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DECISION APPROVING AND ADOPTING A SETTLEMENT AGREEMENT,
RULING ON DISPUTED ISSUES AND AUTHORIZING A GENERAL RATE
INCREASE FOR GOLDEN STATE WATER COMPANY FOR 2022, 2023,
AND 2024

Summary

This decision grants a joint and unopposed motion by the applicant,
Golden State Water Company (GSW), and the protestant, Public Advocates
Office (Cal Advocates), for adoption of a partial settlement agreement
(Settlement Agreement) attached to this decision as Appendix A, which adopts a
Test Year 2022 rate increase systemwide totaling $27,796,40031,648,765 and a total
systemwide revenue requirement of $279,657,852374,626,992 for the Test Year.

The resulting rate increases for all ratemaking areas for the Test Year that
we approve of in this decision represents an-almest50-pereenta significant
reduction ef-thesefrom that sought in GSW’s application. The average increase
we approve for all ratemaking areas combined is 8-19.2 percent of the rates in

effect during 2021, as opposed to the

14.97 percent GSW requested. This significantreductionisineladed-infigure
reflects the authorized rate increase resulting from the Settlement Agreement and
is-approved-in-this-decision-the recent approvals of two Advice Letter Projects.
This decision approves this significant reduction.

The average use residential customers in each of GSW’s eight individual

ratemaking areas will see billing increases ranging from 0.65 percent (for Simi
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Valley) to 13.46 percent (for Los Osos), as shown in the following table, Table 1:!

Table 1
Monthly bill comparison for average residential use per district
on a 5/8 x3/4” meter {excludingapplicable surcharges)
Ratemaking | Usage | Usage
C t N Ch
Area (CCF) |{Gallons) arren ew -
Ard
e 13 | 9724 | $37.81 | $39.24 | $1.43 | 3.78%
Cordova
Bay Point 5236 $62.40 568.66 $6.25 | 10.02%
Clearlake 3740 $92.95 | $102.45 $9.50 | 10.22%
Los Osos 4488 $85.66 597.19 $11.53 | 13.46%
Santa Maria 14 10473 | 568.66 569.88 $1.22 1.78%
Simi Valley 12 8977 571.21 571.68 50.47 0.65%
Region 2 9 6732 $58.67 565.21 $6.54 | 11.15%
Region 3 12 8977 $65.97 571.67 $5.70 8.63%

This decision also resolves all outstanding disputed issues and authorizes

or directs GSW to do the following;:

- Convert all customers on a two-month billing cycle to a
one-month cycle;

- Express water usage in terms of gallons used instead of cubic
feet, and include in each bill an example of how gallons can
be converted to cubic feet for the convenience of those
customers wishing to compare their current usage to past
usage;

- Allow customers to pay bills by credit card as a standard
option;

! Table 1 takes into account two Advice Letter Projects pursuant to the Settlement Agreement.

- 3-
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- Distribute $308;70289,600 and $79,465 to customers in Region
3 and Santa Maria respectively as credits on their bills,

through a Tier 1 advice letter;-ane-

- Cancel its present schedules for such service upon the

effective date of its 2023 escalation filing. 2022 authorized
r hall m ithin th lation filing for

attrition year 2023;

- Continue the existing surcharge for the Santa Maria Water

Rights Memorandum Account, Preliminary Statement Part
recalcul nnually thr h December 31, 2024;

- File a Tier 1 advice letter implementing surcharges for the

mount an ration indi in Table 7. Any small
residual balance can be transferred to the General
Ratemaking Area Balancing A nt via Tier 1 ice letter;
and

- Expand the volumes allowable in Tier One, the lowest cost
water, or Tier Two, the next lowest-cost water, for all
customers and provide flat-rate customers in
Arden-Cordova a 12-month transition period into tiered
rates.

. Ltilibv i t] Lets for | , | LorizeThis
decision denies GSW’s request (1) to consolidate its Los Osos and Santa Maria
districts for rate purposes, and (2) for balancing account treatment of its
purchases of group healthcare insurance and general liability insurance

coverages. Instead, this decision authorizes GSW to initiate two new
balaneingmemorandum accounts for consideration in GSW’s next GRC, one for

its group health insurance premium costs and the other for its general liability,

umbrella, and excess insurance premiums. Heweverwe-deny-GSW srequest-to-

This proceeding is closed.
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1. Background
Golden State Water Company (GSW) is one of the largest regulated water

companies in California. GSW serves approximately 264,000 customers of all
classes. Pursuant to the Rate Case Plan adopted in Decision (D.) 07-05-062, GSW
filed an application (Application (A.) 20-07-012) on July 15, 2020, for authority to
increase rates charged for water service by $49,518,400*? or 14.97 % in 2022;
$16,107,100 or 4.22% in 2023; and $17,207,900 or 4.31% in 2024.

On August 19, 2020, the Public Advocates Office (Cal Advocates) filed a
protest to GSW’s application. There were no other protests filed and no other
entity or individual sought party status.

The assigned Administrative Law Judge (ALJ), Charles Ferguson, held a
prehearing conference on February 8, 2021. On April 14, 2021, the assigned
Commissioner, Darcie L. Houck, issued her Scoping Memo and Ruling (Scoping
Memo) and extended the deadline for resolution of this proceeding. The Scoping
Memo listed twenty-one issues to be addressed in this proceeding. At the time, it
was assumed that all issues would be contested. Accordingly, the
Commissioner’s Scoping Memo set the dates for an evidentiary hearing.

Cal Advocates submitted its opening testimony on February 17, 2021, and
GSW submitted its rebuttal testimony on May 3, 2021.

Following the submission of testimony, GSW and Cal Advocates (Settling
Parties) engaged in settlement discussions with the help of a Commission
ALJ-neutral. On November 22, 2021, the parties held a formal settlement
conference pursuant to Rule 12.1(b). Following the formal settlement conference,

they executed the partial Settlement Agreement attached hereto as Appendix A.

t Asindicated-inthe preceding section,+this? This decision authorizes $27,796,100 of GSW’s

original request for a revenue-ameountrate increase of $49,518,40049,518,400 for its test year-
2022.

- 5-
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A day later, November 23, 2021, the Settling Parties filed a Joint Motion for
Approval of the Settlement Agreement (Joint Motion). Prior to submitting their

jeint-motionforsettlementapprevaljoint Motion, on October 22, 2021, and

November 5, 2021, the Settling Parties simultaneously filed opening and reply
briefs addressing three outstanding issues, which were not resolved by the
Settlement Agreement.

This proceeding was submitted on November 23, 2021.

2. Issues Before the Commission

The issues remaining to be decided in this decision are the following;:

- Does the proposed Settlement Agreement comply with
Commission’s Rules of Practice and Procedure, Rule 12.1(d),
which requires that a settlement be “reasonable in light of
the whole record, consistent with the law, and in the public
interest?”; and

- How should the following three unsettled issues be
resolved?

(i) Should the Commission authorize GSW to use a
two-way balancing account for its group health
insurance costs (Special Request No. 2)?

(ii) Should the Commission authorize GSW to use a
two-way balancing account for its general liability
insurance purchases (Special Request No. 8)? and

(iii) Should the Commission consolidate GSW’s two,
non-contiguous, Los Osos ratemaking areas with
GSW’s six, non-contiguous, Santa Maria ratemaking
areas (Special Request No. 13)?
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3. Burdens on the Parties and Standard of Review

As joint moving parties, the Settling Parties jointly bear the burden of
establishing that the Settlement Agreement (attached to this decision as
Appendix A) meets the criteria set forth in Rule 12.1(d).?

GSW bears the burden of production and burden of proof with respect to
the contested Special Requests and must show by a preponderance of all the
evidence in the record that its positions should be adopted by the Commission.

4. Approval of the Proposed Settlement

As discussed below, this decision concludes that the proposed Settlement

Agreement meets the criteria set out in Rule 12.1(d) and is (i) reasonable in light

of the record; (ii) consistent with the law; and (iii) in the public interest.

In i oqe . i

Consequentlyin-the negotiations leading up to their Settlement Agreement,
GSW and Cal Advocates ehese-to-assembleassembled categories of cost items

across ratemaking areas into groups, such as a group of all capital expense items
systemwide, and settlesettled on a projected cost for the entire group rather than

negotiate the cost of each item, one-by-one, in each of GSW’s several ratemaking

areas.

3 Rule 12.1(d) states “[t]he Commission will not approve settlements, whether contested or
uncontested, unless the settlement is reasonable in light of the whole record, consistent with

law, and in the public interest. The Commission may reject any proposed settlement for
failure to disclose the information required pursuant to subsection (a) of this rule.”

-7
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After weighing all the issues; the {Settling} Parties agreed-te
capital H;Elge. ts} thatf” ‘;Ele apootof £.tH.tElE”£E¥ capital .

oldenS | (i for Colden.S y :
andreliable water service-at-affordablerates—-2

This approach isHegical; reasonableand-efficient. Accordingly, we will
follow that approach in our discussion of issues as we evaluate and approve the
Settlement Agreement below.

4. Approval of the Revenue Proposals for
Each Ratemaking Area

The Settlement Agreement cuts GSW’s request for the testyear, 2022, Test
Year 2022 revenue increase rnearly-inhalfsignificantly, from-the GSW’s proposed
14.97 percent to

8.1 percent.** GSW-alse-agreedSettlement Agreement combined with recent
rovals of two Advice Letter Projects | revi 1 of 9.2 percen

increase in approved revenue. GSW also agreed in the Settlement Agreement to

adhere to the 2007 Rate Case Plan for calculating increases for the escalation
years, 2023 and 2023-%2024.°

The total revenue increases, measured in dollars and percentages, expected to
be collected from all customer classes combined for 2022, 2023 and 2024, are

illustrated in Table 2 by ratemaking area:®

Joint Setdement Motion, al 3

34 Id., Attachment A, at 168, section 19.1.

 Ibid. However, in light of the significant increase in the applicable Consumer Price Index [l
(CPI-U) during the pendency of this general rate application, and other unforeseen factors,
in sections 5.3 - 5.6, below, we find it prudent to authorize twe-way-balaneinememorandum

accounts for two insurance cost items, group medical and general liability insurance.
5 A . . i i .
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Table 2°
Rate increases for Test Year 2022
and estimated increases for the Escalation Years 2023 and 2024

(5000) 2022 2022 2023 2023 2024 2024
RMA S % S % S %
Arden Cordova (RMA) 1,927.7 | 12.50% 483.1 | 2.77% 404.9 | 2.24%
Bay Point (RMA) 629.7 | 10.06% 1304 | 1.89% 143.8 | 2.04%
Clearlake (RMA) 248.1 | 10.15% 84.1| 3.12% 79.8 | 2.87%
Los Osos (RMA) 537.9 | 13.20% 154.7 | 3.35% 149.2 | 3.12%
Santa Maria (RMA) 238.8 1.50% 2736 | 1.67% 588.3 | 3.50%
Simi Valley (RMA) 249.9 1.59% 346.9 | 2.17% 339.2 | 2.06%
Region 2 - Metro (RMA) 16,759.6 | 11.55%| 6,071.9| 3.74%| 5,973.5| 3.54%
Region 3 - (RMA) 11,054.5 8.01%| 5,327.7| 3.56%| 5,413.6 | 3.48%
Total 31,648.8 9.23%| 12,863.8 | 3.42%| 13,088.6 | 3.36%

substantially lewer-than-what GSWrequested-in-itsappleationtheThe Settling

Parties agree that the increased revenue to be collected pursuant to the
Settlement Agreement as compared to 2021, if approved, will allow GSW to
recover a reasonable amount of the costs needed to provide safe and reliable
water services to its customers while providing satisfactory operational efficiency

and prudent infrastructure development. Based on the representationsby-the-
Settling Partiesrecord in this reeerdproceeding, we find the rate increases

theyparties have agreed to in the Settlement Agreement-while-substantially-
od- is sufficient-additenal-

revenue for GSW to maintain safe and reliable service at a reasonable cost to its

customers.

4. Approval of the Capital Projects Program
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abeve-inln the Settlement Agreement, the Settling Parties agreed on a pool of
funds ($404.8 million) for capital projects that is almost $46 million less than the
amount GSW originally requested, but, in their respective views, is adequate to
provide safe and reliable water service to GSW’s customers during this rate cycle.
The change in initial litigation positions by GSW and Cal Advocates and the final
budgets agreed to by both for each year of the rate cycle and for each ratemaking

region as well as for the General Office are shown in Table 3:

Table 3
Settled Capital Budgets by Region and General Office
Golden State | Cal Advocates Settlement
Region | 2021 $30.448,017 $18.840.779 $27.,403.216
2022 $19,125,435 $16,840,135 $17,212,892
2023 $20,607,900 $15,109,700 $18,822,150
Region 2 2021 $46.766,654 $21,707.490 $42.089.,989
2022 $65.120,870 $17,976,218 $58.608.783
2023 $69.397.672 $7.670,072 $62.457.905
Region 3 2021 $53.478,710 §40,022,372 $48,255,039
2022 $63,715,858 $38.616.,258 $56,973.472
2023 $64,087,977 $19,965.477 $56,993,109
General Office 2021 $9.334,183 $6,095,302 $8,356,395
2022 $4.363,553 $2,819,562 $3,927,198
2023 $4.181,060 $2.840,384 $3,735.684
Total $450,627.889 | $208,503,749 | $404.835,832

A detailed list of all individual capital projects is set forth in Appendix B to
the Settlement Agreement, which-itself is attached as Appendix A to this
decision. As Table 3, above, shows, GSWthe agreed te-reduee-itsupon
aggregated capital projects budgets in each of the three years of the rate cycle
represent a reduction of the initial request in GSW’s application by an aggregated
total of $45,792,057.

We approve the $404,835,832 “pooled” capital budget encompassing the
capital projects GSW deems appropriate to undertake during this rate cycle. This

portion of the Settlement Agreement is reasonable in light of the whole record.

-10 -
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The $45,792,057 reduction in GSW’s original $450,627,889 represents a nearly
10 percent reduction. We find that it will allow GSW to recover a reasonable
amount of the costs needed to ensure safe and reliable water service to its
customers, while promoting operational efficiency and prudent infrastructure

development and keeping rates as low as reasonably practicable. We base this on

GSW’s and Cal Advocates’ representation in this record®’-and-Cal-Advecates-
acceptance-of GSW srepresentation; that the funding for GSW’s capital

improvement program, as settled, is reasonable and designed to align with
regulatory mandates;safety-elimate-changewater-qualityconservation,and-
technology—all- of whichare laudatorygeals.

Some of the key projects that will be funded by the settlementSettlement
Agreement are: (i) a systemwide SCADA Upgrade Project in Region 1 and
several other ratemaking areas; (ii) improvements of wells in the Santa Maria
ratemaking area; (iii) reservoir improvements in Simi Valley; (iv) tank upgrades
and recoating in Region 2; and (v) replacement of reservoirs that have cracked
and are undersized as well as replacement of an 85-year-old well in Region 3. In
addition, the settlementSettlement Agreement will fund replacement of pipelines
in accordance with the replacement program approved by the Commission in
D.16-12-067.

As-alreadyneted; by the terms-of the Setement Agreement-GSW is not
obligated to construct any individual project included in the $404,835,832 settled
capital budget. This term will allow GSW leeway to address emergencies and
unforeseen events. However, we expect that with this flexibility, GSW will
manage the timing of construction projects to maximize efficiency and will put

the approved budget to its highest priorities and best uses first.

7 Joint-Settlement Motion, at 3.

-11 -
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We-are further-assured-by-the-provisionin-theThe Settlement Agreement
whiehalso provides that capital projects not constructed when-and-as projected

arein the Settlement Agreement will be subject to review in subsequent rate

cases.

4. Approval of Projected Expenses

Cal Advocates initially objected to several of GSW’s expense forecasts,

including in some instances, taking exception to GSW’s estimations of anticipated

inflation rates for escalation-year rate adjustments, or the proposed deviation

from the standard Rate Case Plan forecasting method. In other instances, Cal

Advocates objected to the inclusion of an expense item in rates for future

operations.

The Settling Parties were able to resolve these differences in the Settlement

Agreement. The following Table 4 shows the related settled results on a

region-by-region basis. A more detailed description of expense items can be

found in Appendix A of the Settlement Agreement, which is attached in its

entirety as Appendix A to this decision.

Table 4
Expense Groupings by Region
Cal
GSWC Advocates Settlement

0&M $23,775,665 $23.917,023 $23,786,249
Rt | A&G $13,644,009 $11.,448,573 $12,651,066
Depreciation $5,746,920 $5.499,937 $5,665,062
Taxes $7,037.813 $5,326.555 $6,677.445
0&M $67,345,988 $70,181,456 $67,039,354
Region 2 A&G $25,766,520 $21.,271,964 $24,002,646
Depreciation $12,360,206 $11,511,920 $12,233,607
Taxes $17,348.,346 $14.052,297 $16,436,431
0&M $60,303,639 $59.796,936 $60,167,852
Region 3 A&Q ' $26,752,813 $22,192,617 $24,639,093
Depreciation $11,819,497 $11,062,460 $11,665,225
Taxes $15,512,175 $12.390.211 $14,693,822

-12 -
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In each region and each expense category, GSW-redueed-itsthe Settling
Parties agreed to a reduction to the initial projection. Hewever-in-theirThe Joint
Motion;-theyrepresent represents that the expense amounts settled upon will
allow GSW to continue to provide safe, reliable water service to its customers-

. This is

consistent with the record of the proceeding. It is also consistent with the law
and in the public’s interest for us to approve of the amounts upon which they
settled.

4. Approval of GSW’s Special Requests
GSW made 14 Special Requests in its Application. Eleven of its Special

Requests were settled in the Settlement Agreement, and three remain contested.
Our approvals of the settled Special Requests are discussed in this section, and
our resolutions of the contested Special Requests (Nos. 2, 8, and 13) are discussed
below in section 5 and its subsections.

4. Memorandum and Balancing Accounts, Special
Request No. 1

The Settling Parties agreed on the treatment to be afforded each of
forty distinct memorandum and balancing accounts maintained by GSW. A
complete description of each of the accounts and the dispositions reached for
each are described in section 17.1 and Appendix C of the Settlement Agreement.
Appendix C to the Settlement Agreement shows how amortizations of those
accounts-te-be-amertized will be carried out through surcharges or surcredits on
GSW’s customers’ bills. Those surcharges and surcredits are based on forecasts
of the sales and number of customers that the Settling Parties agreed to in section
4 of the Settlement Agreement.

Ofnete-thereThere was no dispute between the Settling Parties that the

California Alternative Rates for Water Balancing Accounts for each of GSW’s

-13 -
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regions should be continued until the end of this rate cycle, December 31, 2024.
Based on the funds that remained in these accounts at the end of the last rate
cycle and the amount of Customer Assistance discounts ordered in this decision,
the differences between the Customer Assistance discounts and the surcharges
paid by unassisted customers will continue to be tracked in these balancing
accounts.

Alse-efneoteGSW and Cal Advocates agreed that no Commission action
with respect to amortization of GSW’s Water Revenue Adjustment Mechanism or
its Modified Cost Balancing Account was necessary in this proceeding.

Likewise, the Settling Parties agreed that no Commission action was
necessary in this proceeding with respect to GSW’s Pension and Benefits
Balancing Account which measures the difference between authorized pension
costs included in rates and GSW’s actual pension costs.

The Settling Parties agreed that certain accounts should be amortized
through surcharges to the customers in appropriate ratemaking areas. For
example, to remove a balance of $1,081,210 remaining on a use fee assessed by
the Randall-Bold Water Treatment Plant, the Settling Parties agreed to the
continuation of a surcharge of $0.856 per one hundred cubic feet (Ccf) of water
which we had previously approved for payment by the customers in GSW’s Bay
Point ratemaking area.

Also, to amortize the Aerojet Water Litigation Memorandum Account
amount of $7,168,908 for legal fees incurred on behalf of the customers in the
Arden-Cordova ratemaking area, the Settling Parties agreed to a surcharge rate

of $0.286/ Ccf for metered customers and $7.94/ month for flat rate customers.

-14 -
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The Settling Parties agreed to amortize several other memorandum and
balancing accounts, all of which are listed in both section 17.1 and Appendix C of
the Settlement Agreement.

After examining the resolutions of the balancing and memorandum
accounts identified in the Settlement Agreement, we find that the individual
resolutions regarding each one of the accounts are reasonable. The Settlement
Agreement reflects the carefully negotiated compromises reached between the
Settling Parties on each account. The results are reasonable in light of the record,
consistent with the law and in the public interest.

4, Sales Reconciliation Mechanism,
Special Request No. 3

GSW requested authority to rename its Sales Adjustment Mechanism as

the Sales Reconciliation Mechanism and maintain the Sales Reconciliation

Mechanism through this rate cycle. Cal Advocates proposed certain conditions
be attached to the authorization, and GSW has agreed to abide by those
conditions. GSW also agreed to abide by whatever Commission decision is in
effect at the time of its next General Rate Case filing regarding the renamed Sales
Reconciliation Mechanism.

Given how advanced the rate cycle for this proceeding is and the fact that
sales are a matter of record now for the Test Year, as are the increased rain and
snow falls during the last quarter of 2022, this decision approves this request and
the terms agreed to by the Settling Parties as reasonable in light of the record,
consistent with the law and in the public interest.

4, Customer Use of Credit Cards,
Special Request No. 4

This request concerns the use of credit cards by customers to pay GSW

bills. Pursuant to AB 1058, the Settling Parties agreed that GSW could include

-15 -
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the cost of its credit card payment pilot program in rates and remove the pilot
program status. To ensure that Customer Assistance Program (CAP) enrollees
are excluded from program cost recovery, in compliance with Public Utilities
Code section 755.5, as amended by AB 1058, the CAP discount for eligible
customers will be increased by $0.11 in the Bay Point ratemaking area, $0.09 in
the Los Osos ratemaking area and $0.10 in all other ratemaking areas.

We find this provision of the Settlement Agreement reasonable in light of
the record, consistent with AB 1058 and the amended section 755.5, and in the
public interest.

4. Treatment of Two Previously Approved Projects,
Special Request No. 5

The SettingSettling Parties agreed that should two specific Advice Letter
[Capital] Projects be completed and submitted for approval prior to a final
decision in this proceeding but after January 1, 2022, the rate impact of the two
projects should be included in rates retroactively as of the effective date of the
advice letter. Any retroactive rates prior to the effective date of the advice letter
would exclude the rate impact of the Advice Letter Projects. The Settling Parties
further agreed that these advice letter projects should be completed by the end of
the current rate case cycle.

We find this provision of the Settlement Agreement reasonable, consistent
with the law, and in the public interest. These capital projects were reflected in
rates and revenues as of February 15, 2022, and are included as part of this
decision in Tables 1 and 2.

4. Conversion to Monthly Billing,
Special Request No. 6

The Settling Parties agreed that GSW should convert from bi-monthly

billing to monthly billing for those customers that are currently billed on a
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bi-monthly basis. Monthly billing allows customers to monitor their usage more
frequently and aids conservation efforts.

We concur and approve of the change as reasonable, consistent with the
law and in the public’s interest.

4. Finding on Water Quality,
Special Request No. 7

Cal Advocates reviewed the most recent State Water Resources Control
Board’s Department of Drinking Water (DDW) inspection reports and contacted
DDW representatives for appraisals of the water systems and then concurred
with GSW’s position that the utility meets all minimum water quality standards.
DDW representatives statedinformed Cal Advocates that GSW’s water systems
are compliant with its permit provisions.

We agree with BBW-Cal Advocates that GSW is compliant and have
included the requisite finding in this decision.

4, 123-TCP Contamination Proceeds,
Special Request No. 9

GSW received settlement monies from a lawsuit filed in a United States
District Court seeking damages and other relief for 123-TriChloropropane (TCP)
readings detected at four of its wells located in the Santa Maria and Region 3
ratemaking areas. This request addresses GSW’s proposal to dispose of the
proceeds in accordance with Commission decisions, D.10-10-018 and
D.10-12-058.

The total recovery from the lawsuit was $6.5 million. After negotiations on
how to utilize the recovery to return the wells to useful operation and taking out
legal fees and other expenses (including agreeing on a $300,000 reserve for

operating expenses), the Settling Parties agreed that the net proceeds would
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amount to $338,112. This amount they agreed should be split between
shareholders and ratepayers 50/50.

They further agreed that the ratepayer half of the $338,112 should be
further split between the ratepayers in the Santa Maria ratemaking area and the
ratepayers in Region 3 because the wells that had been contaminated were in
those areas. They agreed the split should be calculated based on the capital costs
of the wells that were the subjects of the lawsuit, resulting in 53% (a total of
$89,600 for Region 3 ratepayers and $79,456 for Santa Maria ratepayers).

They further agreed to refund the $300,000 operating reserve to the
ratepayers during this rate cycle by using a different formula proposed by Cal
Advocates that is based on a comparison of future operating expenses in the two
different areas. This formula awards 73 percent of the unused operating reserve
($219,102) to Region 3 ratepayers and 27 percent ($80,898) to Santa Maria
ratepayers.

We find the formulas used to determine the refunds to these two
ratemaking areas reasonable, consistent with the law and in the interests of the
public.

4. COVID-19 Memorandum Account, Special Request
No. 10

This request was withdrawn by GSW.

4. Rate Tier Break Points,
Special Request No. 11

After negotiations, the Settling Parties agreed to the following tier breaks,
which are reasonable compromises of their litigated positions:

Table 5
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Settled Tier Break Points (Ccf per Month)
Ratemaking Area Tier 1 Tier 2 Tier 3
Arden Cordova CSA 0-13 14-46 Over 46
Bay Point CSA 0-8 9-15 Over 15
Los Osos CSA 0-8 9-18 Over 18
Santa Maria CSA 0-14 15-42 Over 42
Simi Valley CSA 0-10 11-22 Over 22
Region 2 RMA 0-9 10-21 Over 21
Region 3 RMA 0-12 13-44 Over 44

In addition, the Settling Parties agreed to provide flat rate customers in
Arden Cordova a 12-month transition period before being billed at the metered
rate, when a meter is installed on their respective service points.

The impact of these tier breaks upon the average usage customer’s
monthly bill in each of GSW’s ratemaking areas is incorporated into Table 1,
above. This carefully balances affordability and conservation goals, and we find
these compromises and resulting billing impacts reasonable, consistent with the
law and in the public interest.

4. Proceeds from Water Rights Transfer, Special
Request No. 12

The Settling Parties request approval of the way in which they have agreed
that revenues from a possible, future, Non-Tariffed Products and Services
(NTP&S) opportunity should be treated. More specifically, the issue is whether
GSW can treat revenues from a temporary transfer of excess water supply
according to the provisions for revenue sharing for NTP&S adopted by the
Commission in D.12-01-042.
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The Settling Parties developed the following conditions upon which they
agree that GSW may treat revenues from an NTP&S opportunity according to the
revenue sharing provisions set forth in D.12-01-012. Those conditions are the
following:

A. At the time GSWC enters a Water Transfer Agreement
(WTA), GSW must submit a Tier 1 Advice Letter filing with

the following information:
(i) A copy of the WTA contract;

(ii) Location and portion of water supply that is part of the
WTA;

(iii) Amount of water being traded, expected gross
revenues, and expenses associated with the WTA
contract; and

(iv) Identification and quantification of any current or
future changes to water supply costs recovered
through water service rates.

B. Record and credit ratepayers’ portion of shared gross
revenues in the Modified Cost Balancing Account (MCBA).
These amounts must be tracked in a separate sub-account
under the MCBA for ease of review and auditability.

C. The gross revenues prior to sharing should be exclusive of
any contract and utility administrative expenses, and any
incremental increases to water supply costs that results
from the WTA.

We find the settled conditions, above, to be reasonable, consistent with the
law and in the public interest. GSW must follow them for any water transfer
agreement like that which prompted this special request.

4. Billing Units on Customer Bills,
Special Request No. 14

The Settling Parties have agreed that GSW should present water usage

volumes on customers’ bills in units of one hundred gallons (Cgl) instead of one
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hundred eubiefeet{Ccf). Further, they agreed that GSW should permanently
present on customer bills the conversion rate between the two billing systems.
The proposal is long overdue, reasonable, rational, consistent with the law

and unquestionably in the public’s interest.

5. ResolutionsResolution of Remaining Issues

Three issues were not resolved in the Settlement Agreement: (i) whether
GSW should be permitted to open a two-way balancing account for the costs of
purchasing group health insurance coverage for its employees; (ii) whether GSW
should be permitted to open a two-way balancing account for the costs of
purchasing several liability insurance products; and, (iii) whether GSW should be
permitted to consolidate its Los Osos and Santa Maria ratemaking areas for rate

purposes.

5. Contextofthe Remaining DisputedOverview of
Insurance Expense Issues

With respect to the purchase of insurance preduetspolicies, after

submitting extensive, written testimony and arguments over the projected costs
of such preduetspolicies, the Settling Parties agreed on projections to include in
the Settlement Agreement for testyearTest Year premium costs for the group
health insurance produetspolicies (medical, dental and vision) and for
severalcertain liability insurance policies ificall neral Liabili

mbrella, and E Liabili lici

They also agreed upon a method to convert the test-yearproejectionTest

Year projections of insurance premiums into projections for escalation years 2023
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and 2024.” Specifically, they agreed to use the methodology set forth in the Rate
Case Plan, as found in D.07-05-062.%°

We approve the projections for testyearTest Year insurance premiums that
the Settling Parties settled upon and the formula (the Rate Case Plan formula) for

converting those estimates into estimates for insurance costs in 2023 and 2024,

but we do so given-thefactthat GSW-hasrequested-twerecognizing that, in the
Settlement Agreement, GSW preserved its right to request two, two-way
balancing accounts;each-of-which-we-will-grant® for its insurance costs.

GSW contends that balancing accounts for its group health insurance

purchases and liability coverages are necessary because the projections of its

insurance costs to which it has agreed, stand a good chance of missing the mark

due to circumstances beyond GSW’s control-ane-its-ability, such as the lingering
effects of the pandemic and the current inability of even insurance experts to
forecast what future insurance premiums might be.!°

78 The provisions of the Settlement Agreement addressing test year projections of insurance
premiums are found in the Settlement Agreement sections 14.09 (liability insurance
coverages) and 14.10 (group health care premiums). In section 14.09 of the Settlement
Agreement, GSW and Cal Advocates agreed to a projection of $3,804,588 for the aggregate
cost of liability coverages for the test-yearTest Year. For the projected cost of the group
health care plan (medical, dental and vision coverage), in section 14.10, GSW and Cal
Advocates settled on an aggregate, projected dollar cost of $6,590,811. As for a methodology
to project the group health costs and the liability insurance costs in escalation years, in
section 6.1 of the Settlement Agreement, GSW and Cal Advocates settled on using the Rate
Case Plan methodology. Notwithstanding these agreements, GSW still seeks authority to ope
n two-way balancing accounts for both group health insurance and liability insurance costs
for the entire rate case cycle.

% The Rate Case Plan escalates projected prices using pre-determined labor inflation factors.
D.07-05-062 at A-19.

10 All GSW’s insurance purchases for insurance years beginning February 1, 2022, and [
February 1, 2023, were purchased after the Joint Motion to Approve the Settlement
Agreement was filed, and this data is not included in the record.
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As discussed below, GSW’s requests for balancing accounts for the cost of
group healthcare insurance and certain liability insurance are denied. However,
we acknowledge GSW’s concern that the “uncertainty of the impact of COVID-19
on medical costs in the 2022 - 2024 rate cycle [was] difficult to determine,”! and
it is possible that this decision’s adopted insurance costs, found in the Settlement
Agreement, may differ from GSW’s original forecasts and, more significantly, its
actual insurance costs.

Accordingly, instead of balancing accounts, we will order GSW to record
its portion of its actual group health insurance and actual liability insurance costs
in memorandum accounts and address the prudence and reasonableness of the
actual premiums it paid for these insurance policies during the current rate cycle
in its forthcoming general rate proceeding. We recognize the uncertainties raised
by GSW and thus allow a special circumstance for cost review here that shall not

be used as precedence for standard issues like insurance in future GRCs.
The projected insurance costs agreed to byin the Settling PartiesSettlement

Agreement are all less than what GSW projected originally. This suggests that
we should examine how GSW produced its initial projections and litigation
position on insurance costs. Moreover, one of the criteria for ordering
balaneingmemorandum accounts for costs requires that we find that the costs in
question could not have been foreseen by a reasonable effort to forecast them. In

other words, we must be persuaded that a reasonable effort to project a cost item

was made, but the prognosticators were unsure of their projections due to
extraordinary market conditions.
In sections 5-35.2 through 5.6, below, we examine GSW’s processes for

predicting the cost of and purchasing its insurance coverages and find that they

11 Exh. GSW-11 (Currie Prepared), at 25, lines 7-8. We also acknowledge the uncertainty of
liability insurance costs due to the indirect effects of COVID-19 on supply chains.
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were reasonably well-designed to produce reasonably accurate projections of the
lowest possible costs for reasonably adequate coverages. We also find that GSW-
has-alse established that-during-thisrate-eyele, there has been and willmay
continue to be acontinued potential for previeushyunpredictable volatility in the
relevant insurance markets. Wefurtherfind-that GSW-has-met-all-theeriteriafor-

5. Standard-and Burden-ofProofCriteria To Establish
BalaneirgMemorandum Accounts

The criteria that must be met fer-eur-approval-ef-a-balaneingto establish a
memorandum account are setforthinseveral Commission-decisions,meost
recently D22-06-02L"

—Theconditions-are:the following:'?

12 The criteria are found in the Water Standard Practice ManualU-27-W, at 6, citing to I
D.08-03-020 and D.94-06-033.
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(i) The costs identified by the utility for
balaneingmemorandum account treatment could not
reasonably have been foreseen in the utility’s last general
rate case;

(ii) The costs will be incurred before the utility’s next
scheduled rate case;

(iii) The costs are of a substantial nature such that the amount
of money involved is worth the effort of processing a

balaneingmemorandum account; and

(iv) The balaneingmemorandum account has ratepayer

benefits.*?13

5. Approval of Settlement of GSW’'s Precessfor-Cost
of

Purchasing Group Health Insurance

_25.
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To-carry-itsburdenln this proceeding, GSW-first showed that it made a

prudent, reasonable effort to project its group health (medical, dental and vision)

insurance costs. Htthen-deseribed-whyunusualandheretoforeunpredietable-

these-purpesesTo explain how it projected group health insurance costs, GSW
offered the testimony of Mr. Mathew Currie. Mr. Currie is the Director of
Human Capital Management Department at GSW.* He has been a Manager,

Interim Director, and finally, the Director of the Human Capital Management

Department since 2008.°Jn-these-positions,-he hasbeenresponsiblefor

employees:'® After 14 years of buying group health insurance for GSW

employees,

Mr. Currie is well-qualified to testify on the process of purchasing the group

ittons:", Mr. Currie explained that to

14 Exh. GSW-11 (Currie Prepared), at¢- 1 and Exhibit A. He also manages the Risk Services
Department of GSW, which is the department responsible for purchasing liability insurance
coverages for GSW. Ibid.

1 Ibid.

6 Ibid.
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make a reasoned decision about what-te-paythe costs for group health insurance,
GSW retains the services of insurance brokers. Fogetherwith-the-brokers;-he-

Wyman, Segal-Consulting and National Health- Expenditures:"™ He further
explained that insuranee-brokers-de-notsellinsurance-themselves;rather they-
functionasadvisersandagentsfor buyers-of insurance, such-as GSW-"Y He-

assemble data on the costs insurance carriers have historically been charging for
the type of insurance coverage that a client like GSW wants to buy, given the
prevailing economic conditions of the market for the desired line of insurance

and the degree of health-risk that GSW’s employees represent.*1¢

2916 Exh. GSW - 71 (Currie Rebuttal), at 6, line 15 - at 8, line 45:15
caid 8 line 0(Blye o AL he are
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thetestyear2022-*Through Mr. Currie’ imon
$7,219,342 for its group health insurance for the test year 2022.'”

22

17 Appendix A, hereto, at- 110, Table 14.1. This projection and all projections for what GSW
might pay for group health insurance or any one of its three components (health, dental or
vision) includes only what GSW would have to pay. GSW’s employees pay a portion of
the actual cost of the group health policies.
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ince their “proj incr reatl historical trends and the incr
re several times greater than [GSW]'s most recen | renewal amounts in
2020.”18_Cal Advocates recommends that the Commission adopt insurance
remium r n GSW’s most recent renewal amounts and projection
hat ar rt IHS Markit, a firm that th mmission regularly reli
on.”” Cal Advocates also pointed out that GSW selected the highest projections
for gr health insurance an rts they fail justify the selection.?’ Cal
Advocates’ recommen mount for gr healthcare insuran w

$6,778,182 for Test Year 2022.%

h mpeting projections an imony, the fact remain W an |

Adv in th lement Agreemen | n a proj T Healthcar

18 Exh. Cal PA 3 (Aslam), 39, lines 13-16.
19 Exh. Cal PA 3 (Aslam), at 48 lines 5-7
20 Exh. Cal PA 3 (Aslam), at 47 lines 20-23
21 Appendix A, hereto, at 109.
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Insurance cost of $6,590,811 in Test Year 2022.> We find this settled figure, which
is lower than both parties” initial projections, reasonable, consistent with the law,
and in the public interest, as required by Rule 12.1(d).

5. Approval of Group Health Insurance
BalaneirgMemorandum Account

While GSW settled on the above figure discussed in Section 5.3, we
nonetheless find the testimony, approach, reasoning, and conclusions
thoughtfully detailed in Mr. Currie’s testimony for GSW and supported by his
relevant experience, persuasive regarding the group health insurance issue. We
also find Mr. Currie’s thorough analysis reflects that GSW conducted a prudent
and reasonable effort to project and purchase its group health insurance costs for
Test Year 2022. With that, we will progress to a determination whether GSW has
met its burden to establishing a two-way balancing account (or memorandum
account).?

In his testimony, Mr. Currie addressed the important forces in the
insurance market leading up to the 2022 - 2024 rate cycle. He presented
persuasive evidence that the-COVID-19 pandemic, the first in the United States
history since the Spanish flu pandemic a century ago, roiled the markets for
group health insurance programs, particularly the group medical policy, the

costliest of the three health policies, making it impossible for anyone to predict

22 Ibid,

2 Settlement Agreement preserves GSW’s right to ask for a balancing account. Cal Advocates
argued that, as a policy matter, the Commission must deny GSW’s request for a balancing
account, lest GSW behave in a cavalier, self-serving manner when purchasing insurance
during the balance of this rate cycle. There is no evidence in the record to to support tof such
that any such thing would ever happen. On the contrary, the record demonstrates that GSW
makes prudent and reasonable efforts to develop insurance costs projections that are as
sound as market conditions will allow. Mr. Aslam’s and his counsel’s opinions about GSW’s
future conduct are sheer speculation with no record evidence to support them. Furthermore,
for this proceeding we will only permit GSW to open two, new memorandum accounts
which moots Cal Advocates’ concern about balancing accounts promoting lax behavior.
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with accuracy what the aggregate group health insurance premiums will be for
GSW, other than, at most, a 12-month period immediately following a
prediction.*** GSW’s requestisferrequested a two-way balancing account in
order to protect both GSW’s finances, as well as the pocketbooks of its ratepayers,

from errant projections.***

Here, we will order a memorandum account instead of a balancing
account. A memorandum account will still afford an opportunity for protecting
both GSW’s finances as well as ratepayers” pocketbooks, although a final decision
on an appropriate allocation of the insurance cost will be delayed until GSW’s
next GRC and accordingly, some risk to the utility’s shareholders remains as
compared to a balancing account.

GSW and Cal Advocates identified the same, seminal Commission

authority setting out the criteria for opening balancing accounts.**

To qualify for a-twe-way-expense balancing or memorandum account, GSW

must present admissible evidence sufficient to constitute a prita-

faciepreponderance of evidence? case on each of the following four
eonditionscriteria:

3224 Gop o 8., Exh. GEW-31 (Currie Prepared) at 21, line 9 - at 23, line 15; Exh. GSW-71 (Currie
Rebuttal) at 23, lines 1-17.

%2> Exh. GSW-71 (Currie Rebuttal) at 20, lines 9 - 18 (balancing account “would protect

customers from a forecast that is too high” and would protect GSW “if the rates of inflation

exceed the forecast because of market changes” out of GSW’s control.).

a A nd A dszo Q dan D 2000 019 Q Nno o O
3 3 - a \ - a

267 preponderance of evidence “in terms of probability of truth, e.g., ‘such evidence as, when

weighed with that opposed to it, has more convincing force and the greater probability of

truth.” See D.23-02-003, citing D.08-12-058 at 19; see also Witkin, Calif. Evidence, 4th
Edition, Vol. 1 at 184.
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1. The unpredictability of the expense is caused by an event
of an exceptional nature that is not under GSW’s control;

2. The unpredictability of the expense could not have been
foreseen in GSW’s last rate case and has arisen or will arise
before GSW’s next scheduled rate case;

3. The potential expense is of a substantial nature; and
4. Ratepayers will benefit from the-balaneing account, if authorized.

To satisfy the first criteria, the occurrence of an exceptional event,

Mr. Currie pointed to the-Cevid-19 pandemic:

No company in world history has been faced with these
circumstances before. ... This ongoing event is outside of
anyone’s control.*?

3927 GSW-71 (Currie Rebuttal), at 23, lines 4-11.

0O
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find that GSW is correct, the health and widespread economic effects of
Covid-19the pandemic presented an unpredictable and exceptional interference
with the usual process of predicting group health insurance premiums in GRC
proceedings, requiring the Commission to step in and preteetafford some
protection to both GSW and its ratepayers-with-a-tweo-way-balaneingaccount.

Cal Advocates relies on the same witness to counter Mr. Currie as it did for

disputing GSW’s projection of group health insurance costs. Cal-Adveecates™

balaneing-accountshould-be-denied-beecauseasserted that “forecasting ...

insurance costs are not of an exceptional nature.”**® We are not persuaded by
this interpretation and application of the first and second criteria for instituting a
balaneingmemorandum account. It is not the process of forecasting costs that is
the “event” to be measured for infrequency; rather, it is the infrequency of an

event that complicates the forecasting process that must be ascertained.

As to the second criteria specifically, all the circumstances surrounding

variantspandemic and the ripple effects were far beyond GSW’s knowledge or
control during its prior GRC. No amount of tabulating pre-Cevid-39pandemic

%28 Exh. Cal PA-3 (Aslam), at $--89, lines 1 - 2.
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health insurance costs in the previous GRC, or reliance on the forecasting
formula in the Rate Case Plan, would or could have predicted the emergence and
re-emergence of the disease and its mutations and their effects on the healthcare
system in California. That is precisely why-we-have-established the first two
criteria for opening a balancing or memorandum account are satisfied.

Neither Cal Advocates” nor its witness deesnotchallengechallenges the
fact that the third criteria has been met by-GSW-—for the health insurance

premiums for medical, dental and vision are in fact substantial costs.*?

Cal Advocates” witness disputes Mr. Currie’s testimony on the fourth
criteria;. He argues that theratepayers will not benefit from a two-way balancing
account—He-argwues and that the existence of a balancing account will tempt GSW

to act in an unreasonably lax manner toward its customers when procuring

group health insurance policies for its employees-in-two-ways:{i)-the-balaneing-

24080 As noted above,*! Cal Advocates produced no evidence

corroborating these “potential” concerns—Fhus,we-arenotpersuaded-and-find
and the memorandum account we order today moots these concerns-te-be-

3929 Mr. Currie projected $7.2 million in the test year to $8.85 million in the second escalation
year. Exh. GSW-31 (Currie Prepared) at 23, lines 6-9.

4930 Exh. Cal PA-3 (Aslam), at 88, lines 6 - 7.

31 See footnote 33 and accompanying text.

-37 -



A.20-07-012 ALJ/CFG/mph PROPOSED DECISION (Rev. 1)

that-data-and-adviee—InFurthermore, in addition to the care that GSW employs
when purchasing coverage for its employees, we are persuaded by Mr. Currie’s
testimony that GSW’s competition with other employers in and out of the utility
sector for human resources requires that GSW procure the best health coverage
for the lowest reasonable price so that the group plan is attractive to top talent.
Finally, Cal Advocates” witness contends that because we denied a request
for a group health balancing account in D.20-09-019, we should do so here. The
circumstances and record leading to that decision are dissimilar to the
circumstances leading up to and the record in this proceeding. Thus, D.20-09-019

is inapposite here—, and we are ordering creation of a memorandum, instead of

alancing, account.
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The criteria for a-twe-way-balaneingcreation of a memorandum account for
group health insurance costs have been met. We will authorize that it be
implemented. If the actual cost to GSW of group health insurance policies for the
test year and/or the first attrition year exceeded the projections contained in the
Settlement Agreement, the excess of what GSW paid should be recorded in the
memorandum account. Similarly, if the projections for group health insurance

premiums were greater than what GSW paid or is paying, the differences should

be recorded in the-balaneingaccount—When GSW s-costfor group-health-
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alse-bereecordedthat account. The amortization and/or continuance of the
balaneingmemorandum account can be addressed in GSW’s next GRC.

5. Approval Settlement of GSW’s Processfor-Cost of
Purchasing Liability Insurance

There are several distinct types of liability coverages for which GSW
purchases liability insurance to cover claims from third parties over and above
what GSW self-insures.**? It purchases different coverages from different
insurers. Its process for purchasing liability coverages is similar to that described
above for its purchases of group health insurance.

Mr. Currie®* explained that GSW executives meet annually with just one
broker for liability insurance, the well-known, international insurance brokerage,
Aon PLC (Aon), “to discuss the renewal strategy, the insurance market
conditions and economic factors, preliminary indications from [the] incumbent
carrier [], the appropriateness of the current limits of coverage” as well as many
other relevant factors bearing on the purchase of a liability insurance policy.*3
At that point, Aon “enters the [appropriate] insurance market and solicits
proposals from carriers with the resources, knowledge, and willingness to fulfill”

4232 The coverages GSW purchases are Property; General Liability; Commercial Auto; Umbrella
and Excess Insurance; Worker’s Compensation; Professional Liability; Environmental;
Cyber Liability; Executive Liability; Directors & Officers Liability; Employment Practices;
Fiduciary Liability; and Crime. Balancing account treatment was requested for only
General Liability, Umbrella and Excess Liability insurance policies.

4333 GSW relied on the testimony of Mathew Currie again to justify its process for selecting
liability insurers. In addition to managing the purchase of group health insurance for GSW
employees as Director of the Human Capital, Mr. Currie also manages the purchases of
GSW’s liability insurance policies in his parallel role as Director of Risk Services at GSW.
GSW Opening Brief, at p. 21 (Mr. Currie is “Golden State’s insurance expert” on the
“extraordinarily elevated risk that liability insurance costs will increase at rates that are
significantly higher” than what the “R[ate] C[ase] P[lan] directs be used for escalating
insurance costs”). Accordingly, he is qualified to testify as an expert on purchasing
liability insurance for GSW. He has extensive first-hand knowledge of the process GSW use
s for purchasing liability insurance, including GSW’s consultations with Aon, as well as
GSW’s marketplace interactions with liability insurers.

4434 Exh. GSW-31 (Currie Prepared), at 2, line 24 - 26.
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GSW's needs.**> When proposals are received, Aon summarizes and analyzes
each one as compared to GSW’s existing coverage. If the existing insurance
carrier is willing to underwrite coverage for another year at favorable and
competitive prices to what the competition has produced, GSW may choose to
continue with that carrier. If not, then it will choose from among the other
insurers responding to Aon’s requests for proposals.**¢

Extensive data regarding GSW's risk profile is assembled and shared with
Aon each year. Requests for quotes are sent out; comparisons of the responses to
the renewal costs charged by the incumbent liability insurers are made; and only

then does GSW select its insurers, with the advice of Aon.

Before settling with GSW on projected liability insurance costs,

Cal Advocates contended that the proper way for GSW to have projected its
liability insurance costs for the-test-yearTest Year 2022 was to calculate the
percentages of premium increases/decreases for each line of coverage in the
policy year 2019
(as compared to 2018) and do the same for policy year 2020 (as compared to
2019), then average the percentage increases/decreases for each line of insurance
and apply those averages to the actual 2021 policy year costs to derive the
projections for each particular type of coverage in the test year 2022.

To project the costs for liability insurance policies for the attrition years

2023 and 2024, Cal Advocates contended that GSW should have followed the

435 14, at 3, lines 4 - 6.
4636 14 at 3, lines 8 - 23.
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Rate Case Plan and used the rate of inflation at the time GSW filed its application,

which-was-at-an-histericallylowO0-3pereent-and apply it to the test year

projections to arrive at projected costs for 2023 and then to the 2023 projections to

create a projection for insurance in -year2024—Sinee-the rate-of-inflationin2019-

~year 2024.%

Thi ision r 1A " an ! | mount for th
im f purchasing th licies that m its liability insuran
portfolio for Test Year 2022. The settlement amount for Test Year 2022 is

4 38 find thi lement amount r nabl nsistent with the 1

37 Exh. Cal PA 3 (Aslam), at 45, lines 3-16.
38 Appendix A, hereto, at 107.
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and in the public interest, as required by Rule 12.1(d) of the Commission’s Rules

of Practice and Procedure.
ince th rti 1 n the liability insuran for the Test Year, w

will proer rmination of whether GSW has met the criteria for

establishing a memorandum account with its newly agreed to entry amount of
$3,804,558.

5.6. Approval of a General Liability Insurance
Memorandum Account

roach, r ning, and conclusions thoughtfull iled in Mr. Currie’

imony for GSW an r his relevan rien r iv
regarding the gr health insurance i We also find Mr. Currie’s thorough
nalysis refl h W con rudent and r nable effor roj

n rchase i neral liability insuran for Test Year 2022. We therefor
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conclude that GSW’s reliance on Mr. Currie’s projections of future increases in
the premiums for liability insurance as well as the process used by GSW to select
insurers to cover its liability risks**? is designed to produce reasonably accurate

prices for the policies in ordinary market conditions.*—With-that finding in-mind,

wel We will now determine if there is sufficient indicia of unpredictability in the

markets for liability coverages to authorize a memorandum or balancing account.

5g Lof | Liabili | .
Account

The four conditions GSW must fulfill for us to approve a

balaneingmemorandum account for the cost of general liability insurance

coverages are the same four criteria as listed in seetionSection 5.4, above.
As with the group health insurance balaneingmemorandum account, we

find that the record evidence supports GSWs-requestfora-two-way-general-

balaneingcreation of a memorandum account for its liability insurance premium
costs. GSW-has-met-its-burdente-show The record shows by a preponderance of

evidence that the conditions for a balancingmemorandum account have been

GSW-has-metThe record contains sufficient evidence to meet the first

eriteriwmcriterion for a liability insurance balaneingmemorandum account.
There is expert testimony from

Mr. Currie in the record that the market price for each £ypeof the three types of

liability insurance at issue reacts as soon as a significant risk of loss arises, or a
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major calamity occurs. He testified that liability insurance premiums in
California are:

... substantially influenced by the probability of future
earthquakes and wildfires [and other] world-wide
catastrophic losses ... [and] can cause drastic spikes in
insurance rates when insurers find they have limited funds to
write new policies.>**!

To the risks affecting premium prices that Mr. Currie identified, we can

add other well-known world events, with potential to affect liability insurance

premiums. FTe-begin-theeurrentrate-ofintlationisfarhigherthanwhatitwasin-

Settlement-Agreementin-this-proceeding-wasfiled—Corroborative and
illustrative of Mr. Currie’s testimony on this issue, is United States Bureau of

Labor statistics®*#2 show that the “all items” 12-month index was 2.5 percent on
January 2020; increased 6.1 percent between January 2021 and January 2022
(from 1.4 percent to 7.5 percent); and the 12-month average at the end of January
2023 was 6.4 percent.”*# In addition to the rapid growth of inflation, we take
official notice that Hurricane Ian, which struck the State of Florida in September

2022, has been assessed by the United States National Oceanic and Atmospheric
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Administration (NOAA)># as the costliest hurricane ever to strike that state,
causing over $100 billion of damage.***> NOAA also noted that it was the
fifteenth storm to strike the US in 2022 and cause over one billion dollars of

damage.>*¢ We also take official notice of the fact that there remains some

residual and continuing ripple effects of the pandemic.

TheWe further note the wide discrepancies in what GSW had to pay for
liability insurance coverages in 2021 versus the extraordinarily low premium
price increases Cal Advocates predicted would be the price increases through
December 31, 2024, demonstrate the difficulty that exists predicting insurance
costs right now.

Based on the foregoing, the first two conditions for establishing a

balaneingmemorandum account have been satisfied. Execeptional-events;tike-
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that liability insurance premiums are a substantial cost item for GSW, is not

disputed. GSW’s liability insurance premiums total more than $2 million each
year.

The record also shows that GSW’s ratepayers will benefit from having a

two-way-balaneing-accountin-place—memorandum account in place. As with
group health insurance premiums, GSW’s liability insurance premiums will be
recorded in the memorandum account we authorize today and the entries in the
account will be scrutinized for reasonableness and prudence in GSW’s next GRC.
A lower cost than the cost listed in the Settlement Agreement for Test Year 2022
or projected using the Rate Case Plan methodology for years 2023 and 2024 will
result in a credit to GSW’s customers in their bills. A higher cost than that
projected for the Test Year or each of the escalation years will be examined
carefully and may not be entirely incorporated in rates unless those costs are
found reasonable, which is also a benefit to ratepayers.

This decision therefore authorizes GSW to continue to follow its prudent
multi-step process for projecting liability premiums and selecting liability policies
for the final year of this rate cycle. However, should the actual price of a liability

policy come in lower than GSW's estimate, then its ratepayers will receive both-

insuranee-policies:-the differential and if the actual cost is higher than the
projected costs, GSW's ratepayers may, depending on our decision in the next

GRC, avoid some or all of the excess cost over the projection.
As with group health insurance premiums, Cal Advocates effersne-
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Advoeatessimply-assertssimply asserted, without citing any evidence, that

granting GSW a balancing account for liability insurance costs will tempt GSW to
act carelessly about buying liability insurance to the detriment of its ratepayers.

There is no evidence in the record that GSW has ever behaved in this way, as we

have pointed out with respect to the purchase of group health insurance. We-

weight-te-them—And the substitution of memorandum account for a balancing
account will encourage GSW to be responsible and diligent in its purchasing
practices.

Upon weighing the evidence, we authorize GSW to continue its prudent

purchasing efforts that are the product of Mr. Currie’s extensive experience
managing GSW’s liability insurance purchases and Aon’s proprietary database

and expert consulting advice, and we eaderseorder the use of a

two-waymemorandum, instead of balancing, account as asatetyan added

measure during the current unstable market conditions.
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5. Denial of GSW’s Request for Consolidation
of Two Ratemaking Areas

GSW seeks consolidation for ratemaking purposes of all eight of its
Los Osos**”
and its Santa Maria®*® service areas. GSW maintains that the cost to provide
water to its two Los Osos service areas has increased so much as to make it
nearly unaffordable for some undefined number of customers in the Los Osos
service areas. More specifically, GSW states that the 3,294 customers in its two

Los Osos service areas pay three times the amount of dollars per unit of water

paid by the 14,934 customers in its six Santa Maria service areas, some nine miles

away at their closest point between a Los Osos and a Santa Maria service area,***’
yet GSW’s Los Osos customers use 2.4 times less water than GSW’s Santa Maria
customers.

To reduce the alleged unaffordability burden for GSW customers in its

Los Osos service areas, GSW proposes to consolidate its 3,294 Los Osos

customers, which have a higher median household income, with its 14,934 Santa

Maria customers, which have a lower median household income, for ratemaking

purposes by instituting a gradual convergence of the rates for its Los Osos and

Santa Maria customers in a manner that will ensure the impact on Santa Maria

5647 GSW serves 3,294 customers in the unincorporated town of Los Osos, all of whom are in
two, non-contiguous areas of the town. GSW OB, at 33. Groundwater is the primary water
source for both Los Osos service areas. Exh. GSW-24 (Switzer Prepared), at 32, lines 1 - 3.
Unfortunately, the cost of delivering potable water is high. Exh. GSW-24 (Switzer
Prepared), at 32, line 4 -
at 34, line 22.

5748 GSW serves 14,934 customers in six, non-contiguous service areas scattered within and
without the city of Santa Maria, no two of which are more than 25 miles apart. GSW
Exh.-24 (Switzer Prepared), at 31, lines 9 - 27. As in Los Osos, groundwater is the primary
water source for all six Santa Maria service areas. Id. at 32, lines 1 - 3.

%849 Nine miles is apparently the shortest distance between one of the two Los Osos service

areas and one of the six Santa Maria service areas. Exh. GSW-24 (Switzer Prepared), at 31, [
lines 16 - 20.
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customers will be less (on a dollar per Ccf basis) than the savings per Ccf for Los
Osos customers. Specifically, GSW proposes to allow the rates in effect for
customers in its Los Osos service areas upon issuance of our final decision in this
proceeding to rise only by the Consumer Price Index until convergence is
reached. The difference between the revenue requirement for the eight
consolidated service areas and the Los Osos rates would be covered by Santa
Maria customers until convergence of all eight service areas occurs. Convergence
would occur when the revenue requirement per Ccf for Santa Maria customers
and the revenue requirement per Ccf for Los Osos customers equal each other.
After that point in time, all eight service areas would bear responsibility for the
full, combined revenue requirement for all eight service areas. This consolidation
is essentially a rate consolidation since there will not be a reduction in staffing or
management demand.

GSW contends that in 2014, customers in its two Los Osos service areas
met the standard set forth in D.14-10-047 signaling extraordinarily high water
costs.”® According to GSW, in 2014, the revenue requirement per Ccf of water in
the two Los Osos service areas equaled 233 percent of GSW’s system-wide
average revenue requirement per Ccf.*! The demarcation line, set in
D.14-10-047, signaling an extraordinary water cost in a GSW ratemaking area is
costs that equal or exceed 150 percent of GSW’s system-wide revenue
requirement. The costs in Los Osos far exceeded the standard. Nevertheless, in
2014, GSW did nothing about the issue because the monthly cost of an essential
amount of water for human use did not, in GSW’s opinion, exceed 2.5 percent of

median household income, the mark set in D.14-10-047 signaling that an

5950 Exh. GSW-24 (Switzer Prepared), at 32, lines 16 - at 33, line 16.
6951 Exh. GSW-86 (Switzer Rebuttal), at 54, lines 21 - 26.
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unaffordability problem existed.®®*2 According to GSW, the cost of water only

reached 1.5 percent of household income in the Los Osos service areas at that

In testimony submitted in this proceeding, GSW represents that the cost et
aper Ccf of water in Los Osos is still far greater than 150 percent of the
system-wide average cost of a Ccf and heading higher than before.®*® Further,
GSW states that the cost of an essential quantity of water for some of its Los Osos
customers is equal to 1.7 percent of median household income in one of the
two zip code areas GSW used to calculate median income. GSW asserts that this
represents an increase of 0.2 percent over what GSW calculated in 2014.5%

As we noted above, the trigger point for unaffordability set in D.14-10-047 is 2.5
percent of household income and 1.7 percent;even-ifitis-an-aceurate
measurement- is still below that trigger point.**>> Nevertheless, GSW points to
the increase from 1.5 to 1.7 percent of median household income figures as

evidence of an upward trend that should not be ignored.

652 1hid. at 34, lines 6 - 13.

6253 Exh. GSW-24 (Switzer Prepared), at 34, line 6 - at 35, line 22.

6354 14 at 35, lines 17 - 19. This computation was expressed by Mr. Switzer thusly: “[GSW’s]
analysis [of median household income] revealed that, for one of the zip codes in [GSW’s [
Los Osos] service area, the cost of essential water service is within 27% of the 2.5% median
household income threshold.” For ease of comparison, we have changed “27% of the 2.5%"”
to 1.7 percent of median household income. Still, the absence of proof that the median
household income of all residents in a single zip code is comparable to the median househol
d income of just GSW's residential customers in that zip code prevents us making a factual
finding about the median household income of all GSW’s Los Osos customers or any
subset thereof.

6455 GSW’s witness Switzer testified that in the two Los Osos service areas together, without
consolidation, an essential amount of water would require 1.7 percent of median
household income if GSW’s proposed rates were approved, allegedly a 0.2 percent increase
over the cost in 2014. Exh. GSW-86 (Switzer Rebuttal), at 55, lines 4 - 15.
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Te-datapoints-deHere, the record does not support a conclusion that the

cost of an essential amount of water rose in either of the two Los Osos service

notbeenshewnto-bereliable. GSW and Cal Advocates offered different
competing proxies.

The proxies offer W are of the median h hold incomes of th
two zi hat were n mparable, similar, or otherwise reliabl tistical
roxies for median h hold income of its two service areas in L

Santa-Mariacustomers,Cal-AdveeatesreliedCal Advocates offered proxies based

on United States Census Bureau data for the entire census tract that includes the
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whole town of Los Os0s*°¢ and the entire census tract for the city of Santa
Maria®>” when the indisputable record facts are that GSW serves only 3,294
customers in Los Osos and only 14,394 customers in six, non-contiguous service
areas in the City of Santa Maria, two of which are as far as 25 miles apart from

each other and one of which is not even in the city of Santa Maria. These-twe-

eensus-tracts-are-also-notreliable proxiesCal Advocates’ proxies too under these

ircumstances were not comparable, similar, or otherwise reliable statistical

proxies for median household income of its two service areas in Los Osos for
determining;with-anyreasonable-degree-of-aceuraey; the median household

income amongst GSW's 3,294 customers in its Los Osos service areas nor

amongst its 14,394 customers in its Santa Maria service areas.—Jn-Cal-Advoeates™
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UntertunatelytheThe proxies (income data from zip code areas and

census tracts) offered by the parties are neither sufficient nor reliable evidence for

us to make the necessary finding on the level of median household income for

GSW’s customers. The-Commission's Affordability Ratio-Caleulater hassimilarly-

Accordingly, this decision denies GSW’s request for consolidation in this

proceeding and orders rates separately for Los Osos and Santa Maria service

areas, as agreed to by the Settling Parties in the Settlement Agreement. GSW
may renew its request for consolidation in its next GRC. In addition, as admitted

SW’s own testimony, the cost of an essential amount of water is still 27%
elow the affordability trigger point of 2.5% in L ._For this reason and the

fact that consolidating the service areas is a rate consolidation that will not
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reduce staffing or demand, we deny GSW’s request to merge these two service
areas.

6. Public Participation Hearings
The most frequent public comments either identified CovidCOVID-19 as a

reason for lowering rates or pointed out that the water rates charged in a nearby
town, city or area by different water companies were lower than the rates initially
proposed by GSW. Many other GSW customers requested that the Commission
limit GSW’s rate increase to two percent, the approximate United States
inflationary rate at the time they submitted their comments.**®

Although there remain many lingering economic and other effects of the
pandemic, fortunately, California and the nation have made significant strides in
moving past many of the pandemic’s debilitating impacts. The unemployment
rate has dropped to roughly pre-pandemic levels, and many employers and
people have gradually adapted and are adapting to the post-pandemic way of
life. Accordingly, on balance, pandemic alone is no longer a reason for us to
delay addressing GSW’s request for increased rates.

We do not calculate rate increases based on what other, nearby utilities
may be charging. These “nearby,” unnamed water companies frequently use
sources of water different from GSW, and they may enjoy very low-cost supplies
of water as the result of federal, state, or local preference laws.

Finally, rate increases for utility services are not set at the prevailing rate of
inflation, as many customers requested be done. The revenue needs of a utility
are driven by many factors beyond the cost-of-living adjustments and the
inflationary rate in the United States. While the Commission considers the

projected level of inflation, the Commission must also consider and weigh the

6859 The Consumer Price Index has risen dramatically since then, as discussed at 44-45, below.
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other factors affecting the cost of utility services. Furthermore, the cost of living
and inflation rates in the United States can be volatile.

Just during the pendency of this proceeding, the rate of inflation in the
United States rose dramatically, several multiples higher -- (6 or more percent
rate of inflation for the rolling 12-month average) than what was true when
public comments began appearing in the docket for this proceeding (two percent
or less). Thus, the Consumer Price Index is not something to which we should
directly or exclusively link GSW’s rates.

7. Comments on Proposed Decision

The proposed decision of ALJ Charles Ferguson in this matter was mailed
to the parties in accordance with Section 311 of the Public Utilities Code and
comments were allowed under Rule 14.3 of the Commission’s Rules of Practice

andMay 1, 2023, by GSW.

and Procedure. Comments were filed on

n 1A n 2023, and a reply eomments-werewas filed on
by May 8, 2023, by GSW.

In i nin mmen recommen lan h
ision r align th ision hnical f th lemen
Agreement and certain r in 's Application th r 11
impr he mechanics for incorporating the interim r hich m

ffecti nuary 1, 2022, into the tariff sch les that ar r in thi

ision. Cal A idn i hese recommendations.® h
incorpor 11 of those recommen revisions in thi ision
Iso recommen hing eigh itional ndi h
ision. Th itional ndices incl mmaries of earnings, r
incom h ntifications of mer | nd pr ion 1

60 Cal Advocates’ continued opposition to the creation of two new balancing accounts is

addressed below.
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nses, tariffs, and surcharges/surcredits in balancing and memorandum
accounts.’!
Both GSW and Cal Advocat ject to that part of the pr sed decision

rejectin W’s request for consolidation of GSW’s Los ratemaking are

with Santa Maria’s ratemaking areas.®> The record in this proceeding does not
show that the proxies offered by the parties were comparable, similar, or

therwise reliable statistical proxies. The record also does not show that the cost
of water in Los Osos has reached a benchmark percenta ignaling water i

likely unaffordable for GSW tomers in its L ervice areas. As such

GSW’s request for a consolidation of its Los Osos ratemaking areas is denied.
Cal Advocates” next comment concerns the ordering paragraphs in the

r d decision granting GSW’s request for two new balancing accounts for its
urchases of gr health insurance covera nd for general liability insurance
overages. Cal Advocates ar that bec the pr d decision improperl

took official noti f numerical data computed and published by the California

Department of Health®, the balancing accounts should be denied.
We find no merit in Cal Advocates’ objections to taking official notice of

these figures. The officially noticed figures were sourced from government

agencies that are responsible for compilation and publication of such data.®

61 ndices B through and including I h hi ision
2 Cal A r f the AL]'s pr resul riticizes the pr ision’
I n for rejecting the consolidation

istical fficially noti I neral pandemic health-rel numbers in th

numerical data published by the U.S. Department of Labor indicating the rate of inflation in

h ntry; and an estim figure for th llar amount of dam. from Hurricane Ian

lish ional nic and Atmospheric Administration
6

4 The officially noticed statistics serve to illustrate the testimony of GSW witness
h rrie. H 1, hi imon itself n h lish the n

for memorandum accounts. Furthermore, removal of the officially noticed statistics

from the pr ision, if re inclin rem hem 1d not chan
our conclusion that memorandum accounts are appropriate in this instance.

63
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These officially noticed facts were not necessary to reach our conclusion on the

alancin r memorandum) account t merely illustrative of GSW’s witness’
testimony. GWC’s witness testimon itself was sufficient to carrv the burden
f proof, without the officially noticed data, for the two requested balancin

accounts and the memorandum accounts which we are substituting for them, as

discussed in this decision.

Finally, only a few months ago, in Securus Technologies, LLC v. Public
tilities Comm. (Securu al. App. 5th 787 (Cal. App. 2nd Dist. 2023) a
California Court of Appeals held that it was proper for the Commission to take
official notice of the price per minute of telecommunication service found in a

ress relea repared by the California Department of Corrections an

Rehabilitation and for the Commission to base its Decision (D.) 21-08-037 on that

price point. Our formal records of that proceeding indicate that Cal Advocates

actively participated in the proceeding that culminated in D.21-08-037 and

notice there.®®

Cal Advocates also contends that it was prevented from having an

0 rtunity to contest the facts officially noticed in the proposed decision before

the evidentiary record closed.®® Cal Advocates was afforded all process it is due.

ext 1 Advocates objected to the treatment in the proposed decision of

the prepared testimony of the only witne al Advocates offered to counter the

testimony of GSW’s primary witness in support of the new balancing accounts.

%5 In its objections, Cal Advocates did not mention its position favoring official notice in that

governing and recent proceeding nor the Securus appellate decision itself.

66 Cal Advocates claims entitlement to prior notice and an opportunity to contest officially
noticed facts. Moreover, nothing in either the Commission’s Rules of Practice and Procedure
or the applicable statutory provisions of the California Evidence Code bars the taking of
official notice in these proceedings after an evidentiary record closes. Indeed, the Law Comm
ission Notes to Evidence Code section 452(h) explicitly states that probably “notice is not
compulsory.”

-58 -



A.20-07-012 ALJ/CFG/mph PROPOSED DECISION (Rev. 1)

We find no merit in Cal Advocates’ objection. The record reflects that Cal

Advocates” witness did not present sufficient evidence to counter GSW’

witnesses’” preponderance of evidence.
Finall al Advocates contends that we should disregard the pr d

decision’s approval for balancing accounts for GSW’s group healthcare and

eneral liability insurance enses because the pr sed decision did not follow

Cal Advocates” understanding of the instructions in the Rate Case Plan for how

to project insurance costs. Cal Advocates contends that the Rate Case Plan set

forth a process for projecting all three years of the rate cycle:

The Commission ha d the [Rate Case Plan] process t
for nses in th r and then 1 h
expenses in the attrition year for all utility General Rate
ince the R Plan ff mphasi 67
H r, the ci rtion of the R Plan n r h
for f r n Its f is on projectin nses for th
lation an rition years, for which it pr multiplying the prior year’
n PI- istic calcul h rtment of r. Th
R Plan not require, recommend, or prom h f the sam
r roj ility’ r n The R Plan 1 h
rojection of r n h r prudent, r nable method th
mmission fin ropriate in the circumstan
n revi f the recor h i reation of memorandum
nts in pl f the balancin n refl in thi ision
h Iso m rrections or clarification h f the pr
ision where n ry in order lish memorandum nts in
1 f the balancin n ri in the AL]’s pr ision

67 Cal Advocates Opening Comments, at 16 (citing D.07-05-062).
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8. Assignment of Proceeding

Darcie L. Houck is the assigned Commissioner and Charles Ferguson is the
assigned Administrative Law Judge in this proceeding.

Findings of Fact

1. GeldenState Water Company{GSW} and the Office-of Publie Adveoeates-

{Cal Advocates)have reached a Settlement Agreement that resolved all but three
issues in this proceeding. The unresolved issues are-these: (i) whether GSW
should be permitted to open a two-way balancing account for the costs of
purchasing group health insurance coverage for its employees; (ii) whether GSW
should be permitted to open a two-way balancing account for the costs of
purchasing severalcertain liability insurance products; and (iii) whether GSW
should be permitted to consolidate its Los Osos and Santa Maria ratemaking
areas for rate purposes.

2. Where there is agreement between the Applicant and one or more other
parties, Rule 12.1(d) provides that the Commission will not approve the settled
issue(s) unless the settlement is reasonable in light of the whole record, consistent
with the law, and in the public interest. The Settlement Agreement reached by
Gelden-State- Water CompanyGSW and the Oftice-of PublieCal Advocates in this
proceeding is, in its entirety and each constituent part, reasonable in light of the
whole record, consistent with the law and in the public interest.

3. GSW’s water quality meets all applicable state and federal drinking water
standards and the provisions of General Order 103, and its water systems comply
with the State Water Resources Control Board’s Division of Drinking Water
standards for water quality standards.

4. GSW purchases group medical, dental and vision insurance policies

(collectively, “group health insurance”) for its employees.
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5. GSW shares the cost of its group health insurance policy with its
employees.

6. GSW's Director of the Human Capital Management Department, Mathew
Currie, began his employment at GSW in 2008 and since then he has been a
Manager, Interim Director, and finally, the Director of the Human Capital
Management Department at GSW and is responsible for purchasing and
managing GSW’s purchase of annual group health insurance policies and is
qualified as an expert to testify about the process used by GSW to find and
purchase its annual group health insurance policies, and he is also qualified to
express opinions about the structure and behavioral characteristics of the market
for group health insurance plans and the volatility of the markets for group
health insurance in the State of California.

2. 7-Mr. Currie is also the Director of the Risk Services department at GSW
and has been a Manager, Interim Director, and Director of the Risk Services
Department, responsible for projecting the cost of and managing part or all
GSW’s purchase of annual liability insurance policies and is qualified as an
expert to testify about the process used by GSW to project the cost of and
purchase its annual liability insurance policies and qualified to express opinions

about the structures and behavioral characteristics of the markets for corporate

liability insurance in the State of California.
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3. 9-GSW’s process for purchasing group health insurance policies for its
employees is reasonably well-designed to project its premium costs and identify
and purchase group health insurance at prices that are fair and coverages that are
reasonably competitive with what other employers in California offer their
employees.

4. 10-GSW's process for projecting insurance costs and purchasing group
health insurance includes relying on expert advice from an insurance broker.

5. H-Insurance brokers do not sell insurance policies, they provide data and
advice to purchasers of insurance policies seeking the best coverage for a
reasonably affordable price.

6. 12-GSW's process for purchasing health insurance includes introducing as
much competition as is possible among those health insurance companies that
choose to express interest in providing insurance coverage to GSW.

7. 13-After identifying health insurance companies that are interested in
providing insurance to GSW’s employees, GSW requires the insurance
companies to bid against one another and then it compares the bids it receives to
the prices and coverages offered for the upcoming policy year by its incumbent
medical, dental and vision carriers.

8. 14-With advice provided by its broker, GSW selects which health, dental

and vision insurance companies will provide the best coverage for a fair price for

itself and its employees.
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9. 19-In the Settlement Agreement, the Settling Parties agreed upon

projected prices for GSW’s group health insurance policies for this rate cycle.
10. 20-Volatility remains in the markets for group health insurance policies in

California due to the continued presence of CovidCOVID-19 in the world at large

and continued political uncertainty regarding the amount of financial assistance

from the federal government fighting CevidCOVID-19 and other serious health
threats to United States citizens at large.

11. 23-The volatility in the California markets for group health insurance
could not have been predicted by GSW during its prior GRC.

12. 22-The volatility in the California markets for group health insurance
lagged the appearance of CevidCOVID-19 and began during the present GSW
GRC cycle and isdikely+temay continue throughout the entire three-year cycle.

13. 23-The annual cost of GSW’s group health insurance policies is several
millions of dollars, a substantial amount.

14. 24-A twe-way-balaneingmemorandum account for GSW’s purchases of
group health insurance during this GRC cycle would be fair to both GSW and its
customers.

15. 25-GSW purchases a-total-of-twelveseveral, separate, liability and casualty

insurance policies (hereinafter, “general-liability insurance”) annually to protect

itself from third party claims and various casualty losses.
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16. 26-GSW's process for projecting the cost of and purchasing annual
liability insurance policies for itself is reasonably well-designed to project the cost
of and subsequently purchase liability insurance policies at prices that are fair
and coverages that are acceptable to GSW.

17. 27-GSW's process for projecting the cost of and purchasing annual
liability insurance policies includes relying on expert advice from Aon, a
prominent insurance brokerage in the United States.

18. 28-GSW's process for projecting the cost of and then purchasing annual
liability insurance policies includes introducing as much competition as is
possible among those insurance companies that choose to express interest in
providing insurance coverage to GSW.

19. 29-After identifying insurance companies that are interested in providing
liability insurance to GSW’s, GSW invites those insurance companies to bid
against one another and compares the bids it receives to the prices offered for the
upcoming policy year by each of its incumbent lability insurance carriers.

20. 30-With advice provided by Aon, GSW selects which liability insurance

companies will provide the best coverage for a fair price.
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21. 36-In the Settlement Agreement, the Settling Parties agreed upon
projected prices for GSW’s liability insurance policies for this rate cycle.
22. 37-Volatility remains in the markets for liability insurance policies in

California-d+

23. 39-The volatility in the California markets for corporate liability insurance

began during the present GSW GRC cycle and will-Hikelymay continue
throughout the entire three-year cycle.
24. 40-The annual cost of GSW’s liability insurance policies is more than
two million dollars, a substantial amount.
25. _GSW has requested authority to establish a two-way balancing account
for three liability insurance coverages during this GRC cycle, specifically, it
neral liability, umbrella and excess liability coverages.
memorandum account for GSW’s purchases of eerporategeneral liability,
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umbrella and excess liability insurance coverages during this GRC cycle would
be fair to both GSW and its customers.

27. 42-In this proceeding, GSW has requested consolidation, for ratemaking
purposes, of its two non-contiguous service areas in the town of Los Osos and
another six of its non-contiguous service areas, five of which are located within
the city limits of Santa Maria and one of which is located outside the City of
Santa Maria.

28. 43-To justify the proposed consolidation, GSW maintains that its two Los
Osos service areas are both “high cost” and unaffordable.

29. 44-The Commission designates any service area of a multi-service-area
utility as “high-cost” if the ratio of the revenue requirement per Ccf for the
service area in question as compared to the average revenue requirement per Ccf
throughout the utility’s entire system exceeds 150 percent.

30. 45-The revenue requirement per Ccf ratio between GSW’s Los Osos
service areas and GSW’s system-wide average at the time of filing its application
was 260 percent and it will increase to 268 percent with the rates ordered herein.

31. 46-GSW’s two Los Osos service areas are “high cost” using the standard
described in Finding of Fact 45:36.

32. 47-When the annual cost of water service at the essential usage level is
2.5 percent of median income for a utility’s customers in a service area, the

Commission considers the service “unaffordable.”

GSW asserts that, without the type of rate consolidation GSW proposes, this

subset of its Los Osos customers will be paying 1.7 percent of median income for

water service.
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34. 49-Notwithstanding that 1.7 percent is less than 2.5 percent, GSW
contends that now is the time to order consolidation because the cost of water is

outpacing median income.

35. 55-To consolidate its two Los Osos ratemaking areas with its six Santa

Maria ratemaking areas for ratemaking purposes, GSW must demonstrate by a
preponderance of evidence (i) that the revenue needed to deliver water in its
Los Osos ratemaking areas is more than 150 percent of the average revenue

needed for all other ratemaking areas system-wide; and (2) that the cost of an
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essential volume of water is equal to or greater than 2.5 percent of the median

average household income for GSW’s Los Osos customers.

36. GSW'’s Special Request No. 5 requested continued advice letter treatment
for two capital projects in GSW’s Region 3 service area. Those capital projects
were completed, and GSW Advice Letter 1870-W concerning a rate base offset in
its Region 3 service area was approved with an effective date of
February 15, 2022. The Settlement Agreement approved by this decision
authorizes the rate impact of the rate base offsets to be included in rates as part of
this decision, with an effective date of February 15, 2022. Tables 1 and 2 in this
decision reflect the revenue and bill impacts of such rate base offsets.

37. With regard to supply costs, the Settlement Agreement approved by this
decision allows for the inclusion of purveyor rates for purchased water and
pump taxes in the rates adopted by this decision.

38. GSW timely sought and was granted authority to file a tariff to implement
interim rates, effective on the first day of the Test Year, and to establish a
memorandum account to track the difference between the interim rates and final
rates. The first day of the Test Year for this proceeding was January 1, 2022.

39. Inorder to avoid multiple rate changes within a short period of time, it is
reasonable for the revised schedules for 2022 authorized in this decision to be
included in and subsumed in the escalation year filing for attrition year 2023 and
for the effective date of the true-up of interim rates to coincide with the effective
date of the 2023 escalation filing.

Conclusions of Law
1. The Joint Motion of the Settling Parties should be granted, and the

Settlement Agreement should be approved and adopted.
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2. The Settlement Agreement adequately balances risks between ratepayers
and shareholders of the Golden State Water Company.

3. The proposed Test Year revenue requirements, resulting from the
Settlement Agreement, shown in Table 2, above and subject to adjustment for
completed rate base offset projects in GSW’s Region 3 service area and updated
purveyor rates for purchased water and pump taxes, are just and reasonable and
will allow for the provision of safe and reliable water service to GSW’s
customers.

4. The Rate Case Plan methodology for calculating rate increases in the
escalation years 2023 and 2024 will produce just and reasonable proposed rates,
assuming no extraordinary circumstances.

5. GSW’s Emergency Response Plan complies with the Rate Case Plan’s
requirement that GSW provide confirmation of compliance with the EPA
Vulnerability Assessment and Office of Emergency Services Response Plan.

6. GSW’s water quality and water quality management plan-are is
reasonable and in compliance with applicable law.

7. The water conservation provisions of the Settlement Agreement, as part of
the Settlement Agreement as a whole, are just and reasonable, consistent with the
law, and in the public interest.

8. GSW should take the necessary actions to comply with the provisions set
forth in the Settlement Agreement.

9. Each provision of the Settlement Agreement is reasonable in light of the
record as a whole because it fairly balances the interests of GSW and its

ratepayers.
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10. Each provision of the proposed Settlement Agreement is consistent with
the law because none of the Settlement Agreement provisions contravene or
compromise any statutory provisions or prior Commission decisions.

11. Each provision of the proposed Settlement Agreement is in the public
interest because it enhances GSW’s ability to provide safe, reliable, and quality
water service to all its residential customers at price levels that are appropriately
set to be affordable at differing household income levels.

12.  Each of the Settling Parties’ respective request to treat selected portions of
their exhibits as confidential should be granted.

13. Golden State’s and Cal Advocates’ request to receive testimony into the

record should be granted.

14. The criteria for creating a balaneingaccountarefoundinseveral-
Commission-€eeisions,ineluding D20-09-019-Theseeriteriamemorandum

account are the following:

(i) The unpredictability of a specific expense for a utility is
caused by an event of an exceptional nature that is not
under the utility’s control;

(ii) The unpredictability of the expense could not have been
foreseen in the utility’s last GRC and has arisen or will
arise before utility’s next scheduled rate case;

(iii) The potential expense is of a substantial nature; and

(iv) Ratepayers will benefit from the
balaneingmemorandum account, #once authorized.

15. GSW has proven by a preponderance of the evidence that during this rate
cycle, 2022 - 2024, its cost for the annual group health insurance policies it
purchases for its employees satisfy the four criteria in B-20-09-619Conclusion of
Law No. 14 for instituting a twe-way-balaneingmemorandum account for annual

health insurance premiums (Special Request No. 2).
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16. GSW has proven by a preponderance of the evidence that during this rate
cycle, 2022 - 2024, its cost for the-annualgeneral liability, umbrella and excess

liability insurance policies it purchases satisfy the four criteria in
D-20-09-019Conclusion of Law

No. 14 for instituting a twe-way-balaneingmemorandum account for annual
insurance premiums (Special Request No. 13).

17. GSW failed to prove by a preponderance of evidence that datafor-

affordability concerns in Los Osos that necessitate a merger of the Los Osos

eustomersand Santa Maria ratemaking areas.
18. The Settlement Agreement, upon approval and adoption by the

Commission, is binding on all parties to the proceeding.

19. Pursuant to Rule 12.5, the Settlement Agreement does not bind or
otherwise impose a precedent in this or any other future proceeding.

20. This proceeding should be closed.

ORDER
IT IS ORDERED that:

1. The Joint Motion of Golden State Water Company and the Public
Advocates Office for the Adoption of a Settlement Agreement, filed
November 23, 2021, is granted; and the Settlement Agreement attached to this
decision as Appendix A is approved and adopted.

2. All rulings issued in this proceeding by the assigned Commissioner and

Administrative Law Judge (ALJ) are affirmed.
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Administrative Law Judge (AlL))are-attirmed-Golden State Water Company’s

October 12, 2021 Motion for Leave to File Confidential Rebuttal Testimony and

Other Information Under Seal and To Seal This Portion of the Evidentiary Record
is granted; and the confidential information which is the subject of this motion
shall not be disclosed to persons outside the Commission without a protective
order first being issued.

4. All pending motions not specifically addressed herein or previously
addressed by the assigned Commissioner or AL} are-cenied-:Administrative Law

Judge, are denied.
5. 3-Golden State Water Company shall-file by Tier 1-adviceletter-within-

sy of a final Commission decision in this proceeding, revised(GSW) is
authorized to revise tariff schedules;, and concurrently; to cancel its present
schedules for such service—Fhis-filing-is-subject-to-approval-by-the Commission’s-
WaterDivision—The upon the effective date of therevised-sehedules-isfive-days-
after-the-filing-its 2023 escalation filing. GSW’s revised tariff schedules for 2022
authorized rates shall be subsumed within GSW’s escalation filing for attrition

year 2023.
6. 4-For escalation years 2023 and 2024, Golden State Water Company

(GSW) must file Tier 1 advice letters in conformance with General Order 96-B
proposing new revenue requirements and corresponding revised tariff schedules
for each ratemaking area in this proceeding. The advice letters must follow the
escalation procedures set forth in the Revised Rate Case Plan for Class A Water
Utilities adopted in Decision 07-05-062 and must include supporting workpapers.
GSW must file for rate reduction if the escalation procedures result in a rate

reduction due to negative rate base growth, inflation factors, or customer growth.
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The revised tarifftariffs shall be effective as of January 1, 2023, and January 1,

2024, respectively, and apply to services rendered on and after their effective
dates. The proposed revised revenue requirements and rates must be reviewed
by the Commission’s Water Division. The Water Division must inform the
Commission if it finds that the revised rates do not conform to the Revised Rate
Case Plan, this decision, or other Commission decisions, and if so, reject the
filing.

7. The surcharge to true-up the interim rates must comply with Standard
Practice U-27-W. Golden State Water Company (GSW) shall file its tariff
implementing the surcharge to true-up its interim rates by Tier 1 advice letter
after GSW calculates the revenue difference between the interim rates and the
authorized rates, but within 90 days after 2023 rates have been implemented.
Because the effective date of this order is after the beginning of the 2023
escalation year, the surcharge shall include differences between interim rates and

adopted rates through the effective date of the 2023 escalation year rates.
8. 5-Within 60 days of the issuance of this decision, Golden State Water

Company (GSW) is authorized to establish a-twe-way Group Health Insurance
BalaneingMemorandum Account by filing a Tier 2 advice letter with the
Commission’s Water Division. In the advice letter filing, GSW shall propose

tariff language for this twe-way Group Health Insurance BalaneingMemorandum
Account, which shall include the following terms and conditions: (a) GSW shall
record in the Group Health Insurance BalaneingMemorandum Account the
projected, aggregate cost of purchasing group medical, dental and vision
insurance policies for the test year 20222022, consistent with what was included

in the Settlement Agreement that-wasfiled-withas the projected cost for the test
year 2022 and is now approved by the Commission enNevember23,202%in this
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decision for inclusion in rates ; (b) if the amount GSW actually spent was not
exactly the GSW-allocated portion of $6,590,811, GSW shall record in the
balaneingmemorandum account the amount it actually spent on medical, dental
and vision premiums in the test year; (c) the difference between the
GSW-allocated portion of the projected amount, $6,590,811, for the test year and
the actual

GSW-allocated amount paid by GSW shall be calculated and recorded in the
balaneingmemorandum account as either a “surplusage” if GSW spent less than
the

GSW-allocated portion of $6,590,811 or as a “deficit,” if GSW spent more than
the GSW-allocated portion of $6,590,811; (d) similar calculations and entries in
the Group Health Insurance BalaneingMemorandum Account willshall be made

for the first and second escalation years, 2023 and 2024, using the projections that
have already been made for the costs of group health, dental and vision
insurance using $6,590,811 as a base and the Rate Case Plan methodology for
calculating projections for each of the escalation years; (e) at the end of each
escalation year, the difference between the projections calculated according to the
methodology for doing so in the Rate Case Plan and GSW’s actual costs of group
health insurance shall be identified either as a deficit or surplusage; and (f) the
next general rate case proceeding shall review and determine the appropriate
disposition of the balance in the Group Health Insurance BalaneingMemorandum
Account and shall also review whether this-twe-waybalancingthe Memorandum
account is still necessary.

9. 6-Within 60 days of the issuance of this decision, Golden State Water

Company (GSW) is-autherized-te-establish-a-twe-waymay establish
memorandum accounts for group health insurance premium costs and general
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liability, umbrella, and excess insurance premiums as General Liability Insurance
Balaneing-AecountMemorandum Accounts by filing a Tier 2 advice letter(s) with

the Commission’s Water Division. The General Liability Insurance Balaneing-
AeeountshallbeMemorandum Accounts, if established, maybe used for

recording GSW’s cost of purchasing the following twelve-policies: Property;-

7

Liabilityand-Crimepolicies: Group health insurance premium costs, general
liability, umbrella, and excess insurance premiums. The cost of any other

insurance policies may be included in the General Liability Insurance Balancing

AeeountAccounts, so long as each additional policy can reasonably be described
as either a Group Health Insurance, General Liability, Excess Liability or
Umbrella Policy. The General Liability Insurance Balaneing-
AeeountMemorandum Accounts shall be strictly limited to policy premiums paid
by GSW, no reserve funds, retentions, or self-insured payments shall be recorded
in the General Liability Insurance Balaneing-AeccountMemorandum Accounts. In
the Tier 2 advice letter filing, GSW shall propose tariff language for the-two-way
General Liability Insurance BalaneingAeceountMemorandum Accounts, which

shall include the following terms and conditions: (a) GSW will record in the
General Liability Insurance Balaneing-AeceountMemorandum Accounts the
projected, aggregate cost of premiums for the specific insurance policies listed
above as well as other policies qualifying for inclusion in the
balaneingmemorandum account for the test year 2022 consistent with the
projected premium expense that was agreed to between GSW and the Public

Advocates in the Settlement Agreement that-was-filed with the Commission on
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November 23, 20212021, and approved in this decision for inclusion in rates; (b) if

the amount GSW actually spent for generalliability-excessliability-and-umbrella-
policesthese specified policies in the test year, 2022, does not exactly match the

projection for the test year that Public Advocates and GSW agreed upon in their
Settlement Agreement, GSW shall also record the difference between the amount

of premiums it actually paid for general-liabilityexcesstiability-and-

ambrellathose policies during the test year; (c) the difference between the

agreed-upon, projected amount for the test year and the actual amount paid by
GSW shall be entered in the balaneing-accountmemorandum accounts as either a
“surplusage” if GSW spent less than the projected amount agreed to in the
Settlement Agreement or as a “deficit,” if GSW spent more than the projected
amount agreed to in the Settlement Agreement; (d) similar entries and
calculations in the General Liability Insurance Balaneing-AeccountMemorandum

Accounts will be made for the first and second escalation years, 2023 and 2024,

SO 1 liabili ] liabili | ! Hai . USiI'lg

the agreed upon test year projection as a base and the Rate Case Plan
methodology for calculating projections for each of the escalation years; (e) at the
end of each escalation year, the difference between the projections and the actual
costs of the three specific general liability insurance premiums shall be identified
either as a deficit or surplusage; and (f) the next general rate case proceeding

shall review and determine the appropriate disposition of the balances in the

General Liability Insurance Balaneing-Aececount-andshall-also-review-whether-this-
two-way-balaneing-accountis-still necessaryMemorandum Accounts and those

Memorandum Accounts will be closed.
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10. 7-Golden State Water Company is authorized to include a surcharge of
$0.547 per one hundred cubic feet (Ccf) for 36 months in its Tier 1 Advice Letter
implementing tariff schedules resulting from this decision to amortize the
balance in its Los Osos Groundwater Adjudication Memorandum Account.

8- 9. Golden State Water Company is authorized to amortize the September 30,
2020 balance for the 2018 Cost of Capital Interim Rate True-Up Memorandum
Account by implementing a one-time flat rate monthly surcredit in its Tier 1
Aelviee Letteradvice letter implementing tariff schedules resulting from this

decision.

9 Colden State W - . borizod to.dis] |
-
11. Golden State Water Company (GSW) is authorized to disburse the
remaining123-TCP Contamination Proceeds in the form surcredits to customer
bills as follows:

(a) $308;70289,600 to customers in the Region 3 ratemaking
area; and

(b) $160,-35479,456 to customers in the Santa Maria
ratemaking area.

GSW is authorized to disburse such surcredits in its Tier 1 advice letter

implementing tariff schedules resulting from this decision.
12. 30-Golden State Water is authorized to file a Tier 1 Adwvice Letteradvice

letter to (a) transfer the September 30, 2020 residual balance in the 2019 Interim
Rates Memorandum Account (IRMA) to the General Ratemaking Area Balancing

Account; (b) close the account; and (c) remove the Preliminary Statement, Part

GGGG, 2019 IRMA from its tariff book.

12. #-Golden State Water Company is authorized to amortize the General
Ratemaking Area Balancing Account (GRABA) balance by implementing a
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surcharge for twelve months in ratemaking areas with an under-collection. In
ratemaking areas with an overcollection, refunds shall be made through a

one-time surcredit. The GRABA shall continue through December 31, 2024.

13. Golden State Water Company is authorized to continue the existing
surcharge for the Santa Maria Water Rights Memorandum Account, Preliminary

Statement Part M, to be recalculated annually through December 313, 2024.
14. 32-With respect to each of the accounts listed in the Table 7, below,

Golden State Water Company (GSW) is authorized to (a) impose a surcharge in
the amount and for the duration indicated, concurrent with or as part of the
revised rate schedules adopted in this proceeding:, and (b) to file a Tier 1 Adwviee-
Letteradvice letter implementing this surcharge. At the time the relevant
surcharge expires, GSW is authorized to file a Tier 1 Advice Letteradvice letter to
transfer any small residual balance to the General Ratemaking Area Balancing
Account, to close the account, and to remove the reference to the account from

GSW’s Preliminary Statement.
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Consumer Protection
Memorandum
Account

metered service and
$0.03/month for each flat
rate service per Schedule

AC-2

Table 7
Account Preliminary Authorized Authorized Surcharge
Statement Surcharge Duration
Part

Santa Maria Steelhead uu 50.115 per Cef 12 months
Recovery Plan
Memorandum Account
California Alternative Q This surcharge shall be 2022-2024
Rates for Water calculated at the time the final
Balancing Accounts decision is prepared by Water

Division and will remain in

place for the entire rate cycle.
Tangible Property GGG [80.015 per Ccf for metered 12 months
Regulations Collateral services and $0.30/month for
Consequences cach flat rate service identified
Memorandum Account in Schedule AC-2
[Los Osos Basin MMM  [$0.409 per Ccf 24 months
Management
Committee
Memorandum
Account
Basin Pumping NNN  [80.055 per Cef 12 months
Rights Litigation
Memorandum
Account
School Lead Testing 000  [50.0007 per Ccf for metered 6 months
Memorandum Account services and $.01/month for

cach flat rate service per

Schedule AC-2
Aerojet Water RRR  [80.286 per Ccf for 2022-2024
[itigation metered services per
Memorandum Schedule AC-1 and
Account $7.94/month for each flat

rate service per Schedule

AC-2
CEMA- Emergency DDDD  [$0.00145 per Ccf for 6 months
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San Luis Obispo i $0.149 per Ccf for metered 12 months
Valley Groundwater services

Basin Memorandum

Account

Public Safety Power KKKK [Surcharges in accordance with 12 months
Shut-Off sales and customers forecasts

Memorandum in the applicable ratemaking

Account arcas

15. 33-Golden State Water Company’s request to consolidate its Los Osos
ratemaking areas with its Santa Maria ratemaking areas is denied.
16. 34-This proceeding is closed.
This order is effective today.

Dated , at San Francisco, California.
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