
 DRAFT Item 2 
  AGENDA ID #8219 
  3/26/09 

378262 

DWA/RSK/SMW 
 

PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
 
DIVISION OF WATER & AUDITS   RESOLUTION NO. W-4734 
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R E S O L U T I O N  

 
RES. W-4734 CALIFORNIA AMERICAN WATER COMPANY, 
(Cal Am), LOS ANGELES DIVISION (LA Division).  ORDER 
AUTHORIZING CAL AM TO PLACE INTO EFFECT THE 
DISTRIBUTION SYSTEM IMPROVEMENT CHARGE (DSIC) 
AUTHORIZED IN DECISION 07-08-030, AS MODIFIED BY 
DECISION 08-10-045. 
            
 

SUMMARY 

This resolution approves, with modifications, Cal Am’s revised Advice Letter 
(AL) No. 694, originally filed on May 30, 2008, and revised on August 13, 2008, 
AL 703, filed on August 13, 2008, and AL 707, filed on September 29, 2008.  
Pursuant to Decision (D.) 07-08-030, as modified by D.08-10-045 (the Decision), 
Cal Am, in AL 694, seeks to place into effect a DSIC and associated tariffs, related 
to the completion of certain infrastructure projects.  We authorize the following 
DSIC’s for each AL: 
 

Table 1 
 

Advice Letter 
694 

Advice Letter 
703 

Advice Letter 
707 Total 

$98,113 $113,180 $126,415 $337,708 

  
In ALs 703 and 707, Cal Am requests approval of subsequent quarters of DSIC 
surcharges, related to the completion of additional infrastructure projects.  
Pursuant to the Decision, the DSIC tariffs will be effective through the remainder 
of Cal Am’s current General Rate Case (GRC) cycle addressed in the Decision 
(2007 through 2009).   
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We require Cal Am to separately track the DSIC surcharge - the DSIC surcharge 
collected shall be compared to authorized amounts.  All over/under collections, 
including interest at the 90-day commercial paper rate, shall be 
refunded/charged to LA division customers as a surcredit/surcharge.  For those 
dollars authorized today that have not yet been collected, we authorize Cal Am 
to track those DSIC surcharge dollars and the applicable 90-day commercial 
paper rate in a balancing account, and collect them via a surcharge on Los 
Angeles district customer bills.  Interest at the 90-day commercial paper rate shall 
begin to accrue as of the date of this resolution.   
 
Lastly, we order Cal Am to file a compliance advice letter to revise its tariffs as 
detailed in this resolution; and we authorize Cal Am to file a Petition to Modify 
D.07-08-030, to allow recovery of DSIC surcharge for quarters prior to the second 
quarter of 2008, which have not been requested in any application or advice 
letter filed to date.   
 
BACKGROUND 

Cal Am’s LA Division serves approximately 27,200 customers in three physically 
separated subsystems, San Marino, Duarte, and Baldwin Hills.  The district is 
served by wells and irrigation water utilizing Cal Am’s groundwater rights and 
purchases from municipal wholesalers. 
 
In an effort to balance the need for water utilities to address infrastructure 
replacement, as discussed in the Commission’s Water Action Plan, the 
Commission authorized Cal Am to institute a pilot DSIC program with effective 
regulatory oversight, during the remainder of the general rate case period, 2007 
through 2009, in which:1 
 

a.  The surcharge shall be based on the infrastructure projects 
reviewed and approved in this proceeding, identified in the Cal 
Am/DRA settlement, and have a total cap of 7% of 2007 annual 
adopted revenues for the GRC period.  The dollar cap for the 
entire GRC period is $1,323,588. 

                                              
1 See D.07-08-030, Ordering Paragraph (OP) 4. 
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b.  Cal Am shall file by quarterly advice letter, under the Tier 3 
procedures specified in D.07-01-024, for its DSIC surcharge.  It 
should explicitly and clearly state in each advice letter filing, 
and provide supporting documentation , for (1) any project that 
was not approved in this GRC proceeding, and (2) any project 
that is included at an amount over the level authorized in this 
GRC proceeding. 
c.  To allow for interim recovery, each advice letter shall be 
effective immediately, subject to refund if necessary when  the 
Commission issues its resolution  This “interim” surcharge 
should have a quarterly cap of 4% and any refunds should 
include interest at the 90-day commercial rate. 
d.  Cal Am shall meet and confer with Water Division and DRA 
to develop DSIC tariff language that implements this decision.  
Within 60 days, Cal-Am  shall file a tariff that includes the 
following:  (1) A statement of purpose and applicability, and 
definitions of terms; (2) Descriptions and definitions of the 
categories of plant eligible for inclusion in a DSIC, by account 
number and type, and a description of supporting 
documentation to be provided for completed projects; (3) The 
formulas for calculating the fixed costs that are collected via the 
customer surcharge; and (4) The DSIC requirements, 
procedures, and customer safeguards. 

 
AL 694, as revised, is the first quarterly advice letter filed by Cal Am to institute 
the DSIC pilot program tariffs and surcharge; each DSIC surcharge is intended to 
apply for one quarter, i.e., 3 months.  In AL 694, as revised, Cal Am requests 
authority to institute a DSIC, in order to recover the return, depreciation, and 
property taxes related to eligible DSIC infrastructure projects completed during 
the period January 1, 2007 through February 29, 2008.  In AL 694, as revised, Cal 
Am requests a first quarters’ DSIC of $97,571, with a DSIC rate of 1.99%, effective 
April 1, 2008.2 
 

                                              
2 In a data response, dated July 31, 2008, Cal Am clarified that it was requesting that the first 
DSIC begin April 1, 2008.  However, Cal Am did not begin collecting a DSIC until January, 2009. 
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In AL 703, dated August 13, 2008, Cal Am requested a second quarter’s DSIC of 
$111,217, with a DSIC rate of 2.27%, effective July 1, 2008, related to the eligible 
DSIC infrastructure projects completed during the period January 1, 2007 
through May 30, 2008.  In AL 707, dated September 29, 2008, Cal Am requested a 
third quarter’s DSIC of $117,468, with a DSIC rate of 2.40%, effective October 1, 
2008, related to the eligible DSIC infrastructure projects completed during the 
period January 1, 2007 through August 31, 2008.   
 
DISCUSSION 
 
In order to ensure compliance with all terms and conditions for Cal Am’s pilot 
DSIC program authorized in the Decision, the Division of Water and Audits 
(DWA):   
 

1) Reviewed Cal Am’s method used to calculate the DSIC;  
2) Reviewed Cal Am’s proposed tariff language;  
3) Verified that the DSIC infrastructure projects were those approved in 

D.07-08-030 and that invoices that Cal Am submitted were related to those 
projects; and  

4) Reviewed Cal Am’s implementation of its DSIC.   
 

Methodology 
 

DWA verified that the basic methodology used by Cal Am, to calculate the DSIC, 
for the most part, is reasonable.  Cal Am’s methodology considers:  infrastructure 
projects that the Decision approved for recovery through the DSIC; applicable 
depreciation and ad valorem taxes; and the application of its pre-tax rate of 
return.   
 
Each individual quarterly DSIC represents the rate of return, depreciation, and 
ad valorem taxes (applicable costs) for three months, based on the cumulative 
eligible additions in the Los Angeles district, since January 1, 2007.  With each 
successive quarter, there are incremental additions to this cumulative amount of 
total additions on which the DSIC is calculated; therefore, the DSIC increases as 
well.  For example, if, in Quarter 1, cumulative eligible additions equal $100, the 
DSIC for that quarter would be based on those additions; if, in Quarter 2, there 
has been another $50 of eligible additions, that quarters’ DSIC would be based on 
$100 + $50, or $150. 
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In calculating the surcharge percentage necessary to generate the quarterly DSIC, 
Cal Am used data from 2007, in particular, the authorized 2007 Quarterly Base 
Rate Revenue.  In order for the DSIC surcharge to most closely yield the 
authorized DSIC during the quarterly collection period, it is necessary to utilize 
the most recent authorized Base Rate Revenues in calculating the rate.  Therefore, 
DWA used Cal Am’s authorized 2008 Quarterly Base Rate Revenue to determine 
the correct percentage surcharge to yield the quarterly DSIC in 2008.  The annual 
2008 Base Rate Revenue of $18,900,400 was authorized in Cal Am’s AL 690 on 
April 14, 2008.  
 

Tariffs 
 

Cal Am’s proposed tariff additions, included in AL 694, as revised, are for the 
most part, in compliance with the terms and conditions stated in the Decision.3  
The proposed tariff language includes a description of the purpose and amount 
of the DSIC; a list of eligible plant; an example of the calculation of the surcharge; 
and all applicable special conditions, requirements, procedures, and safeguards.  
However, DWA determined that certain modifications need to be made to Cal 
Am’s proposed tariffs to clarify their intent and ensure compliance with the 
Decision.  These changes include, but are not limited to, clarifying: 
 

1) That the surcharge is a DSIC and not an Infrastructure Replacement 
Surcharge (ISRS); 

2) That the amount of the quarterly cap is $756,376;4 
3) What happens when the maximum caps are reached; and 
4) That the DSIC is effective when Cal Am submits its advice letter filing, 

subject to refund when the Commission issues its resolution. 

                                              
3 Cal-Am’s proposed tariffs are included as Appendix A to this resolution.   
4 2007 annual authorized revenue requirement times 4% ($18,908,400 x 4% = $756,376). 
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Specific Changes to Tariffs 

 
Cal Am needs to make the following changes to its proposed tariff sheets: 
 

I.  Sheet 4701-W, RATE section: 
1.  Right after “DSIC Surcharge Rate,” add “is calculated as shown in 
ELIGIBLE PLANT 8, and is effective when a DSIC advice letter is 
filed with the Commission, subject to refund when the Commission 
issues its resolution on the advice letter.” 
2.  Revise this sentence as follows– This percentage is applied to all 
bills for water service on or after the effective date, which shall be 
the date the advice letter is filed with the Commission, and which is 
noted hereon. 

 
II.  Sheet 4705-W: 

1.  Delete the following at the top of the example:  
INFRASTRUCTURE REPLACEMENT SURCHARGE (ISRS), 
EXHIBIT A, EFFECTIVE DATE, and 4/1/2007. 
2.  Delete ISRS under STEP ONE, and replace with DSIC. 
3.  Delete ISRS under STEP THREE, and replace with DSIC. 
4.  Delete ISRS under STEP FOUR, and replace with DSIC. 
5.  Replace ISRS with DSIC at the bottom of the example, that 
continues “DSIC Surcharge To Be Applied to Bills Rendered From 4-
1-07 through 6-30-07”. 

 
III.  Sheet 4706-W: 

1.  Revise Section 2 subparts as follows: 
a. The maximum quarterly change in allowance for the 

DSIC surcharge is 4% $756,376.5 
b. The maximum allowance of the DSIC surcharge for the 

entire rate case period is the lesser of 7% of the 
annual adopted revenue requirement, or an 

                                              
5 This figure is calculated by multiplying the 4% quarterly cap rate authorized in the Decision 
(per Ordering Paragraph 4.c. of Decision), times the 2007 annual adopted revenue requirement. 
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annual revenue requirement for the surcharge of 
$1,323,588.6 

c. The DSIC surcharge will not exceed the quarterly or rate 
case period cap. 

2.  In Section 3, replace “this cap” with “these caps”. 
 

Infrastructure Projects 
 

DWA verified that the infrastructure projects for which recovery is requested 
were those addressed in the Decision.  DWA compared the project numbers for 
the infrastructure projects addressed in D.07-08-033 with the project numbers for 
which DSIC treatment is requested in AL 694, AL 703, and AL 707.  All but one 
project number was verified to the Decision.  Cal Am pointed out that its 
accounting system would not allow a single project number for a project that 
spans more than one year.  Cal Am demonstrated that one of the approved 
projects was started in 2007 but not completed until 2008, resulting in the 
additional project number. 
 
DWA reviewed all invoices to determine if the projects were completed, and 
billed during the applicable period of the DSIC program (starting in January 
2007).  DWA discovered that invoices totaling $12,782 were billed during 2006, 
prior to the start of the DSIC program.  Since these dollars were spent during a 
period not eligible for the DSIC program, DWA requested that they be removed 
from the calculation of the DSIC.  Cal Am removed the dollar amounts 
associated with these 2006 invoices from its request and recalculated the DSIC.7  
 
Normally, Cal Am’s DSIC advice letters will address only one quarters’ worth of 
infrastructure projects.  That is not the case here.  To begin this DSIC process, we 
are incorporating our review and resolution of the three AL’s in this one 
resolution.  In AL 694, Cal Am calculated its initial DSIC on the initial fourteen 
months’ worth of eligible infrastructure projects.  Since AL 694 was Cal Am’s 
initial advice letter filing for a DSIC, and Cal Am’s DSIC request does not exceed 
the 4% quarterly cap imposed in the Decision, OP 4.c, it is reasonable for Cal Am 
to base its initial DSIC on the first fourteen months of eligible infrastructure 

                                              
6 Per Ordering Paragraph 4.a. of the Decision. 
7 Cal Am’s Revision to AL 694, submitted on August 13, 2008. 
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projects.  Then, in AL 703 and AL 707, Cal Am added an additional quarter’s 
worth of additions in each AL.  These subsequent quarters of additions were 
reviewed, and determined to be reasonable additions to the initial fourteen 
months of eligible additions.  
 

Implementation and Recovery 
 

In D.07-08-030, it was our intention that the pilot DSIC program should be 
instituted by Cal Am in order for it to recover those plant additions authorized in 
the decision, via a quarterly DSIC.  Unfortunately, there were unforeseeable 
delays in Cal Am being able to timely file the required advice letter to institute 
the program, including:  1) a delay in the issuance of a decision until the third 
quarter of 2007; and 2) a longer period of time than expected to work out the 
details of the program with the Division of Ratepayer Advocates.  These 
unavoidable delays do not justify any reduction in Cal Am’s recovery of its 
requested DSIC.   
 
Based on the changes to the Base Rate Revenue and the adjustment to the 
projects considered in the calculation of the DSIC, the surcharge amounts 
recoverable by Cal Am for AL’s 694, 703, and 707, are $98,113, $113,180, and 
$126,415, respectively, totaling $337,708.  
 
For those DSIC surcharge dollars authorized today that have not yet been 
collected, we authorize Cal Am to track those DSIC surcharge dollars and the 
applicable 90-day commercial paper rate in a balancing account, and collect them 
via a surcharge on Los Angeles district customer bills.  Interest at the 90-day 
commercial paper rate shall begin to accrue as of the date of this resolution.   
 
In its subsequent advice letter filings, Cal Am may request a higher DSIC rate, up 
to the 4% and 7% cap limitations to reduce or eliminate any under-collections.   
 
A balancing account is being authorized instead of a memorandum account, 
because the documentation supporting the DSIC rates has been reviewed in this 
resolution. 
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Since Cal Am did not request recovery of DSIC surcharges for quarters prior to 
the 2nd quarter of 2008, we are not able to authorize recovery of those funds in 
this resolution.8  Given the delays discussed above, Cal Am may file a Petition to 
Modify D.07-08-030, in order to request recovery of the first four quarters of 
DSIC surcharges for which Cal Am has not previously requested approval.  By 
authorizing this request, we do not guarantee recovery of those amounts. 
 

Other Matters 
 
By approving Cal Am’s DSIC and tariffs by this resolution we are not making a 
determination as to the reasonableness of the infrastructure projects or their 
costs.  As required by the Decision, prior to inclusion in rate base, these 
infrastructure projects will be reviewed in Cal Am’s next General Rate Case 
(GRC).   
 

Summary 
 
We order Cal Am to file a compliance advice letter to revise its tariffs as detailed 
in this resolution; and we authorize Cal Am to file a Petition to Modify D.07-08-
030, to allow recovery of DSIC surcharge dollars for the quarters prior to the 
second quarter of 2008, which have not been requested in any application or 
advice letter filed to date.   
 
NOTICE  
 
In compliance with General Order (GO) 96-B, General Rule 4.2 and Water 
Industry Rule 3.1, Cal Am notified its Los Angeles District customers via 
separate customer mailing on August 20, 2008 of the filing of AL 694.  Cal Am 
also published the customer notice in the Los Angeles Times on August 20, 2008.  
In compliance with GO 96-B, Water Industry Rule 3.3, Cal Am provided its Los 
Angeles District Advice Letter Service List with a copy of AL 694, AL 703, and 
AL 707, and posted a copy of AL 694, AL 703, and 707 on its website.9   
 
No protests to these advice letters were received.   

                                              
8 These DSIC surcharge would be the first four quarters of DSIC surcharges.   
9 http://www.amwater.com/files/AL%20694%20--%20Distributed.pdf . 
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COMMENTS 

 
A draft of this Resolution was served on Cal Am on December 23, 2008, and 
posted on the CPUC website, for public review and comment.  Comments were 
received from Cal Am on January 21, 2009.  In its comments, Cal Am stated that 
the draft resolution should be rejected in its entirety, because:  1) it is not 
consistent with the intent of D. 07-08-030 and D.08-10-045; 2) overly complicates 
the recovery of revenues; 3) improperly denies Cal Am’s right to recover 
revenues in the pilot program; 4) erroneously finds Cal Am at fault for delays in 
implementation of DSIC surcharge; and 5) misstates details of communications 
with staff.  We have made major changes in this resolution in response to these 
comments.  
 
FINDINGS 
 
1. Cal Am’s LA Division serves approximately 27,200 customers in three 

separated subsystems. 
 
2. In Decision 07-08-030, the Commission authorized Cal Am to establish a pilot 

DSIC program in its LA Division for the remainder of the GRC period of 
2007 through 2009 and ordered Cal Am to file an advice letter, within 60 
days, to implement the DSIC. 

 
3. In AL 694, filed May 30, 2008, Cal Am requested institution of the DSIC pilot 

program tariffs and surcharge to recover the return, depreciation, and 
property taxes related to eligible DSIC infrastructure projects completed 
during the period January 1, 2007 through February 29, 2008.  Cal Am 
requested that the surcharge become effective April 1, 2008.   

 
4. In AL 694, as revised, Cal Am requested that its first DSIC be $97,571, with a 

surcharge rate of 1.99%.  
 
5. In AL 703, filed, August 13, 2008, Cal Am requested a DSIC of $111,217, with 

a surcharge rate of 2.27%, for the period July 1, 2008 through September 30, 
2008, related to the eligible DSIC infrastructure projects completed during 
the period January 1, 2007 through May 30, 2008.   
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6. In AL 707, filed September 29, 2008, Cal Am requested a DSIC of $117,468, 
with a surcharge rate of 2.40%, for the period October 1, 2008 through 
December 31, 2008, related to the eligible DSIC infrastructure projects 
completed during the period January 1, 2007 through August 31, 2008. 

 
7. DWA reviewed Cal Am’s method used to calculate the DSIC, reviewed Cal 

Am’s proposed tariff language, verified that the infrastructure projects were 
those addressed in the Decision, verified eligible projects to invoices, and 
reviewed Cal Am’s implementation of the DSIC. 

 
8. Each individual quarterly DSIC represents the rate of return, depreciation, 

and ad valorem taxes (applicable costs) for three months, based on the 
cumulative eligible additions in the Los Angeles district, since January 1, 
2007.  With each successive quarter, there are incremental additions to this 
cumulative amount of total additions on which the DSIC is calculated; 
therefore, the DSIC increases as well.   

 
9. The DSIC rate should be calculated using the most current Gross Base Rate 

Revenue figure authorized for Cal Am by the Commission.  One-fourth of 
this Gross Revenue figure serves as the Quarterly Base Rate Revenue figure 
in the DSIC calculation.  

 
10. Plant additions occurring during 2006 are not eligible for the DSIC pilot. 
 
11. Since AL 694 is Cal Am’s initial advice letter filing for a DSIC, and the 

surcharge related to the requested fourteen months of infrastructure projects 
does not exceed the caps established in the Decision, it is reasonable to base 
the original DSIC on the fourteen months of infrastructure projects.   

 
12.  In both AL 703 and AL 707, Cal Am added an additional quarters worth of 

additions in each AL.  It is reasonable to base subsequent DSIC using these 
and the fourteen month’s additions addressed in AL 694.  

 
13. The DSIC surcharge should be tracked in a balancing account instead of a 

memorandum account, because the documentation supporting the DSIC 
rates has been reviewed in this resolution. 
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14. Over/under collections of the DSIC surcharge should accrue interest at the 
90-day commercial paper rate.  Interest at the 90-day commercial paper rate 
shall begin to accrue as of the date of this resolution.   

 
15.  Since the first three quarterly DSIC periods have already passed, it is likely 

that Cal Am’s authorized DSIC approved by this resolution will be under-
collected by the date of this resolution.  Therefore, Cal Am is authorized to 
collect any under-collected amounts (including the authorized interest) via a 
surcharge on Los Angeles district customer bills. In its subsequent advice 
letter filings, Cal Am may request a higher DSIC rate, up to the 4% and 7% 
cap limitations, to reduce any under-collections. 

 
16. Cal Am should be required to submit a compliance advice letter filing, to 

revise its tariffs. 
 
17. Cal Am may file a Petition to Modify D.07-08-030, in order to request 

recovery of the quarters prior to the second quarter of 2008, for which Cal 
Am has not previously requested approval.  By authorizing this request, we 
do not guarantee recovery of those amounts. 

  
18. With the revisions required by this resolution, it is reasonable to approve Cal 

Am’s DSIC pilot program. 
 
THEREFORE IT IS ORDERED THAT: 

1. California American Water (Cal Am) shall establish a pilot Distribution 
System Improvement Charge (DSIC) program per the terms and conditions 
detailed in Decision (D.) 07-08-030, as modified by D.08-10-030 (Decision), 
and in this resolution. 

 
2. Cal Am shall revise its proposed DSIC tariff sheets as described in the section 

titled “Specific Changes to Tariffs”. 
 
3. Cal Am is authorized to recover a DSIC of $98,113, from customers in its Los 

Angeles Division, associated with eligible pilot DSIC program infrastructure 
projects completed from January 1, 2007 through February 29, 2008. 
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4. Cal Am is authorized to recover a DSIC of $113,180, from customers in its Los 
Angeles Division, associated with eligible pilot DSIC program infrastructure 
projects completed from January 1, 2007 through May 30, 2008. 

 
5. Cal Am is authorized to recover a DSIC of $126,415, from customers in its Los 

Angeles Division, associated with eligible pilot DSIC program infrastructure 
projects completed from January 1, 2007 through August 31, 2008. 

 
6. Cal Am shall track all DSIC surcharges in a balancing account, and compare 

the amounts collected versus authorized.  All over/under collections, 
including interest at the 90-day commercial paper rate (which interest shall 
begin to accrue as of the date of this resolution), shall be refunded/charged 
to LA division customers as a surcredit/surcharge. In its subsequent advice 
letter filings, Cal Am may request a higher DSIC rate, up to the 4% and 7% 
cap limitations to reduce or eliminate any under-collections.   

 
7. Cal Am shall file an advice letter to comply with Ordering Paragraphs 2 

through 6 no later than ten days after the effective date of this resolution. 
 
8. As required by Ordering Paragraph 4.b of the Decision, Cal Am shall 

continue to file a Tier 3 advice letter on a quarterly basis, to request authority 
for the DSIC. 

 
9. As required by the Decision, prior to inclusion in rate base, the DSIC 

infrastructure projects shall be reviewed in the next General Rate Case 
(GRC).   

 
10. Cal Am is authorized to file a Petition to Modify D.07-08-030, in order to 

request recovery of the first four quarters of DSIC surcharges for which Cal 
Am has not previously requested approval.  Authorization of this request 
does not guarantee recovery of those amounts.  

 
11. This resolution is effective today. 
 
I certify that the foregoing resolution was duly introduced, passed, and adopted 
at a regular conference of the Public Utilities Commission of the State of 
California held on March 26, 2009; the following Commissioners voting 
favorably thereon:   
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        PAUL CLANON 
        Executive Director 
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