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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

In the Matter of the Application of SAN
GABRIEL VALLEY WATER COMPANY
(U337W) for Authorization to Implement
Discounted Rates for Recycled Water Service
and Apply Facilities Fees in its Fontana Water
Company Division in Accordance With a
Contract With the City of Fontana.

Application No. 11-06-005
(Filed June 2, 2011)

SETTLEMENT AGREEMENT

This SETTLEMENT AGREEMENT (“Settlement”) is entered into by and between
SAN GABRIEL VALLEY WATER COMPANY (“San Gabriel ”) and the DIVISION OF
RATEPAYER ADVOCATES (“DRA™) (each a “Settling Party” and together, the “Settling
Parties”). This Settlement resolves all outstanding issues among the Settling Parties in
connection with San Gabriel’s Application for Authorization to Implement Discounted Rates
for Recycled Water Service and Apply Facilities Fees in its Fontana Water Company Division

in Accordance With a Contract With the City of Fontana, A.11-06-005."

1. INTRODUCTION

1. For many years, policies established by the California Legislature have
mandated the use of recycled water where it can be provided in adequate quantity and quality,

have recognized the role of Commission-regulated water utilities in the distribution of

! The City of Fontana (the “City™) is a party to this proceeding and participated in the negotiation and settlement
phase, but has not completed its internal process necessary to become a formal signatory to the Settlement.
Notwithstanding its lack of signature, the City has authorized the Settling Parties to indicate to the Commission
that the City supports the Settlement and the Contract for delivery of recycled water to customers in the Fontana
Water Company division.
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recycled water, and have called for prompt Commission approval of rates for utility sale of

recycled water. See, Application, at 3, citing Stats. 1993, ch. 406; Pub. Util. Code §455.1.

2. The Inland Empire Utilities Agency (“IEUA”) receives and provides a high
level of treatment of wastewater from the City’s sewer collection system. The resulting
highly treated effluent is then available as the City’s Recycled Water Allotment, a portion of
which is used to recharge the Chino Groundwater Basin but the remainder of which the City

cannot presently put to beneficial use. Application, at 4.

3. Recognizing that conservation of potable water supplies is urgently required to
assure the present and future sustainability and reliability of local groundwater and other
drinking water resources, San Gabriel and the City have worked cooperatively over several
years to develop a contract (the “Contract”) specifying terms for the delivery of recycled

water to customers in the Fontana Water Company division. /d.

4. Fontana’s City Council approved the Contract on April 26, 2011, subject to
approval of its rates and terms by the Commission. San Gabriel then prepared and on June 2,
2011, filed its Application and the Contract with the Commission, requesting authorization to

implement rates consistent with the Contract. /d.

5. Under the Contract, the City will allow San Gabriel to receive up to 1,732 acre
feet (“AF™) per year of its Recycled Water Allotment at only IEUA’s cost of delivery?,
presently $115/AF, and San Gabriel will deliver that water, to the extent available, to points
of use by the City and the local school districts for landscape irrigation at a quantity rate of
$400/AF, subject to price increases commensurate with any applicable increases in the

purchase price of recycled water, which may be passed through to the price that the City pays

2 Exhibit B, Chino Basin Regional Sewage Service Contract, p. 56, No. 6, “Price for Purchase of Treated
Effluent.”
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for recycled water in accordance with Section 1.F of the Contract. The Contract also provides
for San Gabriel to distribute and supply recycled water, to the extent available, to other
customers pursuant to proposed Tariff Schedule FO-6 for Recycled Metered Service, at a
quantity rate equal to 75% of the Schedule FO-1 quantity rate for potable water service.
Application, at 4-6.

6. Pursuant to the Contract, San Gabriel will fund all costs related to the local
recycled water distribution system (the “Project”) at an estimated cost of $6.3 million, and will
own, operate, and maintain the Project in accordance with standard water utility practices.
IEUA is currently completing a regional backbone pipeline that will deliver recycled water to
the Project. Id. at 5. Although the Project has yet to be submitted for competitive bidding, a
more recent estimate of Project costs is $5.7 million. See, San Gabriel Response to DRA Data

Request JJS-1 dated August 10, 2011, Exhibit A attached hereto, Response to Request No. 5.

7. The Contract further provides for San Gabriel and the City to cooperate in
seeking funding for the recycled water Project through federal and state grants and commits
San Gabriel not to include capital costs of the Project in its rate base or in potable water rates.
Instead, San Gabriel will apply Facilities Fees, in addition to any grant funding, to recover
funds the company provides to pay the costs of the Project, recording those amounts as

Contributions in Aid of Construction (“CIAC”). Application, at 5.

8. The Project schedule attached to the Contract indicates that construction of the
Project will be completed approximately 12 months from the date that the company issues a

request for bid proposals to qualified contractors.

9. Use of recycled water purchased at a direct cost of $115/AF will obviate the

need to pump a corresponding volume of production from deep wells in the Chino Basin,
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thereby avoiding direct costs exceeding $500/AF for groundwater pumping assessments and

purchased power costs.

10.  DRA filed a protest to this Application on July 6, 2011. In its protest, DRA
stated its intention to review the reasonableness of the Contract between San Gabriel and the
City to ensure its reasonableness for ratepayers, to review plans and costs for the proposed
recycled water distribution system, to review the proposed funding mechanism and whether
San Gabriel was seeking outside funding for the Project, to review San Gabriel’s proposed
pricing for recycled water services, and to investigate whether the proposed service complies

with regulations of the California Department of Public Health and other state and federal

agencies.

11.  OnJuly8, 2011, the City filed a fcsponse to the Application, explaining the
City’s role in the plans for provision of recycled water service and supporting expeditious
approval of San Gabriel’s application in order to put a substantial volume of recycled water to

beneficial use to water landscaping, parks, and athletic fields and for industrial processes.

12. A prehearing conference was held in this matter on July 12, 2011, before
Administrative Law Judge (“*ALJ”") Weatherford, at which scheduling issues were addressed
and the parties expressed interest in mediating contested issues. The adopted schedule
included provision for San Gabriel to respond to certain initial questions posed by ALJ
Weatherford. San Gabriel provided its response to those questions by a formal filing on July

26, 2011, which is attached to this Settlement Agreement as Exhibit B.

13. At the request of the parties, ALJ Richard Smith was appointed on July 28,

2011, to serve as an ALJ neutral for purposes of alternative dispute resolution.
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14.  On August 26, 2011, the Assigned Commissioner’s Ruling and Scoping Memo

was filed and served, defining the issues, procedures, and timetable for this proceeding.

15.  The parties initiated informal settlement negotiations on Tuesday, August 16,
2011, continuing with such discussions through Friday, August 26, 2011. Having resolved
several issues but with key issues still under discussion, the parties convened in San Francisco
on Tuesday, August 30, 2011 for an all-day mediation facilitated by ALJ Smith. A copy of
the confidentiality agreement signed by parties to the mediation is attached hereto as Exhibit

C. The mediation resulted in agreement on the settlement terms presented herein.

16.  Asaresult of the events described above, and on the basis of the information
presented in San Gabriel’s Application, the exhibits to that Application, and Exhibits A and B
to this Settlement Agreement, the Settling Parties have reached agreement on a set of terms to

resolve all issues presented by San Gabriel’s Application.

NOW, THEREFORE, in consideration of the foregoing recitation of facts and
events, which is hereby incorporated into this Settlement by reference and made a part of the
mutual agreements, covenants and provisions set forth below, the adequacy of which is

hereby acknowledged, San Gabriel and DRA hereby agree as follows:

II. TERMS AND CONDITIONS

The Settling Parties agree that the Commission should grant San Gabriel the
authorization requested in A.11-06-005: (1) to implement a contract rate negotiated with the
City for the delivery and sale of recycled water for beneficial uses by the City and the local
school districts; (2) to establish tariff rates for recycled water metered service to other

customers in San Gabriel’s Fontana Water Company division as specified in the contract;
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(3) to record all Project costs in a separately identified Project Work Order; (4) to offset all
such recorded Project costs with Facilities Fees and any available grants or contributions until
all such costs have been offset and reimbursed, with an allowance of the company’s cost of
funding such costs recorded as capitalized interest (referred to as “AF UDC” in the
Application and the Contract) until all such costs are offset and reimbursed; and (5) to record
all such Facilities Fees, grants, and contributions as Contributions in Aid of Construction

(“CIAC”), subject to the following terms and conditions:

A, Consistent with San Gabriel’s contractual commitment and the
authorization request stated above, San Gabriel will apply Facilities Fees as well as any grants
or contributions received to offset and reimburse any and all costs of the Project as well as
any interest accrued on such Project costs as capitalized interest until all such costs and

interest have been offset and reimbursed.

B. Consistent with Paragraph A, no Project costs or accrued capitalized
interest costs will ever be included in San Gabriel’s rate base or otherwise be included in San

Gabriel’s revenue requirement for ratemaking purposes.

C. The rate of interest to be accrued as AFUDC during the period of
Project construction, until the Project, or any completed phase thereof, is placed into service,
shall be at San Gabriel’s then-current average monthly cost of short-term debt, which is the
BBA Libor Daily Floating rate plus one and one-half (1.50) percentage points as published by
the Federal Reserve Board’s Statistical Release H.15. For example, using the August 2011

average monthly LIBOR rate, this formula produces a rate of 1.75% per annum.

D. The rate of interest to be accrued as capitalized interest during the

period after the Project, or any completed phase thereof, has been placed into service and
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continuing until all Project costs and accrued capitalized interest have been offset and
reimbursed should be set at San Gabriel’s Commission-authorized weighted average cost of

capital, which is currently 9.25% per annum.

E. The total amount of additional investment in company-funded plant
during the calendar years 2011 to 2014 that may be included in the calculation of rate base
and revenue requirement for San Gabriel’s Fontana Water Company division in the currently
pending general rate case (“GRC”), A.11-07-005, shall not exceed the $69.3 million amount
of such additional investment proposed in A.11-07-005 minus the current $5.7 million cost
estimate for San Gabriel’s recycled water Project, resulting in a $63.6 million cap on
additional investment in company-funded plant during calendar years 2011 to 2014 to be

included in rate base and revenue requirement calculations for purposes of A.11-07-005.

F. In San Gabriel’s next GRC, presently scheduled to be filed in January

2013, the costs of the recycled water Project will be subject to a reasonableness review.

G. Once San Gabriel’s own actual funding of costs for the recycled water
Project and related interest accruals have been fully offset and reimbursed through the
application of Facilities Fees as well as any relevant graﬁts or contributions, San Gabriel will
promptly redirect further receipts of Facilities Fees to offset remaining rate base in the
Sandhill Surface Water Treatment Plant for San Gabriel’s Fontana Water Company division,

in accordance with the provisions of D.07-04-046.

H. The settlement terms set forth in this Section II apply only to the
recycled water Project as described in the Contract between San Gabriel and the City in San

Gabriel’s A.11-06-005.
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1II. SCOPING MEMO ISSUES

In accordance with the foregoing Terms and Conditions, the Settling Parties
respectfully propose that the issues set forth at page 3 of the Scoping Memo should be

resolved as follows:

A. The Commission should grant authority for the implementation of the recycled
water supply Contract between San Gabriel and the City on the Terms and Conditions set

forth in Section II of this Settlement Agreement.

B. The plans and projected costs for the recycled water distribution system are
reasonable, in consideration of the Settling Parties’ agreement that additional investment in
company-funded plant during calendar years 2011 to 2014 to be included in rate base (and the
corresponding revenue requirement calculations) as set forth in A.11-07-005 should be
reduced by $5.7 million from the company-proposed total of $69.3 million and so should not

exceed $63.6 million.

C. The rates to be set for recycled water metered service to customers other than
the City and the local school districts should be as specified in proposed Tariff Schedule FO-
6, presented as Exhibit D to A.11-06-005, which represents a 25% discount off the
corresponding potable water volumetric rates. The rate to be set for recycled water metered
service to the local school districts should be the same contract rate as the Contract sets for

such service to the City, currently at $400/AF.

D. San Gabriel shall operate and maintain the Project so as to deliver recycled
water as received from IEUA at tertiary treatment levels pursuant to Regional Water

Resources Control Board and Department of Public Health criteria. San Gabriel shall support
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the City’s adoption and enforcement of such ordinances as may help facilitate compliance

with all such laws and regulations.

E. All the costs arising from the design and construction of the local recycled
water distribution system infrastructure should be recorded, offset, and accounted for in the
manner proposed in the Contract and in A.11-06-005, subject to the Terms and Conditions set

forth in Section II of this Settlement Agreement.

F. A.11-06-005 should be treated as statutorily exempt from the procedural
requirements of the California Environmental Quality Act, for the reasons stated in Section III

of the Application.

G. No additional authorizations, terms, or conditions are required apart from those

specified in Section II of this Settlement Agreement.

IV. MISCELLANEOUS PROVISIONS

A. The signatories to this Settlement personally and independently verify that all
elements of this Settlement are correct, complete, and internally consistent, to the best of their

knowledge and belief.

B. Entering into this Settlement or approval of this Settlement by the Commission
shall not be construed as an admission or concession by any Settling Party regarding any fact

or matter of law in dispute in this proceeding.

C. The Commission shall have jurisdiction over this Settlement. The Settling
Parties agree that no legal action may be brought by San Gabriel or DRA in any state or

federal court, or any other forum, against any individual signatory representing the interests of
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any of the Settling Parties, or any attorneys representing any of the Settling Parties involving

any matter related to this Settlement.

D. The Settling Parties acknowledge that the positions expressed in this
Settlement were reached after consideration of all positions advanced in prior submissions as
well as during settlement negotiations. This Settlement embodies compromises of the Settling
Parties’ positions.

E. This Settlement sets forth the entire understanding and agreement between the
Settling Parties, and may not be modified or terminated except by written assent of all Settling

Parties.

F. Each individual executing this Settlement on behalf of an entity hereby
warrants that he or she is authorized to execute this Settlement on behalf of said entity. The
Settling Parties agree that no signatory to this Settlement, nor any officer or employee of San

Gabriel or DRA assumes any personal liability as a result of this Settlement.

G. The Settling Parties agree to support the Settlement and use their best efforts to

secure Commission approval of the Settlement in its entirety and without modification.

H. The Settling Parties agree that if the Commission adopts a Decision with
respect to the Settlement that fails to approve the Settlement in its entirety, the Settling Parties
shall convene a settlement conference within 15 days of such adoption to discuss whether
they can resolve issues raised by the Commission’s actions. If the Settling Parties cannot
mutually agree to resolve the issues raised by the Commission’s actions, the Settlement shall
be rescinded and the Settling Parties shall be released from their obligation to support the
Settlement. Thereafter, the Settling Parties may pursue any action they deem appropriate, but

agree to cooperate to establish a procedural schedule.

10
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L This Settlement shall be governed by the laws of the State of California as to
all matters, including, but not limited to matters of validity. construction, effect. performance

and remedies.

1V. CONCLUSION

The Settling Parties mutually believe that based on the terms and conditions stated
above, this Settlement is reasonable in light of the whole record, consistent with the law, and

in the public interest.

DIVISION OF RATEPAYER ADVOCATES

o £12l) @ Coseah Como

Joseph Como
Acting Dlrector

Dated: October /<. 2011

SAN GABRIEL VALLEY WATER COMPANY

(2t 0 Vlat

Robert W. Nicholson
President

11
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(END OF ATTACHMENT A)
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ATTACHMENT B

TARIFF SCHEDULE NO. FO-6
FOR RECYCLED METERED SERVICE
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ST OATRERN, VAT

o S Gosipase
11142 GARVEY AVENUE -

S R TA T1 Original Cal. IU.C. Sheet No.
Cancelling Cal. P.U.C. Sheer No.
SCHEDULE NO. FO-6
Fontana Water Company Tariff Area

RECYCLED WATER METERED SERVICE

APPLICABILITY
Applicable to all recycled water metered service.
TERRITORY

Portions of Fontana, Rancho Cucamonga, Rialto, and vicinity, San Bernardino County.

RATES

Quaniry Rates:

For all water delivered per 100 cu. ft.oeevceeecce . 3 17063
Per Meter
Service Charge: Per Month
For 5/8 % 3/4-INCh MELEL.......ccommrrerersermmmsmrissessvsmsssnssss smssssssrsassossssesssnssssnssssns 3 18,54
For 3/4-inch meter....... 27.81
For 1-inch merer ...... 46.35
For 1-1/2-inch meter.... 92.69
For 2-inch meter...... 148.24
For 3-inch meter ... 278 14
For 4-inch meter ....ccoooviienens - 463.52
o0 S Iy T e i i T S e Sl v . 92248
For 8-inch meter ... 1,487.88
For 10-Inch MICEET ...ooeiiicsinnisiormsmsersssssssssssssnssssans 2,132.61
For 12-In0h DBTET wmmioms s siasmsasiss siasisssinaini 3,055.10

(contimd)
(T be inserted by utility) Isrosed by (T be inserted by Cal. PUC)H
Advice Leter Mo, R W. Nicholson Date Filed
Decision No. o Effective
President
TNE

mrnas

Resciution No.
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EaTOABRITE. VARSI TieeE Crisany

EL MONTE, CALIFORNIA 91733 Origina) Cal. P.U.C. Sheet No.

Cancelling Cal. P.U.C. Sheet No.

SCHEDULE NO. FO-6

Fontana Water Company Tariff Area
RECYCLED WATER METERED SERVICE
(comttned)

RATES - (continued) Per Battery
Per Month

For two 2-inch merers............ e 20688
For three 2-inch meters 444 38
For four 2-inch meters............. 593.17
For two 3-inch meters.... 556.46
For two 4-I0Ch IELELS.......cvveereeiensmrseraramresresssrssesssmsssrasas 0927.44
For one 8-inch meter, one 2-inch meter . 1,785.45
For two 8-Inch MeIerS. ... covceemeerescsnanes - e 2,975.74

The Service Charge is a readiness-to-serve charge which is applicable to all metered serviee
and to which is added the charge for reclaimed water used compured at the Quantity
Rates,

SPECIAL CONDITIONS

1. The Quanticy Rare is s¢t at 75% of the Quantity Rate of Schedule No. FO-1.

2. The customer is responsible for compliance with all local, state, and federal rules and
regulations thar apply to the use of recycled water on the customer’s premises.

3. The utlity will supply only such recycled water at such pressure as may be available from
time to time from the recycled water system. The customer shall indemnify the urility and
save it harmless against any and all claims arising out of service under this schedule and
shall further agree to make no claims against the uglity for any loss or damage resulting
from service under this schedule.

4. All bills are subject to the reimbursement fee set forth on Schedule No. AA-UF.

{To be inserted by wility} Tarneee by [T be inserted by Cal. P.UC.)
Advice Lerter Mo. R W. Nicholsor Date Filed
Diecision Mo, . Effective
L r?ﬂem Resalution No.
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S GARETT,

Fai g

11142 GARVEY

Rarrem Ciespany
AVENUI ;
EL MONTE, ORNIA 01733 - Revised Cal. P.ULC. Sheer Na.
Cancelling Revised Cal. P.U.C. Sheer No.
LIST OF CO AND DEVIATIONS
Commission Maost Comparable
Execution and  Authorization Repular Tarifl
Name & Location of Type or Class Expiration Number Schedule Contract
Customer of Service Date and Date Number Differences
1. Norman's Nugsery Reclaimed 02/28/94 W-3882 N/A N/A
Water 10/12/24
2. ] & E Nursery Reclaimed 11/09/09 01/16/10 N/A N/A
Water
3. Cemex USA Mon-Forable 11/22,/00 N/A N/A
Construction, Inc Water 01/24/01
4. Rose Hills Recycled 05/30/02 NJ/A NfA
Warer 06/30/17 0971102
5. County of Los Angeles Recycled 06,2706 AL346 N/A N/A
Department of Parks Water 06/30/17 11/15/06
and Recreation Amended AL388
Amendment No. 1 3210
6. City of Fontana Recycled 05/27/11 N/A NjA
Water
[To be inserted by usility) Tsued by (To e inseoed by Cal. PUC)
Advice Letter Mo, &8 R W. Nichol Date Filed
Decision Mo, e Effective
President
MDA YT Wk,

Resolution Mo,

(END OF ATTACHMENTB)


gd2
Typewritten Text
(END OF ATTACHMENT B)




