

proposed in this 2018 GRC in the ACB.  Unlike the other categories of capital projects discussed 22 

above, projects approved as advice letter projects are not included in the revenue 23 

requirements that form the bases for the rates and estimated rate increases for 2020-2022 24 

adopted in this case. 25 

Excluded Projects.  The Parties agree to exclude some capital projects proposed in this 26 

Application from the revenue requirements for 2020-2022.  These excluded projects consist of 27 

those that Cal Water cancelled as well as those the Parties agree to exclude at this time, with 28 

the exception of the capital projects in dispute and being litigated in this case.  The exclusion of 29 
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these projects from this GRC cycle does not prevent Cal Water from proposing them in a 1 

subsequent GRC application. 2 

B. ADVICE LETTER PROJECTS 3 

In this Agreement, the Parties agree to treat certain capital projects as advice letter 4 

projects or rate base offsets.  The Parties agree on the operational needs for these projects, 5 

either as proposed by Cal Water in its Application or, in some cases, if certain contingencies are 6 

met, but also agree that project costs should not go directly into rates because of a degree of 7 

uncertainty as to schedule and/or budget.  In this Agreement, the Parties agree to nineteen8 

(19) projects as advice letter projects.  A list of the proposed advice letter projects Company-9 

wide is provided in Attachment 8. 10 

2015 GRC Advice Letter Projects.  For advice letter projects approved in the Company’s 11 

2015 GRC, Cal Water’s authority to complete them and recover their costs sunsets at the end of 12 

2019.  In this Agreement, the Parties agree to extensions for ten (10) projects previously 13 

approved as advice letter projects.   14 

New 2018 GRC Advice Letter Projects.  In this GRC, the Parties agree to treat nine (9)15 

projects proposed in the ACB as advice letter projects. 16 

Ratemaking Procedure.  The relevant Commission procedure for authorizing an increase 17 

in customer rates for an advice letter project is in General Order 96-B (“GO 96-B”).  After the 18 

project is used and useful, Cal Water can file a Tier 2 advice letter requesting that the project 19 

costs (up to the cap) be added to the “rate base” upon which rates are calculated, as long as the 20 

following criteria are met:21 

(i) The rate base offset was previously approved by the Commission in a decision 22 
or resolution;  23 

(ii) The project scope is consistent with what the Commission approved; and  24 

(iii) The Commission approval included a budget cap and the rate base offset 25 
request is at or below the budget cap.7126 

The Parties agree to define each rate base offset with a specific project scope and 27 

capital cost cap consistent with the requirements of the above criteria.  The Public Advocates 28 

71 GO 96-B, Water Industry Rule Section 7.3.3.  
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Office evaluated these projects using the same rigorous review given to other capital projects 1 

that Cal Water proposed.  The Parties agree that, using advice letter treatment with a cost cap 2 

allows each necessary project to move forward with minimum delay, allows a rate increase only 3 

up to the capped cost, encourages Cal Water to stay within the cap, and ultimately leaves open 4 

the possibility that, in the next GRC, the Commission may consider whether any costs above the 5 

cap were reasonable, prudent, and needed, and may be appropriate for cost recovery.  By 6 

accepting advice letter treatment with a capped cost, Cal Water effectively agrees to bear both 7 

(a) the costs of financing any excess, and (b) the risks of non-recovery until the next GRC. 8 

C. PLANT TABLE ATTACHMENTS 9 

Attachments 8 through 12 of this Agreement identify capital projects in this proceeding 10 

(“plant tables”) organized as follows: 11 

Attachment Topic Description

8 Advice Letters 
ACB and Carryover projects treated as advice letter projects.
(Also listed in District Plant Tables.) 

9 Vehicles 
ACB Vehicles (new and replacement).  
(Also listed in District Plant Tables.) 

10 Common Plant 
ACB projects by common plant category. 
(Also listed in District Plant Tables.) 

11 CSS/RDOM Plant 
ACB and Carryover projects for Customer Support Services and 
Rancho Dominguez 

12 District Plant 
ACB and Carryover projects (by operating district, year, and PID).
Advice Letter Projects and “Total Cost Projects” are listed in 
separate tables for each operating district.  

 Advice Letter Table.  Carryover projects treated as advice letter projects for the 2018 12 
GRC period are listed with a total cost cap that includes all relevant cost components.7213 

ACB projects treated as advice letter projects for the 2018 GRC period are listed with a 14 
cost that includes both direct costs and allocated overhead.  After the Commission 15 
establishes the applicable IDC/AFUDC rate for 2020-2022 projects, the total project 16 
costs for ACB advice letter projects will be calculated by applying that rate to the costs 17 
identified in this Agreement. 18 

72 The final cost caps for Carryover advice letter projects will not be updated to reflect either an overhead 
allocation or an IDC/AFUDC rate. 
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 Vehicles, Common Plant, CSS/RDOM, and District Plant.  ACB project costs listed in 1 
these tables consist of direct costs.  Total project costs will be calculated by applying 2 
indirect cost factors to direct costs.   3 

Carryover project costs listed in the CSS/DOM and District Plant Tables are the sum of 4 
CWIP costs plus the direct costs for each project, as defined below.  Total project costs 5 
will be calculated by applying indirect cost factors to direct costs, and adding CWIP 6 
charges.737 

District Plant Tables are organized alphabetically by operating district, by completion 8 
year, and then by Project Identification number (“PID”).   9 

 Dixon and Willows Districts.  Seven (7) capital projects in the Dixon District and Willows 10 
District are listed with final total costs that include all relevant cost components.7411 
Indirect cost factors will not be applied to these project costs.  12 

D. COST COMPONENTS FOR CAPITAL PROJECTS  13 

For the purposes of this Agreement, the total cost for a capital project consists of 14 

several cost components.  There are direct costs, which are costs that pertain directly to a given 15 

capital project, such as materials, contractor costs, and Cal Water labor and benefits, 16 

contingency percentage, and escalation.  There are also indirect cost factors consisting of 17 

construction overhead (or “overhead”) and capital construction financing costs (referred to as 18 

Interest During Construction (“IDC”)/Allowance for Funds Used During Construction 19 

(“AFUDC”)).  Applying indirect cost factors to direct costs results in total project costs. 20 

Direct Costs – For ratemaking purposes, the Parties define “direct costs” as the sum of 21 

the following cost elements: 22 

 Base Costs – These are the base costs for the project that have been estimated 23 
using dollar values current at that time (in this GRC, for example, many project 24 
estimates were done in 2017);7525 

73 Note that, unlike for ACB project costs, the Parties did not modify the contingency amounts reflected in 
carryover project costs. 

74 The costs for these projects will not be updated to reflect either an overhead allocation or an IDC/AFUDC rate. 

75 In some material supporting the proposed costs of a capital project, “engineering estimate” may be used to refer 
to base costs. 



CHAPTER 12: GENERAL CAPITAL ISSUES

102 

 Contingency – A percentage is applied to the base costs to reflect a 1 
“contingency” amount for the project in order to account for expected variations 2 
in actual costs;76 and 3 

 Escalation – Specific percentages were applied to the total for the base costs and 4 
the contingency costs in order to “escalate” the dollars to the project completion 5 
year. 6 

Indirect Costs – For ratemaking purposes, the Parties define “indirect costs” as the sum 7 

of the following cost elements: 8 

 Construction Overhead Costs – an allocation that reflects the portion of the fixed 9 
overhead costs that must be allocated to a specific project in order to ensure 10 
recovery of overhead costs; and 11 

 Capital construction financing costs (AFUDC/IDC) – a percentage that reflects the 12 
costs incurred to finance capital projects while they are under construction.  13 
(Note that the appropriate percentage that should be used to reflect AFUDC/IDC 14 
for the period of 2020-2022 is a disputed issue.)  15 

Construction Work in Progress Charges in Carryover Projects.77  Depending upon the 16 

costs incurred before 2018, a Carryover project may include Construction Work in Progress 17 

(“CWIP”) charges.  While a capital project is open, overhead and AFUDC (the indirect factors 18 

described above) are applied to the costs incurred each month.   19 

All costs (direct and indirect) incurred as of 12/31/2017 for a Carryover project are 20 

considered to be “CWIP” charges or costs.  (An ACB project does not have CWIP charges 21 

because it had not yet been started as of 12/31/2017.)  For ratemaking purposes, Cal Water 22 

then forecasts the additional costs – the direct costs – needed to complete the project.  After 23 

the RO Model applies the indirect factors to those direct costs, CWIP charges are added, and 24 

the sum is the total cost of the Carryover project.   25 

Construction Overhead Costs.  Construction overhead costs include indirect labor 26 

(general engineering supervision, administrative salaries and expenses associated with 27 

76 As discussed in Chapter 13 (Common Plant Issues), this Agreement reflects the Parties’ settlement on certain 
disputed contingency costs for ACB projects.  The contingency costs for carryover projects, however, were not in 
dispute. 

77 Cal Water does not have CWIP in rate base, but uses the year-end 2017 CWIP balance as the starting point upon 
which to build its plant forecasts. 
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construction activities, and general construction supervision), benefit costs associated with 1 

such labor, and other indirect expenses that are capital in nature.78  In its GRC Application, Cal 2 

Water estimated the amount of costs accumulated in the construction overhead account on an 3 

annual basis.  Cal Water then applied the entire overhead account to all of the projects 4 

proposed to be completed each year.  The amount of construction overhead applied to 5 

individual projects each year therefore varies based on the amount of proposed projects 6 

adopted in this case.   7 

The Parties agree that is appropriate for each adopted capital project to include a 8 

portion of the overhead costs anticipated for the year, and that the company-wide overhead 9 

costs to be allocated to individual capital projects approved in this 2018 GRC are as follows: 10 

Construction Overhead to be Allocated to Approved Projects 

2019 2020 2021 

$ 26,184,879 $ 23,040,159 $ 27,322,612 

Due to the magnitude of the Palos Verdes Peninsula Reliability Project, PIDs 98326 and 11 

98328 (“PV Pipeline”), which the Parties agree should be treated as an advice letter project as 12 

discussed in Chapter 15 (District Plant), the Parties agree that part of the construction overhead 13 

costs for 2020 in this case should be allocated to the PV Pipeline.  Accordingly, $3,616,048 has 14 

been removed from the 2020 construction overhead pool identified above, and is instead 15 

included in the final total cap for PIDs 98326 and 98328.   16 

While the Parties also agree on the need to and methodology for allocating overhead 17 

costs across the direct costs of the final, adopted capital projects,79 the amount of overhead 18 

78 When capital projects are actually under construction, Cal Water’s software tracks the amount of money spent 
on each project on a monthly basis.  Cal Water also tracks the company-wide dollar amount of overhead costs that 
must be allocated to the projects under construction.  In order to determine the proportion of overhead costs that 
should be borne by each project, the software calculates a percentage (different percentages for different project 
categories) that, when applied to dollars spent on each open project, fully allocates all overhead costs across all 
projects.  On a quarterly basis, Cal Water reviews the level of overhead dollars and the level of capital spend, and 
may adjust the overhead percentages to ensure that all overhead costs are fully allocated.   

79  As discussed above, all ACB costs are “direct costs,” for the purposes of this Settlement, while carryover costs 
may consist of both CWIP costs and direct costs. 
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applied to individual projects cannot be determined until the Commission decides the disputed 1 

issues. 2 

IDC/AFUDC.  As referenced in Chapter 1 and discussed in greater detail in Chapter 11, 3 

the Parties are litigating the issue of construction financing costs for capital projects closing in 4 

2020 through 2022.  The Parties agree, however, that the adopted IDC/AFUDC rate must be 5 

applied to the direct costs of each approved project after overhead is applied.  6 

[END OF CHAPTER] 7 
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CHAPTER 13:  COMMON PLANT ISSUES 1 

A. CONTINGENCY (ADJUSTED SETTLEMENT) 2 

ISSUE:  Cal Water proposed a new protocol for calculating contingency for ACB projects 3 

to incorporate factors associated with completeness of design, inherent project risk, and 4 

differences in regional costs.  Under the proposed methodology: 5 

 Project estimates were classified as either Class 4 or Class 5 based on the 6 
completeness of design, per guidelines established by the Association for the 7 
Advancement of Cost Engineering International.   8 

 Routine replacements were given a Class 4 designation with 15% contingency, 9 
while projects with greater uncertainty were given a Class 5 designation with 10 
25% contingency.   11 

 Further contingency up to 5% is applied if projects were determined to have 12 
greater inherent risk (a “risk premium”).   13 

 Location factors, determined by data obtained from Engineering News Record 14 
(“ENR”) and RS Means, may provide an additional adjustment upwards or 15 
downwards of 5% to the estimate to account for regional cost differences across 16 
Cal Water’s districts.8017 

Contingency percentages calculated under this methodology ranged between 10-35%.  18 

In prior GRCs, Cal Water used a generic 10% contingency factor on all capital project cost 19 

estimates. 20 

The Public Advocates Office recommended that the Commission deny Cal Water’s 21 

request, and adopt a more conservative approach for ACB projects, with contingency rates of 22 

0% for equipment purchases, of 5% for Class 4 projects, and of 10% for Class 5 projects. 23 

RESOLUTION:  After weighing all the issues related to contingencies, the Parties agree 24 

on contingency rates for ACB projects between the Parties’ original positions for the ACB 25 

projects approved by the Commission.  The Parties establish a modified methodology that 26 

provides a 10% contingency for Class 4 projects, a 20% contingency for Class 5 projects, and no 27 

80  The location factor has been associated with the contingency factor for the purpose of easily calculating project 
estimates (the factors are applied at the same point in the estimating process), but the location factor is not for 
contingencies.  It solely reflects the difference in construction costs in different parts of California. 
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risk premium.  Additionally, the Parties agree to apply a location factor (+5%, 0% or -5%) as a 1 

price adjustment line item to reflect higher, neutral, or lower costs for project installations at 2 

different locations throughout the state.  In addition, as part of a comprehensive settlement 3 

agreement on Customer Support Services (“CSS”) capital, the Parties agree to remove the 4 

contingency from all CSS capital project estimates.   5 

All settled ACB project costs in this Agreement reflect this consensus on contingencies.  6 

In the plant tables for this Agreement, the cost for a settled ACB project that was otherwise 7 

undisputed may vary from both the cost in Cal Water’s Application, and the cost recommended 8 

by the Public Advocates Office, solely as a result of this adjustment to contingency costs.  (The 9 

contingency costs for carryover projects were not disputed.)   10 

References:  Exhibits CW-34C, pp. 146-155; PA-02, pp. 18-24; CW-104, pp. 119-132.11 

B. MAIN REPLACEMENT PROGRAM (“MRP”) 12 

ISSUE:  An important component of managing a water system is the regular replacement 13 

of aging pipelines.   Prior to 2016, the average replacement rate of Cal Water’s pipelines was 14 

approximately 0.3% per year (or a 330-year replacement rate).  The Commission authorized a 15 

Mainline Replacement Program (“MRP”) of approximately 0.5% per year (across the Company) 16 

starting in 2016, bringing Cal Water’s aggregate replacement cycle to 200 years.8117 

Cal Water proposed in this GRC a pipeline replacement rate of approximately 0.88% per 18 

year,82 which would reduce the replacement cycle to 114 years.  Cal Water took into account 19 

various probabilistic risk factors related to age and leak history (collectively referred to as 20 

“likelihood of failure”) as well as impact risk factors related to conservation and supply, the 21 

environment, and the safety of the community (collectively referred to as “consequences of 22 

failure”).  The results of these risk scores were compared against knowledge within the district 23 

operations and engineering staff to ensure appropriate priority was assigned to each pipeline 24 

within the replacement program.  Focus was placed on replacing pipelines of specific age and 25 

81 D.16-12-042, Exhibit A (Settlement Agreement), pp. 114-119. 

82 The 0.88% is a Company-wide average for the years 2019 through 2021. Cal Water proposed a replacement rate 
for each operating district based on a specific assessment of its needs following the MRP parameters. 
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materials, as well as known leaks and areas with a higher risk of leaking.  The average 1 

forecasted pipeline renewal proposed would be approximately 51 miles per year over 2019, 2 

2020, and 2021. 3 

The Public Advocates Office recommended that the Commission only authorize a 4 

Company-wide average replacement rate of approximately 0.47% per year.  The Public 5 

Advocates Office states it followed a three step process in coming up with this conclusion: 1) 6 

determine whether each district has reached a critical age of when a more aggressive 7 

replacement rate is required by calculating the average estimated remaining life expectancy of 8 

pipelines in each district based on American Water Works Association’s (AWWA) estimated life 9 

expectancy for different pipeline material; 2) confirm the findings in step 1 by calculating the 10 

historical break rates for each district and comparing this to AWWA’s distribution system 11 

optimization goal of 15 breaks per 100 miles; and 3) recommend replacing pipelines under the 12 

long service life scenario in AWWA’s Buried No Longer Model for districts that meet or perform 13 

better than AWWA’s system optimization goal, and recommend replacing pipelines under the 14 

medium service life scenario for districts with break rates higher than AWWA’s distribution 15 

system optimization goal.  The Public Advocates Office states Cal Water has flexibility in 16 

replacing pipelines it deemed most critical within the recommended replacement rates for each 17 

district. 18 

Additionally, The Public Advocates Office noted that Cal Water had spent 120% of its 19 

authorized budget, but only completed 81% of the budgeted pipeline replacement footage.   20 

In rebuttal, Cal Water explained that, in certain districts, it deliberately installed less 21 

main footage as MRP budgets approached exhaustion in order to prioritize district projects that 22 

were most critical and cost-effective.  In many cases, delays in obtaining variances from the 23 

Division of Drinking Water were the primary cause for delayed pipeline replacement projects.  24 

Cal Water recently implemented a series of process improvements and operational synergies to 25 

increase the capacity of mainline replacement work using its existing resources.  Cal Water 26 

stated that although the average age of pipelines is less than 60 years old, Cal Water’s current 27 

program is only focused on addressing risk in pipelines that are outliers at the high end of the 28 

age spectrum, rather than addressing the long-term risks of average pipelines.  Cal Water also 29 
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stated that its outlier population of pipes constitutes roughly 6.2% of Cal Water’s inventory, 1 

which is well above the requested replacement rates of 0.74%, 0.88% and 1.01%, for 2019, 2 

2020 and 2021, respectively.   3 

RESOLUTION:  The Parties agree on a replacement rate at an amount between the 4 

Parties’ original positions as a way to mitigate the impacts of pipeline breaks that threaten 5 

property and public safety, and increase water rates.  The settlement rates for Company-wide 6 

pipeline replacement are, 0.58% for the year of 2019, 0.66% for the year of 2020, and 0.76% for 7 

the year of 2021.  The agreed-upon project costs are presented in Table 1 of Attachment 10.  8 

Projects will be completed at the current market cost per foot and as proposed in the Cal 9 

Water’s Application.  Cal Water will exercise reasonable efforts to maintain the replacement 10 

rate and total replacement cost for each district as agreed upon in this Agreement.  Given that 11 

market conditions, including material costs and labor rates, can change quickly, Cal Water will 12 

prudently manage these costs, while considering customer impact and the need to complete 13 

main replacement projects.  Any overage in the total cost per district, as compared to the total 14 

agreed-upon cost, will be presented in Cal Water’s next GRC (e.g. 2021) for a reasonableness 15 

review.  The specific breakdown per district is shown below: 16 

17 

References:  Exhibits CW-34C, pp. 25, 31-35, 14-72; PA-02, pp. 25 – 39; CW-104, pp. 58-18 

75. 19 

District
Total District

 Mains (Ft)

CWS Application 

 Annual Average

Cal PA Report

Annual Average
2019 2020 2021 2019 2020 2021 2019 2020 2021

Antelope Valley 158,400 1.13% 0.67% 0.50% 0.55% 0.60% 792 871 950 205,468$              231,665$              259,044$              

Bakersfield 5,021,280 0.68% 0.42% 0.50% 0.60% 0.70% 25,106 30,128 35,149 8,004,094$          9,845,198$          11,773,252$        

Bear Gulch 1,726,560 2.00% 0.91% 1.00% 1.25% 1.75% 17,266 21,582 30,215 9,218,066$          11,810,659$        16,948,303$        

Bayshore 2,756,160 1.00% 0.61% 0.50% 0.67% 0.75% 13,781 18,466 20,671 5,835,265$          8,014,746$          9,196,027$          

Chico 2,022,240 0.68% 0.33% 0.50% 0.55% 0.60% 10,111 11,122 12,133 2,804,436$          3,162,066$          3,535,758$          

Dixon 174,240 0.67% 0.67% 0.50% 0.55% 0.60% 871 958 1,045 354,498$              399,593$              446,806$              

Dominguez 1,932,480 0.68% 0.16% 0.50% 0.50% 0.50% 9,662 9,662 9,662 3,538,685$          3,627,305$          3,717,970$          

East Los Angeles 1,388,640 0.72% 0.48% 0.50% 0.55% 0.60% 6,943 7,638 8,332 1,677,392$          1,878,153$          2,114,724$          

Hermosa Redondo 1,098,240 0.68% 0.67% 0.50% 0.55% 0.60% 5,491 6,040 6,589 2,186,731$          2,465,631$          2,757,013$          

Kern River Valley 485,760 0.68% 0.60% 0.50% 0.55% 0.60% 2,429 2,672 2,915 498,399$              557,767$              628,311$              

King City 179,520 0.50% 0.39% 0.50% 0.55% 0.60% 898 987 1,077 347,009$              391,253$              437,492$              

Los Altos 1,531,200 1.00% 0.85% 0.50% 0.60% 0.70% 7,656 9,187 10,718 3,396,470$          4,177,663$          4,995,790$          

Livermore 1,156,320 0.68% 0.21% 0.50% 0.55% 0.60% 5,782 6,360 6,938 2,278,623$          2,568,972$          2,872,661$          

Marysville 285,120 0.68% 0.68% 0.50% 0.55% 0.60% 1,426 1,568 1,711 415,299$              468,118$              523,612$              

Oroville 311,520 0.68% 0.68% 0.50% 0.55% 0.60% 1,558 1,713 1,869 509,558$              574,380$              642,281$              

Palos Verdes 1,737,120 0.68% 0.24% 0.50% 0.55% 0.60% 8,686 9,554 10,423 2,893,767$          3,262,574$          3,648,270$          

Redwood Valley 172,234 0.70% 0.69% 0.50% 0.55% 0.60% 861 947 1,033 365,136$              411,774$              460,406$              

Salinas 1,774,080 1.00% 0.22% 0.50% 0.55% 0.60% 8,870 9,757 10,644 3,349,872$          3,776,980$          4,223,351$          

Selma 454,080 0.50% 0.15% 0.50% 0.50% 0.50% 2,270 2,270 2,270 515,858$              528,754$              541,973$              

Stockton 2,787,840 1.75% 0.88% 1.50% 1.50% 1.56% 41,818 41,818 43,490 16,480,021$        16,891,873$        18,006,807$        

Visalia 2,930,400 0.36% 0.21% 0.22% 0.30% 0.40% 6,447 8,791 11,722 1,465,081$          2,047,747$          2,798,588$          

Westlake 586,080 0.30% 0.30% 0.10% 0.25% 0.40% 586 1,465 2,344 213,328$              546,729$              896,503$              

Willows 195,360 0.88% 0.84% 0.50% 0.65% 0.80% 977 1,270 1,563 351,152$              467,815$              590,166$              

Company Wide 30,864,874 0.88% 0.47% 0.58% 0.66% 0.76% 180,286 204,829 233,466 66,904,208$        78,107,414$        92,015,107$        

Settled Replacement Cost (Escalated Direct $)Settled Replacement Rate (%) Settled Replacement Rate (ft)
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C. FLOW METER REPLACEMENT (76% OF CAL WATER’S APPLICATION) 1 

ISSUE:  Cal Water proposed a comprehensive program to replace 159 flowmeters across 2 

the Company in 2019, 2020, and 2021 because many existing flow meters have worn out and 3 

failing components threaten the accuracy of the meters.  These meters are important for 4 

measuring water production, consumption, non-revenue water loss, conservation, and 5 

pumping plant efficiency calculation. 6 

The Public Advocates Office recommended the replacement of only 122 flow meters on 7 

the basis that the remaining flowmeters are operational and in compliance with all pertinent 8 

codes, and therefore do not need to be replaced.  In rebuttal, Cal Water explained many 9 

challenges to quickly and cost-effectively replace flowmeters in a run-to-failure model, stressing 10 

the need for a proactive replacement program based on sound asset management principles. 11 

RESOLUTION:  After weighing all the issues related to a flow meter replacement 12 

program, the Parties agree on a replacement rate of 76% of Cal Water’s proposed budget.8313 

The specific flowmeter replacement projects and costs agreed-upon in this Agreement are 14 

presented in Table 2 of Attachment 10. 15 

References:  Exhibits CW-34C, pp. 75-78; PA-02, pp. 41-62; CW-104, pp. 76-78. 16 

D. NEW AND REPLACEMENT VEHICLES (ADJUSTED SETTLEMENT)  17 

ISSUE:  The Public Advocates Office did not oppose Cal Water’s vehicle replacement 18 

policy or the proposed replacement vehicles, but identified 15 replacement vehicles ($915,000 19 

in direct costs) that Cal Water proposed erroneously.  In addition to the vehicle replacement 20 

program, Cal Water also requested replacements for certain vehicles that fall outside the scope 21 

of the replacement program, new vehicles for enhanced operational efficiency, and, new 22 

vehicles for new complements. 23 

RESOLUTION:  As discussed in the Payroll section of Chapter 9, the Parties agreed upon 24 

nine vehicles associated with new complements (out of 14 vehicles associated with new 25 

83 Collectively, the settled costs for the common plant in the following categories (which total $16,988,000) are 
68% of the amount requested in Cal Water’s Application for those categories ($24,811,000): flow meter 
replacement, pump replacement, hydro-pneumatic tank replacement, and control valve replacement.  See Tables 
2, 4, 7, and 8 in Attachment 10 for the specific amounts in each category. 
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complement).  For the vehicle replacement program and remaining vehicle categories, the 1 

Parties agreed to reduce the total vehicle request (over 3 years) by $2.1 million in direct costs, 2 

for a budget of $13.2 million in direct costs. 3 

The specific vehicle projects and costs for all vehicle categories agreed-upon in this 4 

Agreement are presented in Table 3 of Attachment 10 by PID number, and in Attachment 9 by 5 

vehicle number. 6 

References:  Exhibits CW-34C, pp. 79-80; PA-02, pp. 63-65; CW-104, pp. 78-79. 7 

E. PUMP AND MOTOR REPLACEMENT PROGRAM (68% OF CAL WATER’S APPLICATION 8 
REQUEST) 9 

ISSUE:  Cal Water proposed a comprehensive pump and motor replacement program 10 

based on system and asset criticality, likelihood of failure, and overall plant efficiency.  Based 11 

on these criteria, the Company identified 111 pumps that should be replaced.  The Public 12 

Advocates Office recommended replacing 43 out of the 111 proposed pumps, stating that the 13 

overall plant efficiencies (“OPE”) of these pumps did not meet step 3 of the Company’s 14 

evaluation criteria, based on the pump efficiency ratings table in Cal Water’s testimony.   15 

In rebuttal, Cal Water stated that these concerns were incorporated in the analysis, but 16 

that other criteria should also be considered in evaluating the program. 17 

RESOLUTION:  After weighing all the issues related to the pump replacement program, 18 

the Parties agree on a replacement rate between Parties’ original positions, resulting in a 19 

Company-wide average replacement that is 68% of Cal Water’s original proposal.84   The 20 

specific pump replacement projects and costs agreed-upon in the Agreement are presented in 21 

Table 4 of Attachment 10. 22 

References:  Exhibits CW-34C, pp. 66-77; PA-02, pp. 66-77; CW-104, pp. 79-86. 23 

84 Collectively, the settled costs for the common plant in the following categories (which total $16,988,000) are 
68% of the amount requested in Cal Water’s Application for those categories ($24,811,000): flow meter 
replacement, pump replacement, hydro-pneumatic tank replacement, and control valve replacement.  See Tables 
2, 4, 7, and 8 in Attachment 10 for the specific amounts in each category. 
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F. PHYSICAL SECURITY PROGRAM (ADJUSTED SETTLEMENT)  1 

ISSUE:  In this GRC, Cal Water proposed to establish a program to systematically 2 

upgrade physical and cyber security facilities to ensure employee and public safety, identifying 3 

444 critical facilities.  Of these facilities, the Public Advocates Office proposed 4 projects to be 4 

adjusted to remove unnecessary scope items.  Cal Water agreed with certain recommendations 5 

in varying degrees, and incorporated modifications in its rebuttal positions.  6 

RESOLUTION:  The Public Advocates Office agrees with Cal Water’s rebuttal positions.  7 

The specific physical security projects and costs agreed-upon, adjusted for contingency, are 8 

presented in Table 5 of Attachment 10. 9 

References:  Exhibits CW-34C, pp 93-95; PA-02, pp 4, 34-35, 55; CW-104, pp. 87. 10 

G. TANK PAINTING PROJECTS (83% OF CAL WATER’S APPLICATION) 11 

ISSUE:  Cal Water inspects its tanks every 5 years to evaluate a tank’s structural 12 

integrity, the condition of tank appurtenances, and the effectiveness of corrosion control 13 

systems.  In this proceeding, Cal Water proposed a mature program of tank coating 14 

replacements in many of its districts.  The Public Advocates Office opposed several of the 15 

projects because the inspection reports were either non-existent or did not demonstrate a 16 

need for coating replacement.  Cal Water offered additional information on these concerns in 17 

rebuttal, providing more explanation of certain projects and agreeing to defer or reduce scope 18 

on others. 19 

RESOLUTION:  After weighing all the issues related to the tank coating replacement 20 

program, the Parties agree on a tank coating replacement rate that is between Parties’ original 21 

positions, resulting in a Company-wide average replacement that is 83% of Cal Water’s original 22 

proposal.  The specific tank coating projects and costs agreed-upon in this Agreement are 23 

provided in an Table 6 of Attachment 10.  The unamortized tank painting costs are included in  24 

working cash in Chapter 11.  There is also an expense component to these projects, as 25 

discussed in Chapter 9 (CSS and District Expenses).   26 

References: Exhibits CW-34C, pp. 96-106; PA-02, pp. 78-121; CW-104, pp. 87-92. 27 
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H. HYDRO-PNEUMATIC TANK REPLACEMENT (57% OF CAL WATER’S APPLICATION) 1 

ISSUE:  Cal Water inspects its hydro-pneumatic tanks (pressure tanks) every 5 years to 2 

evaluate a tank’s structural integrity, the condition of tank appurtenances, and the 3 

effectiveness of its coatings and linings.  In this GRC, the Company proposed 26 replacement 4 

projects to address these concerns.   5 

The Public Advocates Office recommended replacing 7 of the 26 proposed projects.   Cal 6 

Water states this would allow Cal Water to replace tanks with a calculated remaining life or 10 7 

years or more and replace tanks with a risk score of 20 or higher under Cal Water’s own 8 

internal risk rating system.   9 

Cal Water offered more information regarding this concern in its rebuttal by providing 10 

more explanation of certain projects and agreeing to defer or reduce scope on others. 11 

RESOLUTION:  After weighing all the issues related to the hydro-pneumatic tank 12 

replacement program, the Parties agree on a replacement rate between the Parties’ original 13 

positions, resulting in a Company-wide average replacement that is 58% of Cal Water’s original 14 

proposal. 85  The specific hydro-pneumatic tank replacement projects and costs agreed-upon in 15 

this Agreement are presented in Table 7 of Attachment 10. 16 

References:  Exhibits CW-34, pp. 113-118; PA-02, pp. 111-116; CW-104, pp. 93-97. 17 

I. CONTROL VALVE REPLACEMENT AND OVERHAUL (67% AND 81% OF CAL WATER’S 18 
APPLICATION) 19 

ISSUE:  Cal Water proposed in this GRC a comprehensive program to replace 161 control 20 

valves and overhaul 274 control valves in several of its districts. 86  The Company stated that the 21 

valves required replacement due to their importance in many water systems’ controls 22 

automation. Furthermore, significant risk to the environment, property, and the public could 23 

result from high-pressure valve failures.  24 

85 Collectively, the settled costs for the common plant in the following categories (which total $16,988,000) are 
68% of the amount requested in Cal Water’s Application for those categories ($24,811,000): flow meter 
replacement, pump replacement, hydro-pneumatic tank replacement, and control valve replacement.  See Tables 
2, 4, 7, and 8 in Attachment 10 for the specific amounts in each category. 

86 Under Cal Water’s control valve program, control valves would be replaced every 40 years, and preventative 
maintenance activities (overhaul) would be conducted every 5 years. 
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The Public Advocates Office opposed several replacement projects, stating that Cal 1 

Water failed to produce records of the ages of the valves and indicated that, without such 2 

information, it is impossible to assess the need for valve replacements based on Cal Water’s 3 

own criteria.  In addition, the Public Advocates Office questioned Cal Water’s ability to 4 

undertake the requested overhauls, recommending approval of only 135 control valve 5 

overhauls over the next three years, which is the three-year average for completed overhauls in 6 

2016-2018.  In rebuttal, Cal Water explained that these valves were acquired from systems 7 

without records regarding installation dates, but that the valves are of significant age based on 8 

the company’s own service records.  Cal Water also noted that the 2018 historic data for 9 

control valve overhauls did not reflect the final number of projects completed that year. 10 

RESOLUTION:  After weighing all the issues related to the control valve program, the 11 

Parties agree on a replacement rate between the Parties’ original positions, resulting in a 12 

company-wide average replacement that is 67% of Cal Water’s proposal, 87 and approval of 13 

overhauls company-wide that is 81% of Cal Water’s proposal.  The specific projects and costs 14 

for control valve replacements and overhauls agreed-upon in this Agreement are presented in 15 

Tables 8 and 9, respectively, in Attachment 10.  16 

References:  Exhibits CW-34, pp. 119-121; CW-35, pp.119-122 and 352-356; CW-36, 17 

pp.112-119 and 244-251; CW-37, pp.81-87 and 110-116; CW-41, pp.61-68 and 93-99; CW-45, 18 

pp.83-90 and 104-107; CW-46, pp.82-87 and 183-184; PA-02, pp. 117-128; CW-104, pp. 98-99. 19 

J. WATER QUALITY ANALYZERS (UNCONTESTED)  20 

The Parties agree on the water quality analyzers proposed in Cal Water’s Application. 21 

The specific water quality analyzer replacement projects and costs, adjusted for contingency, 22 

are presented in Table 10 of Attachment 10. 23 

References:  Exhibits CW-34, pp. 122-124; CW-104, p. 101. 24 

87 Collectively, the settled costs for the common plant in the following categories (which total $16,988,000) are 
68% of the amount requested in Cal Water’s Application for those categories ($24,811,000): flow meter 
replacement, pump replacement, hydro-pneumatic tank replacement, and control valve replacement.  See Tables 
2, 4, 7, and 8 in Attachment 10 for the specific amounts in each category.. 
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K. NON-SPECIFIC CAPITAL BUDGET (80% OF CAL WATER’S APPLICATION) 1 

ISSUE:  Cal Water proposed ”non-specific” capital budgets for its Customer Support 2 

Services (“CSS”) and each operating district using a methodology that projects future non-3 

specific capital spending based on spending from the previous five years (after outlier projects 4 

are removed).  Non-specific capital projects are reactive in nature and develop during any given 5 

year to respond to facility or equipment failures, to maintain normal business operations, or to 6 

address work items that came up during the year and could not have been anticipated when 7 

developing the Advance Capital Budget (“ACB”).  Once a GRC decision is adopted, any project 8 

opened that was not specifically approved by the Commission (as a “specific” ACB project) 9 

automatically defaults to the “non-specific budget” category.  (In the 2015 GRC, for example, 10 

each district had projects approved with specific PIDs for 2016, 2017, and 2018, and a non-11 

specific budget approved for each year.)   12 

Due to Cal Water exceeding the authorized non-specific capital budget in the past GRCs, 13 

the Public Advocates Office recommended that the Commission reduce Cal Water’s request for 14 

an annual non-specific budget by 65% until Cal Water develops a better budgeting 15 

methodology and clearer boundaries for the types of projects for which the budget is used.  16 

One area in particular with which the Public Advocates Office has concerns pertained to the use 17 

of non-specific budgets in land purchases.  In rebuttal, Cal Water noted that the Commission 18 

has the opportunity to review the merits of all completed capital projects during each GRC, 19 

including those funded with non-specific budgets. 20 

RESOLUTION:  After weighing all the issues related to the non-specific budgets, the 21 

Parties agree on an amount between the Parties’ original positions.  The Parties agree to an 22 

annual non-specific budgets of 80% of Cal Water’s original request, without any reporting 23 

requirements or cap.  In its next GRC, Cal Water must provide justifications demonstrating the 24 

reasonableness of capital projects that exceed the non-specific capital budget.    25 

Additionally, the Parties agree to the following pertaining to land purchases:  26 

 Land purchased using the “non-specific” budget will not be included in rates 27 
unless Cal Water provides a justification, and the Commission approves the 28 
inclusion.  If Cal Water demonstrates that a non-specific land purchase will be 29 
used for a capital project or other regulated service within 5 years from being 30 
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put into rates, Cal Water can request inclusion of that land in rates as “plant held 1 
for future use” (“PHFU”);   2 

 Regardless of whether a non-specific land purchase is allowed in rates, it will not 3 
be included in Cal Water’s forecasted non-specific budget requests; and 4 

 Land purchases over $1 million using the “non-specific” capital budget will be 5 
tracked separately and treated as “non-operating property.” Because land 6 
purchases over $1 million can considerably reduce the “non-specific” capital 7 
budget intended for other activities, Cal Water has the burden of carefully 8 
balancing its capital spending so that necessary “non-specific” capital projects 9 
can be completed within the authorized 3-year non-specific budget. 10 

The agreed-upon non-specific budgets broken out by district and year are presented in 11 

Table 11 of Attachment 10. 12 

References:  Exhibits CW-34C, pp. 135-138; PA-02, pp. 9-17; CW-104, pp. 108-118. 13 

L. WATER SUPPLY AND FACILITY MASTER PLANS (ADJUSTED SETTLEMENT) 14 

The Public Advocates Office generally agreed with the need for Cal Water’s proposed 15 

Water Supply and Facility Master Plan (“WS&FMP”) projects but identified that certain costs 16 

were double-counted in Cal Water’s proposal.  The costs that were accidentally included twice 17 

have been removed from the estimates.  The agreed-upon WS&FMP projects and associated 18 

revised costs are presented in Table 12 of Attachment 10. 19 

References:  Exhibits CW-104, pp. 132 20 

M. SUPPLY RELIABILITY STUDIES (ADJUSTED SETTLEMENT)  21 

ISSUE: In this GRC, Cal Water proposed the development of nine Supply Reliability 22 

Studies, serving three distinct geographic areas, that would provide an independent, detailed 23 

analysis of water supply reliability – the sufficiency of supply sources available to each area.  24 

The proposed studies focus on the operating districts most likely to face supply reliability 25 

challenges in the foreseeable future.  In making this determination, Cal Water considered the 26 

lack of supply diversity, the potential loss of existing groundwater and/or surface water supplies 27 

from ongoing regulatory processes or legislative actions, the presence or absence of a 28 
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wholesale provider with alternative water supplies, and high rates of expected population and 1 

development growth.   2 

Overall, the Public Advocates Office supported Cal Water’s approach, but recommended 3 

that funding for the King City and Salinas Reliability Studies be denied because the Potential 4 

Climate Change Impacts report and Cal Water’s WS&FMPs already serve the function of Cal 5 

Water’s proposed reliability studies.  In rebuttal, Cal Water emphasized the need for reliability 6 

studies in the Monterey Bay Area because of the severe impact of water quality issues in recent 7 

years, and discussed the limited value of the Potential Climate Change Impacts report for 8 

evaluating specific supply reliability needs and solutions. 9 

RESOLUTION:  The Parties agree that the Commission should approve the seven 10 

uncontested Supply Reliability Studies.  In addition, because the Salinas and King City serving 11 

areas are within a reasonable distance from each other, efficiencies can be gained from doing 12 

one combined study for both areas.  The Parties therefore agree to defer the King City study, 13 

and increase the project costs of the Salinas Reliability Study by 15%.  The agreed-upon Supply 14 

Reliability Studies, adjusted for contingency, are identified in the plant tables for the relevant 15 

districts and Table 13 of Attachment 10. 16 

References:  Exhibits CW-34C, pp. 83-87; PA-07C, pp. 58-59; CW-104, pp. 83-87. 17 

N. ADVANCED METERING INFRASTRUCTURE (AMI) (DISPUTED) 18 

ISSUE:  Cal Water proposed to install Advanced Metering Infrastructure (“AMI”) meters 19 

in parts of Bear Gulch, Los Altos, and the Redwood Valley areas.  The Public Advocates Office 20 

opposed the proposals.8821 

RESOLUTION:  These projects are contested and are being litigated in this case.  To the 22 

extent that the Commission denies Cal Water’s request for AMI.  However, the Parties agree 23 

that budgets for traditional meter replacement should be added to the budgets for those areas 24 

as shown in Table 14 of Attachment 10.  Specific meter replacement budgets are provided in 25 

the discussions of the relevant operating areas in the District Plant Chapter. 26 

88 While Table 14 suggests that the Public Advocates Office agreed with certain AMI projects proposed by Cal 
Water, corrections made on the stand to Exhibit PA-05 clarified that the Public Advocates Office does not support 
any AMI projects.  Tr. 868:22-26 and 869:6-9, 13-18 (Menda/Cal Advocates). 
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O. METER REPLACEMENTS (UNCONTESTED)  1 

The Parties agree on the meter replacements proposed in Cal Water’s Application. The 2 

specific meter replacement projects and costs are presented in Table 15 of Attachment 10. 3 

References:  Exhibits CW-34C, pp. 73-74; CW-104, p. 75-76, 151-152. 4 

P. TANK RETROFITS  5 

The Parties address certain tank retrofits projects proposed in Cal Water’s Application in 6 

Chapter 15 (District Plant).  The specific tank retrofit projects and costs, adjusted for 7 

contingency, are presented in Table 16 of Attachment 10 for reference purposes only. 8 

References:  Exhibits CW-34C, pp. 131-134; CW-104, pp. 107, 172. 9 

Q. CATHODIC PROTECTION (UNCONTESTED)  10 

The Parties agree on the cathodic protection projects proposed in Cal Water’s 11 

Application.  The specific cathodic protection projects and costs, adjusted for contingency, are 12 

presented in Table 17 of Attachment 10. 13 

References:  Exhibits CW-34C, pp. 107-112; CW-104, pp. 92, 165. 14 

15 
16 
17 

[END OF CHAPTER] 18 
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CHAPTER 14:  CSS AND RANCHO DOMINGUEZ PLANT 1 

A. INTRODUCTION 2 

Cal Water owns and operates separate water systems in 21 ratemaking areas (24 3 

operating districts) across the State of California.  CSS includes the centralized departments that 4 

serve all districts from Cal Water’s San Jose headquarters including accounting, engineering, 5 

customer services, water quality, finance, legal, rates, human resources, conservation, safety, 6 

and others.  Cal Water’s Torrance office (Rancho Dominguez or “RDOM”) includes accounting, 7 

engineering and customer services.  The different departments have collective knowledge and 8 

experience in all aspects of utility operations, which allows for innovative solutions to be 9 

applied to all districts.  In this GRC, Cal Water provided justification for capital projects in these 10 

departments and facilities which will be shared by all districts.   11 

In its report, the Public Advocates Office recommended disallowance, adjustment, or 12 

completion of initial project phases before authorization of later phases, or advice letter 13 

treatment, where appropriate.  14 

A comprehensive discussion of the disputed capital projects the Parties agree to retain 15 

or where scope has been reduced is discussed below.  The Parties agree to exclude some 16 

capital projects proposed in the Application from the revenue requirements for 2020-2022.  17 

These excluded projects consist of those that Cal Water cancelled as well as those the Parties 18 

agree to exclude at this time.  The exclusion of these projects does not prevent Cal Water from 19 

proposing them in a subsequent GRC application.  Additionally, as part of the overall 20 

Agreement, Cal Water agreed to remove all contingencies from ACB project cost estimates in 21 

CSS and Rancho Dominguez.  A list of all projects proposed in Cal Water’s Application, and the 22 

corresponding costs agreed-upon in this Agreement, is in Attachment 11. 23 

References:  Exhibits CW-02, pp. 82-87; CW-16; CW-38C; PA-12, pp. 8-22; CW-104, pp. 24 

6-52. 25 
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B. CSS: A DISCUSSION OF CERTAIN PROJECTS 1 

1. 99464 Procure Asset Refurbishment and Replacement System, 99469 2 
Enterprise Asset Management (EAM) Modeling Application 3 

4 

ISSUE:  Cal Water is developing an Asset Management program to help manage their 5 

assets and costs. Cal Water’s Asset Management Program has two primary applications, GIS 6 

and Maximo. These two applications need to interact with one another forming a complete 7 

Asset Registry (underground assets in GIS and above ground assets in Maximo) and are 8 

foundational to the ultimate goal of Hydraulic Modeling (PID 118112) which provides value to 9 

serving customers, such as timely emergency response, water quality management, and fire 10 

flow analysis. 11 

In its report, the Public Advocates Office recommended the removal of projects 99464 12 

and 99469, respectively, from the 2018 Test Year CSS plant total because the scope of work to 13 

purchase, design, build, and test needed to implement a water system modeling application 14 

was not completed with these projects as promised in the 2015 GRC and instead are being 15 

requested again as a separate project. 16 

RESOLUTION:  The Parties agree to retain the projects at the full amount proposed in Cal 17 

Water’s application because Cal Water has completed part of the initial phases as scoped in the 18 

2015 GRC settlement, and when the projects are completed in their entirety, there will be 19 

benefits, such as those mentioned above, to customers. 20 

References:  Exhibits CW-16, Attachment I, pp. 10-11; PA-12, pp. 11-12; CW-104, pp. 41-21 

43.22 

2. 116896 Construction Specification Institute Technical Specs 23 

24 
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ISSUE:  The capital delivery internal technical specifications used to design and construct 1 

major infrastructure projects are not industry-standardized to allow for consistency, uniformity, 2 

and efficient auditing for updates.  Cal Water’s strategy in implementing standardized technical 3 

construction specifications for the major water infrastructure asset types (i.e. pump stations, 4 

wells, pipelines, large reservoirs, etc.) is a phased approach that was started by developing a 5 

standardized “CSI MasterFormat” booster pump station upgrade technical specification.  This 6 

proposed project would support continuing the strategy of implementing standardized 7 

technical specifications for other major asset types in addition to the booster station upgrade 8 

specification. 9 

In its report, the Public Advocates Office recommended the Commission deny Cal 10 

Water’s request, and instead recommended that Cal Water only be allowed to implement this 11 

project in a phased approach, project-by-project and bid-by-bid, with no capital cost required.   12 

Cal Water clarified in its rebuttal that a consultant would be hired to update the 13 

specifications and make a one-time update, which is more economical than having 14 

specifications developed on a project-by-project basis. 15 

RESOLUTION:  The Parties agree to retain the project at the full amount proposed in Cal 16 

Water’s Application, adjusted for contingency. 17 

References:  Exhibits CW-38C, pp. 742-745; PA-12, p. 16; CW-104, pp. 19-20. 18 

3. 115624 EAM Workforce Integration (IT Project) 19 

20 

ISSUE:  Cal Water seeks to continue deploying and enhancing technology to build upon 21 

Enterprise Asset Management (“EAM”) capabilities and life-cycle management of its $2.6 billion 22 

in utility infrastructure.  To achieve EAM growth and maturity, deployment of tools in the form 23 

of mobile technology and integrated systems is required to efficiently collect and accumulate 24 

the information against an asset hierarchy to enhance risk and lowest-life-cycle cost decisions.  25 

As such, in the 2018 GRC, Cal Water proposed approximately $3.7 million in funding for this 26 

project.  27 
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In its report, the Public Advocates Office recommended the project be disallowed in its 1 

entirety because Cal Water neither showed that the KloudGin-based EAM Workforce 2 

Integration results in productivity savings, nor quantified any productivity increases, justifying 3 

the project.  The Public Advocates Office stated that demonstration and confirmation of the 4 

improved productivity for existing and projected employee use is required before additional 5 

funding should be authorized.   6 

In rebuttal, Cal Water provided additional information about work force efficiencies. 7 

RESOLUTION:  The Parties agree to retain the project and to reduce the direct cost 8 

originally requested from $3,672,943 to $2,816,704. 9 

References:  Exhibits CW-38C, pp. 296-305; PA-12, pp. 22-23; CW-104, p. 29-32. 10 

4. 116566 Person-Down Radio Solution 11 

12 

ISSUE:  Cal Water must provide an uninterruptible communication medium for use 13 

during emergencies for all field personnel.  Cal Water determined that a key component for the 14 

safety program is to ensure the safety for those working alone.  There is also a lone worker 15 

requirement mandated by the Occupational Safety Health Administration (“OSHA”).  Acquiring 16 

a “Person-is-Down” solution using handheld radios or other devices across the Company’s 21 17 

ratemaking areas (three hundred and forty-two field personnel) ensures that emergency 18 

response is dispatched in the event of an emergency.  19 

In its report, the Public Advocates Office did not oppose this project.  In subsequent 20 

discussions, Cal Water indicated that it could refine the scope of the project while still 21 

maintaining the safety of those working alone. 22 

RESOLUTION:  The Parties agree to reduce the direct cost originally requested from 23 

$1,733,531 to $1,212,301. 24 

References:  Exhibit CW-38C, pp. 155-157. 25 
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5. 115391 Enterprise Content Management (IT Project) 1 

2 

ISSUE:  Cal Water’s IT Department currently supports several tools, applications, and 3 

data folder structures for employees to share and manage their documents.  Supporting these 4 

multiple tools has proven to be expensive and challenging.  Cal Water is seeking to minimize its 5 

support costs while having a tool that is capable of meeting business requirements.  For 6 

document management, it was determined that SharePoint could meet the Company’s 7 

business requirements if it were designed and configured accordingly.  8 

In its report, the Public Advocates Office recommended denying this project and limiting 9 

spending to the projects Phase 1, completed in 2018.  The Public Advocates Office stated that 10 

Cal Water should not undertake such a costly project without first fully identifying the benefits 11 

and savings the project could bring to the Company and the ratepayers.  The Public Advocates 12 

Office asserted that Cal Water failed to provide specific benefits from the implementation of 13 

Phase 1.  The benefits of such extensive document management have also not been proven, 14 

and Cal Water’s argument that it will be able to see the value in this large endeavor only after 15 

completing the entire program is not reasonable. 16 

In rebuttal, Cal Water described how SharePoint is part of the Company’s Integrated 17 

Technology Master Plan and is needed to meet the business needs of multiple districts and 18 

departments. 19 

RESOLUTION:  The Parties agree to retain the project at the full amount proposed in Cal 20 

Water’s Application, adjusted for contingency. 21 

References:  Exhibits CW-38C, pp. 236-242; PA-12, p. 18-19; CW-104, p. 25-27. 22 

6. 118112 Hydraulic Model Build (IT Project) 23 

24 

ISSUE:  Cal Water uses hydraulic models for many of its engineering and operations 25 

decision-making processes.  Cal Water needs to rebuild its model library in order to have 26 

hydraulic models that accurately reflect current infrastructure, operations, controls, and 27 
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demands. System demand, pump curve, and pump energy data are not currently captured 1 

within GIS and must be located and populated using other sources.  In its Application, Cal Water 2 

proposed to proactively rebuild the models using a consistent software platform and set of 3 

standards, templates, and automation scripts.  The age of the existing models since the last 4 

substantial update (~>10 years) is beyond the American Water Works Association’s 5 

recommended updating schedule.  The model must be calibrated to recent data appropriate to 6 

the model’s intended use so that real-world conditions are accurately represented.  7 

In its report, the Public Advocates Office recommended that the Commission deny Cal 8 

Water’s request because it is not cost effective to create such a large number of hydraulic 9 

models at one time, or without having specific district-level projects identified that require use 10 

of a district hydraulic model.  The Commission should require Cal Water to rely on the 11 

information already being populated in the GIS databases through other IT projects, and create 12 

new district hydraulic models only on an as-needed basis.  13 

RESOLUTION:  Cal Water agreed to only update the Bakersfield District Model, and to 14 

reduce the direct cost of the project from $1,346,784 to $270,801. 15 

References:  Exhibits CW-38C, pp. 412-435; PA-12, pp. 16-18; CW-104, pp. 11-16.16 

7. 115462 Integrated Work and Workforce Management (IT Project) 17 

18 

ISSUE:  Cal Water implemented an integrated mobile solution for Field Service 19 

management in June 2015 to automate the dispatch, scheduling, and work order execution for 20 

field activities generated from the Company’s Customer Care and Billing System (“CC&B”) to 21 

eight of the 24 operating districts.  The funding provided in the 2015 GRC allowed the Company 22 

to complete expanding the mobile Field Service Management (“FSM”) system to three 23 

additional districts,89 incorporate valve maintenance functionality, and establish an enterprise 24 

integration architecture.  25 

89 The three additional operating districts are Bear Gulch, Livermore, and Salinas. 
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In its report, the Public Advocates Office recommended that the requested funds for the 1 

project be disallowed.  The Public Advocates Office stated that the Commission should not 2 

authorize funds for this or any other future phases of this project until the benefits from the 3 

first phase are quantified and the Commission is able to review the cost/benefit of this 4 

integrated work and workforce management project to determine if it is justified.    5 

In rebuttal, Cal Water stated that statistical comparison of workforce efficiency before 6 

and after the implementation of FSM to these three districts yielded measurable increases of 7 

over 30%.  Cal Water is in the process of completing the expansion of FMS to include Cross-8 

Connection Control field work activities and is expecting similar productivity increases.   9 

RESOLUTION:  The Parties agree to retain the project at the full amount proposed in Cal 10 

Water’s Application, adjusted for contingency. 11 

References:  Exhibits CW-38C, pp. 243-251; PA-12, pp. 21-22; CW-104, pp. 27-29. 12 

8. 115784, 115786, 115787 – Vehicle Replacement Program 13 

Please refer to the Vehicle Replacement section of Chapter 13 (Common Plant Issues). 14 

9. 118071 and 118092 – Vehicle Complement 15 

Please refer to the Payroll section of Chapter 9 (CSS and District Expenses). 16 

10. 118091 Replace Network Switches and Routers in 2021 17 

18 

ISSUE:  Ensuring operational support is challenging with outdated/antiquated hardware 19 

or systems.  Network devices must be refreshed every three to four years to maintain optimum 20 

operational support, integrity, reliability, and availability.  Hardware that supports network 21 

communications must also be kept current using the latest technology so that continuous 22 

support is maintained.  Accordingly, Cal Water $367,701 in total costs to replace network 23 

switches and routers in year 2021.  24 
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In Table 2-B of its report, the Public Advocates Office recommended a reduced budget, 1 

but did not include an explanation for the decrease.   2 

RESOLUTION:  The Public Advocates Office inadvertently reduced PID 118901, and 3 

agrees to retain the project at a direct cost of $320,106.  4 

References:  Exhibits CW-38C, pp. 33-39; PA-12, p. 6; CW-104, pp. 36-37. 5 

C. RANCHO DOMINGUEZ PROJECTS 6 

There is no dispute regarding the Rancho Dominguez capital projects with the exception 7 

that, as part of the overall Agreement, Cal Water agreed to remove all contingencies from ACB 8 

project cost estimates in Rancho Dominguez.  A list of all projects proposed in Cal Water’s 9 

Application, and the corresponding costs agreed-upon in this Agreement, is in Attachment 11. 10 

11 
12 

[END OF CHAPTER] 13 
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CHAPTER 15:  DISTRICT PLANT 1 

Note that there is no “district plant” section for the following operating districts:  2 

Antelope Valley, Chico, Hermosa-Redondo, King City, Livermore, Selma, and Westlake. 3 

A. BAYSHORE:  DISCUSSION OF CERTAIN PROJECTS 4 

1. ADVICE LETTER PROJECTS 5 

a) 60861 – Mid-Peninsula 115 – New 0.5 MG Tank 6 

ISSUE:  Approved as an advice letter project in the 2015 GRC, this project is for the 7 

design and construction of a storage tank at Station 115.90  The proposed tank would serve 8 

customers in Zones 550 and 217 during normal operations, and provide supply in lower 9 

pressure zones during emergency events.   10 

In this proceeding, Cal Water explained that the project underwent several design 11 

concept changes to meet the needs of the city council and nearby residents, causing both delay 12 

and an increase in the estimated costs to complete the project.  Cal Water therefore requested 13 

an $89,507 increase to the $1 million cap, and Commission authorization to complete the 14 

project in the upcoming GRC cycle.  The Public Advocates Office did not oppose this request.  15 

Cal Water noted in rebuttal that advice letter treatment for this project could be considered. 16 

RESOLUTION:  Due to continued project delays, the Parties agree that Cal Water should 17 

be authorized to complete this project as an advice letter project, with a final total capital cap 18 

of $1,089,507.9119 

References: Exhibits CW-12, Attachment C, pp. 15-16; CW-103, pp. 37-38. 20 

b) 61972 – Purchase Land for San Mateo Well 21 

ISSUE:  The purchase of property for a new well in the San Mateo area was approved as 22 

an advice letter project in Cal Water’s 2015 GRC.92  In this proceeding, Cal Water indicated that 23 

more time was needed to identify and perform due diligence on additional properties because 24 

90 D.16-12-042, Exhibit A (Settlement Agreement), p. 202. 

91 This total cap includes all relevant cost components, and is not subject to any increase by indirect cost factors.  

92 D.16-12-042, Exhibit A (Settlement Agreement), p. 202. 
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previous parcels of land did not work out.  Cal Water therefore sought Commission authority to 1 

purchase land in the upcoming GRC cycle, with no change in the cost cap.  The Public Advocates 2 

Office did not oppose this request.  Cal Water noted in rebuttal that advice letter treatment for 3 

this project could be considered. 4 

RESOLUTION:  The Parties agree that Cal Water to adopt this project as an advice letter 5 

project with a final total cap of $921,000.936 

References:  Exhibits CW-12, Attachment C, pp. 17-19; CW-103, pp. 37-38. 7 

2. 2018 NON-SPECIFIC BUDGET 8 

2018 Non-Specific Budgets (Direct + CWIP Costs) 

District 
CWS 

Application 
Cal Advocates Settlement Difference Comments 

Bear Gulch $2,754,564 $2,284,130 $2,287,062 $467,502 Overhead and 
IDC/AFUDC to be 
applied to Direct 

Costs 

Los Altos $4,426,153 $3,363,458 $3,594,219 $831,934 

Redwood Valley $319,867 $245,912 $158,831 $161,036 

Bayshore $4,812,004 $2,049,072 $3,163,266 $1,648,738 

Total $12,312,588 $7,942,572 $9,203,378 $3,109,210 

9 
ISSUE:  In its Application, Cal Water included in its proposed revenue requirements 10 

certain “non-specific” carryover projects that would be completed in 2018.  These projects are 11 

considered to be funded by the “non-specific” budget because the projects had not been 12 

previously approved by the Commission.   13 

The Public Advocates Office recommended the disallowance of several 2018 “non-14 

specific” projects in the Bayshore, Bear Gulch, Los Altos, and Redwood Valley operating areas.  15 

The Public Advocates Office did not take a position on the need for individual projects, but 16 

indicated that the costs of the projects should have been covered by the non-specific budgets 17 

already authorized for 2018. 18 

RESOLUTION:  For the purposes of reaching settlement, the Parties agree on non-19 

specific capital costs for 2018 for the Bayshore, Bear Gulch, Los Altos, and the Redwood Valley 20 

areas that are between those originally proposed by the Parties.  For each district, the 21 

93 This total cap includes all relevant cost components, and is not subject to any increase by indirect cost factors.   
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adjustment identified in the table above was made to the 2018 Non-Specific Budget line item 1 

(labeled “NON-SP”), as shown in the carryover project table for each district in Attachment 2 

12.94  (The resulting 2018 non-specific budgets reflects only direct costs and CWIP costs; to 3 

calculate the total 2018 non-specific budget for each operating area, overhead and IDC/AFUDC 4 

must be applied to the direct costs.) 5 

References:  Exhibits PA-5, pp. 26-28, 58-59, 79-80, 99-100; CW-105, pp. 70-71, 96-97; 6 

CW-106, pp. 171-172, 511-512.7 

B. BAKERSFIELD:  DISCUSSION OF CERTAIN SPECIFIC PROJECTS 8 

1. SPECIFIC ACB PROJECTS 9 

a) 114580, 114599, & 114600 – Replace Poly Pipe Services 10 

11 
PID Description CWS Application Cal Advocates Settlement 

114580 Replace Poly Pipe Services $ 629,751 $ 427,183 $ 491,260 

114599 Replace Poly Pipe Services $ 645,495 $ 437,860 $ 526,427 

114600 Replace Poly Pipe Services $ 661,332 $ 448,806 $ 539,587 

12 
ISSUE: Cal Water proposed to replace 50 problematic polyethylene service connections 13 

per year with copper service connections in Zones 780, 930, and 1000 in its Bakersfield District, 14 

on a programmatic basis, in an effort to reduce emergency call outs and costly repairs, and to 15 

ensure reliability for its customers.  Cal Water stated that polyethylene pipe service 16 

connections require frequent emergency repair in Zones 780, 930, and 1000 due to irregular 17 

soil conditions and piping material degradation. 18 

The Public Advocates Office did not oppose the need for the programmatic approach, 19 

but questioned Cal Water’s ability to accomplish the scope of work.  Instead, the Public 20 

Advocates Office recommended a reduced amount of 37 service connections per year, given 21 

94 The 2018 budget for non-specifics agreed-upon in this proceeding consist of projects with PID numbers, as well 
as the dollars associated with the “2018 Non-Specific” budget approved in the last rate case (which appears as 
“NON-SP” in the “PID” column in the Attachment 12 carryover tables).  Because all adjustments for a district were 
made to one row, to the extent the agreed-upon adjustment exceeds the original “NON-SP” dollar amount, the 
settled amount will be a negative number. 
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that Cal Water has replaced approximately 185 service connections over the past five years on 1 

an emergency basis, resulting in an average of 37 service connections per year. 2 

RESOLUTION:  The Parties agree that a replacement rate of 37 service connections per 3 

year was both feasible and satisfactory to begin addressing reliability issues in pressure zones 4 

780, 930, and 1000.  The Parties also agree that the service lines will be replaced with copper 5 

service lines. 6 

References:  Exhibits CW-36C, pp. 198-200; PA-04C, pp. 18-20; CW-105C, pp. 21. 7 

2. ADVICE LETTER PROJECTS 8 

a) 114404 – Arsenic Treatment for Station 224 9 

ISSUE:  Cal Water recently drilled a new well in Bakersfield at Station 224 (BK 224-01) 10 

under PID 99820.  Initial water quality test results indicate the well has elevated levels of 11 

arsenic just under the maximum contaminant level (MCL) of 10 μg/L.  Cal Water proposed to 12 

install an arsenic treatment on-site to ensure Well 224-01 is in compliance with the arsenic 13 

MCL. 14 

The Public Advocates Office recommended denying Cal Water’s request because the 15 

water quality test results show that arsenic levels are below both the MCL of 10 μg/L, and Cal 16 

Water’s internal action level of 8 μg/L.  The Public Advocates Office highlighted that compliance 17 

with the arsenic MCL is determined by a running annual average of quarterly samples, and Cal 18 

Water has not completed four consecutive quarters of monitoring for arsenic at Well 224-01.  19 

The Public Advocates Office recommended that Cal Water complete at least one full year, or 20 

four consecutive quarters, of water quality monitoring for arsenic to determine the annual 21 

average before requesting arsenic treatment at Well 224-01. 22 

RESOLUTION:  The Parties agree that, due to uncertainties in project schedule and 23 

scope, the Commission should authorize this project as an advice letter project if Cal Water 24 

demonstrates that the results of its water quality monitoring demonstrate a need for treatment 25 

where the levels of arsenic exceed the arsenic MCL as set forth in Title 22, California Code of 26 

Regulations (“CCR”), Section 64432.  For instance, if the running annual average of quarterly 27 

arsenic samples is above 10 μg/L, this exceeds the MCL, and if Cal Water takes more than one 28 
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arsenic sample in a quarter, the average of all the results for that quarter shall be used when 1 

calculating the running annual average.  If this condition is met, Cal Water should be authorized 2 

to file a Tier 2 advice letter for a rate base offset when the project is used and useful, with cost 3 

recovery up to the final adopted cap.  The final cap will be calculated by applying the adopted 4 

capitalized financing costs to the project cost of $1,743,405 (reflecting direct costs and 5 

overhead costs), which will be increased by the IDC/AFUDC rate adopted in this proceeding.956 

References:  Exhibits CW-36C, pp. 151-171; PA-04C, pp. 9-10; CW-105C, pp.  33-35. 7 

b) 118062 – Arsenic Treatment 8 

ISSUE:  Cal Water recently drilled a new well in Bakersfield at Station 225 (BK 225-01) 9 

under PID 99821.  Initial water quality test results indicate the well has elevated levels of 10 

arsenic above half of the MCL of 10 μg/L.  Cal Water proposed to install an arsenic treatment 11 

on-site to ensure that Well 225-01 is in compliance with the arsenic MCL. 12 

The Public Advocates Office recommended denying Cal Water’s request because the 13 

test results show that arsenic levels are below both the MCL of 10 μg/L, and Cal Water’s 14 

internal action level of 8 μg/L.  The Public Advocates Office highlighted that compliance with 15 

the arsenic MCL is determined by a running annual average, and noted that Cal Water has not 16 

completed four consecutive quarters of monitoring for arsenic at Well 225-01.  The Public 17 

Advocates Office recommended that Cal Water complete at least one full year, or four 18 

consecutive quarters, of water quality monitoring for arsenic to determine the annual average 19 

before requesting arsenic treatment at Well 225-01. 20 

RESOLUTION:  The Parties agree that, due to uncertainties in project schedule and 21 

scope, the Commission should authorize this project as an advice letter project if Cal Water 22 

demonstrates that the results of from its water quality monitoring exceed the arsenic MCL as 23 

set forth in Title 22, CCR, Section 64432.  For instance, if the running annual average of 24 

quarterly arsenic samples is above 10 μg/L, the MCL is exceeded, and if Cal Water takes more 25 

than one arsenic sample in a quarter, the average of all the results for that quarter shall be 26 

used when calculating the running annual average.  If this contingency is met, Cal Water should 27 

95 For ALs proposed as ACB in this 2018 GRC, the methodology for calculating the total capital cost cap is described 
in Chapter 12 (General Capital Issues).   
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be authorized to file a Tier 2 advice letter for a “rate base offset” when Cal Water can 1 

demonstrate the project is used and useful, with cost recovery up to the final adopted cap.  The 2 

final cap will be calculated by applying the adopted capitalized financing costs to the project 3 

cost of $1,239,606 (reflecting direct costs and overhead costs), which will be increased by the 4 

IDC/AFUDC rate adopted in this proceeding.965 

References:  Exhibits CW-36C, pp. 172-190; PA-04C, pp. 11-12; CW-105C, pp. 35-36. 6 

c) 98348 – New Well Addition – BK North Garden #1  7 

ISSUE:  Approved as an advice letter project in the 2015 GRC,97 the scope of this project 8 

is to perform the design, drilling, development, and equipping of a new permanent 9 

groundwater supply well.98  In this proceeding, Cal Water requested an extension, citing that 10 

the project had been delayed due to the unavailability of a suitable property, and that an 11 

assessment of existing properties found them unsatisfactory.  The Public Advocates Office did 12 

not object to the continued need for the project, but did recommend against it as a plant 13 

addition, asserting that since the project was originally approved as an advice letter project, it 14 

was most appropriate for the cost of the project to be recovered through the advice letter 15 

process. 16 

RESOLUTION:  After exchanging information, the Parties agree to treat this project as an 17 

advice letter project according the terms specified in the 2015 GRC settlement with a final total 18 

cap of $2,909,099.99  This project’s cost will be booked to plant held for future use (“PHFU”) 19 

until lot fees representing at least 85% of the cost of the project are collected and recorded to 20 

offset the cost of the asset.  However, if after the well has been in service for 5 years and 21 

revenue collected from lot fees does not meet 85% threshold amount, Cal Water will remove 22 

from rate base the amount of the asset that is not covered by collected lot fees.100  Also, Cal 23 

96 For ALs proposed as ACB in this 2018 GRC, the methodology for calculating the total capital cost cap is described 
in Chapter 12 (General Capital Issues).   

97 D.16-12-047, Exhibit A (Settlement Agreement), pp. 181-182. 

98 A.15-07-015, Exhibit CW-36 (Bakersfield Project Justification), pp. 571-577. 

99 This total cap includes all relevant cost components, and is not subject to any increase by indirect cost factors.  

100 D.16-12-042, Exhibit A (Settlement Agreement), pp. 181-182. 
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Water will provide a full accounting of this well asset, including the associated costs and lot fees 1 

collected to offset the cost of this well.1012 

References:  Exhibits CW-13, Attachment C, p. 15; PA-04, pp. 39-40; CW-103, p. 37. 3 

C. BEAR GULCH:  DISCUSSION OF CERTAIN SPECIFIC PROJECTS 4 

1. SPECIFIC ACB PROJECTS 5 

a) 114644 –AMI vs. Traditional Meters 6 

ISSUE:  Cal Water proposed to install 2,566 Advanced Metering Infrastructure (“AMI”) 7 

meters (PID 114644) to replace all meters in its Portola Valley, Skyline and Los Trancos systems.  8 

The Public Advocates Office opposed Cal Water’s request until the results of the AMI pilot in 9 

the Dominguez District become available and the Commission determines that AMI is cost 10 

effective and able to achieve its intended goals (e.g., leak detection).  The Town of Portola 11 

Valley (as an intervenor) supported Cal Water’s proposal in the Bear Gulch District.    12 

RESOLUTION:  The Parties have not reached an agreement and this issue was litigated in 13 

briefs.  To the extent that the Commission denies Cal Water’s request for AMI, Cal Water and 14 

the Public Advocates Office agree that the following direct costs for traditional meter 15 

replacement in Bear Gulch should be added in this GRC cycle in order to comply with the 16 

requirements of the Commission’s General Order 103-A: 17 

Bear Gulch 
Traditional Meters

Direct Cost 

No. of Annual Meter Replacements 866

BGD0900 for 2019  $ 213,064 

BGD0900 for 2020  $ 218,391 

BGD0900 for 2021  $ 223,851 

18 
Note: Agreement on this issue does not in any way represent a change in the Parties’ 19 

positions on this litigated issue. 20 

b) 115586 – Algal Treatment Study 21 

22 
PID Description CWS Application Cal Advocates Settlement 

101 D.16-12-042, Exhibit A (Settlement Agreement), pp. 182. 
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115586 Algal Treatment Study - BG $ 112,755 $ 10,763 $ 11,788 

1 
ISSUE:  Cal Water proposed a detailed study for the design of a combined treatment 2 

system that could remove both algal toxins and T&O compounds from Bear Gulch District’s 3 

surface water source.  In addition to the proposed design study, Cal Water’s proposal included 4 

algal speciation study and bench scale testing of the recommended treatment technology. 5 

The Public Advocates Office stated that the Commission should authorize funding for Cal 6 

Water to conduct water quality testing to, better characterize the timeframes for algal related 7 

challenges and to confirm the presence of Cryptosporidium classifications related to the 8 

influent water for the Bear Gulch District.  Furthermore, the Public Advocates Office asserted 9 

that additional treatment is not necessary because the existing free chlorine treatment should 10 

be adequate for low levels of microcystins.  The Public Advocates Office recommended that Cal 11 

Water develop a cyanotoxin management plan consistent with U.S. Environmental Protection 12 

Agency (“EPA”) recommendations. 13 

RESOLUTION:  The Parties agree to include the requested direct project cost budget of 14 

$11,788 for an algal speciation study and to defer the design study to a later date when the 15 

cyanotoxin maximum contaminant level (“MCL”) is more defined.  The Parties agree that the 16 

development of the MCL would likely fall outside of the timeframe of the current GRC, but that 17 

it is prudent to have provisions to characterize what species of cyanobacteria might pose a risk 18 

to customers in Bear Gulch.  Therefore, Cal Water agrees to explore developing a cyanotoxin 19 

management plan.   20 

References:  Exhibits CW-37C, pp. 163-203; PA-05, pp. 48-52; CW-105C, pp. 89-90. 21 

2. ADVICE LETTER PROJECTS 22 

a) 114684 – Station 49 New Well in the Low Zone 23 

ISSUE:  In its Application, Cal Water requested construction of a new well in the low 24 

zone of the district, explaining that the Bear Gulch lacks alternative water sources that could 25 

protect customers from dramatic increases in purchased water costs, and emergency 26 

shutdowns from the San Francisco Public Utilities Commission.  The Public Advocates Office 27 

performed an assessment of Cal Water’s supply needs in this district and found the Individual 28 
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Supply Guarantee sufficient to meet demand in Bear Gulch.  The Public Advocates Office 1 

recommended the Commission remove the cost of the land for the well (PID 97750, discussed 2 

below) from 2017 recorded plant additions and deny the proposed well project.  The Public 3 

Advocates Office also noted that, at a minimum, the Commission should hold Cal Water 4 

accountable to the results of the Water Supply Reliability study demonstrating the need for this 5 

project prior to authorization. 6 

RESOLUTION:  The Parties agree to treat this project as an advice letter project, with a 7 

cap of $4,336,023 (reflecting direct costs and overhead costs), which will be increased by the 8 

Commission’s adopted IDC/AFUDC,102 subject to the following:   9 

 Cal Water may commence the project in accordance with the terms of the 10 
project proposal submitted in the Application if the 2020 Supply Reliability 11 
Study determines that the Bear Gulch District will face water supply reliability 12 
challenges within the next three GRC cycles, and the Station 49 well project 13 
proposed in the 2018 GRC Application is identified as the lowest-cost supply 14 
alternative in the that study. 15 

 If the Station 49 well project is not identified as the lowest-cost supply  16 
alternative in the 2020 Supply Reliability Study Reliability Study, Cal Water 17 
may propose an alternative project in the next GRC where it can be reviewed 18 
for reasonableness. 19 

References:  Exhibits CW-37, pp. 240-275; PA-05, pp. 37- 39; CW-105, pp. 88-89. 20 

b) 97750 – Purchase Property in the Low Zone 21 

ISSUE:  Originally proposed in Cal Water’s last GRC, this project was to work with a 22 

hydrogeologist and purchase land in the low zone for construction of a well.  Cal Water agreed 23 

to defer this project in the 2015 GRC Settlement.  Cal Water continued looking for well sites, 24 

however, and found suitable land that was purchased for $1,040,217 in 2017.  In this 2018 GRC, 25 

the property was included it in the 2018 beginning plant balance. 26 

As discussed above, the Public Advocates Office did not agree that additional supply was 27 

needed, recommending that the well proposed as PID 114684 be rejected in this case, and that 28 

the purchased property be removed from the 2018 beginning plant balance. 29 

102 For ALs proposed as ACB in this 2018 GRC, the methodology for calculating the total capital cost cap is 
described in Chapter 12 (General Capital Issues). 
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RESOLUTION:  The Parties agree that, if the conditions allowing the construction of the 1 

well (PID 114684), above, are met and the well is completed, the property purchased as PID 2 

97750 can be treated as an advice letter with a final total cost cap of $1,040,218.103  Cal Water 3 

is not precluded from requesting use of this property for other purposes in a subsequent GRC. 4 

References: Exhibits CW-14, Attachment C, p. 36; PA-05, pp. 38-39. 5 

c) 117532– Bear Gulch Dam Modifications 6 

ISSUE:  The Division of Safety of Dams (“DSOD”) completed a geotechnical analysis of 7 

Bear Gulch Dam’s stability.  DSOD determined that the Bear Gulch reservoir dam needs 8 

significant improvements to restore the reservoir to its intended operating levels.  The 9 

improvements include improving the safety of the dam during a seismic event by reinforcing 10 

the dam with fill material, upgrading the emergency spillway, and enlarging the reservoir.  Cal 11 

Water proposed a series of projects to accomplish this complex task.  The first phase of the 12 

overall project (PID 65249), was approved in the 2012 GRC (D.14-08-011) for pre-design, 13 

economic feasibility, and environmental impact assessment.  In this 2018 GRC, Cal Water 14 

proposed PID 117532 as a 2021 plant addition, with a scope that completes the dam design.   15 

The Public Advocates Office did not oppose the merits of the project but instead argued 16 

that Cal Water’s anticipated first phase of the overall project (PID 65249), would not be 17 

completed until 2020, and it is uncertain if Cal Water could complete the second phase of the 18 

project (PID 117532) by 2021.  19 

RESOLUTION:  Due to uncertainties in project schedule and scope, the Parties agree to 20 

treat the project as an advice letter project, with a cap of $2,340,163 (includes direct costs and 21 

overhead costs) that will be increased by the IDC/AFUDC rate adopted in this proceeding.10422 

References:  Exhibits CW-37C, pp. 342-359; PA-05, pp. 47; CW-105C, pp. 93-94. 23 

3. 2018 NON-SPECIFIC BUDGET 24 

See the discussion in the “2018 Non-Specific Budget” section for the Bayshore Area. 25 

103 This total cap reflects the final cost of the purchased land.  

104 For ALs proposed as ACB in this 2018 GRC, the methodology for calculating the total capital cost cap is 
described in Chapter 12 (General Capital Issues).   
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D. DIXON: DISCUSSION OF CERTAIN SPECIFIC PROJECTS 1 

1. SPECIFIC ACB PROJECTS 2 

a) 61955 – Station 4 Well 3 

ISSUE: Cal Water was authorized in its last GRC to construct a well at Dixon Station 4 4 

(PID 61955) as an advice letter project with a total capital cap of $2,602,060.105  Cal Water 5 

anticipated completing the well in 2019 and recovering the costs of the well (up to the capped 6 

amount) through a rate base offset requested via a Tier 2 advice letter. Cal Water also 7 

forecasted an additional cost for the well of $1,038,838 (above the $2,602,060 cap).  In its 8 

Application, Cal Water therefore did not include the $2.6 million capped costs of the project, 9 

which had been previously authorized, but did include a request that the overage of $1,038,838 10 

be included as a plant addition.   11 

The Public Advocates Office disagreed with Cal Water’s proposal to include the 12 

additional cost of the project in forecasted plant balance, stating that there was too much 13 

uncertainty as to when the project would be completed.  Additionally, the Public Advocates 14 

Office stated that the adoption of a new hexavalent chromium (“Cr6”) MCL would render the 15 

well unable to be used and useful until treatment is installed.  Therefore, the project should 16 

remain as an advice letter project with a revised cap and filed when the project is actually 17 

complete.  After reviewing the current status of the project, Cal Water indicated it was 18 

confident that the project would be completed in 2020, and should be included as a 2020 plant 19 

addition.  20 

RESOLUTION:  Because Cal Water anticipates completing the well in the first half of 21 

2020, the Parties agree that a direct cost of $3,500,000 can be added as a July 2020 plant 22 

addition.  Cal Water will provide the Public Advocates Office with a copy of the permit that will 23 

be issued by DDW when the well is completed.  DDW may permit the well as an "active" water 24 

source, but Cal Water may only run it in the case of an emergency, such as to meet fire flow 25 

demand.  Additionally, Parties agree that Cal Water may not use the well as an active source 26 

105 D.16-12-042, Exhibit A (Settlement Agreement), p. 231. 
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until the SWRCB adopts a final Cr6 MCL, and the source water from the well is either below the 1 

Cr6 MCL or Cal Water implements Cr6 treatment necessary to comply with the new regulation. 2 

References:  Exhibits PA-07, pp. 6-7; CW-103, p. 41. 3 

2. CARRYOVER PROJECTS 4 

a) 99168 – SCADA Hardware and Software 5 

ISSUE:  In the 2015 GRC, the Commission authorized Cal Water to replace certain 6 

Supervisory Control and Data Acquisition (“SCADA”) hardware and software (PID 99168) in the 7 

Dixon District as an advice letter project subject to a total cost cap of $305,710.106  Under this 8 

existing authority, Cal Water planned to complete the project and file a rate base offset in 2019 9 

to include the project in rates.  Cal Water therefore did not include the PID 99168 again in the 10 

proposed revenue requirement in this GRC.   11 

RESOLUTION:  Cal Water has demonstrated that PID 99168 has been completed with a 12 

total final cost of $315,768.  The Parties agree that PID 99168 should be included as a 2019 13 

plant addition in this case at a total cost of $315,768.  This total cost will not be subject to any 14 

additional overhead, or any adjustment due to the resolution of the AFUDC/IDC issue being 15 

litigated in this case.   16 

References:  There are no citation references for these projects because they were not 17 

originally included in this GRC. 18 

3. BEGINNING PLANT BALANCE 19 

In order to calculate test year revenue requirements for its GRC applications, Cal Water 20 

must specify a point in time for the beginning balance of “plant in service,” which are then 21 

increased by the proposed carryover projects, proposed specific ACB projects, and the non-22 

specific ACB budget.  The “beginning plant balance” is the year-ending balance that precedes 23 

the filing date – in this case, the year-end plant in service as of December 31, 2017.  Project 24 

costs in the Beginning Plant Balance already reflect the total costs of a project, and are not 25 

106 D.16-12-042, Exhibit A (Settlement), Attachment 3.   
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subject to any additional overhead, or any adjustment for AFUDC/IDC (which is being litigated 1 

in this case). 2 

a) Chromium-6 Treatment Projects 3 

4 

Description 
Total Capital Cost at 

Closing 

PID 94974 – Station 7 Chrome VI Treatment $3,013,280

PID 94975 – Station 9 Chrome VI Treatment $2,842,776

PID 97901 – Station 1 Chrome VI Treatment $1,797,455

Total $7,653,512

5 
Cal Water’s Chromium-6 Memorandum Account (“Cr6 Memo Account”) track the costs 6 

related to Cr6 treatment projects107 to allow the Commission to review the reasonableness of 7 

the Company’s Cr6-related expenditures (both capital costs and expenses) after the projects 8 

have been completed.108  The Cr6 treatment projects for the Dixon District were completed 9 

before the end of 2017.  As discussed in Chapter 2 (Affordability) of this Agreement, these 10 

projects were included in the Beginning Plant Balance proposed for Dixon in Cal Water’s GRC 11 

Application, and the Parties agree that no further adjustment is needed for the purposes of 12 

calculating the revenue requirement adopted in this proceeding. 13 

References:  Exhibits CW-103, pp. 21-23 14 

b) 117312 – LAND PURCHASE AT STATION 4 15 

ISSUE:  After drilling a new well at Station 4 and assessing the water quality, Cal Water 16 

determined that Cr6 treatment would be required, and purchased the adjacent parcel of land 17 

to accommodate the footprint required for treatment equipment.  The land purchase was 18 

included in recorded 2017 plant under the non-specific budget. 19 

107 For background on the status of a Maximum Contaminant Level for Cr6, see the discussion in this settlement 
regarding the Cr6 MA Memo Account. 

108 See Preliminary Statement AI associated with the Chromium-6 Memo Account at 
https://www.calwater.com/docs/rates/statements/preliminary_statement_ai.pdf.  If this proposed settlement is 
adopted, Preliminary Statement AI will be modified to reflect the continuation of this memo account, due to the 
pending adoption of a Maximum Contaminant Level (“MCL”) for the contaminant, as agreed-upon by the Parties. 



CHAPTER 15: DISTRICT PLANT

139 

The Public Advocates Office recommended removal of the land costs from the Beginning 1 

Plant Balance, arguing that purchase of the land was not previously authorized, and that, given 2 

the well was not yet active and no Cr6 treatment was installed, the land was not used and 3 

useful.  The Public Advocates Office noted that it is uncertain whether Cr6 treatment would be 4 

needed given the uncertainty of the final Cr6 MCL.  Finally, the Public Advocates Office 5 

suggested that, to the extent the land is used for Cr6 treatment, it should not be put into rate 6 

base unless and until the new well and treatment are fully operational.     7 

In rebuttal, Cal Water referenced the settlement in the 2015 GRC, which addressed the 8 

use of non-specific budgets for land purchases.  Cal Water cited the need to purchase land 9 

when the opportunity arises, and that this particular land is fully integrated into Cal Water’s 10 

Station 4 activities and will be useful for other activities despite the lack of a Cr6 MCL.  Cal 11 

Water stated that, consistent with the settlement in the last GRC, the land purchase should be 12 

put into rate base as Land Held for Future Use. 13 

RESOLUTION:  The Parties agree that, for the purposes of settlement, this land purchase 14 

will remain in rate base as part of the Beginning Plant Balance for the Dixon District, and no 15 

adjustment is needed.   16 

References:  Exhibits CW-17, Attachment B, p. 60; CW-34, pp. 10-11; PA-07, pp. 7-8; CW-17 

105, pp. 144-146. 18 

E. DOMINGUEZ: DISCUSSION OF CERTAIN PROJECTS 19 

1. DISPUTED ISSUES 20 

The following projects in this district are contested, and are not reflected in this 21 

Agreement: 22 

PID Description Direct Costs 

114503 Sta 215 Treatment Plant Design  $ 633,729 

114507 Sta 215 Treatment Plant Construct  $ 5,521,172

114508 Sta 219 Treatment Plant Design  $ 775,601

117757 DOM Sta 294 4-Log Inactivation  $ 1,227,819

118107 Sta.275 4-Log Disinfection  $ 1,963,793 

23 
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2. CARRYOVER PROJECTS 1 

a) 100482 – Property for New Well 2 

ISSUE:  In the 2015 GRC, Cal Water was authorized to purchase property in the Central 3 

Groundwater Basin for a new well construction project (PID 98334) as an advice letter project 4 

subject to a cap of $1,248,379.109  Until the new well is completed and in service, property 5 

purchased under PID 100482 must be booked as Plant Held for Future Use.   6 

In this 2018 GRC, Cal Water included PID 100482 in the proposed revenue for 7 

Dominguez as a carryover project at a direct cost of $1,171,303.  Cal Water was subsequently 8 

able to purchase land in Central Basin at a cost of $1,263,281.  On November 16, 2018, Cal 9 

Water submitted Advice Letter No. 2325 requesting a 0.2% revenue increase in the Dominguez 10 

District to reflect the cost of the new land, up to the cap of $1,248,379.  The Commission 11 

approved Cal Water’s request on March 25, 2019, and rates reflecting PID 100482 went into 12 

effect April 15, 2019.110  In its report in this GRC, the Public Advocates Office did not oppose the 13 

project. 14 

RESOLUTION:  Because the Commission approved a rate base offset to reflect this land 15 

purchase in customer rates, the Parties agree to include PID 100482 in this case at the amount 16 

proposed in Cal Water’s Application, $1,171,303 (even though the final cost was higher).  17 

Consistent with the 2015 GRC decision, PID 100482 will continue to be booked as Plant Held for 18 

Future Use until the well on the property is completed and in service.   19 

This project is included on the List of Subsequent Rate Changes in Attachment 1 to this 20 

Agreement because it reflects a revenue increase approved by the Commission since the GRC 21 

Application was filed on July 1, 2018.  Note, however, that the project was included in Cal 22 

Water’s Application and is already reflected in the Settlement RO Models.11123 

109 D.16-12-042, Exhibit A (Settlement), pp. 234-235. 

110 The advice letter version approved by the Commission was Advice Letter No. 2325-B because two supplements 
to the original advice letter were submitted. 

111 In Chapter 6, a footnote associated with Special Request #6 describes two steps to incorporate subsequent 
offsets into final rates.  With regard to PID 100482, the update to “current rates” in the first step will include the 
rate increase previously approved for the project.  The second step is not needed for PID 100482 because the 
project is already included as a plant addition in the Settlement RO Models.  
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Reference:  Exhibit CW-18, p. 29; CW-104, p.186.  1 

3. ADVICE LETTER PROJECTS 2 

a)  20775 – New Well (At the Seminary) 3 

ISSUE:  Approved as an advice letter project in the 2015 GRC,112 this project is for 4 

development and construction of a new well with treatment.  The Company cited two main 5 

reasons for the delay, difficulty in obtaining a suitable property and challenges with obtaining 6 

preliminary approvals from DDW.  7 

The Public Advocates Office did not object to the continued need for the project, but did 8 

recommend against it as a plant addition, asserting that since the project was originally 9 

approved as an advice letter project, it is more appropriate to recover the cost of the project 10 

through the advice letter process. 11 

RESOLUTION:  Given the ongoing challenges in finding and purchasing property in this 12 

district, the Parties agree to treat this project as an advice letter project, with a final total cap of 13 

$6,617,000.11314 

References:  Exhibits CW-18, Attachment C, pp. 9-10; PA-04, p. 83; CW-103, p. 41. 15 

b) 76394 – BRITISH PETROLEUM CARSON REFINERY RECYCLED WATER 16 
PIPELINE 17 

ISSUE: This pipeline project is associated with West Basin’s expansion of its recycled 18 

water project and will allow additional recycled water to be delivered to a large non-residential 19 

customer in Cal Water’s Dominguez District.  Although design work is over 90% completed, the 20 

advice letter project will not be completed by the end of 2019.  Cal Water therefore sought 21 

Commission authority in this proceeding to complete it in the upcoming GRC cycle, with an 22 

$800,000 increase to the cap of $4,000,000.   23 

The Public Advocates Office did not object to the continued need for the project, but 24 

argued that, since the project was originally approved as an advice letter project, it was more 25 

112 D.16-12-042, Exhibit A (Settlement Agreement), p. 239. 

113 This total cap includes all relevant cost components, and is not subject to any increase by indirect cost factors. 
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appropriate to recover the cost of the project through the advice letter process.  In rebuttal, Cal 1 

Water acknowledged that advice letter treatment may be appropriate for consideration. 2 

RESOLUTION:  Because of the demonstrated challenges of coordinating with multiple 3 

parties for this project, the Parties agree to treat this project as an advice letter project, with a 4 

final total cap of $4,800,000.1145 

References:  Exhibits CW-18, Attachment C, p. 25; PA-04, p. 83; CW-103, p. 41. 6 

c) 98334 – Water Supply - New Well West Basin 7 

ISSUE:  Approved as an advice letter project in the 2015 GRC, this project is to design, 8 

drill, and equip a new groundwater supply well within the West Coast Basin on property 9 

authorized for purchase under PID 100482, which is also an advice letter project.115  In this 10 

proceeding, Cal Water described the unexpected delays associated with finding and procuring a 11 

suitable site to construct the new well.  With the sale of the target property nearly finished at 12 

the time of this GRC Application, Cal Water sought Commission authority to complete the new 13 

well in the upcoming GRC cycle, with no change in the cost cap. 14 

The Public Advocates Office did not object to the continued need for the project but 15 

recommended against it as a plant addition, arguing that since the project was originally 16 

approved as an advice letter project, it was more appropriate to recover the cost of the project 17 

through the advice letter process.  In rebuttal, Cal Water acknowledged that advice letter 18 

treatment may be appropriate for consideration.   19 

RESOLUTION:  The Parties agree to treat this project as an advice letter project, 20 

according to the terms of the 2015 GRC settlement,116 with a final total cap of $3,891,480.11721 

The cost of the property (PID 100482) should be booked as Plant Held for Future Use until the 22 

well is completed and in service. 23 

References:  Exhibits CW-18, Attachment C, pp. 29-30; PA-04, p. 83; CW-103, p. 42. 24 

114 This total cap includes all relevant cost components, and is not subject to any increase by indirect cost factors. 

115 D.16-12-042, Exhibit A (Settlement Agreement), pp. 234-235.  See also A.15-07-015, Exhibit CW-41 (Dominguez 
Project Justification), pp. 315-348. 

116 D.16-12-042, Exhibit A (Settlement Agreement), p. 235. 

117  This total cap includes all relevant cost components, and is not subject to any increase by indirect cost factors. 
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d) 99341, 99522 – Treatment at Stations 297 and 272 1 

ISSUE:  In Cal Water’s 2015 GRC, the Commission authorized treatment projects at two 2 

existing, active wells as advice letter projects.118  In this proceeding, Cal Water discussed its 3 

subsequent conclusion that the most cost-effective way to treat existing wells 297-01 and 272-4 

01 was to install a centralized treatment plant at a newly purchased property because the 5 

leased land at each site (292 and 272) was too small to accommodate the needed treatment 6 

facilities.  These projects have been delayed due to the need to find and procure a suitable site 7 

for a centralized treatment plant for the existing wells.  With appropriate land in the process of 8 

being purchased, Cal Water sought Commission authority to complete the treatment projects in 9 

the GRC cycle for the 2018 GRC, with no change in the cost caps. 10 

The Public Advocates Office did not object to the continued need for these projects but 11 

argued that, since the projects were originally approved as advice letter projects, it was more 12 

appropriate to recover the costs of the projects through the advice letter process.  In rebuttal, 13 

Cal Water acknowledged that advice letter treatment may be appropriate for consideration. 14 

RESOLUTION:  The Parties agree to treat these projects as advice letter projects, with 15 

final total cost caps of $5,097,130 for PID 99341 (Sta. 297) and $5,739,431 for PID 99522 (Sta. 16 

272).11917 

References:  Exhibits CW-18, Attachment C, pp. 34-35; PA-04, p. 83; CW-103, pp. 42-43. 18 

F. EAST LOS ANGELES:  DISCUSSION OF CERTAIN PROJECTS 19 

1. SPECIFIC ACB PROJECTS 20 

a) 117904 – East Los Angeles Installation of Generators at Station 62 21 

22 
PID Description CWS Application Cal Advocates Settlement 

117904 Install 3 generators at Station 62 $ 727,679 $ - $ 231,534 

23 

118 D.16-12-042, Exhibit A (Settlement Agreement), pp. 234-235. 

119 This total cap includes all relevant cost components, and is not subject to any increase by indirect cost factors. 
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ISSUE: Cal Water proposed to install three new generators and automatic transfer 1 

switches at East Los Angeles Station 62 to support both the station pumping plant 2 

infrastructure and the Customer Service Center located within the station.  3 

The Public Advocates Office recommended disallowance of installation of these three 4 

new generators, stating that Cal Water should consider other options such as portable 5 

generators to improve system reliability.  Cal Water noted the importance of this station to the 6 

district supply strategy, and the need for reliable power at the Customer Service Center during 7 

an emergency.  Cal Water also observed that portable generators and stationary generators are 8 

not designed for the same purposes, and that reliance on portable generators for emergencies 9 

is inappropriate due to the response times needed to transport portable generators.  10 

RESOLUTION:  The Parties agree to exclude the installation of two well pump generators 11 

from the project scope, and that the Commission should authorize one generator in this GRC to 12 

support the Customer Service Center building. 13 

References:  CW-42C, pp. 220-223; PA-04C, pp. 103-104; CW-106C, pp. 22. 14 

2. ADVICE LETTER PROJECTS 15 

a) 116988 – Tubeway Phase 2  16 

ISSUE:  In the first phase of a capital project approved by the Commission in D.16-12-17 

042, Customer Service Center activities in the East Los Angeles District were moved from Cal 18 

Water’s “Sheila” property to its larger “Tubeway” property.  In this GRC, Cal Water proposed a 19 

second phase that would also move its Operations Center from Sheila to Tubeway to 20 

consolidate it with the Customer Service Center.  Cal Water explained that, in addition to 21 

creating more cohesive operations for the district, this move would provide a local emergency 22 

response center that would better position the Company to handle large-scale emergencies.  At 23 

the Tubeway property, governmental and other agencies would be able to come together and 24 

operate more seamlessly during a crisis. 25 

The Public Advocates Office recommended the Commission deny the request on the 26 

basis that the district’s small customer growth does not justify the project, and that it would be 27 

more cost-effective to keep the district’s Operations Center in its current location.  The Public 28 
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Advocates Office noted that small customer growth does not support any expansion of the 1 

district’s customer and operations centers on a square-foot-per-employee basis.  2 

In response, Cal Water clarified the tangible and intangible benefits of a consolidated 3 

facility, including: eliminating redundancies in third-party office services, reducing fuel 4 

consumption, increasing employee and vendor parking, improving communications between 5 

district staff, as well as providing a centralized location for an Emergency Operations Center 6 

during disasters and emergencies. 7 

RESOLUTION:  The Parties agree that the proposed covered parking and outdoor shower 8 

from the project scope should be excluded, and that the remaining scope of the project should 9 

be treated as an advice letter project due to uncertainties in project schedule and scope.  The 10 

Parties agree to treat this project as an advice letter project, with a cap of $3,038,28411 

(reflecting direct costs and overhead costs), which will be increased by the Commission’s 12 

adopted IDC/AFUDC.12013 

References:  Exhibits CW-42C, pp. 166-177; PA-04C, pp. 95-98; CW-106C, pp. 23-28. 14 

F. KERN RIVER VALLEY: DISCUSSION OF CERTAIN PROJECTS 15 

1. SPECIFIC ACB PROJECTS 16 

a) 116356 – Supervisory Control & Data Acquisition (SCADA) Implementation 17 

18 
PID Description CWS Application Cal Advocates Settlement 

116356 Kernville River Valley SCADA Impl. $ 659,767 $   - $ 80,325 

19 

ISSUE:  In this GRC, Cal Water proposed to design and install Supervisory Control and 20 

Data Acquisition (SCADA) infrastructure at the Kern River Valley District.  The SCADA 21 

infrastructure would be built upon radio infrastructure which was authorized (D.16-12-042) and 22 

installed in the previous GRC cycle.  Cal Water stated that the project is needed because SCADA 23 

would provide visibility into the water distribution system in real time and enable operators to 24 

take corrective actions before system disturbances become larger problems.  The project would 25 

120 For ALs proposed as ACB in this 2018 GRC, the methodology for calculating the total capital cost cap is 
described in Chapter 12 (General Capital Issues).     
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also allow district operators to collect and store vital process data that would assist them in 1 

making long-term system improvements and optimize operations. 2 

The Public Advocates Office recommended that the Commission deny this project 3 

because it is neither necessary nor cost-effective.  The Public Advocates Office noted that Cal 4 

Water received funding in the prior GRC to perform the same scope of work, yet no value has 5 

been realized by the ratepayers.  Cal Water explained that the prior GRC work was not the 6 

same in scope, and it was the first phase of necessary infrastructure that allows the proposed 7 

work in this case to be possible.  Cal Water stated that its experiences with the Camp Fire in its 8 

Redwood Valley area, the Woolsey Fire in Westlake, and the Erskine Fire in Kern River Valley 9 

have increased its awareness regarding the need to be more vigilant regarding water storage 10 

tank levels in districts that are subject to high fire risks.  11 

RESOLUTION:  The Parties agree that this project should be authorized, but with a 12 

reduced scope that allows SCADA infrastructure to be installed and programmed to monitor 13 

tank levels only. 14 

References:  Exhibits CW-44C, pp. 69-78; PA-04C, pp. 119-120; CW-106C, pp. 97. 15 

b) 116539 – Surface Water Treatment Plant 16 

ISSUE:  Cal Water’s Kernville system is currently under a compliance order from the 17 

SWRCB for the failure to comply with the MCL for haloacetic acids five (HAA5) established 18 

under the Stage 2 Disinfection Byproduct (“DBP”) Rule.  Cal Water must achieve compliance 19 

with the HAA5 MCL by December 31, 2019.  Therefore, Cal Water proposed to modify the 20 

existing surface water treatment plant by installing GAC treatment, which will lower the level of 21 

Total Organic Carbon  in the plant’s effluent and reduce the amount of DBPs, specifically HAA5, 22 

formed in the Kernville distribution system.  23 

The Public Advocates Office recommended approving the Kernville treatment project as 24 

an Advice Letter project, as well as capping the Advice Letter at a lower amount if Cal Water 25 

could secure a Drinking Water State Revolving Fund Grant for the work.  Cal Water explained in 26 

rebuttal that it had already begun preliminary design and equipment procurement for the 27 

project, and that the project is on schedule to meet the proposed deadline.  Additionally, Cal 28 

Water indicated it was not able to obtain a grant in time for the project. 29 
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RESOLUTION:  The Parties agree to allow installation of GAC treatment at the surface 1 

water treatment plant as a plant addition to meet the compliance order, but, for ratemaking 2 

purposes, this project will be moved from 2019 to 2020, which will result in slightly lower rates 3 

for 2020 and help mitigate customer impact. 4 

References:  Exhibits CW-44C, pp. 79-85; CW-106C, pp. 94-95; PA-04C, pp. 109-112. 5 

G. LOS ALTOS: DISCUSSION OF CERTAIN SPECIFIC PROJECTS 6 

1. SPECIFIC ACB PROJECTS 7 

a) 116323 – AMI and Traditional Meters 8 

ISSUE: Cal Water proposed to install 649 Advanced Metering Infrastructure (“AMI”) 9 

meters (PID 116323) in Los Altos.  The Public Advocates Office opposed Cal Water’s request 10 

until the results of the AMI pilot in the Dominguez District become available and the 11 

Commission determines that AMI is cost effective and able to achieve its intended goals (e.g., 12 

leak detection)..   13 

RESOLUTION:  The Parties have not reached an agreement and this issue was litigated in 14 

briefs.  To the extent that the Commission denies Cal Water’s request for AMI, however, the 15 

Parties agree that the direct costs, as identified below, for traditional meter replacement 16 

should be added to the capital budget of the Los Altos District in order to comply with the 17 

requirements of the Commission’s General Order 103-A.  18 

Los Altos 
Traditional Meters

Direct Costs 

No. of Annual Meter 
Replacements 620

LAS0900 for 2019  $113,752 

LAS0900 for 2020  $ 116,596 

LAS0900 for 2021  $ 119,511 

Total  $ 359,161 

19 
Note: Agreement on this issue does not in any way represent a change in the Parties’ 20 

positions on this litigated issue. 21 
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2. 2018 NON-SPECIFIC BUDGET 1 

 See the discussion in the “2018 Non-Specific Budget” section for the Bayshore Area. 2 

H. MARYSVILLE: DISCUSSION OF CERTAIN PROJECTS 3 

1. ADVICE LETTER PROJECTS 4 

a) 117409 – Army Corps Phase 3 5 

ISSUE:  Cal Water requested $239,499 in 2021 to relocate 120 feet of concrete lined and 6 

coated (“CL&C”) pipe that will be impacted by the Army Corps of Engineers’ levee system 7 

upgrade project in Marysville area because the pipeline is in the Corps’ right-of-way. 8 

The Public Advocates Office did not support this project because the Army Corps of 9 

Engineers has not completed its levee design at this time, leaving the timeline and the need for 10 

Cal Water to relocate its pipelines speculative.  Public Advocates Office recommended instead 11 

that the Commission allow it as an advice letter project with a cap of $239,499 (in direct costs), 12 

and require Cal Water to demonstrate that the project is needed due to the Army Corps of 13 

Engineers’ levee modification. 14 

RESOLUTION:  The Parties agree that Cal Water can go forward with this project as an 15 

advice letter project if and when the Army Corps of Engineers informs Cal Water that the 16 

pipeline must be moved.   The Parties agree to treat the project as an advice letter project, with 17 

a cap of $248,081 (reflecting direct costs and overhead costs), which will be increased by the 18 

Commission’s adopted IDC/AFUDC.12119 

References: Exhibits CW-48C, pp. 50-57; PA-06C, pp. 33-34; CW-106C, pp. 186. 20 

I. OROVILLE: DISCUSSION OF CERTAIN PROJECTS 21 

1. ADVICE LETTER PROJECTS 22 

a) 114525– Merge Station 1 & 3 Rebuild 23 

ISSUE:  Oroville Stations 1 and 3 are both aging booster pump stations and are located in 24 

close proximity to one another.  Cal Water proposed to improve operational efficiency and 25 

121 For ALs proposed as ACB in this 2018 GRC, the methodology for calculating the total capital cost cap is 
described in Chapter 12 (General Capital Issues). 




