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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF CALIFORNIA

Application of California-American Water
Company (U21 OW) for an Order Authorizing
the Transfer of Costs Incurred in 2009 for its
Long-Term Water Supply Solution for the
Monterey District to its Special Request 1
Surcharge Balancing Account

A.10-04-004
(Filed April 1, 2010)

MOTION TO ADOPT THE SETTLEMENT AGREEMENT BETWEEN
CALIFORNIA-AMERICAN WATER COMPANY AND

THE DIVISION OF RATEPAYER ADVOCATES

1. INTRODUCTION

Pursuant to Rule 12.1 of the Rules of Practice and Procedure of the California

Public Utilities Commission ("Commission"), the Division of Ratepayer Advocates ("DRA")

and California-American Water Company ("California American Water") (collectively "the

Parties") submit this motion to approve the Settlement Agreement Between the Division of

Ratepayer Advocates and California-American Water Company ("Settlement"), attached as

Appendix A. The Settlement addresses the transfer of already incurred 2009 costs for California

American Water's long-term water supply solution for the Monterey District to its Special

Request 1 Surcharge Balancing Account.

The proposed Settlement fulfills the criteria that the Commission requires for

approval of such settlements. The Commission should grant this Motion to adopt the Settlement.

The Parties request that the Commission introduce into evidence all testimony that has been

served in this matter, with the following proposed exhibit numbers:

CAW-01 Direct Testimony of F. Mark Schubert, P.E.

CAW-02 Direct Testimony of Sherrene P. Chew
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CAW-03 Rebuttal Testimony of F. Mark Schubert, P.E.

CAW-04 Rebuttal Testimony of David P . Stephenson

DRA-01 Audit Report on California American Water Company's
Coastal Water Project 2009 Preconstruction Costs

II. PROCEDURAL BACKGROUND

On September 20, 2004, California American Water filed application A.04-09-

019 seeking a Certificate of Public Convenience and Necessity to construct a water supply

augmentation project to resolve water supply deficits in the Company's Monterey service

territory. On December 14, 2006, the Commission issued decision D.06-12-040, authorizing

California American Water to collect a surcharge from Monterey ratepayers to recover already

incurred preconstruction costs, including certain public outreach and project management costs

incurred through 2005 that it had recorded in a memorandum account established to track the

Coastal Water Project's preconstruction costs. In that order, the Commission also created a

procedure for reviewing the Coastal Water Project's preconstruction engineering costs through

2005 and all preconstruction costs for the year 2006.

On April 10, 2008, California American Water, as authorized in D.06-12-040

filed application A.08-04-019 to seeking reasonableness review of, and the transfer to the Special

Request 1 Surcharge balancing account, of the Coastal Water Project's preconstruction costs

incurred through 2007. In decision D.08-12-034, the Commission adopted a settlement

agreement between California American Water and DRA resolving this application. California

American Water and DRA agreed, and the Commission ordered inter alia, that California

American Water should file subsequent applications to recover preconstruction costs incurred

after December 31, 2007.

On April 1, 2010, pursuant to D.08-12-034, California American Water filed

application A.10-04-004 seeking authorization to transfer $5,432,220.87 in preconstruction costs

incurred for the Coastal Water Project to the Special Request 1 Surcharge Balancing Account.
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On October 29, 2010, DRA issued its audit report of the Company's 2009 Coastal Water Project

preconstruction costs. On November 19, 2010, California American Water served rebuttal

testimony in which it responded to DRA's audit report. On December 10, 2010, California

American Water provided DRA minimally redacted copies of legal invoices for which it is

seeking recovery. On December 20, 2010, counsel for California American Water and DRA

conferred via telephone and reached the agreement set forth in Appendix A.

III. ARGUMENT

A. This Settlement Agreement is Reasonable in Light of the Entire Record

This Settlement Agreement is reasonable in light of the entire record. The terms

proposed in the Settlement Agreement are just and reasonable, and reflect only reasonable and

prudent costs incurred by California American Water through 2009. The Parties believe the

changes to the Parties' positions , as set forth in the Settlement Agreement, are justified. The

Parties have agreed that the Commission should authorize California American Water to transfer

$5,425,799.87 of costs incurred for the Coastal Water Project through year-end 2009 from the

authorized memorandum accounts to the Special Request 1 Surcharge Balancing Account. As

set forth in the Settlement Agreement, this amount reflects a decrease to California American

Water's originally requested Coastal Water Project preconstruction costs through 2009.

Moreover, a substantial record supports the attached Settlement Agreement. As

part of this proceeding, California American Water submitted extensive supporting testimony,

which contain an explanation of the costs for which California American Water seeks recovery,

and in many cases, supporting invoices or a description of the specific activity, the service time

period, the nature of the work conducted by the vendor, invoice data and additional documents

concerning its bidding process. DRA reviewed all of the evidence and found all costs, except as

otherwise noted, to be both reasonable and prudent.
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B. This Settlement Agreement is Consistent with Applicable Law and is in the
Public Interest

The Settlement Agreement is also consistent with applicable law and in the public

interest. The Parties believe the preconstruction costs set forth in the Settlement Agreement

were reasonably and properly incurred in the pursuit of a long-term water supply solution, as set

forth in Application 04-09-019, to satisfy directives to California American Water contained in

State Water Resources Control Board Order 95-10. Additionally, customer contributions will

serve the public interest by providing California American Water with adequate resources to

provide reliable water service and mitigate the rate increases associated with a long-term water

supply solution and will provide customer benefits.

Moreover, the Parties agree that resolving this matter short of evidentiary hearings

is in the public interest. If the proceeding were to continue to full evidentiary hearings on the

merits to address the costs incurred by California American Water for the Coastal Water Project

through 2009, the Parties would need to invest additional time and resources. The Parties

believe the Settlement Agreement will serve the public interest by avoiding the uncertainty

inherent in litigation and resolving the issues in this proceeding in a manner acceptable to the

Parties. Moreover, this Settlement Agreement further benefits ratepayers because the Parties will

be able to save valuable time and resources that would have been expended (the costs of which

would be passed on to customers) to litigate these issues.

In addition, Commission approval of the Settlement will provide speedy

resolution of contested issues, will save unnecessary litigation expense, and will conserve

Commission resources. The Commission has acknowledged that "[t]here is a strong public

policy favoring the settlement of disputes to avoid costly and protracted litigation."I

D.88-12-083, Application of Pacific Gas and Electric Company, for Authorization to Establish a Rate Adjustment
Procedure for Its Diablo Canyon Nuclear Power Plant; to Increase Its Electric Rates to Reflect the Costs of
Owning, Operating, Maintaining and Eventually Decommissioning Units I and 2 of the Plant; and to Reduce
Electric Rates Under Its Energy Cost Adjustment Clause and Annual Energy Rate to Reflect Decreased Fuel

Expenses; And Related Matter, 1988 Cal. PUC LEXIS 886, *85.
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IV. CONCLUSION

For the reasons discussed above, the Parties request that the Commission approve

the proposed Settlement and introduce into evidence, as part of the record, all testimony that has

been served in this matter.

Dated: January 12, 2011 Respectfully submitted,

on Anne Dolqueist

Attorney for Applicant
California-American Water Company

300197522.2
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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF CALIFORNIA

Application of California-American Water Company
(U21 OW) for an Order Authorizing the Transfer of Costs A.10-04-004
Incurred in 2009 for its Long-Term Water Supply (Filed April 1, 2010)
Solution for the Monterey District to its Special Request 1
Surcharge Balancing Account

SETTLEMENT AGREEMENT BETWEEN CALIFORNIA-AMERICAN WATER
COMPANY AND THE DIVISION OF RATEPAYER ADVOCATES

1. RECITALS

A. On September 20, 2004, California-American Water Company ("California American

Water" or "Company") filed Application A.04-09-019 with the California Public Utilities

Commission ("Commission") seeking a Certificate of Public Convenience and Necessity to

construct the Coastal Water Project, a water supply augmentation project that includes a 10

million gallon per day desalination facility, aquifer storage and recovery facilities, and

transmission facilities to resolve water supply deficits in the Company's Monterey service

territory.

B. On December 14, 2006, the Commission issued decision D.06-12-040, authorizing

California American Water to collect a surcharge from Monterey ratepayers to recover

preconstruction costs, related to public outreach and project management incurred through 2005

that it had recorded in a memorandum account established to track the Coastal Water Project's

preconstruction costs, subject to reasonableness review. In that order, the Commission also

created a procedure for reviewing the Coastal Water Project's preconstruction costs related to

engineering costs through 2006 and all other preconstruction costs incurred in 2006.



C. On April 10, 2008, California American Water, as authorized in D.06-12-040 filed

application A.08-04-019 to seeking reasonableness review of, and the transfer to the Special

Request 1 Surcharge balancing account, of Coastal Water Project's preconstruction costs

incurred through 2007. In decision D.08-12-034, the Commission adopted a settlement

agreement between California American Water and the Division of Ratepayer Advocates

("DRA") resolving this application. California American Water and DRA agreed, and the

Commission ordered inter alia, that California American Water should file subsequent

applications to recover preconstruction costs incurred after December 31, 2007.

D. On April 1, 2010, pursuant to D.08-12-034, California American Water filed application

A.10-04-004 seeking authorization to transfer $5,432,220.87 in preconstruction costs incurred

for the Coastal Water Project to the Special Request 1 Surcharge Balancing Account.

E. On October 29, 2010, DRA issued its audit report of the Company's 2009 Coastal Water

Project preconstruction costs.

F. On November 19, 2010, California American Water served rebuttal testimony in which it

responded to DRA's audit report.

G. On December 10, 2010, California American Water provided DRA minimally redacted

copies of legal invoices for which it is seeking recovery.

H. On December 20, 2010, counsel for California American Water and DRA conferred via

telephone and reached the agreement described below.
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II. GENERAL

A. Pursuant to Article 12 of the Rules of Practice and Procedure of the California Public

Utilities Commission ("Commission"), the Division of Ratepayer Advocates ("DRA"), and

California-American Water Company ("California American Water") (collectively, "the

Parties"), desiring to avoid the expense, inconvenience and the uncertainty attendant to litigation

of the matters in dispute between them, have agreed on the terms of this Settlement Agreement

("Settlement Agreement") which they now submit for approval.

B. Because this Settlement Agreement represents a compromise by them, the Parties have

entered into each stipulation contained in the Settlement Agreement on the basis that its approval

by the Commission not be construed as an admission or concession by any Party regarding any

fact or matter of law in dispute in this proceeding. Furthermore, the Parties intend that the

approval of this Settlement Agreement by the Commission not be construed as a precedent or

statement of policy of any kind for or against any Party in any current or future proceeding.

(Rule 12.5, Commission's Rules on Practice and Procedure.)

C. The Parties agree that no signatory to the Settlement Agreement assumes any personal

liability as a result of their agreement. All rights and remedies of the Parties are limited to those

available before the Commission.

D. The Parties agree that the Settlement Agreement is an integrated agreement such that if

the Commission rejects or modifies any portion of this Settlement Agreement, each party must

consent to the Settlement Agreement as modified, or either party may withdraw from the

Settlement Agreement.

E. The Parties agree to use their best efforts to obtain Commission approval of the

Settlement Agreement. The Parties shall request that the Commission approve the Settlement

Agreement without change and find the Settlement Agreement to be reasonable, consistent with

the law, and in the public interest.

F. This Settlement Agreement may be executed in counterparts, each of which shall be

deemed an original, and the counterparts together shall constitute one and the same instrument.
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III. TRANSFER OF PRE-CONSTRUCTION COSTS TO SPECIAL REQUEST 1
SURCHARGE BALANCING ACCOUNT

A. The Parties agree that the Commission should authorize California American Water to

transfer $5,425,799.87 of costs incurred for the Coastal Water Project for services rendered

through 2009 from the authorized memorandum accounts to the Special Request 1 Surcharge

Balancing Account. This amount reflects disallowances totaling $6,421 described below.

B. The Parties agree that California American Water 's total request for recovery of

$5,432,220.87 should be reduced by an amount of $6,421 from the combined expenses paid to

CIO Partners of Atlanta and NEI Global Relocation . This adjustment is because one of the

employees for whom these relocation expenses were incurred spent only 85.6% of his time on

the Coastal Water Project in 2009.

C. The Parties agree that in future applications for transfer of pre-construction costs to the

Special Request 1 Surcharge Balancing Account , California American Water will provide to

DRA as confidential workpapers copies of legal invoices for which the Company is seeking

recovery . California American Water will provide the invoices as confidential documents

pursuant to General Order 66-C and Public Utilities Code § 583. Provision of the invoices will

not constitute a waiver of any privilege . DRA will treat the invoices as confidential and use the

invoices solely for the purpose of evaluating the reasonableness of legal costs in the application

with which the invoices are provided and will not use the invoices for any other purpose. DRA

will return or destroy the invoices and all copies, including electronic copies, at the conclusion of

the application proceeding . Redaction of these invoices will be limited, at California American

Water' s discretion , to entries reflecting legal strategy and attorney-client communications.

D. The Parties have reviewed the all documents provided by California American Water.

The Parties have found that the already-incurred costs that California American Water has

sought for recovery are reasonable.



January 12, 2010 DIVISIONQQF RATEPAYER ADVOCATES

By:
Jos P . Como, Acting Director

January 12, 2010 CALIFOR IA- MERICAN WATER COMPANY

By:
Robert MacLean , President
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January _, 20 10 DIVISION OF RATEPAYER ADVOCATES

January 11, 2011

By:
Joe Como, Acting Director

CALIFORNIA-AMERICAN WATER COMPANY

/011

Robert G. MacLean, President
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PROOF OF SERVICE

I, Cinthia A. Velez, declare as follows:

I am employed in the City and County of San Francisco, California . I am over the
age of eighteen years and not a party to this action . My business address is MANATT, PHELPS
& PHILLIPS , LLP, One Embarcadero Center , 30th Floor , San Francisco , California 94111-
3719. On January 12, 2011, I served the within:

Motion to Adopt the Settlement Agreement Between California American
Water Company and The Division of Ratepayer Advocates

on the interested parties in this action addressed as follows:

See attached service list

q9

0

(BY CPUC E-MAIL SERVICE) By transmitting such document
electronically from Manatt, Phelps & Phillips, LLP, San Francisco,
California, to the electronic mail addresses listed above. I am readily familiar
with the practice of Manatt, Phelps & Phillips, LLP for transmitting
documents by electronic mail, said practice being that in the ordinary course
of business, such electronic mail is transmitted immediately after such
document has been tendered for filing. Said practice also complies with Rule
2.3(b) of the Public Utilities Commission of the State of California and all
protocols described therein.

(BY MAIL) By placing such document(s) in a sealed envelope, with postage
thereon fully prepaid for first class mail, for collection and mailing at Manatt,
Phelps & Phillips, LLP, San Francisco, California following ordinary business
practice. I am readily familiar with the practice at Manatt, Phelps & Phillips, LLP
for collection and processing of correspondence for mailing with the United States
Postal Service, said practice being that in the ordinary course of business,
correspondence is deposited in the United States Postal Service the same day as it
is placed for collection.

I declare under penalty of perjury under the laws of the State of California that the
foregoing is true and correct and that this declaration was executed on January 12, 2011, at San
Francisco, California.
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CPUC E-Mail Service List
A.10-04-004

(Updated November 10, 2010)

aly@cpuc.ca.gov
SLeeper@manatt.com

robert.maclean@amwater.com
LDolqueist@Manatt.com
dstephen@amwater.com

NVK@cpuc.ca.gov
ang@cpuc.ca.gov

U.S. Mail Service List
A.10-04-004

(Updated November 10, 2010)

Angela K. Minkin
California Public Utilities Commission
Division of Administrative Law Judges

505 Van Ness Avenue, Room 5017
San Francisco , CA 94102-3214
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