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EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

SPONSORED BY PATRICK ALEXANDER

A. INTRODUCTION

Every day, California Water Service Company (“Cal Water”) delivers approximately 240
million gallons of safe drinking water through approximately half a million customer
connections in approximately 100 communities throughout the state at an average cost of a
penny per gallon. Cal Water has 54 different public water systems across 19 ratemaking areas?
from Chico, through coastal and inland California, down to the Palos Verdes Peninsula. Safe
drinking water is more than a service Cal Water provides; it is the company’s mission and
purpose to enhance the quality of life for customers and communities we proudly serve. Cal
Water’s 2024 General Rate Case (“GRC”) represents the company’s plan for continuing to carry

out this mission for the next three years.

B. SUMMARY OF REQUEST (SCOPING ISSUE #9)

Cal Water’s 2024 GRC was developed to meet the unique needs of each community we
serve and reflects the necessary costs of providing safe and reliable service while rising to meet
the challenge of changing environmental, economic, and regulatory climates. Cal Water’s
rebuttal challenges many of the recommendations and assertions made by Cal Advocates in its
report. While Cal Water accepts some recommendations, others challenge the legitimacy of
the fundamental regulatory framework. Incentivizing companies based on free market
principles only works when considered with the public interest. When Cal Advocates opposes
reasonable requests, Cal Water’s ability to act efficiently and effectively on behalf of our
customers is diminished. Ultimately, the Commission, like Cal Water, must pursue balance — a
balance that considers short-term and long-term needs, keeping in mind the primacy of

affordable, universal service that is always safe and reliable.

1 This GRC addresses revenue requirements for 19 ratemaking areas. Within those ratemaking areas, there are
distinct rate structures (sets of rate tariffs) for 22 geographically-separated areas that are operated as 24 districts.

CWS Rebuttal Book #1 General Rebuttal 1
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EXECUTIVE SUMMARY

Key goals of Cal Water’s 2024 GRC:

Enhancing Affordability — Customers need affordable access for essential, indoor water use.

Stability and predictability. Stable revenues for utilities mean stable monthly bills
for customers; long-term regulatory predictability is needed to stabilize utility
revenues.

Timing is critical. Regulatory lag leads to a layering effect of just and reasonable
rate changes, confusing and frustrating customers. Timely rates ensure
customers experience accurate price signals.

Understanding impacts. Revenue requirement is different from capital dollars;
changes in capital budgets in one rate case typically has only a modest impact on
rates.

Affordability is relative. Not all utility services, customers or communities are
created equal. Water is relatively affordable when measured by Affordability
Metrics and costs of other essential services but relative affordability varies
based on many factors.

Promoting Water Conservation — Investments and policies to support the State’s goal of

Making Conservation a California Way of Life should include:

Sensible sales forecasts. Future usage trends must reflect future water
constraints.

Saving water saves money. Conservation reduces costs in the short and long
term.

Planning, preparation, and implementation. Using targeted strategies based on
the unique needs of customers and communities.

Measuring and managing. Setting budgets, monitoring progress, and tailoring
our approach to manage program and use efficiency.

Protecting Customer Health — The cost of service is moot if customers feel water isn’t safe to

drink.

Water quality monitoring. Collecting over 78,000 samples and conducting over
540,000 tests to ensure water quality meets or exceeds regulatory standards.

Preserving customer trust. Ensuring water is safe to use and drink, every time
customers turn on the tap.

Sustainable compliance. Investing in projects and programs to ensure safe, high-
quality water now and in the future.

CWS Rebuttal Book #1 General Rebuttal 2
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EXECUTIVE SUMMARY

Ensuring System Resiliency & Reliability — Providing safe and reliable service in the face of
emerging trends and threats requires forward-looking investments to build and operate
resilient systems by mitigating risks.

e Wildfires. Protecting public health through emergency preparedness and
infrastructure hardening, making sure hydrants don’t run dry and water quality
isn’t impaired.

e Customers only pay once. Customers pay for facilities and service, not projects —
rates heavily depend on utility plant and won’t increase unless Cal Water invests
based on authorized budgets.

e Commission-approved capital budgets. Utilities require flexibility to adapt their
capital budgets in response to dynamic and unpredictable environmental,
economic, and regulatory factors.

e Previously approved capital budgets. Past capital budgets were forecasted
estimates, not predictions of the future.

Public policies across these areas are often in tension with one another, requiring the
delicate balancing of tradeoffs. For the 2024 GRC, this means balancing the necessary costs and
investments in programs and projects to support safety and reliability, conservation, and
affordability with utility financial health. Cal Water presents its proposals in good faith — with
much consideration and the support of rigorous research and analysis to ensure results are
accurate and comply with applicable laws, regulations, and standards, resulting in an equitably

balanced outcome for customers and the company.

C. RECOMMENDATIONS (SCOPING ISSUES #1 AND #4)

Cal Water’s rebuttal testimony provides the company’s updated plans and proposals for
the 2024 GRC period. The 2024 GRC requests represent reasonable and necessary costs of
service and ratemaking treatment to safely and reliably serve customers, support co-equal
affordability and conservation objectives and provide Cal Water a reasonable opportunity to
timely recover authorized revenue requirements.

Specifically, Cal Water recommends that the Commission:
1. Approve an overall revenue requirement of $950.5 million for Test Year 2026.
2. Approve an operating expense budget of $745.9 million for Test Year 2026.

3. Approve a capital budget of $377.2 million in 2024, $441.0 million in 2025, 516.2
million in 2026, and $596.1 million in 2027.

CWS Rebuttal Book #1 General Rebuttal 3
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EXECUTIVE SUMMARY

4. Approve Cal Water’s ratemaking proposals.
5. Approve the proposed LUWEP and associated progressive rate design.

Cal Water and the Commission share a common belief that providing a reliable supply of
safe drinking water at reasonable rates is essential to the well-being Californians. The record in
this proceeding provides ample evidence demonstrating Cal Water’s dedication to delivering on
that promise to the customers and communities we proudly serve. The Commission should
timely approve Cal Water’s proposals as just and reasonable in balancing the overall public

interest.

CWS Rebuttal Book #1 General Rebuttal 4
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CHAPTER 1. GLOBAL ISSUES

CHAPTER 1. GLOBAL ISSUES

SPONSORED BY GREG MILLEMAN
A. REGULATION AS A SUBSTITUTE FOR COMPETITION?

Q. Since Cal Advocates mentions the Commission’s role as a substitution for competition
a lot, can you describe the Commission’s role in utility regulation?
A. Yes. Cal Advocates leans heavily on the Commission’s role as the basis for many of its
arguments. Sometimes invoking the Commission’s role is the only argument Cal Advocates
provides in supporting its recommendations. These arguments are neither accurate nor
compelling and provide a heavily skewed and overly simplistic view of utility regulation. The
fact that the Commission has the authority to regulate rates and service is not a blanket
justification for Cal Advocates’ recommendations. That is not how effective regulation works.
The fundamental framework of utility regulation is that in exchange for an exclusive
franchise over a specific service area, utilities accept regulatory oversight on rates and service
standards by the Commission. This framework ensures that utilities are provided a reasonable
opportunity to recover their costs of service, including a fair return on investment, and
customers receive safe, reliable service at reasonable rates. How the Commission balances the

overall public interest can vary, but the underlying regulatory compact principles are bedrock.

Q. Can you elaborate on how that regulatory compact framework applies to investor-
owned water utilities?
A. The regulatory framework is applied to investor-owned water utilities, like Cal Water, in

several key ways. Most importantly, it means the Commission authorizes the rates Cal Water
charges to customers. The Commission ensures that those rates are reasonable and provide
adequate funding for utilities to safely operate and maintain their systems, including prudent
infrastructure investment.

The Commission ensures that water utilities uphold their obligation to provide safe and
reliable service throughout their territories. This service obligation also captures the
implementation and operationalization of the many regulatory and policy programs related to

water systems. These include operations, maintenance and inspection, water quality and

CWS Rebuttal Book #1 General Rebuttal 2



0 N OO U A W N R

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

CHAPTER 1. GLOBAL ISSUES

distribution system monitoring, drought management and water supply planning, and public
purpose programs, to name a few.

The Commission also ensures that utilities are able to finance investments in
infrastructure by allowing recovery of those costs in customer rates. This typically allows
utilities to access capital at reasonable terms given the historically relative stability of such
investments. In summary, responsible regulation is a carefully calibrated balance, ensuring that
customers have access to safe drinking water at reasonable rates and utilities sustain long-term

financial viability.

Q. What about the characterization of the Commission as a substitute for competition?
A. Again, Cal Advocates’ overly simplistic characterization fails to accurately capture the
many unique aspects of utility regulation. A more nuanced characterization is that regulation is
a substitute for competition in balancing the overall public interest. The goal of regulation is not
to mimic the free market. Regulation and competition operate on fundamentally different sets
of principles.

The main concept Cal Advocates’ “Commission as substitute for competition” argument
alludes to is limited customer choice. By utilities being granted an exclusive franchise for a
service area, customers have only one choice of service provider. This arises out of the nature
of public utility infrastructure — it is not reasonable or efficient for multiple different providers
to build extensive, overlapping utility infrastructure systems throughout the same areas. This
means customers accept the rates and standards of service approved by the Commission. Cal
Advocates takes this morsel and expands into a broad, generalized justification. However, bad
public policy is hard to undo, and the Commission should not be enticed by the simplicity of Cal
Advocates’ message. Responsible regulation works, and the complexities of competition and
duplication of service are definitively not in the public interest.

As discussed above, in exchange for an exclusive franchise, utilities agree to regulation
by the Commission. This does not mean the Commission should attempt to translate the
characteristics of competition into equivalent regulatory principles. Cal Advocates only
mentions how competition should restrict utilities. This one-sided approach fails to recognize

the near unlimited upside companies in competitive environments can realize. There are no

CWS Rebuttal Book #1 General Rebuttal 3
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CHAPTER 1. GLOBAL ISSUES

authorized rates of return. There are no amortization caps. If a company operates efficiently
and effectively, delivering an in-demand product or service there is no reasonable limit as to
the returns that can be achieved. That is not the case for regulated utilities.

An example of the downside that investor-owned utilities face relative to competition is
regulatory lag. This is a real issue that Cal Water experienced in its 2021 GRC and will continue
to face if the Commission declines to approve the proposed Decoupling Program. Under
competition, a company can adjust its rates in near real time in response to market dynamics
and consumer demand. This is far from true for regulated utilities. Under regulation, prices can
only change upon approval by the governing commission. This can lead to substantial
misalignment between a utility’s actual costs of service and the rates customers pay.

Regulatory lag is not just a matter of inconvenience, it can have serious financial
ramifications for utilities. The substantial delay in Cal Water’s 2021 GRC caused a significant
drop in earnings as rates lagged behind the costs of service as shown in Figure 10-2. This
unfortunate condition does not exist in competitive environments.

While regulation can mimic aspects of competition to make sure utilities are operating
in a cost-effective manner, the goal of regulation is not to mimic all aspects of a free market.
Any such comparisons (such as to a hotel) are inherently flawed and are useless when

evaluating the reasonableness of utility proposals.

Q. How do capital markets tend to view the regulated environments?

A. Capital markets are dynamic and adjust to the relative perceived risks of investment
opportunities. For investor-owned utilities, these risks are increasingly associated with the
regulatory environment itself, rather than how a utility operates.

Increased levels of regulations, inconsistent regulatory outcomes, or conflicting public
policies can all increase the level of perceived risk of utility investments for investors, creating
uncertainty over principal preservation of future returns. Historically, utilities were viewed as
very stable investments with predictable returns. More recently, the changing regulatory
environment has led to increased uncertainty of future returns, and often the timing of those

returns.

CWS Rebuttal Book #1 General Rebuttal 4
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CHAPTER 1. GLOBAL ISSUES

Increased perceived risk and uncertainty of future returns are realized in several ways.
The two main ways are through higher costs of capital and overall reduced investment.
Investors demand higher rates of return to compensate for riskier investments. If investors
perceive utilities to be a riskier investment for any reason, the cost of capital increases. If
investors conclude that returns do not adequately compensate for the perceived level of risk,
they will simply invest elsewhere. This reduced investment can limit the utility’s ability to access
financing in order to make necessary infrastructure investments.

Capital markets invest in utilities’ certainty and stability. This requires predictable,
transparent, and balanced regulatory environments. If the regulatory environment and
regulatory outcomes increase uncertainty, financing costs will go up or investors will look
elsewhere. Neither outcome is good for customers or the utility. The Commission should not be
persuaded by Cal Advocates’ overly simplistic comparison of regulation and competition. Doing

so will erode the foundational principles upon which responsible regulation was built.

B. IMPACT OF SALES AND PRICE DIFFERENCES TO REVENUES AND
RATES

Cal Advocates is proposing higher sales estimates than Cal Water. Cal Water disagrees
with the higher sales estimates as addressed in our sale rebuttal testimony.? But here, Cal
Water explains how the sales differences impact annual revenues and water productions costs
on Cal Water’s summary of earnings at proposed rates. I'll start with water production costs
since they are components of Cal Water’s revenues.

Water production costs are calculated from the units of water produced (quantity)
priced at the various 3rd party rates associated with each supply.® The water produced is
primarily comprised of water sales.* All other things being equal, since Cal Advocates’ sales
estimates are higher than Cal Water’s, their estimated water production costs will be higher

than Cal Water’s.

2 CWS Rebuttal Book #1, Chapter 4, Section C (Sales Forecast).
3 Includes wholesale water agencies, energy providers and groundwater management agencies.
4 Water production also includes a minor amount of water lost in treating and distributing the water.

CWS Rebuttal Book #1 General Rebuttal 5
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However, all things are not equal. Cal Advocates has also proposed lower third-party
prices than what Cal Water has proposed.®> The lower pricing results in lower production costs.
The lower pricing partially negates the increase in water production cost increases from Cal
Advocates’ higher sales. So, while Cal Water’s and Cal Advocates’ proposals on sales and third-
party pricing are significant, the difference between total production costs is only $3.8 million.®
A final element related to water sales is its impact to water rates. In its simplest form,’

water rates are revenues divided by sales. The higher the sales, the lower the water rate and

conversely, the lower the sales, the higher the water rate.

5 Cal Water disagrees with Cal Advocates proposed production cost at CWS Rebuttal Book #1, Chapter 6.

6 Cal Advocates Executive Summary, Appendix 2, p. 1 (2026 Proposed Rates).

7 Water rates involve several other components such as a fixed service charge, but the principal here still applies, it
would just be to the remaining revenue not collected by the service charge.

CWS Rebuttal Book #1 General Rebuttal 6
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY

CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY

SPONSORED BY PATRICK ALEXANDER

A. INTRODUCTION

California Water Service Company (“Cal Water”) presents this rebuttal to testimony
submitted by the Public Advocates Office of the California Public Utilities Commission (“Cal
Advocates”), the California Water Association (“CWA”) and the National Association of Water

Companies (“NAWC”).

1. Organization of Rebuttal Books

o Book 1: General Rebuttal (“General Rebuttal Book”)
o Book 1 Appendices (“Rebuttal Book #1 Appendices)

o Book 2: Rebuttal on Capital Projects (“General Plant Rebuttal Book”)
=  Common Plant Issues
= (CSS Capital Projects

o Book 3: Rebuttal on Capital Projects (“District Plant Rebuttal AV-HR”)
= Plant Issues for Antelope Valley through Hermosa-Redondo

o Book 4: Rebuttal on Capital Projects (“District Plant Rebuttal KC-WIL”)

= Plant Issues for King City through Willows
o Book 5: Rebuttal Book Confidential Material (“Confidential Rebuttal Book”)
o Book 5A: Confidential Dominguez Attachments

o Book 5B: Other Confidential Attachments

2. Cal Water Witnesses for Rebuttal Testimony

An updated list of Cal Water Witnesses appears in the Rebuttal Book #1 Appendices

CWS Rebuttal Book #1 General Rebuttal 7



CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY

3. Referencing Cal Advocates Testimony

Cal Water refers to the reports submitted by Cal Advocates using the following short

names.

Cal Advocates Report Title

Witness

Short Title

Executive Summary and Results of Operations Tables

Edward Scher,
Susana Nasserie

Executive Summary

Report on California Water Service Company’s

. . . Roy Keowen Keowen Testimony
Administrative & General Expenses and Special Requests #7
Report On Production Expenses, Operations and
Maintenance Expenses, and Special Request #3 Chris Ronco Ronco Testimony
(Confidential)
Report And Recommendations on Plant for Bakersfield,
Kern River Valley, King City, Salinas, Selma, and Visalia Chris Ronco Ronco Testimony

Districts, Rate Base, and Taxes

Report And Recommendations on Plant for Bakersfield,
Kern River Valley, King City, Salinas, Selma, and Visalia
Districts, Rate Base, and Taxes

Chandrika Sharma

Sharma Testimony

Report on Plant for Bayshore, Bear Gulch, Los Altos,
Redwood Valley Districts, and Multiple Common Plant
Issues

Justin Menda

Menda Testimony

Report on Balancing and Memorandum Accounts, and
Special Requests #8, #9, and #10

Kerrie Evans

Evans Testimony

Report on Customer Service, ESJ Plan, Plant for Chico,
Oroville, Marysville, Willows and Dixon, and Common Plant
Issues

Kat Nguyen

Do Testimony

Report on Sales Forecast, Conservation Budgets, Rate
Design, and Special Requests #1, #2, #4, and #5

Sam Lam

Lam Testimony

Report And Recommendations on Percentage Cost Adders,
Previously Funded Incomplete Projects, Common Plant,
Customer Support Services and Rancho Dominguez, Four
Factor Allocation, Livermore District, Stockton District, and
Travis District (CONFIDENTIAL)

Sari Ibrahim

Ibrahim Testimony

Report on Common Plant and Special Request #11

Courtney Sorensen

Sorenson Testimony

Report On Capital Projects Forecast for the East Los
Angeles, Los Angeles County, and South Bay Regions

Courtney Sorensen

Sorenson Testimony

Report on Common Plant Well Renewal Program and Tank
Improvement Program

Courtney Sorensen

Sorenson Testimony
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY

1. Scoping Issues

A discussion of specific Scoping Issues not addressed elsewhere in this rebuttal
testimony appears below, as well as reference tables identifying the sections of direct and

rebuttal testimony relevant to each Scoping Issue.

éa) Scoping Issue #8: Water Rights Leases

With regard to whether Cal Water’s water rights leases comply with Commission orders,
Cal Water is not aware of any concerns about its water rights leases expressed by any

interested parties or Commission staff.

b) Scoping Issue #10: Water Quality

Cal Water subr{witted its Report on Water Quality as Chapter 6 of Testimony Book #3
along with its application. This contained a summary of water quality by operating district as
well as reports, program updates and current regulatory impacts. Cal Advocates included a
Chapter in Sorensen’s Testimony labelled Water Quality, in which they claim to present an
analysis and recommendations on water quality for Cal Water. However, this chapter was
almost solely focused on compelling Cal Water to increase its frequency of flushing. Mr.
Sorensen proceeds to refer back to this Chapter several times in his recommendations for
denial of tank mixing projects Cal Water proposed in two districts. Cal Water responds to Cal
Advocates’ recommendations in Rebuttal Book #3, Chapter 2, Nitrification Remediation and

System Flushing.

2. Scoping Issues Reference List

CWS Rebuttal Book #1 General Rebuttal
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY

B. “RATEMAKING AREAS” AND OPERATING “DISTRICTS”

Cal Water’s General Rebuttal Book #1 addresses what can be referred to as all “non-
plant” issues, while General Plant Rebuttal Book #2 through Rebuttal Book #4 address proposed
capital projects (“plant” issues).

i

“Ratemaking areas,” “operating districts,” and other terminology have been used
throughout this proceeding that may be confusing. A “ratemaking area” has a fixed definition
and consists of the geographic areas that have a common revenue requirement, as historically
approved by the Commission. The term, “district,” however, no longer has a fixed definition,
but is generally used to refer to the group of water systems whose operations are overseen by
one management group. Lines have blurred because what was historically referred to as “a
district” may now be consolidated at one level for ratemaking purposes, and at another level
for operational management purposes.

Historical cost information and other data are usually maintained at disaggregated
levels that are below the “ratemaking area” or “operating district” level. At what is likely the
most disaggregated level, there are “water systems,” which are generally discussed in terms of
systems that are physically independent (although, even this can change over time when
systems become physically interconnected). This variability will likely continue — partially
because different regulating entities require reporting at different aggregated levels that will be
slow to change over time.

For the purposes of this proceeding, rebuttal testimony has been organized as follows:

e Ratemaking areas:

o Expenses in Cal Water’s rebuttal testimony are generally aggregated at
the ratemaking level, with the primary exceptions being Customer
Support Services and Rancho Dominguez.? Expenses can also discussed at
the operating district level as needed.

o Costs incurred outside of a ratemaking area, like those from CSS and
RDOM, are allocated to ratemaking areas for cost recovery.

8 For a detailed description of Customer Support Services and Rancho Dominguez, see Rebuttal Book #2.
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY

o The revenue requirement for each ratemaking area is used to calculate
the rates needed to collect the revenue requirement from customers in
that area.®

e QOperating Districts:

o Capital projects in Cal Water’s rebuttal testimony are generally
organized by operating district, with the exception that CSS and RDOM
each have capital projects, the costs for which are subsequently allocated
to the ratemaking areas.

o The term “district” is somewhat fluid, but is usually used to designate
how operations have historically been managed.®

C. UPDATES ON OUTSTANDING PROCEEDINGS

1. Revocation of CPCN for the Millerton District

Cal Water filed A.25-01-008 on January 28, 2025, requesting authority to voluntarily
revoke its certificate of public convenience and necessity (“CPCN”) for constructing and
operating a public utility water and wastewater systems in its Millerton District located near
Friant, CA in Madera County and to be relieved of any public utility responsibilities to that
district. The Commission previously granted Cal Water a CPCN for the new Millerton District in
D.21-08-007. Cal Water’s 2021 GRC included Millerton in its four factor allocations. As a result
of this pending application, the four factor allocations in the 2024 GRC do not include the

district in its calculations.

2. Defluoridation of Oroville Water System

Cal Water filed A.24-10-003 on October 9, 2024 with an amendment filed on March 3,
2025. Based on the desire of the City of Oroville, the proceeding requests the Commission
eliminate the requirement for the Company to fluoridate the water in the Oroville system that
was originally set forth in Decision (“D.”) 54444 issued in 1957. Cal Water sought and has
obtained authorization from the Water Board to cease fluoridation in the Oroville system. No

capital cost will be impacted by ceasing fluoridation as it does not require dismantling a facility

% Note that, within a ratemaking area, there may be multiple tariffs organized by customer class (e.g., residential,
non-residential, recycled) or by geography.
10 within some “districts,” however, capital projects may be grouped at a more disaggregated level.
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY
or removing a capital asset. However, there are modest expense changes that result from this
request. Therefore, Cal Water proposes to recalculate the Oroville District’s 2026 rates to

exclude fluoride-related expenses in this rebuttal.

3. PFAS

Cal Water’s necessary investment to comply with per- and polyfluoroalkyl substances
(“PFAS”) drinking water regulations is clearly excluded from the 2024 GRC scope. Cal Advocates
has made numerous attempts to use PFAS as leverage against the 2024 GRC—attempts that
have been continuously rejected by the Commission. Despite this, Cal Advocates’ brings up
PFAS yet again in an attempt to influence the outcome of the 2024 GRC.!! Cal Advocates’
comments on PFAS include multiple mischaracterizations, flawed analyses, and baseless claims.
The Commission should maintain its focus on the items actually included in the 2024 GRC scope
and reject Cal Advocates’ attempts to sidetrack the 2024 GRC with the clearly out of scope PFAS
issue. Uncertain future costs should not be used as a lever to reduce current infrastructure

investment needs.

%a) Background

Cal Water initia;IIy filed Application (“A.”) 23-09-002 on September 5, 2023, requesting,
among other things, to modify its existing PFAS memo account to track capital costs incurred to
comply with PFAS drinking water regulations. On April 19, 2024, the Commission issued
Decision (“D.”) 24-04-012, denying Cal Water’s requests in A.23-09-002, without prejudice. In
issuing D.24-04-012, the Commission noted that as capital costs were not yet formalized, any
attempts to adequately review or evaluate for reasonableness were premature.? The
Commission also directed Cal Water to submit its PFAS capital request in the next GRC or a
separate application (emphasis added).!3

Despite the Commission’s clear directive in D.24-04-012, Cal Advocates attempted to

claim Cal Water’s 2024 GRC was deficient for not including PFAS projects in the proposed

11 cal Advocates Executive Summary, pp. 5-6.
12D.24-04-012, p. 7.
13D.24-04-012, p. 10, Conclusion of Law No. 4.
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY
capital budgets. Upon appeal by Cal Water, the deficiency claim was swiftly rejected by the
Commission’s Executive Director.* When rejecting Cal Advocates’ deficiency claim, reiterating
the Commission’s directive from D.24-04-012, the Executive Director also directed Cal Water to
file its PFAS application by December 2, 2024. Cal Water subsequently requested, and was
granted an extension to file the PFAS application no later than June 2, 2025, which the

Company intends to do.

b) Discussion

PFAS is out of Scope for the 2024 GRC proceeding. Cal Advocates continued to discuss

PFAS in their protest to Cal Water’s 2024 GRC. Essentially all relevant discussion of issues in Cal
Advocates’ Protest focused on PFAS, including placing PFAS at the top of the list of general
issues.'® The Assigned Commissioner’s Scoping Memo and Ruling (“Scoping Memo”) was issued
on November 8, 2024, setting out the issues to be resolved during the 2024 GRC. The Scoping
Memo contains no mention of PFAS, clearly indicating that the issue is out of scope for the
2024 GRC.*®

Despite the exclusion of PFAS from the 2024 GRC scope, Cal Advocates continues to
discuss the issue in its report. However, when doing so Cal Advocates mischaracterizes the
situation and supports its misguided claims with flawed analyses.

Cal Advocates mischaracterizes the Commission’s directive to Cal Water on PFAS. Cal

Advocates states “Cal Water failed to include the PFAS investments in its budget for this GRC...”
(emphasis added).!” However, as clearly stated in D.24-04-012, Cal Water has the option to
include PFAS in either the 2024 GRC or a separate application (emphasis added).*® This point
was reiterated by the Executive Director when denying Cal Advocates’ attempt to use PFAS to
delay the filing of Cal Water’s 2024 GRC.'? Cal Advocates’ attempt to frame Cal Water rightfully
opting to not include PFAS in the proposed 2024 GRC capital budgets as a failure is

inappropriate and should be rejected.

14 See July 3, 2024, Executive Director’s Response to Cal Water Deficiency Appeal.
15 cal Advocates’ Protest, pp. 1-5.

16 Scoping Memo, pp. 2-6.

17 cal Advocates Executive Summary, pp. 5-6.

18 D.24-04-012, p. 10, Conclusion of Law No. 4.

1% Executive Director Response to Cal Water Deficiency Appeal, p. 1.
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY

Cal Advocates remarks discount the adequacy of CPUC regulatory processes. Cal

Advocates asserts “Cal Water’s deliberate attempt to avoid including these costs in the current
GRC fragments the rate impacts of this large expense and results in a lack of transparency on
cumulative bill impacts, which will likely cause customer confusion and frustration.”?° This
assertion is both baseless and incorrect.

The Commission explicitly allowed Cal Water to submit its PFAS capital program in a
separate application. Cal Advocates’ assertion seemingly implies that it believes the
Commission’s regulatory process for evaluating utility applications is somehow inadequate
unless included in a GRC. Cal Advocates asserts that submitting the PFAS capital program in a
separate application somehow lacks transparency. The Commission’s Rules of Practice and
Procedure (“Rules”) provide guidance on the type of information required for various
application types. The Rules also clearly specify when customers should be notified of proposed
rate increases, the information to be included in those notices, and how those notices are
provided to customers and other interested stakeholders.?! These requirements apply equally
for a GRC or a separate application requesting an increase in rates. Both standalone
applications and GRCs get an assigned Commissioner and administrative law judge (“ALJ”) to
oversee and guide the proceeding. The procedural requirements are also largely the same.
Furthermore, the assigned Commissioner and ALJ have the discretion to include any additional
procedural elements they believe are necessary to justly and reasonably resolve the
proceeding. There is nothing unfair, opaque, or otherwise insufficient about the Commission’s
longstanding application process. Rather, as the following paragraphs demonstrate, if there is
cause for concern regarding transparency, customer confusion and frustration, Cal Advocates is
likely the culprit.

Cal Advocates’ financial analysis doesn’t tell the whole story. Cal Advocates recognizes

costs to comply with PFAS drinking water regulations as necessary,?? but presents its analysis in

a way that inflates the estimated impacts of the necessary PFAS investments.?3 Cal Advocates

20 Ccal Advocates Executive Summary, p. 6.
21 Rule 3.2(b) through (d).

22 Cal Advocates Executive Summary, p. 1.
23 Cal Advocates Executive Summary, p. 5.
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY
states Cal Water’s estimated PFAS capital cost of $215 million as approximately an additional
25% to the 2024 GRC proposed capital budget.?* Cal Advocates further claims that PFAS “could
increase bills by approximately 10% over and above the rate increase that Cal Water is seeking
in this GRC.”»

In the 2024 GRC, Cal Water requests a capital budget of $1.6 billion, a test year revenue
requirement of $964 million, and a total revenue increase of approximately $300 million. When
compared to the proposed 2024 GRC capital budget, the estimated PFAS capital cost only
represents an additional 13%, or roughly half of what Cal Advocates states. From a revenue
requirement standpoint, Cal Advocates estimated PFAS first year revenue requirement of $30
million is only 3% of the proposed Test Year 2026 revenue requirement of $964 million. Finally,
as Cal Advocates’ estimate of S30M additional revenue is 10% of the proposed three-year
revenue increase of $300 million, Cal Advocates estimated 10% increase should also be spread
over three years, or roughly a 3% increase per year.

Additionally, Cal Advocates’ estimates assume that all PFAS projects will close in year
one and do not reflect any offsetting revenues from grants or legal settlements. The PFAS
capital program will be completed over multiple years and longer lead time well replacement
projects will extend beyond the 2024 GRC cycle. Grant awards and settlement proceeds will be
applied against the PFAS capital costs, which would further reduce the overall revenue impact
claims by Cal Advocates to the 2024 GRC.

The Commission should reject any recommendation which will obviously contribute to

regulatory lag. Cal Advocates recommends that the Commission should retain the possibility of
consolidating the 2024 GRC with the upcoming PFAS application.?® The Commission should
disregard any such recommendation. Consolidating the 2024 GRC with the future PFAS
application would do nothing but cause substantial delay in resolving the 2024 GRC. The
Scoping Memo allows for a Proposed Decision in the 2024 GRC proceeding to be issued by early
in the fourth quarter of 2025. This timing is crucial if final rates are to be implemented by the

first day of the 2026 Test Year. As the PFAS application is not due until early June, consolidation

24 d.
5 d.
26 Cal Advocates Executive Summary, p. 6.
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CHAPTER 2. OVERVIEW OF REBUTTAL TESTIMONY
would obviously cause significant delay in resolving the 2024 GRC. Such regulatory lag benefits
no one.

The Commission need look no further than Cal Water’s 2021 GRC to see the effects of
regulatory lag on customers, the Company, and the Commission. In fact, it was customers that
ultimately suffered the most from the 15-month delay in resolving the 2021 GRC. Once finally
implemented, customers faced two years of rate increases plus surcharges to collect interim
rate memo account balances all at once. Cal Advocates’ suggestion here would clearly result in
considerable regulatory lag, contrary to the overall public interest and the Commission’s desire
for timely disposition of regulatory proceedings. As the Commission has clearly and consistently
declined to include PFAS in the 2024 GRC scope, it should continue to do so here to avoid the

obvious regulatory lag implications.
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IS CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES

2 A. AN EXAMPLE: DO CUSTOMERS PAY TWICE FOR DEFERRED
3 PROJECTS
4 SPONSORED BY GREG MILLEMAN
5 Cal Water presents a simple example to help illustrate why customers do not “pay
6 twice” for a deferred project. In reality, with a capital budget containing thousands of projects
7  over multiple years, there are several nuances as to why customers are not paying twice for
8 projects. These nuances have to do with the many checks and balances built into the
9 Commission’s complex ratemaking process, and are explained following this simple example.
10 aQ: Do customers pay twice for deferred projects as Cal Advocates contends?
11 A No, they do not, as shown in this simple example:
12 Let’s assume a water company with only one customer filed a forward-looking General
13 Rate Case (GRC) every year.
14 e For future Year 1, the company proposes a single capital project — one to replace a
15 section of a water main line at a cost of $100.
16 e Before the company can start the main replacement, however, the company’s only
17 well fails, and the company determines the best course of action is to drill a new
18 well at a cost of $100.
19 e The company spends its entire capital budget of $100 for the well, and is unable to
20 perform the main replacement.
21 Soin Year 1, the water company’s sole customer paid for a new well in their water
22 rates.?’
23 e Atthe end of Year 1, the company comes in again with a GRC for Year 2. The
24 company again asks for $100 for the same main line replacement that it was unable
25 to complete during the previous year.
26 Q. If the Commission grants the company’s request for the same $100 main line

27  replacement in Year 2, will the customer be paying twice for the same $100 main line project?
28 A The answer is clearly no, but Cal Advocates’ mantra is that they are paying twice. This is

29 avery simplified example to demonstrate how a request for a deferred project does not

27 Note that the customer only pays for small portions of capital assets each year, plus a return on those portions.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
automatically mean that customers are paying twice for that project. In the rebuttal testimony
that follows, Cal Water will elaborate on the nuances that will allow the Commission to conduct

a more robust investigation on this topic than that proffered by Cal Advocates.

B. CAPITAL RATEMAKING FUNDAMENTALS

SPONSORED BY GREG MILLEMAN

Q. Cal Advocates repeats its claim that Cal Water has included in its capital budget for
this GRC projects that customers have already paid for in the past. Is this true?

A. Not at all. While Cal Advocates continues to reiterate this, repetition does not make it
true. In fact, as Cal Advocates should be aware, the GRC process simply does not allow Cal
Water to grossly benefit from being a regulated utility as Cal Advocates alleges at every turn.

What makes ratemaking so complicated is that it is replete with checks and balances.

Q. Why is Cal Water addressing an absurdity like “customers pay twice” in reference to a
deferred capital project?
A Looking at the capital process as a whole shows that Cal Advocates’ statement is simply
untrue. This is an important issue, and Cal Advocates’ attempts to mislead the Commission
distract us all from the crucial purpose of this proceeding — to ensure that Cal Water’s
customers have access to safe, reliable, and affordable drinking water. Keeping water in
hydrants, providing tap water that customers know is safe to drink, and making sure that water
is available during emergencies and natural disasters are all part of Cal Water’s capital plan.
Healthy water systems provide healthy water. Barely adequate infrastructure results in barely
adequate service (or worse).

To explain how the Commission’s rules prevent customers from “paying twice,” it is
important to understand the interrelationship between capital budget years, rate base

calculations, and the three-year GRC cycle.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
Q. How do capital budgets line up with the three-year GRC cycle for large water
companies?
A. Each GRC has a capital budget cycle that starts with a recorded or “beginning” plant
balance. Plant consists of the assets Cal Water has constructed and is currently using to provide
water service to its customers. In the 2024 GRC, the beginning plant balance is the sum of all
plant that has been constructed, used, and useful as of December 31, 2023.

Next, Cal Water estimates the capital budgets it will be building to while the GRC
proceeding is still open. For this GRC, based on the schedule in the Rate Case Plan those capital
budget years are 2024 and 2025.2% 2024 was the last capital test year for Cal Water’s previous
GRC (A.21-07-002), and 2025 was the attrition year for that GRC.?°

But things have changed, of course, since Cal Water started developing its capital
forecast for calendar year 2024 to submit in its 2021 GRC. That forecast would have begun in
late 2020 and early 2021. To provide the best estimate in this 2024 GRC, Cal Water re-analyzed
what is necessary to ensure that its customers have access to safe, reliable, and affordable
water service, which included looking at the status of projects that Cal Water previously
forecasted in its 2021 GRC, and then reexamining priorities based on the most recent
developments. Cal Water then develops its capital budgets for the two test years in the 2024
GRC, 2026 and 2027.

To clarify, for Class A water utilities, capital budget years are one year ahead of the rate
years (the years for which the Commission is approving customer rates in the GRC). For
example, the capital budget years in Cal Water’s 2021 GRC were 2021-2024, but the rate years
were 2023-2025. (Capital is not forecasted for 2025 because it is an attrition year.) When Cal
Water received its overdue 2021 GRC decision in March 2024, it was already 27 months into a
36-month capital cycle. Under the Rate Case Plan, a decision is normally expected

approximately 15 months into the 36-month capital cycle.

28 To make the explanation more relatable to its current GRC, actual years and the filed GRC references are used
instead of terms such as year 1, 2, 3, prior rate case or current rate case.
2% The rate case plan refers to Years 1 and 2 for capital as test years, and Year 3 for capital as the attrition year.

CWS Rebuttal Book #1 General Rebuttal 21



O 00 N o u B W N

[EEN
o

11
12
13
14
15

16
17
18
19

20
21
22
23

24
25
26
27

28
29

CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
Q. What is an annual capital budget for Cal Water?
A. An annual capital budget is Cal Water’s estimate of the total dollars that it expects to
spend on capital projects and programs that will be completed, in service, and recorded in plant
ledgers by the end of that calendar year. But not all projects can begin on January 1,5 or be
completed within twelve months of their start days. That means Cal Water is usually managing
more than a thousand capital projects a year across its nineteen ratemaking areas. Cal Water
identifies the need for specific projects, develops individual estimates of how much each
project will cost, and forecasts when they will be used and useful. These forecasts all roll up
into “rate base,” which is an aggregated representation of the current value of all of the water

system’s assets.

Q. Is Cal Water expected to adhere to its capital budgets estimates exactly?

A The Commission uses the rate base amount for each year to develop the rates that Cal
Water should charge its customers for safe and reliable water service. Additionally, while Cal
Water proposes specific projects to develop and justify its forecasted rate base amounts, this
does not (and cannot) mean that Cal Water will be able to complete them exactly as forecasted.

e First, the Commission generally does not approve 100% of the budget that Cal Water
requests in its GRC application. It would be unreasonable to expect Cal Water to
complete each project included in an application when the Commission did not approve
a budget sufficient to cover all of the projects.

e Second, some of the forecasted projects will cost more than estimated and some will
cost less than estimated (this being the very nature of estimates). Some of the projects
will be completed earlier than forecasted and some will experience delays — both of
which will impact what is recorded in plant ledgers at the end of the calendar year.

e Third, the timing of a Commission GRC decision can have an impact on capital projects.
For example, the Commission did not issue its decision in Cal Water’s 2021 GRC until
March 20243°. While that rate case was pending, Cal Water put certain projects on hold,
waiting for the Commission’s determination.

e Fourth, and significantly, Cal Water will likely have to embark on projects that it did not
foresee when it filed its last GRC application to address new or newly critical issues.

30 As explained earlier, this decision was into the second test year. It was issued 15 months into a 36-month GRC
cycle.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES

This is why customers don’t actually pay for capital projects until they are completed
and being used to provide service. (Actually, under the Commission’s depreciation rules, Cal
Water’s recovery of its investment does not actually begin until the year after capital asset is
placed in service.) And when they do, they pay a little amount for each recorded asset each
year for the number of total years that Cal Water uses the asset to provide safe and reliable
water service. These capital additions are further reduced by the estimated accelerated income
tax depreciation reflected as deferred tax liabilities, which are rate base reduction.3! Customers
also pay for a small amount of forecasted rate base. This is the temporary aggregation of
forecasted projects. It is important to remember, however, that the forecasted amount is only a
fraction of the rate base. The majority of rate base is the value of the water facilities that Cal

Water is currently using to provide service to customers.

Q. What ratemaking mechanisms protect customers from significant under-investment
by a water company?

A. The Commission’s Rate Case Plan includes protection for customers to make sure that a
water utility does not increase rates without investing in capital projects. (Remember, this is
what Cal Advocates misleadingly accuses Cal Water of doing.) Due to what is known as the
“earnings test,” if a water utility does not invest in capital projects, it will not be able to
implement rate increases. The earnings test is applied at the end of each test year for the
upcoming year. So for this GRC, Cal Water will be subject to an earnings test at the end of 2026
to determine whether it can increase rates and revenues to the level the Commission may have
authorized for 2027. If Cal Water did not invest in capital projects at the level authorized by the
Commission in its decision, it will not be able increase rates and revenues for 2027. The

Commission adopted the earnings test because, if the water utility is investing in capital at the

31 cal Advocates’ repeated false claim that customers somehow pay twice also fails to capture the fact that actual
amount included in rate base is less than the full capital project cost. There are also other elements of expenses
that reduce the cost of service. The year a capital project is added to rate base its cost is weighted as if it was
installed evenly over the course of the year, so roughly half of the capital project is included in the first year it is
placed in service. Only a return on weighted capital project is included in rates the first year a project is placed in
service. The return of the investment in capital projects does not start until the second year the capital is in
service. The accelerated depreciation expense available for federal income taxes generates a deferred income tax
liability that is a rate base reduction starting the first year the project is placed in service. Finally, the accelerated
depreciation expense for state income taxes reduces taxable income and state income taxes recovered in rates. As
can be seen, this issue covers more than the simple cost of capital projects.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
approved level, there is no need to increase rates because the current rates are sufficient to
cover its current cost of service. The earnings test ensures that, before revenue and rate
increases are implemented for 2027, Cal Water has made investments that equal or exceed the
capital budget adopted by the Commission. Since the timing and cost of projects can change, as
just discussed, it is not based on whether specific projects were completed, but instead based
on a comparison of the recorded weighted average rate base to rate base adopted by the

Commission in the GRC decision.

Q. Can Cal Water increase rates if it has not invested to the level required by the
Commission?
A. No. Customers will not see a rate increase in year 2 unless Cal Water invests as

authorized by the Commission. Further, if Cal Water fails the earnings test in year 2, it will likely
fail the earnings test in year 3. This is because the earnings test uses a cumulative investment
in rate base, similar to how miles are tracked in an odometer. To pass the test in year 3, Cal
Water would need to complete its capital budget for year 2, plus all under-spent capital budget
from year 1. Passing the earnings test is proof to the Commission and customers that Cal
Water’s investments are on track.

That is why saying that customers have “already paid for” certain projects that were
forecasted in the last GRC but not completed, as Cal Advocates does, defies reality. What
actually happened is that Cal Water spent money on other more pressing projects, and Cal
Water has the burden to justify the recovery of the completed projects that are now in rate
base instead of the deferred projects. And consider this: if Cal Water installs treatment on a
well that was not identified as one of the capital projects listed in the prior GRC, are customers
then receiving the benefits of that water treatment for free? This would be the logical corollary
to Cal Advocates’ “customers pay twice” argument if the argument was sound. But the answer
is “no,” as long as the water treatment project costs are within the overall approved capital
budget.3? Customers pay for what Cal Water constructs to provide them with safe and reliable

service.

32 There can be situations where customers are receiving the benefits of constructed capital assets for free or at a
“discount,” however. This would occur if Cal Water were to be overambitious in its capital investments, expending
more that the authorized capital budget; then customers will receive the benefits but won’t pay more until the
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
Customers are paying for water on demand, and delivering water on demand is a complex
process. Cal Advocates’ rhetoric is a dangerous distraction, and its attempt to cloud the issues

do Cal Water’s customers a serious disservice.

C. CAPITAL PROJECTS IN PROGRESS

SPONSORED BY PATRICK ALEXANDER

In each GRC, Cal Water proposes capital additions to utility plant over multiple years as
part of GRC filings. Due to the cyclical nature of our GRC proceedings, every three years Cal
Water proposes four years of capital additions —in the 2021 GRC, those years were 2021, 2022,
2023, and 2024.33 In this proceeding,3* projects scheduled for 2024 are forecasted again. In
addition, projects budgeted for previous years that weren’t completed and booked to Cal
Water’s Utility Plant in Service by the end of 2023 are also included in the forecast.

As discussed below, apart from projects that were budgeted for 2024 in the prior rate
case, there are many reasons as to why other projects are still in progress. The value in which
our customer rates are to be measured must consider not just an examination of individual
projects whose schedules may have changed but must also assess the overall rate base. These
include projects that were not forecasted in a previous GRC, but are in Cal Water’s Utility Plant
in Service, and thus are currently benefiting customers.3> Cal Advocates’ overly simplistic
assessment and broad-brush recommendation to eliminate all projects in progress not
completed as of the end of 2024 mischaracterizes Cal Water’s performance for delivering
capital and fails to properly account for the complexities associated with the budgeting and
management of thousands of capital projects in a three-to-four-year timeframe. Cal Water has

taken, and continues to take, creative approaches to addressing this issue both through

next GRC.

33 The Rate Case Plan requires Cal Water to file every three years in July. Cal Water’s base year for plant balances is
the year prior to filing. The first-year additions were largely approved in the previous GRC, and Cal Water proposes
new capital budgets for the next three years.

34 The four capital years in this proceeding are 2024, 2025, 2026, and 2027.

35 For instance, as noted later in this section Cal Water completed several dozen projects in response to emerging
wildfire hardening and Public Safety Power Shutoff events prior to 2024 that have not yet been incorporated into
our customers’ rates even though our customers are benefitting from these capital projects.

CWS Rebuttal Book #1 General Rebuttal 25



O 00 N O U b

10
11
12
13
14
15
16
17
18

19

20
21
22

CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
ratemaking mechanisms as well as through various improvements in expanded project schedule

timelines and project execution.

1. Cal Advocates Position on Projects in Progress

In evaluating Cal Water’s proposed Advance Capital Budgets for 2024-2027, Cal
Advocates has appropriately spread their evaluations across multiple witnesses by district and,
where applicable, by program, which will presumably allow them to form a coherent
assessment. With respect to Cal Water’s projects in progress, outside of a handful of projects in
Dominguez and East Los Angeles,?® Cal Advocates largely relies on a single witness who draws
misleading conclusions on planning and historical performance based on inaccurate
calculations. The remaining “analysis” provided by Cal Advocates consists of inconsistent
arguments regarding Cal Water’s capital planning and execution, an inaccurate, repetitive
statement about profit seeking and comparisons between utility ratemaking with competitive
markets, and an apparent attempt to promote historical ratemaking. In its workpapers, Cal
Advocates removes dollars for any capital project that was not identified as being complete by
Cal Water in a data request response provided prior to the end of 2024.37

Cal Advocates does make a statement that Cal Water concurs with: “CWS has the
responsibility for managing its budget and choosing which projects to complete with the

Commission-approved funding.”38

2. Cal Water Rebuttal on Projects in Progress

Due to a variety of circumstances, project schedules will extend at any combination of
its phases, often due to local bureaucratic or site-specific complications, and the delays should

largely be assessed for reasonableness on a case-by-case basis. Cal Advocates’ simplistic

36 Cal Advocates challenges four GAC changeout projects in East Los Angeles (Sorensen Testimony, p. 1-11.) and a
number of treatment projects in Dominguez (Sorensen Testimony, ps. 3-9 to 3-15). Rebuttal for these projects can
be found in the East Los Angeles and Dominguez chapters of Rebuttal Book #3.

37 Cal Advocates does not expressly state their recommendation for which projects should be disallowed in their
testimony. However, Cal Advocates’ inputs to Budget (ACB) Adjustments WS-2.1 in CHO7_RO_RB_PLT of their RO
Model reflect inclusion of all projects identified as complete in Attachment #1 of CWS’ Response to DR SIH-005. Cal
Advocates includes this as Attachment 2-1 in Ibrahim’s Testimony.

38 Ibrahim Testimony, p. 2-2.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
approach to address a complex issue illustrates a lack of willingness to do the necessary work to
understand the complications involved with forecasting and managing projects with long lead
times, particularly when those projects are compressed into a narrow schedule to meet the
GRC cycle. Furthermore, Cal Advocates generalizes the impact to customers on funding projects
not yet complete by focusing merely on the projects with adjusted schedules, instead of taking
into account the entirety of Cal Water’s plant additions, and without regard to the ratemaking
mechanisms in place to protect customers. As explained below, Cal Water has explored, and
continues to explore, many different approaches to address these constraints, including
improvements to its capital execution, ramping up the capital program, implementing phased
delivery, and expanding project schedules across multiple GRCs, in order to balance the timing

of capital plant additions and the appropriate recovery for those additions.

a) Cal Advocates’ calculations and conclusions regarding
‘ projects in progress are flawed

Cal Advocates ésserts that Cal Water forecasted “$618M for incomplete capital projects
that CWS estimates will be in service by 2025.”3° Contrary to Cal Advocates’ assertions, Cal
Water forecasted $323.4M for projects to be completed in 2024.%° In fact, much of this budget
includes the projects that were forecasted for 2024 in the 2021 GRC. Cal Advocates proceeds to
evaluate Cal Water’s performance of these projects, in some instances based on dollars
forecasted with completed projects (not the actual costs associated with these projects) and in
others based on number of projects completed, in an attempt to reach the conclusion that
ultimately Cal Water only spent 20.4% of our forecasted budget for 2024. Cal Advocates
references Cal Water’s response to Data Request SIH-005, Attachment #1 as proof of 2024
performance. This response was provided to Cal Advocates in November for capital project
completions through the end of October 2024. Cal Advocates is assessing Cal Water’s
performance based on approximately 80% of the performance period. Furthermore, Cal Water

identified many of its programmatic projects as in progress, on the premise that these are

39 |brahim Testimony, p. 2-1.
40 Ccal Water forecasts $107,461,831 in 2025, $124,739,599 in 2026, and $63,563,092 in 2027. The four-year
forecast is $618,137,631.
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annual programs that last the whole year.*! Through these programs, Cal Water contributes
assets to our water systems throughout the year but are often not formally completed until the
end of the year or when the last asset is installed, and all costs have been accounted for in our
accounting systems. Additionally, Cal Water has completed work on a number of projects that
are used and useful and serving our customers but have not been administratively booked to
our property records.*?

Table 1 below provides an update to Cal Advocates’ analysis taking into account projects
and programs serving our customers by the end of 2024.

Table 1 - Update to Projects in Progress for 2024 (Direct Cost)

Projects/Programs complete as of 12/31/24 from 2021 GRC $ 249,336,677
Additional used and useful projects benefitting customers $ 34,564,522
Total Projects/Programs in use by end of 2024 $ 283,901,200

Furthermore, Cal Water includes in its 2024 GRC forecasted budgets projects that were
not included in 2021 GRC rates. These are projects that Cal Water initiated to address emergent
issues such as wildfire hardening, PSPS, and mandatory main relocation projects or design
projects proposed in the 2021 GRC that are associated with construction projects in the 2024
GRC, or projects that were given Tier 2 advice letter status in the 2021 GRC. These projects do
not fall under Cal Advocates’ definition of previously funded but incomplete projects as of
2025.

Table 2 provides the total forecasted dollars for projects that are not applicable to Cal
Advocates’ definition and therefore should not be challenged by Cal Advocates based on their

assertion of removing projects they feel customers have already paid for.

41 These include Cal Water’s Main Replacement Programs. Unscheduled, Non-specifics, Meter Replacement
Programs (0900s), Physical Security Upgrades, Flowmeter Replacements, Control Valve replacements, and Analyzer
replacements.

42 On average it takes roughly 60 days for a project that is in service and providing benefit to our customer to be
recorded on Cal Water’s company property records. During this time any outstanding invoices and time card
entries are processed, an as built is created, and our Accounting department moves the charges to our continuing
property records.
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Table 2 - Projects not applicable to Cal Advocates' methodology (Direct Cost)

Projects/Programs in use by end of 2024 $ 283,901,200
Projects notincluded in 2021 GRC rates $ 94,182,950
Tier 2 advice letter projects in progress $ 32,917,859
Total Projects $ 411,002,009

Cal Water includes an updated attachment, which updates the completion status,
investment with these projects as of the end of 2024.%3 This is a more appropriate time period
to base Cal Advocates’ analysis. Accounting for the update, this brings the forecasted $618.1M
for projects in progress that Cal Advocates should be reviewing down just to $207.1M.4*

Forecasted numbers presented in the tables and narrative thus far have been presented
in terms of Direct Costs. Actual investment includes construction overhead and AFUDC. While
the tables above contain forecasted direct costs, Cal Water’s total investment, including
construction overhead and AFUDC, for the projects and programs identified in the filing as
complete equals $372.3M.* There is an additional $40.1M in projects that were in service and
waiting to post to Cal Water’s property records the end of 2024 included as part of the $94.2M
in Table 2. Cal Water notes that for many of its programs (such as non-specifics, unscheduled
and MRP) multiple work orders are performed off of a single project. In summary, the numbers
discussed above are a more accurate representation of Cal Water’s projects in process for 2024
that should be included in capital additions than the $129.7M presented in Cal Advocates’
analysis. However, even with updated numbers, Cal Water still objects Cal Advocates’
assertions, regarding our customers paying “the full cost of financing and depreciation on these
projects”*® over the span of a single GRC cycle. The sections below provide more context to the

role of capital and rate base in our customer rates.

43 Rebuttal Book #1, Appendix F Updates to SIH-005 Attachment #1.

44 $618.1M - $411.0M = $207.1M

4 The $372.3M is comprised of the $283.9M and $94.2M in Table 2, less approximately $6M of capital not
included in the filing.

4 |brahim Testimony, p. 2-3.
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b) Cal Advocates’ consideration of currently authorized used
‘ and useful projects is too narrow

Cal Advocates fzorms their opinion that Cal Water’s customers are funding incomplete
projects based on changes to the timing of closing for certain projects since they were originally
forecasted 5 years ago for the prior GRC. However, Cal Advocates fails to take into account the
other capital-related impacts to rate base on which customers’ rates are based. For each
forecasted capital project, there are also forecasted rate base reductions via accumulated
depreciation and deferred income tax liabilities (“DTL”). Further, Cal Advocates fails to
recognize the other projects Cal Water has completed during this timeframe that are benefiting
our customers. All of these capital-related items are netted against each other into Cal Water’s
rate base. Cal Water’s customers “fund” rate base through their water rates. They do not
simply fund capital additions. Therefore, to properly consider Cal Advocates argument on
“funding” the Commission needs to look at recorded versus adopted rate base. In fact, in 2023,
the sum of Cal Water’s recorded rate base and additional plant in service was 96.3% of 2023
last adopted.*” For further discussion on capital projects and ratemaking, please refer to the
Capital Ratemaking Fundamentals in section this chapter

Furthermore, when performing its evaluation on forecasted project closing
discrepancies, Cal Advocates’ sweeping assertions that customers have already funded these
projects completely discounts $32.9M (Table 2) in projects that were not part of the annual
capital budget included in customer rates, such as projects that were advice letter status or
projects Cal Water completed as a result of emerging issues.* Furthermore, $46M in wildfire
hardening and $4.7M in PSPS-related capital that has been serving our customers going back to
2021 has yet to be included in customer rates.*® In taking into account authorized rate base
reductions from accumulated depreciation and DTL, the total level of recorded plant additions,

plus the dollar amount of projects that were benefitting Cal Water customers that haven’t yet

47 CWS Testimony Book #1, Chapter 3, p. 35. [2023 Recorded Rate Base ($1,823,670,058) + Additional plant that
was used and useful but not yet booked to plant ($68,715,496)] / 2023 Authorized Rate Base ($1,964,751,063) =
96.3%. Put another way, 2020 Authorized Rate Base exceeded 2020 Recorded by $39,862,668.

48 A listing of the 2021 GRC Advice Letter Projects is found in Appendix W of D.24-03-042. The costs for these
projects were not in rates and will not be in rates until they are completed and a rate base offset or other
Commission approval is given.

4 Attachment 3-1 — Wildfire and PSPS Projects not included in adopted rate base.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
been added to utility plant in service, and the level of requested projects in progress that
haven’t been included in customer rates, we see a very different picture than was painted by

Cal Advocates.

c) Ratemaking mechanisms are in place to mitigate recovery
‘ for plant not yet used and useful

Contrary to CaIEAdvocates’ historical ratemaking recommendations, in California, rates
are appropriately based on forward-looking projections that are proposed by the company, are
evaluated by Cal Advocates, and then are ultimately approved by the Commission. As a result,
there will never be a perfect correlation between the levels of capital authorized and
completed. However, there are mechanisms in place to ensure that customers are
appropriately paying for the utility plant investment benefits they are receiving. One such
mechanism is through the earnings test. In a given GRC proceeding, customer rates are
established for the Test Year and then are adjusted for subsequent years based on a variety of
factors, primarily a weighted-average rate base analysis. If the company does not close a
certain level of utility plant in a timely manner, their authorized capital budget, and ultimately
their rates, are not adjusted upwards for the subsequent year. Please see the “Capital
Ratemaking Fundamentals” section of this chapter for further discussion on the protections in
place by the Commission’s rate case plan to ensure customers are paying for the
commensurate level of service they receive.

Another mechanism Cal Water utilized in prior rate cases to mitigate recovery for capital
budgets that haven’t been completed is through its “Carryforward” adjustment that reduces
the capital that goes into proposed rates. Cal Water recognized that there are many factors out
of the company’s control that will inevitably cause a portion of its capital program to be
delayed, and for the past few GRCs, the company made a significant downward adjustment of
$100M to its overall utility plant in all districts to acknowledge this delay.>® In this GRC, Cal
Water has implemented a different ratemaking adjustment that conceptually aimed to achieve

a similar goal by electing to delay the inclusion of certain projects in rates.>! This mechanism

50 This was reflected as a reduction in the first year of the three-year capital cycle. In the 2021 GRC, it was a
reduction of 2022 capital. In the 2018 GRC, it was a reduction of the 2019 capital.
51 Testimony Book #1, Chapter 3, p 37-38.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
thereby accounts for the delay in schedules that will occur with some of the projects places a
larger portion of the capital budget into the test years.>? This is a benefit that goes directly to
Cal Water’s customers and is intended to acknowledge that there will be factors beyond Cal
Water’s control that will result in delays to installing capital.

While the Earnings Test and Cal Water’s proposed schedule adjustment are mechanisms
to mitigate recovery for capital budgets that haven’t been completed, these do not address the
increasing disparity between the GRC capital budget timeline and project completion. As noted
in Section B, below, Cal Water continues to explore and propose strategies to overcome the

artificially compressed schedules for capital projects that are imposed by the GRC timeframe.

d) Reasons for Delay in Project Completion

The Commissiosn, which relies on future test year ratemaking, is well aware that no one
has a crystal ball and no one - not Cal Water, not Cal Advocates, not the construction industry
or project management industry - can predict with 100% accuracy. Acting as if this is something
that is attainable and is the proper standard, as Cal Advocates does, is simply unrealistic and
unreasonable. In this section Cal Water provides clarity and examples on why capital projects
schedules may understandably have schedule delays. Contrary to Cal Advocates’ claim,
unexpected schedule delays and project challenges are ubiquitous throughout the construction
industry and project management in general. A Price Waterhouse Coopers survey conducted of
over 10,640 projects from 200 companies across 30 countries and various industries found that
only 2.5% of companies successfully completed 100% of their projects on schedule and
budget.> Similarly, the Harvard Business Review analyzed 1,471 information technology
projects and found that the average overrun was 27%, and a full one in six projects had a
schedule overrun of almost 70%.>* A similar report focused on construction and infrastructure

industries found that projects typically take on average about 20 percent longer to finish than

52 As discussed in the “Capital Ratemaking Fundamentals” section in this chapter, Cal Water is subjected to an
earnings test on each of its two test years. The earnings test is largely driven by the level of plant additions that
were completed and will determine whether Cal Water is able to adjust their rates.

53 PriceWaterHouseCooper, Boosting Business Performance through Programme and Project Management: A first
global survey on the current state of project management maturity in organization across the world, 8.

54 Harvard Business Review, Why Your IT Project May Be Riskier Than You Think, https://hbr.org/2011/09/why-
your-it-project-may-be-riskier-than-you-think (accessed March 28, 2022).
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
originally scheduled.” While these statistics are not to suggest that schedule delays are good
practice, the presence of projects with delayed schedules in an investor-owned water utility,
even one as experienced as Cal Water, should not come as a surprise. Construction projects
may experience delays based on a number of factors that are outside of Cal Water’s control,
including extensive state and local permitting requirements, long lead-times to procure certain
types of equipment, the need to acquire real property or easements, operational constraints,
the limited availability of qualified contractors in the vicinity of a project, efforts to address
emergent issues (e.g., recent landslides, wildfire and public safety power shutoff risks), and the
requirements of, or lack of, cooperation from third-party utilities (for example, in connection
with securing right-of-way or an electrical service necessary to the operation of an
improvement).

Specific examples of reasons for project schedule delay, outside of Cal Water’s control,
and corresponding examples, are presented below. In the prior GRC, Cal Water implemented
improvements such as accounting for long lead project timelines and standardizing the
construction management and special inspections program. In this GRC, Cal Water continues to
implement strategies such as organizational restructuring through specialization and programs,

use of tools for utilization by project managers, improved cost estimating and resourcing.>®

%e) Delayed 2021 GRC Decision

Cal Water rece;ved its 2021 GRC Decision in March of 2024, more than 15 months late.
Cal Water and Cal Advocates litigated almost half a billion dollars in capital projects, including
large dollar projects such as the Water Quality Satellite Lab in East Los Angeles, many of the
same Dominguez Treatment Projects at issue here, as well as much of the capital budgets
organized by program, rather than individual project. This means that Cal Water did not have
the benefit of policy guidance from the Commission, or a capital budget to “build to,” assurance

on its proposed new capital for 27 out of the 36-month GRC forecast period for capital projects.

55 McKinsey & Company, Imaging Construction’s Digital Future, https://www.mckinsey.com/business-
functions/operations/our-insights/imagining-constructions-digital-future# (accessed March 28, 2022).

56 See the “Optimization of Project Delivery” section later in this chapter for an expanded discussion on strategies,
such as organizational restructuring through specialization and programs, use of tools for utilization by project
managers, and improved cost estimating and resourcing
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
Cal Water did not wait for the Commission to approve its GRC before starting on several
projects. However, due to the uncertainty surrounding a large portion of its forecasted capital,
the company held back on certain programs and delayed the start of specific, heavily disputed
projects, such as the ELA Water Quality lab. A delayed decision not only presents uncertainty to
Cal Water as to whether the work performed on controversial projects will ultimately be
included in rates, but it also presents a cash flow issue to the company as customer rates at the

time of construction are significantly out of sync with the current cost of service.

f) Permitting-Related Delays

Cal Water mus'é obtain all required permits prior to commencing construction, which
sometimes can result in unexpected delays and/or design changes. An example of permitting
impacts to project schedules is the Bear Gulch Station 33 Rebuild project (PID 65389). It took
two years to obtain the Town of Portola Valley’s planning approval, which required re-
negotiating and recording an easement, acquiring a signed letter from adjacent property
owner, and addressing multiple rounds of permitting comments. In addition, the town required
the addition of extensive design elements during the latter round of comments. This required
Cal Water to complete further geotechnical analysis and structural design, resulting in
supplementary foundation requirements, design plan rework, and other changes mandated in
order to secure a required planning permit to complete the project. These multiple rounds and
delayed reviews increased the time and labor to review and address the town’s comments,
ultimately resulting in a significant delay to the project.

Another example of permitting-related delays is with the Dominguez Station 300 New
Well and Treatment projects (PIDs 100482, 98334 & 125762). This is a new groundwater well
development project in the LA area that included property acquisition, well drilling, treatment
design and overall site construction. The station is in construction now and is fortunately just a
few months from completion, expected in May 2025. Prior to permitting, Cal Water searched
for an appropriate property to construct a new well. This process took approximately three
years, starting from property search, negotiation to the final purchase. With the property
secured, the permitting process could then start. The permitting process began with a request

to DDW for well location and construction approval. This permit took over two years to obtain,
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due to a protracted back and forth around potential shallow contaminating sources in the
vicinity of the well despite our expert analysis that showed no impact and given that at the end
of the day we would treat the contaminants. DDW ultimately agreed with Cal Water’s initial
proposal and issued well construction approval allowing CEQA environmental permitting to
then commence. The City of Compton issued an exception, but this was challenged by DDW,
who then agreed to take on the role of lead agency but required an environmental review. A
Mitigated Negative Declaration was issued 1 year later. This is an example of where Cal Water
ultimately prevailed, but the permitting process still caused unanticipated delays.

The Well was then constructed, treatment and station design completed and building
permit was applied for. The building permit process took nearly two years to complete, as there
were a total of 20 individual permits required at a total cost of $200,000 in permitting fees.
Unfamiliarity with utility projects and inexperience on the part of city staff were the primary
drivers for this extended timeline. Overall, this project is expected to take six and a half years to
complete. More than four and a half years (70%) of this time was spent directly on permitting.
Cal Water is experiencing similar delays in acquiring permits for many other well and treatment
projects not only in the Dominguez District but throughout the state. In fact, permitting delay is
one of the most prevalent and growing program challenges we face. This challenge was
triggered by the pandemic as agencies reduced work hours and sought to operate remotely and
worsened coming out of the pandemic as we saw significant turnover of key permitting staff
whose experience left with them. We continue to see lack of experience with utility projects
and general staffing constraints as the major drivers of the delay. These delays are driving
longer project schedules extending well projects, like this one, to take five plus years minimum
when they used to take two to three years to complete. For further discussion on these
projects, please refer to the Dominguez District Chapter of Cal Water’s Rebuttal Book #3.

Unfortunately, such issues are becoming less and less isolated and more the norm as

our improvements become more focused on rebuilding in established communities.

g) Material & Equipment Supply Chain Issues

Starting in late :2020, Cal Water has seen a rise in supply chain issues and delays,

beginning with backup power generators and vehicles. Despite the many years that have
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passed since the pandemic, delays in materials and supplies continue to pose challenges for
equipment such as pumps, generators, and panelboard. A recent example of a small
component’s impact to a large project occurred in the East Los Angeles District at Station 12 for
a Panelboard Replacement project (PID 124368). This project experienced delays due to the
limited availability of the panelboard equipment. Several major electrical components within
the panelboard - such as the automatic transfer switch, circuit breakers, and load center are
supplied by third-party vendors and are subject to extended lead times. Additionally, the
vendor’s internal scheduling constraints and resource limitations have impacted the panelboard
fabrication timeline. As a result, construction progress has been significantly slowed, as the
contractor is unable to proceed without the panelboard equipment. This delay had a direct
impact on Cal Water’s ability to close out this project and was completely outside of Cal Water
and the contractor’s control.

The ELA-12 panelboard (MCC) took 75 weeks from purchase order issuance to delivery.
Since the pandemic, the average delivery time for MCCs has increased to 45-51 weeks,
according to Tesco (MCC vendor), although the actual time is often much longer. Pre-pandemic,

lead times were as low as 20-28 weeks.

h) Operational Constraints

The operation é)f a water system is dynamic and the number of active wells, tanks, and
other infrastructure appurtenances changes over time. Since projects must be scoped and
budgeted up to four years in advance of the GRC filing, there are situations where the
operational conditions may change such that a tank may not be able to be taken offline for
repair or replacement when originally scheduled. This type of unforeseen change in operations
can have a significant impact on project schedule and completion. A good example of
operational constraints leading to schedule delays is a pressure vessel replacement project at
Station 77 in Visalia, Pressure Tank Replacement project (PID 123797). At project initiation the
well issues at the station were identified by the District while troubleshooting localized
customer complaints of cloudy water. The cloudy water was a result of air entrainment
caused by holes in the well casing and concerns regarding the well’s casing integrity,

triggering the need for a well assessment, repairs, and testing, which took approximately
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12 months to complete. Final design and permitting were postponed until testing confirmed
the well’s stability. The well was returned to service in June 2023 to provide supply reliability
for the system during the peak demand period. Construction was also deferred to the low-
demand period to ensure removing the facility from service did not hinder the district’s ability
to reliably meet customer and emergency demands. These types of delays also severely impact
pump replacements both for wells and booster pumps as the work cannot be completed until
demands are low enough to allow for the source to be temporarily taken off-line, and thus

relying on other sources.

|) Land Acquisition Delays

Some projects ;'equire the acquisition of property or easement to construct the
proposed facilities. Cal Water’s Cherokee Pipeline project (PID 00115212) in Stockton was
delayed by approximately two years due to issues with acquiring a required pipeline and
temporary construction easement. Cal Water began initial conversations with the private
landowner regarding the proposed easements in March of 2020. The landowner was
unresponsive to Cal Water’s communications for long periods throughout the negotiations
process, which ultimately delayed the timeline for acquiring the easements until May of 2024.
While Cal Water ensures that property purchases will provide long-term benefits to customers,
this can present a significant challenge to find sufficient space and appropriately suited to the
project in many Districts. Cal Water’s project to construct a new well and treatment in
Dominguez (PID 20775) included well drilling, treatment design and overall site construction.
The location originally identified for the new well took many years to negotiate lease rights
starting in 2014. Ultimately, the negotiation efforts stalled in 2017 and Cal Water had to pivot
to a new location. At this point, Cal Water spent another two years searching for a new
property. In 2018, Cal Water found an off-market property located within the City of Long
Beach. This property was located just outside of Cal Water’s Dominguez service area, requiring
some offsite improvements to connect to the distribution system. Since securing the property,
Cal Water has been able to successfully permit the new well location with DDW, complete a
Conditional Use Permits with the City of Long Beach and conducted all necessary environmental

surveys. These examples underscore the process to acquire and secure land for water
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infrastructure has the potential to significantly impact project schedules and timing proposed in

a three-year GRC cycle.

j) Coordination Challenges with Other Utilities

One such examzple involved the construction of a new booster pump station in the
Westlake District at an existing Station 011 (PID 119677). As no electrical service existed at this
station, Cal Water applied for a new service with Southern California Edison (SCE). The
application process started in 2019 after substantial completion of the design plans. It was
determined that SCE did not have sufficient facilities at the location of the station. However,
there was a capacitor/capacity located approximately 400 feet away from Station 011, located
in the public right of way. Cal Water elected to have SCE design the new facilities. Due to the
complexities, including the need for offsite improvements, existing oak tree protection, etc. this
design took numerous iterations to complete. The final design was approved in 2022, then
updated again in 2024 when in-field conditions were not reflective of design. This delay was
outside of Cal Water’s control, but is not unique to Cal Water, as it faces similar issues

throughout the state with various other utilities and agencies.

k) COVID-19 Impacts

As mentioned E)reviously, COVID-19 serves as a prime example of a completely
unanticipated factor, outside of Cal Water’s control, that directly impacted and prolonged
construction schedules. This one factor affected numerous areas of a project, including but not
limited to: permit timelines, shutdowns, delayed material deliveries, and the availability of
construction crews. Additionally, some projects have experienced two or more factors that
delayed the project, exacerbating the overall impact to the project’s schedule. With each wave
of the pandemic surge, and as Cal Water collectively learned and worked to protect its staff,
increasingly stringent COVID safety protocols were implemented that impacted our ability to
complete work. One such example is the Bakersfield Generator — North East Raw Water Plant
(PID 99140). This project is located at one of the water treatment plants (WTP) that is a critical
supply to the customers in the Bakersfield District. In accordance with DDW requirements, only

certificated treatment operators are able to operate and run a WTP. In order to protect these
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staff and ensure the WTP would continue to provide reliable water to customers during this
time, several COVID exposure risk-reduction measures were implemented during the worst
waves of the pandemic. Among these precautions, the most impactful was the effort to limit
the number of non-treatment staff who could be on-site at any given time. These additional
safety protocols for critical construction sites delayed the project a total of 10 months.>’ These
efforts proved to be successful however, as no WTP had to be taken offline due to a lack of
staff, despite the number of COVID cases that occurred in California, and even within Cal Water
itself.

Despite efforts at keeping its staff safe, Cal Water did experience a wave of COVID
positives internally. As of March 2022, more than 500 Cal Water employees were quarantined
or isolated in response to COVID exposures, which directly or indirectly impacted all work,
slowing down Cal Water’s design and construction activities despite efforts to continue moving
forward. In addition, throughout the COVID pandemic, several projects were subjected to
extraordinary permit delay due to the difficulty in getting hold of the right staff at the
permitting agency. In some cases, permit submission required a virtual appointment that took
several weeks to be scheduled. Once scheduled, it was difficult to get a response back from the
city/county on what type of permit was needed or what submittals were required. In one
example with the Town of Portola Valley, it took about 9 months for the Town to merely inform

Cal Water staff that a Conditional Use Permit (CUP) would not be needed for a project

) The Need to Address Emerging Issues

During a GRC c;/cle, there are sometimes issues that emerge that are unexpected and
require immediate and substantial attention. An example of an emerging issue that Cal Water
could not have reasonably predicted, but had to respond to beginning in early 2023 was
landslides and unusual accelerated land movement in several communities in Cal Water’s Palos
Verdes District resulting from record rainfall during the two prior winter seasons. Cal Water as
well as the local electric and gas utilities experienced significant adverse impacts to their

infrastructure due to this accelerated land movement. Cal Water dedicated significant

57 CWS RO Report for Bakersfield, Attachment C, (Additional Project Justification Overbudget and Over Schedule)
for PID 99140 BK Genset NE Raw Water Plant, 3-4.
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resources to responding to this situation and invested a total of $14M to replace over 16,500 ft
of below ground main with above ground double-swing flexible joint mains and other critical
infrastructure to enable the company to continue to provide residents of these areas with
potable water and support fire protection efforts by the broader community, which is a known
very high severity wildfire area (per Cal Fire). Cal Water also implemented a host of operational
changes to support this unprecedented, accelerated land movement. This included installation
of leak detection equipment, deploying focused leak detection crews and stationing staff 24/7
in the area to monitor and promptly address leaks. Cal Water’s support also included a robust
communications and community outreach effort to keep the community informed as the
company responded to the rapidly changing situation. This event was so severe, Governor
Newsom declared a State of Emergency for the City of Rancho Palos Verdes and other utility
providers disconnected certain customers from power and gas service. Cal Water continues to
monitor the land movement, which has recently slowed down given the lack of significant
rainfall during the past winter season. Due to the nature of the work performed in the District,
Cal Water was able to fund much of the response effort through its Main Replacement and
non-specific programs.

Another recent example of Cal Water’s response to emerging issues is the wildfire
hardening that Cal Water undertook starting in 2020 to address past fire damage and serious
risk to customers and the water utility infrastructure. According to the California Department of
Forestry and Fire Protection, the 2020 wildfire season was the deadliest and most destructive
wildfire season on record in California, with more than 10,000 fires burning an areas of over 4.2
million acres, the largest area of burned acreage record in a fire season.”® As frequency of
drought conditions have increase in California due to climate change, so to have the frequency
and severity of wildfires.>® Several of past fires have had a direct impact on Cal Water systems,
employees, and customers, including the August Complex Fire, Mendocino Complex Fire,
Woosley, and the Camp Fire near Cal Water’s Kern River Valley District. As a result of these

incidents, Cal Water determined it was necessary to implement a number of wildfire hardening

58 Cal Fire, 2020 Incident Archive, https://www.fire.ca.gov/incidents/2020 (accessed March 28, 2022).
59 California Air Resource Board. Wildfires & Climate Change, https://ww2.arb.ca.gov/wildfires-climate-change
(accessed April 4, 2022).
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projects as both non-specifics in the 2018 GRC cycle and new projects in the 2021 GRC
application. With the exception of those wildfire hardening projects also associated with the
design and permitting program, Cal Advocates did not dispute the need for these wildfire
projects and even recommended they be authorized, stating “Cal Water has successfully
demonstrated the anticipated benefit and usefulness to California Ratepayers.”® Ironically,
while Cal Advocates also did not dispute the need for the non-specific wildfire hardening
projects from the 2018 GRC, Cal Advocates nevertheless included them in their
recommendation to disallow projects in progress in the 2024 GRC. As a result, $46.0M in
wildfire projects have been in service and protecting our customers and following Cal
Advocates’ logic, “have not been paid for by our customers.”

The incorporation of the additional wildfire projects as non-specifics during the 2018
GRC presented additional work that Cal Water’s engineers and local Operations staff needed to
address and reprioritize in the interest of customers. However, this emergent issue impacted
the other projects already approved as part of the 2018 GRC Decision, resulting in unintended
delays on the 2018 authorized projects. This is just one example to illustrate the challenges that
Cal Water faces to address emerging water quality, regulatory, and operational issues. While
these issues may result in delayed completion of previously approved projects, a lack of
flexibility on Cal Water’s part to respond and pivot on key issues such as wildfires during a
normal 3-year rate case cycle would ultimately result in poor and degraded service to

customers.

m) The Need to Address Unexpected Challenges

As discussed fuzrther in Cal Water’s rebuttal on Contingency, even proper planning and
design cannot predict the entire scope needed to complete a project. While these additional
scope items will often add to the schedule of the project. For example, in Bear Gulch, Cal Water
installed a 16” transmission main, which included crossing underneath two creeks (PID 114328).
This project was delayed three years due to permitting issues, and unexpected technical

issues/construction challenges. The project was put in service in 2024. Cal Water completed a

0 Sorensen Testimony, p. 13-5.
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geotechnical investigation including borings in 2021 which identified groundwater at 17-21 feet
beneath ground surface. Cal Water completed design plans and permitting assuming this
depth. It took longer than expected to obtain the initial permitting approval from the California
Department of Fish and Wildlife and local permitting agencies. Additional potholing was
completed in fall 2023 identified groundwater at 6 feet beneath ground surface in the vicinity
of one of the two creek crossings which resulted in additional design to identify how to handle
the groundwater that would be encountered and additional permitting requirements (CDFW,
State Water Board, and local agency permitting). Ultimately this led to the re-design of one of

the creek crossings and re-submittal to the permitting agencies.

|3. Cal Water is taking proactive measures to address the
| institutional constraints of a compressed project completion
‘ cycle
In the previous GRC, Cal Water proposed two similar, but slightly different approaches
to address long-lead projects: Design and Permitting Only Projects, and Multi-GRC Projects.®?
Ultimately, the goal of these proposals is to allow the Commission to review and sign off on Cal
Water’s longer-term capital plans. For the Design and Permitting Only Projects, Commission
approval will secure initial funding in this rate case so that Cal Water can go through the
process of refining scope, and performed design, while securing requisite permits. For the
Multi-GRC Projects, preliminary Commission approval (without immediate funding) will enable
Cal Water to proceed without delay so that it remains feasible to complete them in the next
GRC. Both of these will result in more defined scopes and therefore minimize uncertainty, as
well as better quality cost estimates, and finally a more manageable schedule with which the
company can complete its work. This will also reduce the unrealistic expectations regarding the
completion of projects with necessarily long lead-times, and the associated stigma of having
projects that span multiple rate cases.
Furthermore, Cal Water is continuing to take steps to increase its productivity in terms
of timely plant closings. We have implemented strategies to increase capital execution through

organizational changes and role specialization, additional project management tools and

61 please refer to Cal Water’s Rebuttal Book #2, Chapter 2, for Cal Water’s rebuttal on these two issues.
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processes, and other enhancements. For further discussion on this, please refer to the

Optimization of Project Delivery section later in this chapter.

4, Conclusion

There will always be projects that experience a change in project schedule at any
combination of its phases. This is a complex issue and should be addressed as such. With minor
exceptions, Cal Advocates does not challenge any project in progress based on its own
individual merit, but instead presents misleading data on Cal Water’s historical performance
and makes sweeping generalizations with regards to Cal Water’s customers paying for projects
twice, without recognizing related rate base reduction associated with adopted capital, or that
there are regulatory mechanisms in place, such as the earnings test and Cal Water’s proposed
“ramp up” adjustment, which mitigate the rate impact of project schedule delays. Furthermore,
Cal Advocates fails to see the impact is further reduced by the delay in which a project is
serving our customers, and when it is officially closed and added to the company’s Utility Plant
in Service.

Additionally, in this GRC Cal Water continues to propose ways to phase complex
projects over multiple GRCs, through Design and Permitting Only and by alerting the
Commission to other projects it proposes to complete in future GRCs.®? As noted below Cal
Water has implemented strategies to increase capital execution through organizational changes
and role specialization, additional project management tools and processes, and other
enhancements. While there will never be 100% alignment between the cost and schedule of
the forecasted projects years ahead and the actual work performed, Cal Water’s projects in
progress, and the value our customers are receiving are far greater than the story being told by
Cal Advocates.

For all the reasons articulated in this rebuttal, the Commission should reject Cal

Advocates’ proposal and approve Cal Water’s projects in progress as proposed in the filing.®3

52 For further discussion on Cal Water’s Design and Permitting and Multi-GRC projects, please refer to CWS
Rebuttal Book #2.

83 The sole exception where Cal Water agrees to Cal Advocates’ recommendations is to remove the projects
identified by Cal Water as cancelled.
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D. OPTIMIZATION OF PROJECT COMPLETION

SPONSORED BY CARMELO SOURCE

Approximately 10 to 15 years ago, a typical capital project took about 8 months to one
year to complete. As the regulatory environment has become more stringent — with increased
local permitting requirements, environmental permitting requirements, and water quality
regulations — the time required to complete projects has extended to 2 to 5 years+, with
variation depending on the scope of work. Overall, both project complexity and the labor effort
to complete projects has increased. In parallel, the needs of our water systems continue to
grow as our infrastructure ages and new regulations and challenges (PSPS, wildfire, WQ
regulations) need to be addressed. Now more than ever, delivering water infrastructure
projects requires a dynamic approach that consistently adapts to evolving conditions.

In the engineering department, the Capital Delivery group is responsible for timely and
cost-effective execution of projects throughout California.®* Recognizing the increasing
complexity and volume of projects, Capital Delivery has undertaken a series of strategic
initiatives to optimize project delivery. These efforts are designed to enhance planning,
redefine how we perform our work, leverage new tools, and address key challenges, all
supporting effective execution of projects. By incorporating industry best practices and
implementing targeted improvements, we are positioning ourselves to continue to effectively
meet our growing water system needs moving forward. Implementing these strategies has
significantly enhanced our effectiveness in project delivery. This is reflected in our record
capital investment for 2024, which reached $386 million—a 21% increase from 2023.
Additionally, Capital Delivery achieved its highest investment year on record at $101 million,
nearly doubling its 2023 investment and exceeding its previous high by over $30 million. The

following strategic initiatives are discussed below:

4 The Capital Planning group has primary responsibility for developing the capital projects that are consistent with
Cal Water’s long-term strategies, and those projects are turned over to Capital Delivery to design, permit and
construct.
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Enhanced estimations of project schedules

Role specialization and Programmatic approach

Application of advanced project management tools and processes
Project resourcing improvements

Mitigation of top program challenges

ok wN e

Main Replacement Program enhancements

1. Enhanced Planning for Improved Schedule Estimating and
Adherence

As part of our 2024 GRC application, we refined our approach to project scheduling
using near-term historical data and new tools to develop more realistic and achievable
timelines that better reflect current constraints and requirements and will increase adherence
to those schedules moving forward. For each of our complex projects, we took actual schedule
and labor hour data from recently completed projects, developed new representative
templates by project type, and used the templates to generate project-specific detailed
schedules with our project management system (Microsoft Project Online, MSPO). A total of
310 project-specific resource-loaded schedules were developed using the enhanced templates
and MSPO tool, with each project adjusted to reflect the specific local needs, requirements, and
constraints of the project. Each resource-loaded template and the resulting project-specific
schedules also identify resource requirements, allowing for enhanced planning for program
resource needs. These components of Cal Water’s enhanced planning strategy result in more
accurate, realistic, and justified project schedules and resource needs that will in turn facilitate

the ability of Capital Delivery to deliver projects on time.

2. Re-structuring to Optimize Project Delivery through Role
Specialization and Programmatic Approach

To enhance project delivery, we are redefining our engineering structure, roles, and
approaches, with a focus on role specialization and programmatic methods. These changes,
validated by assessments from Jacobs, an engineering consultant, and Deloitte, a management
consultancy firm, as well as internal piloting, aim to improve efficiency, consistency, quality,

and cost-effectiveness while aligning with industry best practices as our program size grows.
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Role specialization introduces dedicated positions for specialized, non-engineering, and
lower-level tasks, shifting away from the traditional model where engineers handle all tasks.
This change enables engineers to concentrate on high-quality design and core project
objectives, leading to improved scope, schedule, and budget performance. Support specialists,
in turn, develop expertise in their focus areas, delivering higher-quality outcomes at a lower
overall labor cost. We have added specialists in construction that ensure high-quality facilities,
focused project management, improved cost, claims and change management that supports
reduced overall lifecycle costs while also better integrating lessons learned from construction to
design. In the area of procurement of materials and vendors, administrative tasks such as
bidding, purchasing, and vendor onboarding have been reassigned to specialized non-
engineering roles, allowing engineers to focus on technical responsibilities and optimizing
resources for cost savings. A Design Center team of four engineers and lead manager has also
been established to develop technical standards, tools, and policies that improve design quality
and efficiency. This team also provides quality assurance for project design, and directly
executes routine projects, such as pressure tanks, to maximize consistency and reduce costs.

A programmatic approach to capital delivery involves grouping related projects based
on common objectives, such as type, function, or geography so that they can be managed as a
“program.” This structured coordination builds efficiencies and ensures streamlined delivery as
program volume increases. Cal Water has steadily increased the number of projects grouped
into programs in each rate case. Programs are now executed by the new specialty roles
discussed above, collectively working under the newly formed Project Support Services (PSS)
group. The roles specialists and PSS Manager continue to implement a variety of programmatic
support methods to optimize work, including grouping projects with similar execution
requirements and developing support models for each (creating “tracks”), and developing
sourcing plans per project, with consideration given to alternative delivery models like design-
build, where appropriate, to support effective project completion. The PSS team also
centralizes support for the project permitting and project-related property needs of the capital
programs.

Through this restructuring initiative, we are transforming project delivery by building a

more agile and efficient organization capable of meeting the demands of increasing program
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complexity while driving higher quality and value. Many of the restructuring positions were
proposed in prior rate cases, subsequently approved, and largely implemented. However, a few
specialist roles under union jurisdiction have required additional reviews and approvals, which
are currently in progress. To ensure continuity, we are leveraging temporary resources and
consultants to fulfill these specialized roles until permanent hires can be secured following
union approval.

In addition to centralizing and specializing certain functions, as the number and
complexity of projects have increased, we have implemented regionalization for other
functions. Historically, engineers and project managers were primarily based in our San Jose or
Torrance offices. By positioning them closer to operations, we enhance their understanding of
local needs and improve permitting success. Additionally, regionalization converts travel time
to more productive “design” time simply by having the engineers closer to the district water
systems they work on which is critical given the increased volume of work. We now have an
engineering group based out of Bakersfield, and are currently staffing a new office in Chico that

opened earlier this year.

3. Using Tools to Enable Advanced Project Management

Our enhanced use of Microsoft Project Online (MSPO) now supports advanced
processes, including schedule management, risk and issue tracking, and resource planning. This
system enables the creation of detailed Gantt chart schedules and facilitates tracking against
baseline plans to ensure optimal sequencing and monitoring of progress toward plans. Risks
and issues are formally logged and reported, allowing our support team (PSS) and management
to mitigate potential problems proactively. Additionally, project plans incorporate resource
requirements by role, allowing more detailed assessments of staffing needs to efficiently
manage peak workloads. This system was initially implemented within the Capital Delivery,

with plans to extend these capabilities organization-wide.

4, Implementing Improvements to Project Resourcing

Cal Water has enhanced its project resourcing strategies to address peak workloads and

ensure proper staffing ahead of GRC approvals. This includes implementing Master Service
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Agreements (MSAs) with negotiated rates, enabling the efficient hiring of consultants, and
improving service quality through repeat engagement of consultants to capitalize on growing
familiarity with our systems. Currently, we have 15 engineering services MSAs in place covering
nearly all required areas of support. Additionally, we have developed a comprehensive
resourcing strategy in collaboration with our union, ensuring projects are staffed through a
balanced mix of internal staff, temporary personnel, and consultants. This approach minimizes
resource challenges and maintains continuity while awaiting GRC decisions. Similar resourcing
strategies have been implemented to support our pump and tank replacement programs where
over fifteen contractors were awarded MSAs to deliver pump and well-related projects more
responsively and at competitive costs. This effectively doubles the number of contractors, as

Cal Water historically relied on seven contractors across the entire state for this work.

5. Addressing Top Program Challenges

We are actively addressing critical program challenges, including permitting and
property acquisition, that can significantly derail project timelines. Permitting remains Cal
Water’s most intractable challenge for capital delivery, with extended timelines severely
affecting our ability to complete projects on schedule. Typical permits, such as building and
conditional use permits, now take two to three times longer—or more—to secure, causing
compounding delays across projects. For instance, a well development project in Southern
California nearing completion took 6.5 years, with 4.5 years—or 70% of the time—attributed to
permitting delays. This trend is driving prolonged project schedules; well site developments
that previously took 2—3 years now extend beyond 5 years, while generator installations have
doubled from 1-1.5 years to 2—3 years. To improve permitting success, we introduced new
enterprise-wide management processes, roles, and training in 2024, complemented by
enhanced reporting and escalation tools. Additionally, we are collaborating with the broader
water industry to address systemic permitting challenges. As part of a permitting reform team
of industry representatives established through the California Water Association, we are
working to identify and implement solutions to improve outcomes for water-related projects

across the state.
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Delays in securing property represent another significant challenge for our program. We
are currently managing new property needs for nearly 50 projects a number expected to grow
exponentially driven by the ongoing reforecasting of well replacement requirements. As Cal
Water continues to re-forecast, the number of projects needing new property is expected to
grow exponentially. To address this, we have brought in an external property professional to
oversee the program and ensure comprehensive, programmatic accountability and reporting
for greater visibility. Given the success of this focused management and the growing need, and
as approved by our internal Hiring Committee, we are in the process of hiring a permanent
program manager and expect to have this position filled by 2"¢ quarter of 2025. We have also
implemented advanced search tools and enhanced reporting systems to improve tracking and
oversight. Additionally, we are strategically engaging with developers through their service

requests to proactively reserve property for our existing system needs.

6. Other Improvements

To improve change management, we are exploring new strategies to provide earlier
visibility into project costs, enabling more informed decision-making on program priorities and
resource allocation. Additionally, we are optimizing the main replacement program (MRP)
through several initiatives, including design standardization to streamline design development
efficiency across various jurisdictions statewide, enhanced potholing to minimize changes and
schedule impacts during construction, and modifications to internal approval processes to

expedite project timelines.

§a) MRP team improvements:

Optimizing MREP Cost Estimation - In the past, we relied on historical cost estimates to
calculate the cost per foot of main replacement for each district, a process that didn't fully
consider the specific scope of each project according to its location and related complexities.
Recognizing the limitations of this approach, we have significantly improved our methodology
for this rate case. For every main replacement project identified now, we have developed cost
estimates that take into account our master contractor pricing that is specifically designed to

meet the unique needs, requirements, and constraints of each project.
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While it's true that there is still some risk in this approach—due to potential changes in
conditions or unforeseen situations like a recent large leak or a city's emergency street
improvement project—our new approach is a substantial improvement. It provides more
accurate and realistic cost estimates, enabling us to better meet our targeted main
replacement rate within our forecasted budget.

Optimizing MRP Project Timelines - In the past, our goal was to finish the design,
permitting, and construction for each year's main replacement program all in the same
calendar year. It became increasingly challenging to achieve all these tasks within such a tight
timeframe. Recognizing the need for a more sustainable strategy, we adopted a new approach
starting in 2023.

We now initiate the design phase one year before the expected installation year. This
proactive strategy ensures that our construction team can begin work at the start of the year
pulling from an inventory of completed and shovel ready project designs. This did require a shift
in workload, requiring us to incur costs before the year in which they were budgeted. By
allowing more time for design and permitting, however, we have streamlined our processes,
reduced delays, and improved overall project efficiency. The success of these changes is evident
in our impressive 2024 replacement rate achieved; for 2024 we replaced 189,135 feet or

36miles of main a notable increase over 2023’s replacement footage of 159,822 feet.

7. Future Improvements: Proactive Interaction with Agencies

We employ a risk-based planning approach to identify main replacement projects based
on a risk matrix that we have developed that considers probability and consequence of failure.
Our planning starts as early as 1.5 years before the actual installation begins. This proactive
approach allows more effective risk management and ensures timely project completion. If
our planned replacements need adjustment to avoid City's street improvement projects for
example, it becomes challenging to hold project schedules and challenges our ability to meet
our required rate of replacement within the stipulated timeline.

While Cal Water has always worked closely with our local agencies, we are now
formalizing these interactions to educate the agencies about the need to notify us of street

improvements much earlier than they have historically. This proactive communication will help
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES

us implement our plans as scheduled, without making last-minute changes that could

jeopardize project completions.

AMI| — ADVANCED METERING INFRASTRUCTURE

SPONSORED By ToDD PRAY

1. Summary

Cal Advocates and Cal Water agree that the company should pursue its AMI
initiative in 5 ratemaking areas, with a ramp-up period in 2026 and AMI meter
deployment starting in 2027, but do not agree on all aspects of cost recovery.

Cal Advocates proposes to include some costs in rates, and would require Cal
Water to carry the costs of approximately $15,413,917 in direct capital dollars
(approximately 50% of requested capital) until 2030, at the earliest, and only if
certain performance criteria are met.

Cal Water does not object to putting some cost recovery at risk by applying
performance criteria, but urges the Commission to follow the example of San
Jose Water Company (“SJWC”), who is currently being allowed to file annual
advice letters to recover capital costs as deployment occurs over a four-year
period.

Cal Water should also be authorized to file annual Tier 2 advice letters. For Cal
Water, the requested cost recovery would consist of the revenue requirement
associated with completed capital project above the 50% that is in rates, plus
adjustments of certain expenses and cost savings discussed below.

As with SJWC, the performance standards should only be evaluated after full
AMI deployment in each service area, at which time Cal Water would be subject
to a potential decrease in revenue up to the approximate 50% that was not put
into rates.

The performance criteria should be clarified as discussed herein.

To ensure continuity and facilitate planning, the Commission should authorize
continuation of the AMI program into 2028 under the same terms and
conditions.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES

2. Overview
Q. How are Cal Water’s direct and rebuttal testimony on AMI structured?
A In Cal Water’s Application, regulatory policy and ratemaking issues relating to AMI

program were discussed in three attachments to Testimony Book #3.55 Specifics about the
proposed capital projects were discussed in the Common Plant Project Justification Book.%®
Cal Water’s rebuttal testimony is similarly divided between the testimony here in Rebuttal

Book #1 (General Rebuttal) and Rebuttal Book #2 (Common Plant Issues and CSS/RDOM

Projects).
Q. What is Cal Advocates’ position on Cal Water’s proposed AMI initiative?
A Cal Advocates does not oppose Cal Water’s proposal to implement AMlI in five

ratemaking areas over a four-year period beginning in 2026 or the specific costs of the
proposed capital.®” The five ratemaking areas are the Bear Gulch, Los Altos, and Westlake
Districts, as well as the Bay Area Region (Bayshore and Redwood Valley Districts) and the Los
Angeles County Region (Antelope Valley and Palos Verdes Districts).

The first year, 2026, is proposed as a ramp-up year that will focus on two kinds of capital
projects. In CSS, PID 133646 is proposed for software design and integration of the various
components that gather, store, and convey data between the meters and AMI endpoints in the
field, the headend, the meter data management system, and the customer portal. At the
district level, capital projects are proposed to obtain the vehicles, vac trailers, and related
equipment in preparation for AMI deployment starting in 2027. Cal Water will also be
obtaining and training the resources needed in the districts to install AMI meters or retrofit
existing meters. Cal Water has scheduled AMI deployment so that it can occur over the three-

year period of 2027-2029 in all five ratemaking areas simultaneously.

55 Testimony Book #3, Attachments E, F, and G.

56 Common Plant Justification Book, pp. 139 - 148.

57 There are two exceptions. As discussed in the AMI discussion in the Common Plant rebuttal (Rebuttal Book #2),
one Cal Advocates witness appears to recommend the inclusion of 50% of the CSS project, PID 133646, after
contingencies are removed, while another Cal Advocates witness removes PID 133646 altogether.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
Q. What capital costs does Cal Advocates propose to put into rates?
A. As discussed in Rebuttal Book #2 regarding the capital projects associated with AMI ,
there appears to have been confusion about the appropriate treatment of the CSS IT software
project (PID 133646). Witness S. Ibrahim addressed CSS projects on behalf of Cal Advocates and
excluded this project from proposed capital, ostensibly to be consistent with Witness Menda’s
testimony.®® However Witness Menda does not oppose including PID 133646 in rates, and
instead specifically recommends that contingency be removed from the project.®® Cal Water
explains in Rebuttal Book #2 why PID 133646 is essential for a well-functioning AMI program.

For another set of capital projects — AMI-related vehicle and equipment in the districts —
there is a discrepancy between Cal Advocates’ RO Model and its testimony. Cal Advocates’ RO
Model first removes contingency, and then removes 50% of the remaining costs. However, the
Menda Testimony includes an attachment’? that clearly identifies the specific capital dollars
they propose should be contingent on the performance criteria, and the vehicle/equipment
projects are not included. Taking the Menda Testimony as representative of Cal Advocates’ true
intentions, Cal Water assumes that the vehicle/equipment projects are intended to be in rates,
less contingency. Commission should retain all of the above projects (PID 133646 and the
vehicle projects) in rates, and should not remove contingency for the reasons discussed in Cal
Water’s rebuttal testimony on contingency provided in Rebuttal Book #2.

Finally, Cal Advocates addresses the capital budgets for AMI meters and retrofits as
follows. Cal Advocates would allow into rates capital dollars equal to the annual budgets for
regular meter replacements.” The regular meter replacement dollars are removed from the
total AMI meter budgets, and half of the remaining budgets would be allowed in rates. Cal

Advocates does not propose removing contingency from the AMI meter projects.

%8 |brahim Testimony, p. 4-5 (lines 11-13).

9 Neither is PID 133646 on the list of capital projects that Cal Advocates recommends as “contingent on
performance standards.” Menda Testimony, Attachment 7-4 (mistakenly labelled as 7-2 at the top).

70 Menda Testimony, Attachment 7-4 (mistakenly labelled as 7-2 at the top).

! In the absence of this AMI initiative, the districts would have an annual budget for the replacement of standard
meters. Attachment 7-4 (mistakenly labelled as 7-2 at the top) shows the annual budgets Cal Advocates calculates
for each area.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
Q. What capital costs does Cal Advocates propose Cal Water should recover only if
performance standards are met?
A. The specific calculations for the capital costs that would be subject to meeting
performance standards is provided in Attachment 7-5 of the Menda testimony.”? For 2027, the
first of AMI rollout, the first column, “Direct Costs,” in Attachment 7-5 shows AMI meter budget
for each area. The next column lists the estimated budget for regular meter replacement Cal
Advocates calculated for in 2027 in Attachment 7-4. After the regular meter budgets are
removed from the direct costs of the AMI meters, the remaining amount is reduced by 50%,
which Cal Advocates identifies as the “Amount Contingent on Performance Standards.” Across
the 5 ratemaking areas, this amounts to approximately $15,413,917 in capital dollars that
would be at risk in 2027.

Since there are no amounts for the vehicle/equipment projects listed in Attachment 7-5,
the $15,413,917 assumes that all of the vehicle/equipment projects are put into rates (without
contingency, Cal Advocates recommends). If only 50% of the vehicle/equipment projects are
put into rates as shown in Cal Advocates’ RO Model, that amount rises to approximately

$17,859,127.

Q. Does Cal Water oppose the application of performance criteria to cost recovery for
parts of its AMI program?

A. No. Given the magnitude of the program, Cal Water does not oppose Cal Advocates’
proposal to recover a portion of costs contingent on certain performance metrics. As Cal
Advocates points out, this proposal follows the general structure established by Cal Advocates
and San Jose Water Company for an AMI program in their settlement of A.19-12-002. There are

some key differences, however, discussed below.

Q. How is cost recovery for SIWC’s AMI program structured?
A. While no capital AMI costs are embedded in SJIWC's rates, the company is recovering
100% of its completed capital projects through an annual advice letter. ”® Failure to meet a

component of their Performance Incentive Mechanism (“PIM”) could result in a revenue

72 This table is mistakenly labelled as 7-3 at the top.
73 This interpretation has been confirmed through discussions with SJWC staff.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
decrease.”* However, since PIM compliance requires full deployment, which is scheduled to
occur over a four-year period, the PIM components for SJIWC will be considered “starting in the
year following one year of full deployment,” with the results of the PIM analysis implemented
“through either San Jose Water’s Step-Rate filings or GRC filings.”” In effect, consideration of
SJIWC’s PIM compliance, and thus the potential loss of revenue, will start over a year after full
deployment; in the meantime, SIWC is able to recover the costs of completed projects during

the deployment period.

Q. What cost recovery methodology does Cal Advocates propose for capital AMI projects?
A. Cal Advocates proposes that the remainder of the AMI meter budgets not in rates would
only be recoverable if certain performance criteria are met in order to ensure that the costs of
the infrastructure project are shared equally between ratepayers and Cal Water. Cal Advocates
does not propose a regulatory procedure for applying the performance criteria, only stating
ambiguously, “This means that, beginning in 2030, when the AMI project is scheduled for [full]
implementation, CWS would be able to recover up to half of the annual projects from
customers if these standards are not met.”’® When taken in full, it is unclear what this
sentence means. For example, under Cal Advocates’ proposal, Cal Water would be recovering
approximately 50% in rates since 2027, not beginning in 2030.

Cal Advocates appears to assume evaluation of the performance metrics in 2030, but
there is no procedural vehicle with which to either evaluate Cal Water’s performance or change
Cal Water’s rates in 2030. Rates for 2030 will have been established in the 2027 GRC (for rates
in 2029-2031), and the July 2030 GRC will be filed to address rates in 2032-2034.

Q. Without authorization of a specific procedural vehicle, how could the performance
metrics be applied to Cal Water’s rollout of AMI?
A Under Cal Water’s proposed AMI initiative, Cal Water will complete the CSS IT project in

2026 and begin rollout of AMI in the five ratemaking areas over the course of 2027-2029.

74 Sections 11.B(d)-(h) of SIWC AMI Settlement, pp. A-4 to A-5.

75 Section 11.B(c) of SJIWC AMI Settlement, p. A-4. As of the time of this rebuttal testimony, SIWC is still in the
deployment phase of AMI, so evaluation of their compliance with the PIM has not yet occurred.

76 Menda Testimony, p. 7-4 (lines 13-15) (emphasis added).
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES

While Cal Advocates is not explicit, Cal Advocates appears to assume performance standards
would be evaluated in 2030, a year after full deployment.”’

This is roughly consistent with the logic used in SJWC’s AMI program, except that the
SJIWC AMI Settlement is more explicit by stating that compliance with their PIM would occur in
the year after there has been at least one year of full deployment.”® Based on this assumption,
it appears that full recovery of the remaining outstanding costs could not occur until January 1,
2035:

e InJuly 2027, Cal Water will file its next rate case, but will just be starting its
deployment of AMI in the districts.

e InJuly 2030, Cal Water will file another rate case but will have had less than 6
months to begin meeting the performance metrics if projects are completed as
forecasted (and even less time if projects are delayed).

e InJuly 2033, Cal Water will have reached full deployment for more than one
year, and Cal Water could demonstrate compliance with the performance
metrics. This means that Cal Water would not begin recovering approximately
$15,413,917 of capital, almost half of the costs of the AMI initiative, until
January 1, 2035.7°

Q. What process do you recommend as an alternative to Cal Advocates’ proposal for cost
recovery?

A. The first capital year in this rate case that will only reflect approximately 50% of capital
meter costs will be in 2027. Towards the end of 2027, Cal Water should evaluate its level of
completed AMI installations and retrofits. For used and useful capital that exceeds the 50%
already in rates, Cal Water should be authorized to file a Tier 2 advice letter demonstrating

completion and proposing an increase in rates for the following year.

Q. When should the performance criteria be applied for each ratemaking area?
A. After full deployment has been in place for at least 12 months, it would be appropriate
to apply the performance criteria to each ratemaking area. This parallels the Commission’s

approach for SJWC, in which revenue will be put at risk only after the company has the

77 Menda Testimony, p. 7-4 (lines 11-15).
78 Section 11.B(b)-(c) of SJWC AMI Settlement, p. A-4.
79 As discussed above, according to Cal Advocates RO Model, this amount is approximately $17,859,127.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
opportunity to meet its performance criteria after having fully deployed AMI throughout the

service area.

3. Additional Expenses and Savings
Q. What are the additional expenses and cost savings associated with AMI?
A. On the expense side of the revenue requirement, Cal Water estimates both additional

costs and cost savings (hereinafter referred to generally as “expenses and savings.”)®° Cal
Advocates does not oppose Cal Water’s estimates for expenses and savings, but is inconsistent
in how they are treated in their RO Model.

The additional expenses associated with AMI are at the district level and are recurring
costs such as cellular service fees, and software hosting and maintenance fees.
Cal Advocates’ RO Model reflects 50% of these expenses in rates,®! suggesting Cal Advocates
proposes that full cost recovery of the expenses be contingent upon meeting the performance
criteria. Cal Water does not oppose this approach.

Cal Water also forecasted significant savings on the expense side, and reflected them as
credits in different O&M accounts.®? In Cal Advocates’ RO Model, however, 100% of the savings
are reflected in rates, rather than only 50% to be consistent with the framework for limited cost

recovery proposed by Cal Advocates.

80 For expenses, there is only one forecasted Test Year, in this case 2026, to adopt expenses that will occur over
2026-2028. The expenses and savings will not start until 2027, however, when rollout of AMI facilities in the
districts will begin. For operational purposes, Cal Water assumes that in 2027 only 50% of the expenses and
savings will occur, and that in 2028 100% of the expenses and savings will occur. For ratemaking purposes,
however, the figures must be normalized over the three-year period to generate the appropriate amounts for Test
Year 2026. In this case, this is done by adding the amounts for 2027 and 2028 together in each cost category, and
then dividing them by three. The attachments provided in Cal Water’s direct testimony (Testimony Book #3,
Attachment G-1) and Cal Advocates’ testimony (Attachment Table 7-3, mistakenly identified as Table 7-1), reflect
the normalized expenses, rather than the years in which the forecasted expenses and cost savings are anticipated
to occur.

81 Note that the Attachment Tables for Chapter 7 of the Menda Testimony are mislabeled. Attachment Table 7-3 is
mistakenly labelled as Attachment Table 7-1, for example. Also note that the second table that appears in
Attachment Table 7-3 provides the wrong SOE description and provides the dollar values as negative amounts.
The dollars in the second table reflect the different software license each ratemaking area will incur each year for
data management, and therefore represent additional expenses that should be presented as positive amounts.

82 To minimize confusion and enhance transparency, cost savings associated with lower meter reading labor are
applied as a credit in SOE Key 01-14 in the RO Model, rather than as a decrease to payroll dollars. Pumping cost
savings are reflected in the RO Model in SOE Key 01-11. Cost savings related to fewer leak adjustments to
customer bills are applied in SOE Key 01-14.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
Q. Should 100% of anticipated cost savings be reflected in rates if only 50% of capital
costs are in rates?
A. No. There should be symmetry in how expenses and savings are treated in the RO
Model, so Cal Water proposes the removal of 50% of the forecasted savings so that they are not

in rates, and instead are addressed through the performance criteria discussed below.

4. Clarification on Performance Criteria
Q. What performance criteria does Cal Advocates recommend?
A. The performance criteria Cal Advocates recommends address operations and

maintenance (“O&M”) savings due to AMI, customer engagement with AMI, and using AMI to
reduce water loss. Cal Advocates emphasizes the importance of these criteria to ensure that Cal
Water completes the projects as scheduled and achieves the stated customer benefits. For the

reasons discussed below, however, Cal Water proposes clarification of these criteria.

Q. Why is clarification of the performance criteria needed?

A. The performance metrics Cal Advocates recommends for Cal Water differ somewhat
from the PIMs applied to SJWC. If the Commission approves Cal Water’s AMI initiative with
performance criteria, there should be transparency in how they should be calculated because
cost recovery for almost 50% of the program (AMI meters and retrofits are the largest capital

costs in the initiative) are contingent upon them.

Q. What is the performance criterion related to O&M expenses?
A. Cal Advocates proposes that the O&M savings Cal Water has identified be treated as a
“baseline for this rate case.”® This criterion makes more sense in the context of SIWC's AMI
program. SJWC’s rates do not reflect an immediate adjustment for expense savings; instead, it
appears that their level of expense savings will be evaluated after full deployment, with certain
revenues at risk if the forecasted savings have not been achieved.

For Cal Water, however, the partial savings in expenses will be embedded in rates. Cal

Water proposes to address this performance criterion by considering both the additional

8 Menda Testimony, p. 7-5 (lines 2-4).
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
expenses and the cost savings in the annual advice letter process.®* When Cal Water submits
its Tier 2 advice letter, Cal Water can also include the 50% of the forecasted expenses and

savings that are not in rates.

Q. What is the performance criterion relating to the “Customer Adoption Rate”?

A. Cal Advocates states that “Active customer engagement with AMI is important to
maximize any potential benefits related to AMI,” so “Customer enrollment [in the AMI portal]
should be used as a metric to motivate Cal Water to encourage as many customers as possible
to enroll in the customer portal.”® Cal Water does not oppose this criterion. Approximately
33% of customers signed up to access the portal in the AMI pilot project in the Dominguez
District despite “minimal outreach,” as Cal Advocates notes.?¢ While Cal Advocates does not
specify a specific metric for this performance standards related to this AMI proposal, a
customer education and outreach plan is included in this AMlI initiative, and Cal Water agrees to

report on customer enrollment in the portal and customer engagement.

Q. What is the performance criterion relating to “system-side” water loss?

A Cal Advocates states that Cal Water “should be able to achieve a 5% reduction in
system-side water loss [] after implementing AMI in the five proposed ratemaking areas.”?’
System-side water loss refers to the water that is lost on Cal Water’s side of the customer
meter. As discussed in the Direct Testimony of Ms. Anklan, Cal Water can use AMI to better
identify leaks in its underground water system so that they can be repaired or otherwise
addressed more promptly.88 In this AMI initiative, Cal Water estimates that AMI will be able to

decrease system-side water loss by 5% “on average.”®

84 As discussed earlier, Cal Advocates and Cal Water agree to only put 50% of the additional expenses in rates. Cal
Water assumes that it is Cal Advocates’ intent to recover the remaining 50% if the performance criteria are met.
Cal Water does not oppose this approach.

85 Menda Testimony, p. 7-5 (lines 9-10 and 16-17).

86 Menda Testimony, p. 7-5 (lines 12-14) (citing Attachment 1 to Cal Water’s Response to Data Request JMI-002
(note that Attachment 1 is not among the attachments included in the Menda Testimony)).

87 Menda Testimony, p. 7-6 (lines 9-10).

88 CWS Testimony Book #3, Attachment E (Ankler Testimony), p. 8.

8 CWS Testimony Book #3, Attachment E (Ankler Testimony), p. 9.
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“Water loss” can be defined and referenced in many ways.*° Calculation of this criterion
should be based on the water loss audits mandated by the State Water Board that considers

III

different kinds of water losses, breaking them down into “real” water losses and “apparent”
water losses.”! “Real” water losses are those over which Cal Water has the greatest operational
control and include occurrences such as main leaks, service connection leaks, and storage tank

I"

leaks or overflows. The approximate 5% metric should apply to the “real” water losses
identified in the annual water loss audits of Cal Water’s ratemaking areas before and after
full AMI deployment.®?

In addition, given that ratemaking areas can include more than one water system, and
that each system will vary according to the age and materials of its pipes, its soil, and system

design, Cal Water recommends that the performance criterion for system-wide water loss

should be an approximate 5% reduction, on average.®?

Q. What is the performance criterion relating to “customer-side” or “consumed” water
loss?
A. Cal Advocates states that Cal Water “should be able to achieve less than 10% consumed

water lost due to leaks after implementing AMI in the five proposed ratemaking areas.”®* Cal
Advocates basis this metric on the calculation by the U.S. Environmental Protection Agency that
“10% of all indoor water consumption in the United States is lost due to leaks.”®> With Cal
Water’s proposed AMI, customers can receive alerts when a leak on their side of the meter is
suspected, enabling them to take immediate action to avoid high bills and potential property

damage.’® Cal Water believes that AMI will significantly reduce customer-side leaks and that it

% Some examples are “unaccounted-for” water and “non-revenue” water that can be calculated in different ways.
%1 For example, “apparent” water losses can be attributable to what are described as “unauthorized consumption,”
“customer meter inaccuracies,” and “systematic data handling errors.”

92 |n particular, “real” water losses should be distinguished from the “unaccounted-for water” percentages shown
in workpapers that are calculated for ratemaking purposes.

9 The 5% figure is a round-number estimate based on reasonable assumptions and forecasts, and does not take
into account the unique characteristics of the water systems in a given ratemaking area.

% Menda Testimony, p. 7-6 (lines 5-7).

% 1d., p. 7-6 (lines 3-5) (citing Smart Water Meters and Data Analytics Decreased Wasted Water due to Leaks.
Journal AWWA, Volume 110, Number 11 at E.24-30.
http://awwa.onlinelibrary.wiley.com/doi/10.1002/awwa.1124. Accessed 11/26/2024.)

% CWS Testimony Book #3, Attachment E (Anklan Testimony), p. 9.
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CHAPTER 3. CAPITAL RELATED RATEMAKING ISSUES
is feasible to decrease such leaks to a level that is less than approximately 10% of consumed

water.

5. Completion of the AMI Program

Q. How should the Commission address the transition of the AMI program into the next
rate case period?

A. Cal Water discusses in Chapter 3 (Capital-Related Ratemaking) of this Rebuttal Book
how the construction of capital projects cannot be scheduled to stop and start within each the
designated 3-year rate case cycle, and so the Commission must do its best to facilitate smooth
transitions across rate case periods by recognizing that decisions in one rate case can, and
should, affect future rate case periods.

For this AMlI initiative, only the capital costs for 2026 and 2027 are within this rate case
period. Cal Advocates does not address how AMI costs should be treated in Cal Water’s 2027
GRC capital budgets for 2028 and 2029, or for Cal Water’s expense budget for Test Year 2029.
However, Cal Advocates implies support for continuing deployment through 2028 and 2029 by
stating that, “beginning in 2030, when the AMI project is scheduled for [full] implementation,
CWS would be able to recover up to half of the annual projects from customers if [the
performance] standards are not met.”’

Cal Water’s next rate case will be filed in July 2027, but a decision in that case cannot
become effective until January 1, 2029, so in the absence of explicit Commission direction in
this rate case, there will be no clear ratemaking process to address the continuation of AMI
deployment past 2027. Assuming Cal Water passes the earnings test in the proposed
ratemaking areas for 2027 and 2028 rates, approximately 50% of the costs for AMI meters and
retrofits will continue to be in rates, so it is appropriate to also continue the Tier 2 advice letter
process for projects completed in 2028 above the 50% threshold.

Deployment of AMI capital throughout an entire service area should be completed so
that the full benefits of the investment are experienced, and customers throughout a service

area can have equal access to monitor and control their water usage through the AMI portal.

97 Menda Testimony, p. 7-4 (lines 13-15) (emphasis added).
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Since there is no benefit to pausing an AMI program once rollout begins in a ratemaking area,
the Commission should authorize Cal Water to submit annual advice letters for completed AMI

projects for the duration of the program.

6. Conclusion
Q. Please summarize your recommendations.
A. Cal Water recommends that the Commission’s advice letter process be used to

implement an AMI program that balances the interests of customers and the shareholders.
Given the large dollars at risk and the potential benefits of the program to customers, it makes
sense to ensure equity between rate cases by allowing Cal Water to recover additional revenue
as long as Cal Water can demonstrate compliance with the performance metrics.

During AMI deployment, Cal Water proposes that revenues requested in annual Tier 2
advice letters address all of the components discussed above to reflect (a) the completed
capital projects that exceed 50% of authorized for capital for the year; (b) the forecasted
expenses that will exceed 50% going forward, and (c) the forecasted expense savings that will
exceed 50% going forward.

Cal Water also recommends clarifications of the performance criteria as discussed
above. Finally, Cal Water requests that the Commission ensure continuity for the AMI program

by allowing use of the Tier 2 advice letter process for the duration of the program.
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CHAPTER 4. RATE DESIGN, SERVICES, AND SALES

SPONSORED BY PATRICK ALEXANDER

A. RATE DESIGN (SCOPING ISSUE #5)

Q. Do you support the rate design recommended by Cal Advocates?

A. No. Cal Advocates’ recommended rate design does not make sense and should be
completely disregarded by the Commission. Cal Advocates' proposed rate design is incomplete,
fails to follow a cogent methodology, and would result in rates that could unfairly threaten the
financial stability of Cal Water by not providing an opportunity for the company to earn its
authorized rate of return. Cal Advocates disregards the link between decoupling and rate
design, and completely misrepresents Cal Water’s proposal.

Cal Advocates’ recommendations are based upon incomplete analysis that violates
revenue neutrality, ignores service charge revenue, and incorrectly calculates quantity charge
revenues. Furthermore, Cal Advocates misapplies the State Water Resources Control Board
Water Use Standards and CPUC Decisions when attempting to justify the tier structure
recommendation in their proposed rate design.

In contrast, Cal Water’s rate design proposals are well-reasoned, analytically sound, and
compliant with relevant standards and guidance. A complete discussion on the invalidity of Cal
Advocates’ recommendations and the reasonableness of Cal Water’s proposed rate design can

be found in M.Cubed’s rebuttal testimony on rate design.*®

Q. Has your rate design recommendation changed since the Application was filed?
A. Yes, Cal Water has updated its proposed M-WRAM rate design if the Commission
chooses not to approve the Company’s proposed decoupling program. If the Commission
approves the proposed decoupling program, the Company maintains its rate design as

proposed in the Application.

98 CWS Rebuttal Book #1, Appendix A (M.Cubed Rate Design Rebuttal).
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Q. If an M-WRAM is adopted, what is the modified rate design you recommend?
A. Should the Commission reject Cal Water’s decoupling proposal in favor of the M-WRAM,
Cal Water recommends the currently adopted 2021 GRC rate design remain in effect, with a
slight modification. Specifically, Cal Water proposes to slightly increase the amount of total
revenues recovered through the service charge by 5%, not to exceed 50% total for each
ratemaking area, consistent with D.16-12-026.%° Please see the table below for a comparison of

the two rate designs.1%

Rebuttal M-WRAM

Rate Design Element

2021 GRC (Current)

Total Revenues
Recovered through

27% - 47%

Increase by 5%

~ 0, 0,
Service Charges (34%) (up to a 50% cap)
T1: 25%
. . . T2: 100% No Change from 2021
Tier Differentials T3 125% GRC
T4:187%
T1: 6 Ccf

T2: 70th Percentile No Change from 2021
T3: 85th Percentile GRC
T4: all usage above T3

Tier Breakpoints

Q. Are there any other modifications to the M-WRAM rate design?

A Yes, there is one more. If the M-WRAM is approved, in re-evaluating the rate design
proposal for rebuttal, including customer feedback, Cal Water recommends a change to the
breakpoints for Bay Area Region. The recommendation updates the second and third tier
breakpoints to reflect the 85th percentile of the region’s single-family residential usage and
Bayshore’s summer usage for the period 2018-2021, respectively. The modification results in
the single-family residential tiered breakpoints shifting from 6, 9, 13, and over 13 ccfs to 6, 13,
19, and over 19 ccfs for quantity rates. This update helps balance affordability for the

consolidated region where majority of customers are in a warmer climate.

% D.16-12-026, Ordering Paragraph No. 13.
100 petails on the total revenue recovered from service charges by rate area can be found in M.Cubed’s Rate
Design Rebuttal at p. 22, Table 7.
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CHAPTER 4. RATE DESIGN, SERVICES, AND SALES
Q. Why are you modifying your M-WRAM rate design recommendation?
A. Cal Water is updating its recommended M-WRAM rate design as a result of recent
outcomes in the general rate cases for other Class A water utilities. Cal Water’s modified M-
WRAM rate design proposal is consistent with the recent GRC decisions for both California

American Water Company (“Cal Am”) and Golden State Water Company (“Golden State”).

Q. Is Cal Water’s proposed M-WRAM rate design consistent with recent Commission
precedent?

A. Yes. In the recent GRCs for both Cal Am (D.24-12-025) and Golden State (D.25-01-036)
the Commission proposed a suite of mechanisms they believe creates a framework that
balances the overall public interest. This suite of mechanisms included a transition to the M-
WRAM, increasing the percentage of revenues recovered from fixed service charges, and
authorizing an annual sales forecasting mechanism (ACAM and SRM, respectively).%! In doing
so the Commission emphasized the need to balance financial stability with overall public
interest. Cal Water’s modified M-WRAM proposal is similar to those approved by the
Commission for Cal Am and Golden State. If the Commission decides to deny the proposed
decoupling program in favor of the M-WRAM, the Commission should similarly approve Cal
Water’s M-WRAM proposals, including the SRM as discussed in section Special Requests — Sales

Reconciliation Mechanism of its decoupling testimony.

Q. The 2021 GRC was implemented in May of 2024. What effect does this have on your
proposed rate case?

A. As noted by both Cal Water'? and Cal Advocates,'%3 the Company’s 2021 GRC was
substantially delayed, and the resulting rate design has only been in effect since May 31,

2024.Cal Water’s 2021 GRC added a fourth quantity rate tier for most areas and adjusted the

101 An Annual Cost Adjustment Mechanism (“ACAM”) is a ratemaking tool which becomes relevant when
evaluating the percentage of revenues recovered from fixed service charges versus volumetric charges, thus
affording a degree of financial stability for the utility and its customers within the context of sales fluctuations
resulting from conservation, drought, climate, or other factors. A Sales Reconciliation Mechanism (“SRM”) allows
for small sales forecast and rate adjustments to keep rates in close alignment with the authorized revenue
requirement, thus mitigating the potential for larger, cumulative sales differences during the escalation years.

102 cWS Testimony Book #2, pp. 104-106.

103 | am testimony, p.3-15.
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CHAPTER 4. RATE DESIGN, SERVICES, AND SALES
amount of revenue recovered through the service charge. The 2021 GRC rate design was
adopted in concert with an M-WRAM.%* Additionally, Cal Water recognized that changing from
a decoupled WRAM rate design to a non-decoupled MWRAM rate design could result in rate
shock related to service charges if not made gradually over 2 to 3 rate cases. To that end, in the
2021 GRC, Cal Water implemented the first of these service charge increases. Rate design
changes from the 2021 GRC have been in effect for less than a year and customers need time to
adjust. Therefore, Cal Water’s recommendation of an updated M-WRAM rate design in this
rebuttal only slightly modifies the current adopted rate design. The new recommendation
reduces the requested increase in service charge recovery from the Application. This will more
gradually achieve the appropriate amount of service charge revenue but at a pace that is

equitable to customers given the delayed implementation of the 2021 GRC.

Q. Do you still support the "decoupling" rate design in the application if the Commission
grants decoupling?
A. Yes. Should the Commission approve Cal Water’s proposed decoupling program they

should also adopt the rate design as proposed by Cal Water in its Application.1%

Q. Do you propose any additional changes to your rate design that were not included in
the application?

A. Yes, Cal Water notes that based on recent developments, a single recycled service
connection will be added to the Bay Area Region (BAR).1% Recycled water consumption at this
service connection will replace potable water consumption. Given this, overall BAR
consumption is not expected to change. To incentivize the use of recycled water, Cal Water
implemented a recycled water quantity rate that is 80% of the potable non-residential quantity

rate that the Commission approved in late 2024.197 Since this occurred after the filing of A.24-

104 D.24-03-042, p.111.

105 cWS Testimony Book #2, pp. 8-10.

106 Caltrans requested a recycled water connection in the City of San Carlos on Caltrans property along Highway
101. The new connection is to provide approximately 2 acre-feet per year of non-potable, tertiary treated, recycled
water for landscaping of Caltrans property along Highway 101 in the City of San Carlos. Because there is no other
source of recycled water available in the area currently, recycled water will be sourced from the existing Redwood
City transmission pipeline. Cal Water filed AL 2529-A with an effective date of 12/15/2024 to provide
approximately 2 acre-feet of recycled water via this new service connection.

107 Monthly service charges would be the applicable non-residential meter size without a discount.
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CHAPTER 4. RATE DESIGN, SERVICES, AND SALES
07-003, this additional recycled water service will need to be incorporated into the BAR rate

design and tariff to reflect the final decision in this rate case.

Q. Are there issues noted in Cal Water’s application which Cal Advocates does not
address?
A. In the 2021 GRC, Cal Water initiated a process to convert Palos Verdes Private Fire

Hydrant customers from Schedule No. PV-4A, Service to Private Fire Hydrants on Private
Property, onto Cal Water’s tariff Schedule No. AA-4A for Private Fire Protection Service. Cal
Water requests to continue this progression by increasing the Palos Verdes Private Fire Hydrant
(Schedule No. PV-4A) rate by another 50%, putting the rate in line with that of Schedule No. AA-
4. Given Cal Advocates has not addressed this request in its report, Cal Water requests that the

Commission approve.

B.  SERVICES FORECAST (SR #4) (SCOPING ISSUE #16)

No dispute. Cal Advocates does not oppose Cal Water’s proposed services forecast and
methodology, recommending that Cal Water’s proposed customer counts be adopted.1%®
Since filing the Application, Cal Water has made two slight modifications to its services

forecast, as discussed below in Section D of this chapter.

C. SALES FORECAST (SR #4) (SCOPING ISSUE #16)

Disputed. In its Report, Cal Advocates recommends the Commission deny Cal Water’s
Expected sales forecast and instead approve an Unrestricted sales forecast as described in the
M.Cubed Sales Forecast Report.'%° However, the long-term trend of declining water use is
clear. Droughts, recent legislation aimed at ongoing efforts towards “Making Conservation a
California Way of Life,” and the State Water Resources Control Board water use efficiency

mandates all point to the trend of declining usage continuing in the future.!'° Cal Advocates

108 | am Testimony, p. 2-3.

109 cWS Testimony Book #2, Attachment G, pp. 46-84.

110 state Water Board Water Efficiency Legislation Fact Sheet. Accessed at:
https://www.waterboards.ca.gov/publications_forms/publications/factsheets/docs/6.7.18 water_efficiency bill f
act_sheet FNL updated 5.21.20.pdf.
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CHAPTER 4. RATE DESIGN, SERVICES, AND SALES
does not give these critical factors appropriate consideration, while also mischaracterizing Cal
Water’s proposed sales forecast.!'! See Appendix B for detailed discussion on these matters.
The Commission should reject Cal Advocates’ recommendations and conclude that Cal
Water’s proposed sales forecast is analytically sound, fully transparent, and consistent with

regulatory standards and guidance.

Q. Can you briefly explain how Cal Advocates failed to incorporate relevant regulatory
guidance and standards?

A Yes. In D.16-12-026 the Commission directed utilities to incorporate drought risk in their
forecast. Additionally, in D.20-08-047 the Commission required sales forecasts to incorporate
historic consumption trends, the impact of conservation programs, and trends in demographics,
and climate, among other factors. Cal Advocates’ sales forecast neither incorporates nor
controls for any of these variables. By not adhering to the relevant guidance on incorporating
conservation, drought, and climate considerations, Cal Advocates’ recommended sales forecast
is likely too high. Cal Advocates’ recommendation is contrary to long-term usage trends and
would expose Cal Water and its customers to unnecessary risk and financial instability. See

Appendix B for detailed discussion on this matter.

Q. Do you agree with the Cal Advocates’ characterization of Cal Water’s expected sales
forecast?
A No. Cal Advocates mischaracterizes Cal Water’s consideration of drought risk as

forecasting imposed drought restrictions, notwithstanding the fact that the Company’s
methodology is consistent with the Commission’s regulatory guidance. Cal Advocates then
incorrectly labels its recommended forecast as “Normal” and Cal Water’s expected sales as
“Drought-Restricted.”*'? Framing the sales forecast recommendations in this manner is
inappropriate because it introduces a bias against Cal Water’s sales forecast before
decisionmakers have even begun their deliberations. Cal Advocates’ mischaracterized labeling
incorrectly implies that Cal Water’s expected sales forecast is a forecast necessary only during a

drought and is thus lower than it should be. This is clearly not the case as we have clearly

111 cWS Rebuttal Book #1, Appendix B, pp. 7-9.
112 | am Testimony, p. 2-7.
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CHAPTER 4. RATE DESIGN, SERVICES, AND SALES
articulated in our original filing!'? and further clarified in this rebuttal. 1 Cal Advocate’s
mischaracterization introduces an inappropriate bias against Cal Water’s expected sales
forecast in two ways: more restrictive usage conditions and higher quantity rates imposed on
customers. Cal Advocates introduces this mischaracterization despite acknowledging that Cal
Water’s expected sales forecast methodology is proven to be more accurate.!!> See M.Cubed
Sales Forecast Rebuttal at pages 7-9 for detailed discussion on this matter.

Cal Advocates extends its mischaracterizations to drought protections as well. Cal
Advocates asserts that “in the event of drought, the Commission has specific ratemaking
procedures and allowances afforded to water utilities to avoid perilous plunges in revenue.”1°
What this alludes to are Lost Revenue Memorandum Accounts (“LRMAs”). LRMAs allow utilities
with Commission-approved conservation and rationing plans to track lost revenues resulting
from implementing those plans in response to declared droughts.!'” The LRMA is only
applicable 1) after a drought is declared by the state or public agency, 2) after a utility activates
its Commission-approved conservation and rationing programs and 3) ends when the drought is
declared over by the state or public agency. Not only do drought periods not align with GRC
forecast periods, but they also do not align with changes in customer use as shown in Figure 10-
1. Consider for instance when a drought is declared over. Customers do not return to their
predrought consumption patterns immediately after a drought is declared over, but rather over
time.1*® Furthermore, even if some behavioral drought related water use patterns creep up
over time, modifications to landscape or fixtures are permanent reductions in sales. The water
utility will have to absorb the lost sales revenue until its next general rate case.

Mischaracterizing of the Commission’s mechanisms such as the LRMA to address
droughts in this way intends to downplay or disguise the risks inherent in Cal Advocates’
forecast recommendation. Cal Advocates’ motivating reasoning to recommend a higher (less

accurate) sales forecast is simply to achieve lower quantity rates. This strategy is misguided.

113 CWS Testimony Book #2, Attachment G, p. 55.

114 CWS Rebuttal Book #1, Appendix B, p.8.

115 L am Testimony, pp. 2-5 to 2-6.

116 Scher Testimony, p. 4.

117 Standard Practice U-40-W, Section |.

118 Mitchell, D. (2018 June). Building Drought Resilience in California’s Cities and Suburbs. Public Policy Institute of
California. https://www.ppic.org/publication/building-drought-resilience-californias-cities-suburbs/.pdf. .
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CHAPTER 4. RATE DESIGN, SERVICES, AND SALES
Such recommendations directly contribute to the sales forecast inaccuracies and belies Cal
Advocates’ mandate to work in the public’s best interest. At the same time Cal Advocates

accepts no accountability for their own sales forecast.

D. SERVICES AND SALES FIGURE UPDATES

Q. Has Cal Water made any updates to its services forecast since filing the Application?
A. Yes. Since filing the Application Cal Water has made two updates to its services forecast.
First, a recycled water service connection was added to the City of San Carlos in the Bayshore
District of the Bay Area Region. This service connection for Caltrans replaces their potable
water consumption by 2 acre-feet per year, resulting in a reallocation of consumption rather
than increased consumption for the Bayshore Bay Area Region.!1°

Second, in the Dominguez District, a Phillips 66 refinery closure resulted in a decrease of
three industrial service connections and a decrease in industrial consumption by approximately
665 acre-feet per year.'?°

These minor updates do not have a material effect on rates or customer bills in their

respective service areas.

119 Advice Letter 2529-A approved December 15, 2024 adding Schedule No. BAR-BAY-6 (Recycled Metered Service)
to the tariff for the Bay Area Region.

120 phillips 66 News Releases (2024 October),”Phillips 66 provides notice of its plan to cease operations at Los
Angeles-area refinery.” Accessed at https://investor.phillips66.com/financial-information/news-releases/news-
release-details/2024/Phillips-66-provides-notice-of-its-plan-to-cease-operations-at-Los-Angeles-area-
refinery/default.aspx.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

A. PAYROLL

SPONSORED BY GREG MILLEMAN

1. Cal Water Payroll Expense Forecast

Cal Water collectively estimates payroll costs for operations, maintenance, and
administrative purposes. As discussed in Cal Water’s Testimony Book #1, Cal Water uses the
last recorded year as its base for estimating labor costs with adjustments. Chapter 1 Section
I11.D of Cal Advocates’ Report on A&G discusses several payroll-related recommendations. Cal

Water’s responses to Cal Advocates’ payroll-related recommendations are discussed below.

éa) Summary of Cal Advocates’ payroll-related
' recommendations

In its report, Cagl Advocates makes a number of recommendations related to Cal Water’s
payroll expense forecast based upon flawed arguments and incorrect interpretations of how Cal
Water calculated its payroll expense forecast. Specifically, Cal Advocates argues that the
Commission should reduce Cal Water’s payroll expense forecast by excluding expenses
associated with unfilled positions and that the Commission should not authorize any new
positions until the unfilled positions are filled. Cal Advocates recommendations (including their
other recommendations relating to at-risk pay programs) result in a $28,778,025 reduction to
Cal Water’s total payroll expense forecast, resulting in Cal Advocates’ forecast of

$89,726,865.12! Cal Advocates’ report does not present any arguments regarding specific

121 Eor your information, the payroll in Table 1-1 Summary of Recommendations in Cal Advocates Report on A&G
breaks out executive compensation recommended expense separately from payroll expense. However, Cal
Advocates does not similarly reduce Cal Water’s payroll expense. Removing base executive compensation expense
from the payroll expense category reduces it by $9,980,217 from $122,108,891 to $112,128,672. Cal Water’s
forecasted executive compensation is $14,746,199. Therefore, in Cal Advocates’ Table 1-1 the difference between
Cal Advocates’ and Cal Water’s payroll and executive compensation recommendation should actually be
$32,772,021, instead of the $42,752,240 shown. While this table isn’t used, this information is provided to assist
the Commission in understanding Public Advocates Report if necessary. Our rebuttal addresses the payroll pieces
individually.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
positions requested nor does Cal Advocates refute the need for hiring them set forth in Cal
Water’s position-by-position justifications in Testimony Book #1. For the reasons set forth
below, the Commission should reject Cal Advocates’ recommendations on Cal Water’s payroll

expense forecast and should instead adopt the Company’s original forecast.

b) Subsequent corrections to Cal Advocates’ payroll related
; recommendations

Following receizpt of Cal Advocates’ report, Cal Water sent a data request to Cal
Advocates asking how Cal Advocates reached its proposed $28,778,025 reduction to Cal
Water’s total payroll expense forecast. In response, Cal Advocates found errors in their
calculations and corrected their recommended reduction to $27,931,945 instead. A copy of Cal
Advocates’ Response to Cal Water Data Request CWS-005 acknowledging that correction is
attached here as Attachment 5-2. Additionally, Cal Water also met with Cal Advocates further
to discuss the corrected amount and Cal Advocates explained that they also made reductions to
the Company-wide at-risk pay expenses, but did not expressly discuss that in their report or
otherwise present testimony on that topic.

The table below correctly identifies Cal Water and Cal Advocates’ payroll and executive
compensation request using support from Chapter 8 of Testimony Book #1, Cal Advocates’
response to Data Request CWS-005, and Cal Advocates’ report. The Cal Advocates Corrected by
CWS column incorporates Company-wide-at-risk pay expenses into Cal Advocates’
recommendation. Lastly, the executive compensation line totals executive base pay, ST ARP and

LTI ARP. Executive compensation is discussed in the following section of this chapter.
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Table 5-1 (Corrected)

CWS Cal Advocates Cal Advocates Corrected

Recommendation® Recommendation by CWS®
Company Payroll Excluding Execs 112,128,672 85,350,898 92,925,504
Executive Base (Payroll) 6,966,535 3,635,781 6,838,851
Executive ST ARP (Payroll) 3,013,682 740,186 887,534
Total 122,108,890 8,9726,865® 100,651,889
Executive LT ARP (A&G Non-
Specifics) 4,765,982 0 0
Executive Compensation (Base + ST
ARP + LT ARP) 14,746,199 4,375,967 7,726,385

1) Testimony Book #1, Chapter 8.

2
3
4

Cal Advocates Report on A&G, Table 1-22.
Cal Advocates Report on A&G, Table 1-5.
Please see Attachment 5-3.

—_— o~ o~ —~
—_ — ~— ~—

Therefore, the Commission should ignore those further reductions relating to company-
wide-at-risk pay expense that lack evidentiary support. Factoring these corrections to Cal
Advocates’ recommendations results in a $ 21,457,001 reduction to Cal Water’s proposed test
year total payroll expense forecast, resulting in Cal Advocates’ forecast of $ 100,651,889.%22
While the Commission should reject all of Cal Advocates’ proposed reductions for the reasons
set forth further below, if it chooses to adopt Cal Advocates position, then it should only adopt

the $ 21,457,001 reduction factoring in these corrections.

c) Recap of Cal Water methodology to calculate payroll
‘ expense forecast

Cal Advocates’ Epayroll-related recommendations are based in part upon a
misunderstanding of how Cal Water has calculated its payroll expense forecast. Before
addressing the specific arguments made by Cal Advocates on this issue, it is helpful to recap the
methodology that Cal Water used to forecast its payroll expense in this GRC. Further details on

this methodology were previously provided in Chapter 8 of Testimony Book #1.

122 see CWS Rebuttal Book #1, Attachment 5-3.
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Cal Water’s payroll expense forecast is based on the cost of total labor using the average
of recorded payroll distributions. Specifically, Cal Water used the last recorded year (2023) as
its base year for estimating labor costs, adjusted for known quantifiable or projected changes in
employees and escalated using the last agreed union rate increases (which were summarized in
Cal Water’s direct testimony). As relevant to Cal Advocates’ arguments here, Cal Water
assumes a constant level of vacancies and overtime when forecasting the test year payroll
expense based upon the last record year data. In other words, the total forecasted payroll
expense already excludes expenses for vacant positions. The last recorded year data also only
accounts for Cal Water employees — it does not include expenses that have been allocated
elsewhere for California Water Services Group (“Group”).1?®> Another key aspect to keep in mind
is that the expenses associated with positions that are filled or will be filled are normalized for
the year. Normalization includes annualizing positions that were filled for a portion of 2023,
adjusting for hires in between cases that are not part of the base year expense, and lastly,
adjusting salaries for proposed complements to start in the middle of the Test Year?4.

Cal Water’s proposed total headcount for Test Year 2026 is 1,167.1% Furthermore, Cal
Water’s request in this proceeding is for 31 new positions, not the 50 positions discussed in Cal
Advocates’ report —the remaining 19 positions in dispute include employees that Cal Water has
already hired between GRCs and those that were authorized in the prior 2021 GRC proceeding
(A.21-07-002). It is critical to keep in mind that while the 2021 GRC proceeding addressed a Test
Year beginning on January 1, 2023, the final decision for that proceeding was not issued until
March 2024. The proposed new positions in the 2021 GRC were disputed by Cal Advocates in
that proceeding, so there was significant uncertainty on whether the Commission would
approve such positions. Even once the final Decision D.24-03-042 was issued, Cal Water had

little time to fill these positions before it submitted the current GRC Application and direct

123 Group does not have employees directly and therefore the time and benefits for Group have been allocated
out. Recorded expenses for Group are allocated to the affiliates and districts within Cal Water.

124 Assuming proposed complements start in the middle of the Test Year reduces projected 2026 payroll expenses
by $516,369.

125 The 1,167 starts with the 1,118 employees that were reporting as of December 31, 2023 on page 21 of Cal
Water’s 10K filing and layers on positions that are hires between GRCs and proposed complements.
https://www.calwatergroup.com/investors/financials-filings-reports/sec-filings/content/0001035201-24-
000004/cwt-20231231.htm#i192d1af84302419a96359b1dfab7b4a8 64.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
testimony in July 2024. Additionally, there were several positions filled that Cal Water felt were
too important to wait until the 2024 GRC proceeding as well — such positions were not
encompassed in the payroll expenses forecasted in the 2021 GRC proceeding and thus the
expenses associated with filling those positions will be borne solely by Cal Water’s shareholders
through 2025 until the Commission is able to adopt a decision in this GRC proceeding for Test
Year 2026.

d) Responses to specific Cal Advocates arguments on payroll
; expense forecast

In its report, Cal Advocates makes a number of flawed arguments regarding Cal Water’s
payroll expense forecast. Cal Water addresses the specific arguments herein.

Group Expenses were Not Included in Cal Water’s Forecast. Cal Advocates suggests

that Cal Water’s payroll expense forecast included expenses for Group and that it is based on a

III

“company-wide payroll” covering Group and other Cal Water affiliates.!2® This is incorrect. The
forecasted payroll expense is based solely on Cal Water employees time and benefits allocated
to Cal Water. Group does not have its own direct employees — time and benefits spent by
employees for Group are allocated to Group and are not included in the forecasted payroll
expense for Cal Water. Additionally, Cal Water applies an affiliate allocation factor to its
projected Customer Support Service (“CSS”) payroll expenses for 2026 to 2028. The affiliate
allocation factor is calculated based on a four-factor adjustment and allocates a portion of CSS

payroll to the affiliates.

Cal Advocates’ Recommendation to Reduce the Payroll Expense Forecast Based Upon

the Number of Unfilled Positions is Flawed. Cal Advocates recommends that the Commission

reduce Cal Water’s forecasted payroll expense to remove “recorded unfilled positions.”
Specifically, Cal Advocates attempts to apply the percentage of purported unfilled positions as a
proportional reduction to Cal Water’s payroll expense forecast. This argument is flawed for
multiple reasons. First, as explained above, the forecasted payroll expense assumes a constant
level of vacancies and overtime. Therefore, Cal Water’s total forecasted payroll expense already

excludes expenses for vacant positions. The further disallowance recommended by Cal

126 | am Testimony, p. 1-13.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
Advocates results in double-counting the impact of vacancies. Second, Cal Advocates’
adjustment incorrectly assumes that all positions are expensed. However, certain positions are
calculated as expense whereas payroll costs for other positions have been capitalized as part of
the costs to construct capital projects. Salaries for positions that are 100% capitalized are not
reflected in the payroll expense, yet Cal Advocates treats all positions as fully expensed in their
calculation.

Additionally, Cal Advocates’ assertion that Cal Water has historically failed to fill
positions authorized by the Commission is not true. In the 2015 GRC settlement, the parties
agreed to the addition of only one new employee position that was hired, and all other
complements in the settlement were for positions that had been filled between the 2012 and
2015 GRCs. Nineteen positions were settled on in the 2018 GRC and twenty-eight positions
were hired before the 2021 GRC. Twenty-five positions were approved in the 2021 GRC*?” and
Cal Water has hired 44 positions within the span of the 2021 GRC cycle. As mentioned above,
the 44 positions hired in between GRCs that were critical to provision of safe and clean water
service — these costs are being borne solely by Cal Water shareholders until they can be
incorporate into rates in subsequent GRCs. The Company needs to have the flexibility to adapt
to evolving conditions and new circumstances that arise in between GRCs and the positions
deemed important at the time a GRC is being prepared may change due to unforeseen
circumstance such as new state mandates.

Cal Advocates’ Recommendation to Deny Proposed New Positions is Flawed. Cal

Advocates asserts that Cal Water has not demonstrated the need in this GRC for 50 new
positions. Specifically, Cal Advocates attempts to use a novel methodology in which it ties the
number of employees directly to Cal Water’s California operations customer growth rate.’?8 As
a preliminary matter, this number does not accurately reflect the number of new positions that
Cal Water has proposed in this GRC — this point is addressed above. Cal Advocates recommends

a blanket denial of Cal Water’s request and attempts to rely on a passage from a generic

127 Three of the positions approved in the 2021 GRC were for the East LA Water Quality lab. The lab, along with the
hiring of these positions, had to be postponed because of the delayed 2021 GRC decision received in March 2024.

The East LA water Quality lab is now planned to be completed and operating in 2026, possibly sooner, when these
positions will be filled.

128 | am Testimony, p. 1-17.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

editorial submitted on Indeed, a job-seeking platform, regarding measurement of the economic
growth of emerging businesses in a competitive environment.'?°

More substantively, Cal Advocates’ methodology is highly flawed because the amount of
employee expenses for Cal Water does not have a linear relationship with the number of
customers served. As discussed elsewhere in Cal Water’s testimony, the Company must
constantly meet increasing demands and new challenges to continue providing customers with
the same level of safe, clean, and reliable water service that it has always done. For example,
regarding just water quality issues, Cal Water must comply with new cross connection control
rules, new water use reduction standards, updated lead service line regulations, and more. In
particular, the proposed Regional Cross-Connection Control Specialist positions are necessary
to comply with the new cross connection control rules as a result of a new State mandate that
was not in place at the time when Cal Water submitted its last GRC Application in A.21-07-002.
As relevant here, these new cross connection control requirements have nothing to do with
customer growth —they are new requirement and tasks that Cal Water must perform on its

existing customers that did not previously exist. The testimony provided by Cal Water in

Attachment A, pp. 12-16 of Chapter 8 of Testimony Book #1 provides an in-depth discussion of
the compelling justification of these positions, which Cal Advocates fails to address entirely.
There are other examples where new complement are needed such as the Company needing to
increase its wildfire preparation and resiliency efforts. Each of these new developments
requires additional personnel resources to meet these new requirements and challenges.
Notably, every one of the project justifications for each new proposed complement
details the specific new need for that individual position and not one of them is for customer
growth.’3% As mentioned above, Cal Advocates does not substantively address why any of the
new proposed complement are not prudent or reasonable. For these reasons, the Commission

should reject Cal Advocates’ highly flawed argument.

129 As of March 5, 2025, the Related Articles section at the bottom of this article boast additional relevant topics
such as 10 Types of Circus Jobs (with Salaries and Duties), How to Stop Excel from Rounding (With Multiple
Methods), and How to nail an Interview.

130 CWS Testimony Book #1, Attachment A.
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Cal Water Already Adjusted its Payroll Expense Forecast to Anticipate a Delay in the

GRC Decision and Hiring — Cal Advocates argues that the Commission should apply certain

“ratemaking adjustments” that are “needed to correctly set rates in TY 2026 to account for
attrition years.”3! As explained above, Cal Water already made certain adjustments to its
forecasted payroll expenses to account for the anticipated delay between when a decision is
issued in this GRC and when hiring will occur. Cal Water adjusted salaries for proposed
complements to start in the middle of the Test Year, to account for a potential delayed decision
and with the understanding that some positions may be hired sooner than others. Further
detail on these adjustments were already included in Chapter 8 of Cal Water’s Testimony Book

#1.

%e) AMI Adjustment to Payroll

As part of the Ail\/ll initiative in the Bay Area Region, Bear Gulch, Los Altos, Los Angeles
County Region and Westlake, Cal Water included expenses of $10,096 for payroll. Cal
Advocates proposes modifications to the program, but did not make any changes in the results
of operations model to reflect their position. Cal Water’s position on Cal Advocates AMI
modifications are discussed in Chapter 1 of Rebuttal Book #2. Cal Water position results in
reducing the AMI related savings for payroll expenses by 50%. However, if the Commission
accepts Cal Water’s AMI proposal in its entirety, then 100% of the expenses included in Cal
Water’s original 2024 GRC filing need to remain in the Results of Operations model.
Conversely, if the Commission rejects Cal Water’s proposed AMI project in its entirety, then

100% of the expenses should be removed from the Results of Operations model.

131 Lam Testimony, p. 1-19.
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B. EXECUTIVE COMPENSATION

SPONSORED BY MICHELLE MORTENSEN

1. Cal Water’s Executive Compensation

Cal Advocates’ proposal to deny expense recovery of a significant portion of executive
compensation should be rejected because it is based on erroneous data, fails to acknowledge
the importance of competitive executive compensation to attract and retain qualified
executives, and ignores the benefit Cal Water’s customers receive from qualified executives. As
has been previously explained in Cal Water’s application, the primary purpose of designing an
effective executive compensation structure is to support the company’s need to attract, retain,
and motivate its required high caliber of leadership. Thoughtfully designed executive
compensation programs help motivate and retain key officers focused on the goals of building
an enduring, community-based water utility capable of providing safe and reliable water service
across generations, and creating long-term alignment with all of Cal Water’s stakeholders,
including our customers.

There are a number of considerations that go into setting executive compensation, the
proxy peer group being only one of them. To attract and retain executives, compensation
packages must be competitive. Cal Water’s executives have wide-ranging expertise, which is a
considerable benefit to Cal Water and our customers. Should Cal Water not be able to provide a
total compensation structure that is competitive to those of other companies competing for the
same executive resources, Cal Water will be forced to recruit from a less competitive talent
pool, sacrificing quality of leadership, depth of experience, and breadth of expertise. A less
experienced individual may be willing to accept an executive position within the organization
for less compensation, even compensation that is under market for the position, but with that
individual comes the significant risk that they may not have the experience or aptitude to effect
strategic thought or respond appropriately to customer concerns or field emergencies, or that
they lack awareness of unintended consequences to decisions that are made in the leadership

role. All of these would put our customers at risk.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

Customers rightfully have high expectations of their water service provider; to receive
reliable delivery of safe drinking water, excellent customer service, and adequate fire
protection. Inadequate leadership from Cal Water’s executives would negatively impact Cal
Water’s ability to meet these customers’ needs and expectations.

Cal Water’s executive team has repeatedly demonstrated the benefit of their expertise
to its customers. The following are a few examples.

Cal Water developed and executed its enterprise risk management, safety, and security
programs, including the development and implementation of a robust emergency response
management program which includes conducting numerous community and internal
Emergency Operations Center (“EOC”) training events across our operating districts. The EOC
training events better prepare us and the communities we serve with enhanced coordination
and resilience during emergency events, such as wildfires. Because of this program, Cal Water
has successfully responded to several emergency events, helping to minimize loss and
benefiting our customers and the communities we serve.

Another example of how customers have benefited from Cal Water’s executive
leadership and experience was Cal Water’s application for and receipt of Coronavirus State
Fiscal Recovery Fund (“CSFRF”) proceeds through the California Extended Water and
Wastewater Arrearage Payment Program which were applied to the accounts of eligible
customers with past-due balances. To be eligible, the past-due balances had to have accrued
during the pandemic. Eligible Cal Water customers received over $57.7 million of relief from
past-due balance obligations under the CSFRF award program.

Additionally, Cal Water’s Senior Vice President, General Counsel has taken an industry
leading position in pursuing cost recovery against PFAS manufacturers during his time as
Deputy General Counsel of American Water Works Company, Inc., and more recently, with
California Water Service Group. Mr. Bunting was successful in having Cal Water named as a
Class Representative in all four approved class action settlements (i.e., 3M, DuPont, Tyco and
BASF), which positioned Cal Water to influence and inform the terms of each settlement.
Furthermore, Mr. Bunting was personally selected by the U.S. Bankruptcy Trustee to serve on
the unsecured creditors committee (“UCC”) for the bankruptcy of Kidde-Fenwal, Inc., a former

PFAS manufacturer, and has served as the co-chair of the UCC. Mr. Bunting, while acting as a
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
fiduciary for all unsecured creditors, has zealously advocated for the interests of all public water
systems. Any financial recoveries by Cal Water from the approved class action settlements and
any court-approved Kidde bankruptcy resolution, after accounting for legal fees and costs, will

be used to offset the cost of capital investments'3?

and related operational costs to remove
PFAS from ground water in compliance with the recently enacted U.S. EPA PFAS MClLs.

These examples are all representative of Cal Water’s experienced leadership team from
which the Company’s customers benefit. In 2024 alone, Cal Water earned the following awards
and acknowledgements: Excellence in promoting Water Sense labeled products award;
Excellence in Community Grants and Scholarships award from NAACP, Butte County Chapter;
Newsweek one of “America’s Greenest Companies”; Newsweek one of “America’s Most
Responsible Companies” fourth year in a row; Cal Water was named a Great Place to Work for
the ninth consecutive year; and San Franciscos Chronicle named Cal Water a Top Workplace in
the Bay Area for the 12t year. And in 2025, Cal Water earned the Top Workplaces designation
by USA Today and Energage; and Newsweek one of the “World’s Most Trustworthy Companies”
for the third year in a row . Cal Water customers benefit from the experience and activities that
earned these awards, whether it be in exceptional water quality and reliability, excellent
customer service, or acts of service in the communities we serve.

Cal Advocates argues that the Commission should reject allowing Cal Water to recover
2026 executive compensation totaling $14.7 million necessary to attract, motivate, and retain
our talented and capable executive team, repeatedly stating that this request represented a
31% annual increase.'3? Cal Advocates based their calculation on incomplete data, erroneously
assuming that the executive compensation totals stated in Cal Water’s 2024 Proxy are inclusive

of Cal Water’s entire 17 member officer team when in fact it was only seven named executive

132 settlement and grant proceeds are recorded as contributions in aid of construction as a rate base reduction.
133 Keowen Testimony, pp. 1-23 and 1-24. The 31% is calculated by (($14,746,200 - $7,581,671)/$7,581,671) = 94%
change. 94% over the 3 years 2023 to 2026 averages 31% annual increase.
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officers (NEOs).13* Correcting for Cal Advocates’ error in their Table 1-14%3 of their report, Cal

Water’s 2023 direct executive compensation for the entire officer team would be as follows:

Cal Advocates
corrected 2023
Cal Advocates 2023 executive
executive compensation | compensation with the
with only 7 NEOs entire (17) Officer team
$7,581,671 $12,669,031

Revising table 1-15: Comparison of CWS Recorded 2023 and Forecasted Test Year 2026

Executive Compensation, the annual change is 5.2%.13¢

2023 Total Proposed TY Total Difference | Total Percent Annual Percent
Direct 2026 Total for the Four Change for the | Change Per Year
Compensation Direct Years 2023-2026 | Years 2023-2026
Earned Compensation

137
$12,669,031 $14,746,200 $2,077,169 16.4% 5.2%

This 5.2% is significantly less than the inaccurate and miscalculated 31% annual increase
included in Cal Advocate’s report.

Cal Advocates referenced in their report that Equilar published data that CEO pay
increased 12.6% in 2023 as well as a Harvard Business Forum post that stated CEO
compensation increased 11.3% annually from 2022 to 2023.%38 The proposed annual increase
for Cal Water’s CEO is 3.2%, which is significantly less than either of the two reference points

provided by Cal Advocates.

§a) Proxy Peer Group Selection

Cal Advocates’ comments and observations regarding Cal Water’s proxy peers, which is

used to help benchmark Cal Water’s executive compensation and pay practices, is selective,

134 proxy disclosures are mandated by the Securities and Exchange Commission’s (SEC) Item 402 of Regulation S-K
(Reg. S-K) only include specific NEQ'’s, not all officers, of a Company. The SEC rules require listing the CEO, CFO,
and three other officers with the highest compensation. In 2023 Cal Water’s CFO and another named officer
retired and thus disclosure for seven officers was required. California Water Service Group 2024 Proxy and 2023
10-k - 2024 GRC Application, Attachment B, p. 55.

135 Keowen Testimony, p. 1-23.

136 Keowen Testimony, p. 1-23.

137 CWS Testimony Book #1, p. 160.

138 Keowen Testimony, p. 1-24.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
overly simplified, and misinformed. In an ideal situation, selecting a competitive proxy peer
group should be straightforward, basing it on a group of similar companies with similar business
characteristics, such as size and complexity. Often times, these proxy peers are also
competitors for the same executive talent.

In actuality, identifying a statistically relevant number of peers with enough shared
business characteristics is challenging. In addition to well established comparative factors, such
as revenue and market capitalization, there are many other factors that must be taken into
consideration, including that companies must operate in similar market or similar regulatory
environments. Additionally, the number of peers within the proxy peer group must be enough
to ensure there is meaningful data to be representative, with a balance of larger and smaller
companies, so that no one peer can materially impact the peer data.

Institutional Shareholder Services (“ISS”), one of the most prominent proxy advisory
firms in the world, generally aims to select at least 14 peers, although in exceptional cases a
peer group may have 12 or 13 members when the standard methodology fails to identify a
sufficient number of acceptable peers. A company's peer group will never have fewer than 12
members.13° Pearl Meyer, a leading compensation consulting firm, provides guidance that a
proxy peer group should include between 10 and 20 companies with a company’s positioning
falling near the median of the revenue or market capitalization of the peer group.4°

Cal Water follows a robust process annually to appropriately assess the relevance of
companies selected for the proxy peer group in the context of making competitive
compensation comparisons. As part of the robust process, the Organization and Compensation
Committee (“Committee”) of Cal Water’s Board of Directors engaged Meridian Compensation
Partners (“Meridian”), an independent, third-party executive compensation consultant.
Annually, Meridian conducts a review of Cal Water’s proxy peer group and will make
recommendations for changes to the proxy peer group as appropriate. Cal Water considers the

following factors when selecting peers for its proxy peer group:

139 See https://www.issgovernance.com/file/policy/active/americas/US-Peer-Group-FAQ.pdf?v=3
140 See https://pearlmeyer.com/sites/default/files/knowledge-share/presentation/compensation-peer-groups-
everything-you-need-to-know-right-now.pdf
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e Companies that are regulated public water, gas, or multi-utility-based
organizations

e Companies that operate in geographically similar areas, requiring similar skills
and experiences from their executive talent, and are subject to similar market
forces

e Companies of a broadly relevant size as an indicator of complexity and scope for
executive roles; companies that are of a reasonable size for making market
comparisons

Cal Advocates falsely describes Cal Water as selecting comparison companies to achieve
the goal of bolstering executive pay by selecting a peer group with revenues more than double
Cal Water’s annual revenue.'*! Cal Advocates also states that Cal Water’s peer group is not
reasonable at all because it uses a proxy peer group with revenues between 0.5 and 2 times
annual revenue.'*? This statement is based solely on Cal Advocates’ opinion and completely
unsupported by any facts. Pearl Meyer describes a qualifying revenue range for peer group
selection as 0.5 times to 2.0 times and market capitalization of 0.25 times to 3.0 times.*3

Institutional Shareholder Services (ISS) applies two size guidelines to qualify potential peers:14

1. Revenue (or assets for certain financial companies)- in general companies should fall
in the range 0.4 to 2.5 times the company's revenue (or assets).

2. Market capitalization- a potential peer must have a market cap that falls between
0.25 times the low end and 4 times the high end of the subject's market
capitalization.

Cal Advocates’ statement that peer group analysis is easily manipulated by cherry-
picking the peer group for a desirable outcome is also false.'*> While companies, with the
assistance of their consultants, select their peer group companies, Cal Advocates’ statement
neglects the safeguards in place to prevent a Company from peer group “cherry-picking.” Proxy
peer groups are heavily scrutinized by proxy advisory firms, including both Glass Lewis and ISS.
Both issue analysis annually that evaluate executive compensation and will recommend to

stockholders to vote against executive compensation if they conclude from their independent

141 Keowen Testimony, p. 1-25.

142 ld

143 https://pearlmeyer.com/sites/default/files/knowledge-share/presentation/compensation-peer-groups-
everything-you-need-to-know-right-now.pdf.

144 https://www.issgovernance.com/file/policy/active/americas/US-Peer-Group-FAQ.pdf?v=3.

145 Keowen Testimony, p. 1-24.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
analysis that is excessive. They make this determination using their own respective peer groups,
and not the peer group selected by the Company. Just as customers don’t want to compensate
executives excessively, neither do stockholders. Institutional stockholders frequently will use
the recommendations from Glass Lewis and ISS as part of their own analysis to determine if
executives are overpaid and, if such a determination is made, they will recommend a vote
against the executive compensation program of the company at the annual stockholders
meeting (referred to as a negative “say-on-pay” vote).1*® The say-on-pay vote is a vote by the
Company shareholders on the reasonableness of compensation packages offered to NEOs. The
vote occurs on an annual basis. If the company does not take corrective action after receiving a
negative say-on-pay-vote, stockholders may vote out corporate board members at the next
annual meeting. In the 2024 say-on-pay-proposal for Company’s named executives, both ISS
and Glass Lewis recommended a yes vote on the Company’s say-on-pay proposal. In addition,
on the 2024 say-on-pay proxy vote, 96% of stockholders approved the executive officers
compensation packages.

If a Company “cherry-picks” its peers, it is taking a significant risk of receiving a negative
say-on-pay vote, risking not only their executive compensation structure, but also the
continuation of some or all of their board members. It is, therefore, never in the best interest of
Cal Water, or any publicly traded company regulated by the SEC, to select inappropriate proxy
peers as this can put the company at significant governance risk.

Cal Advocates’ analysis using only 2023 revenue for Cal Water as a basis for proxy peer
selection is misrepresentative as Cal Water’s 2023 revenue was heavily and negatively
impacted by the 15-month delay of Cal Water’s 2021 GRC decision.'*’ In addition, Cal
Advocates’ analysis does not consider other factors such as Cal Water’s relative market
capitalization to the proxy peer group.

Had Cal Water’s 2023 revenue been normalized with 2023 interim rate relief revenue
that was subsequently recorded in 2024, its 2023 revenue would have been $882M. The chart
below lists Cal Water’s proxy peer group’s revenue and market capitalization, as well as Cal

Water’s revenue (adjusted for the impact of the delayed 2021 GRC decision). Per best practice

146 California Water Service Group 2024 Proxy and 2023 10-k - 2024 GRC Application, Attachment B, p. 55.
147 Keowen Testimony, p. 1-25.
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guidelines of 0.4 to 2.5 times revenue and 0.25 to 4.0 times market capitalization, as previously

described and consistent with Pearl Meyer and ISS guidelines, Cal Water’s proxy peers of 0.63

to 2.6 times revenue and 0.30 to 1.30 times market capitalization are within the guidelines,

except Black Hills Corporation which is negligibly (0.1 times) above the high-end revenue

guideline. Black Hills met the other proxy requirements and allowed for a more complete set

(14) of proxy companies.

Company Name Revenues Market Cap
(Full Year - $M) 7/15/2024 ($M)

Black Hills Corporation $2,331 $3,944
Essential Utilities $2,054 $10,812
Avista Corporation $1,752 $2,798
PNM Resources, Inc. $1,939 S3,482
IDACORP, Inc. S1,766 S4,738
Allete, Inc. $1,880 S3,661
NorthWestern Energy Group, $1,422 $3,156
Otter Tail Corporation $1,349 $3,709
Northwest Natural Holding Company $1,197 51,441
Chesapeake Utilities Corporation S671 $2,533
SJW Group S670 $1,849
MGE Energy, Inc. S674 $2,892
American States Water Company $596 $2,870
Until Corporation S557 $884

| Median | $1,386 $3,024
California Water Service Group (Revenue $883 $2,983

Adjusted for Rate Case Delay)

The complexities of establishing appropriate executive compensation include additional

analysis on top of proxy peer group comparisons. Executive compensation decisions must be

made using proxy peer group data as available, but must also consider a number of other data

points including compensation survey data, sector specific-compensation, market data, and

industry averages. Cal Water follows a robust process to appropriately assess and establish its

executive compensation structure and executive compensation packages as described in

testimony. 8 Its structure is designed to reward excellent job performance, overall leadership,

148 CWS Testimony Book #1 Chapter 8 pp. 161 -
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
deliver long-term results, and provide fair, reasonable, and competitive total compensation to
the executives. Cal Water’s executive compensation reflects the roles and responsibilities of
each of its executive positions. It considers the overall financial and operating performance of
Cal Water, changes in market conditions, cost of living differences, market trends, and inflation.
It also considers each executive’s performance and contributions, level of experience, and

expertise. All of this with the goal to attract and retain superior company leaders.

2. Cal Water’s At-Risk Pay Program

Total executive compensation includes base salary plus at-risk compensation and
benefits. At-risk compensation is variable in nature and target based. The purpose of variable
compensation is to focus work activity on high priority areas. At Cal Water, high priority areas
include water quality, customer service, safety, and financial management, all of which are part
of the Cal Water at-risk compensation program. If Cal Water’s performance does not meet the
targets in these priority areas, then executives’ compensation will not be paid at market levels.
In fact, market compensation for executives can only be achieved when in combination with
the base pay, and benefits, the targets established for the high priority areas (variable
compensation) are achieved. In the event the Company performs better in these areas than the
target objective, the variable component of compensation can be increased above the target
level this is the portion of variable compensation that can be considered a bonus.

Cal Advocates is misguided and misleading by referring to all variable compensation as
“a bonus.”'* The only portion of variable compensation that could be considered “a bonus” is
the amount, if any, paid out for performance that is better than the target.’>° The variable
component of compensation, including the goals and the targets, is included in the review of
total compensation described previously, including compensation consultant and board review,
scrutiny by ISS and Glass Lewis, and by stockholders thorough the say-on-pay vote. Because
base salary is only a fractional component of compensation, the variable component at target

also needs to be included to provide competitive compensation packages needed to recruit and

149 Keowen Testimony, pp. 1-26 and 1-28.
150 Ccal Water has proposed that only the target amount be included in customer rates. Any amount above the
target would be funded by stockholders.

CWS Rebuttal Book #1 General Rebuttal 87



O 00 N o u B W N

P
W N RO

A N
O oo~NO U D

N NN
N = O

N NDNDNDN
N o o~ Ww

w w W NN
N, O O

CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

retain experienced executive leaders that can manage the complexities of a regulated utility
and successfully meet quality standards, customer needs, and service expectations. If the
variable component is sharply reduced, then base compensation or benefits will have to
increase to achieve competitive market compensation. Cal Water’s request for executive
compensation is only the target amount, removing the possibility of customers paying for
performance bonuses.

Cal Advocates’ opinion that customers only receive a fraction of the benefit from short-
term and long-term variable compensation is short-sighted and flawed. For example:

1. The water quality performance metric encourages performance that exceeds, not
merely meets, the minimum standards set by the Safe Drinking Water Act. Having
no violations of primary and secondary drinking water standards consistently over
an extended amount of time is extremely difficult to achieve and performance well
beyond meeting basic legal standards, greatly benefits Cal Water’s customers.*>!

2. The customer service metric similarly exceeds the basic legal requirements,
encouraging performance that exceeds customer expectations, thereby delivering
benefit to Cal Water’s customers. Customers have vocalized their appreciation of the
exceptional customer service they benefit from through the multiple awards
previously listed that Cal Water has received. Many of these awards are based upon
the feedback and survey data provided by our customers.>?

3. The utility plant investment metric challenges the company to make infrastructure
improvements, to place projects into service that are necessary to sustain the utility
system and improve service quality for our customers.'>3

4. The safety metric incentivizes behaviors that protect the communities in which Cal
Water’s employees work and where its customers live. Additionally, it encourages
employee preparedness for emergencies in the communities Cal Water serves.
Customers benefit from this readiness, improving customer satisfaction during times
of crisis.1>

5. The Earnings per Share Budget to Actual performance metric provides long-term
benefits to customers as it drives Cal Water to control expenses and operate as
efficiently as possible. These long-term savings are effectively passed on to
customers in subsequent rate cases through reduced operating expenses requested
in rates.'>>

151 CWS Testimony Book #1, p. 170
152 ld
153 ld
154 ld
155 ld
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

Cal Advocates is misguided in its assertion that short-term and long-term financial
management targets do not benefit customers. In order to support the level of capital
investment needed to ensure reliable delivery of safe, high-quality water service, Cal Water
must be able to attract the capital needed to fund those investments. Affordability is a
significant concern for customers, and by having strong financial stability with predictable cash
flows, Cal Water can maintain a high-quality credit rating to attract and build trust with
investors. By doing so, Cal Water can achieve a lower cost of capital and reduce the cost of
infrastructure investments that is ultimately borne by customers. In addition, strong financial
performance results in the increased availability of internally generated funds that can be used
for capital investment, avoiding new debt and equity issuance fees that would also ultimately
be borne by customers.

Variable pay tied to financial performance helps encourage and motivate responsible
financial management, not to just drive earnings or to solely benefit stockholders, but to help
finance the cost of operations which provides direct benefits to customers. For this reason, it is
unreasonable to argue that financial metrics only benefit stockholders and therefore there
should be no variable compensation cost recovery by the Company.

Cal Advocates’ opinion that customers will only receive enough benefit from at-risk pay
to warrant 30% of just 3 of the 5 of Cal Water’s proposed short-term at-risk pay targets, and
none of the long-term at-risk pay is a gross underestimation of the value customers receive
from executive performance and contribution to Cal Water, and the benefits provided by at-risk
compensation.

The full requested value of Cal Water’s executive compensation is fair and reasonable.
It supports recruitment and retention of the high level of experience, expertise, and quality of
strategic leadership that Cal Water’s customers need and deserve. There is extensive risk in Cal
Advocates’ disregard for many of the considerations that go into determining competitive
executive compensation, and these risks are shouldered by all of Cal Water’s stakeholders,

including its customers.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

C. BENEFITS

SPONSORED BY MELODY SINGH (EXCEPT HCBA, PCBA, PENSION AND SERP)

Cal Water collectively estimates benefits costs for operations, maintenance, and
administrative purposes. Cal Water uses actuarial reports as its basis for estimating the
following benefit components: Retirement Savings Plan (401k), Retirement Fund (Pension and
SERP), Group Insurance (including medical, dental and vision), Retirees’ Group Health costs, and
Post-retirement Benefits Other Than Pension (“PBOP”) costs.

Cal Advocates Report on Administrative & General Expenses and Special Requests #7
includes recommendations regarding benefits. Cal Water’s response to Cal Advocates’ benefits-

related recommendations are discussed below.

%a) Ernst & Young Actuarial Forecast

Cal Advocates does not oppose the use of the calculations provided by Ernst & Young's
actuarial forecast for the pension plan, PBOP, or medical expenses. Cal Water agrees with Cal
Advocates’ recommendation to use the actuarial reports and makes adjustments to reflect the

number of positions approved in this proceeding.

b) Employee count used for calculating healthcare.

Cal Water useséa calculation based on the number of participants and positions to derive
a per employee healthcare cost. The calculation multiplies the ratio of enrolled participants!>®
from the actuarial report by the 2026 proposed headcount (with new complements since the
actuarial report excludes the new complements). Then, we divide the total 2026 expense by the
2026 participant count from the actuarial report for a “per participant cost.” Finally, multiply
this amount by the ratio of enrolled participants from the first step of the calculation.

Cal Advocates does not oppose Cal Water’s methodology of calculating healthcare,
PBOP, and pension. However, Cal Advocates recommends using the 1,118 positions from Cal

Water’s SEC 10-K as the base, rather than 1,294 which is the total number of positions. Cal

156 This varies from employee count because not all employees are vested in the pension plan and employee
dependents are included in healthcare plans.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
Water is amenable to updating the employee count to 1,118 to reflect the positions as of
December 31, 2023.%>7 Though, Cal Water also requests that any positions approved as part of
this proceeding be included in the overall base to calculate healthcare expenses.

Cal Advocates does not address the other components of the benefits expenses, which
include the retirement savings plan, widow’s benefits, employee welfare administration,
benefits transferred to unregulated and capital, off-duty time — sick leave, disability benefits
received, off-duty time — all other, and synergy adjustments. Since the methodology used to
calculate benefits is not in dispute, Cal Water requests that the calculation used to forecast
benefits be updated with the 1,118 employees as of December 31, 2023 plus any hires between
cases and proposed complements that are approved in this proceeding. Cal Water provided
testimony and evidence in its original filing supporting these other benefit expenses as
reasonable and necessary; therefore, the Commission should approve Cal Water’s updated

request of $27,134,154.1%8

D. SUPPLEMENTAL EXECUTIVE RETIREMENT PLAN (“SERP”)

SPONSORED BY JiMm LYNCH

Q. The rate case plan allows Cal Water to use any reasonable method to arrive at test
year estimates. Do you agree with Cal Advocate’s assertion that the pension expense forecast
prepared by Cal Water’s expert Ernst and Young LLP is unreasonable.

A. No, | do not. The expense forecast used by our expert Ernst & Young LLP (“E&Y”) to
determine our 2026 Pension and SERP expense is based on accepted actuary models used in
the calculation of pension benefits. The census information provided to E&Y is sourced from the
Cal Water human resources and payroll systems that are subject to the system of internal
controls implemented by the Company to ensure accurate and timely reporting. Similarly, the

assumptions used by E&Y are the same as those included in our December 31, 2023, disclosure

157 california Water Service Group (2023). California Water Service Group Annual Report 2023, Form 10-K.
https://www.calwatergroup.com/investors/financials-filings-reports/sec-filings/content/0001035201-24-
000004/cwt-20231231.htm#i192d1af84302419a96359b1dfab7b4a8_64.p. 21.

158 Using the undisputed methodology to calculate benefits results in a slight benefits increase because of the
change in the ratio between participants and employees that is used to calculate the dollars associated with
healthcare, PBOP, pension and SERP.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
report ASC 715 which served as the basis for our pension footnote disclosures included in our
financial statements filed on Securities and Exchange Commission Form 10-K (“10-K”).

The internal controls over census and payroll information and pension footnote
disclosures were subject to audit in both 2023 and 2024 by Deloitte & Touche, LLP (“D&T”), the
Company’s independent auditor. As part of its audit procedures, D&T actuaries review the
census information and assumptions used by E&Y to calculate the pension expense. They also
review the adequacy and accuracy of our footnote disclosure information. We received an
unqualified opinion from D&T on their audits of our internal controls and our financial
statements in both 2023 and 2024. Notable, E&Y did not adjust the assumptions included in
their pension expense forecast for escalation factors from 2023 to 2026 such that those used in

the test year are the same as those that were subject to audit in 2023 and 2024.

Q. Was any evidence provided by Cal Advocates to support their assertion that the
pension forecast is based on unreasonable expenses?
A. No, Cal Advocates presents no evidence to support their unfounded statement that the

pension expense forecasts prepared by Cal Water’s expert E&Y are unreasonable.

Q. Cal Advocates includes a calculation of SERP expense benefits by participant that
divides the test year cost of the SERP by seven officers and asserts that those seven officers
benefit $749,000 each annually from their SERP participation, describing it as a monthly
bonus of $62,000. Do you agree with this calculation and the characterization of SERP
expenses as a bonus?

A No, | do not. The math of dividing the SERP cost of $5.2 million by seven participants is
approximately $749,000, but the participant count is off. Cal Advocates mistakenly based a
majority of its comments on the seven named executive officers in 2023 proxy, but Cal Water
has seventeen corporate officers, as listed in the 2023 annual report,'>° that participate in the
SERP. Accordingly, in 2026 there are projected to be seventeen SERP active participants and not
seven. Further these costs are not payments to SERP participants, as Cal Advocates alleges, and

misleadingly refers to them as bonuses and additional officer compensation. The plan’s

159 california Water Service Group 2023 Annual Report, pp. 46-47
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

participants do not receive this funding. Rather, this is the current cost paid by Cal Water to
true-up the SERP liability to provide future retirement benefits to these officers. The future
benefit liability is based on the current SERP liability balance, the census information, and the
plan assumptions. The assumptions are described in the E&Y actuary report and are used to
estimate both the future benefits to be paid under the plan and the current cost to fund such
benefits. Assumptions will vary over the years and so each year, the amount necessary to true
up the liability will also vary. The SERP liability is calculated in a manner consistent with the
qualified pension liability with the one exception being the SERP is unfunded and so there are

no asset returns to offset future pension costs.

Q. In Cal Water’s last GRC, recovery of SERP costs was denied because Cal Water
allegedly did not define the purpose, the size of the fund, or the proposed recovery rate
associated with the SERP. Do you agree with Cal Advocates that “some” additional testimony
has been provided?

A No, | do not. In this GRC, Cal Water not only presents “some” additional testimony on
the SERP but provides substantial and detailed evidence on all of the aspects of the SERP
mentioned in the decision for the prior GRC proceeding, D.24-03-042. Thus, all of the alleged
deficiencies from the last GRC have been fully addressed in Cal Water’s direct testimony in this
proceeding.

Cal Water clearly states in its testimony that the SERP is a top-hat plan that sits on top of
the pension plan. The plan is intended to allow participants to earn non-qualified pension
benefits similar to those provided by the qualified pension plan on earnings (compensation) not
covered by the basic pension plan. Cal Water clearly states, “the purpose of the SERP is to
provide additional retirement income for those whose income exceeds IRS qualified pension
maximums and to provide pension benefits to attract mid-career candidates to join Cal Water’s

executive team.”160

160 CWS Testimony Book #1, p. 184.

CWS Rebuttal Book #1 General Rebuttal 93



0 N OO U A W N R

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

Further, Cal Water clearly states, “the SERP is an unfunded, unsecured obligation of the
Group and is designed to assist in attracting and retaining key officers while providing a
competitive, total compensation program.”6!

Lastly, the proposed recovery rate of $5,242,000 for 2026 is included in Testimony Book
#1'%2 and in the Results of Operations model.163

Each of the testimony elements alleged to have been missing in Cal Water’s last GRC
have been provided and add to the justification of Cal Water’s request for recovery of SERP

expenses in the current rate case.

Q. Do you agree with Cal Advocate’s statement that Cal Water says the purpose of the
SERP is to circumvent IRS qualified pension limits?

A. No, | do not. This statement is not included anywhere in Cal Water’s testimony. Cal
Advocate’s statement is entirely inaccurate. It is simply an attempt by Cal Advocates to portray
a negative view of the SERP and mislead the Commission. In Cal Water’s testimony, the SERP is
described as a “top-hat” plan, which sits on top of the qualified pension plan and allows for
higher compensated employees to receive the same proportional retirement plan benefits as
lower compensated employees. The IRS encourages the use of pension plans as retirement
vehicles through tax incentives (immediate tax deductions), but it is only willing to do so up to
certain dollar limits, as defined.

Under the qualified plan, the Company receives an up-front tax deduction for
contributions made to fund plan benefits which results in lower income tax expense (an
immediate customer benefit). The IRS limits the amount of benefits paid to plan participants to
qualified earnings in order to manage the size of the upfront tax deduction taken by companies.
The SERP provides for continuation of retirement benefits for earnings above the IRS limits.
Because SERP benefits are provided under a non-qualified plan, the Company cannot take a tax
deduction for plan contributions until the benefits are withdrawn by the participant. This is why

the plan is not funded.

161 CWS Testimony Book #1, p. 178.

162 CWS Testimony Book #1, p. 179 and CWS Testimony Book #1, Attachment B, p. 52.

163 CWS Results of Operations Model, CHO5_OM_FDR_Benefits_Payroll_WorkersComp, tab name Benefits Forecast
WS-1.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

Customers receive the benefit of the tax deduction in the future when the SERP benefit
is paid. The SERP does not “circumvent” IRS rules. On the contrary, the SERP is fully in
accordance with IRS rules. Through its use of the SERP, Cal Water is prudently conducting its
business affairs by adopting a benefit that has been commonly used for total executive-
compensation packages and whose benefit expense is commonly allowed as a prudent,

necessary, and therefore, recoverable.

Q. Do you agree with Cal Advocates that there is no benefit from SERP expenses for
customers who would be funding the program?

A. No, | do not. The SERP is part of the total compensation package used to attract and
retain key Cal Water employees and officers. Cal Water has discussed the importance of

164 and rebuttal

providing market-based executive compensation in direct testimony
testimony.® In rebuttal testimony, specific examples are given where the strength of our
leadership team is providing direct benefits to Cal Water customers, benefits that are in
addition to the daily provision of safe and reliable drinking water service. The SERP is an
important component of the total compensation package paid to key Cal Water employees and
officers that allows the company to achieve such benefits. Also, as discussed in the previous

guestion, the Company’s contributions to the plan are a tax deduction at the time the

participant benefits are paid.

Q. Do you agree with Cal Advocate that you have not provided evidence the SERP is
necessary to be competitive with peers.
A. No, | do not. SERP benefits are part of market compensation and must be offered by Cal
Water to attract and retain qualified officers. As described in original testimony,®® the
Company engaged Meridian Compensation Partners (“Meridian”) to assist in the determination
of market compensation for Cal Water Officers.

Meridian uses compensation data from peer group company proxies and company

surveys to evaluate the adequacy of officer total compensation. With the current mix of base

164 CWS Testimony Book #1, pp. 161-177 and pp. 163-164.
165 CWS Rebuttal Book #1, Chapter 5, Section B (Executive Compensation).
166 CWS Testimony Book #1, pp. 161-163.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
cash, equity, and benefits, officer total compensation is approximately at the mid-range target
level. Without the SERP benefits, either base cash, equity compensation, or another benefit
would need to be increased to attract and retain key officers and employees.
The robust process to identify peers by Meridian, which serves as the basis of Meridian’s

167 and in

Named Executive Officer (“NEO”) recommendations, is described in original testimony
rebuttal testimony.'%® Total compensation recommendations made by Meridian (which

considers SERP benefits) are subject to Group Board approval, review by ISS and Glass Lewis,
and subject to a shareholder say-on-pay vote.®® As described in rebuttal testimony,'’? these
reviews and the shareholder say-on-pay vote affirming officer compensation provide strong

evidence that officer total compensation, including SERP benefits, is at market and therefore

necessary for Cal Water to be competitive with its peers.

Q. Do you agree with Cal Advocate that Cal Water uses a “faulty peer-group comparison”
for purposes of forecasting executive compensation expenses?

A No, | do not. Please refer to the discussion of our proxy group in Cal Waters original
executive compensation testimony,’! and Cal Water’s executive compensation rebuttal

Testimony.!’?

Q. Has the Commission authorized SERP or similar types of expenses for other utilities to
be included in customer rates?
A Yes. There are numerous examples, particularly for energy utilities, who have been
authorized to include some or all of the expense for such programs in customer rates.

For Southwest Gas Corporation (“Southwest Gas”) in D.14-06-028, the Commission
examined their SERP benefits and found that it was an “essential components of Southwest
Gas’s overall compensation package that not only provided important tools for the Company to

competitively attract and retain qualified executives, but to maintain a level of parity in

167 ld

168 CWS Rebuttal Book #1, Chapter 5, Section B (Executive Compensation).

169 CWS Testimony Book #1, p. 165.

170 WS Rebuttal Book #1, Chapter 5, Section B (Executive Compensation).

171 CWS Testimony Book #1, pp. 161-163.

172 WS Rebuttal Book #1, Chapter 5, Section B.1.a (Proxy Peer Group Selection).
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
benefits.”1”3 Specifically, the Commission examined unopposed testimony showing that by
excluding such benefits, this would place the company at the bottom of the market for
executive compensation.’* Thus, the Commission held, “Based on the foregoing, we find that
Southwest Gas’s request for 100 percent recovery of its SERP and EDCP expenses is reasonable
and supported by the evidence, and we approve this request.”*”>

For Southern California Edison Company (“Edison”), the Commission previously
authorized Edison in D.19-05-020 to include 50% of the expenses for its non-qualified Executive
Retirement Plan in customer rates.'’® In that decision, the Commission only authorized 50%
rate recovery of such expenses because for Edison the executive benefits at issue were based in
part on “bonuses received by the executive.”*”” The Commission reached a similar result for
Edison in D.21-08-036, again authorizing 50% of Edison’s Executive Retirement Plan on the
same basis.'’® This is different from how Cal Water structures its SERP. In contrast, as Cal Water
previously explained, the SERP here is intended as part of the at-market compensation package
intended to attract and retain executives. It is not a bonus and therefore a 50% disallowance
that the Commission applied to Edison would not be appropriate. Notwithstanding the 50%
disallowance, this example from Edison reflects the Commission’s practice of authorizing and
including these types of expenses in customer rates.

The Commission has also previously authorized other water utilities to include the costs
of their SERP programs in rates, albeit as part of settlement agreements. Cal Water recognizes
that these settlements may not be used as precedent and the Company does not intend to
present them here as such. In D.24-12-077, the Commission recently adopted a settlement
agreement resolving the GRC for San Jose Water Company. As part of that approved settlement

agreement, the parties “agreed to include SERP in pension expenses and correct the qualified

173 D.14-06-028, p. 56.

741d., p. 57.

175 ld

176 D,19-05-020, pp. 192-193.

77d., p. 193.

178 D,21-08-036, pp. 421-422. The Commission also excluded SERP for certain executive officers entirely pursuant
to Pub. Util. Code § 706(b) (“An electrical corporation or gas corporation shall not recover expenses for
compensation from ratepayers. Compensation shall be paid solely by shareholders of the electrical corporation or
gas corporation.”). However, those prohibitions are only applicable to electric and gas utilities and are not
applicable to Cal Water or other water utilities.
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CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)

retirement plan to $4,560,000” (i.e., including the full amount of SERP expense as corrected for
a data entry error).!”® In D.25-01-036, the Commission also recently adopted a settlement
agreement resolving the GRC for Golden State Water Company. As part of that approved
settlement agreement, the parties agreed that “SERP expense in 2025 will be funded at GSWC’s
requested level.”*8 Again, Cal Water does not present these examples as precedent, but
merely to provide a full context of what the Commission in other water utilities’ rate cases.

These examples show that the Commission has authorized other utilities to include
costs for similar types of benefits in rates where they are a component of the overall market
compensation for executives. For the reasons set forth above, Cal Water has demonstrated that
it should be authorized to include 100% of its SERP expenses in rates, consistent with the

treatment that the Commission has afforded in other instances.!!

Q. Would you like to summarize your testimony?

A. Yes, | would. The stated reason why recovery of SERP expenses was not allowed in our
last GRC was due to alleged documentation deficiencies and not the necessity of the SERP to
attract and retain key Cal Water employees and officers, or the benefit derived by customers by
having these key employees and officers in place. As explained above, Cal Water has fully
addressed the documentation deficiencies, provided further support for the necessity of the
SERP to provide proportional and similar benefits to key employees and officers as to
participants in the qualified benefit plan, and the customer benefits from having key employees
and officers in place.

The SERP is a top-hat plan to the qualified benefit plan and thus can be thought of as an
extension of that plan required to provide benefits on earnings in excess of IRS qualified plan
limits. When added with salary, short and long-term variable compensation, and benefits
(which includes the SERP), Cal Water’s key employee and officer compensation packages are

competitive with those paid by members of the Cal Water peer group. If SERP recovery is not

179 D,24-12-077, Attachment B, pp. 9-10.

180 p 25-01-035, Attachment A, p. 103.

181 At a minimum, the Commission should authorize at least 50% of SERP expenses to be included in rates
consistent with its treatment for Edison. As explained above, the structure and intent of Cal Water’s SERP program
as part of the overall compensation package differentiate it from Edison’s Executive Pay Program such that 100%
of Cal Water’s SERP expenses should be authorized to be included in rates.

CWS Rebuttal Book #1 General Rebuttal 98



N o A WwWN R

(o]

10

CHAPTER 5. PAYROLL & BENEFITS (SCOPING ISSUE #2)
allowed, another element of the compensation package would need to be increased to achieve
competitive levels. | have presented testimony on the strength of the peer group selection
process, both in testimony and rebuttal testimony, the value received by Cal Water customers
as a result of the strength of our key employee and officer team and examples of where the
Commission has allowed similar types of retirement benefits is rates. Cal Advocates has
presented no evidence that contradicts the evidence presented here, either in testimony or in

rebuttal testimony.

Q. Does this conclude your rebuttal testimony?

A. Yes, it does.
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CHAPTER 6. EXPENSES (O&M, A&G) (SCOPING ISSUE #2)

SPONSORED BY MELODY SINGH (EXCEPT APPRENTICESHIP PROGRAM AND CONSERVATION)

A. INTRODUCTION

Operation expenses are expenditures incurred in operating the water system. These
expenses include purchased water, purchased power for pumping and boosting water, pump
taxes, materials and supplies, postage, and transportation costs.

Maintenance expenses include the cost of repairing and maintaining the water system
to keep it in good operating condition. Payroll, maintenance materials, and payments to
contractors comprise most of these expenses.

Administrative and general expenses (“A&G”) are expenses related to the day-to-day
operations of a business rather than expenses that can be directly related to the production of
water and services. A&G expenses include dues and donations, administrative payroll, benefits,
rents, administrative charges transferred, workers’ compensation, non-specifics, and
amortization of limited-term investment.

The tables discussed in this chapter are provided at the end of the chapter as
Attachment 6-1. Cal Water’s rebuttal testimony on payroll and benefits expenses is discussed in

Chapter 5 of Rebuttal Book #1.

B. PRODUCTION RELATED EXPENSES

Water production related expenses are based on a fixed cost component and a variable
component cost component. The variable component is based on a price/units and the number
of units produced. The number of units produced is based on the number of units sold and
units lost in production (referred to as unaccounted for water). In 2023, Cal Water’s actual
water sales were 94% of adopted sales. With actual water sales down, water production will be
lower and water production costs will also be lower. This is an important point that Cal

Advocates failed to address in their testimony and when it’s an obvious reason why Cal Water’s
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
2023 production costs are lower than adopted 2023 water production costs. Table 6-1 shows

that historically, recorded sales have been lower than adopted sales.

Table 6-1
2022 2023 2024
Adopted Sales 129,334,881 116,382,484 116,109,254
Actual Sales 115,011,070 109,974,745 114,334,753
Actuals of Adopted
% 89% 94% 98%
1. Purchased Water

Cal Water projects purchased water expenses by taking the most recent (at the time of
the filing) variable wholesaler rate and applying it to projected purchased water production
plus the most recent fixed rate. Cal Advocates suggests that the methodology used by Cal
Water led to a lower recorded purchased water expense than what was adopted and that using
“an average of recent wholesaler rates, rather than the most recent rate, more accurately

reflects Cal Water’s annual expenses for purchased water.”82

a) Increasing purchased water rates

Cal Advocates élaims that purchased water rates do not increase consistently and that
“eleven of the rates have even decreased at some point over the past two years.”*83 This is
completely incorrect. Cal Advocates does not provide an analysis to show that when variable
rates decrease, it’s matched with an offsetting, if not higher, increase in the fixed rate and vice
versa. At a high level, Table 6-2 shows that purchased water costs have in fact increased
annually. Table 6-2 shows an annual unit cost calculated by taking recorded purchased water
expenses divided by recorded purchased water production. The unit cost blends fixed and
variable rates together, but shows the overall direction purchased water rates have taken in the
last three years. Clearly purchased water rates are increasing year over year. With the only
exception being Bakersfield between 2022 and 2023, where 2021 and 2022 had dry year
surcharges and a delay in the PG&E Ocele sharing costs that are driving the unit costs to appear

higher than 2023.

182 Ronco Testimony p. 1-3.
183 Ronco Testimony p. 1-4.
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Table 6-2
Ratemaking Area 2021 | 2022 | 2023
Bakersfield $1.57 | $1.72 | $1.47
Bay Area Region $4.31 | $S4.78 | $5.16
Bear Gulch $4.64 | $5.12 | $5.55
Dominguez $4.26 | $4.51 | $5.06
East Los Angeles $2.95 | $2.98 | $3.33
Hermosa Redondo $3.57 | $3.72 | $3.94
Livermore $3.54 | $4.21 | $4.38
Los Altos $3.80 | $4.17 | $4.70
Los Angeles County Region $3.34 | $3.62 | $3.95
Oroville $0.19 | $0.20 | $0.36
Stockton $1.79 | $1.25 | $1.56
Westlake S4.16 | $4.54 | $4.78

Cal Advocates also ignores the Commission’s Industry Rule 8.4 in General Order 96-B
which states, “[w]hen a Utility knows that an expense subject to offset is likely to change in the
future, it shall file an advice letter for a concurrent change in rates.” Cal Water has frequently
filed tier 1 advice letters for purchased water and pump tax offsets using the latest wholesaler

rates and the adopted purchased water.84

b) Production

Cal Advocates completely disregards the role that production, the total amount of water
distributed, has in projecting purchased water. As explained above, lower sales equal lower

production equals lower purchased water expenses.

) Corrections

Cal Water’s quchased water expense for rebuttal has two corrections. The first is a
correction to Westlake’s readiness to serve charge to use the Calleguas rate that was in effect
in July 2024. The second is a calculation correction for Los Altos. The results of operations
model used at the time of the filing used the contract cap amount as the production for
purchased water, but should have used the projected purchased water amount because it is

lower than the contract cap. Other differences in purchased water rates are due to differences

184 See also PUC Code 792.5 related to reserve accounts to reflect the difference between actual costs and revenue
collected through the offset rate for pass through costs.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
in production. Cal Water’s request in its Application was $217,140,705, however the new cost
should reflect the updated sales forecast as well as the minor revisions. The Commission should
approve a purchased water forecast of $214,774,570, which incorporates Cal Water’s
methodology, proposed production based of proposed sales, and the above mentioned

corrections.

2. Pump Taxes

Pump taxes are groundwater replenishment assessment fees. Cal Water estimates
pump taxes by using the most recent assessment rate applied to the projected pumped water,
resulting in a projected Test Year expense of $19,670,984. Cal Water also uses the surface
water production when estimating pump taxes for Bakersfield because that is how the district is
assessed pump tax fees by the local agency. Cal Advocates agrees with Cal Water’s
methodology with the exception of Bakersfield, and any variations in other pump taxes is due
to a difference in sales.

The second issue of disagreement relates to the Bakersfield district. The Bakersfield
district pays pump tax fees to the Kern Company Water Agency as previously described in the
opening paragraph of this section. This is not an issue with Cal Advocates. However, the
Bakersfield district also pays a water replenishment fee to Kern Delta Water District
(“KDWD”). The calculation of the annual fee to KDWD is an issues for Cal Advocates. Cal
Advocates recommends that the surface water production is removed for Bakersfield in the
calculation of pump taxes.'8> Cal Advocates references an invoice from Kern Delta Water
Agency that shows the replenishment fee was based on surface water. On its face, Cal
Advocates argument makes sense, why pay a pump tax fee on surface water? Ground water
pump taxes should be based on ground water pumped. But not in this case and here is why.

KDWD has several unlined dirt canals that meander through the Bakersfield districts
service territory. A certain amount of water in the canals naturally percolates into the
groundwater basins from which the Bakersfield district pumps groundwater. KDWD was going

to cement lined its canals which would have preserved their lost water but would have stopped

185 Ronco Testimony, p. 1-14.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

the replenishment of the groundwater basin from percolation. To prevent this, the Bakersfield
district entered into an agreement with KDWD in 2003 to leave their canals unlined in exchange
for an annual replenishment fee. The amount of water conveyed through their canals varies
year to year based on the flows from the Kern River and the rain/snow in the river’s
watershed. The replenishment fee in the agreement was set based on the surface flows
through the canals as seepage would be less during low surface flows and greater during high
surface flows. Given this, Cal Advocates argument that surface water production is excluded
from the Bakersfield pump tax calculation is a misunderstanding of how surface water comes
into the equation and should be disregarded.

The Commission should approve a pump tax forecast of $19,670,984, which
incorporates Cal Water’s methodology, ground water production based of proposed sales and

the special BK replenishment fee of $423,138 paid to KDWD.

%a) Purchased Chemicals

Cal Water purcéhases chemicals to treat groundwater, surface water, raw purchased
water and to maintain the water quality throughout its distribution system. Cal Water utilizes
the standard methodology for forecasting purchased chemical expenses which is to calculate
the unit cost (S/ccf) and multiply it by the estimated groundwater and surface water treatment
production quantities. Cal Water forecasted $3,948,720 in its Application.

Antelope Valley and Coast Springs

Cal Advocates notes that Antelope Valley and Coast Springs “have no recorded chemical
expenses for the past three and four years, respectively” and therefore should not have a
chemical budget for years 2026-2028.18¢ Cal Water agrees that projected purchased chemical
expenses for Coast Springs and Antelope Valley should be zero given that they have not had
recorded chemical expenses for the last few years and is unaware of any changes to the water

mix that would require purchased chemicals going forward.

186 Ronco Testimony p. 1-11.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

Oroville Fluoride

Cal Water filed Application 24-10-003 to request elimination of the requirement in
D.54444 for the Company to fluoridate the water in its Oroville System. Cal Water estimates an
expense saving of $11,833 annually from this request that will be reduced from Oroville’s
chemical costs. The saving is based on the three-year average of fluoride related expenses.

Purchased Water in Chemical Cost Calculations

Cal Advocates believes that the projected production used to calculate chemical costs
should include purchased water. While Cal Water does purchase some untreated water, it also
purchases treated water which doesn’t require additional chemicals upon entering our water
systems. Cal Water believes that it should base its projection on the most reasonable
production estimate by using only pumped and surface water amounts. Cal Water’s Bakersfield,
Kern River Valley, Lucerne and Oroville have purchased raw water'®” and Bear Gulch uses raw
water collected via its river rights. All this water is treated in surface water treatment plants
owned and operated by Cal Water. Cal Advocates fails to acknowledge that the raw purchased
water is categorized as surface water for production purposes and are already included in the
calculation of purchased chemicals for Bakersfield and Kern River Valley. The MDR book
describes water sources by region and states that there is both potable purchased and surface
water in Redwood Valley for Clear Lake.*® Oroville has surface water, however classifies it as
purchased water because of the water supply contract with County of Butte.'8° Cal Water is
amenable to including purchased water production into the chemical calculation for Lucerne
and Oroville because of their unique circumstances. Lastly, and really most importantly, it
doesn’t make sense to extrapolate this information to the purchased treated water in other
districts. The Commission should continue to approve Cal Water’s methodology of forecasting
purchased chemicals to treat groundwater, surface water, raw purchased water and to
maintain the water quality throughout its distribution system, which results in a Test Year

expense of $3,498,690.

187 Cal Water Response to Cal Advocates DR CR8-001.

188 MIDR Book page 79. The various sources of supply for each district is also described in CWS Testimony Book #1,
pp. 48-52.

189 MDR Book, p. 82
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

b) Purchased Power

Cal Water useszthe recorded 2023 purchased power unit cost, calculated by taking total
purchased power expenses divided by recorded KwH, and applies the unit cost to projected
production to estimate purchased power expenses. Cal Water used 2023 data specifically
because it was the latest year of available data at the time of filing. Paired with its original sales
and production units the forecast resulted in a Test Year expense of $30,778,501 in the
Application. Cal Advocates declares that 2023 is atypically high-power cost year. There are
major flaws in their rationale. Cal Advocates disregard the power requirements from different
sources of supply such as pumped ground water from wells versus purchased treated water
generally already at water pressure levels comparable to Cal Water’s systems. The associated
pumping costs for these varied sources of supply in this production-related expense are quite
different. In addition, Cal Advocates tries to negate the impacts of increasing power costs that
the Commission has and is dealing with now.**°

Table 1-3 of the Ronco Testimony shows decreasing KwH from 2021 to 2023 and
increasing purchased power expenses, which is clearly a result of increasing power costs. Cal
Advocates even states “Cal Water produced the least amount of water company wide of the
past five years, and recorded its highest purchased power costs.”*°! Cal Advocates fails to
acknowledge that purchased power costs are increasing faster than Cal Water’s power
consumption. Instead, Cal Advocates attributes higher purchased power costs to inefficient
power use during peak times. Figure 6-1 below shows Cal Water’s company-wide energy usage
during the week of August 27, 2024, a typically hot period, from the Energy Management
System. The graph shows the high and low daily usage and that usage during the peak period of
4pm to 9pm, when energy rates are at their highest, is lower than other times throughout the
day. This can be seen for August 30%™ in the middle of the chart at 9:06 pm as the low point on

the chart. This week is reflective of normal operations.

190 The 2021/22 CPUC Affordability report states “Forecasted analysis indicates that electric bills started becoming
much less affordable in 2022 and will continue on that trend until at least 2026, driven by forecasted increases in
electricity rates.”

191 Ronco Testimony p.1-8.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

Figure 6-1

The year 2023 is not atypically high. It is reflective of the increasing costs of electricity.
The Commission should approve Cal Water’s unit cost based on 2023 since it most accurately
reflects purchased power rates from the last recorded year and its updated sales forecast,
which results in a Test Year expense of $30,825,370.

Solar Project Adjustments

Cal Water is making adjustments for its proposed CSS Solar project (PID 133533) and
Bakersfield Solar Project (PID 133577) as discussed in Chapter 2 of Rebuttal Book #2 and
Chapter 4 of Rebuttal Book #3, respectively.’®? Cal Advocates does not discuss solar project
related savings and expenses in its O&M report.

Since filing this GRC Application, there has been a change in the CSS model that was
submitted by the developer with refined utility specific assumptions. The power expenses are
updated to reflect 2027 and 2028 savings of approximately $80,000 annually, normalized over
the 2024 GRC cycle. These savings will be passed on to all the various ratemaking areas based
on the four-factor allocation. Additionally, the Bakersfield project has had a change in vendor
and we anticipate a minor increase in the final Purchased Power Agreement (“PPA”) rate
compared to what was originally provided, which reduces the savings from $412,402 to

$389,379 annually.

192 The expense implications of the CSS Solar project are discussed under the Transmission & Distribution section
of this chapter.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

C. PURCHASED SERVICES

Purchased services include non-labor expenses incurred in the operation of pumping,
water treatment, transmission and distribution lines, customer records maintenance, and the
operation of source of supply facilities. Unusual items with each one of these expense
categories are discussed in the applicable headings below. Additionally, Cal Advocates makes
two arguments in the majority of purchased service expense categories that are discussed in
the next two paragraphs.

Cal Advocates makes recommendations for each of the following purchased services:
source of supply, pumping, water treatment, transmission and distribution and customer
accounting. Cal Advocates cherry picks from their analysis and indicates that the 2023 recorded
expenses for source of supply and pumping expenses were higher than adopted. Cal Advocates
fails to acknowledge that the recorded 2023 expenses for all purchased services was $43 million
while only $24 million was adopted in rates. In fact, Cal Water has consistently spent more than
adopted every year since 2020.1%3

Cal Advocates incorrectly determines non-recurring expenses by using general ledger
entries.'® Some of the adjustments included in Cal Advocates’ list of non-recurring expenses
are accruals. Accruals are made to record expenses in the period they are incurred and not
paid. They are reversed out in the following month and net to zero, which means they do not
have an impact on the five-year expense average. There are other items on the Cal Advocates
list of non-recurring expenses, most of which are in fact recurring expenses. Attachment 6-3
shows all expense items that were listed in Cal Advocates Tables of nonrecurring items (Tables
2-4,2-5, 2-6, 2-7, 2-8, 2-9, 2-10, 2-11 and Attachment 2-11) above $1,000 dollars.**®> There are
items that Cal Advocates lists as nonrecurring expenses such as landscaping, surveying, and lab
samples, but all of these are expenses that are part of normal operations. The Commission
should approve $37,544,981 for 2026 purchased services expense and disregards Cal Advocates

incorrect non-recurring expense claims.

193 CWS Rebuttal Book #1, Attachment 6-2.

1%4 Ronco Testimony, pp. 2-10, “Certain GL entries do not have a recurring journal identification or reference
number in the same year, while some entries contained no reference number at all.”

195 Ronco Testimony, pp. 2-10 to 2-23.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

1. Source of Supply

a) Overall Issue: SGMA General Support

Cal Water foreéasts additional costs associated with the Sustainable Groundwater
Management Act (“SGMA”) in Test Year 2026 source of supply expenses to Customer Support

Services (“CSS”). The total costs are $732,457 per year and consist of multiple components.

b) Issue 1: SGMA General Support

Cal Water forecasts $150,000 per year for SGMA general support

Cal Advocates Position on Issue 1. Cal Advocates position is that this is a one-time
expense because the supporting invoice provided in response to data request CR8-006 was for
a year.'® It should be amortized over three years. Thus the Commission should adopt a forecast
for SGMA general support of $50,000 per year.

Cal Water Rebuttal. Cal Water’s districts fall within multiple Groundwater Sustainability
Agencies (“GSA’s”) within the State, and under multiple Groundwater Sustainable Plans
(“GSP’s”). These plans are still being finalized in some areas, and in other areas are now being
updated on a five-year schedule. Due to these evolving plans, there is a need to constantly
monitor the activities of the GSA’s, and any changes to the GSP’s that could affect Cal Water.
This often results in a need to conduct analyses to understand the impact to Cal Water based
on changing water levels and project management actions, including reduced pumping.

There is an annual need for these analyses. Cal Advocates recommendations are
inconsistent with understanding the current GSA conditions and requirements. Cal Advocates is
making their recommendation based on a proposal Cal Water provided in response to a data
request, but the proposal was for a one-year project and provided as a comparable annual cost,
not a three-year cost. There will always be a need to do yearly analysis, and therefore the full

$150,000 per year amount is needed.

1% Ronco Testimony, Attachment 2-4.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

c) Issue 2: SGMA Technical Advisory Committee

Cal Water foreéasts $99,308 per year for SGMA technical advisory committee support.
The forecast consists of three different districts: 2024 costs for support in the Salinas district,
2024 costs for support in the Visalia district, and an estimate of 2024 support for another
district based on the Salinas costs.

Cal Advocates Position on Issue 2. Cal Advocates states that Cal Water overestimates the
costs of SGMA technical advisory committee support by using the more expensive consultants
and then using these costs to estimate additional costs. The Commission should adopt a
forecast of support using the most affordable consultant costs. To account for travel expenses
that were not incurred for Visalia, $1,100 should be added to the $12,600 consultant costs. The
resulting $13,700 should be multiplied by 3 districts for a total cost which amounts to $41,100
per year. The Commission should adopt a forecast of $41,100 per year for SGMA technical
advisor support.

Cal Water Rebuttal. It is Cal Water’s intent to use the most affordable consultants with
the best knowledge and qualifications in each of its service territories to properly represent Cal
Water in the GSA Meetings. Cal Water is not actively seeking to hire more expensive
consultants, but has needed to utilize certain consultants to continue to fulfill their position
with the GSA Committees.

In the case of the consultant for Visalia, the GSA Advisory Committee requires a local,
qualified representative to serve on the Committee. The Advisory Committee rejected other
Cal Water staff not local to the area, and therefore Cal Water sought out a local consultant to
help serve on the Committee, to represent Cal Water, and to report back on the activities of the
Committee. In this case, Cal Water is utilizing an affordable, local consultant with the proper
gualifications to fulfill the position.

In the case of Salinas, this same option of a less costly consultant was not available given
the requirements of the positions with the GSA Committees. For the Committees in Salinas,
specialized groundwater basin technical expertise was required, and the position had to be
appointed by the GSA. In order to have Cal Water representation in these Committees, Cal
Water recommended a qualified consultant, who was appointed and accepted. This consultant

does come at a more expensive cost, but has properly represented Cal Water and is fulfilling a
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
muti-year term with the Committee. Had other lower cost consultants with the proper
gualifications been available, like in Visalia, Cal Water would have pursued those options.

In order to properly estimate the maximum cost that could be incurred in a third region
for SGMA support, Cal Water applied the Salinas consultants costs as a proxy to ensure we’d
have the funding to engage a qualified consultant. However, when the time comes to hire this
consultant, Cal Water will be following its purchasing policy and engage the lowest cost
responsible consultant.

Cal Advocates recommendations are not reasonable to allow Cal Water to be properly
represented in these Committees, and their recommendations add additional costs to regions
where it is not needed. The $13,700 per region is not enough to properly cover the costs in the
Salinas region given the qualifications and expertise needed to fulfill the Committee seats.
Additionally, adding an additional $1,100 for travel costs in Visalia is not required, and only add
costs to our Visalia customers. The total costs allowed should consider the needs in each region
and be appropriate to the technical expertise and local qualifications required. Accordingly, the
Commission should approve Cal Water’s forecast of $99,308 per year for SGMA technical

advisory committee support.

d) Issue 3: Alternative Water/Groundwater Banking

Cal Water foreéasts $300,000 to complete two water supply and demand assessments
per year.

Cal Advocates Position. Cal Water drastically overestimates these costs and fails to
provide substantial evidence that these costs will likely be incurred. The Commission should
disallow the full requested amount and adopt a forecast of SO per year for alternative water/
groundwater banking.

Cal Water Rebuttal. Multiple water supply studies for Cal Water’s districts in the Central
Valley region recommend further investigation into alternative water sources including
groundwater banking to fulfill projected water supply gaps in the next 25 years. In order to

understand the feasibility of this alternative source, further study is needed to identify
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
potential locations and partners, to understand the soil conditions in those locations, and to
identify the infrastructure needed to utilize groundwater recharge and banking.

In the absence of a specific consultant quotation for groundwater banking investigation
work, Cal Water utilized a similar work type study to establish an estimated cost. Consistently
the costs for this type of study are more based on the duration of the study, as much as the
technical content included. In this case, the groundwater banking investigation work is
estimated to take 3-6 months, and therefore the cost of one study is estimated to be the
$111,000 cost provided in a proposal increased to $150,000 included in our filing. Cal Water
understands that the $39,000 increase was not as specifically defined, but rather to account for
costs of justifiable expenditures that the consultant may encounter when completing their
investigations and studies.

Cal Advocates’ recommendations misunderstand the intent of the cost justification
provided, and Cal Water requests to complete two studies per year at the full $300,000 per

year.

2. Pumping

a)  AMI

As part of the /-iMI initiative in the Bay Area Region, Bear Gulch, Los Altos, Los Angeles
County Region and Westlake, Cal Water included expense savings of $111,544 for the reduction
of pumping resulting from improved leak analysis. Cal Advocates proposes modifications to the
program, acknowledging that approval “will result in changes to the AMI savings included in the
TY pumping forecast,”'’ but did not make any changes in the results of operations model to
reflect their position. Cal Water’s position on Cal Advocates AMI modifications is discussed in
Chapter 1 of Rebuttal Book #2. Cal Water’s position results in reducing the AMI related savings
for pumping expenses by 50%. However, if the Commission accepts Cal Water’s AMI proposal
in its entirety, then 100% of the savings included in Cal Water’s original 2024 GRC filing need to

remain in the Results of Operations model. Conversely, if the Commission rejects Cal Water’s

197 Ronco Testimony, pp. 2-16 to 2-17.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
proposed AMI project in its entirety, then 100% of the savings should be removed from the

Results of Operations model.

3. Water Treatment

a)  AMI

As part of the /-iMI initiative in the Bay Area Region, Bear Gulch, Los Altos, Los Angeles
County Region and Westlake, Cal Water included expenses of $131,415 for the software
required to integrate AMI data with other systems. Cal Advocates proposes modifications to the
program, acknowledging that approval “will result in changes to the AMI savings included in the
TY water treatment forecast,”°® but did not make any changes in the results of operations
model to reflect their position. Cal Water’s position on Cal Advocates AMI modifications is
discussed in Chapter 1 of Rebuttal Book #2. Cal Water’s position results in reducing the AMI
related expenses for water treatment expenses by 50%. However, if the Commission accepts
Cal Water’s AMI proposal in its entirety, then 100% of the expenses included in Cal Water’s
original 2024 GRC filing need to remain in the Results of Operations model. Conversely, if the
Commission rejects Cal Water’s proposed AMI project in its entirety, then 100% of the expenses

should be removed from the Results of Operations model.

b) East LA Water Quality Lab

Cal Water origi;wally estimated the completion of the East LA Water Quality in 2027
which resulted in an annual savings of $534,667, but has since revised its completion date to
2025. In response to data request CR8-007 question 2.a.iii, Cal Water acknowledges that the
savings should be set to start in 2026, the first full year of the lab.* Cal Water agrees with Cal
Advocates that the Commission should adopt the changes resulting from the lab starting in

2026 with $802,000 in savings each year.

198 Ronco Testimony, pp. 2-19.
199 Ronco Testimony, Attachment 2-9.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

4, Transmission and Distribution

Cal Advocates did not have any recommendations to transmission and distribution

expenses except for their suggested nonrecurring expenses.

%a) Solar Project Adjustment

As discussed above in the purchased power section, Cal Water has made a change to its
CSS solar project model which results in a decrease in expenses from its July Application. The
July expense estimate was $23,266 annual and it should be decreased to $5,669 in the final

decision.

5. Customer Accounting

a)  AMI

As part of the Ail\/ll initiative in the Bay Area Region, Bear Gulch, Los Altos, Los Angeles
County Region and Westlake, Cal Water included expense savings of $1,638,234 for reduced
meter reading expenses. Cal Advocates proposes modifications to the program, acknowledging
that approval “will result in changes to the AMI savings included in the TY customer accounting
forecast,”2%° but did not make any changes in the results of operations model to reflect their
position. Cal Water’s position on Cal Advocates AMI modifications is discussed in Chapter 1 of
Rebuttal Book #2. Cal Water’s position results in reducing the AMI related savings for customer
accounting expenses by 50%. However, if the Commission accepts Cal Water’s AMI proposal in
its entirety, then 100% of the savings included in Cal Water’s original 2024 GRC filing need to
remain in the Results of Operations model. Conversely, if the Commission rejects Cal Water’s
proposed AMI project in its entirety, then 100% of the savings should be removed from the

Results of Operations model.

200 Ronco Testimony, pp. 2-24.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

b) Hyperion and Enterprise

The results of (;perations model had two lingering adjustments that made it into Cal
Water’s testimony.2?! The adjustments were for the Hyperion Upgrade (PID 100031) and
Enterprise Reporting and Analysis (PID 99346) that were used to adjust the customer
accounting expense in the 2021 GRC.2%? As explained in response to question 2 of data request
CR8-008, these savings are already built into the recorded expenses.??® The Hyperion project
closed in 2017 and the Enterprise project closed in 2019. The Hyperion project’s first full year of
savings would have been 2018. Cal Water uses an inflation adjusted five-year average (2019-
2023) for estimating expenses in accordance with the rate case plan, therefore the savings are
already realized.?%* Similarly, the first full year of the benefits from the Enterprise project would
be 2020. In order for the full savings to be captured in the five-year inflation adjusted average,
Cal Water will reflect the savings in 2019 so that a full five-years of savings is reflected in the 5

the 2024 GRC Results of Operations model.

c) East LA Water Quality Lab

Cal Water origi;nally estimated the completion of the East LA Water Quality in 2027,
which resulted in an annual savings of $43,333, but has since revised its completion date to
2025. In response to data request CR8-007 question 2.a.iii, Cal Water acknowledges that the
savings should be set to start in 2026, the first full year of the lab.2%> Cal Water agrees with Cal
Advocates that the Commission should adopt the changes resulting from the lab starting in

2026 with $65,000 in savings each year.

d) Software Expenses

Cal Water requ'ests a three-year inflation adjusted average for software expenses to
reflect the most recent licensing fees. Cal Advocates recommends using the five-year average

but does not acknowledge the latest licensing fee expenses. One of the main reasons for the

201 CWS Testimony Book #1, p.74.

202 The expenses in 2021 GRC were based on a 5-year inflation adjusted average using the years 2016-2020.
203203 Ronco Testimony, Attachment 2-12.

204 D.07-05-062, p. A-24.

205 Ronco Testimony, Attachment 2-9.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
recent increase is that we have more license fees now with more cloud based services that
didn’t exist four or five years ago, therefore a five year average would be skewed because
several license fees did not exist four to five years ago. In this case, averaging would only work
if we had the same number of licenses and only the fees where increasing.

Attachment 6-4 shows support for Cal Water’s recommendation and demonstrates that
even a three-year inflation-adjusted average is still not the full expense that Cal Water
anticipates in the Test Year. The attachment shows that Cal Water anticipates spending
$8,849,104 annually on software licenses while the three-year average results in $7,667,548.
While we would like the Commission to approve the full anticipated expense, Cal Water
recommends that the Commission approve at least a three-year inflation adjusted average of

software expenses.

%e) CAD Licenses

Cal Water requzested $198,000 annually for CAD licenses. Cal Advocates recommends
$69,284 a year based on their calculation of using an average cost per license of $855.36
multiplied by 109 licenses.?% Cal Advocates methodology of using an average cost per license
results in an expense less than the most recent invoice received for CAD licenses. Cal Water
would like to update its request to $93,234 annually to reflect the last invoice it received for the

109 licenses. Attachment 6-5 is an invoice from 2024 for the 109 licenses.

f) Twin Digital Data Analytics

Cal Water origiznally requested $200,000 for implementation of the Digital Twin data
analytics system across major Cal Water treatment plants to support production optimization
of production facilities. While responding to Cal Advocates Data Request CR8-008, Cal Water
notices that it inadvertently overestimated the implementation expense and will adjust the
expense to $80,000 annually starting in 2027.297 Cal Advocates recommends that the

“Commission should [therefore] adopt the correct forecast of $80,000 per year for the Digital

206 Ronco Testimony, Attachment 2-12 (Cal Water Response to Cal Advocates DR CR8-008).
207 ld
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
Twin data analytics.”?%® However, since this expense starts in the second year of the GRC cycle,
Cal Water will normalize the expense of two years, $160,000, over the three-year period,
resulting in $53,333 annually. This expense is associated with capital project PID 132815. If this
project is disallowed in the final decision, Cal Water will remove this expense, otherwise Cal

Water recommends that the Commission should allow $53,333 annually.

g) VR Technology

Cal Water requsests $18,000 a year for virtual reality technology to support water system
equipment operation training. Cal Advocates recommendation for VR technology is SO because
Cal Water “already implements and incurs expenses for in-person training for employees.”2%
This expense is associated with capital project PID 132809, if this project is disallowed in the
final decision, Cal Water will remove this expense otherwise Cal Water recommends that the
Commission should allow $18,000 annually. The benefits of Virtual Reality (“VR”) Technology
are described below.

VR offers a safe and immersive environment for water utility safety training, allowing
trainees to practice complex scenarios and procedures in a controlled setting, improving skills
and decision-making abilities, and ultimately enhancing workplace safety.

Specific benefits of VR in Water Utility Safety Training

e VR can simulate real-world scenarios, including hazardous situations, allowing
trainees to practice.

e VR provides a hands-on learning experience, allowing trainees to manipulate
controls, troubleshoot issues, and experience emergency scenarios, which are
crucial for developing practical skills.

e By allowing trainees to practice in a safe environment, VR can reduce the risk of
accidents and injuries in the field.

e VR can be used for remote training, allowing employees to access training
materials and practice scenarios from anywhere.

Examples of VR Training Scenarios in Water Utilities:

e Simulating scenarios like equipment malfunctions, leaks, or spills, allowing
trainees to practice emergency response procedures. Cal Water envisions
starting by implementing a fire extinguisher training module that would allow

208 Ronco Testimony p. 2-27.
209 Ronco Testimony p. 2-28.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

our employees to train on appropriate fire suppression equipment use, while
avoiding creating an actual real-world scenario that would be unsafe and
impractical. Cal Water also envisions creating a station treatment plant or water
disinfection chemical leak mitigation training module that would allow operators
to train on addressing per regulations any chemical leak events. Again, it would
be hazardous and impractical to create a real-world chemical leak event for
training purposes.

e Simulating water treatment processes and infrastructure, enabling managers
and engineers to visualize workflows, system malfunctions, and data flows in
real-time.

e Simulating the operation of pumps, valves, and other equipment, allowing
trainees to practice safe operating procedures.

e In adigital environment, training and practicing on CPR techniques and AED use.

In conclusion, VR offers a powerful and effective tool for enhancing safety training in the
water utility sector, providing a safe, immersive, and engaging learning environment that can
improve skills, retention, and ultimately workplace safety. Cal Water intends to focus the VR
technology on the following training topics:

e Fire extinguisher / fire suppression.

e Chemical spill mitigation.

e Construction site hazard identification and mitigation.
e CPRtechniques and AED use.

e Ergonomics (lifting and avoiding strains and sprains).

In addition, Cal Water is planning to implement the 51-100 concurrent users licensing
structure. Under this structure, each individual license would be tied to an individual VR
headset device. Cal Water plans to have a number of VR headsets allocated to each CA district
and CSS office, depending on the number of employees at those locations. The VR headsets
(and licenses tied to them) would be rotated amongst the employees with up to 100 users
concurrently using them. We don’t expect the VR headsets (and licenses tied to them) to
increase significantly over time, as we don’t plan to provide an individual VR headset for each

existing and incoming new employee.

h) Replace Mitel Phone System

Cal Water requ:ested $330,000 annually for an annual licensing subscription fee

associated with the Mitel phone system moving to service in the cloud. Cal Advocates
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
recommends reducing the request to $220,994. Cal Advocates includes savings identified by Cal
Water in response to Data Request CR8-008 question 6. g. and nets it against Cal Water’s
original request.?!® However, Cal Water realized that its original request includes the savings
and therefore Cal Advocates recommendation has effectively already been implemented.
Attachment 6-6 shows the ongoing licensing fee starting in 2026 as $471,000. The current
annual license fee of $148,000 will be superseded and no longer incurred. The net request
between the new fee and the superseded fee is $323,000.

It is important to recognize the critical role that the continuous vendor support and
service play in ensuring the ongoing success and smooth operation of the newly implemented
solution. The renewal of the software maintenance agreement is not merely an expense, but a
necessity for system reliability, performance, and customer satisfaction. The Importance of this
maintenance expenses includes ongoing support and service, Service Level Agreement (“SLA”)
Compliance, critical updates and security patches, proactive issue prevention, and long-term
value. The annual software maintenance renewal is a critical element in ensuring the success of
our new application, safeguarding the system’s stability, and upholding our commitment to
excellent customer service.

Cal Water recommends that the Commission approve $323,000 annually for the cloud

based Mitel phone system licensing fee.

|) Service Desk Upgrade

Cal Water requzests $280,000 annually for a service desk upgrade cloud license fee. Cal
Water inadvertently stated in its response to Cal Advocates data request CR8-008 question 6.h.
that the “frequency and amount of the actual service upgrade license is a one-time fee just
during the implementation for the first year.”?!! Cal Water mistakenly interpreted the $280,000
as an annual amount when it is actually the three-year budget. The request annualized results
in $93,000 expense per year.

However, as a result of the data request response, Cal Advocates recommended

amortizing a quote for the fee of $141,460 over the three-year cycle, resulting in an annual

210 Ronco Testimony, Attachments 2-12, 2-14, and 2-15.
211 Ronco Testimony, Attachment 2-12.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
expense of $47,153. In fact, both Cal Water and Cal Advocates recommendations are not the
right amount. Cal Water recommends that the Commission recognize that the licensing fee is
recurring annually and adjust Cal Water’s request down from $280,000 to $93,000 annually.

Attachment 6-7 supports Cal Water’s request.

6. Purchased Services Conclusion

The Commission should approve Cal Water’s recommendations discussed above.
Additionally, there was an inadvertent error to the escalation rates that results in a variance in
majority of the expenses filed in Cal Water’s application. The Commission should approve the

following expenses which include a correction to the escalation rates.?!?

Purchased Service Test Year

Source of Supply $1,441,712
Pumping $2,702,682
Water Treatment $8,190,142
Transmission & Distribution $6,492,491
Customer Accounting $18,717,955

D. CONTRACTED MAINTENANCE

Cal Water and Cal Advocates agreed in a prior rate case to treat tank coating costs as
prepaid expenses to be amortized over ten years with the unamortized portion to be included
in working cash. There is no methodological difference in calculating the unamortized portion
of tank-coating expenses from the 2021 GRC and prior approved tank coating projects.

In this GRC, Cal Water proposed new tank painting projects as Capital Additions to
plants to eliminate current inefficient and unnecessary manual processes to treat them as
prepaid expense projects.?t> Mr. Ronco, Cal Advocates’ Operations and Maintenance Expense
Witness, erroneously recommends to remove all recorded and previously authorized tank
painting expenses from contracted maintenance.?!* Mr. Ronco defers to the testimony of Mr.

Sorensen, Cal Advocates’ Plant Witness for Cal Water’s Tank Improvement Program, who

212 These expenses are subject to change based on the outcome of Special Request #6, which requests use of the
most current escalation factors in the final decision of this proceeding.

213 CWS Testimony Book #1, p. 134.

214 Ronco Testimony pp. 2-29 to 2-30.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
recommends a forecast for Cal Water’s proposed capital program based on his analysis of
historical performance. As Cal Advocates does not offer an argument as to why Cal Water
shouldn’t continue to amortize recorded and previously authorized coatings in progress, the

Commission should approve Cal Water’s forecasted expenses for this category as proposed.

1. Nonrecurring Expenses

As discussed above in the purchased water services, Cal Advocates incorrectly
determines non-recurring expenses by using general ledger entries.?'> Some of the adjustments
included in Cal Advocates’ list of non-recurring expenses are accruals. Accruals are made to
record expenses in the period they are incurred and not paid. They are reversed out in the
following month and net to zero, which means they do not have an impact on the five-year
expense average. There are other items on the Cal Advocates list of non-recurring expenses,
most of which are in fact recurring expenses. Attachment 6-8 shows all expense items that
were listed in Cal Advocates Attachment 2-17 above $1,000. The Commission should approve
$13,850,583 for 2026 contracted maintenance expenses and disregards Cal Advocates incorrect

non-recurring expense claims.

E. MAINTENANCE EXPENSE — STORES

Cal Advocates does not discuss Cal Water’s recommendation for Maintenance Expense
Stores, therefore the Commission should approve Cal Water’s recommendation with the

corrected escalation rate for a Test Year expense of $1,255,543.

F. UNCOLLECTIBLES

Cal Water’s methodology for forecasting test year uncollectible expenses is to use a
two-year (2022 and 2023) average of the annual uncollectible rate. To calculate uncollectible
expenses for the test year, the uncollectible rate is multiplied by forecasted revenues. Cal
Advocates disagrees with Cal Water’s forecast methodology and recommends including 2018

and 2019 into the average while at the same time excluding years 2020 and 2021.2%¢

215 Ronco Testimony p. 2-29.
216 Ronco Testimony p. 2-21.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

Cal Water disagrees with using 2018 data for the purpose of forecasting the
uncollectible rate as it is outside of the five-year scope that is generally used for forecasting
expenses. While 2018 data is in the Results of Operations model, it’s not used for expense
calculations. While Cal Advocates is correct in that 2019 did not have any “outstanding events
that increased uncollectibles to an abnormal level,” Cal Water argues that 2022 and 2023
reflect the new norm in uncollectibles post the COVID-19 pandemic. The Commission should
approve Cal Water’s methodology of using 2022 and 2023 annual averages to calculate the

uncollectible rate.

G. TRANSPORTATION

Cal Water projects operation, maintenance and administrative transportation expenses
for expenses related to the company’s fleet of vehicles. Cal Water uses a five-year inflation
adjusted average as well as projected maintenance for new fleet additions associated with
proposed complements and capital projects. Cal Advocates disagrees with the methodology

used by Cal Water.

1. Five-Year Inflation Adjusted Average

Cal Advocates states “[u]sing an average of total transportation expenses fails to
account for the decrease in the number of vehicles in Cal Water’s total fleet.”?!” This argument
is intrinsically incorrect. The transportation expenses are direct costs incurred with the fleet for
any given year and using the average accounts for fluctuations in expenses as well as number of
vehicles in the fleet. The five-year inflation adjusted average is an industry standard for

forecasting expenses.

2. Additional Vehicle Costs

Cal Advocates also recommends removing expenses associated with proposed
complements and capital projects. Cal Advocates recommends an alternate methodology for
p pital proj gy

estimating transportation expenses. Cal Advocates suggests using an average of the per vehicle

217 Ronco Testimony p. 2-3.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
costs for 2019-2023 multiplied by the number of vehicles in 2024.”2'8 The proposed
methodology does not explain how to forecast Test Year transportation expenses given Cal
Water’s request for proposed complements and projects.

Cal Water estimates vehicle expenses associated with proposed complements and new
vehicle additions by using the 2023 recorded expenses and the number of vehicles. This
methodology yields a more accurate representation of anticipated vehicle expenses because it
uses the last recorded year of data and applies to the number of requested vehicles. Cal Water
originally requested maintenance expenses associated with 22 new vehicles but would like to
amend its request to 24 new vehicles to include an additional fire hydrant maintenance truck
and truck in East LA and Livermore, respectively. Cal Water will adjust its transportation
expense based on new vehicles pending the outcome of the proposed complements that

require vehicles and the aforementioned two additional vehicle requests.

3. Cal Advocates Response to Data Request CWS-007

Cal Water requested the supporting calculations used to generate Cal Advocates’
transportation expense recommendation in Cal Water data request CWS-007.2%° In its response,
Cal Advocates noted errors in their original estimate and sent a revision to their proposal as
part of their response.??° As described in their report, Cal Advocates takes the recorded
transportation expenses divided by the number of vehicles per year and calculates a five-year
average. Cal Advocates, however, makes an error when compiling the recorded expenses by
excluding A&G transportation expense.??! Cal Advocates did not escalate expenses in their
analysis, which is contrary to the standard inflation adjusted average prescribed in the rate case
plan, and we excluded escalation as well in our correction of their recommendation. With this
assumption, Cal Advocates’ actual transportation expense recommendation including A&G

transportation expense, should have been $8,895,660, which is slightly higher than Cal Water’s

218 Ronco Testimony p. 2-4.

213 CWS Rebuttal Book #1, Attachment 6-9.

220 C3l Advocates Response to Cal Water DR CWS-007.

221 This expense can be found in the Results of Operations model by Summary of Earnings (SOE) key 03-03.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
original request.??? Had Cal Advocates properly used the inflation adjusted expenses for 2019-
2023, their recommendation would have been $10,034,188.2%3
The Commission should approve Cal Water’s request which uses a five-year inflation
adjusted average and incremental expenses associated with vehicles for proposed

complements and projects, which results in a Test Year expense of $7,797,034.

|4. Vehicle Expenses Allocated as Operations, Maintenance and
Administrative Expenses

As discussed in Testimony Book #1, Cal Water uses the 2023 recorded expense
distribution ratio to allocation the Test Year expense between the operation, maintenance, and
A&G categories.??* Cal Advocates states that “Cal Water does not provide a compelling reason
to separate its transportation forecast into operations, maintenance, and A&G.”??°> As described
in the Commission’s Uniform System of Accounts (“UsoA”) for Class A Water Utilities, Standard
Practice U-38-W, all transportation expenses are charged to clearing account 903 and then
allocated to the various expense accounts.??® The Commission should disregard Cal Advocates’

neglect of the USoA for Class A Water Utilities.

H. POSTAGE

Cal Water estimates postage expense by calculating postage cost per service. The cost
per service is calculated by taking the last recorded (2023) postage expense divided by the
number of services in the last recorded year (2023), which is increased by the percent increase
of the postage rate. Cal Water used 5.43% as the percent increase for its July 2024 Application.
The postage rates were $0.63 January 2023, $0.66 July 2023, and $0.68 January 2024. Cal
Water uses the January 2024 and average 2023 rate to calculate the percent increase.??” Cal

Advocates does not contest Cal Water’s methodology, however, they recommend a percent

222C\WS Testimony Book #1, p. 62 (Cal Water requests $8,755,620).

223 CWS Rebuttal Book #1, Attachment 6-10.

224 CWS Testimony Book #1, p. 62.

225 Ronco Testimony, p. 2-6.

226 Commission’s Uniform System of Accounts for Class A Water Utilities, Standard Practice U-38-W, pp. A101,
A107 and A132-A133. These pages reference the first occurrence of transportation expenses as part of operations,
however in various expense accounts throughout the document.

227 Ronco Testimony, Attachment 2-3.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
increase of 3.0303%, which is the postage rate increase between July 2023 and January 2024.
Cal Advocates claims that “Cal Water’s postal rate increase is not in line with the trend of
historical data” and indicates that the increase is an outlier.??® However, the postage rate has
consistently increased in the last five years, with the latest increase of 7.35% from January 2024
to July 2024.%2° Cal Water’s projection is reasonable given the latest increase. The Commission

should adopt a postage rate increase of 5.43%.

l. A&G NON-SPECIFICS

Cal Advocates recommended two adjustments that affect the A&G non-specific expense
line. The first adjustment was made in Nguyen’s capital testimony to remove certain land assets
from ratebase, along with an estimated amount to reduce operating expenses by $339,549.230
Cal Water does not agree with this recommendation and discusses its position in Chapter 7 of
this book where removal of land from rate base is discussed.

The second adjustment Cal Advocates made to A&G non-specifics is for the removal of
LTI, which is addressed in Chapter 5.

The Commission should approve Cal Water’s forecast of $44,439,975 for A&G non-

specifics based on the merits discussed in the referenced sections above.?3!

J. APPRENTICE PROGRAM

SPONSORED BY DARIN DUNCAN
Cal Water has proposed an apprenticeship program to benefit the customer by
formalizing and enhancing the current employee training to quickly transition less-experienced,
potential employees into effective resources. These trained apprentices will be capable of
servicing all customer needs and will fill a critical need. This is especially true in areas where Cal

Water has experienced challenges hiring skilled employees. An apprenticeship program is a

228 Ronco Testimony p. 2-6.

229 USPS Postal History (2025 February). Rates for Domestic Letters Since 1863. United States Postal Service.
https://about.usps.com/who/profile/history/domestic-letter-rates-since-1863.htm.

230 Do Testimony, p. 12-1.

21 This expense is subject to change based on the outcome of Special Request #6 which requests updating the
escalation factors in the final decision of this proceeding.
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cost-effective way to provide service and invest in the local community by providing accessible
vocational long-term career paths, consistent with the State of California’s stated priority of
workforce development. In fact, The State of California’s Workforce Development Board lists,
“fostering demand-driven skills attainment,” as one of its three primary objectives.?3?

Cal Advocates states, “Ratepayers should not pay for this additional expense without
receiving a corresponding additional tangible benefit.”?33 Cal Water contends that this
extensive and broad-based training program at the start of a new employee’s career will create
employees with wide ranging fundamentals, who will be better prepared to handle a large
variety of emergencies and potential disasters. Additionally, having more highly trained
employees can lead to more availability of employees to meet customer demands and resolve
issues faster, benefiting customers.

Cal Advocates is trying to use customer growth as a proxy for employee needs. Cal
Water contends that customer growth is not always a good proxy for employee needs.
Employees are needed to run ever more complicated operations. There can be many cases
where customer growth alone is not sophisticated enough to account for new State and Federal
water quality requirements. From increased monitoring requirements for Chromium VI
wellhead treatment plants, to TCP granular activated carbon treatment, Cal Water’s workload
to meet water quality requirements has been increasing and is independent of service growth.
Likewise, there are increased demands on employees for enhanced safety, more restrictive
environmental compliance, additional required training, mobile workforce work order tracking,
wildfire risk, and increased complexity of water systems. Additionally, customer growth alone
can be distorted by redevelopment of high density, multi-family units, when customer
population grows, but service count remains fixed.

Cal Advocates states, “If employee growth is tied to customer growth, as suggested by
the Commission’s Rate Case Plan (“RCP”), then there is little need for an apprenticeship

program... A new apprenticeship program is not necessary if new employees are not needed.

232 California Workforce Development Board. (2025). About Us. Official Website of the State of California.
https://cwdb.ca.gov/about_us/.
23 Keowen Testimony, p. 1-2.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)
Cal Advocates misunderstands the RCP decision.?** The RCP does not mandate that employee
growth must be tied to customer growth. Rather, the only reference to customer growth
provided in the RCP is regarding escalation year increase instructions where labor inflation
factors are referenced for escalation increases. In bullet 7, reference is made to “Escalation
year expenses may also be increased by the most recent five-year average customer growth or
other growth adopted by the Commission.” The RCP does not restrict or disallow increases in
employees based on customer growth.

Cal Advocates is opposed to this program in part, because they claim, the apprentice
program will not reduce attrition. Cal Advocates offers no support for this argument and they
do not appear to understand the idea of an employee life cycle. They are correct in saying that
for the most part, longer service employees who retire won’t be directly replaced by an
apprentice. What they fail to understand is that the most senior/experienced employees who
retire are replaced, with slightly less senior/experienced employees, who then are replaced by
slightly less senior/experienced employees, etc. that eventually creates an opening for entry
level positions. Having an individual who has completed the Cal Water apprenticeship program
will provide individuals who have been trained in the proper and efficient way of doing things,
who will have a much shortened learning curve than someone hired off of the street.

Cal Water also contends that apprentice employees hired from the local community and
provided skills-based training may be more willing to stay in the area with family and not leave.
Many of the current employees that ultimately seek transfers to lower cost areas are already
living in those remote communities. Relying on more local workforce makes sense and can
solve problems.

Cal Advocates claims this is not a replacement for experienced employees. Cal Water
agrees with this, but also points out that with such large numbers of employees approaching
retirement, Cal Water needs to improve the pipeline of people ready to move into higher
responsibility positions. Without a training program, this anticipated large employee turnover
can cause higher level foremen positions to be filled by less qualified replacements, leading to

increased risk of problems not being solved or prevented.

234 D.07-05-062, p. A-20.
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CHAPTER 6. OTHER EXPENSES (O&M, A&G)

Cal Advocates indicated that this will not address the turnover problem, with Cal Water
facing the same problems with employees moving to lower cost areas. This is not necessarily
true, as the utility industry is often characterized by employees with long tenures and long on-
the job-training paths. With different dynamics impacting the utility workforce, today’s utilities
must plan to utilize employees for shorter careers, but need to expect to have them more
highly trained at the start of their career, so that they are optimized to operate and maintain
our water systems. An apprentice program will help with this change in dynamics.

Cal Advocates questions Cal Water’s statement about 35% of the workforce will be
eligible to retire within 5 years. They raise the point of, “being eligible” for retirement is not the
same as “retiring.” The following chart shows the current distribution of employee age. It also
shows the number and age of employees at retirement over the last 5 years. The actual average
retirement age has been 62.8 years over the last 5 years. Using age 62.8 as the likely retirement
age, approximately 15% of the company employees will likely retire in the next 5 years. With
approximately 600 field positions in the Utility Workers Union of America (“Union”), 15% of this
number is 90. Cal Water requested authorization for only 10 apprentice positions as part of this
program. Using the eligible age of 55, 35% are still eligible to retire. While Cal Advocates is
correct in that eligible is not the same as actually retiring, the point here is that at an average
employee age of 44.5, the workforce is aging and the company needs to continue to look
toward innovative solutions and implement cost effective programs to be sure to continuously

supply a dependable supply of safe drinking water to our customers.
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Figure 6-2
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This program is efficient, and the training curriculum has been built using very cost-
effective solutions. It is one more way to innovatively serve our customers. The Commission
should approve the Cal Water apprenticeship program as proposed. This program is a joint
labor/management developed and administered program. On March 20, 2025, the Company
and Union fully executed a Letter of Understanding (“LOU”) regarding the curriculum for the
program and agreed to a piloting of this program in the Bay Area with three positions. The
curriculum can also be used across the company to ensure consistency and tracking of training

and competencies. The LOU is attached as Attachment 6-11.

K. CONSERVATION

SPONSORED BY KEN JENKINS

The conservation expenses are addressed in Appendix C. Cal Water recommends that
the Commission approve $16,715,695 in annual conservation expense for each of the three

years in this GRC cycle.
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L. RENT, ADMINISTRATIVE CHARGES TRANSFERRED, WORKERS
COMPENSATION AND DUES & DONATIONS

Cal Advocates’ testimony did not address Cal Water’s expense requests for rent,
administrative charges transferred, workers compensation and dues and donations for this
proceeding. Details about Cal Water’s methodology to forecast these expenses can be found in
Testimony Book #1 in the chapters on expenses. Additionally, the methodology to calculate
these expenses is also discussed and not disputed. Cal Water recommends that the
Commission approve Cal Water’s request for these expenses as listed below or adjusted using

Cal Water’s methodology as appropriate.?3>

Test Year
Rent $1,702,822
Admin Charges Transfers $(3,605,775)
Workers Comp $1,359,947
Dues & Donations $(440,949)

235 These expenses are subject to change based on the outcome of Special Request #6 which requests updating the
escalation factors in the final decision of this proceeding.
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)

SPONSORED BY PATRICK ALEXANDER (EXCEPT AFUDC AND TAXES)

A. INTRODUCTION

Rate base is the company’s net investment in facilities, equipment, and other property
to provide utility service to customers. The utility earns a rate of return on its rate base. Rate
base is multiplied by the adopted rate of return to determine allowable earnings recovered in
the utility’s overall revenue requirement.

Rate base components are utility plant in service, less accumulated depreciation reserve
and reserve for amortization of limited term investment, working capital, net contributions in
aid of construction, advances in aid of construction, deferred income taxes, unamortized
investment tax credit (“ITC”), and impact of taxing contributions and advances. Below is a
detailed discussion of each component. ROM Tables of each component are included in

Attachment 7-1..

B. UTILITY PLANT IN SERVICE (“UPI1S”)236

This account includes the cost of utility plant owned and used by the utility in its utility
operations. The major difference between Cal Water’s and Cal Advocates’ estimates is due to
the respective parties’ positions on recommended plant additions. Rebuttal testimony for
proposed district and CSS capital projects are in the Rebuttal Books #2 through #4. This

rebuttal on UPIS addresses only capital additions in beginning plant balance.

1. Adjustment to Recorded plant Balances

In its testimony, Cal Advocates proposed recorded plant adjustments in various districts.

Cal Water disagrees with Cal Advocates’ recommendations for the following reasons:

236 CWS Testimony Book # 1, pp. 115-122.
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%a) Removal of land from rate base

Cal Advocates Eecommends removal of $1,021,385 from the beginning plant balances
for Land currently not in use or useful but held for future use.?3” Cal Advocates supports their
argument with an unfounded claim that Cal Water’s customers have paid multiple millions of
dollars in rates for this land and have not benefitted from it. Cal Advocates does not provide
any support for the calculation and therefore their calculation should be disregarded. However,
given the dollar amounts of the parcels of land it is probable that any calculation that Cal
Advocates assumed that all parcels of land were owned by Cal Water since the time that they
were purchased?®® and Cal Advocates also assumed that the land was never in use. These
assumptions result in a highly dubious calculation. Cal Advocates bases their recommendation
on our response to their data request KN3-008 where we requested to provide a list of all land
properties currently not in use or held for future use. The information to respond to the data
request was not readily available, but Cal Water collected this information to the best of its
ability and provide a timely response during discovery.?*® Therefore, Cal Water concedes that
for this GRC cycle an adjustment should be made in this proceeding to remove the land
identified in KN3-008 from rate base. However, this should only be a temporary adjustment
until the Company is able to validate that these properties are in fact not used and useful. Once
Cal Water is able to verify this information, it will take the appropriate steps to transfer the
properties into non-operating land or land held for future use.

Furthermore, Cal Advocates recommends to reduce operating expenses by $339,549 for
corresponding maintenance expenses for the land at issue. Cal Advocates calculates this
amount by prorating the Cal Water’s 2023 recorded Operations Expenses based on the value of

the land in question to the total value of Cal Water’s recorded rate base in 2023.24° This

237 Do Testimony, p. 12-1 to 12-4.

238 |t is possible that some of these parcels were included in an acquisition and therefore was not owned by Cal
Water since it was purchased by the former owner.

239 Cal Water still needs to perform a due diligence effort on each of the 214 parcels of land to confirm whether
they in fact are not housing assets that are used and useful and that there are no plans in the immediate future to
place them in the appropriate account (Land Held for Future Use or Non-Operating). Due diligence will include field
checking each property to make sure there are no unmapped existing underground facilities, clearing the
properties of easements, and verifying they are not needed for access requirements to neighboring water
production facilities.

240 Do Testimony, p. 12-3.
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calculation is unreasonable, as landscaping and security monitoring are a small percentage of
Cal Water’s operating costs. As Cal Water explained to Cal Advocates in response to KN3-008,
vegetation management (for wildfire prevention) and security are minor portion of operations
expense charged to many different expense accounts.?*! Should the Commission choose to
make an adjustment to Cal Water’s expenses, a more appropriate calculation would be to apply
the same percentage calculated by Cal Advocates to the recorded expenses for only these
accounts for the districts in which the land in question resides. This results in an annual

adjustment to operating expenses of $3,652.242

b) Removal Of Other Assets From Rate Base

Two of Cal Advocates plant witnesses recommend removal of certain assets from Cal

243 and in many other areas, Cal Advocates refers to removing

Water’s recorded plant balances
forecasted plant additions “from rate base.” With regards to the latter recommendations, Cal
Water believes Cal Advocates to mean that they recommend the Commission defer these
projects out of the current proceeding, as opposed to making some sort of removal from
recorded rate base.?** Cal Water does not agree with Cal Advocates’ recommendations by the
two plant witnesses to remove recorded rate base for the reasons discussed below. In Cal
Advocates testimony, Ms. Sharma recommends a removal of a list of assets from rate base that
Cal Water indicated would be out of service during the rate years for this proceeding (2026-
2028).2%° These assets are grouped into three buckets: A) not to be returned to service, B) to be
returned to service, and C) to be determined. Ms. Sharma calculates the total rate base
reduction from removing the assets to be $2,599,213.2%¢ Cal Advocates’ rudimentary
calculations are grossly inaccurate, did not take into account cost of removal and are not
consistent with group accounting standards including the Commission’s own Standard Practice

U-4-W. Like the issue pertaining to land in the previous section, Cal Water collected this

information to the best of its ability to provide a timely response during discovery. In compiling

241 Do Testimony, Attachment 12-1 (Cal Water Response to Cal Advocates DR KN3-008)).
242 See CWS Rebuttal Book #1, Attachment 7-2 for the calculations for this adjustment.

243 Sharma Testimony, pp. 7-5 to 7-7 and Sorenson Testimony pp. 3-12 to 3-14.

244 Removal of the proposed projects are addressed in CWS Rebuttal Books #2, 3 and 4.

245 Sharma Testimony, Attachment 7-8 (Cal Water Response to Cal Advocates DR CHA-011).
246 Sharma Testimony, Table 7-4, p. 7-6.
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the response provided to Cal Advocates for Data Request CHA-011, Cal Water realized that
most of these capital assets have a useful life of several decades and that the future cost of
removal was almost two times the capitalized cost of the asset. Further, these older assets still
need to be taken offline from time to time for a variety of reasons. As it turns out, removal of
these capital assets from rate base in a manner prescribed by Cal Advocates, but properly
including cost of removal, would result in a net increase in rate base of $339,328. Please refer
to the testimony of Dane Watson included as Appendix D of this book, Cal Water’s expert
witness on depreciation, for a detailed explanation on plant retirements, the appropriate
calculations for the removal of the assets and how properly including cost of removal would
result in a rate base increase if these capital assets removed from rate base.

Given the rate impacts described above and the need to investigate the assets further,
the Commission should not remove these capital assets out of rate base. Cal Water proposes to
take a further review of these assets outside of this GRC proceeding and properly retire the
applicable assets that will not be returned to service in accordance with Commission retirement
policy for group depreciation. Once Cal Water has completed its review of these assets, the
Company intends to present additional information regarding the assets and the appropriate
ratemaking treatment for each asset in its next GRC. However, should the Commission
nonetheless agree with Cal Advocates’ proposal regarding these assets, then it must apply all of
the necessary ratemaking adjustments described in Mr. Watson’s rebuttal testimony for
purposes of the result of the RO operations mModel for this GRC. Cal Advocates’ proposed
ratemaking adjustment is erroneous because it is incomplete, focusing in that it focuses on
only on a single aspect of those assets without properly accounting for other ratemaking
impacts, such as those associated with accumulated depreciation relating to the cost of
removal of these assets..

Cal Advocates witness Mr. Sorensen recommends removal of $4,793,000 associated
with a well and treatment system at Station 275 and $1,277,819 associated with a UV
treatment system at Station 294 in Cal Water’s Dominguez District from Cal Water’s utility plant

in service.?*’ Cal Water disagrees with Cal Advocates’ recommendations as these assets were

247 Cal Water assumes that Cal Advocates witness Mr. Sorensen meant to recommend removal of $1,894,951
associated with the UV system at Station 294 as this is the adjustment that was made in their model.
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approved in a prior GRC,%*® Cal Water proceeded in good faith to construct these capital assets,
these capital assets are in service and waiting on approval to operate from DDW that will easily
be received prior to 2026 (first year of new rates) and it is inappropriate for Cal Advocates to
now take a position contrary to the regulatory compact to disallow these capital projects.?*°

Please see The Dominguez District Chapter in Rebuttal Book #3 for a full explanation as to why

the Commission should dismiss Cal Advocates’ recommendation.

c) Erroneous recommendation for removal of a project in
‘ progress (not closed to plant) cost from recorded plant
balances

Cal Advocates i:nadvertently removed $88,342 from recorded plant balances for a
project in progress that was not included in the company’s beginning plant balance for this
proceeding.?>° Cal Advocates also removed this project from Cal Water’s forecasted capital
budget, essentially double counting their adjustment. Cal Water addresses removal of this
project in Rebuttal testimony.?>! Regardless of the Commission’s final position on this project,
the redundant adjustment to Cal Water’s recorded plant balance for this is inappropriate and

should therefore be disregarded.

2. Allowance for Funds Used During Construction (“AFUDC”)

Cal Water utilizes AFUDC instead of Construction Work In Progress (“CWIP”) in order to
finance the cost of projects while they are under construction. Cal Advocates recommends to
include an interest rate equal to Cal Water’s short term debt rate, instead of Cal Water’s
proposed AFUDC rate or CWIP, the latter of which wasn’t even discussed by Cal Water in this

GRC. Cal Advocates has challenged the use of AFUDC in Cal Water’s last few GRC’s citing many

248 |n fact, the asset at Station 275 closed for $6,757,769 in 2014. As noted in Chapter 12 of the RO Book for South
Bay Region, the asset at Station 294 closed for $3,786,959 in 2023. The justification for the cost overage for this
asset was provided in Ch 13 of the same book.

249 The “regulatory compact” is summarized as utilities receiving an exclusive franchise over a specific area,
agreeing to provide service to that area and accepting regulatory oversight by the Commission on rates and
standards of service. In exchange, the Commission is required to set rates that allow the utility a reasonable
opportunity to recover its costs of service, including a fair return on investment. Additional discussion on the role
of regulation is provided in Chapter 1.

250 Sorenson Testimony, p. 3-12.

251 Dominguez District Chapter in Rebuttal Book #3.
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of the same arguments that Cal Advocates presents in the 2024 GRC. This issue was litigated in
the past and each time the Commission dismissed Cal Advocates arguments and approved Cal
Water’s use of AFUDC. There is nothing new here, just recycling old arguments and trying
again. The Commission should dismiss this repetitive request on its face as an issue already
decided.

Regarding the appropriate interest rate, Cal Water disagrees with Cal Advocates’
recommendation to set the interest rate at the short-term interest rate. For complete rebuttal
of this issue, please see Stan Ferraro’s Rebuttal Testimony in Section O this chapter. Additional
support for AFUDC as an appropriate vehicle to finance construction is presented in the direct
testimonies of the David Stephenson (on behalf of California Water Association)?>? and
Normand Kennard (on behalf of the National Association of Water Companies).?>3

A comparison of Cal Water’s and Cal Advocates’ UPIS estimates is provided in

Attachment 7-1, Table 1.

C. ACCUMULATED DEPRECIATION RESERVE?*

Cal Water uses an outside consultant to perform a detailed depreciation study for the
GRC. As part of the filing, Cal Water provided two depreciation studies representing the two
geographic area groups, namely:

e Metro, which includes Bay Area Region, Bear Gulch, East Los Angeles, Livermore,
Los Altos, Los Angeles County Region, Rancho Dominguez, South Bay Region,
Westlake rate making areas and Customer Support Services (GO).

¢ Valley, which includes Bakersfield, Dixon, Kern River Valley, Marysville, North
Valley Region, Selma, Stockton, Salinas Valley Region, Visalia, and Willows rate
making areas.

Cal Advocates does not express an opinion on Cal Water’s methodology of calculating
depreciation accruals using depreciation rates from the studies?>>. The major difference

between Cal Water’s and Cal Advocates’ depreciation reserve estimates is due to the respective

252 CWA Opening Testimony, p. 24.

253 NAWC Opening Testimony, pp. 24-27.

254 CWS Testimony Book # 1, p. 122.

255 The depreciation rates not challenged by Cal Advocates are a composite depreciation rate = depreciation
expense + cost of removal - salvage. The components of the composite depreciation rate are relevant to the
rebuttal of the Sharma Testimony in Section 1.b. above.
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parties’ positions on recommended plant additions. Therefore, the Commission should adopt
Cal Water’s proposed depreciation rates for this proceeding.
A comparison of Cal Water’s and Cal Advocates’ accumulated depreciation reserve

estimates is provided in Attachment 7-1, Table 2.

D. RESERVE FOR AMORTIZATION OF INTANGIBLES?%®

Reserve for amortization of intangibles includes any amounts accumulated for the
purpose of amortizing the cost of franchises and other intangible plants over their estimated
life. Cal Advocates does not express any opinion on Cal Water’s methodology in estimating
reserve for amortization of intangibles. Therefore, the Commission should adopt Cal Water’s
unopposed methodology for this proceeding.

A comparison of Cal Water’s and Cal Advocates’ estimates for depreciation reserve for

amortization of intangibles is provided in Attachment 7-1, Table 3.

E. CONTRIBUTIONS IN AID OF CONSTRUCTION (“CIAC”)?%®

This account includes contributions in cash, services or property, including donations
and grants from developers, individuals, states, municipalities or other governmental agencies,
and others for construction purposes.

There are no methodological differences between Cal Water and Cal Advocates in
estimating CIAC. The difference between Cal Water’s and Cal Advocates’ estimates is discussed
below:

CIAC — Coast Springs Grants for PALL Unit Extension (PID#124862)

In its 2024 GRC Application, Cal Water adjusted its Coast Springs district (Bay Area
Region RMA) CIAC balances to include an estimated $19,500 in grants to be received for the
Coast Spring — PALL Unit Extension project from the Department of Water Resources under the
“Small Community Drought Relief Grant.?>”” Cal Advocates recommends to should adjust Coast
Springs CIAC balances to reflect the actual project cost of $12,347 as reimbursement of grant

funds instead of estimated amount of $19,500%°7 Cal Water agrees with Cal Advocates’

256 CWS Testimony Book # 1, p. 125.
257 Sharma Testimony, p. 7-4.
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recommendation to adjust its CIAC to reflect the final project cost $12,347 in grants authorized
and receivable from the Department of Water Resources.

A comparison of Cal Water’s and Cal Advocates’ net CIAC estimates is provided in

Attachment 7-1, Table 4.

F. ADVANCES IN AID OF CONSTRUCTIONZ®

Advances in aid of construction represent the net deposits made by developers,
individuals or others in accordance with Cal Water’s extension rules as prescribed by the
Commission and are subject to refund. One component of extension deposits, special facilities
fees, does not add directly to plant. Water supply special facilities fees, which are collected on a
per-lot basis, are used to offset other Company-funded water supply plant but do not have
specific plant additions associated with them.

There are no methodological differences between Cal Water and Cal Advocates in
estimating advances in aid of construction.

A comparison of Cal Water’s and Cal Advocates’ advances in aid of construction

estimates is provided in Attachment 7-1, Table 5.

G. DEFERRED INCOME TAXES??®

SPONSORED BY GREG MILLEMAN

Cal Advocates did not express any opinion on Cal Water’s methodology in estimating
deferred tax, including accelerated depreciation and the repairs deduction?®®. The difference
between Cal Water’s and Cal Advocates’ estimates is due to differences in recommended plant
additions for capital projects.

Repairs deduction impact to revenue requirement

Cal Advocates has taken a position to reduce the amount of Cal Water’s Main
Replacement Program (“MRP”). In doing so, the current year revenue requirement will actually

increase when tax consequences are accounted for, which is not intuitive. Reducing capital

258 CWS Testimony Book # 1, p. 127.
259 CWS Testimony Book # 1, p. 129.
260 CWS Testimony Book # 1, p. 112-114, and p. 129..
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additions will generally reduce the revenue requirement, but not when reducing MRP related
capital additions that are treated as a repairs deduction for ratemaking income tax purposes.
Cal Water considers 80% of its MRP will qualify for the repairs deduction and has included the
benefits from the repairs deduction in its revenue requirement calculation?6,

It does this for federal income tax purposes by creating a deferred tax liability (DTL) that
reduces rate base.?®? It also does this for state income tax purposed by reducing taxable
income and state income tax expense. The federal benefit is passed to customers as reduced
rates over the life of the capital addition resulting in a minor benefit over a long period. The
entire state benefit is passed to customers in the year the asset is placed in service resulting in
a large benefit over a short one-year period. The current year state income tax benefit from
the repair deduction has a bigger reduction in the current year revenue requirement than the
increase to the revenue requirement from the current year MRP capital additions! The net
result is a first-year revenue reduction from the repairs deduction and MRP capital additions.

As stated, Cal Water reflected the benefits of the repairs deduction in the revenue
requirement filed in its 2021 GRC application for the years 2025 to 2027. So if that is reversed,
as Cal Advocates proposed with reductions to Cal Water’s MRP, then current year revenues will
do just the opposite and increase. The primary driver will be a lower amount of repairs
deduction to reduce state taxable income. If state taxable income is higher, than state income
rate expense will be higher which will increase the revenue requirement.

A comparison of Cal Water’s and Cal Advocates’ accumulated deferred income taxes

estimates is provided in Attachment 7-1, Table 6.

261 CWS Testimony Book # 1, p. 114.
262 CWS Testimony Book # 1, p. 129.
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H. INVESTMENT TAX CREDIT263

SPONSORED BY GREG MILLEMAN
The ITC was passed by Congress in 1962 as an incentive for utilities to improve
infrastructure, but was repealed by the Tax Reform Act of 1986. ITC that was already claimed in

tax returns is still being amortized for ratemaking as a deduction from rate base.

1. ITC adjustment for the Bakersfield Onsite Solar Project
(PID#133577)

In our application, Cal Water included an ITC adjustment of $3,665,757 for solar tax
credit receivable for the Bakersfield Onsite Solar Project based on the preliminary data
available at the time of filing the 2024 GRC. However, after filing the application, Cal Water
completed its assessment of the various options to install solar at the Bakersfield facility. Based
on the assessment, Cal Water decided to pursue a Purchase Power Agreement (PPA) for solar in
Bakersfield in lieu of constructing the solar project because the PPA is a more cost-effective,
long-term alternative for its customers. As a result, Cal Advocates recommends to remove this
ITC adjustment.?%4 Cal Water agrees with Cal Advocates’ recommendation to remove this ITC
adjustment for Bakersfield.26°

In our 2024 GRC Application, Cal Water also proposed a project to construct Solar at its
corporate office in San Jose.?%¢ As part of this proposal, Cal Water included an ITC adjustment
for Solar tax credits of $1,661,539 as a rate base reduction. However, the project was not
finalized at the time of filing the 2024 GRC. Since then it has been finalized and downsized. The
ITC has been recalculated to be $353,660. Therefore, the $1,661,539 ITC needs to be reduced
by $1,307,879to $5353,660. This is fully discussed under CSS capital in Rebuttal Book # 2.

Cal Advocates did not express any opinion on Cal Water’s methodology in estimating

ITC. Therefore, if the Commission does not approve Cal Water’s proposed solar project in San

263 CWS Testimony Book # 1, p.130.

264 Sharma Testimony, p. 7-5.

265 Cal Water also removed the Solar project from Capital additions in the Bakersfield District Chapter of CWS
Rebuttal Book #3.

266 CWS Testimony Book # 1, p.131.
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Jose, the Commission should also remove Cal Water’s proposed ITC adjustment for the San Jose
solar project.
A comparison of Cal Water’s and Cal Advocates’ ITC estimates is provided in Attachment

7-1, Table 7.

[ WORKING CAPITAL26®

The Commission has established a policy of providing utilities an allowance for working
capital in the determination of rate base. Working capital is comprised of three main items:
materials and supplies, an allowance for working cash, and the unamortized portion of tank
painting expenses for the recorded and previously authorized tank painting projects in progress

from the 2021 GRC.

1. Materials

Materials and supplies reflects only the inventory items stored in the district necessary
for utility’s ongoing operations. Cal Water estimates Materials and Supplies based on a five-
year historical average. Cal Advocates does not offer an opinion on Cal Water’s methodology
and estimates. Therefore, the Commission should adopt Cal Water’s unopposed methodology
for this proceeding.

A comparison of Cal Water’s and Cal Advocates’ Materials estimates is provided in

Attachment 7-1, Table 8.

2. Working Cash Allowance Based on Lead-Lag Study

Working cash allowance is developed from the Commissions’ Standard Practice U-16-W
lead/lag method. Cal Water submitted a 2022 lead-lag study to estimate working cash
allowance in this GRC.

Cal Advocates did not express any opinion on Cal Water’s methodology in estimating
working cash allowances or lead-lag days. The difference between Cal Water’s and Cal
Advocates’ estimates is due to differences in recommended plant additions and expenses and

revenues adjustments.

CWS Rebuttal Book #1 General Rebuttal 141



O 00 N O U b

10
11
12
13
14
15

16

17
18
19
20
21
22

CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
A comparison of Cal Water’s and Cal Advocates’ working cash allowance estimates is

provided in Attachment 7-1, Table 9.

3. Tank Coating

Cal Water and Cal Advocates agreed in a prior GRC to treat tank coating costs as prepaid
expenses to be amortized over ten years with the unamortized portion to be included in
working cash.?®’ In this GRC, Cal Water proposed to treat any newly proposed tank coatings in a
more traditional manner as capital®®®. There is no methodological difference in calculating the
unamortized portion of tank-coating expenses for tank projects treated as prepaid expense in
the Working Capital calculations. Cal Advocates did not challenge this methodology in their
testimony. Therefore, the Commission should approve Cal Water’s unamortized coating
balances in working cash as proposed.

Attachment 7-1, Table 10 shows a comparison of Cal Water’s and Cal Advocates’
working capital estimates. The differences in the numbers are due to varying estimates
between Cal Water and Cal Advocates for revenue and expenses, which is discussed in the

immediately preceding Section I.

J. EFFECT OF TAXES ON CONTRIBUTIONS AND ADVANCES?26°

The Tax Reform Act of 1986 (“TRA 86”) requires advances for construction and
contributions in aid of construction to be treated as taxable income for federal income tax
purposes. In 1.86-11-019, the Commission adopted a procedure in D.87-09-02627° that allows
utilities to include in rate base the difference between the additional taxes it pays and the
additional amounts it collects from the applicants for service. Over the years since the 1987

decision, there have been several changes to federal and state tax laws regarding the taxability,

267.D,14-08-011, Exhibit A (Settlement Agreement), p. 107.

268 CWS Testimony Book #1, p. 134, Common Plant Justification Book, p. 244.

269 CWS Testimony Book # 1, p.135.

270 There are other Commission decisions on this matter, each providing additional guidance (D.87-12-028 and
D.88-01-061).
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or non-taxability of advances and contributions, and how Cal Water reflects these changes in
rate base, that is more fully discussed in Chapter 7 of Testimony Book #1.27!
Cal Advocates did not express opposition to Cal Water’s methodology in calculating the
estimates for taxes on advances and contributions.
A comparison of Cal Water’s and Cal Advocates’ estimates on the effect of taxes on

contributions and advances is provided in Attachment 7-1, Table 11.

K. SPECIAL REQUEST #14%72 — CONSISTENCY NORMALIZATION?73
(SR# 14) (SCOPING ISSUE #24)

SPONSORED BY GREG MILLEMAN

Cal Water proposed Special Request #14 to deviate from the Commission’s Rate Case
Plan (“RCP”) to calculate certain rate base items for the attrition year (3 year of the GRC) to
avoid a normalization violation per IRS Private Letter Ruling (“PLR” - 202417002).274 As this PLR
ruled on April 26, 2024, Cal Water requested to change the necessary rate making formulas for
adhering to IRS - PLR guidelines in its rebuttal Results of Operations Model (“ROM”). Cal Water
presents that it has made updates to its rebuttal ROM?”> for the calculation of the rate base
items of depreciation reserve and deferred income taxes for the attrition year (3™ year) of the
GRC cycle. Cal Advocates did not address this special request in their testimony. This new
method should be incorporated into the ROM used to generate the final decision to avoid a

normalization violation.

271 CWS Testimony Book #1, pp. 135-136.

272 CWS Testimony Book # 1, p. 136-142.

273 Commission approved similar request in Golden State Water Company 2023 GRC D.25-01-036, Attachment A —
Settlement, p.148-150.

274 CWS Testimony Book # 1, pp. 140-146.

275 Specifically, Cal Water updated the worksheets in its CH_07RO_RB_Book Depr and CH_07_RO_RB_Tax Depr
files to include a field for 2028 so that the tax depreciation and tax repair deductions are based on including 2028
capital additions as opposed to the methodology prescribed in the RCP for the attrition year, in this case, 2028
ratebase = [(2027ratebase — 2026 ratebase) + 2027 ratebase].
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L. SPECIAL REQUEST #15276 — INCOME TAXES — PRORATION
NORMALIZATION (SR #15) (SCOPING ISSUE #25)

SPONSORED BY GREG MILLEMAN

In this GRC, Cal Water also requested to change its current methodology to prorate
deferred tax liabilities for current GRC capital additions as that was not complying with
prescribed IRS normalization rule. Cal Advocates did not address or express any concerns in
their testimony regarding this Cal Water special request (Special Request #15). Cal Water
presents that it updated the calculation methodology of prorating deferred tax liabilities in its
rebuttal RO model to modify its tax schedules to avoid an IRS normalization rule violation.?’’
This new method should be incorporated into the ROM used to generate the final decision to
avoid a normalization violation.

In total, the changes from Special Requests 14 and 15 result in a three-year rate base

decrease of 0.04%.

M. INCOME TAXES

SPONSORED BY GREG MILLEMAN

Cal Water includes total income tax expense, which is the sum of federal and state
income taxes, as a single line item in its summary of earnings. Although federal income taxes
(FIT) and California corporation franchise taxes (CCFT, or state taxes) are paid on a corporate
basis, these taxes are estimated based on district taxable earnings for ratemaking purposes.
The computation also includes prorated expenses and allowances from general operations.

There are no methodological differences between Cal Advocates and Cal Water in
calculating estimates for regulated income tax expense. The difference is due to only variance

in calculated revenue requirement between Cal Water and Cal Advocates.

276 CWS Testimony Book # 1, pp. 142-147.

277 Cal Water added a worksheet to the CH_07_RO_RB_Tax Depr (Gross Adds Qtrly WS-4.1) to calculate the
proration factors based on gross addition close and to CHO7_RO_RB_Deferred Tax (IN_Gross Adds Qtrly) to bring
the calculated factors and additions into the file to prorate monthly the deferred tax liability associated with
current year capital additions based on the month of close for all capital except MRP and UNSCH. The MRP and
UNSCH are distributed evenly over the 12 months as these programs are broken into smaller projects that that are
projected to close in the current year but the specific close date for each of the smaller projects is unknown.
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
A comparison of Cal Water’s and Cal Advocates’ estimated total income tax expense for

the test year is provided in Attachment 7-1, Table 12.

N. TOTAL TAXES OTHER THAN INCOME (“TOTI”)

SPONSORED BY GREG MILLEMAN

Total taxes other than income taxes includes ad-valorem taxes, local franchise fees,
business license fees, and property taxes.?’® There are no methodological differences between
Cal Advocates and Cal Water in computing income taxes or taxes other than income taxes. The
difference in the tax amounts are due to the differences in revenue, plant, and other rate base
estimates due to differences in related inputs. Therefore, the TOTI and federal and state
income taxes will need to be recalculated following the agreed-upon methodology in the final

Commission decision.

1. Ad-Valorem Taxes

Cal Water applied the County Assessor’s methodology to estimate ad valorem taxes. In
general, the amount of tax is based on a calculated effective rate applied to net company-
funded plant investments. Cal Advocates agrees with Cal Water’s methodology of applying the
calculated effective tax rate to forecasted net plant investment. Cal Advocates also
recommends ad valorem taxes should be based on Plant balances adopted in this GRC.2”° Cal
Water agrees with Cal Advocates that the ad valorum taxes should be based on the Plant
approved in the final Commission decision. Presently, the differences in ad valorem tax
estimates are solely due to the differences in net plant estimates.

A comparison of Cal Water’s and Cal Advocates’ effective tax rates for ad valorem taxes

is provided in Attachment 7-1, Table 22.

278 Collectively known as taxes other than income taxes, or TOTI.
279 Keowen Testimony, p. 1-10.
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)

2. Local Franchise Taxes

These are taxes imposed by local government based on revenue and miles of main.
Each district does not necessarily have local franchise taxes. There are no methodological
differences between Cal Advocates and Cal Water for this item. The difference in estimates is
due to the differences in revenue and uncollectible expenses estimates.

A comparison of Cal Water’s and Cal Advocates’ effective tax rates for local franchise

taxes is provided in Attachment 7-1, Table 13.

3. Business License Fees

Business license fee is a fee paid to a government entity for the privilege of doing
business in the local City or County. Some of the business license fees are based on a percent of
revenue and others are a fixed amount. Each district does not necessarily have business license
fees. There is no methodological difference between Cal Advocates and Cal Water in estimating
business license fees. The difference in estimates is due to the differences in revenue estimates.

shows a comparison of Cal Water’s and Cal Advocates’ effective rates for business

license fees is provided in Attachment 7-1, Table 14.

4, Payroll Taxes

Payroll taxes include Federal Insurance Contributions Act (FICA, which includes both
Social Security and Medicare), State Unemployment Insurance (SUI) and Federal
Unemployment Insurance (FUI) taxes. Cal Water estimates payroll taxes based on the last year’s
recorded payroll taxes. There is no methodological difference between Cal Advocates and Cal
Water in estimating payroll taxes. The difference between Cal Advocates’ and Cal Water’s
estimates is due to difference in payroll estimates stemming from the differences between Cal
Advocates and Cal Water for the number of employees and certain executive compensation
discussed in Chapter 5 of Rebuttal Book #1.

A comparison of Cal Water’s and Cal Advocates’ effective rates for payroll taxes is

provided in Attachment 7-1, Table 15.
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0. ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION

SPONSORED BY STAN FERRARO

Q. Please state your name and business address.

A. My name is Francis S. Ferraro. My business address is 1720 N. First Street, San Jose, CA
95112.

Q. By whom are you employed and in what capacity?

A 2. 1am employed by California Water Service Company (Cal Water) as a Manager of Special

Projects.
Q. What testimony are you sponsoring?
A | am sponsoring rebuttal testimony regarding Allowance for Funds Used During

Construction (AFUDC).

Q. What are your qualifications regarding this testimony?

A. | have been involved with water and energy rate matters before the California Public
Utilities Commission (Commission) for over forty years. From 1973 to 1985 | held various
positions at the Commission in the water and energy industries, including Project Manager for
water and energy general rate cases and Program Manager for Electric and Gas Rate Design.
From 1985 to 1989 | was an Administrative Law Judge at the Commission. From 1989 to 2016, |
was employed as a Vice President at California Water Service Company, including over 20 years
as its Vice President of Regulatory Matters. Since 2016 | have been employed by Cal Water as a
Manager of Special Projects. Additionally, | sponsored rebuttal testimony regarding AFUDC in

Cal Water’s prior general rate proceedings.

Q. Do you have anything else to add regarding your qualifications?

A. Not at this time

Q. What is the purpose of your testimony?

A My testimony is in response to Cal Advocates’ proposal to re-litigate for the fourth Cal

Water GRC in a row the proper interest rate used to capitalize carrying costs for construction
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
work in progress (CWIP). Carrying costs for CWIP often are referred to as an allowance for funds
used during construction (AFUDC). In its 10-K Security and Exchange Commission (SEC) filing for
the year 202428 Cal Water described AFUDC in more detail.

Allowance for Funds Used During Construction (AFUDC)

AFUDC represents the capitalized cost of funds used to finance the construction
of the utility plant. In general, AFUDC is applied to Cal Water construction
projects requiring more than one month to complete. No AFUDC is applied to
projects funded by customer advances for construction, contributions in aid of
construction, or state revolving fund loans. AFUDC includes the cost of the
authorized return on equity and long-term debt, and is recovered through water
rates as the utility plant is depreciated.” (p.65)

In Decision (D.) 20-12-007 for Cal Water’s 2018 GRC (test year 2021), the Commission clearly
rejected Cal Advocates proposal and approved Cal Water’s methodology and the use of its
adopted rate of return as its AFUDC rate.

The Public Advocates Office’s request to order California Water Service Company
to use short term financing for calculating the cost of construction work in
progress is denied. (D.20-12-007 Ordering Paragraph 19.)

Additionally, in D.20-12-007 the Commission referenced the CPUC Uniform System of Accounts
(USOA), stating that it “expressly provides for a ‘reasonable rate upon the utility’s own funds
when used’ to finance CWIP, terminology that is commonly understood to refer to a utility’s
authorized rate of return, not its short-term borrowing rates.”?®! The Commission went on to
state that “The Uniform System of Accounts, as interpreted and applied by the Commission,
does not mandate that Cal Water use short-term financing options first before utilizing any
longer-term or higher-priced financing for construction work in progress.”?2

In Cal Water’s 2021 GRC for test year 2024 Cal Advocates again unsuccessfully litigated
the issue of using short-term interest to finance CWIP. On page 32 of D.24-03-042 it states:

While these costs may be significant, the utility records the financing costs of
CWIP through its Allowance for Funds Used During Construction?8® (AFUDC).

280 California Water Service Group Annual Report 2024 (CWSG 10-K filing for the year 2024).
https://www.calwatergroup.com/investors/financials-filings-reports/sec-filings/content/0001035201-25-
000003/cwt-20241231.htm.

281 D,20-12-007, p.32.

282 0.20-12-007, Conclusion of Law No. 17.

283 D,24-03-042, p. 32 (stating “AFUDC compensates a utility for the financing costs it incurs during construction of
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
Additionally, the following Findings of Facts are from D.24-03-042:

24. CWIP in the Uniform System of Accounts provides for tracking construction
costs, including AFUDC, before these costs are placed in service and before these
costs may be included in rate base.

25. AFUDC compensates a utility for the financing costs it incurs during
construction of new facilities.?®*

Now in Cal Water’s 2024 GRC Cal Advocates repackages its argument that Cal Water
should use its short-term borrowing rate; however, it is the same basic argument that the
Commission dismissed in Cal Water prior GRCs, most recently in D.24-03-042. Nonetheless, Cal

Water provides this testimony to rebut Cal Advocates’ AFUDC testimony.

Q. Do you agree with Cal Advocates’ position that Cal Water’s short-term interest rate
should replace Cal Water’s Commission-approved rate of return (calculated using its long-
term interest rate and its adopted return on equity) for financing CWIP?

A No, | do not agree with Cal Advocates’ adjustment and recommendation.

Q. What is your position regarding Cal Water’s AFUDC rate?

A For ratemaking, the appropriate AFUDC rate for capitalizing interest on CWIP is Cal
Water’s adopted rate of return, which includes both equity and long-term debt components.
Capitalized interest refers to the financing cost associated with CWIP that is booked (added) to
plant. To avoid any confusion, the terms AFUDC and interest during construction (IDC) are
interchangeable for the purposes of my testimony and refer to the rate that applies to CWIP to

calculate capitalized construction financing costs.

Q. Does Cal Advocates agree that the terms AFUDC and IDC are interchangeable?

A No. Cal Advocates claims that IDC does not contain what it calls a profit component,
which Cal Advocates acknowledges is an equity component (return on equity). However, Cal
Advocates definition of IDC is not consistent with the USOA definition referenced in D.20-12-

007 and shown below:

new facilities before the facilities are included in plant in service and thus in the utility’s rate base.”).
284 D.24-03-042.
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)

(17) —Interest during construction includes the net cost of borrowed funds used
for construction purposes and a reasonable rate upon the utility’s own funds
when so used. Interest during construction may be charged to the individual job
upon which the funds are expended and, if so charged, shall be credited to
Account 536, Interest Charged to Construction-Cr. (USOA, p. A54)

Q. Do you agree with the following statement of Cal Advocates?
“In a competitive environment, a business would generally be unable to collect
profit on a capital investment that provides no service to customers. For
example, a hotel under construction could not recognize profit while it is under
construction because it does not provide a service to customers.”
A If Cal Advocates is stating that a business during the period of construction is unable to
collect a return on the equity it has invested at that time because it does not receive revenue
until construction is completed and there are revenues from customers, | agree. However, if
Cal Advocates is claiming that the revenue a business receives from customers after
construction is completed does not include a return on the equity invested during the
construction period, | do not agree. Cal Advocates does not provide data supporting the
proposition that companies in a competitive environment do not recover a return on equity
investments for the period during construction.

In a competitive market investors/stockholders expect to receive a return on their
investment, including for the time of construction. And, investors realize that any return they
receive will not occur until revenue is generated. Furthermore, investors know that any return
on their equity is subject to market conditions. Since pricing is a function of what the
competitive market will bear, investors may receive a low return, no return, or a high return on
equity. Additionally, investors may expect that returns will initially be low or nonexistent but

increase over time. This is the risk investors face in a competitive market.

Q. Does the Commission allow utilities to recover a return on equity on plant before it is
placed in service?

A. For some water companies the Commission allows CWIP to be included in rate base. As
a result, those companies can earn a return on the equity associated with CWIP during the

construction period. For Cal Water and energy companies, the Commission allows the return
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
on CWIP to be capitalized and included in rate base for recovery over the life of the asset as

opposed to recovering it during construction.

Q. How do companies in a competitive market finance CWIP?
A. Companies finance CWIP with whatever resources are available, which often includes a
combination of debt and equity. For example, Apple Inc. uses both debt and equity to finance

its projects.?8

Q. Since Cal Advocates mentions hotels, how is hotel construction financed?

A After researching that question apparently there are many different approaches
employed in financing hotel construction, including the use of equity. The Funding Company (a
lending company) has a Complete Guide to Hotel Financing dated July 30, 2024. The Guide
provides a list of hotel financing, including debt, equity, and mezzanine (debt and equity). F2H
Capital Group (a real estate investment firm) has a document titled Equity Financing Options for
Hotel and Hospitality Properties, which lists various equity financing options, including private
equity, angel investors (wealthy investors), venture capital, crowdfunding, and real estate
investment trusts (REITs). Furthermore, Ramsfield Hospitality Finance (a hotel real estate
lender, owner and asset manager) states on its website, ramsfieldrealestate.com, “Through
both debt and equity investments, we create value for our borrowers and investors.”

Based on this research, financing construction with equity is not unique to utilities and
appears to be an accepted financing tool in a competitive environment. It is only reasonable to
assume that in a competitive environment investors expect, sooner or later, to receive a return
on the equity they invested for the construction period. While companies in a competitive
environment can set their own prices for the products and/or services they provide subject to

the competitive market, market prices can yield returns that far exceed the returns the

285 Advances in Economics, Business and Management Research, volume 219 Proceedings of the 2022 2nd
International Conference on Enterprise Management and Economic Development (ICEMED 2022) Analysis of
Business Model and Financial Operation: Xiwen Zhang Faculty of Social Science, Western University, London, N6A
3K7, Canada Proceedings of the 2022 2nd International Conference on Enterprise Management and Economic
Development (ICEMED 2022) Analysis of Business Model and Financial Operation: Xiwen Zhang Faculty of Social
Science, Western University, London, N6A 3K7, Canada.
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1  Commission adopts or returns that are lower and even losses. Depending on the success of the

2 project and the market these returns may include an equity component for CWIP financing.

3 Q How does Cal Water finance CWIP?

4 A Cal Water’s SEC 10-K filings for the years 202328% and 2024 under the section Utility

5  Plant Construction provide an explanation:

6 We have continually extended, enlarged, and replaced our facilities as required

7 to meet increasing demands and to maintain our water systems. We obtain

8 construction financing using funds from operations, long-term financing,

9 advances for construction and contributions in aid of construction that are
10 funded by developers. Advances for construction are cash deposits from
11 developers for construction of water facilities or water facilities deeded from
12 developers.?®’
13 Q What funds does Cal Water use for long-term financing?
14 A In Cal Water’s 10-K SEC filing for the year 2024 under the section Long-Term Financing it
15  states:
16 Long-term financing is accomplished using both debt and equity. Cal Water was
17 authorized to issue $1.3 billion of new debt and equity to finance capital projects
18 and operations by a CPUC decision dated August 2, 2024. (p.48)
19 Long-term financing, which includes First Mortgage Bonds, senior notes, other
20 debt securities, and common stock, has typically been used to replace short-
21 term borrowings and fund capital expenditures. Internally generated funds, after
22 making dividend payments, provide positive cash flow, but have not been at a
23 level to meet the needs of our capital expenditure requirements. Management
24 expects this trend to continue given our capital expenditures plan for the next
25 five years. (p.48)
26 Q How does Cal Water use its short-term borrowing?
27 A Cal Water finances its regulatory asset balances (Interim Rates Memorandum Account

28  (IRMA) Water Revenue Adjustment Mechanism (WRAM), Monterey-Style Water Revenue
29  Adjustment Mechanism (MWRAM), and Modified Cost Balancing Account (MCBA)) with short-

286 Cal Water has included its California Water Service Group 2023 10-K and 2024 Proxy Statement (“2023 10-
K/Proxy”) as Attachment B to A.24-07-003. The number of pages in the 2023 10-K/Proxy document for the 10-K
piece is 109 pages whereas the standalone 2023 is 96 pages. References for Cal PA testimony and Cal Water
rebuttal reference the standalone Cal Water 10-K for 2023 and 2024 as applicable.

287 2023 10-K p.18; 2024 10-K p.19.
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
term financing.?®8 Additionally, reductions in water usage, typically in winter months, reduces
cash flow from operations and increases the need for short-term bank borrowings.?8?
Moreover, customer payment habits have not recovered from the “COVID-19 no shut-off”
policy, resulting in approximately $8.5 million 90 days past due. As of December 31, 2024, Cal
Water had $165 million in short-term borrowing?®® and net IRMA, MWRAM, WRAM, MCBA and
other regulatory asset balances of $113.4 million.?°* The receivable balances were primarily
financed by Cal Water using short-term financing arrangements to meet operational cash
requirements. Interest on the receivable balances, which represents the interest recoverable

from customers, is limited to the then-current 90-day commercial paper rates, which typically

are significantly lower than Cal Water’s short-term financing rates.?%?

Q. What was Cal Water’s CWIP balance as of December 31, 2024?

A. Cal Water had a CWIP balance of $260.82%3 million as of December 31, 2024, but the
CWIP balance varies during the year and the September 30, 2024 balance was $336 million.
Construction activity is generally seasonal in nature such that more activity takes place during

the dryer months with longer days and less activity during the wetter months with shorter days.

Q. Does Cal Water include recovery of the cost of its short-term borrowing in its rate
cases?
A. No. Cal Water is reimbursed a portion of its short-term borrowing costs from the

interest the Commission authorizes on balancing and memorandum accounts. When the
Commission authorizes the recovery of funds in balancing and memorandum accounts it allows
water utilities to include short-term interest at the Federal Reserve 90-Day Commercial Paper
Interest Rate. As of December 31, 2024, the 90-Day Commercial Paper Interest Rate was 4.37%.
“The average borrowing rate for borrowings on the Company and Cal Water lines of credit

during 2024 was 6.27% compared to 6.09% for the same period during the prior year.”?%

288 CWSG 10-K filing for the year 2024, page 47.

289 CWSG 10-K filing for the year 2024, pages 18, 19 and 47.
290 CWSG 10-K filing for the year 2024, page 73.

291 CWSG 10-K filing for the year 2024, p.47.

292 ld

293 CWSG 10-K filing for the year 2024, p.51.

294 CWSG 10-K filing for the year 2024, p.73.
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
Q. What AFUDC rate has the Commission authorized for energy utilities?
A. In D.14-08-032 the Commission rejected the Division of Ratepayer Advocates’ (now Cal
Advocates) proposal to include short-term debt and exclude common equity in calculating
Pacific Gas & Electric Company’s (PG&E) AFUDC interest rate. The Commission decision
adopted PG&E’s use of its adopted cost of capital as the AFUDC interest rate stating:

We accept PG&E's existing AFUDC methodology as reasonable, which is based on
the approved FERC formula. We find no valid basis to deviate from the FERC
formula or to require a new AFUDC methodology based on DRA's arguments.
(P.614)

In Cal Advocates’ Report on the Results of Operations for Pacific Gas and Electric
Company Test Year 2020 General Rate Case it states that:

The monthly rates that are used to compute AFUDC reflect PG&Es weighted
average cost of capital for both debt and equity.

PG&E used an AFUDC rate of 7.69% for GRC forecast years 2018-2020 which uses
the authorized cost of capital rate established in Decision 17-07-005. Based on
Public Advocates Office’s review, PG&E’s AFUDC approach and methodology is in
accordance with the FERC formula included in the FERC Uniform System of
Accounts.?%>

In D.19-09-051, the Commission addressed the AFUDC rate for Southern California Gas
Company (SoCal Gas} and San Diego Gas & Electric Company (SDG&E) in response to The Utility
Reform Network proposal to use short-term debt as the AFUDC rate. In D.19-09-051, the
Commission defined AFUDC as follows:

“Allowance for Funds Used During Construction (AFUDC)

The term used for debt and equity funds used to finance capital additions. These
amounts are applied to CWIP and the regulatory practice is to capitalize these costs to
allow the utility to earn a fair return for the funds used.” (p.609)

For SoCal Gas the Commission found as follows:

“However, we find that this instance is not one of such cases and use of the authorized
rate of return for estimating AFUDC as applied to construction work in progress is a
practice that has been generally accepted and applied by the Commission in previous
GRGCs.” (p.612, 613)

295 A18-12-009, Exhibit Cal Advocates-22, pp. 16-17.
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CHAPTER 7. RATE BASE — ALL COMPONENTS (SCOPING ISSUE #3)
Additionally, the Commission addressed SDG&E as follows:

“Our conclusion here is the same which is that we find it reasonable to apply the
authorized rate of return for AFUDC as applied to construction work in progress for
2017, 2018, and 2019.” (p.616)

Q. What AFUDC rate should the Commission authorize?
A. Consistent with Cal Water’s past general rate case decisions and general rate case
decisions for energy utilities, the Commission should authorize Cal Water to continue using its

latest adopted rate of return as the AFUDC rate.

Q. Is there anything else you care to comment on Cal Advocates’ testimony before your
conclusion?
A. Yes. Cal Advocates states that lower cost short-term debt is acknowledged to be a

source of funding capital projects and then cites D.24-08-011 in footnote 100 and Cal Water’s
10-K for the year 2023 in footnote 101.2°¢ After reviewing the references cited in Cal Advocates’
footnotes no such acknowledgment was identified.

Footnote 100 of Cal Advocates’ report references D.24-08-011 Conclusion of Law (COL)
14. COL 14 reads:

Cal Water should not use the proceeds from the new securities authorized by
this order to fund its capital projects until Cal Water has obtained all required
approvals for the projects, including any required environmental review under
CEQA. (D.24-08-011 p. 18)

Not only is there no mention of short-term debt in COL 14, but that interpretation flies
in the face of Ordering Paragraph (OP) 8 in D.24-08-011, which only authorizes the use of short-
term debt for short-term purposes.

“...California Water Service Company is authorized to issue new short-term debt
securities under its revolving credit arrangements for short-term purposes for a term of
up to 24 months.” (D.24-08-011 OP 8 p. 19)

The authorization above is the only one mentioned for short-term debt in D.24-08-011.
In Footnote 101 Cal Advocates references Cal Water’s 10-K SEC filing for the fiscal year

ended December 31, 2023, at pages 49 and 75 to support its statement that short-term debt is

2% Sharma Testimony, p. 7-9.
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a source of funding capital projects. Short-term debt is mentioned once as a source of funding
on page 49 in the 2023 10-K and there is no mention of short-term debt as a funding source for
capital projects on page 75. On page 49 in the section titled Short-Term Financing it states:

“The proceeds from the Company and Cal Water facilities may be used for working
capital purposes.” (2023 10-K p.49)

“Working capital” is a widely used term defined on the Investopedia and Merriam-
Webster websites as follows:

Investopedia Website

Working capital, also called net working capital (NWC), is the difference between
a company’s current assets and current liabilities.

Merriam-Webster Website

noun: capital actively turned over in or available for use in the course of business
activity:
a: the excess of current assets over current liabilities

b: all capital of a business except that invested in capital assets
The above definitions for “working capital” do not support Cal Advocates’ reference to
short-term debt “as a source of funding capital projects.” Cal Advocates’ claim that short-term
debt is a source of funding capital projects is misleading and not supported by its citations and

should be given no weight.

Q. Does that complete your testimony?

A. Yes, it does.
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CHAPTER 8. ALLOCATIONS
A. UNREGULATED REVENUE ALLOCATIONS

SPONSORED BY NATALIE WALES

Cal Water collects other miscellaneous revenue due to customer reconnection charges,
returned check charges, job orders, and other services provided at cost. In addition, Cal Water
provides several other entities with services, e.g., water operations, billing, customer service
contracts, and water quality testing, that are not associated with a tariff. Cal Water uses the
excess capacity of its regulated assets to provide these non-tariffed products and services
(NTP&S), which are also described as unregulated or non-regulated.?®’ Cal Water allocates
these unregulated activity costs to various accounts in accordance with Rule X of Appendix A in
D.10-10-019. Rule X(c) requires revenue sharing for active projects at a 90/10 split between
shareholders and customers, and for passive activities at a 70/30 split between shareholders
and customers. Rule X(c) further allows postage, power, taxes, and purchased water to be
removed from the calculation from the gross revenues shared with customers. Revenues are
“shared” through a reduction in expenses. Cal Water forecasts the shared revenues by using
UWUA escalation factors to inflate 2023 recorded amounts to the GRC cycle (2026-2028). Cal
Advocates did not address Cal Water’s unregulated revenue allocations in their testimony.
Therefore, the Commission should approve Cal Water’s proposed allocations for unregulated

activities.

B. AFFILIATE ALLOCATIONS FACTOR

SPONSORED BY PATRICK ALEXANDER
Due to the unique characteristics of Cal Water’s out-of-state affiliates (“affiliates”), Cal
Water uses a modified four-factor methodology to allocate a portion of its Customer Support
Services (“CSS”) common expenses and rate base to its the affiliates. Every year, Cal Water

identifies the CSS departments who provides shared services to Cal Water and its affiliates and

297 CWS Testimony Book #1, pp. 194-195.
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CHAPTER 8. ALLOCATIONS
then uses the modified four-factor to allocate their expenses to the affiliates. Cal Water also
allocates a portion of its CSS rate base to the affiliates that is utilized by the allocable
departments that support them.2*® This is the same methodology Cal Water has proposed in
several previous GRCs and was litigated and Cal Water’s methodology was adopted in its most
recent GRC.299 Cal Water then uses a standard four-factor methodology to allocate the
remaining portion of common expenses and rate base among its in-state operating districts. 3%

As further discussed below, Cal Advocates implies that there are potential issues with
not using the standard factors included in Standard Practice U-6-W but ignores that the SP U-6-
W allows for modification of the factors to address these issues, and similarly ignores the
Commission agreed with Cal Water’s modified four-factors in the 2021 GRC. Cal Advocates
instead recommends that Cal Water should adjust its out-of-state affiliate allocation
methodology to use the factors prescribed by the Standard Practice.3°* Additionally, and
without any explanation or basis, Cal Advocates also recommends to apply the allocation
percentage calculated for the allocable departments’ expenses to all Cal Water departments
(allocable and non-allocable) expenses. Cal Advocates also inexplicably recommends
application of the same affiliate factor allocations for both CSS expenses and rate base. Cal
Water disagrees with Cal Advocates’ three recommendations as they are erroneous and are not
supported by any testimony. The Commission should approve Cal Water’s proposed modified
four-factor for allocation of allocable expenses and rate base to its affiliates with updated 2024
data.

Finally, Cal Advocates does not recommend any adjustments to Cal Water’s standard
four-factor methodology for applying Cal Water’s portion of CSS expenses and rate base to
ratemaking areas within California. Therefore, the Commission should adopt the standard
methodology used to calculate the four-factor allocation to apply Cal Water’s portion of CSS

expenses and rate base to its rate making areas within California.

298 CWS Testimony Book #1, p. 191.

299 ) 24-03-042, pp. 97-99.

300 cal Water’s standard four-factor methodology is described in Standard Practice U-6-W, p. 11.
301 |brahim Testimony, p. 5-1.
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CHAPTER 8. ALLOCATIONS

1. Four-Factor Allocation

SP -U-6-W recommends use of direct operating costs, gross plant, number of
employees, and number of customers when calculating the allocation of shared costs. Instead
of using the generally recommended factors in Standard Practice U-6-W, Cal Water uses direct
operating expenses, net plant, meter size equivalents, and operating revenues. Cal Advocates
asserts that Cal Water uses these factors “seemingly for no other reason than to allocate a
bigger portion of its operating expenses to its California ratepayers.” On the contrary, Cal Water
has chosen factors that are more representative of how its shared costs should be allocated
amongst its affiliates. For instance, instead of number of customers, Cal Water uses customer
meter size equivalents and operating revenues to account for different affiliate customer mixes
(Hawaii has several large commercial resort and golf course customers that would potentially
skew its allocation downwards). Furthermore, the number of employees was omitted because
direct operating costs include employee wages and benefits, vehicle costs, material,
engineering and outside service expenses to support its customers and their unique logistic
characteristics. Supporting unique customer logistics drives direct operating costs and the
number of employees is a result of such support. This methodology has been consistently
applied and adopted in Cal Water’s prior rate cases. In fact, the Commission agreed with Cal

Water in its most recent GRC when this issue was litigated, stating “We find that while the

Commission does encourage adherence to standard practices when they fit the circumstances,

we have and will continue to adapt to unigue circumstances. We will again depart from S.P. U-

6-W Four Factor Allocation in recognition of prior departures and because we believe the facts

and evidence at hand favor the decision. We therefore adopt Cal Water’s estimates”3%? and

“the exercise of judgement must always prevail when there is good cause for departing from
any deference to a standard practice.”3% Cal Advocates has not provided a legitimate reason as
to why these factors are no longer valid.

Therefore, the Commission should adopt Cal Water modified four-factor methodology,

which is prudent, consistently used, and adopted in the past GRCs.

302 p.24-03-042, p. 98.
303 D.24-03-042, p. 98.

CWS Rebuttal Book #1 General Rebuttal 159



[EY

O 00 N o uu B~ W N

[ = S S T O T
o U M W N L O

CHAPTER 8. ALLOCATIONS

2. Allocable CSS Expenses

Cal Advocates recommends applying the four-factor allocation across all CSS expenses,
regardless of whether they contribute or not to the activities of the affiliates. Cal Water
disagrees with Cal Advocates’ position. For ratemaking purposes, Cal Water applies an
allocation of its entire allocable CSS expenses to its affiliates. The share of the allocable CSS
department costs only includes Cal Water’s CSS departments that assist the affiliates. The non-
allocable department costs should fully be included in California’s share of expenses. Cal Water
evaluates each CSS department’s time spent on activities involving out-of-state operations to
determine the CSS expenses that are appropriate to allocate. Cal Water then uses the affiliate
allocation factor calculated based on a modified four-factor methodology to allocate the
allocable expenses among the affiliates. Cal Water’s allocable expense percentage for 2024 was
55%3%4 of total CCS expenses. As shown in Figure 8-1 below, Cal Water’s updated modified four-
factor percentage based on 2024 recorded data for allocable CSS expenses to California is
92.0%.3% Assuming a total CSS expense of $138,617,865 (2024 recorded CSS expenses), this
results in an allocable expense of $70,780,875 for Cal Water and a reallocation of 4.46% of total

CSS expenses to the affiliates.30°

302 Total expenses for Allocable departments in 2024 were $76,962,864. This is 55.5% of Total CSS Expenses of
$138,617,865.

305 The updated modified four-factor percentage of 92.0% is then applied to the 55.5% defined as the total
allocable CSS expense. This amount is then assessed to Cal Water’s California districts.

306 Allocable Expense: $70,743,685 = ($138,617,865 * 55.5%) * 91.96%

Non-Allocable Expense: $61,684,950 =5138,617,865 * (1 — 55.5%)

Allocation Factor: 4.46% = 1 - (($70,743,685 + $61,684,950) / $138,617,865) * 100
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Figure 8-1
Modified Four Factor Calculation by CWS Method
TWSCO (Only 75%
Total CwWsco WWwWsco NMWSCO HWSCO (Only 75%
of BVRT)
Active Meter Size Equivalence 100% 92.33% 4.36% 1.30% 1.56% 0.44%
Per Business Unit count 957,045 883,687 41,706 12,482 14,970 4,200
2023 Operating Revenues 100% 92.25% 2.32% 0.72% 4.30% 0.41%
Per Ops Statement 12/31/2023 1,036,806,181 956,447,222 24,092,658 7,438,238 44,582,232 4,245,830
Net Utility Plant 100% 91.87% 2.44% 0.69% 2.81% 2.18%
Per Balance Sheet 12/31/2023 4,154,368,611 3,816,513,279 101,535,101 28,712,831 116,907,701 90,699,700
2023 Direct Operating Expenses 100% 91.37% 2.39% 0.60% 4.40% 1.25%
Per Ops Statement 12/31/2023 655,696,711 599,099,135 15,671,145 3,910,018 28,834,349 8,182,064
91.96% 2.88% 0.83% 3.27% 1.07%
Total CSS Expense 138,617,865 2024 Total CSS Expense
Allocable Expense to Cal Water 76,932,915
Non-Allocable Expense 61,684,950
ocable Expense of CWS portion 70,743,685

Allocable Expenses to Cal Water and Affiliates

Total CSS Expense 12/31/2024
PUBCO Allocation (allocated to
affiliates+CWS from total CSS
Expenses)

PUBCO Allocation of total CSS
Expenses

138,617,865
76,962,864

Allocable (B/A)

C=B/A

55.5%

4.46%

A
B

Non-Allocable
D=1-C

44.5%

Cal Water recommends that the Commission authorize removal of 4.46% of total CSS

expenses to allocate to its affiliates.

307

3.

Allocable CSS Rate base

Cal Advocates recommends the same Affiliate Allocation factor to be applied to CSS rate

base without considering difference in between expenses and capital. The plants included in

CSS rate base will have little or no operational use for affiliate entities. CPUC SP U-6-W

307 |f the Commission approves Cal Advocates’ proposed factors for allocation calculation, the employee counts
need to be replaced with operating payroll, which is consistent with Standard Practice U-6-W guidelines. Using
2024 recorded data along with these adjustments, Cal Water’s prorated factor will increase from 90.37% to 90.54%
and affiliate allocation factor will change from 9.63% to 5.65%.
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CHAPTER 8. ALLOCATIONS
acknowledges this and recommends that CSS (GO) expenses and plants allocation should be
made on use basis.3%

For instance, CSS Water Quality lab equipment only provides lab testing services to the
service areas of Cal Water and CSS vehicles will not be used for out-of-state operations.
However, because some vehicles are allotted employees from allocable departments, Cal Water
includes a percentage of CSS vehicles to calculate the rate base affiliate allocation factor.
Another example is the affiliates have their own administrative and field operational facilities,
therefore it would not be appropriate to allocate the CCS facilities to the affiliates. For these
reasons, Cal Water believes it is fair to calculate affiliate factors for CSS rate base on only
allocable plants. Therefore, Cal Water requests the Commission to adopt an affiliate allocation
factor for CSS rate base calculated based on allocable basis for the CSS plants. This factor was

filed as 1.4% in the 2024 GRC application in July 2024 based on 2023 data and remains at 1.4%

in rebuttal based on 2024 data.3%°

308 Standard Practice U-06-W, p.3.
309 cal Water has updated the rate base calculations to reflect 2024 data.
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Table 8-1
Affiliate Allocation Factor Calculations

AFFILIATE ALLOCATION FACTOR CALCULATION - RATEBASE
ALLOCABLE PLANTS FOR THE YEAR 2024

GROSS DEPREC. NET ALLOCABLE NON-ALLOCABLE
PLANT RESERVE PLANT POOL POOL DISCUSSION
DESCRIPTION (end. year) (end. year)
STRUCTURES AND IMPROVEMENTS 0 0 0 0
COLLECTING AND IMPOUNDING RESERVOIRS 0 0 0 0
LAKE, RIVER AND OTHER INTAKES 0 0 0 0
WELLS 0 0 0 0
SUPPLY MAINS 0 0 0 0
STRUCTURES AND IMPROVEMENTS 0 0 0 0
PUMPING EQUIPMENT 10,277,916 1,560,159 8,717,757 0 10,277,916 LOCAL CAL WATER EQUIPMENT, NO
WAY TO TRANSPORT OUT OF STATE
OTHER PUMPING PLANT 3,238,851 835,461 2,403,390 0 3,238,851 LOCAL CAL WATER EQUIPMENT, NO
WAY TO TRANSPORT OUT OF STATE
STRUCTURES AND IMPROVEMENTS 0 0 0 0 0
WATER TREATMENT EQUIPMENT 18,831 18,732 99 0 18,831 LOCAL CAL WATER EQUIPMENT, NO
WAY TO TRANSPORT OUT OF STATE
STRUCTURES AND IMPROVEMENTS 0 0 0 0
RESERVOIRS AND TANKS 0 0 0 0
TRANSMISSION AND DISTRIBUTION MAINS 1,307,768 0 1,307,768 1,307,768
FIRE MAINS 0 0 0 0
SERVICES 0 0 0 0
METERS 0 0 0 0
HYDRANTS 0 0 0 0
STRUCTURES AND IMPROVEMENTS 39,167,948 17,022,604 22,145,344 4,465,146 34,702,802|BASED ON COMPOSITE BUCKET 11.4%
OFFICE FURNITURE AND EQUIPMENT 4,801,524 -1,392,332 6,193,856 720,229 4,081,295|BASED ON INFORMATION SYSTEMS
BUCKET PERCENT OF 15%
OFFICE EQUIPMENT - COMPUTERS 14,960,025 6,185,503 8,774,522 2,244,004 12,716,022
OFFICE EQUIPMENT - SOFTWARE 101,206,362 67,942,521 33,263,842 15,180,954 86,025,408|
TRANSPORTATION 7,443,980 4,491,485 2,952,495 320,000 7,123,980[VEHICLES NOT USED OUT OF STATE.
PROVISION FOR OFFICER GENERAL
COMPENSATION (Ratio of estimated
$320,000 gross value of officer vehicles
overall category)
STORES EQUIPMENT 36,741 28,521 8,220 36,741
LABORATORY EQUIPMENT 1,126,836 91 1,126,745 1,126,836 CSS DOES NOT PERFORM WATER
TESTING OUT OF STATE
COMMUNICATION EQUIPMENT 1,964,742 94,264 1,870,478 1,964,742
POWER OPERATED EQUIPMENT 258,504 166,082 92,422 258,504
TOOLS, SHOP AND GARAGE EQUIPMENT 6,673,070 983,196 5,689,874 6,673,070
OTHER GENERAL PLANT 16,336 -16,105 32,440 16,336
OTHER TANGIBLE PLANT 0 0 0 0
UTILITY PLANT PURCHASED 0 -996 996 996
G.O. PLANT ALLOCATION 0 0 0
TOTAL 192,499,433 97,919,184 94,580,249 26,220,174 166,280,255
7 192,499,433 97,919,184 13.62%
10.51% Gross 4-Factor
1.4% Weighted 4-Factor
0.00% Unregulated full allocation
1.4% Total Ratebase Allocation
4, Summary

The Commission should adopt Cal Water’s proposed modified four-factor for affiliate
allocations of 4.46% for CSS expenses and 1.4% for CSS rate base for the reasons provided
above. This is consistent with the methodology approved by the Commission in previous rate
cases and results in the equitable distribution of CSS costs across Cal Water and to all its

affiliates.

CWS Rebuttal Book #1 General Rebuttal 163



w N

D

O 00 N o U

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Chapter 9. SPECIAL REQUESTS

CHAPTER 9. SPECIAL REQUESTS

A. ENHANCING AFFORDABILITY THROUGH CONSOLIDATION (SR #1)
(SCOPING ISSUE #13)

SPONSORED BY GREG MILLEMAN

No dispute. Cal Advocates does not oppose Cal Water’s proposal to consolidate the
Dixon and Livermore Districts into the Diablo Ranch Region (“DRR”) to improve overall
affordability and maximize operational efficiencies in these districts. Similarly, Cal Advocates
does not oppose Cal Water’s proposal to modify the existing transitional assessment within the
North Valley Region (“NVR”) and establish a new transitional assessment within the proposed
DRR. The Commission should approve Cal Water’s requests to enhance affordability through
consolidation as described below.

Summary of proposals. The NVR was established in Cal Water’s 2021 GRC, consolidating
the Chico and Oroville Districts. The consolidation included a transitional assessment on
Oroville customers to partially mitigate the rate impacts of the consolidation on Chico
customers. In this case, Cal Water proposes to decrease the current NVR transitional
assessment according to a declining percentage methodology from 5.7% of the 2023 adopted
consolidated revenue requirement (S2 million) to 5.2% in 2026 and 4.7% in 2027.

In the proposed DRR, Cal Water would also establish a transitional assessment on Dixon
customers to partially mitigate the rate impacts of the consolidation on Livermore customers.
The DRR transitional assessment would use the same declining percentage-based methodology
proposed for NVR. The DRR transitional assessment would start at 4% of the 2026 adopted
consolidated revenue requirement, reducing to 3.5% and 3.0% of the adopted consolidated
revenue requirements for escalation years 2027 and 2028, respectively.

Cal Water provided full support for the proposed consolidations and transitional
assessments, including benefits for customers and justifying rationales in Chapter 1 (Enhancing

Affordability through Consolidation (SR #1)) of Cal Water’s Testimony Book #2.310

310 CWS Testimony Book #2, pp. 12-17.
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Chapter 9. SPECIAL REQUESTS

B. UPDATING THE RATE SUPPORT FUND (SR #2) (SCOPING ISSUE
#13)

SPONSORED BY GREG MILLEMAN

No dispute. Cal Advocates does not oppose Cal Water’s proposed changes to the
beneficiaries of the Rate Support Fund (“RSF”) program, which lowers rates in certain high-cost
districts through a surcharge on all non-CAP customers, except for those in RSF districts,
throughout Cal Water’s Class A ratemaking areas.

The RSF currently provides benefits to the Kern River Valley (“KRV”), Willows (“WIL”),
and Dixon (“DIX”) Districts. In its 2024 GRC Application, Cal Water proposes to retain the
subsidy for Willows, provide a modified subsidy to KRV, and begin providing RSF to the Selma
(“SEL”) District. (The affordability concerns of the Dixon District are addressed through the
consolidation proposal discussed in SR #1.) The proposed modifications will help mitigate the
rate effects of the 2024 GRC and support overall affordability in those districts. Cal Advocates
similarly does not oppose the usual updates to the RSF Index Rate, and to the RSF surcharge
itself based on the final rates in this case.

Cal Water provided full support for the proposed modifications to the RSF program in
Chapter 1.B (Rate Support Fund (SR #2)) of Cal Water’s Testimony Book #2.311 The Commission

should adopt Cal Water’s modified RSF as being fair and reasonable.

C.  INCORPORATING SUBSEQUENT RATE CHANGES INTO FINAL
RATES (SR #5) (SCOPING ISSUE #17)

SPONSORED BY PATRICK ALEXANDER
Special Request #5 calls attention to the rate and revenue changes the Commission
approves in other proceedings or through advice letter filings during the pendency of this
proceeding. For those that will become effective prior to, or concurrently with, revenue
changes adopted in this proceeding, Cal Water requests approval to incorporate such rate and
revenue changes into the calculations of the final rates adopted in this proceeding. This special

request has been successfully implemented in previous Cal Water GRCs. Given that Cal

311 CWS Testimony Book #2, pp. 17-21.
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Chapter 9. SPECIAL REQUESTS
Advocates does not object to or address this issue in their testimony, Cal Water requests that

the Commission approve Special Request #5.

D.  MOST CURRENT ESCALATION FACTORS (SR#6) (SCOPING ISSUE
#18)

SPONSORED BY MELODY SINGH

Cal Advocates’ testimony did not address Cal Water’s Special Request #6 to use the
most current escalation factors in the final Commission decision for this proceeding. This
component of rates is particularly important given the unpredictable impacts on inflation
resulting from the current federal government’s unpredictable actions. The Commission should
therefore use the most current Commission escalation rates in the final decision to most

accurately reflect the cost of service in Cal Water’s 2026 revenue requirement.

E. PAYROLL ESCALATION BASED ON UNION CONTRACTS (SR #7)
(SCOPING ISSUE #19)

SPONSORED BY GREG MILLEMAN

Cal Advocates’ testimony opposes Cal Water’s Special Request #7 to calculate the
escalation year labor expenses for its escalation and attrition year advice letter filings using the

312 with Cal Water’s unions, as

Company’s actual annual wage increases in the contracts
opposed to the Commission’s labor inflation factors. Cal Advocates defers to the rate case plan
which refers to use of the most recent Commission memo inflation factors for escalation in the
escalation and attrition years.

Cal Water noted in its application that roughly 68% of its workforce is unionized, and
that in 2021 and 2022, its actual union wage increases have exceeded the Commission’s labor

inflation factors.3!3 Cal Water also notes that this pattern is likely to continue, as its contract

with the Utility Workers Union of America implies an annual wage increase target of 2.5% to

312 The unions at Cal Water consist of the International Federation of Professionals and Technical Engineers, Local
26 (IFPTE) and the Utility Workers Union of America (UWUA).
313 CWS Testimony Book #1, p. 100.
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Chapter 9. SPECIAL REQUESTS
3.5%,3'* which exceeds the Federal Reserve’s annual inflation target of 2%.31> The December
2023 CPI triggered the language where either party could request to reopen wage negotiations.
Both unions did request to reopen wage negotiations. However, Cal Water did not agree to
increasing the wages beyond the CPI of 3.6%. Cal Water also noted the value of fair wages to its
union employees and importance of including those wages in its revenue requirement.

Since Cal Advocates did not oppose this special request in Cal Water’s 2021 GRC, it was
identified as an undisputed issue in that case.3!® There have not been any significant changes
since then. In fact, as shown below, the Commission’s escalation memo had higher labor
inflation rates than the union increases for 2023 and 2024. If the Commission’s escalation had
been used, our customers rates would have included higher payroll expense than that paid by

Cal Water to its employees.

2021 2022 2023 2024
Union Rate 3.60% 4.33% 3.33% 3.60%
CPUC Memo"™ 1.20% 4.20% 8.10% 4.10%

(1) Used the CPUC escalation memo from the September prior to the year
shown as the advice letters to implement Step Rates increases is filed in the
4™ quarter of the proceeding year.

The union contracts are collectively bargained agreements that provide fair wages to
union employees and it is important that these wages are reflected in the revenue requirement
given that they represent a significant majority of Cal Water’s employees. To more accurately
reflect the impact of wage increases in rates, Cal Water recommends that the Commission
approve the use of actual union wage increases instead of the Commission’s labor escalation

factors in Cal Water’s step increase filings.

314 “In the event the CPI-U Western US for December 2023 and each December through the end of the contract, is
below 2.5% or above 3.5% either party may request to re-open negotiations for wages only.” Cal Water Collective
Bargaining Agreement with Utility Workers Union of America for the years 2021 through 2027, page 28.

315 See https://www.federalreserve.gov/fags/economy 14400.htm.

316 D,24-03-042, Attachment 1, Appendix 3.
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Chapter 9. SPECIAL REQUESTS

F. AMORTIZATION OF BAMAS (SR #8 ) (SCOPING ISSUE #20)

SPONSORED BY NATALIE WALES

Cal Advocates and Cal Water agree in principle with amortizing the eight (8)
memorandum and balancing accounts through temporary surcharges and credits,*'” but
disagree on some specifics. For the memorandum accounts at issue, the amounts to be
amortized have been identified and are not in dispute. These consist of the CEMA, PSPS MA,
and the Asbestos Litigation MA. Cal Advocates did not oppose continuation of the Asbestos
Litigation MA (the only one of the three with a specific termination date) until December 31,
2028 (the end of the rate case period).

For the balancing accounts at issue, however, Cal Advocates provides some
recommendations that are problematic and should not be adopted. Before turning to specific
accounts, Cal Water first addresses a broader issue applicable to all of the balancing and memo
accounts raised in Special Request #8 — the appropriate timing of and method for

amortizations.

1. Timing and Method of Amortizations

In its application, Cal Water requested a grace period of at least 90 days after a final
decision is issued to file advice letters amortizing its balancing and memo accounts.3*® Cal
Water’s first priority after a decision is to implement new rates based on the decision. This
usually requires additional calculations after a decision is adopted so that past revenue offsets
(“subsequent offsets”) previously approved by the Commission during the pendency of the rate
case, as well as to layer on any new offsets (such as for purchased water and power) that will go
into effect with the beginning of the Test Year. As shown in Cal Water’s response to a data

request from Cal Advocates (provided as Attachment KKE-002 to the Evans Testimony), the

317 |n regulatory parlance, “sur-credit” is usually used to characterize customer refunds applied to utility bills. Cal
Water now refers to them simply as “credits” when communicating with customers, and will use this simpler term
in this rebuttal testimony.

318 CWS Testimony Book #3, p. 4.
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Chapter 9. SPECIAL REQUESTS

amortization advice letters after the last two GRC decisions were filed between 82 and 152 days
after the decisions.3%°

However, these time periods would be cut down dramatically if Cal Water had the
flexibility to begin aggregating some balancing and memo account dollars to calculate fewer
surcharges/credits per ratemaking area. It was Cal Advocates’ repeated focus on the
amortization of “net amounts” across multiple balancing and memo accounts, coupled with the
recollection that Great Oaks was allowed a similar aggregation, that gives rise to this proposal.
To the extent that balances from multiple accounts apply to the same customer group within a
ratemaking area, the process of implementing amortizations of memo and balancing accounts
could be considerably streamlined if Cal Water is allowed to “net” balances against one
another. This would need to be applied selectively so that, for financial accounting purposes,
short-term and long-term regulatory assets and liabilities could be properly tracked and
reported upon over time. Applying a smaller number of surcharges or credits, however, has
potential benefits for the Company, Commission staff, and customers. As proposed below, this
approach would simplify bills for the majority of customers who are only interested in a high-
level understanding of their water bills, and need not sacrifice transparency for those

customers who want to understand individual components on their bills.

2. Reducing Customer Confusion By Netting Balances

In discussing the amortization of Cal Water’s various balancing and memorandum
accounts, Cal Advocates frequently emphasizes net amounts - aggregates of customer refunds
(presented as negative numbers by Cal Advocates) and customer under-collections (presented
as positive numbers) across multiple accounts. Cal Advocates addresses Special Request #8 with
the following recommendation, repeated in different ways: “The Commission should order a
net over-collected amount of $6,430,388, consisting of the three over-collected BAMAs totaling

$16,610,415, offset by Cal Water’s requested amortization of $10,180,751 from four BAMAs, as

319 Evans Testimony, Attachment 1-2, electronic page 73. [page 11 of Partial Response #3]
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Chapter 9. SPECIAL REQUESTS
shown in Table 1-3 below.”32° Cal Advocates has a responsibility to review individual memo
and balancing accounts. Once completed, however, Cal Advocates’ focuses on the bottom line
— just as most customers do, in Cal Water’s experience.

Cal Advocates’ choice of aggregating these specific balances in this manner is
problematic for several reasons discussed below, but there is merit in netting balances across
multiple balancing and memorandum accounts, when (1) they apply to a common set of
customers, (2) amortization can be timed together, and (3) financial accounting requirements
can be met. The Commission expressed support for this concept when it adopted a resolution
allowing Great Oaks to combine the balances of multiple accounts.??! With the
acknowledgement that settlements are not precedential, the Commission references two
previous settlements in which Cal Advocates and Great Oaks agreed to amortize net
balances.3??2 The Commission went on to observe that, “By applying [over-collected] surcharges
in this manner, it would reduce the number of surcharges and or sur-credits that appear on
customer bills and may reduce customer confusion regarding bill calculations.”3%3

This reasoning is equally applicable to the multiple balancing and memorandum account
amortizations being addressed in this proceeding, and is not inconsistent with Cal Advocates’
focus on addressing Cal Water’s outstanding balances as a whole, rather than as individual
surcharges and credits applied to customer bills. From the perspective of customers, any
change in the charges on their water bill is experienced as a “rate change,” so even the
application of a temporary surcharge or credit is an undesirable development that is best

handled simultaneously with other rate changes.

320 Evans Testimony, p. 1-10 (lines 9-10). For reasons discussed below, this recommendation would result in
premature amortizations in three accounts, which are specifically intended to last the duration of the 2021 GRC
rate case period of 2023-2025.

321 Resolution W-5267. Great Oaks Water Company, Inc. Order Authorizing The Offset Of The Balance In Its
Conservation Lost Revenue Memorandum Account With The Balance Of Its Excess Usage Surcharge And
Conservation Expense Balancing Account; The Application Of The Remaining Balance Of Excess Usage Surcharges
To Amortize The Under-Collected Balances Of Memorandum And Balancing Accounts; And The Application Of The
Remaining Balance, If Any, Towards A Deduction From Authorized Revenues For Attrition Year 2024-2025.
(November 16, 2023). https://docs.cpuc.ca.gov/PublishedDocs/Published/G000/M520/K884/520884173.pdf.

322 1d., pp. 5-7.

323 1d., p. 7. This is consistent with Commission’s statement in a decision adopting one of the settlements that “We
find this combined amortization reasonable to avoid multiple surcharges/credits.” D.23-04-004, p. 70.
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Chapter 9. SPECIAL REQUESTS
For customers who want to understand the individual components of their bills and Cal
Water’s authority to charge them, tariffs could still contain narrative explanations like the

following, which addresses the recent amortization of 3 accounts:

3. Streamlining Amortizations By Netting Balances

While a deadline extended to 90 or more from a final decision may seem excessive, the
sheer number of ratemaking areas and tariffs Cal Water must update to implement a GRC
decision is considerable. For the vast majority of ratemaking areas, Cal Water is generally
unable to update its tariffs and billing system simply using the rates contained in a final GRC
decision. Revenue changes approved since the GRC application was filed must be incorporated
into the new GRC-approved revenues (referred to as “subsequent rate changes” in Special
Request #5). There are also new revenue changes - several districts with purchased water have
wholesale rates that change every January 1. Making these adjustments requires either re-
running the RO Model, or “layering” revenue changes on top of the new GRC-approved
revenue.

It is important to note that most of Cal Water’s balancing and memo accounts are

tracked at the district or ratemaking area level.3?* For example, while Cal Water reports a

324 s districts are combined into regions, amortizations of pre-existing balances in memorandum and balancing

CWS Rebuttal Book #1 General Rebuttal 171



O 00 N o u B W N

N N R R R R R R R R R R
P O W 00 N O U » W N KL O

Chapter 9. SPECIAL REQUESTS
company-wide balance for a given balancing or memo account, the magnitude of the balance at
the ratemaking area level can vary dramatically. Because of this, surcharges and credits often
must be calculated at the district or ratemaking level. Amortizing one account can result in 20+
surcharges or credits that must be calculated and validated. Depending on the nature of the
account, a single balancing or memo account can also result in surcharges for customers in
some districts and credits for customers in other districts, adding to the complexity of properly
applying a billing component,3?> and disguising the true nature of the amounts because they
are netted together.3?® Finally, customer groups within an area may be subject to different
surcharges and credits.3?’

Any change in a bill component requires Cal Water to adhere to specific procedures to
comply with the Sarbanes-Oxley Act of 2002 (commonly known as “SOX”), a federal law
intended to ensure appropriate financial practices for publicly-traded companies like Cal
Water.3?® External auditors regularly test compliance with SOX controls that must be followed
when tariffs are generated and bill components are entered into the customer billing system.3?°
Implementing a separate surcharge or credit for each balancing or memo account at the same
time, and for each ratemaking area, is a burdensome process that is part of doing business.
Amortizing 3 accounts that apply to each ratemaking area, for example, means calculating 57
surcharges or credits (3 accounts x 19 ratemaking areas). But if Cal Water was able to aggregate
the balances in those accounts and only calculate 19 surcharges or credits, submitting an advice
letter to do so within a shorter time period from a final GRC decision becomes much more

feasible.

accounts may be applied at the old “district” level, rather than to an entire ratemaking area, for equity purposes.
325 Surcharges are generally applied as a dollar amount per CCF, while a credit is generally applied as a fixed
amount per customer line. When amortization of an account results in both surcharges and credits, there are more
opportunities for miscalculations because total CCFs must be used to calculate the former, while total customer
lines must be used to calculate the latter.

326 For example, if there is a large balance that must be collected from Bear Gulch customers, but Bakersfield
customers will be receiving a large credit, the total amount reported for that account could be small because the
amounts cancel each other out.

327 For example, due to the California Water and Wastewater Arrearage Payment Program administered by the
State Water Resources Control Board, WRAM surcharges for Cal Water’s residential and commercial customers
have been forgiven, but the surcharges still apply to Cal Water’s industrial and recycled water customers.

328 Sarbanes-Oxley Act of 2002, Public Law 107-204, 116 Stat. 745 (2002).

329 For example, each surcharge or credit must be entered into the customer billing system and then tested in a
sandbox environment before the bill components can “go live” and be applied to customer bills.
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Chapter 9. SPECIAL REQUESTS
The Commission’s Water Division and interested parties like Cal Advocates would also
benefit from the aggregation of balancing and memo account funds for amortization purposes.
While the workpapers for the individual account totals are still subject to review for
reasonableness and accuracy, the smaller number of surcharges and credits to be calculated
would still mean fewer workpapers. And of course, the fewer calculations that are needed, the

lower the likelihood of errors.

4, October 1, 2024 Surcharges and Credits

October 1, 2024 is an example of how a confluence of events can result in numerous
individual surcharges and credits requiring approval and implementation at the same time, to
the detriment of resources within the company, the Commission’s Water Division, interested
parties who review Cal Water’s advice letters, and any customers trying to track all the changes
on their water bills. Cal Water’s 2021 GRC decision was approved in March 2024, triggering
authorization to amortize several balancing and memo accounts. Because the decision was
over 15 months late, there were also considerable balances in an Interim Rate Memorandum
Account that affected numerous customer classes in different ways.

On October 1, 2024, Cal Water implemented four different kinds of surcharges/credits
to true up interim rates and final rates as tracked in its “IRMA” account: a different surcharge
for regular customers in each district, a credit for CAP customers that varied by district, a
surcharge for all private fire protection customers to true up their rates, and a surcharge for all
private fire protection customers to CAP funding that was not collected during the interim
period.

Also on October 1, 2024, Cal Water implemented surcharges and credits for three new
amortizations authorized in the 2021 GRC decision, as well as M-WRAM surcharges and ICBA
surcharges and credits for balances incurred in 2023 that could not have been calculated in the
absence of a GRC decision that approved revenue requirements for 2023. In fact, the ICBA
surcharges and credits were themselves a combination of the balances for purchased water,
purchased power, and pump taxes incurred in 2023 — a precursor to what Cal Water now
proposes — aggregation of all balancing and memo account amounts authorized for

amortization.
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Chapter 9. SPECIAL REQUESTS

5. Interest While Amortization Advice Letters Are Pending

As discussed above, Cal Water requests a deadline of at least 90 days from a final
decision in this case, and preferably up to 180 days, to submit amortization advice letters due
to the potential complexity of implementing multiple rate changes and surcharges/credits
pursuant to a final decision, and customers’ preference for synchronizing bill component
changes so that they occur as infrequently as possible. If Cal Water’s proposal is adopted, Cal
Advocates urges the Commission to limit interest in the accounts to 30 days. Such a limitation
has the potential to hurt both customers and shareholders because, as discussed above, many
balances could result in refunds, as well as surcharges. All of Cal Water’s preliminary
statements provide for interested at the 90-day commercial paper rate for the duration of the
accounts. Limiting interest to just 30 days is rather arbitrary — Cal Advocates does not claim that
Cal Water should be able to submit all of its advice letters to amortize amounts approved in a
final decision within 30 days of that decision. Neither does Cal Advocates claim that a delay in
amortization, for the specific reasons Cal Water has discussed herein, hurts customers or
somehow benefits the company. Since allowing a maximum of only 30 days of interest to be
accrued in balancing and memorandum accounts, pending submission of advice letters to
amortize them after a final GRC decision, is an unnecessary complication in a process that is

already complicated, and should not be adopted.

6. Prompt Amortization of Accounts

In Special Request #8, Cal Water specified the available balances to be amortized due to
the nature of each account. Cal Water did not provide specific balances for the three balancing
accounts that are still tracking costs for the 2023-2025 rate case period —the CEBA5, PCBA5,
and HCBAGS. Cal Advocates also urges the Commission to require “prompt amortization”
according to specific amounts in those accounts as of [look up date in DR response].33° As
shown in Cal Advocates’ Table 1-3, all three accounts happen to reflect customer refunds

totaling $16,610,415 as of that date.?3! Unlike the other accounts addressed in Special Request

330 Evans Testimony, pp. 1-10 to 1-11.
Bd,, p. 1-11.
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#8, these are balancing accounts specifically tied to a rate case period. Cal Water does not
oppose prompt amortization of any balancing or memorandum account when it is reasonable
and feasible. Cal Water has historically amortized such accounts after the relevant rate case
periods closes, and should continue to be allowed to do so for the reasons discussed below.

For the PCBA5 and HCBAS, this is because balances may fluctuate (negatively and
positively) throughout the 3-year period — the variability being the reason for having the
balancing account. Unless there is a reason to amortize on a specific date during the 3-year
period,33? amortizing both accounts for all ratemaking areas at the end of the rate case period
makes logical and administrative sense. While the preliminary statements for these accounts
specifically allow for amortization if a balance exceeds 2% of actual revenues, this provision is
unlikely to be triggered because two percent of Cal Water’s revenues in 2024 was
approximately $ 18,776,000.333

For the CEBAS5, the conservation budget is specifically adopted for the three-year period,
and the balance starts out containing the full budget as balance to be returned to customers. It
has been designed so that, as the company engages in conservation activities and incurs costs,
the balance in the CEBA decreases. The preliminary statement for the CEBA5 explicitly provides
for amortization of refunds owed to customers as of December 31, 2025.33* In fact, the CEBA is
a one-way balancing account, meaning that any expenses for conservation activities that the
company incurs that are above the authorized budget cannot be recovered from customers. As
a result, the balance in the CEBA will always reflect an “over-collection,” as Cal Advocates
disparagingly refers to any balance with a refund owed to customers.

Because a Commission decision in this case will be adopted right before the 2023-2025
rate case period ends, a Commission requirement to “promptly” amortize these accounts will
coincide with the end dates for the current CEBA, PCBA, and HCBA. This recommendation

therefore has little relevance for the current accounts.

332 These accounts are tracked at the ratemaking area level, so monitoring the balances for all of Cal Water’s 19
relevant ratemaking areas each month, and filing an advice letter as soon as an account for a ratemaking area
shows a refund, rather than a surcharge, is not reasonable.

333 Cal Water’s regulated revenues for calendar year 2024 were approximately $ 938,879,000.

334 https://www.calwater.com/docs/rates/statements/preliminary statement z5.pdf.
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Chapter 9. SPECIAL REQUESTS

However Cal Advocates also seeks to apply this requirement to the CEBA requested for
re-authorization in this GRC, stating:

The Commission should grant Cal Water’s request to reauthorize its CEBA6; however,
the Commission should require Cal Water to add the GO 96-B language mandating a prompt
refund of any unspent budget to the CEBA6 preliminary statement. GO 96-B requires an
overcollection to be promptly refunded to the ratepayers. To prevent this situation from
recurring in future GRCs, the associated Preliminary Statement (Z6) for CEBA6 should include
language that reflects the requirement to promptly refund over-collections every year for the
account duration. 3%

For the reasons discussed above, it would not make sense to “mandate a prompt
refund” of a one-way conservation balancing account. As with the preliminary statement for
the current CEBAS, the preliminary statement for the CEBA6 should specify that amortization
should occur for the balance as of the last date of the relevant rate case period. Accordingly,

the date provided in the proposed tariffs included as Attachment F to the Application is
December 31, 2028.336

7. Conclusion

Cal Water requests the flexibility to consider combining the under- and over-collected
balances of the memorandum and balancing accounts for which amortization is authorized in a
final decision. While Water Division and interested parties like Cal Advocates would still want to
evaluate the workpapers for each account to verify each balance, there would be fewer
workpapers associated with the calculations of the surcharges or credits because there would
be fewer surcharges/credits. Cal Water would then be able to prepare fewer tariffs for
Commission staff review, enter fewer rate components into Cal Water’s billing system, etc.
Finally, customers would need to consider fewer surcharges (usually applied as a dollar amount
per CCF) to their usage, and/or credits (usually applied as a dollar amount per line, per month)

to determine the accuracy of their water bills.

335 Evans Testimony, p. 1-14 (footnote omitted).
336 Application, Attachment F, p. 61.
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Chapter 9. SPECIAL REQUESTS
Cal Water also requests at least 90 days from a final decision to file advice letters
amortizing the balances as proposed herein, with no special limitation on interest in the

accounts.

G. DRINKING WATER FEES BALANCING ACCOUNT (DWFBA) (SR #8)
(SCOPING ISSUE #12)

SPONSORED BY NATALIE WALES

Due to significant increase in the “drinking water fees” that the State Water Resources
Control Board started charging water providers in 2021, the water industry and the Commission
grappled with the appropriate ratemaking mechanism to employ given that the fees were
beyond the control of the utility, difficult to forecast because they kept increasing, and there
was no question of their legitimacy. The Commission had approved balancing accounts for
these fees for Class B, C, and D water companies in 2008 in Resolution W-4698.337 Ultimately,
the Commission suggested that the large water companies submit “me-too” advice letters
asking for the same treatment — authorization of a drinking water fees balancing account. Cal
Water did so in Advice Letter 2497 in place of its existing Drinking Water Fees Memorandum
Account.

Cal Advocates protested AL 2497 on the grounds that the advice letter request was
“unjust, unreasonable, and discriminatory,”33® a claim that the Water Division determined to be
without merit. The Water Division denied Cal Advocates’ protest and stated that, in granting
the balancing accounts to the smaller water companies, the Commission had found the nature
of the costs tracked in a DWFBAs to be “akin to costs in purchased water, purchased power,
and pump tax balancing accounts, which have been approved for recovery.”33° Water Division

found it appropriate to extend the DWFBAs to large water companies.

337 Resolution W-4698, Order Establishing Water Quality and User Fee Balancing Accounts for Class B, C, and D
Water Utilities (July 31, 2008).

338 protest to California Water Service Advice Letter 2497-W from the Public Advocates Office to Water Division
(November 20, 2023). Cal Advocates submitted similar protests to the advice letters of all large water companies.
339 Letter from Bruce DeBerry, Program Manager, Water Division to Richard Rauschmeier, Program Manager, Cal
Advocates’ Water Branch (December 20, 2023), p. 2, addressing the DWFBA advice letters of all the large water
utilities, and referring to the Commission’s actions in Resolution W-4698 on July 31, 2008.
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Chapter 9. SPECIAL REQUESTS

1. Amortization of the DWFBA

Cal Advocates indicates that the balance in the DWFBA should be amortized through
surcharges, rather than being included in the revenue requirement as proposed by Cal Water.
Cal Advocates provides no basis for the use of surcharges alone, and as discussed in Cal Water’s
direct testimony, the Commission has indicated that amortization can be addressed through
“adjustments to rates.”34° Cal Water has no control over the drinking water fees levied on all
public water systems by the State Water Resource Control Board, which is a key reason for why
the Commission has now authorized DWFBAs for all water utilities. In fact, the Commission has
likened the DWFBA to “purchased water, purchased power, and pump tax balancing accounts,”
all variable costs that are put into rates, and can be adjusted through changes in the revenue
requirement in between rate cases. There is no requirement for those variable costs to be
recovered solely through surcharges. As discussed earlier, customers appear to consider any
change of a bill component, including the addition of a surcharge, to be a “rate change.” In that
respect, a surcharge will be less welcome than having the costs embedded in GRC rates.

In the event the Commission adopts Cal Advocates’ proposal to amortize the DWFBA
through surcharges, however, Cal Water urges the Commission to include the DWFBA balances
in an aggregated “net balance” that addresses all of the balancing and memo accounts being

amortized, as discussed earlier in this chapter.

340 CWS Testimony Book #3, p. 22 (referring to Ordering Paragraph 3 of D.06-04-037).
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Chapter 9. SPECIAL REQUESTS

2. The DWFBA Should Remain Open

While Cal Advocates recommends closure of this account, all the large water companies
regulated by the Commission now have this account. In fact, when Cal Water first submitted AL
2497, the company initially proposed that the account terminate when new GRC rate go into
effect — December 31, 2025. However, the purchased water, purchased power, and pump tax
balancing accounts the Commission has equated with the DWFBA have no end date, and
therefore exist in perpetuity. At the request of Water Division, Cal Water then submitted a
supplemental advice letter to AL 2497 that removed the end date for Cal Water’s proposed
DWFBA.

Requiring Cal Water to now close the DWFBA in this GRC would not only be contrary to
the Water Division’s recent guidance, it would also impact only one company - Cal Water; any
reconsideration of the merits of the DWFBA should be raised in a forum that addresses this

account for all large water utilities. The DWFBA should remain open.

3. DWFBA Amount to be Amortized

Cal Advocates recommends that the Commission authorize a more recent balance in the
DWFBA — an amount of $1,653,180 as of June 30, 2024, rather than the December 31, 2023
balance of $1,334,220. Cal Water does not oppose amortization of the more recent balance,
but notes that Cal Water’s Rebuttal RO Model currently reflects the original $1,334,220

(normalized for the test year) in rates.

H. GENERAL DISTRICT BALANCING ACCOUNTS (DISTRICT BAS)
(SCOPING ISSUE #12)
SPONSORED BY NATALIE WALES
For the General District Balancing Accounts (District BAs), Cal Advocates does not
dispute the balance identified in the account as of December 31, 2023. This kind of account

(one for each district3*!) is unique in that, after amortization of other balancing and memo

341 Technically, there is one account for each “ratemaking area,” however “district” is still commonly used for ease
of communication.
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Chapter 9. SPECIAL REQUESTS
accounts ends, the residual dollar amounts are “rolled over” into each district’s “general
balancing account.”34? The District BAs therefore consist of amounts the Commission has
already approved for amortization.

Instead of seeking recovery of (or credits for) specific dollar amounts, Cal Water asks for
amortization of the amount in each District BA when Cal Water at the time an advice letter is
filed. This process would allow the District BA balances to be addressed as expeditiously as is
possible, given our procedural regulatory constraints.

While emphasizing that allowing amortization of an unknown balance is generally
inappropriate, Cal Advocates acknowledges that an exception should be made for these District
BAs, and does not oppose Cal Water’s request. Therefore, Cal Water requests that the
Commission’s final decision include an ordering paragraph allowing Cal Water to amortize
whatever balances are in the District BAs at the time when Cal Water files the appropriate
advice letter to do so.

Given the unusual nature of this account, Cal Water had asked to streamline processing
further by using a Tier 1 advice letter for amortization.3* A Tier 1 advice letter allows a
requested surcharge or credit (or rate change) to go into effect immediately, subject to refund
in case Water Division finds an error. Cal Water is currently required to file a Tier 2 advice
letter, which cannot go into effect until final “disposition” of the advice letter, and therefore
creates complications when the company is trying to time customer bill changes so that they
occur on the same date. Cal Advocates opposes the use of a Tier 1 advice letter instead of a
Tier 2 advice letter. While Cal Water continues to believe a Tier 1 advice letter is more
appropriate, Cal Water withdraws its request and is willing to continue use of the Tier 2 advice

letter process to amortize District BAs.

342 More specifically, each ratemaking area has its own “general balancing account” to capture the residual dollar
amounts left over after the amortization period for a balancing or memo account has reached its end (there are
always residual amounts, whether negative or positive). The residual dollar amounts are then aggregated so that
the net amount for each ratemaking area can be amortized as needed.

343 CWS Testimony Book #3, pp. 14-15.
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Chapter 9. SPECIAL REQUESTS

l. HEALTH COST BALANCING ACCOUNT (HCBAG) (SR #9) (SCOPING
ISSUE #21)

SPONSORED BY JIM LYNCH
In Special Request #9, Cal Water requests re-authorization of certain balancing
accounts, including the Health Cost Balancing Account (HCBAG6). Cal Water previously presented

testimony in support of this account in Testimony Book #1 (Chapter 9, Section F) and Testimony

Book #3 (Chapter 1, Section 1).

1. Cal Advocates’ Recommendation

Cal Advocates argues that the Commission should deny the request to re-authorize the

Health Cost Balancing Account “because healthcare costs are foreseeable and can be
reasonably forecasted in rates, so a balancing account is no longer an appropriate mechanism
for tracking employee healthcare costs.”3** In particular, Cal Advocates cites to a memorandum
account, the Health Care Expenses Memorandum Account, that was authorized in Cal Water’s
2009 GRC and is entirely different from proposed Health Cost Balancing Account at issue
here.34

Cal Advocates also argues that “Healthcare costs are reasonably known and do not
require a balancing account,” asserting that the conditions in the healthcare insurance

marketplace following the passage of the 2010 Affordable Care Act are no longer applicable

today.34¢ This argument ignores the reality of today’s volatile healthcare insurance market.

|2. The Health Care Expenses Memorandum Account (HCMA) Is Not
Relevant to the HCBA

Cal Advocates first seems to imply that the proposed Health Cost Balancing Account is a
continuation of sorts of the earlier Health Care Expenses Memorandum Account (HCMA), which

was meant solely to track costs associated with the passage of the federal Affordable Care Act

344 Evans Testimony, pp. 1-17 to 1-19.
345 ld
346 ld
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Chapter 9. SPECIAL REQUESTS
in 2010.3%” Cal Advocates then goes on to emphasize the difference between the two accounts,
stating that the conditions under which “the Commission authorized the HCMA are no longer
present and the HCBA does not have the same rationale or justification.”3*® Cal Water agrees
that the basis for, and intent of, the HCMA is different from the HCBA. More importantly, the
relevant issue is not the circumstances in 2010, but rather the volatile healthcare insurance

market conditions that are present today.

3. Current Volatile Healthcare Costs Justify Continuation Of HCBA

Well after the passage of the federal Affordable Care Act in 2010, the Commission has
recognized the ongoing volatility and unpredictability in the healthcare insurance market. In
2020, over the objections of Cal Advocates, the Commission reauthorized the health cost
balancing account that had been created and maintained through settlements for the two
previous GRC cycles.3#° In the last GRC, Cal Advocates supported continuation of the HCBA.3>°
Cal Advocates now argues that Cal Water’s request to continue the Health Cost Balancing
Account should be denied because such “Costs are no longer unforeseeable.”3>!

This argument should be rejected because Cal Advocates provides no evidence
supporting this contention, and no explanation between the last rate case and this rate case.
Furthermore, the notion that healthcare costs can be readily forecasted is easily dispelled by
examining Cal Water’s own variations in healthcare costs as shown below:

Recorded Healthcare Costs Tracked in HCBA

2014 2015 2016 2017 2018 2019
$$ Incurred $ 19,451,720 $ 21,889,228 $ 17,718,846 $ 17,058,051 $ 19,795,025 $ 19,658,908
% Change 12.5% -19.1% -3.7% 16.0% -0.7%
2020 2021 2022 2023 2024 2025
$$ Incurred $ 14,069,719 $ 12,259,856 $ 13,374,738 $ 10,425,288 $ 13,716,911 TBD
% Change -28.4% -12.9% 9.1% -22.1% 31.6%

347 Evans Testimony, p. 1-18 (lines 3-4) (“Ultimately, the Commission approved a settlement that closed the HCMA
with no recovery of costs and opened the HCBA” (citing to D.14-08-011, pp. 45-46.)).

348 Evans Testimony, p. 1-18 (lines 13-14).

349 D.20-12-007, Ordering Paragraph 16.

350 Ccal Adv-3 (Report And Recommendations on Balancing and Memorandum Accounts, Special Requests #11, #12,
And #13) in A.21-07-002, pp. 2-10 to 2-11.

351 Evans Testimony, p. 1-19.
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The table above shows the Cal Water’s recorded healthcare costs that have been
tracked in the HCBA between 2014 and 2024, almost four rate case periods.>*? The table clearly
demonstrates the continuing year-over-year variability in the Company’s healthcare costs. Cal
Advocates presents no specific evidence to rebut this — only broad and conclusory assertions
regarding the predictability of Cal Water’s healthcare costs.

Further, Cal Advocates entirely ignores the unpredictable nature of the healthcare
insurance industry today. There are a number of nationwide trends that will certainly impact
healthcare claims in the near future, including the GRC period at issue in this case. Provided as
Appendix G is a presentation by Marsh & McLennan Agency describing anticipated 2025
employee health and benefits trends. Marsh & McLennan Agency is a leading professional
services firm that specializes in risk and employee health & benefits.3>3 In particular, Part 4 of
the presentation highlights a number of difference factors that are anticipated to influence
healthcare costs for employers like Cal Water in the coming year.

Cal Advocates also ignores the significant changes at the federal level with the new
Presidential administration and the potential impacts that such changes will likely have on the

Company’s healthcare costs. Attached as Attachment 9-1 is an article by PwC that is intended

to address the current Presidential administration’s “strategic agenda for healthcare.”3>* As
shown in the article, the options and implications are potentially broad and wide-ranging,
making any certainty about healthcare forecasts for 2026-2028 virtually impossible. From a

different perspective, Attachment 9-2 is an article from the Los Angeles Times providing a mix

of data and anecdotes about the more immediate concerns of businesses and consumers
regarding the uncertainty of healthcare costs.3>®
Furthermore, the Commission has previously rejected the specific argument by Cal

Advocates that healthcare costs are easily forecasted when, as in this case, Cal Advocates offers

352 These recorded costs represent what was in the HCBAs and therefore exclude the benefits associated with
capitalized labor as well as the amounts allocated to water company affiliates regulated in other states.

353 42025 Employee Health & Benefits Trends,” MarshMcLennan Agency (undated).
https://www.marshmma.com/us/insights/details/employee-health-and-benefits-trends.html.

354 “prasident Donald J. Trump’s healthcare agenda: flexibility and choice, fiscal conservatism, public health reform
and deregulation” (February 10, 2005) by PwC. https://www.pwc.com/us/en/industries/health-
industries/library/election-2024-trump-health-agenda.html.

355 “Thought inflation was bad? Health insurance premiums are rising even faster” (March 10, 2025), Los Angeles
Times. https://www.latimes.com/business/story/2025-03-10/kaiser-health-insurance.
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Chapter 9. SPECIAL REQUESTS
no evidence. When the renewal of the HCBA was litigated in the company’s 2018 GRC decision,
the Commission explained:

Cal PA closes its reply brief on this matter with the assertion that pension and
health care costs are not difficult to forecast and therefore they do not qualify
for balancing account treatment. No evidence is offered for such a sweeping
statement. We reject the argument.3>®

In light of all of the significant uncertainties currently in the healthcare benefits industry,
it is unreasonable for Cal Advocates to assert that such costs are “no longer unforeseeable” and

once again offer no evidence to support this claim.

4, The HCBA Does Not Create Perverse Incentives

Cal Advocates argues that re-authorizing this balancing account would remove
incentives for Cal Water to control costs, stating that Cal Water should “shop around” for
competitive healthcare insurance.*” In fact, as discussed in direct testimony, Cal Water “self-
funds the majority of its healthcare benefits,”3>® and has taken effective steps to reduce
medical insurance costs.3*® Despite the general trend in increasing medical costs (“medical
inflation”),36° Cal Water’s own medical costs have trended downward, resulting recently in
over-collections of healthcare costs and the application of sur-credits on customers’ bills. These
outcomes should alleviate Cal Advocates’ concerns that having an HCBA causes Cal Water to be
less vigilant in lowering healthcare costs.

In Cal Water’s 2018 GRC, Cal Advocates made a starkly different argument, asserting
that having an HCBA would cause Cal Water to underestimate its costs so that amortization of
the account could be later used to recover higher actual costs. As with Cal Advocates’ other
argument above, the Commission rejected this argument, finding “no indication in the record
evidence of any intention to underestimate costs and then fall back on a true-up process, when

amortizing the balancing accounts, to recover under-collections.”36! There is no basis for Cal

356D.20-12-007, p. 26 (footnote omitted).

357 Evans Testimony, p. 1-19 (lines 9-11).

358 CWS Testimony Book #1, p. 189 (lines 22-23).

359 CWS Testimony Book #1, p. 189 (lines 3-16).

360 The presentation attached as Appendix G by Marsh & McLennan Agency shows on page 144 that the rate of
increase for healthcare costs has outpaced the general CPI-U index over the past two decades.

361 p,20-12-007, p. 26.
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Chapter 9. SPECIAL REQUESTS

Advocates’ arguments that having an HCBA discourages Cal Water from pursuing lower cost
options, on the one hand, or encouraging Cal Water to low-ball its healthcare costs, on the
other.362

Lastly, Cal Advocates ignores the fact that the expenses recorded in this proposed
balancing account will be subject to further Commission review when Cal Water seeks to
amortize such costs — any expenses that are not prudent and reasonable risk being disallowed.
Cal Water has amortized its HCBA after each of the last three GRCs without any concerns

expressed by Cal Advocates or the Water Division.363

5. Conclusion

Cal Advocates presents no new evidence or arguments about the HCBA that were not
addressed when continuance of the account was litigated in A.18-07-001, resulting in D.20-12-
007. For reasons set forth above, the Commission should re-authorize Cal Water to implement

the Health Cost Balancing Account for this GRC cycle.

J. PENSION COST BALANCING ACCOUNT (PCBAG) (SR #9) (SCOPING
ISSUE #21)

SPONSORED BY JIM LYNCH
In Special Request #9, Cal Water requests re-authorization of certain balancing
accounts, including the Pension Cost Balancing Account (PCBA6). Cal Water previously
presented testimony in support of Special Request #10 in Testimony Book #3 (Chapter 1,
Section I). Specifically, Cal Water requests that the Commission re-authorize the Pension Cost
Balancing Account with the proposed tariff language included with Attachment F, which would

include costs associated with the Supplemental Executive Retirement Plan (“SERP”).

1. Cal Advocates’ Recommendation

362 As discussed in direct testimony, Cal Water relies on calculations by its actuary, EY. CWS Testimony Book #1,
pp. 188-190.
363 AL 2259 (April 14, 2017), AL 2406-A (May 27, 2021), and AL 2482 (June 9, 2023).
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Chapter 9. SPECIAL REQUESTS

Cal Advocates recommends that the Commission should authorize the proposed
Pension Cost Balancing Account for this GRC cycle, but argues that the Commission should
exclude SERP expenses from this account.3%* Cal Advocates argues that the Commission
previously excluded SERP expenses from the previous iteration of the Pension Cost Balancing
Account in Cal Water’s last GRC in D.24-03-042 and also argues that the SERP expenses benefit
shareholders rather than ratepayers.36° Lastly, Cal Advocates argues that the Commission
should not authorize normal advice letter recovery for this account, but should direct Cal Water
to specifically submit a Tier 2 advice letter for approval beginning in January 2029.36¢

For the reasons set forth below, the Commission should reject Cal Advocates’
arguments and instead reauthorize the Pension Cost Balancing Account with tariff language
allowing SERP expense to be tracked in the account. Cal Water addresses SERP expenses more
broadly elsewhere in its rebuttal testimony and the Commission should also reject Cal

Advocates’ arguments regarding SERP expenses for the reasons set forth therein.

|2. Cal Water has presented substantial evidence in this case
regarding SERP expenses

Cal Advocates first argues that the Commission should exclude SERP expenses from the
re-authorized Pension Cost Balancing Account because the Commission previously excluded
SERP expense from the account in the last GRC proceeding in D.24-03-042. In that decision, the
Commission specifically excluded SERP expenses from the account in part because it agreed
with Cal Advocates’ argument in this case that “neither the purpose, the size of the fund, nor
the proposed rate recovery associated with SERP are defined in Cal Water’s Application.”36”

While Cal Water disagrees with that contention from the last GRC, the circumstances in
this proceeding are clearly different because in this GRC Cal Water has presented specific
testimony on the SERP found in Testimony Book #1 (Chapter 8, Section F, Part 5), satisfying
each of the documentation deficiencies alleged in the last GRC and providing a third-party

actuarial report substantiating the proposed SERP expense in Test Year 2026 of $5,242,000.

364 Evans Testimony, pp. 1-14 to 1-17.
365 ld

36 /g, p. 1-17.

367.D,24-03-042, p. 107.
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Contrary to what Cal Advocates asserts, the SERP is simply part of the market compensation for
executive officers of the Company and the purpose of this program is to compensate for
limitations imposed by the Internal Revenue Code on allocations and benefits that may be paid
to officers under the Group’s tax-qualified plan.36® Cal Water has included such SERP expenses
within the overall payroll and benefit expenses for revenue requirement associated with the at-
risk pay elements of payroll.

Cal Water also notes that in its 2018 GRC proceeding (A.18-07-001), the Pension Cost
Balancing Account was a litigated issue and in D.20-12-007 for that proceeding, the tariff
adopted by the Commission for that account (PCBA4) did not exclude SERP expenses.3®° Earlier
iterations (PCBA1 and PCBA2) likewise did not exclude SERP expenses.370

In summary, Cal Water has more than sufficiently substantiated the reasonableness of
including SERP expenses in rates in this GRC. The Commission should reject Cal Advocates’
argument that SERP expenses should be excluded simply because they were excluded in D.24-

03-042.

|3. Cal Advocates’ argument that SERP costs should be funded by
shareholders is misplaced

Cal Advocates argues that the Commission should exclude SERP costs from the Pension
Cost Balancing Account because “SERP should continue to be a shareholder expense.”3’! Cal
Water presents more detailed testimony elsewhere in its rebuttal®’? as to why Cal Advocates’
argument should be rejected — Cal Water does not repeat those arguments here. Moreover, as
relevant here, Cal Advocates fails to acknowledge that the proposed re-authorization of the
Pension Cost Balancing Account in this proceeding would be for a two-way balancing account

mechanism. That is, the Pension Cost Balancing Account protects both customers from paying

368 As explained in Testimony Book #1 (Chapter 8, Section F, Part 5), the SERP accounts for limitations of the
Pension Plan to provide retirement benefits to executive officers that are proportional to the benefits received by
employees. The SERP benefits are also reduced by the limited benefits accrued from executive officers under the
company-wide Pension Plan.

369 D.20-12-007, pp. 24-26.

370 While PCBA3 excluded inclusion of SERP expenses, the language adopted for PCBA3 was reached as part of a
settlement agreement and therefore has no precedential value.

371 Evans Testimony, p. 1-15.

372 WS Rebuttal Book # 1, Chapter 5.
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Chapter 9. SPECIAL REQUESTS
more than necessary if actual SERP expenses are lower than those adopted, while also allowing
Cal Water to recover its costs if the actual SERP costs are more than those adopted. The SERP
program is subject to the same actuarial difficulties as the pension program and changes in
discount rate assumptions that drive changes in the annual costs of the programs. These
discount rates are outside the company’s control and can move either up or down. Thus, the
Commission should authorize Cal Water to track such SERP costs in the Pension Cost Balancing

Account in order to evenly protect both customers and the Company.

4. Conclusion

For the reasons set forth above, the Commission should re-authorize Cal Water to
implement the Pension Cost Balancing Account for this GRC cycle using the tariff language
proposed in its original Application. The Commission should reject Cal Advocates’ arguments to

exclude SERP expense from the Pension Cost Balancing Account.

K.  LIABILITY INSURANCE BALANCING ACCOUNT (SR #10) (SCOPING
ISSUE #22)

SPONSORED BY JiMm LYNCH

In Special Request #10, Cal Water requests authorization of a two-way balancing
account for liability insurance costs (Liability Insurance Balancing Account) that will track the
difference between the liability insurance expense included in the revenue requirement and
the actual liability insurance expense Cal Water incurs.3’3 Cal Water previously presented
testimony in support of Special Request #10 in Testimony Book #3 (Chapter 1, Section JJ).

As discussed further below, Cal Water now proposes in this rebuttal testimony to
modify the proposed Liability Insurance Balancing Account so that only 85% of any balance is

amortized as a surcharge or sur-credit. If actual liability insurance costs are higher than

373 Cal Water acknowledges that Special Request #10 has been identified inconsistently as both a “General
Insurance Balancing Account” (Testimony Book #3, pp. 26-28) and a “Liability Insurance Balancing Account”
(Application, p. 15; Testimony Book #1, p. 11). Cal Water now uses “Liability Insurance Balancing Account”
because Cal Water’s request relates solely to the liability insurance costs in Account 794400 (a subset of
Administrative and General Expenses) of Cal Water’s Chart of Accounts.
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Chapter 9. SPECIAL REQUESTS
adopted, Cal Water would only recover 85% of the balance; if actual costs are lower than

adopted, Cal Water would return 85% of the balance to customers.

1. Cal Advocates’ Recommendation

Cal Advocates recommends that the Commission deny Cal Water’s request and “instead
require Cal Water to forecast insurance rates for the test years that anticipate attrition year
value.”3’* In support, Cal Advocates argues that the proposed balancing account “would create
an item-specific escalation rate within a GRC, which is specifically denied in the [Rate Case
Plan],” and further that this account would eliminate incentives for Cal Water to prudently

manage costs. As discussed below, Cal Advocates is erroneous on both accounts.

2. The Liability Insurance Balancing Account is Not Inconsistent
with the Rate Case Plan

Cal Advocates argues that establishment of the proposed account “to record Cal Water’s
insurance costs would create an item-specific escalation rate within a GRC, which is specifically
denied in the [Rate Case Plan].”3”> In support of this argument, Cal Advocates cites to certain
language in D.04-06-018 out of context.?’® In that decision, the Commission adopted the
original Rate Case Plan for Class A water utilities, which was later revised in D.07-05-062. As
part of the Rate Case Plan, the Commission established procedures for escalating certain labor
and non-labor costs for escalation and attrition years.?’” As part of that process, the
Commission denied the request in that proceeding to derive “item-specific escalation rates in
each GRC.”378

However, that is not relevant here — Cal Water is not seeking to create an item-specific
escalation rate for liability insurance costs. Instead, Cal Water indicates that the non-labor CPI-
U escalation rate provided for under the Rate Case Plan is insufficient to account for the

anticipated increases in liability insurance costs over the rate case period. Cal Advocates

374 Evans Testimony, pp. 1-9, 1-19 to 1-20.
375 1., p. 1-20.

378 Id., note 107.

377 D,04-06-018, p. 10.

378 ld
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notably fails to provide any evidence rebutting Cal Water’s direct testimony indicating that the
anticipated liability insurance costs exceed CPI-U,3”° and that such costs are volatile38® such that
they cannot be reasonably forecasted. For example, despite the marketing efforts of our
insurance broker described elsewhere in this testimony, the cost of excess liability coverage
increased (in total) by $570,000 or 19.8% in 2025 for less covered risks than 2024. This follows
a $304,000 or 11.8% increase in 2024. Events like the devastating wildfires in the Los Angeles
metropolitan area that occurred in January of this year add even greater uncertainty regarding
the future of the California insurance market.38!

Rather than proposing to create a separate escalation rate for insurance costs as Cal
Advocates appears to claim, Cal Water is instead proposing to record the actual expenses
recorded to its account 794400, including insurance costs and uninsured claims cost, against
the adopted costs. The Commission has routinely authorized Class A water utilities to establish
memorandum and balancing account to track similar costs. There is an entire Standard Practice
U-27-W that sets forth procedures for establishment and amortization of memorandum and
balancing accounts.32

Cal Water further notes that the revised Rate Case Plan adopted in D.07-05-062 states in
the context of escalation and attrition advice letter procedures that “Revenue requirement
amounts otherwise subject to rate recovery, e.g., through balancing or memorandum accounts,
shall not be subject to escalation.”383 The fact that there is a specific provision for such accounts
means that such balancing or memorandum accounts are otherwise permitted under and are
consistent with the Rate Case Plan.

More recently, in Golden State Water Company’s (“Golden State”) GRC proceeding
A.20-07-012, the Commission authorized Golden State to establish a memorandum account to
track its liability insurance costs (discussed further below). Clearly, the Commission did not find

there or in any other memorandum/balancing account request that authorizing a water utility

379 Testimony Book #3, p. 26 (lines 8-16).

380 1d., pp. 27 (lines 9-26) — 28 (lines 1-2).

381 https://www.epa.gov/california-wildfires.

382 https://docs.cpuc.ca.gov/PublishedDocs/Published/G000/M090/K002/90002198.PDF.
383 D,07-05-062, Appendix A, p. A-19.
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Chapter 9. SPECIAL REQUESTS
to do so would violate the Rate Case Plan as Cal Advocates claims here. The Commission should

reject this unfounded argument by Cal Advocates.

|3. There is No Basis for Claiming that Cal Water Will Be Less
Prudent with a Liability Insurance Balancing Account.

Cal Advocates argues that the proposed balancing account “provides Cal Water with
excessive guarantees against risk in accounts for which the [Rate Case Plan] provides attrition
year escalation, eliminating the incentive to prudently manage costs.”38438 There is no basis for
Cal Advocates’ assertion that Cal Water has not prudently managed its costs for liability
insurance and Cal Advocates presents no actual evidence in support of that argument. As a
preliminary matter, any costs that are tracked in the liability insurance balancing account are
subject to the Commission’s review at the time when Cal Water seeks recovery of such costs.
To the extent that any costs are unreasonable or imprudently incurred, then the Commission
can disallow such costs. Thus, Cal Water has an incentive to prudently manage its costs even
with the Liability Insurance Balancing Account.

Cal Water engages in an extensive process with its insurance broker Aon Risk Insurance
Services West, Inc. (“Aon”) that ensures it is able to obtain the best value in its insurance

policies. Attached as Confidential Attachment 1 is a copy of a presentation made by Aon in

September 2024 regarding the renewal strategy for Cal Water’s insurance policies. This
presentation reflects the extensive and in-depth process that Cal Water engaged in with Aon to
analyze the insurance markets and obtain the appropriate level of coverage. As part of the

strategy discussion, Aon discusses proposed coverage changes based on current market

384 cal Advocates Report on Balancing and Memorandum Accounts, Special Requests #8, #9, and #10, p. 1-20.

385 Cal Advocates’ rhetoric about Cal Water not prudently managing its cost implies Cal Water is oblivious to the
Commission’s publicly stated concerns regarding affordability in its Rulemaking to Establish a Framework and
Process for Assessing the Affordability of Utility Service R.18-07-006 (Affordability Proceeding). Cal Water is keenly
aware of all actions it takes and seeks recovery in rates as more fully described in the direct testimony in CWS
Testimony Book #2, Chapter 1, and in this Rebuttal Book #1, Chapter 10, Section E. Further, as required by D.22-
08-023 in the Affordability Proceeding, for requested revenue increases greater than 1% of consolidated revenues,
water companies are required to include calculations of monthly residential bill impacts reflecting the impacts of
the increased revenue requirements requested in the filing. While it is Cal Advocates’ responsibility to customers
to review Cal Water’s GRC filings to ensure the Company’s requests are necessary and prudent, implying any
utility, including Cal Water, would not be cost-conscience does not have a place in the current world of the
naturally increasing costs of service from new regulations, advances in science and technology, aging
infrastructure, and inflation.

CWS Rebuttal Book #1 General Rebuttal 191



O 00 N o u B W N

N R N N N N NN R R R B R B R B Rp g
N OO Ll B WN R O L O N OO WU W N R O

Chapter 9. SPECIAL REQUESTS
conditions, newly identified risks, and existing and anticipated coverage gaps. Once the strategy
is agreed upon, Aon markets our policies across numerous insurers in each coverage area with
the objective to obtain the optimal level of coverage with reputable insurers at the most
economical rate. Cal Water has engaged in a similar process with Aon each year for the past
few years and plans to continue working to obtain appropriate, cost efficient insurance policies
moving forward.38® These activities reflect that Cal Water has acted prudently in obtaining
insurance coverage, and there is no evidence suggesting that Cal Water would not prudently
manage such costs prudently moving forward.

Despite Aon’s efforts, available coverages and costs can be unpredictable year over
year. For example, in the 2024 policy year, our excess liability policy insurance company
(AEGIS) proposed to remove loss from wildfire from the definition of covered events. This was
previously a covered loss under the policy. AGEIS only agreed to add it back after Cal Water
provided details of the wildfire hardening investments performed in Cal Water’s service
districts over the past five years. We were fortunate to maintain coverage for wildfire losses in
2025. However in the 2025 policy year, AGEIS again proposed to remove coverages, this time
for any new losses in certain designated high-risk areas and losses incurred relating to certain
new water contamination MCLs. Only this time, Cal Water was unable to get the coverage
reinstated.

In addition, as a result of the 2025 Los Angeles wildfires, loss from wildfire risk will likely
make it difficult to maintain the language exclusion in 2026. This underscores the uncertainty in
obtaining insurance coverages for identified risks, and the uncertainty and escalation of the
cost to acquire such coverages each year, despite the work of Aon.

Cal Advocates raised this same argument previously in Golden State’s GRC proceeding
A.20-07-012 referenced above, where Golden State requested authority to establish an account
to track liability insurance costs. As the Commission recently summarized in D.23-06-024, “Cal
Advocates simply 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

38 Attached as Confidential Attachment 2 and Confidential Attachment 3 are copies of similar presentations
made by Aon regarding the renewal strategy for Cal Water’s insurance policies in 2023 and 2022, respectively.

CWS Rebuttal Book #1 General Rebuttal 192



O 00 N o u B W N

S
N B O

13

14
15
16
17
18
19
20
21
22
23
24

Chapter 9. SPECIAL REQUESTS
the detriment of its ratepayers.”38” The Commission rejected this argument, explaining that
“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.”*®® The Commission also found that
“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.”38 Accordingly, the Commission authorized Golden State to
establish an account to track its liability insurance costs.

Here, Cal Advocates similarly has failed to present any evidence that Cal Water has
failed to act prudently in purchasing liability insurance. The evidence summarized above
demonstrates that Cal Water has followed and will continue to follow a “multi-step process for
projecting liability premiums and selecting liability policies...”3° as the Commission advocated

for Golden State in D.23-06-024.

4, Risk Re-Balancing Proposal

To address concerns about the appropriate balance between risks to customers and
risks to shareholders, Cal Water proposes to modify its request to only allow 85% of the balance
in this account to be amortized. This mirrors the structure of Cal Water’s Health Cost Balancing
Account (HCBA), which Cal Water has had for four GRCs. Under this approach, Cal Water has an
incentive to keep costs lower because 15% of any savings may be retained by the company. If
actual costs exceed recorded, Cal Water could only recover 85% of the balance. The
Preliminary Statement for the HCBAS states as follows:

Eighty-five percent (85%) of the reasonable cost difference will be flowed through to
customers, and fifteen percent (15%) of the reasonable cost difference will be at the company’s
risk. The difference may be either positive or negative depending upon how actual health care

expenses compare to those included in rates.3%?

387 D.23-06-024, p. 33.

388 ld

389 1., p. 32.

3% /4. p. 33.

391 https://www.calwater.com/docs/rates/statements/preliminary statement ab5.pdf.
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Chapter 9. SPECIAL REQUESTS
As discussed above with regard to Cal Water’s proposal to re-initialize the HCBA in this
GRC, Cal Water has had an HCBA with this risk-sharing component since Test Year 2014 as
healthcare costs continue to be volatile. Amortization of the HCBA at the end of each rate case
period has gone smoothly, and has tended to result in credits rather than surcharges. Applying
this 85%/15% cost-sharing mechanism to the proposed Liability Insurance Balancing Account

further enhances the benefits such an account can offer to both customers and shareholders.

5. Conclusion

For the reasons set forth above, the Commission should reject Cal Advocates’
unfounded arguments regarding Special Request #10 for a Liability Insurance Balancing
Account. Instead, the Commission should authorize a modified Liability Insurance Balancing
Account that provides for amortization of only 85% of a given balance to further enhance the

customer benefits outlined in Cal Water’s direct testimony.

L. CONTAMINANT REMEDIATION MEMORANDUM ACCOUNT (SR
#11) (SCOPING ISSUE #23)

SPONSORED BY NATALIE WALES

In Special Request #11, Cal Water requests authorization to establish a Contaminant
Remediation Memorandum Account®®? (“CREMA”)3?3 that would track and record incremental
costs, previously not included in rates, incurred for new contaminants and changes to
contaminant levels as established by federal and state agencies responsible for drinking water
standards. Cal Water previously presented testimony in support of Special Request #11 in

Testimony Book #3 (Chapter 1, Section KK).

1. Cal Advocates’ Recommendation

392 cal Water acknowledges that Special Request #11 has been identified inconsistently as both a “Contamination
Remediation Memorandum Account” (Testimony Book #3, p. 28, (lines 5-6) and a “Contaminant Remediation
Account”(id., line 8). Cal Water now uses “Contaminant Remediation Memorandum Account” to mirror the name
of Golden State Water Company’s (Golden State’s) account.

393 While Golden State uses the acronym “CRMA” for their account, Cal Water already has a “Conservation
Regulation Memorandum Account” with that acronym. Cal Water proposes the acronym “CREMA” for the account
requested here.
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Cal Advocates recommends that the Commission deny Cal Water’s Special Request #11
“because it contradicts Commission precedent and would harm ratepayers.”3°* Specifically, Cal
Advocates asserts that there is no need for the CREMA, that the request does not meet the
requirements of Standard Practice U-27-W for memorandum accounts, that the CREMA is
inconsistent with Commission precedent, and that the CREMA differs from the Contaminant
Remediation Memorandum Account (“CRMA”) authorized for Golden State Water Company

(“Golden State”).

2. The CREMA Would Fulfill Compelling Needs

Cal Advocates argues that “There is no need for [CREMA] because Cal Water has the
operational flexibility to undertake urgent projects as necessary.”3% Specifically, Cal Advocates
argues that “Cal Water can exercise this flexibility and request to include any completed
projects that are used and useful in rates during a subsequent GRC.” While Cal Water agrees
that it has operational flexibility to focus on urgent projects, this argument is misplaced. The
establishment of the CREMA not only addresses the capital projects cited by Cal Advocates, but
also operation and maintenance, administration and general, monitoring, and consultant
expenses associated with activities to mitigate the effects of any new or changed rule or
contaminant level. These expenses can add up quickly and, given the variety of responses from
regulatory agencies for what is required of the company, are also difficult to predict. Without a
memorandum account mechanism in place, Cal Water may not be able to seek future recovery
of such expenses until they are incorporated into rates without violating principles of
retroactive ratemaking. Even for capital projects, the presence of a specific memorandum
account for this purpose provides greater certainty for such projects and provides a specific
mechanism for such costs to be tracked and reviewed by the Commission. These benefits of the

CREMA will go towards protecting the health and safety of customers.

3% Sorensen Testimony, pp. 10-1 to 10-4.
3% Sorensen Testimony, p. 10-1.
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3. The CREMA meets the criteria set forth for memorandum
accounts in Standard Practice U-27-W

Cal Advocates argues that the proposed CREMA would not be consistent with Standard
Practice U-27-W because it would reduce transparency and hinder the Commission’s ability to
properly review expensive capital projects.3®® Cal Advocates repeatedly makes these same
general arguments regarding memorandum and balancing accounts, and the Commission
should reject them for the same reasons that Cal Water has addressed elsewhere in this
rebuttal testimony. In particular, this argument overlooks the fact that costs tracked in a
memorandum account must be reviewed and approved by the Commission before such costs
may be recovered by Cal Water. The proposed tariff language from the CREMA expressly states
that “Cal Water will request Commission approval for recovery of the costs recorded in the
CREMA in a proceeding authorized by the Commission.”3?” The Commission will have a full
opportunity to review such costs before they are recovered from customers.

Cal Advocates does not address any of the other criteria for memorandum accounts set
forth in Standard Practice U-27-W. As detailed in Cal Water’s direct testimony, the proposed

CREMA meets each of those criteria.

4, The proposed CREMA is consistent with Commission precedent

Cal Advocates argues that the proposed CREMA is inconsistent with Commission
precedent.3?® Specifically, Cal Advocates points to language found in Resolution W-5226, which
authorized memorandum accounts to track certain PFAS expenses. Cal Advocates asserts that
“Cal Water is required to request increases in rate base through the application process after a
new MCL is established and appropriate levels of treatment can be determined.”3% Cal
Advocates argues that, based upon this language, the Commission should deny Cal Water’s

request to establish the CREMA.

3% Sorenson Testimony, pp. 10-1 to 10-2.
397 Application, Attachment F, p. 65.

3% Sorensen Testimony, pp. 10-2 to 10-3.
399 /4., p. 10-3.
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Chapter 9. SPECIAL REQUESTS

These arguments misunderstand the intended purpose of the CREMA. As explained
above, the CREMA merely tracks the expenses therein for potential future recovery once the
Commission has reviewed and approved each of the costs recorded. The language in the
proposed tariff (which mirrors the language approved for Golden State, as discussed below),
expressly states that “Cal Water will request Commission approval for recovery of the costs
recorded in the CREMA in a proceeding authorized by the Commission.*® Furthermore, Cal
Advocates fails to appreciate the overall purpose of this account, which is to record expenses
for new and emerging contaminants, reducing the administrative burden for both the
Commission and itself. As Cal Water explained in its direct testimony, with an established
CREMA, Cal Water will be able to address expenses associated with new or emerging water
quality standards as they occur, ensuring that its customers receive water that meets all
applicable health and safety standards.?! The regulations addressing emerging contaminants
imposed by the U.S. Environmental Protection Agency and the State Water Resources Control
Board do not neatly follow the Commission’s GRC cycle; it is critical that Cal Water be able to
respond quickly and nimbly to ensure that all customers continue to receive safe and clean

drinking water.

|5. Cal Water’s Proposal is Substantially Similar to Golden State’s
CRMA

The proposed preliminary statement language for the CREMA found in Cal Water’s
current Application (see Attachment F of the Application) was modelled after Golden State’s
CRMA and contains substantially the same language as that found in Golden State’s CRMA. For
example, the “Purpose” set forth in Preliminary Statement G for Golden State’s CRMA that has
been approved by the Commission reads:

The purpose of the CRMA is to record all incremental costs to comply with any
new or revised Federal Environmental Protection Agency and/or California’s
State Water Resources Control Board, Division of Drinking Water rules, including,
but not limited to, Maximum Contamination Levels (MCL) and contamination
remediation requirements, pursuant to Decision No. 04-08-053.

400 Application, Attachment F, p. 67.
401 CWS Testimony Book #3, Chapter 1, p. 29.
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Chapter 9. SPECIAL REQUESTS

The CRMA shall track incremental expenses related to capital, operation and
maintenance, administration and general, monitoring, legal, and consultant
expenses associated with activities to mitigate the effects of any new or changed
rule or contaminant level.

Cal Advocates argues that “Cal Water misleadingly compares its request for a [CREMA]
with Golden State Water Company’s CRMA.”492 |n support, Cal Advocates provides what
appears to be testimony from a Golden State witness in separate proceeding who is not being
presented as a witness in this proceeding.?®3> Notwithstanding Cal Advocates’ attachment, the
tariff language found in Golden State’s preliminary statements that has been approved by the
Commission speaks for itself, and is what Cal Water modelled its proposal on. Provided as

Attachment X is a full copy of Preliminary Statement G from Golden State’s tariff.4%

6. Conclusion

For the reasons set forth above, the Commission should reject Cal Advocates’
arguments regarding Special Request #11 for the CREMA. Instead, the Commission should grant
Special Request #11 to authorize Cal Water establish the CREMA in order to provide the

customer benefits outlined in Cal Water’s direct testimony.

M. ENVIRONMENTAL AND SOCIAL JUSTICE (SCOPING ISSUE #11)

SPONSORED BY GREG MILLEMAN

The Environmental & Social Justice (“ESJ”) Action Plan version 2.0 (“Updated ESJ Action
Plan”) lays out the Commission’s ongoing efforts to integrate ESJ principles throughout its
work.4%> Cal Water is similarly committed to being a responsible steward of ESJ principles in the
communities we proudly serve. Cal Water’s commitment to these principles are detailed in the

Company’s annual Environmental, Social, and Governance (“ESG”) reports.40®

402 sorensen Testimony, p. 10-3.

403 1d., Attachment 7-1.

404 Also available at https://www.gswater.com/sites/main/files/file-attachments/preliminary-statements-2019-
december.pdf?1741814608.

405 ES) Action Plan 2.0, p. 9.

406 Available at https://www.calwatergroup.com/esg/reports-disclosures.
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Chapter 9. SPECIAL REQUESTS
Cal Water provided a robust testimony summarizing the Company’s many beneficial
projects and programs impacting ES) Communities in this GRC.*%” These projects and programs
were summarized into following seven categories:

Affordability and Access

Water Quality and Compliance

Service Quality, Reliability, and Resiliency
Climate Adaptation and Readiness

Customer Service, Education, and Engagement
Workforce Engagement and Development
Corporate Governance

NSO LA WDNR

Across these seven categories Cal Water described dozens of ways ESJ Principles are

applied on a daily basis across the company.

|1. Cal Advocates Misrepresents the Purpose of the Commission’s
ESJ Action Plan

The Commission monitors its progress on implementing its Updated Action Plan by
considering the experiences of and impacts on ESJ Communities. To help evaluate the
implementation of ESJ principles, the Commission established a broad and inclusive definition
of ESJ Communities.?%® Cal Water operates 24 districts throughout the state. These operating
districts can cover vast areas encompassing many census blocks. This also means a single
operating district can include diverse demographic and socioeconomic populations.

For this GRC, Cal Water identified 14 operating districts containing ESJ Communities.*%?
Cal Advocates largely agrees with this determination, with a single noted exception.*° Cal
Advocates excludes the Palos Verdes (“PV”) area of Cal Water’s Los Angeles County Region

from its list of ESJ Districts. However, PV is a prime example of an individual operating district

serving broad and diverse populations. A review of Cal Water’s service area map*'! and

407 CWS Testimony Book #3, Chapter 5, Section C.

408 £S) Action Plan 1.0, pp. 9-10.

409 CWS Testimony Book #3, pp. 60-61.

410 Do Testimony, p. 2-2, Footnote 24.

41 The service area map for the PV area is available at https://www.calwater.com/wp-
content/uploads/2025/01/20240302-Palos-Verdes LAR_SAM.pdf.
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Chapter 9. SPECIAL REQUESTS
CalEnviroScreen (“CES”) 4.0%'2 data confirms the Company’s classification of PV as an ESJ
District.

In its ESJ Report, Cal Advocates includes a limited discussion on the impacts of this GRC
on ESJ Communities, choosing only to focus on location-based capital investments. Cal
Advocates claims that Cal Water “submitted numerous capital projects and measures that it
claims meet the Commission’s Action Plan for ES) Communities.”*!3 This statement is an
inaccurate representation of the Commission’s principles-based ESJ Action Plan and a
mischaracterization of Cal Water’s ESJ testimony. As explained in a data request response, the
purpose of the ESJ Action Plan is to lay out the goals, objectives, vision, and steps the
Commission will take (emphasis added) to ensure equity in its programs and services.*** While
the Commission expects utilities to support the principles in the ESJ action plan, the goals and

objectives are not defined as specific requirements for water utilities to meet.

2. Cal Advocates Mischaracterizes the Nature of Cal Water’s ESJ
Testimony

Cal Advocates incorrectly characterizes Cal Water’s ESJ testimony as submitting projects
specifically designed for ESJ Communities and that proposed measures and projects target ESJ
Action Plan goals. Cal Water’s ESJ testimony clearly lays out its purpose “to highlight Cal
Water’s commitment to quality, service, and value to customers, communities, employees, and
the environment in providing safe and reliable service” and how “Cal Water has considered the
potential impacts—both positive and negative—of the 2024 GRC on ESJ Communities.”*!> Cal
Water further explained how its programs, projects, and activities align with the Commission’s
ESJ Action Plan goals.*'® Cal Water’s commitment to advancing ESJ principles throughout its
service is well documented, both in this GRC and through public recognition.

Rather than acknowledge Cal Water’s many projects and programs benefiting ESJ

Communities, Cal Advocates focuses only on the capital projects and programs highlighted by

412 See https://oehha.ca.gov/calenviroscreen/maps-data.
413 Do Testimony, p. 2-1.

414 Do Testimony, Attachment 2-1.

415 CWS Testimony Book #3, p. 60.

416 CWS Testimony Book #3, pp. 62-63.
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Chapter 9. SPECIAL REQUESTS
Cal Water and seeks to minimize the beneficial impacts of those projects and programs. Cal
Advocates argues that Cal Water’s mention of these projects and programs in its ESJ testimony
should not be viewed as a justification for cost recovery.*'” Nowhere did Cal Water ever suggest
this was its intent. In fact, Cal Water did not identify any individual projects or proposed

budgets in its ESJ testimony to indicate a justification for cost recovery.

|3. Cal Advocates’ Incomplete Definition of ESJ Communities Based
on Limited Analysis

The Commission defined ESJ] Communities in Version 1.0 of the ESJ Action Plan and
subsequently updated Version 2.0 to acknowledge that some priority communities are not
specifically named, but should be considered. Notably, these can include communities with
medical vulnerabilities, unhoused individuals, tribal land residents, and those who
disproportionately experience challenges affording utility costs.*!8

In response to a Cal Advocates data request, Cal Water provided a list of 1,492 capital
projects the Company identified as impacting ESJ Communities, referencing the Committee’s
broad definition.*!° In its Report, Cal Advocates claims that only 548 of these projects “intended
to meet ESJ Goals are within ESJ Communities.”%?° Cal Advocates subsequently updated this
number to 751 projects in response to a data request from Cal Water. Regardless of the specific
number, Cal Advocates’ limited analysis focuses on projects “located within” ESJ) Communities
and not projects that serve ESJ Communities.

Cal Advocates explains that it used census tracts with an CES 4.0 score in the top 25%
(75t percentile) to identify ES) Communities.*?! However, only considering CES scores in the
top 25% could easily miss populations that fall within the Commission's broad definition of ESJ
Communities. Cal Advocates’ limited analysis of a single criteria also does not consider that ESJ

Communities can exist within any community. Census tracts are defined boundaries, but not

417 Do Testimony, p. 2-2.

418 ES) Action Plan Version 2.0, pp. 21-22.
419 Do Testimony, Attachment 2-1.

420 Do Testimony, p. 2-1.

421 Do Testimony, pp. 2-2 to 2-3.
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Chapter 9. SPECIAL REQUESTS
ones that perfectly contain all ESJ Communities, especially when considering the Commission’s
broad definition and priority populations.

Cal Advocates’ methodology also fails to consider the boundary of Cal Water’s operating
districts and the broad benefits of projects and programs within those districts. Cal Water’s
operating districts serve diverse demographic and socioeconomic populations, and its service
area boundaries are not defined by census tract, which is the basis of CES 4.0. There are
instances where a service area is comprised of a single census tract, but in most instances, a
service area is comprised of dozens of census tracts. In addition, some of Cal Water’s operating
districts are not contiguous, allowing for even more diversity and variation. The impacts to ESJ
Communities requires looking at broader demographic data, not just individual census tracts
within a certain percentile of CES.

Evaluating our projects by physical location and top percentile of a census tract does not
consider the communities Cal Water serves. For example, an elevated storage tank could be
located on a hill in a more affluent census tract but provide numerous service quality, reliability,
and fire suppression benefits to ESJ Communities defined by census tracts at a lower elevation.
Other simple examples include water sources, pump stations, and treatment systems. A water
source, pump station, or treatment system could be located in a non-ESJ Community census
tract, but positively support an ES] Community’s access to clean, safe drinking water. Not all of
Cal Water’s projects and programs impacting ESJ Communities have a precise GPS location,
such as portable assets and equipment or software and other technology tools. For these
projects, the identified physical location is the district office, which might not be located within
an ESJ Community or even within the boundaries of a specific operating district.

CES 4.0 is an inherently useful tool in using environmental, health, and socioeconomic
information to understand the impacts of the 2024 GRC to ESJ Communities. However, as
authors of the CES 4.0 Report acknowledge, methodologies are based on averages, and there
may be data gaps and inherent uncertainties when using census tract data.*?? Cal Advocates’
limited assessment of our capital projects based solely on the top quartile of ES) Communities’

census tract data fails to consider the broad demographics that comprise ES] Communities and

422 See https://oehha.ca.gov/media/downloads/calenviroscreen/report/calenviroscreen40reportf2021.pdf.
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Chapter 9. SPECIAL REQUESTS
how Cal Water’s projects serve at-risk and under-represented populations across its districts,
who are not limited to neatly defined census tract areas and percentiles.

Cal Water’s commitment to supporting ESJ principles throughout its service areas is
thoroughly described in direct testimony.*?3 While not specifically designed to address the
Updated ESJ Action Plan’s goals and objectives, many of Cal Water’s projects and programs
align with multiple goal areas—even those not directly related to water service.*?* The
Commission should not be swayed by Cal Advocates’ simplistic analysis designed to minimize
the beneficial impacts of the 2024 GRC on ESJ Communities. The complexities of our
operations, communities we serve, and district boundaries highlight Cal Advocates’ misguided
and simplistic approach to assessing the impacts of the 2024 GRC to ESJ Communities. Cal
Water respectfully requests the Commission include a Finding of Fact and/or Conclusion of Law
recognizing the Company’s commitment to ESJ compliance when issuing a Final Decision in this

Application.

423 CWS Testimony Book #3, Chapter 5.
424 Only a single goal in the Updated ESJ Action Plan specifically mentions water. Other goals discuss topics such as
investments in clean energy, enforcement and consumer protection, and training and development for CPUC staff.
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Chapter 10. DECOUPLING

CHAPTER 10. DECOUPLING & SALES RECONCILIATION MECHANISM (SR #3)
(SCOPING ISSUES #7 and #15)

SPONSORED BY COOPER CAMERON (EXCEPT WRAM EXPERIENCE)

A. INTRODUCTION

Disputed. The Commission should approve Cal Water’s proposed Low Use Water Equity
Program (“LUWEP” or “Decoupling Program”) and Sales Reconciliation Mechanism (“SRM”) as
just, reasonable, and in the overall public interest. The policy of decoupling is not at issue in this
GRC. Senate Bill (“SB”) 1469 resolved any policy dispute on decoupling for water utilities. The
only question at issue is whether Cal Water’s proposed decoupling and sales reconciliation
mechanisms are reasonable.*?

Cal Water’s LUWEP and SRM proposals include novel features and are supported by
novel evidence. Cal Water has provided extensive direct and rebuttal testimony and supporting
analysis to sufficiently justify its requests. On the other hand, Cal Advocates’ limited analysis
largely consists of recycled arguments from other proceedings. Cal Advocates assumes
consideration of Cal Water’s LUWEP and SRM is a foregone conclusion. However, as noted by
one Commissioner when denying a recent request for decoupling by California American Water
Company (“Cal Am”), “Future proceedings will have different records that may lead to different
outcomes.”*?% Such is the case for this proceeding. Cal Water’s unique LUWEP and SRM
proposals should be evaluated through an objective, rational lens and the outcome should be
based on the evidentiary record in this proceeding.

Cal Water’s proposed Decoupling Program supports the co-equal beneficial goals of
affordability and conservation, while preserving Cal Water’s rightful opportunity to timely
recover its authorized revenue requirements. Specifically, Cal Water is proposing to:

1. Establish a Safe Infrastructure Balancing Account (“SIBA”) to track the difference
between actual and adopted quantity revenues,

425 Assigned Commissioner’s Scoping Memo and Ruling (“Scoping Memo”), pp. 3-4.
426 CPUC Voting Meeting, December 5, 2024, video recording at 2:29:06-2:29:30. Available at
https://www.adminmonitor.com/ca/cpuc/voting _meeting/20241205/.

CWS Rebuttal Book #1 General Rebuttal 204


https://www.adminmonitor.com/ca/cpuc/voting_meeting/20241205/

O 00 N oul AW NP

[
= O

12
13
14
15
16
17
18

19
20
21
22
23

24
25
26
27

28
29

30
31

Chapter 10. DECOUPLING

2. Establish a Supply Cost Balancing Account (“SCBA”) to track the difference
between actual and adopted water production expenses,

3. Recover or refund Decoupling Program balances as a component of quantity
base rates, and

4. Reinstate the Sales Reconciliation Mechanism (“SRM”) with slight
modification.*?’

Cal Water’s proposed LUWEP creates a balanced and viable regulatory framework,
benefiting both customers and the Company. The proposed Decoupling Program supports
affordability and strengthens conservation price signals while also stabilizing revenues. If the

Commission declines to adopt Cal Water’s proposed LUWEP, it should authorize the Rebuttal

428 429

Rate Design*?® and SRM, consistent with recent Commission decisions.

Q. Please provide a brief background of SB 1469.
A. SB 1469 was signed into law by Governor Newsom in September 2022 and went into
effect on January 1, 2023. SB 1469 modified Section 727.5 of the Public Utilities Code (“PUC”),
requiring the Commission to consider, and authorizing the Commission to authorize, revenue
decoupling mechanisms for Class A water utilities.

Additionally, SB 1469 set forth limited criteria for the Commission to consider when
evaluating decoupling proposals:

(A) Upon application by a water corporation with more than 10,000 service
connections, the commission shall consider, and may authorize, the
implementation of a mechanism that separates the water corporation’s
revenues and its water sales, commonly referred to as a “decoupling
mechanism.”

(B) An authorized decoupling mechanism shall be designed to ensure that the
differences between actual and authorized water sales do not result in the over
recovery or under recovery of the water corporation’s authorized water sales
revenue.

(C) An authorized decoupling mechanism shall not enable the water corporation to
earn a revenue windfall by encouraging higher sales.

(D) The water corporation may only submit an application to the commission
pursuant to this paragraph as part of its triennial general rate case application

427 CWS Testimony Book #2, pp. 27-28.

428 See CWS Rebuttal Book #1, pp. 136-140 and M.Cubed Rate Design Rebuttal.

429 See D.24-12-025 and D.25-01-036 resolving the GRCs for Cal Am and Golden State Water Company (“GSWC” or
“Golden State”), respectively.
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described in Section 455.2, unless the commission and the water corporation

mutually agree for the application to be otherwise submitted.*3°

Q. How do these criteria apply to Cal Water’s request in this proceeding?

A. These are the limited criteria the Commission is legislatively mandated to apply when

considering water utility decoupling proposals. As shown in Table 10-1 below, Cal Water’s

proposed Decoupling Program satisfies these limited criteria. The Monterey-Style Water

Revenue Adjustment Mechanism (“M-WRAM”)does not.

Table 10-1
SB 1469 Evaluation Criteria
LUWEP and M-WRAM Comparison

SB 1469 Criteria

LUWEP

M-WRAM

(A) Upon application by a water corporation with more than
10,000 service connections, the commission shall consider, and
may authorize, the implementation of a mechanism that
separates the water corporation’s revenues and its water sales,
commonly referred to as a “decoupling mechanism.”

Yes

No

(B) An authorized decoupling mechanism shall be designed to
ensure that the differences between actual and authorized
water sales do not result in the over recovery or under recovery
of the water corporation’s authorized water sales revenue.

Yes

No

(C) An authorized decoupling mechanism shall not enable the
water corporation to earn a revenue windfall by encouraging
higher sales.

Yes

No

(D) The water corporation may only submit an application to
the commission pursuant to this paragraph as part of its
triennial general rate case application described in Section
455.2, unless the commission and the water corporation
mutually agree for the application to be otherwise submitted.”

Yes

Not
Applicable

Table 10-1 simply and clearly demonstrates that not only does Cal Water’s proposed

LUWEP satisfy the SB 1469 criteria, but that the M-WRAM does not. While Cal Advocates has

attempted to argue for a broad definition of decoupling in a futile attempt to qualify the M-

WRAM, they acknowledge that the M-WRAM is not a full decoupling mechanism.*3!

430 pycC Section 727.5(d)(2).

431 Cal Advocates Response to Cal Am’s Application for Rehearing of D.24-12-025, p. 6.
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Chapter 10. DECOUPLING
Complete explanations as to how the proposed LUWEP satisfies these criteria are

included in the following sections.

Q. Can you provide a brief overview of how SB 1469 relates to the Commission’s prior
policy on decoupling?

A. Long before the passing of SB 1469, the Commission’s 2005 Water Action Plan stated a
policy objective to “strengthen conservation programs to a level comparable to those of energy
utilities”*32 and “set rates that balance investment, conservation, and affordability.”433
Specifically, the Commission “will consider decoupling water utility sales from earnings in order
to eliminate current disincentives associated with conservation” and “establish utility financial
incentives for greater conservation.”*** This policy objective led to the initial implementation of
decoupling for water utilities and developing guidance for water utility rate designs.

Energy utility policy has evolved at a far greater rate than that of water utilities, which
has failed to keep pace. As noted by the National Association of Water Companies (“NAWC”),
decoupling was first adopted for the energy utilities in the early 1980s.43> The circumstances
that led to revenue decoupling for the energy utilities are consistent with those water utilities
face today. Decoupling was not implemented solely for conservation. In addition to the energy
crises necessitating demand-side management and resource efficiency programs, energy
utilities also faced considerable financial volatility and economic uncertainty when decoupling
was first adopted.*3® It was the combination of promoting vigorous conservation and the need
for financial stability that led the Commission to implement decoupling. When similar
circumstances emerged in the 2000-2001 energy crisis, the policy of decoupling was codified in
state law.**” The recent CPUC Response to Executive Order N-5-24 effectively summarized the
beneficial role decoupling has played in energy utility regulation:

“Observers often believe that utilities are seeking to sell more electricity to
customers. This is an inaccurate viewpoint. Utilities are indifferent to how much
electricity they sell to customers, because of an important energy policy that

432 2005 Water Action Plan, p. 4.

433 2005 Water Action Plan, p. 5.

434 2005 Water Action Plan, p .9.

435 NAWC Opening Testimony, p. 15.
436 D,93887, p. 55.

437 PUC Section 739.10.
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Chapter 10. DECOUPLING

California adopted in the 1990s that breaks apart electricity sales from utility
budgets. Numerous states have followed California’s pathbreaking approach,
and it has been foundational to the success of programs like energy efficiency
and net energy metering. This “decoupled” approach means that if a utility sells
more or less electricity in one year, any revenue over-collection or shortfall will
either be returned to customers (in the case of over-collection) or collected (in
the case of shortfall) the next year. Utilities’ revenues are not linked to the
amount of electricity they sell, so they have no incentive to sell more or less
electricity to any group of customers or to ratepayers as a whole.

Because most operational and capital costs are fixed in advance and allocated on
an annual basis, any program that provides rate relief for one customer group
results in a shift of operational and fixed costs to another. The second group gets
a rate increase, while the first group gets a rate or bill decrease.”*3®

Recurrent drought, water resource scarcity, financial volatility, and economic
uncertainty have placed similar strain on water utilities. Water utility decoupling was adopted
in the midst of a major drought and global economic recession. While decoupling was in effect
California experienced historic drought conditions and a pandemic that severely impacted the
global economy. Recent trade policies are introducing another significant element of economic
turmoil and uncertainty.

The policies on conservation, affordability, and financial stability are often in tension.
Utilities are implementing programs to comply with conservation regulations. The Governor
and Commission are rightly focused on the affordability crisis in the state. However, there is
continued resistance to providing water utilities with a reasonable mechanism to account for
the inherent volatility in implementing vigorous affordability and conservation programs. The
Commission should not wait for another crisis to strike before taking action to restore the

viable regulatory framework decoupling provides.

438 CPUC Response to Executive Order N-5-24, p. 10. Available at https://www.cpuc.ca.gov/-/media/cpuc-
website/industries-and-topics/reports/cpuc-response-to-executive-order-n-5-24.pdf.
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Chapter 10. DECOUPLING

B. CAL WATER’S PROPOSED DECOUPLING PROGRAM SUPPORTS

AFFORDABILITY AND EQUITY THROUGH PROGRESSIVE RATE

DESIGNS
Q. How does Cal Water’s proposed Decoupling Program support affordability?
A. The proposed Decoupling Program supports affordability by allowing for more
aggressive rate designs to be implemented than are otherwise feasible.**° In breaking the link
between sales and revenues, utilities are able to propose more aggressive tiered rate designs.
Such rate designs provide water for essential needs while encouraging efficient use among
higher water users.**° The concept behind tiered rate structures is simple: the more you use the
more you pay. However, not all rate designs are created equal, and the aggressiveness of a
tiered rate structure depends on numerous factors.**!

One important rate design factor is the amount of revenue recovered through fixed
service charges. Lower service charges support affordability by reducing the first-gallon cost of
water, providing customers with more control over their monthly bill.44? This is particularly
relevant for low-use, low-income customers and other vulnerable populations on fixed
incomes.

Data shows that usage positively correlates with income.*** This means that in general,
lower-income households use less water and higher-income households use more water.
Income also positively correlates with household size. This means that lower-income
households generally have fewer people and higher-income households generally have more
people. The key takeaway is that the lower service charges and more aggressive rate tier
structures feasible with decoupling support affordability for low use and low-income
households. These progressive pricing structures provide this affordability benefit with little to

no additional administrative cost.***

439 For the purposes of this rebuttal, Cal Water uses the terms “aggressive” and “progressive” interchangeably
when discussing rate designs and pricing structures. Conservation based rates and pricing structures are
considered aggressive and/or progressive rate designs.

440 CWS Rebuttal Book #1, Appendix A, Section 2.2.

441 CWS Testimony Book #2, Attachment F, pp. 3-5.

442 CWS Testimony Book #2, Attachment D, p. 20.

443 CWS Testimony Book #2, Attachment D, Section 2.

444 CWS Testimony Book #2, Attachment D, p. 20.
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Chapter 10. DECOUPLING
Q. What are the recent trends in service charges?
A. Recent Commission decisions have approved more balanced rate structures as utilities
transition to the M-WRAM regulatory framework.*4> Without full decoupling to break the link
between revenues and sales, utilities need to adopt more balanced rate designs. One way of
doing this is by increasing recovery through service charges. The Commission recognized this
trend when recently approving Golden State’s proposed rate design along with the transition to

an M-WRAM .*#¢ Cal Water has proposed a similar rate design proposal in this rebuttal.*4’

Q. How are other rate design features impacted without decoupling?

A. In addition to increasing recovery through service charges, the structure of quantity rate
tiers is adjusted to reduce volatility. The differing structures between decoupled and M-WRAM
rate designs are provided in the M.Cubed Rate Design Report.**® Cal Water has also updated its
rate design recommendation if the LUWEP is not approved to continue the transition to an M-

WRAM framework initiated in the 2021 GRC.*4°

Q. How does that impact affordability?

A The less aggressive rate designs (which would be necessitated without decoupling) shift
revenue burden from more affluent higher water users to lower-income, lower water users. As
previously demonstrated, higher water users are generally more affluent. Less aggressive rate
designs shift revenues out of the higher usage tiers both into the fixed service charges and
lower usage tiers. Relatively, higher water users will see a bill decrease and lower water users
will see a bill increase. This raises an important equity issue among customers and is contrary to

affordability objectives.

Q. How do Cal Water’s proposed amortization procedures apply progressive rate

structures to further support affordability?

445 See D.24-12025 and D.25-01-036 resolving the GRCs for Cal Am and Golden State, respectively.
446 D 25.01-036, pp. 67-68.

447 CWS Rebuttal Book #1, Appendix A, Section 5.

448 CWS Testimony Book #2, Attachment H, pp.3-6.

449 CWS Rebuttal Book #1, pp. 9-10.
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Chapter 10. DECOUPLING
A Cal Water is proposing to amortize (recover or refund) any Decoupling Program
balances through quantity base rates rather than separate surcharges or surcredits.*° This
means decoupling balances flow through the adopted tier rates, which is a significant
improvement from the prior decoupling program. Recovery in quantity base rates accounts for
the inequities between customer groups as discussed above. It is important to recognize the
impact within customer groups, not just customers as a whole.

Traditional amortization of balancing accounts occurs via surcharges for under-
collections and fixed surcredits for over-collections.**! The idea is that customers who use more
water should be charged more for under-collections and should not disproportionately benefit
from over-collections. Cal Water’s proposal takes this basic concept and amplifies it by using
the tiered rate structure. This reinforces the concept that higher water users should pay a
higher price for using more water. Recovery of decoupling program balances is no different.
Decoupling balances are just under- or over-collected authorized quantity revenues from a
prior period. There is nothing mystical or unique about them. They are not additional or extra
revenue beyond what the Commission has authorized. They should be recovered as all other
authorized quantity revenues are—through the adopted rate design.

An illustrative example of the affordability benefits of Cal Water’s quantity base rate

recovery proposal is provided in Attachment 10-1.

Q. What are the other customer benefits of Cal Water’s proposed amortization
procedures?
A In addition to the affordability benefits mentioned above, recovery through quantity

base rates will reduce customer confusion and frustration. Specifically, it eliminates the need
for additional line items with confusing names and acronyms on billing statements Many
individual components go into the rates customers pay. There is no need to separately identify
decoupling balances. The simplified bill messaging helps customers better understand the rates

they are paying for the water that they use.

Q. How is decoupling more balanced than other mechanisms?

450 CWS Testimony Book #2, pp. 48-49.
431 Standard Practice U-27-W, No. 44.
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Chapter 10. DECOUPLING

A Decoupling preserves the utility’s reasonable opportunity to recover its authorized
revenue requirements, no more and no less. In truing up to the authorized quantity revenues, it
ensures the utilities only collect those amounts. If the utility over-collects its quantity revenues,
those amounts are credited back to customers. Alternatively, if the under-collects its quantity
revenues, those amounts are recovered from customers.

All utility revenues are authorized by the Commission, that is how regulation works.
Revenue decoupling does not change that. Decoupling balances are authorized revenues that
have previously been approved by the Commission as just and reasonable, not additional

revenues. The only difference is when those authorized revenues are recovered or refunded.

C. CAL WATER’S PROPOSED DECOUPLING PROGRAM SUPPORTS
CONSERVATION
Q. Does the proposed Decoupling Program support conservation? If so, how?
A. Yes. Similar to affordability, decoupling supports conservation by facilitating the use of
more aggressive rate designs. More aggressive rate designs and pricing structures send stronger
price signals to high water users to conserve.

Rate design and pricing structures are an effective and efficient tool in encouraging
conservation. Features of more aggressive rate designs include larger tier differentials, higher
tier breakpoints, more revenue recovered in the upper usage tiers, and less revenue recovered
in fixed service charges.**? The downside is that such aggressive rate designs increase revenue
volatility for the utility. Decoupling provides the necessary stability by preserving the

recoverability of any under- or over-collections resulting from the more aggressive rate design.

Q. Can you talk more about how decoupling allows for these more aggressive
conservation rate structures?

A. Yes. As explained by the NAWC, under traditional regulation utilities have a “throughput
incentive” to sell more water to generate more revenues.*>3 Decoupling eliminates the

throughput incentive, thereby eliminating the utility’s disincentive to pursue more aggressive

452 CWS Rebuttal Book #1, Appendix A, Section 2.2.
453 NAWC Opening Testimony, pp. 7-8.
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Chapter 10. DECOUPLING
rate designs to promote conservation programs. While decoupling does not actively incent
conservation, the Commission should not minimize the importance of removing the
disincentive encourage conservation.

Without an appropriate true-up mechanism, utilities will either under-collect or over-
collect their authorized revenues based on changes in sales. An accurate sales forecast is always
preferred, but forecasts are never perfectly accurate. Simply put, by allowing utilities to true-up
to the authorized quantity revenues, decoupling eliminates the disincentive to sell less water.

As discussed in the M.Cubed Rate Design Report, decoupled rate designs increase the
marginal price for water as usage increases.*** While there is no added incentive for utilities to
promote conservation, the disincentive to promote conservation is clearly removed.*>>
Decoupling clears the way for utilities to enthusiastically promote conservation programs.
Denying decoupling throws the regulatory program out of balance by imposing policies which
introduce revenue volatility without the necessary true-up mechanism to provide financial

stability.4>®

Q. How do these incentives relate to the M-WRAM?
A. The M-WRAM is a rate design adjustment that only accounts for the difference between
revenues collected under a tiered rate structure and the revenues that would have been
collected under a uniform rate structure at an equivalent level of sales. This means that under
M-WRAM revenues still depend on the level of water sales. The M-WRAM does not sever the
link between sales and revenues and thus is not a decoupling mechanism. So, M-WRAM utilities
still experience the throughput incentive to not take actions that reduce water sales, contrary
to conservation objectives.

By only adjusting for rate design, the M-WRAM could result in material revenue under-

or over-collections, after truing-up for use of a tiered rate design, if sales substantially differ

454 CWS Testimony Book #2, Attachment F, pp. 5-6.

455 See State Energy and Environment Guide to Action: Electric Utility Regulatory Frameworks and Financial
Incentives, United States Environmental Protection Agency, 2022, pp. 11-12. Available at
https://www.epa.gov/system/files/documents/2022-
08/Electric%20Utility%20Regulatory%20Frameworks%20and%20Financial%20Incentives 508 1.pdf.

456 See CWS Rebuttal Book #1, Attachment 10-2 providing illustrative examples of how the M-WRAM can yield
material revenue losses for utilities after truing up for the tiered rate design.
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Chapter 10. DECOUPLING

from forecast levels. The M-WRAM does not account for this, meaning utilities would be
prevented from seeking recovery of the remaining under-collection and forced to incur the loss.
On the other hand, if a sales increase results in an over-collection, after truing-up for use of a
tiered rate design, the utility would keep those excess revenues, not return them to customers.
This brings the incentives under M-WRAM into focus. There is a clear disincentive to promote
conservation programs which reduce sales.

A full explanation of the sales forecast implications is included in the rebuttal testimony
of M.Cubed.*” An illustrative example of how this can play out in practice is provided in

Attachment 10-2.

Q. What about Cal Advocates’ statement that WRAM is not effective at achieving
conservation?
A Cal Advocates argues against the effectiveness of decoupling at achieving conservation

by contrasting performance of the WRAM and M-WRAM, respectively. The WRAM was
originally implemented in 2008 and discontinued at the end of 2022 (“WRAM Period”). During
the WRAM Period the state experienced multiple droughts (2007-2009 and 2012-2016) and dry
periods (2020-2022).4°8 When regulated water utilities implement their Commission approved
water rationing plans, those utilities without a WRAM are authorized to establish a lost revenue
memorandum account (“LRMA”).%>° These LRMAs track lost revenues from lost sales due to
activating water conservation and rationing plans. These LRMAs are a form of decoupling as
utilities have the opportunity to seek recovery of the revenue under-collections. So, M-WRAM
utilities that activated water conservation and rationing plans were effectively decoupled
during the drought periods. Those M-WRAM companies were thus able to enthusiastically
promote conservation and rationing due to the financial stability decoupling LRMAs afford. This
also means contrasting conservation effectiveness between WRAM and M-WRAM companies
during those periods is not representative.

In denying a recent request to reinstate decoupling, the Commission found that “the

WRAM neither encourages nor discourages conservation efforts on the part of the utility,” but

457 CWS Rebuttal Book #1, Appendix B, Section 3.
458 See generally https://water.ca.gov/Water-Basics/Drought.
439 Standard Practice U-40-W, Nos. 36 and 37.
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Chapter 10. DECOUPLING
that “the M-WRAM encourages conservation through tiered rates.”*¢® However, if the
Commission believes that the M-WRAM encourages conservation through tiered rates, then it
is true that decoupling also encourages conservation through tiered rates, particularly since
more aggressive tiered rates only work with decoupling. When evaluating utility decoupling
proposals, the Commission should evaluate both mechanisms objectively through the same

critical lens based on the evidence on the record in this proceeding.

Q. How effective was Cal Water at achieving conservation goals while the WRAM was in
effect?
A. Cal Water was able to achieve substantial sales reductions over the WRAM Period. In

2008, usage was at 360 CCF per metered connection. By 2022, usage had dropped to 243 CCF
per metered connection, a decrease of 117 CCF per metered connection or roughly 33%. This
reduction translates to nearly 56 million gallons in annual water savings based on the number
of metered connections in 2023.

Expanding the analysis to include the pre-and post-WRAM Period yields similar results.
In 2007, usage was 367 CCF per metered connection. By 2023, usage had dropped to 231 CCF
per metered connection, a reduction of 136 CCF per metered connection or roughly 37%. This
reduction equates to nearly 65 million gallons in annual water savings based on the number of
metered connections in 2023.

Cal Advocates uses a similar analysis to argue that the single lowest year in per capita
consumption occurred as a result of the M-WRAM.*! This assertion is incorrect. Cal Advocates
is right that 2023 had the lowest level of sales per capita. However, Cal Advocates failed to
recognize that the more aggressive WRAM rate design was still in effect in 2023, so the
reductions cannot be attributed to the M-WRAM. Due to substantial delay, a final decision
resolving Cal Water’s 2021 GRC was not issued until March 2024.#62 The 2021 GRC rates and
rate design, reflective of the newly authorized M-WRAM, did not go into effect until May 31,
2024. So, any reductions in usage per metered connection in 2023 are appropriately

attributable to the WRAM, not to the M-WRAM.

460 D,25-01-036, Findings of Fact Nos. 13 and 15-16.
461 Ronco Testimony, pp. 3-8 to 3-9.
462 D.24-03-042 was issued on March 15, 2024.
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Chapter 10. DECOUPLING
The conclusion that 2023 reductions are a continuation of the WRAM'’s conservation
effectiveness is further demonstrated by Figure 10-1 below, showing the long-term trend in

declining usage.

Figure 10-1
Usage Per Metered Connection
2006-2023
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Figure 10-1 clearly shows the long-term sales decline utilities are facing. This is a
financial and affordability challenge for utilities with rising fixed costs yet lower sales to recover
said fixed costs. Sales also follow a cyclical trend with a lagged customer response of roughly
two years following periods of drought. %63 This means that per capita usage can be in rebound
as a new drought is beginning. When combined with increasing costs of necessary
infrastructure investment, regulatory compliance requirements, and general inflation, water
utilities can become financially strained without stable revenues. Analysis by the Alliance for

Water Efficiency (“AWE”) shows that effective conservation programming reduces costs for

463 periods of drought or dryness are indicated by the grey shaded areas.
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Chapter 10. DECOUPLING
customers both in the short- and long-term.*%4 True-up mechanisms like the proposed LUWEP
can help strike an equitable balance in the overall public interest.
Comparing Cal Water’s usage reductions since 2006 clearly demonstrates the
effectiveness of achieving conservation objectives with decoupling. Additional information on
Cal Water’s effectiveness at achieving conservation goals over the WRAM Period is provided in

the following section.

Q. Do you have any concluding remarks on decoupling’s effectiveness at supporting
conservation?
A. Cal Water is committed to both conservation programming and infrastructure

investments to ensure an adequate and reliable supply of high-quality drinking water for
customers, now and in the future. Revenue decoupling is a recognized best practice as a key
tool at supporting conservation objectives.*®> There is broad support for decoupling in
conservation and resource efficiency programs across regulatory agencies, industry and
environmental organizations, and even municipal utilities.*®® The Commission should reject Cal
Advocates’ arguments regarding conservation with decoupling and recognize Cal Water’s

effectiveness at achieving conservation goals over the WRAM Period.

D. CAL WATER’S WRAM EXPERIENCE

This Rebuttal Testimony is in response to certain issues addressing the revenue
decoupling request, found on pages 3-2 to 3-12 of the Ronco Testimony.

Cal Advocates’ recommendation that the Commission reject the proposed decoupling
LUWEP and instead adopt an M-WRAM type of mechanism does not represent the most
favorable opportunity to achieve and maintain conservation savings by Cal Water’s customers.
As clearly demonstrated in Section A above, the M-WRAM is not a revenue decoupling

mechanism and does not satisfy the limited criteria set forth in SB 1469. The M-WRAM does not

464 CWS Testimony Book #2, Attachment E.

465 NAWC Opening Testimony, p. 5.

486 Included among these entities are the United States Environmental Protection Agency, the United States
Department of Energy, Natural Resources Defense Council, National Association of Regulatory Utility
Commissioners, and Los Angeles Department of Water and Power.
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Chapter 10. DECOUPLING
sever the link between sales and revenues in the same manner as the LUWEP does. As a result,
water utilities with an M-WRAM will still have a financial incentive to achieve sales in excess of
the adopted level. Put differently, the M-WRAM utilities have less incentive to promote
conservation.

The historical record on sales data since the implementation of the WRAM in 2008
confirms this point. As shown on Table 4 in my Direct Testimony, the WRAM companies
experienced 12 percent greater reductions in per capita usage than the M-WRAM companies
since the implementation of the WRAM.#¢7 As shown on Table 5, those incremental reductions
resulted in savings of 315,000 Acre Feet of water since that time.**® Cal Advocates does not
refute these results.

Cal Advocates raised a number of issues to support their recommendation to reject Cal
Water’s requested decoupling mechanism. This Rebuttal will respond to two of those issues: 1)
Cal Advocates’ comparison of production data for WRAM and M-WRAM companies, and 2) Cal
Advocates’ analysis of Cal Water’s Pre- and Post-WRAM sales data. As shown below, Cal
Advocates’ limited analysis in both instances is flawed, further undermining their

recommendation that the Commission reject Cal Water’s decoupling proposal.

1. Comparison of Production between WRAM and M-WRAM

Cal Advocates’ analysis includes Figure 3-1 plotting annual production per connection
amounts for WRAM companies as a group and the M-WRAM companies as a group.*®® The data
points plotted on the graph are based primarily on production and customer data from the
individual utilities’ annual reports filed with the Commission. Cal Advocates asserts that the
graph shows 1) that WRAM companies produce more water per connection than M-WRAM
companies, and 2) the pattern of changes over time are similar for WRAM and M-WRAM
companies. Cal Advocates implies that its analysis of the production data is evidence of how

little effect WRAM had on water sales.

467 CWS Testimony Book #2, p. 86, Table 4.
468 CWS Testimony Book #2, p. 88, Table 5.
469 Ronco Testimony, p. 3-7, Figure 3-1.
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Chapter 10. DECOUPLING
There are technical and logical flaws to Cal Advocates analysis which are described
below. These flaws render Cal Advocates comparison of production data meaningless and their

resulting recommendation to reject decoupling baseless.

%a) Production is Not the Same as Sales

The productionE per connection measure calculated by Cal Advocates is not an
appropriate measure for comparing the effectiveness of the WRAM and the M-WRAM in
promoting conservation. The WRAM and the M-WRAM promote conservation by facilitating
the utility’s ability to implement tiered rates. Those tiered rates provide pricing incentives to
the utility’s customers to reduce water consumption. The rate structures are what directly lead
to conservation savings, not the decoupling mechanisms themselves. Because decoupling with
the WRAM mechanism removes the throughput incentive inherent in the M-WRAM, it enables
WRAM utilities to implement more aggressive tiered rate structures and achieve greater
conservation savings. The effectiveness of the utility’s tiered rate structure is its impact on
reducing customer usage. Changes in customer usage is best measured by data measuring sales
to metered customer, not production data.

Production data includes customer usage, but it also includes non-metered usage that is
not subject to conservation pricing. This non-metered use would therefore not be expected to
change in response to the implementation of a WRAM. Production data reported in the Annual
Reports includes water used to supply both metered and non-metered use. For example,
production data includes water used in operations for activities such as flushing or refilling
storage tanks, domestic fire service, and system losses. Production data also includes water to
provide non-metered domestic water service. Including non-metered domestic customers is
particularly an issue for the WRAM companies who collectively have had as many as 90,000
such customers in some years. Cal Advocates calculation includes the usage of non-metered
customers in the production amounts but does not include the non-metered customers in the
customer count. As a result, Cal Advocates has overstated its production amounts. All of these
issues are easily remedied.

Cal Advocates previously used data on changes in per capita sales to compare the

conservation results for the WRAM and the M-WRAM companies. That comparison made sense
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Chapter 10. DECOUPLING
as a means to measure the relative effectiveness of the two mechanisms since the conservation
rates implemented with each mechanism were designed to induce conservation by metered
customers. Using production data makes no sense.

Cal Advocates does not explain why it now chooses to use production data instead of
sales data as the appropriate measure for comparing the relative effectiveness of the WRAM
and the M-WRAM to promote conservation. The decision to rely on production data is certainly
guestionable, given that the WRAM and the associated conservation rates were designed to
incentivize metered customers to reduce water usage, and the metered customer sales data is
readily available from the same Annual Reports that Cal Advocates relied upon for the
production data. Clearly the change in sales per customer over time is a much better indicator
of the effectiveness in promoting conservation than the change in production. Cal Water
presented extensive evidence demonstrating the company’s effectiveness at reducing sales

while WRAM was in effect.*’0

b) Cal Advocates’ Improper Math

Cal Advocates’ Edecision to use production data to compare the effectiveness of the
WRAM and the M-WRAM to promote conservation is confounding, especially in light of the fact
that customer sales data from the same data source is relied upon elsewhere by Cal
Advocates.’?

The questionable use of production data is not, however, the only problem with Cal
Advocates analysis. Cal Advocates’ analysis is mathematically flawed. The production per
connection values that Cal Advocates calculates for the WRAM and the M-WRAM companies
and then compares against one another are not comparable. Their methodology is technically
flawed and the results are worthless.

Cal Advocates’ analysis is a two-step procedure. First, Cal Advocates calculates the
production per connection for each of the five WRAM companies and each of the four M-

WRAM companies separately. The second step is to combine the results for the WRAM

companies and the M-WRAM companies to derive a single annual value for each group.

470 CWS Testimony Book #2, p. 72, Table 1.
471 Ronco Testimony, p. 3-8, Figure 3-2.
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Chapter 10. DECOUPLING

The flaw in the analysis is the way that Cal Advocates combined the data from the
individual companies. The WRAM value for each year derived by Cal Advocates and plotted on
Figure 3-1 is the sum of the production per connection values for the five WRAM companies.
Similarly, the value for the M-WRAM companies is the sum for the four M-WRAM companies.

Cal Advocates’ methodology ignores the fact that there are five WRAM companies but
only four M-WRAM companies. As a result, the fact that the sum for the five WRAM companies
exceeded the sum of the four M-WRAM companies is not surprising. Cal Advocates’ comparison
of the two sums is meaningless.

To do such a comparison properly, Cal Advocates should have calculated an average,
preferably a weighted average, of the companies in each group. Calculating an average enables
comparisons across different size groups and for groups with different size companies within
the group.

Cal Advocates’ analysis also fails to adjust for size differences for the companies within
the WRAM and M-WRAM group. Cal Advocates simply adds the results for each company in the
group. As it is, Cal Advocates’ methodology weights the results for each of the five WRAM
companies equally. That means that the results for Apple Valley Ranchos with approximately
24,000 customers are equally weighted with the results for Cal Water Service and its 475,000
customers in the calculation of the WRAM total. This is another example where a weighted
average is needed to allow for meaningful comparison.

The fact that Cal Advocates analysis is worthless is evident by their results. Cal
Advocates Figure 3-1 indicates that the WRAM companies produced more than 1,400 CCF per
connection in 2010, dropping to about 1,200 CCF per connection in 2021. Without context
those numbers might appear reasonable. However, context clearly shows those are
unbelievably high.

Table 3 in my Direct Testimony calculates that the average sales per metered
connection in 2010 for the WRAM companies was 272 CCF and in 2021 was 231 CCF.%’2 Cal
Advocates did not challenge the amounts shown on that table and presented similar data in

Figure 3-2. If Cal Advocates production calculation is correct, then the WRAM companies

472 CWS Testimony Book #2, p. 75, Table 3.
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Chapter 10. DECOUPLING
produced over 5 CCF for every 1 CCF of sales in 2010. The ratio is even greater for 2021 (roughly
5.2 CCF of production per 1 CCF of sales in 2021).
It is illogical for production amounts to be four- or five-times sales amounts in the same
year. Such results would imply a system-wide loss factor around 75% to 80% annually. A loss
factor of that magnitude cannot be correct. Clearly, Cal Advocates’ analysis is wrong. Their

results should not be accepted.

c) Composition of Customer Base Can Affect Production

Cal Advocates éalculated that the WRAM companies produce more water per
connection than the M-WRAM companies, which they seem to imply is evidence that the
WRAM companies are either less efficient, or less efficient in promoting conservation, than the
M-WRAM companies. Either interpretation of the data is unjustified.

The prior section demonstrates the mathematical error in Cal Advocates’ analysis
comparing production per connection. This section addresses a logical flaw of Cal Advocates’
analysis.

Differences in the amount of production per connection may have nothing to do with
relative efficiency as Cal Advocates implies. In fact, there are a number of simple explanations
for observed differences in per capita production amounts.

Differences in the composition of each utility’s customer base will result in differences in
per capita production amounts. For example, utilities with larger industrial customers or a
larger percentage of industrial customers in their service territory could be expected to have
more production per connection than utilities with fewer industrial customers.

Another variable that can affect the amount of production per connection is the mix of
single-family residential units versus multi-family residential units in the customer base.
Typically, residential customers in single family housing units use more water than customers in
multi-family dwelling units. The relative amount of landscaping can also vary substantially
between single- and multi-family residential customers. The residential mix of the customer
base could impact production comparisons.

Another variable that could affect the amount of production per connection between

utilities is weather. Water utilities that provide service in warmer, drier climates would be
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Chapter 10. DECOUPLING
expected to produce more water per connection than those utilities in more temperate
climates.

There is no indication in the Ronco Testimony that they took any of these factors into
consideration in their simple analysis comparing WRAM and M-WRAM utilities production
figures. Without taking these variables into consideration and accounting for them somehow,
Cal Advocates analysis does not demonstrate anything about the relative efficiency of the

WRAM or the M-WRAM companies.

2. Cal Water’s Pre and Post WRAM Sales

Figure 3-2 of the Ronco Testimony is apparently intended to demonstrate that the
WRAM had very little impact on water sales to Cal Water’s customers.*’? | disagree. In fact,
Figure 3-2 actually shows the opposite of what Cal Advocates asserts. Namely, that the WRAM
had a significant impact on water sales.*’*

Cal Advocates Figure 3-2 plots the annual sales per metered customer for the years
2006 to 2023. Cal Advocates states that “a look at Cal Water’s sales data shows just how little
WRAM had on water sales.” Cal Advocates couldn’t be more wrong.

Figure 1 below is a slightly reformatted re-creation of Cal Advocates Figure 3-2 for
reference. Figure 10-2 includes more years of data prior to the WRAM implementation for

comparison. Whereas Cal Advocates had a starting point of 2006, | have added data back to
1999.

473 Ronco Testimony, p. 3-8.

474 1t is important to clarify that it is not the WRAM specifically that contributes to sales reductions. The more
aggressive tiered rate structures feasible with a WRAM, or comparable revenue decoupling mechanism, are what
drives down water use.
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Figure 10-2
Usage Per Metered Connection
1999-2022
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Casual observation of Cal Advocates Figure 3-2 or my Figure 1 shows that per metered
sales decline steadily after 2008 when the WRAM was implemented. In fact, sales per metered
customer declined by 117 CCF or 33% between 2008 and 2022.%”> It’s inconceivable that Cal
Advocates would claim such data shows how little effect the WRAM had on water sales. The
Ronco Testimony made no attempt to refute the evidence on declining sales presented in my
Direct Testimony.

Rather than refute the historical sales data from my Direct Testimony as evidence of the
effectiveness of the WRAM, Cal Advocates offers a slightly different perspective on this
historical data. Namely, that Cal Water hasn’t provided evidence that the decrease in sales
would not have existed without the WRAM. But again, Cal Advocates is wrong. The explanation
is in Cal Advocates’ own report.

Cal Advocates makes the following comment regarding the WRAM:

“The Commission adopted WRAM as a pilot program, originally intended to

address concerns that water utilities have a financial disincentive to promote

water conservation......The pilot program involved a natural experiment in which
five of the nine Class A water Investor-Owned Utilities (IOUs) implemented a full

475 CWS Testimony Book #2, p. 74, Table 2.
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Chapter 10. DECOUPLING

decoupling WRAM and the other four implemented a conservation targeted
mechanism called the M-WRAM.”476

In this passage, Cal Advocates actually identifies the “evidence” that they contend is
missing (i.e., the evidence that the observed decrease in Cal Water’s metered sales would not
have existed without the WRAM). That evidence is the comparison of historical sales data from
the “natural experiment” involving the five WRAM companies and the four M-WRAM
companies. To summarize the evidence reported in my Direct Testimony:

e Companies as a group have experienced a 33.2% reduction in per capita usage
since the implementation of the WRAM in 2008 compared to the 29.8%
reduction in per capita usage for the M-WRAM companies over the same time
frame.4”’

¢ WRAM companies achieved a greater cumulative decrease in per capita
consumption than the M-WRAM companies since 2008.478

e The larger percentage reductions in per capita usage by the five WRAM
companies resulted in incremental water savings of nearly 103 billion gallons (or
315,000 Acre Feet) since the implementation of the WRAM in 2008.47°

Again, the Ronco Testimony does not address any of these findings. Instead, Cal
Advocates offers an unsupported claim that “In a period of over ten years, the natural
experiment demonstrated that decreases in water use between the WRAM and the M-WRAM
utilities were roughly identical....”#8% Cal Advocates does not provide any data to support this
claim. Their Report simply references D.24-12-025 in support of its claim. However, a review of
D.24-12-025 finds that the decision actually implies the opposite of what Cal Advocates claims.

The Commission did not find that the decreases in water use were roughly identical in
D.24-12-025. The Commission actually conceded the superior conservation gains of the WRAM
companies:

“WRSP/WRAM is promoted as a conservation measure, incentivizing water
utilities to promote conservation. To that end, Cal Am and CWA point to the
record of conservation improvements during the WRAM era as evidence of

476 Ronco Testimony, p. 3-2.
477 CWS Testimony Book #2, p. 86, Table 4.
478 CWS Testimony Book #2, p. 87, Figure 1.
479 CWS Testimony Book #2, p. 88, Table 5.
480 Ronco Testimony, p. 3-3.