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L INTRODUCTION

Pursuant to Rule 14.3 of the California Public Utilities Commission’s
(“Commission”) Rules of Practice and Procedure (“Rules”), the Office of Ratepayer
Advocates (“ORA”)! files these opening comments regarding the Proposed Decision of
Administrative Law Judge Long (“proposed decision” or “decision’) in Application
(“A.”) 11-07-005 of the San Gabriel Valley Water Company (“San Gabriel”).

ORA’s comments first discuss the decision’s well-reasoned ratebase adjustments
associated with the Plant F7 Retaining Wall, the Slemmer Settlement, and the Sandhill
Water Treatment Facility. However, ORA recommends corrections to dollar amounts
presented in the proposed decision to reflect the proposed decision’s stated Slemmer
Settlement disallowance. ORA’s comments then offer three modifications to correct the
proposed decision’s Sandhill-related refund calculations. Lastly, ORA’s comments

discuss errors in the decision’s analysis of the Walnut Avenue pipeline project.

II. DISCUSSION

A. The Proposed Decision’s Ratebase Adjustments Associated
with the Plant F7 Retaining Wall, the Slemmer Settlement,
and the Sandhill Water Treatment Facility are Well
Reasoned; ORA Recommends Only Minor Clarifications.

The proposed decision affirms the Commission’s prior disallowance of the Plant
F7 retaining wall costs, caps San Gabriel’s recovery at approximately $1.5 million for the
shares of Fontana Union’s stock that San Gabriel acquired as part of the Slemmer
Settlement Agreement that resolved litigation between San Gabriel and other parties, and

limits costs for the Sandhill Water Treatment Facility Upgrade (“Sandhill”).2

! The Division of Ratepayer Advocates was renamed the Office of Ratepayer Advocates effective
September 26, 2013 pursuant to Senate Bill No. 96 (Budget Act of 2013: public resources), which was
approved by the Governor on September 26, 2013.

2 ORA’s proposed changes to the Finding of Facts, Conclusions of Law, and Ordering Paragraphs are
included as Attachment ORA-B.

2 Proposed Decision of ALJ Long (“PD”), at pp. 27-28, Ordering Paragraph 5, 7-8.
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1. Slemmer Settlement - $2.614.080 Disallowance

Similarly, the proposed decision is correct to deny the cost of above the
approximately $1.5 million for stock acquired by San Gabriel under the Slemmer
Settlement. San Gabriel was permitted to revisit this limited issue only and the proposed
decision is correct to limit San Gabriel to “information that was not available for the prior
proceeding or new information subsequent to that proceeding.”™ The proposed decision
correctly finds that issues related to the Slemmer Settlement have previously been
addressed,? and that the cost for the additional shares acquired as part of settling the
Slemmer litigation does not provide any value to ratepayers.

The additional amount at issue here is $2,614,080 ($4,200,000 less the previously
adopted cost of $1,585,920).2 However, when citing the Slemmer costs, the proposed
decision incorrectly switched the allowed amount ($1.5 million) with the disallowed
amount ($2.6 million). ORA recommends the following clarifications and corrections to
address this error®:

e  Finding of Fact 17 on page 24 of the proposed decision should be revised to:

“The additional cost of $2,614,080 $1,585,;920 for shares acquired was as a
part of setthing-the settlement of the Slemmer litigation to ending the
litigation.”

e  Conclusion of Law 8 on page 25 of the proposed decision should be revised
to: “The additional cost of $2,614,080 $1;585;920 for shares acquired to
settle as-a-part-ofsetthing the Slemmer litigation does not provide any value
to ratepayers; the cost benefited San Gabriel’s shareholders by ending the

4PD at p. 16.
>PD at p. 18.
®PD at p. 25, Conclusion of Law 8.

T Opening Brief of San Gabriel Valley Water Company (U337W), June 1, 2012, p. 43, and Opening Brief
of the Division of Ratepayer Advocates, June 1, 2012, p. 14.

& Suggested additions are presented in bold, while suggested deletions are presented in strike-through
format.



litigation, and therefore, cannot be recovered from San Gabriel’s
customers is-unreasonable.”

e  Ordering Paragraph 7 on page 27 of the proposed decision should be revised
to: “The additional cost of $2,614,080 $1,585;920-for shares acquired to
settle asapart-efsetthng the Slemmer litigation cannot be recovered form
San Gabriel’s ratepayers is-denied.”

e  Additionally, the $1,585,920 amount is mentioned twice on page 16 of the
proposed decision; it should be replaced with the value of $2,614,080.

ii.  Sandhill Treatment Plant Upgrade— Capped at $17,000,000

The proposed decision’s conclusion that costs for Sandhill should be capped at
$17 million is entirely reasonable. As stated in the decision, “Sand Hill does not perform
now, and has never performed to the production levels . . . that would reasonably justify
the expenditures made by San Gabriel.”® Thus, San Gabriel has not met its burden of
proof to justify the level of rate recovery requested.

However, ORA does recommend several factual corrections and clarifications, as
discussed in detail below.

B. The Proposed Decision’s Calculations for the Sandhill
Refund Contain Errors and Should Be Corrected.

The proposed decision requires San Gabriel to file a Tier 2 Advice Letter to refund
its over-collection of rates associated with Sandhill.®* For the required Sandhill refund,
the proposed decision refers to its Attachment ITI* — Plant F14 (Sandhill) Ratebase
Adjustment.

It appears that Attachment III applies a 57% Sandhill disallowance to ORA’s
Sandhill refund workpapers to produce the total refund amount. While ORA supports the
57% Sandhill disallowance factor and the use of ORA’s Excel spreadsheet workpapers,

ORA finds changes to Attachment III’s input and calculations are needed. As explained

2PD at p. 19.
PD at p. 24, Ordering Paragraph 10.

I The statement “See Attachment II for the required refund” on page 22 of the proposed decision appears
to contain a typographical error. The refund calculations are in Attachment I1I of the proposed decision.
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in ORA’s direct testimony, its Sandhill refund estimate (and by extension its Sandhill
refund workpapers) “is intended to show the importance of [the Sandhill disallowance]
issue and is therefore provided as an example until a future calculation of the actual
amounts associated with a 39% capacity adjustment is offered by San Gabriel.”*2
San Gabriel failed to provide alternative calculations for the Commission to consider, and
the proposed decision relied on ORA’s approach (modified to reflect a 57% disallowance
factor) to determine the Sandhill refund amount. For these reasons, ORA offers at this
time the necessary corrections to the spreadsheet containing the refund calculations to
ensure that ratepayers receive the refund amount consistent with the Sandhill
disallowance adopted by the Commission.

ORA recommends three specific corrections to the spreadsheet presented as

Attachment III of the proposed decision.

1. Modification #1 — Correct the interest rates. ORA’s original workpaper and

the proposed decision’s Attachment III calculations inadvertently use the prior
year’s interest rate to calculate the interest amount for each year, e.g., the
3.42% interest rate used for 2006 in the proposed decision and ORA’s
workpapers was the 2005 interest rate. ORA recommends correcting that error
and using the interest rates presented in the Modification #1 column in Table
ORA-1 below. While this modification reduces the refund amount by about
$143,000, it is necessary and appropriate to use the correct input for interest

rates to calculate the interest owed by San Gabriel.

12 ORA Report at p. 15-23.



Table ORA-1. Interest Rates for Sandhill Refund Calculations.

90-day Commercial, Non-
Year Financial Interest Rates™

Proposed Modification

Decision #1
2006 3.42% 5.10%
2007 5.10% 4.92%
2008 4.92% 2.13%
2009 2.13% 0.26%
2010 0.26% 0.24%
2011 0.24% 0.17%
2012 0.17% 0.19%
2013 0.14% 0.12%

2. Modification #2 — Correct the interest calculations. ORA’s original workpaper

and the proposed decision’s Attachment III calculations both understate the
applicable interest amounts. Both apply the interest rate to each year’s
Sandhill “Incremental Revenue Requirement™ to arrive at the “Incremental
Revenue Requirement with Interest” amount for that year. To compensate
ratepayers properly for the over-collection in rates through the years, the
interest rate should be applied not only to the incremental revenue requirement
for the current year but also to the accumulated incremental revenue
requirement plus interest from prior years. Because the annual “Incremental
Revenue Requirement with Interest” amounts are then summed to arrive at the
“Total Refund with Interest,” this modification increases the total refund by
about $156,000 (or by $13,000 if netted against impacts from

Modification #1). This modification correctly accounts for interest on the

accumulated over-collection, and is therefore necessary and appropriate.

13 Although not specifically stated in Attachment III, ORA’s workpapers and thus Attachment III, which
utilizes ORA workpapers for its calculations, relies on federal interest rates, located at:
http://www.federalreserve.gov/releases/H15/data.htm. Interest rate for 2013 is estimated by averaging
monthly values from January through October 2013.

14 “Incremental Revenue Requirement” includes annual cost components enumerated in the proposed
decision’s Attachment III, namely depreciation, uncollectible and franchise fee expenses, income taxes
and return on rate base.



3. Modification #3 — Correct calculations for “Total Refund of Interest.” The

formula for “Total Refund with Interest” in the proposed decision’s
Attachment III only calculates 7.5 years’ worth of disallowed Sandhill revenue
requirement plus interest — specifically, from 2006 through mid-year 201322
Assuming the final decision is issued at the end of 2013 or early 2014, the
“Total Refund with Interest” should include disallowed amounts from 2006
through at least end-of-year 2013. This modification increases the total refund
amount by $1,596,758 (or by $1,609,469 if including impacts from

Modifications #1 and #2), and is necessary and appropriate.

The impact of these modifications to the Sandhill refund amount is reflected in
Table ORA-2 below. Attachment ORA-A, on page 1, provides detailed explanations and
calculations supporting the refund amounts presented in Table ORA-2, and Attachment
ORA-A, on page 2, should be used to replace Attachment III of the proposed decision.

Table ORA-2. Modifications to the Spreadsheet Supporting the Proposed
Decision’s Attachment II1 - Sandhill Refund Calculations

Refund with Proposed Modification | Modifications | Modifications
Interest Decision #1 #1 & 2 #1,2 & 3
Total $19,997,868 $19,854,611 $20,010,578 $21,607,338
Change from %
Proposed Decision - ($143,257) $12,710 $1,609,469

* Cumulative effect of modifications.

Further, ORA recommends that the Commission consider providing additional
guidance as to how this refund should be implemented, such as the length of the refund
period, the specific refund mechanism to be used, and how the refund will be allocated
among San Gabriel’s customers, in order to ensure timely and equitable distribution of

the Sandhill refund owed to San Gabriel’s ratepayers.

1 Formula as shown in cell for “Total Refund with Interest:”
P11+P12+P13+P14+P15+P16+P17+0.5*P18, where P11 through P18 are annual “Incremental Revenue
Requirement with Interest” for 2006 through 2013, respectively.
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C. The Walnut Avenue Pipeline Should Be Disallowed as in
the 2008 General Rate Case; San Gabriel Was Not
Permitted to Revisit the Issue and Has Not Provided Any
New Information Demonstrating The Benefits of the
Project.

In San Gabriel’s 2008 GRC, the Commission disallowed $1,055,893 of plant
addition associated with the Walnut Avenue Pipeline project (“Walnut Avenue project”
or “Job No. 51117), finding that San Gabriel failed to demonstrate “how this project will
increase reliability or whether an increase in reliability is even needed.”® The proposed
decision incorrectly grants San Gabriel’s request for rate recovery, finding that “the
record this time is sufficiently robust to support a finding that the Walnut Avenue project
does, in fact, provide reliability benefits,” and allows San Gabriel to recover project costs
in rates.2

First, the proposed decision is internally inconsistent. With regard to the Plant F7
retaining wall project (Job No. 4870), which the decision disallows, the decision notes
that “San Gabriel was not given leave to bring this issue back and ORA 1is correct that
D.09-06-027 disposed of the issue.”™® The same is true for the Walnut Avenue project.
The proposed decision misstates that “San Gabriel was allowed to revisit [the Walnut
Avenue project] issue in this proceeding.” The 2008 GRC decision allowed
San Gabriel to revisit issues related to the Sandhill facility and the Slemmer Settlement. 2
However, no such allowance was made with regard to the Walnut Avenue project.2 The
proposed decision’s determination that San Gabriel was allowed to revisit the

Walnut Avenue project is a legal error. The Commission excluded this project from rate

1 1.09-06-027 at p. 45. D.09-06-027 (in proceeding A.08-07-009) is the 2008 GRC decision adopting
Test Year 2009/2010 revenue requirements and rates for San Gabriel’s Fontana Water Company Division.

T PD at p. 15.
BPD at p. 14.
B PD at p. 24, Finding of Fact 15.

2 D.09-06-027 at p. 112, Ordering Paragraph 6 (“San Gabriel Valley Water Company may revisit the
issue of the ratemaking treatment of the settlement costs of the Slemmer law suit ($4,200,000), discussed
in Section 8 of this decision, in its next general rate case.”); Id. at p. OP 16 (San Gabriel’s rates are
subject to refund, subject to a reasonableness review of the Sandhill facility in the next GRC).

2L See ORA Reply Brief at p. 3.



base in the 2008 GRC because it determined that the company had ample opportunity to
meet its burden of proof in that proceeding and had not done so.2

Second, while the proposed decision seems to rely on purportedly new information
regarding the Walnut Avenue project that was not provided in the last GRC, the proposed
decision does not identify the new information that San Gabriel allegedly provided in this
proceeding.2 Given that the alleged provision of new information forms part of the
rationale for granting San Gabriel’s request for rate recovery for the Walnut Avenue
project, the proposed decision’s failure to identify this information is a significant
concern. ORA has thoroughly examined the record in both this proceeding and the 2008
GRC and was not able to identify any new information regarding this project that
San Gabriel had not already provided in the 2008 GRC. Thus, it appears that the
decision’s reference to San Gabriel’s “sufficiently robust” showing on the Walnut
Avenue project in this case is in error since San Gabriel did not produce any new
information on the Walnut Avenue project in this case.

In the 2008 GRC, San Gabriel presented information on the general benefits of the
Walnut Avenue project, including that the project delivers a reliable water supply to the
Fontana Plant F16 reservoir and booster station, which in turn is the primary source of
water to the company’s Plant F15 reservoir.2* San Gabriel also attempted to justify the
project by noting that the project was coordinated with the City of Fontana’s road work
construction, thus reducing ratepayer costs.22

In the current GRC, San Gabriel has presented the exact same information it did in

2008 to justify rate recovery for the Walnut Avenue project. San Gabriel’s application

2 D.09-06-027 at p. 45.

3 See PD at p. 15 (“It would appear that the record this time is sufficiently robust to support a finding that
the Walnut Avenue project does, in fact, provide reliability benefits.”).

# Exhibit DRA-1 (ORA Report on the Results of Operations San Gabriel Valley Water Company) at
pp. 7-48 to 7-49 (Nov. 3, 2011), citing “Showing of San Gabriel Valley Water Company on
Reasonableness of Post-2002 Construction Projects” November 24, 2008 filing (A.08-07-009).

2 Exhibit DRA-1 (ORA Report on the Results of Operations San Gabriel Valley Water Company) at
pp. 7-48 to 7-49 (November 3, 2011), citing “Showing of San Gabriel Valley Water Company on
Reasonableness of Post-2002 Construction Projects” November 24, 2008 filing (A.08-07-009).
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includes nothing beyond what it included in its 2008 filing. For example, San Gabriel
simply reiterates its earlier contention that the Walnut Avenue project supplies water to
Plant F16 and the reservoir at Plant F15.2% San Gabriel also states (as it did in its

2008 GRC) that constructing the pipeline in conjunction with the City of Fontana’s street
improvements reduced costs to ratepayers.

Finally, while the proposed decision finds that the project provides reliability
benefits, the proposed decision errs by failing to discuss additional benefits of the project
under the Public Utilities Code’s “just and reasonable” standard.2® The proposed
decision finds that the Walnut Avenue project can now be recovered in rates based on a
finding that the project “has now been shown to provide enhanced reliability.”® In the
2008 GRC decision, the Commission specifically stated that in order for San Gabriel to
meet its burden of proof with regard to the Walnut Avenue project, it must establish “an
affirmative demonstration of the need.”®

While the proposed decision finds that the project enhances reliability, it fails to
explain if this area of San Gabriel’s service territory needed a capital investment to
improve service reliability. Furthermore, the proposed decision did not explain why the
alleged improvement in service reliability justifies the additional cost of $1,055,893. In
fact, the evidence demonstrates that this area did not need to have its reliability improved.
For instance, ORA noted that “if reliability in the area served by the Walnut Avenue
Pipeline needed to be enhanced in 2006 when the project was constructed, it would have
been included in San Gabriel’s 2005 Water System Master Plan. However, [the Walnut

Avenue Pipeline] project was not included in the Master Plan.”2!

26 San Gabriel Opening Brief at p. 29.

21 San Gabriel Opening Brief at pp. 29-30.

28 California Public Utilities Code § 451.

2 PD at p. 24, Ordering Paragraph 15.

2D .09-06-027 at p. 30.

3L ORA Opening Brief at p. 10 (internal footnotes omitted).
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Even if the Commission determines — contrary to its 2008 general rate case
decision — that San Gabriel should be allowed to revisit this issue, the company has once

again failed to demonstrate the need for the Walnut Avenue project.

1. CONCLUSION

In conclusion, the proposed decision, in resolving disputed items between
San Gabriel and ORA, presents a reasonable outcome for this proceeding. The proposed
decision benefits ratepayers, and affirms the Commission’s long standing position that a
utility needs to fully and adequately justify all projects. However, ORA does take issue
with the proposed decision’s analysis of the Walnut Avenue project as discussed above.

With regards to the Slemmer Settlement disallowance, ORA recommends that the
proposed decision’s Finding of Fact 17, Conclusion of Law 8, and Ordering Paragraph 7
be corrected to reflect the stated disallowance in the proposed decision.

Additionally, ORA recommends three specific corrections or modifications to the
Sandhill refund calculations to ensure that the amount to be returned to ratepayers is
consistent with the adopted Sandhill disallowance. Specifically, ORA recommends that
the refund amount corresponding to the 57% Sandhill disallowance be no less than
$21,607,338, which is the total refund amount after ORA’s recommended modifications.
Furthermore, ORA recommends that the Commission provide additional guidance on
refund implementation to ensure timely and equitable distribution of the Sandhill refund
owed to ratepayers.

Finally, as discussed above, ORA recommends re-examining the proposed
decision’s conclusions and analysis regarding the Walnut Avenue project, particularly
because the Commission did not give San Gabriel leave to re-visit this issue in this

proceeding.
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November 22, 2013
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Respectfully submitted,

/s/ SHANNA FOLEY
Shanna Foley

Attorney for the Office of
Ratepayer Advocates

California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Telephone: (415) 703-2969

Email: shanna.foley(@cpuc.ca.gov




ATTACHMENT ORA-A:
Sandhill Refund Calculations
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ATTACHMENT ORA-B: PROPOSED
CHANGES TO PROPOSED DECISION

(Proposed additions are shown in bold, proposed deletions are shown in strike-threttgh format)



Findings of Fact

15.San Gabriel has not provided any new information to show that the The
Walnut Avenue facility ha
shownprevioushy- is just and reasonable. San Gabriel was not allowed to revisit this
issue in this proceeding in D.09-06-027 XXXXX3EX.

17. The additional cost of $2,614,080 $1;585;920 for shares acquired was as a part of
setthng the settlement of the Slemmer litigation to endirg the litigation.

Conclusions of Law

7. San Gabriel was not allowed to revisit the Walnut Avenue project in the last
General Rate Case D.09-06-027; even if it had, San Gabricl has not sew met its burden
of proof that the Walnut Avenue facility was needed and that the cost was reasonable
provides-enhanecedreliability, and therefore, the undepreciated value should not sew be
recovered in rates.

8. The additional cost of $2,614,080 $1,585;920 for shares acquired to settle as-a
part-efsetthng the Slemmer litigation does not provide any value to ratepayers; the cost
benefited San Gabriel’s shareholders by ending the litigation, and therefore, cannot be
recovered from San Gabriel’s customers isunreasonable.

IT IS ORDERED that:

3. In the event that San Gabriel Valley Water Company (San Gabriel) for its Fontana
Water Company Division and the Office of Ratepayer Advocates accept the modified
settlement adopted in Ordering Paragraphs 1 and 2, San Gabriel must file within 14 days

of accepting the modified settlement a Tier 1 Advice Letter to implement the rate changes



incorporated in the modified settlement as included in the revenue requirement and
related tables attached as Attachment B II to this decision.

6. The Walnut Avenue Pipeline Project was previously disallowed in D.09-06-027,
has not been shown to havereliability-benefits be needed or that the cost was
reasonable, and is not being allowed herein approeved.

7. The additional cost of $2,614,080 $1,585;920 for shares acquired to settle as-a
part-efsetthng the Slemmer litigation cannot be recovered from San Gabriel’s
ratepayers is-denied.

10. San Gabriel Valley Water Company must file a Tier 2 Advice Letter to implement
a refund of any over-collection in rates for Sand Hill Water Treatment Facility plant costs
recovered in rates that exceed the rate base cap of $17 million, consistent with

calculations in Attachment III of this decision.



