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MEMORANDUM

The Public Advocates Office at the California Public Utilities Commission (“Cal
Advocates”) examined application material, data request responses, and other
information presented by California American Water Company (“Cal Am”) in
Application (“A.”) 22-07-001 to provide the California Public Utilities Commission
(“Commission” or “CPUC”) with recommendations in the interests of ratepayers for safe
and reliable service at the lowest cost. Mr. Cortney Sorensen is Cal Advocates’ project
lead for this proceeding. This Report is prepared by Mr. Prashanta Adhikari. Mr.
Mukunda Dawadi is the oversight supervisor. Ms. Angela Wuerth and Ms. Emily Fisher
are the legal counsel.

Although every effort was made to comprehensively review, analyze, and provide
the Commission with recommendations on each ratemaking and policy aspect presented
in the Application, the absence from Cal Advocates’ testimony of any particular issue
connotes neither agreement nor disagreement of the underlying request, methodology, or

policy position related to that issue.

Chapter
4 Description Witness
1 Income Taxes Prashanta Adhikari
2 Taxes Other than Income Prashanta Adhikari
3 Rate Base Prashanta Adhikari
4 Results of Operation (RO) Model Prashanta Adhikari

il
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CHAPTER 1 INCOME TAXES

I. INTRODUCTION

This chapter presents analysis and recommendations for Cal Am’s income taxes in
Test Year (TY) 2024. As a business operating in the state of California, Cal Am’s
revenue requirement will reflect income taxes to both the federal government (“Federal
Income Taxes” or “FIT”) and the state government (“California Corporate Franchise
Tax” or “CCFT”). The CCFT rate is 8.84%, and the FIT rate is 21%. Taxable income on

both the state and federal level includes deductions for various expenses.

I1. SUMMARY OF RECOMMENDATIONS

The Commission should deduct approved 2023 CCFT amounts from Cal Am’s escalation
filings in each division to calculate TY 2024 Federally Taxable Income and FIT,
decreasing TY 2024 FIT and revenues by $446,927.

III. ANALYSIS

The Commission should deduct approved 2023 CCFT amounts from Cal Am’s
escalation filings in each division to calculate TY 2024 Federally Taxable Income and
FIT. While Cal Am is allowed to deduct the previous year’s CCFT from federally
taxable income, per D.89-11-058, it must be a previously approved amount.! This
requirement was confirmed in D.17-06-008.2

In its application, Cal Am deducts 2023 estimated CCFT to calculate TY 2024
federally taxable income.? This is not proper because ratepayers will have paid for

service in 2023 based on the numbers approved in 2023 escalation filings. Among those

1 Attachment 2, D.89-11-058 at 12.
2 Attachment 3, D.17-06-008 at 38.
3 RO Model, ALL_CHO2_SE RO, RevReq, J8S.
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numbers is the 2023 CCFT. Because ratepayers will have to pay for those CCFT
amounts in 2023 through rates, they should receive the tax benefits of what they paid for
through a deduction in TY 2024 Federally Taxable Income. The following table shows
the taxes paid in 2023 in each of Cal Am’s divisions and what Cal Am is projecting, as

well as the difference between these two amounts.

Division 2023 CCFT in 2023 CCFT Difference
Escalation Filings Projected RO
Model

Northern? $1,444.390 $857,866 $586,524

Central® $1,471,350 $1,125,443 $345,907

Southern® $1,503.560 $351,057 $1,152,503

Monterey WastewaterZ $18,900 -$24,402 $43,292

Total $4,438,200 $2,309,965 $2,128,225

The total difference between CCFT approved in 2023 escalation filings and Cal
Am’s projected CCFT figures in the RO Model is $2,128,225. Use of 2023 authorized
CCFT amounts in estimating TY 2024 FIT decreases the federal income tax amount
compared to Cal Am’s use of estimated 2023 CCFT amount. Based on the 21% federal
tax rate, TY 2024 income taxes and revenues will decrease by $446,927. Any other
differences in Cal Advocates’ Results of Operation Model are caused by the differences
of expense and plant amount recommended by Cal Advocates and Cal Am. The
Commission should adopt the income tax figures recommended by Cal Advocates in

Table 1-1 of Cal Advocates’ RO report.

4 Attachment 4, Cal Am Advice Letter 1393, Workpaper 116, Line 14.
3 Attachment 5, Cal Am Advice Letter 1394, Workpaper 116, Line 14.
8 Attachment 6, Cal Am Advice Letter 1395, Workpaper 116, Line 14.
T Attachment 7, Cal Am Advice Letter 72, Workpaper 116, Line 14.
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IV. CONCLUSION

The Commission should deduct approved 2023 CCFT amounts from Cal Am’s
escalation filings in each of Cal Am’s divisions to calculate TY 2024 Federally Taxable

Income and FIT.
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CHAPTER 2 TAXES OTHER THAN INCOME

I. INTRODUCTION

Cal Am’s Taxes Other Than Income includes property taxes, payroll taxes, and
franchise fees, among others. Property taxes are taxes on properties that the utility owns
and that Cal Am pays to the relevant local government. Payroll taxes are taxes on
employee wages and are used to fund benefits such as Social Security and Medicare.
Franchise fees are also called business license fees and are paid to local governments to

operate businesses.

IL. SUMMARY OF RECOMMENDATIONS

The Commission should adopt the taxes other than income recommended by Cal

Advocates in Table 5-1 of Cal Advocates’ RO report.

III. ANALYSIS

A. Payroll Taxes

There are several components of payroll taxes: Federal Insurance Contribution Act
(“FICA™), Federal Unemployment Tax Act (“FUTA”), and State Unemployment Tax Act
(“SUTA”). Social Security (“OASDI”’) and Medicare are the two parts of FICA. Cal
Am’s estimate of Payroll Tax uses the following tax rates:

. OASDI 6.2%

. Medicare 1.45%

. FUTA 0.6%

. SUTA 6.2%

Medicare tax is applied to total wages, with a $118,500 cap for OASDI and a
$7,000 cap for FUTA and SUTA. Any differences between Cal Am and Cal Advocates’
estimated payroll taxes are the result of differences in estimated payroll. The
Commission should adopt the payroll tax number recommended by Cal Advocates in

Table 5-1 of Cal Advocates’ RO report.
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B. Property Taxes

Cal Am calculates property taxes for each year by multiplying the average of the
current year’s and past year’s allocable taxable plant (adds taxable plant for each district
plus an allocation of the corporate taxable plant) by the 2021 property tax rate of each
district (dividing the tax payment amount by taxable plant). For example, in 2022, the
average of 2022 and 2021 taxable plants is multiplied by the 2021 property tax rate. Cal
Advocates does not oppose Cal Am’s calculation methodology. Any differences between
Cal Am’s and Cal Advocates’ estimates are the result of different estimates of total
plant.2 The Commission should adopt the property tax amounts recommended by Cal

Advocates in Table 5-1 of Cal Advocates’ RO report.

C. Franchise Fees

Cal Am collects Franchise Fees from customers through a bill surcharge, rather
than rates.2 Therefore, it does not project franchise fees in rates. Cal Advocates does not

oppose this method.

IV.  CONCLUSION

The Commission should adopt values for taxes other than income based on the

recommendations of Cal Advocates.

8 See the testimonies of Cal Advocates witnesses Sari Ibrahim and Justin Menda.

2 Attachment 6, Cal Am’s Response to Cal Adv Data Request PAD 05, Question 1.A.
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CHAPTER 3 RATE BASE

I. INTRODUCTION

This chapter presents analysis and recommendations regarding Cal Am’s proposed
Rate Base for TY 2024 and 2025, including allowance for working cash, deferred taxes,
depreciation reserve, and adjustments to the utility plant. Cal Am is proposing
$950,157,114 in rate base in TY 2024 and $1,063,039,157 in 2025.1% These rate base
amounts include an unreasonable allowance for working cash related to inaccurate
expense lags for property taxes, Federal Income Tax (FIT) and service company

ceXpensces.

I1. SUMMARY OF RECOMMENDATIONS

A. The Commission should use a property tax expense lag of 40.5 days to
calculate working cash allowance. This lowers revenues by $145,661 and
$160,539 in TY 2024 and 2025, respectively.

B. The Commission should use a FIT expense lag of 44.75 days to calculate
working cash allowance, reducing revenues by $24,825 in TY 2024 and
$26,049 in 2025.

C. The Commission should remove service company expenses from the
calculation of working cash allowance. This reduces revenues by $175,303
and $180,374 in TY 2024 and 2025, respectively.

III. ANALYSIS
A. Allowance for Working Cash

1. Property Tax Expense Lag

The Commission should use a property tax expense lag of 40.5 days to

calculate an allowance for working cash. Currently, the utility is projecting -21.47

Wro Model, ALL_ CH09 RB_RO, Weighted Avg Rate Base WS-01
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days.ll A negative lag means Cal Am paid property taxes before such property
taxes were due. As a data request response, Cal Am provided copies of its
property tax invoices for 2020 and 2021.12

The invoices Cal Am provided showed that its tax period for its property
was from July 1, 2020 to June 30, 2021. There were two installments due for that
period. The first was due on November 1, 2020, and the second was due on
February 1, 2021. However, Cal Am had until December 10, 2020 and April 10,
2021 to pay each property tax installment, respectively, before incurring additional
fees.13

The median date between July 1, 2020, and June 30, 2021 is December 31,
2020. This date was found by taking the 365 days in that one-year period and
adding half, 182.5, to the first date in the period, July 1*. Using a negative
property tax expense lag of 21.47 days, as Cal Am projects, would mean that Cal
Am is paying all property taxes before the first time they would incur late fees on
the first installment, December 10, 2021. This is not prudent cash management as

it relates to working cash because ratepayers would be paying earlier for an

365-day period
" /\ T—
- Midpoint N

7/1/2020 12/31/2020 6/30/2021
CT T T [

Cal ﬂ(h’w/ /1/St Deadline 2" Deadline
p q 12/10/2020 4/10/2022
ropose 21-day Lead 101-day Lag
\ 7//.‘

~—

~ 5

Average 81-day Lag

Lro Model, ALL_ CH09 RB_WP_Lead Lag Support, EXP_Ad Valorem Taxes E18, Cell S5001
12 Attachment 7, Cal Am’s Response to Cal Adv Data Request PAD 01 Q003, Attachment 01.
13 Attachment 7, Cal Am’s Response to Cal Adv Data Request PAD 01 Q003, Attachment 01.
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expense than is necessary and paying Cal Am a full rate of return on that pre-
mature payment (see image below).

As an example, if there was another utility company in Cal Am’s service
area, customers would be able to choose between Cal Am and this hypothetical
utility company. Let us assume that this hypothetical utility company’s costs are
equal to Cal Am’s costs and that this hypothetical utility company owed the same
amounts of property taxes as Cal Am on the same dates. If this hypothetical utility
company paid property taxes on December 10, 2020 and April 10, 2021, this
hypothetical utility company’s working cash needs would be lower than Cal Am’s,
thereby lowering rates as well. In a competitive market, ratepayers would
theoretically choose the other utility, where they could get service for lower rates.
However, because Cal Am is a monopoly, ratepayers do not have another option.

Therefore, in its role as a substitute for competition, the Commission
should not allow ratepayers to be burdened with costs that in a competitive
environment would be eliminated by market forces. Using the differences
between the final due dates (December 10, 2020 and April 10, 2021) and the
median date of the period (December 31, 2021), an average of 40.5 days is
calculated. To reflect the final payment due dates and serve as a substitute for
competition, the Commission should adopt a property tax expense lag of 40.5
days. This will reduce the allowance for working cash by $1,914,080 in TY 2024
and $2,109,579 in 2025. With a 7.61% rate of return, this recommendation lowers
revenues by $145,661 and $160,539 in TY 2024 and 2025, respectively. Further
changes may occur because of the recommendations of Cal Advocates witnesses

Sari Ibrahim and Justin Menda.

2. Federal Income Tax Expense Lag

The Commission should use a FIT expense lag of 44.75 days to calculate
allowance for working cash. Currently, Cal Am is projecting a FIT expense lag of

37 days. Income taxes are paid on a quarterly basis. The installments are due on
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April 15, June 15, September 15, and January 15 the following year.X4 However,
Cal Am is calculating its FIT expense lag based on an earlier due date for the final
payment, December 15.13 Using the due date of January 15 of the following year,
the FIT lag increases to 44.75 days. Therefore, the Commission should adopt a
FIT expense lag of 44.75 days. This recommendation reduces the allowance for
working cash by $326,213 and $342,297 in TY 2024 and 2025, respectively.
Using a 7.61% rate of return, revenues would fall by $24,825 in TY 2024 and
$26,049 in 2025. Changes to the total FIT amount may lead to a different final

revenue impact based on this recommendation.

3. Service Company Expenses in Working Cash
Calculation

The Commission should remove service company expenses from the
calculation of allowance for working cash. According to Cal Am, service
company expenses “...include customer service, water quality testing,
environmental compliance, human resources, communications, technology and
innovation, finance, accounting, legal, engineering, supply chain, and risk
management services.”1® The purpose of working cash in rate base is to
compensate investors for day-to-day expenses. Because Cal Am is a subsidiary of
American Water Company, its investor is American Water Company. The service
company is also a subsidiary of American Water Company.

Therefore, costs to the service company from Cal Am are going from one

subsidiary of the investor, American Water Company, to another. Ratepayers

14 1nternal Revenue Service, Pay As You Go, So You Won't Owe: A Guide to Withholding, Estimated
Taxes, and Ways to Avoid the Estimated Tax Penalty, available at https://www.irs.gov/payments/pay-as-
you-go0-s0-you-wont-owe-a-guide-to-withholding-estimated-taxes-and-ways-to-avoid-the-estimated-tax-
penalty.

Bro Model, ALL_ CH09 RB_WP_Lead Lag Support, EXP_Current FIT E21, Cell G35.

16 Direct Testimony of John M. Watkins, A7.
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should not bear these costs in rate base. Service company expenses are already
included in the calculation of Operations and Maintenance Expenses.lZ Removing
service company costs from the calculation of the allowance for working cash
reduces rate base by $2,303,585 in TY 2024 and $2,370,219 in 2025. This
reduces revenues by $175,303 and $180,374 in TY 2024 and 2025, respectively,
based on a rate of return of 7.61%. The Commission should remove service
company expenses from the calculation of the allowance for working cash. Any
other differences in the recommended allowance for working cash are the result of
different estimated expenses, as discussed in the testimony of Cal Advocates
witnesses.22 The Commission should adopt the working cash amounts from table

9-1 of the Cal Advocates RO Report for TY 2024 and from table 9-2 for 2025.

B. Depreciation Reserve

Based on a data request response, Cal Am corrected an error it made in the
original application relating to changes in the depreciation reserve from December 2018
to January 2019 in the 100-day update.r2 Any other difference in Cal Advocates
recommended Depreciation Reserve are the result of differences in recommended
depreciation accruals.22 The Commission should adopt the Depreciation Reserve from

table 8-1 of the Cal Advocates RO report for TY 2024 and 2025.

C. Tank Painting Amortization
Cal Advocates has not identified issues with the amortization of tax painting

expenses as calculated by Cal Am. Any differences in the amounts amortized are the

17 ALL CHO4 O&M RO Service Co.
18 See the testimonies of Cal Advocates witnesses Kerrie Evans, Timothy Gee, and Andrew Sweeney.
D Attachment 8, Cal Am’s Response to Cal Adv Data Request PAD 02 Q001.

20 gee the testimony of Cal Advocates witness Isaac Gendler.

10



result of recommendations Cal Advocates’ witness Justin Menda regarding total tank

painting amounts.

IV. CONCLUSION

The Commission should adopt Cal Advocates’ recommendations for rate base and
the projected total Rate Base as seen in Cal Advocates RO Table 9-1 for TY 2024 and 9-
2 for 2025.

11
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CHAPTER 4 RESULTS OF OPERATION (RO) MODEL

I. INTRODUCTION

The RO Model is the collection of Excel files that compile all data in the General
Rate Case (“GRC”), such as Operations & Maintenance (OM) expenses, Administrative
& General (AG) expenses, rate base, and rate design, among others, to generate revenue
requirements in the period covered in the GRC and to determine reasonable water rates
the Commission allows Cal Am to recover from ratepayers. Both Cal Am and Cal
Advocates have run RO Models with their respective recommendations implemented.,

The final revenue recommendations are based on the calculations from the RO Model.

I1. SUMMARY OF RECOMMENDATIONS

A. Cal Am should escalate O&M and A&G expenses in Escalation Year 2025 per the
Commission’s Rate Case Plan2! and not propose separate forecasts for expenses
after TY 2024.

B. The commission should adopt overall escalation factors of 6.2% in 2021 and

5.82% in 2022.

III. ANALYSIS

A. 2025 Escalation

The Commission should require Cal Am to escalate O&M and A&G expenses in
Escalation Year 2025. Currently, Cal Am is escalating some expenses, and projecting
others, at rates both above and below the escalation rate. This conflicts with the Rate
Case Plan (RCP), which states:

Utilize the following methods for preparing escalation year requests:

21 5 07-05-062

12
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1. Estimate escalation year labor expenses by the most recent labor inflation
factors as published by the DRA.

2. Estimate non-labor escalation year expenses, excluding water production

related expenses, by the most recent composite non-labor 60%/compensation per

hour 40% inflation factors published by DRA.22

Cal Am is not following the Rate Case Plan. Many expenses are being calculated
again in 2025, not just escalated. Expenses such as regulatory expense amortization and
chemicals, among others, are increasing at rates higher than the escalation rates, while
other expenses are increasing below the escalation rates.2

Expenses are currently increasing from $142,658,315 in TY 2024 to $146,973,811
in 2025, an increase of 3.025%.2¢ While this is close to Cal Am’s projected escalation
factor of 3.02%, this total increase comes from individual expenses that are increasing at
different levels, as previously stated.2> To be consistent with the rate case plan, the
Commission should escalate all expenses from TY 2024 to 2025. Using the 3.02%
escalation factor proposed by Cal Am, this decreases 2025 expenses to $146,966,597, a
decrease of $7,214 from Cal Am’s proposal. Any other differences in expenses are the
result of different recommendations made by Cal Advocates witnesses Andrew Sweeney
and Timothy Gee for test year 2024. The Commission should adopt 2025 expenses from
Cal Advocates RO tables 3-2 and 4-1.

B. Historical Inflation

The Commission should utilize inflation factors of 6.20% and 5.82% for 2021 and
2022, respectively, in estimating the budgets for various categories of expenses.

Currently, using data from March 2022 ECOS Factor memos, Cal Am is proposing to use

22 07-05-062, Appendix A at A-19.

23 ALL _CHO04 O&M RO, OUT Costs by NARUC.

24 ALL_CHO04 O&M RO, OUT_Costs by NARUC, Cells Q2245 and R2245.
25 ALL CH04 O&M_RO, IN Escalation, Cell J6.

13
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10.94% in 2021 and 7.76% in 2022.2¢ However, Bureau of Labor Statistics (BLS) data
shows that overall inflation factors are 6.2% in 2021 and 5.82% in 2022.

Determining budgets using higher inflation factors than the historical inflation
factors provided by BLS inflates the estimated budgets. Additionally, though the use of
ECOS factor data is required for escalation and attrition years, there is no requirement for
using ECOS memo factors to estimate the test year budget.2Z Using the data from BLS
would reduce TY 2024 Operations and Maintenance expenses by $1.2 million, labor
expenses by $17,416, and service company costs by $461,856. These numbers may
change based on the testimony of other Cal Advocates witnesses.

Overall escalation factors are calculated from labor and non-labor expense
increases. Non-labor increases are weighted at 60%, while labor costs are weighted at
40%.28 In 2021, Cal Am is proposing a non-labor escalation factor of 14.7%, and a labor
escalation factor of 5.3%. In 2022, Cal Am proposes 9% for non-labor and 5.9% for
labor. With the weighting methodology, this leads to overall escalations of 10.94% in
2021 and 7.76% in 2022. These numbers are from the ECOS factor memos in March
2022, which is based on information from Standard and Poor’s Global Market
Intelligence.

The Commission should instead use data from the Bureau of Labor Statistics
(BLS). The latest data shows non-labor escalation of 7% in 2021 and 6.5% in 2022, with
labor escalation 5% and 4.8% in 2021 and 2022, respectively.22 Using the same
weighting method as Cal Am, this would lead to overall escalation factors of 6.2% in

2021 and 5.82% in 2022. The Commission is not required to use ECOS factor memo

26 R0 Model, ALL_ CH04 O&M_WP_Escalation Factors, Inflation Rates - CAW, G20 and H20.
27 Attachment 11, Excerpt from Rate Case Plan
28 Attachment 12, March 2022 ECOS Factor Memo

2 Attachment 13, Escalation Rate Calculation Data

14



data for historical inflation.2? Using the data from BLS would reduce TY 2024

Operations and Maintenance expenses by $1.2 million. The commission should adopt

overall escalation factors of 6.2% in 2021 and 5.82% in 2022.

IV.  CONCLUSION

The Commission should escalate O&M and A&G expenses in Escalation Year 2025 and
not forecast specific expenses after TY 2024. The Commission should utilize inflation

factors of 6.20% in 2021 and 5.82% in 2022.

30 Attachment 11, Excerpt from Rate Case Plan

15
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STATEMENT OF QUALIFICATIONS — PRASHANTA ADHIKARI

Q.1 Please state your name and address.
A.1 My name is Prashanta Adhikari, and my business address is 505 Van Ness
Ave, San Francisco, CA 94102.

Q.2 By whom are you employed and what is your job title?
A.2 I am employed by the Public Advocates Office of the California Public
Utilities Commission as a Public Utilities Regulatory Analyst.

Q.3 Please describe your educational and professional experience.
A.3 I graduated from University of California, Davis in June 2017 with a BA in

economics and have worked for the Public Advocates Office since October 2019.
Q.4 What is your area of responsibility in this proceeding?
A.4 My areas of responsibility are income taxes, taxes other than income, rate

base, and the results of operation model.

Q.5 Does that complete your prepared testimony?
A5 Yes
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I.86-11-019, A.85-12-050 ALJ/BDP/fs *

Notwithstanding the lack of such documentation, we adopt
the DRA/San Diego position that the test year CCFT number used is
really an approximation for the prior year. Our conclusion is
based on an understanding of what it takes to prepare a results of
operations for a test year. The preparation of a results of
operations for one test year is a major undertaking. The
preparation of an additional results of operations for the year

‘prior to the test year is likewise no small task. To do the work
required to prepare the additional results of operations, solely
for the purpose of deriving one number, arguably a more accurate
CCFT number for the test year federal income tax calculation, does
not make sense if the test year CCFT number is available, and it is
a reasonable approximation.

We believe that our conclusion is supported by the
conclusions reached in the OII 24 proceeding in 1984. The
consensus was that the current (test year) number was a reasonable
approximation. As pointed out by San Diego, this issue was
mentioned in the OII 24 decision:

"The state income tax deduction for federal tax
purposes is the amount of tax paid in the prior
year. The state tax deduction computed for
ratemaking purposes has been based on the
current test-vear. ...” (Emphasis added,

D.84-05-036, p. 33b.) K

Apparently, the parties to OII 24, including the
utilities, did not disagree that the practice yielded a reasonable
result over time and decided that no change was necessary. Of
course, the issue was not framed as a working cash issue as it has
now been presented to us. But it is the same issue in a different
form.

We agree with San Diego and DRA that adopting the flow-
through method for the ratemaking treatment of the CCFT deduction
for the federal income tax calculation would negate any need for a
working cash or deferred tax adjustment. The CCFT deduction would

then be treated consistently for ratemaking and federal income tax

- 12 -
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A.16-01-002 ALJ/SPT/Lil/jt2

recommended using the CCFT expense included within those rates as the TY
2017/2018 deduction.

For the Los Angeles Division, TY rates were most recently set in 2011.
Thus, the CCFT amount adopted in 2011 is still the amount that is adopted in
2016 rates. ORA uses this amount for its 2017/18 TY recommendation. For the
Fontana Division, ORA"s recommends use of the CCFT amounts adopted in the
Attrition Year 2014/2015 Advice Letter (AL) 440-C filing. As a result, ORA uses
the prior year’s (2016/2017) CCFT expense amount adopted in rates for this
period, and recommends TY CCFT deduction amounts of $1,067,700 for Fontana
and $1,090,900 for Los Angeles.

5.2. Discussion
We adopt the ORA position, affirming that for ratemaking purposes, the

CCFT deduction used to calculate a TY FIT expense must be the prior year's
CCFT expense amount adopted in rates. The CCFT deduction amounts used to
calculate FIT expense for TY2017 will thus be the 2016 CCFT expense amounts
adopted in the utility’s most recent ratemaking filings, namely: $1,067,700 for
Fontana and $1,090,900 for Los Angeles.

Consistent with D.8§9-11-058, a utility’s adopted prior year CCFT should be
used as the deduction amount from the TY. ORA’s methodology complies with
D.89-11-058 which requires “that test year and attrition year CCFT estimates
adopted in rates be specifically defined and made available to the Commission
staff responsible for putting together the FIT...”'2 Therefore, when calculating a
utility’s 2017 FIT, the 2016 CCFT adopted amount is used as the deduction.

12 DE9-11-058 at 7.
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CALIFORNIA-AMERICAN WATER

NORTHERMN DIVISION

CALCULATION OF TAXES ON INCOME (000's)
AT PROPOSED RATES

Line

1 Rewenues

Deductons
Ciperating Exps less Uncollectibles
Uncofliectibles
Domestic Prod Activity Deduct

o 03 B3

FM Interest"
Mon-Ceductible Meals
Previous Year CCFT
Franchse Fees

00 =] O h

Total Operating Revenue Deductions
g State
10 Federal
11 Taxable Net-State
12 SCFT.@Bs4%

Less:
13 Defemed Taxes

14  STATE INCOME TAXES

16 Taxable Met-Federal

16 F.LT. @ 21.00%
Less:
17 Defemsd Taxes
18 Amort Excess Deferred Taxes
18 FEDERAL INCOME TAX

20 TOTAL TAXES ON INCOME

{1} Workpaper 108, Ln 8

1506

251%

21.00%

2023
{if full step allowed)
$30.655 4

$57 666 4
5086
¥0.0
56,1811

($37.0)
51,3438

642101
42120

$18.338.3

F1.444 30

0.0
$1.444 39

F14.0054
53,1400
0.0

{BBA0.5)
$22385

$37329

23

2023
(per eamings tesf)
580,658 4

3§57 6004
35006
500

$5,181.1
{337.9)
$1.34348

84,2191
84,2191

$16.239.3

51,444 30

50.0
§1,444 39

14,0054
$2.140.0
500

($B60.5)
$2.2885

$3.7329

Whpr.: 116

Reference
Workpaper 114, Ln 1

Workpaper 114, (Lns 2:25) - Ln 10
Workpaper 114, Ln 10

Workpaper 114, Ln 30 x 2.51%
Workpaper 103, Ln 7, Whp 113, Ln 5
Workpaper 114, Ln 28

fLris 2 theu B) - Ln 4
Ln@-Ln4

Ln1-Ln@

Ln 11 x3.84%

Wher. 200-A, 200-B

Ln12-Ln13

Ln1-Ln 11
Ln 18 x 21%
Whpr. 200-4, 200-B

Whpr. 200-4, 200-8
Lns 18:18

Ln 14 +Ln 18
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CALIFORMIA-AMERICAN WATER
CENTRAL DIVISHIH

Cal LN ATION OF TAXES ON INCOME [000°)

AT PROPOSED RATES
Ling
Mo Description
i Revenues
Deductions
2 Operating Exps ess Uncollechibies
3 Uncollectibles
4 Domestc Prod Actvity Deduct
5 /M Imterest™
E Mon-Deguctibie Meals
T Previous Year CCFT
] Franchise Fees
Total Oparating Revenus Deguctions
- State
0 Federal
11 Taable Met-Stte
12 SCFET. & 5.34%
L2B5;
13  Defemed Taxes
14 STATE INCOME TAXES
15 TaxaEbie Met-Federal
16 FLT. & 21.00%
Lags:
17  Defemed Taxes
16 Amprt Excess Defemed Taves
19 FEDERAL INCOME TAX
20 TOTAL TAXES ON INCOME

(1) Workpaper 108, Ln &

CEN

2.51%

3.54%

2023
(¥ Full step albowed)
378,852.3

302,774
I3282T
0.0
362162

[330.2]
§14125

3622081
3E2.208.1

36,6442

3147135

0.0

$1.471.35

152317
53,1047
(521.7)

[5664.1)
$2.5128

$33842

25

2023

(per samnings test)
74,5193

552,406.49
#3.21.0
0.0

§6,215.2
[330.2)
$1,4125

361,875.4
361,8754

15,6425

314A71.23

0.0
$1.471.28

515,231.0
53,1385
(521.7)

($664.1)
25127

$3.9839

Wigr: 116

Rafarsnca
Workpaper 114, Ln 1

Workpaper 114, Ln 32
Workpaper 114, Ln 10

Workpaper 114, Ln 28 x 2.51%
WP 200-A, 200-8

Workpaper 114, Ln 24

{Lns 2 thiu 6] - Ln 4
LnsLnd

Lni-Lng

Ln 11 x B.834%

‘Wikor. 200-A, 200-B

Sumbln 113

Ln1-LA7-Ln10
Ln 15X 21%
Wipr. 200-A, 200-B

Wipr. 200-A, 200-B
Sum Ln 16:18

Ln 14 +Ln 1%
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CAlIFORNIA-2MERICAN WATER
SOUTHERN DIVISION

CALCULATION OF TAXES ON INCOME (000°2)

AT PROPOSED RATES
Ling
Mo, Deacription
1 Favenues
Deductions
2 Dperating Exps less Uncollectibies
E] Uncolliecibiles
4 Domestic Prod Activity Deduct
E RIM Irberesst™
£ Mon-Decucbie Meals
7 Previous Year CGFT
B Franchise Fees
Tetal Operating Revenue Deductions
] g
10 Fedaral
11  Taxabie Met-State
12 SCFT &88d%
Lass:
13 Defemed Taxes
14  STATE INCOME TAXES
15  TaxmEble MetFederal
16 F.LT. & 2.00%
Lass:
17 Defemed Taxes
18 Amort Excess Defemed Taxes
19 FEDERAL INCOME TAX
20 TOTAL TAXES OM INCOME
{1) Workpaper 105, Ln &

1535

251%

8.54%

2023
{1 Tl tep alowed)
%130,600.8

106,209.5
458
00

56,5641

(527.2)
513813

1137923
113,923

S17,008.5

51.505.56

00
$1,505.58

15,6272
322617

[%31.2)
($1,1100)
$2.1415

$3.645.1

27

2023
{per eamings test)
§130,5008

3106,309.5
S4SE
0.
$6,564.1

(527.2)
$1.351.3

13,7923
13,7923

317,008.5

31,503.56

0.0
$1.503.58

3156272

¥3,251.7

[F31.2)
{51,110.0)

2105

$3.645.1

Wipe: 116

Rafarsnca
Workpaper 114, Ln 1

‘Workpaper 114, Ln 3
Wompaper 114, Ln 10

‘Woripaper 114, Ln 27 x 2.51%
Wipr. 200-A, 200-B

Workpaper 114, Ln 23

Lns 2 thru 6] - Ln 4
Lng-Lnd

Ln1-Ln139

Ln 11 % B.834%

Wigr. 200-A, 200-B

Sum Ln 1213

Ln1-Ln7-Lm il
Ln 152 21%

‘Wikpr. 200-A, 200-B
‘Wikpr. 200-A, 200-B

Sum Ln 1513

Ln 14 +Ln 19
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CALIFORMIA-AMERICAN WATER

MONTEREY WASTEWATER
CALCULATION OF TAXES ON INCOME [000'E)
AT PROPOSED RATES
Ling
Mo.  Dascription
1 Favenuss
Deducions
] Oparating Exps less Uncollechibies
3 Uncollecibles
4 Domiestc Prod Activity Deduct
5 /M Iterest™
£ Hon-Deductible Meals
T Previous Year CCFT
B Franchise Fees
Total Cparating Revenue Deguctions
] 5
0 Federal
11 Taxable Net-Siate
12 SCFT.{&534%
Lags:
13  Defemed Taxes
14 STATE INCOME TAXES
15 Taxabie MetFederal
16  FLT. @& 21.00%
La&s:
17  Defemed Taxes
18 Amort Excess Defered Taxes
19  FEDERAL INCOME T&X
20 TOTAL TAXES OM INCOME
{1} Workpager 117

1542

2023
(I full step allowad)
33874

535436
198
s0.0
2.51% 934
(S0.6)
S16.6
s0.0

33,5554
3346564
22137

3.54% #16.55

500

$18.89

1571
21.00% =14

500
(537.09

29

2023
iper samings teet)

¥3,670.1

35438
3196
0.4

5034
(S0.E)
S166
500

33,6554
53,6564
2137

1689

$183

1571
414

S0
(3370

Wipro 118

Rafaranca
Véorkpaper 114, Ln 1

114, Ln 32
Véorpaper 114, Ln 10

Workpaper 114, Ln 26 x 2.51%
Wikpr. 200-A, 200-B

Workpaper 114, Ln 24

[Sum Lns 28)-Ln4-Ln 7
LnG-Ln4

Lni-Lng

Ln 11 x B.84%

Wilipr. 200-A, 200-B

Lni2-Ln 13

Ln1-Ln7-Ln 10
Ln 16 X 21%

‘Wilpr. 200-A, 2D0-B
‘Wikpr. 200-A, 200-B

Sum Ln 16:18

Ln 14 +Ln 1%



Attachment 8

Excerpt from Cal Am’s Response to Cal Adv
Data Request PAD 05, Question 1.A.

30



California-American Water Company

APPLICATION NO. A 22-07-001
DATA REQUEST RESPONSE

Response Provided By:  Jonathan Morse

Title: Senior Manager Rates & Regulatory

Address: California American Water
520 Capital Mall, Suite 630
Sacramento, CA 95814

Cal Adv Request: A2207001 CAL ADV DATA REQUEST # PAD-05
Company Number: Cal ADV PAD 05 Q001

Date Received: October 20, 2022

Date Response Due: November 3, 2022

Subject Area: Franchise Taxes

DATA REQUEST:
1. Per ALL CHO5 OTAX RO, OTAX By Category WS12 of the Results of
Operation (RO) Model, Cal Am is projecting $0 in Franchise Taxes in any district for TY
2024.
A. Is Cal Am projecting not having to pay Franchise Taxes?
B. If the answer to A is no, please explain why Cal Am is projecting no franchise
taxes. Please provide franchise tax rates for each city Cal Am operates in.

CAL-AM’'S RESPONSE
A. Califomia American Water collects franchise fees as a separate line item on
customer bills and does not forecast those amounts.
B. See answer above. See attachment CAW Response Cal Adv PAD 05 Q001
Attachment 1.
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ETACH AND MAIL THIS STUB WITH YOUR 290 S TALLMENT PAYMENT

0 MOT BELUDE NOTES WITH YOUR Py MENT ANNUAL 2020
CIMUT STAPLE, TAPE OR CLIP FAYMENT STUB DR CHECK

CALIFORNIA AMERICAN WATER CO ASSESSOR'S ID. MO, YRESEQ K PK

PO BOX 5627 4201031052 20000 16 2
OR MAILING ADDRESS CHANGE SHERRUCER e En SEeRTS ZHD INSTALLMENT DUE IMDICATE AMOUNT PAID
LEASE MARK BOX BELOW AND
OMFLETE FORM N REVERSE SIDE  PAYMENT DUE 0204/21 wwsremeemeee . S $1.13479
FTHIS PAYMENT COUPDN IF HOT RECEIVED (3% POSTMARKED BY {440z

Lt b o o b g g b 0 sl
MAKE PAYRENT PAYABLE TO: LOS ANGELES COUNTY TAX COLLECTOR
Plaase wita he ASSESS0R'S 1D, NG PO, BOX 54018
. an e lower lefl comar of your peymnl, LOS ANGELES, CA 80054-0018
183
el 72C000LY20L03%05200001134 79000032582L19320412

2ND
ETACH AND WAL THIS STUE WITH YOUR 157 INETALLMERT PAYRENT | [ e e s e e
3 Rar |£LI.IDE WCTES Wk venrm g mmer AL . [ ] ANNUAL 2020
YHOT STAPLE, TAPE OR CLW PAYMENT ETUBR OR CHECK

CALIFORMIA AMERICAN WATER CO ASSESSORS 1D, ND, YR SEQ  CK FK

;ﬁ &lﬂé\r ﬂ;ﬂ iia o 4201031052 20000 16 1
IR MALNG ADDRESS CHANGE 8034-05 15T INSTALLMENT DUE INDICATE AMOUNT PAID
EASE MARK 30K BELOW AND
WPLETE FORM CH REVERSE SI0E  PAYMENT DUE 44/04/20 —— > §1,134.81

T=15 PAYMENT COUPCY IF HOT RECEIVED OFR FOSTMARKED BY 1210120
REMIT AMOLINT DOF 1,248 25
$ llllih||||||]||Illl||l|||1|||||"“|ll|l|ll||||||||||i|]|1||“‘||
MAKE PAYMENT PAYABLE TO: EOS ANGELES COUNT'Y TAX COLLECTOR
Flaase wiits the ASSESSOR'S |0, NO, PO BOX 54018
BT on ths lower e corner of your payemenl LOS ANGELES, Ca& 90054-0015
200200006L42010310520000L1 3441000013 482917511210

1T
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Total 380,361,015 353,871,051  (26,489,.953)

a. Please explain the reasons(s) for the $26,489,963 reduction in the depreciation
reserve from December 2018 to January 2019,

b. Provide in Excel format a detailed calculation showing how the reduction of
depreciation reserve amounts in each district was calculated, including any
formulas, inputs and outputs, multipliers, and other components.

CAL-AM'S RESPONSE

California-American Water Company

APPLICATION NO. A.22-07-001
DATA REQUEST RESPONSE

Difference is due to manual adjustments for weighting calculation purposes that were
unintentionally carried over from the 2019 GRC for years 2018 and prior, which are not
applicable to the recorded period in this GRC cycle. California American Water will
correct this in the 100-Day Update.
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R.06-12-016 COM/JB2/hI2

The most recent memorandum entitled, “Estimates of Non-labor and
Wage Escalation Rates” as described in D.04-06-018, shall be used for Escalation
Years 1 and 2 rate increase requests and shall be sought by Tier 1 advice letter no
later than 45 days prior to first day of the escalation year. The advice letter filing
shall include all calculations and documentation necessary to support the
requested rate change. The requested rate increase shall be subject to the pro
forma earnings test, as specified in D.04-06-018. Revenue requirement amounts
otherwise subject to rate recovery, e.g., through balancing or memorandum
accounts, shall not be subject to escalation.

All rate base items, including capital additions and depreciation, shall not
be escalated but rather shall be subject to two test years and an attrition year,
consistent with D.04-06-018. If the Escalation Year and Attrition Year advice
letters are in compliance with this decision, GO 96-B, and other requirements, the
advice letter shall be effective on the first day of the escalation or attrition year,
consistent with the procedures set forth in GO 96-B.

Utilize the following methods for preparing escalation year requests:’

1. Estimate escalation year labor expenses by the most recent labor inflation
factors as published by the DRA.

2. Estimate non-labor escalation year expenses, excluding water production
related expenses, by the most recent composite non-labor
60% / compensation per hour 40% inflation factors published by DRA.
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State of California Public Utilities Commission,
San Francisco

MEMORANDUM
Date: April 4, 2022

To: R. Rauschmeier, Program Manager, Public Advocates Office

From: P. Adhikari, Regulatory Analyst, Public Advocates Office, Water Branch
File No. : S-2559

Subject: Public Advocates Office: Estimates of Non-labor

and Wage Escalation Rates for 2022 through 2026 from the
March 2022 IHS Global Insight U.S. Economic Outlook

The purpose of the monthly Escalation Memorandum is to inform division management
of the trends in the general price level of utility non-labor expenses and wage contracts. Data are
provided for 13 years, which include eight historic years, the estimated current year, and four
forecasted years.

The following table summarizes the major changes in forecasted labor and non-labor
inflation for years 2022 through 2026. Data for 2021 are provided as benchmarks. The factors
for February 2022 are presented for comparison.

Labor Non-Labor
March February March February
2021 1.2% 1.2% 14.7% 14.7%
2022 4.7% 4.7% 9.0% 7.8%
2023 6.2% 4.5% 3.3% 2.3%
2024 2.6% 1.9% 2.3% 1.6%
2025 2.1% 2.1% 2.3% 1.8%
2026 2.1% 2.1% 2.3% 1.9%
Compounde
d 20.3% 17.7% 38.4% 33.4%

A more extensive explanation of the derivation and use of the above factors and a
complete presentation of the escalation factors from 2014 through 2026 are provided in the
attached appendix.
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APPENDIX: EXPLANATION OF ESCALATION RATES

The recommended NON-LABOR ESCALATION RATES for 2014 through 2026 are
presented in Table A. The values for 2014 through 2021 are provided for comparison.

TABLE A
Non-
Labor Inflation
Year Rate*
2014 0.9%
2015 -2.8%
2016 -1.1%
2017 3.7%
2018 4.1%
2019 0.1%
2020 -0.5%
2021 14.7%
2022 9.0%
2023 3.3%
2024 2.3%
2025 2.3%
2026 2.3%

* Revised 07/17/97 based on 1995 re-weighted purchases. [Source: BLS, Supplement to
Producer Price Indexes, 1995, Table 12]

These escalation rates represent the calendar year average, or alternatively stated, the 12-
month-ended spot rate at mid-year. These price factors have not been adjusted for real growth of
expensed materials and services. The escalation factors are generated from a composite index of
10 Wholesale Price Indexes (WPI) for materials and supplies expenses and the CPI-U weighted
5% for services and consumer-related items. These non-labor rates are not applicable to
plant, contracted services, loans, insurance, rents, and pensions and other utility employee
benefits. Escalation of these expenses is addressed on pages 10-15 of D.04-06-018/R.03-09-
005 (Water Rate Case Plan).
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Figure 1: CPI for All Urban Consumers (CPI-U), 12-Month Percent Change
I | D Bureau of Labor Statistics Data X | +

& O (3 https://data.bls.gov/pdg/SurveyOutputServiet

Data extracted on: April 5, 2023 (8:21:53 PM)

CPI for All Urban Consumers (CPI-U)

12-Month Percent Change

Series Id: CUURDO00SA0

Mot Seasonally Adjusted

Series Title:  Allitems in U.5. city average, all urban consumers, not seasonally adjusted
Area: .5, city averags

ltem: All items

Base Period: 1932-84=100

Download: (] xlsx

Year Jan | Feb Mar Apr|May Jun|Jul| Aug Sep Oct| Nov Dec| HALF1 HALF2
2013 16| 20| 15| 1.1| 14| 18(20| 15| 12| 10| 12| 15 15 1.4
2014 16| 1.1 15| 2.0 21| 21|20 17| L7 17| 13| 0.8 L7 1.5
2015 -0.1| 00| -0.1|-0.2| 00| 01(02| 0.2 00| 0.2| 0.5 0.7 -0.1 0.3
2016 14| 10| 09| 1.1| 10| 10(08| 1.1| 15| 16| 17| 2.1 11 1.5
2017 25| 27| 24| 22| 19| 16| 17| 19| 22| 20| 2.2( 2.1 22 2.0
2018 21| 22| 24| 25| 28| 29(29| 27| 23| 25| 2.2( 19 2.5 2.4
2019 16| 1.5 19] 2.0 18| 16|18 L7 L7| 18| 21| 2.3 L7 L9
2020 25| 23| 15| 0.3 01| 06(1.0| 13| 14| 1.2 1.2( 14 1.2 12
2021 14| 17| 26| 42| 50| 54(54| 53| 54| 62| 68 7.0 34 6.0
2022 75| 79| 85| 83| 86| 9.1(85| 83| 82| T.7| 71| 65 a3 .7
2023 | 64| 6O
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Figure 2: Employment, Hours, and Earnings from the Current Employment
Statistics survey (National), 12-Month Percent Change

I D Bureau of Labor Statistics Data % |

< (3 5] https://data.bls.gov/pdqg/SurveyOutputServiet

Data extracted on: April 5, 2023 (8:28:47 PM)

Empleyment, Hours, and Earnings from the Current Employment Statistics survey (National)

12-Month Percent Change

Series Id: CES0500000003

Seasonally Adjusted

Series Title: Average hourly earnings of all employees, total private, seasonally adjusted
Super Sector: Total private

Industry: Total private

MAICS Code: -

Data Type: AVERAGE HOURLY EARNINGS OF ALL EMPLOYEES

Download: [F xlsx

Year | Jan | Feb |Mar Apr May | Jun |Jul Aug| Sep Oct| Nov Dec
2013 2.2 21| 19| 21| 21| 21|20 23| 21| 22| 2.2| 1.9

2014 2.0 23| 22| 20| 21| 21|21 22| 20| 20| 21| 1.8

2015 2.1 19| 22| 23| 23| 21| 21| 22| 23| 25| 24| 25
2016 A5 24| 24| 26| 24| 26| 28| 25| 26| 28| 26( 2.7

2017 2.4 27| 26| 25| 25| 25|26 26| 28| 23| 24| 27

2018 2.8 26| 29 29| 29| 29| 28| 31| 3.1| 3.3 35| 3.6

2019 3.2 36| 3.5| 31| 33| 34|34 34| 31| 3.2| 33| 29

2020 3.0 31| 36| 81| 67| 51/49| 48| 48| 46| 46( 55
2021 5.2 53| 43| 06| 22| 39|43 44| 49| 54| 54| 5.0

2022 57 53| 59| 58| 55| 5.4 |54 54| 51| 49| 50| 4.8
2023 | 4.4(P) | 4.6(P)
P : preliminary
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