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OPINION ON GENERAL RATE CASE
Summary
This decision approves a partial settlement agreement between California

American Water Company (CalAm) and the Commission's Divisond Ratepayer
Advocates (ORA), and grants CalAm test year 2003 and test year 2004 rate
increasesd $254,700 (34.6%)and $70,800 (7.1%) in Felton district, $327,700
(21.1%) and $58,200 (3.1%)in Larkfield district, and $5,487,200 (33.9%)and
$816,000 (3.7%)i n Sacramento district. CalAm may file the test year 2003
increases immediately; the 2004 increases are deferred to 20051 n accordancewith
the Commission’s earlier order approving CalAm’s acquisitionby RWE
Aktiengesellschaft, ThamesWater Acqua HoldingsGmbH (RWE). CaAm may
file advice Beters seeking additional increasesin Sacramentodistrict to recover
amountsinits purchased power balancing and memorandum accounts, and
expenses associated with its start up costsfor surfacewater procurement from
Placer County Water Agency. CalAm’s regquests to combinefor ratemaking
purposes Larkfield district with Sacramento district, and Montaraand Felton
districtswith Monterey district, are denied. CalAm’s request to withdraw
Application (A.) 02-09-033, its Montara district general rate case (GRC), is
granted.

Background

CalAm and its Former Citizens Districts

Ca Am provides public utility water serviceto approximately 106,000
customersin various areasin San Diego, Eos Angeles, Venturaand Monterey
counties. InJanuary 2002 CalAm acquired the water utility assetsd Citizens
UtilitiesCompany d California, adding another 60,000 customersinfour districts
located in Sonoma, Santa Cruz, San Mateo, Sacramento and Placer Counties.

This general rate caseinvolves CalAm's four former Citizensdistricts:

0.



KAW_R_PSCDR3#29a_attachment_CA_080604
Page 5 of 139

A.02-09-030 etal. COM/SK1/ham

Sacramento, Larkfield, Felton and Montara.! CalAm isaCaliforniacorporation
and awholly owned subsidiary o American Water Works Company, Inc.,
(AWW) whichin January 2003was acquired by RWE.

CalAm’s Applications and the Proceeding
CalAm filed the applicationson September 19, 2002,2 and the Commission

in Resolution ALJ 176-3096 preliminarily determined each to be aratesetting
proceeding expected to go to hearing. Assigned AdministrativeLaw Judge(AL]J)
JamesMcVicar held a prehearing conferenceon November 20,2002 at which he
consolidated thefour applications. Assigned Commissioner Carl Wood's
December 3,2002 scoging ruling confirmed the category and need for hearing,
defined theissues, established aschedule, and designated ALJ McVicar asthe
principal hearing officer and thus the presiding officer. The ALJ conducted seven
daysdf evidentiary hearing from April 21 through April 29, 2003. CalAm and
the Commission's Officedf Ratepayer Advocates (ORA) filed a motion on

April 22 to adopt a partial settlement agreement, and filed an amended version of
the motion and settlement on May 9. On April 28,2003, MSD and County of
Santa Cruz (SantaCruz) filed a motion to suspend the proceeding. Thisdecision

addresses those pending motions.

1 After evidentiary hearingswere completed, CalAmand MontaraSanitary District(MSD)filed
ajoint motionfor CalAm to withdraw A.02-09-033, the Montaradistrict GRC, asaresult d its
pending divestitureto MDD, and for MSD to withdraw asa party from the consolidated
proceeding. No party objected. Thisdecision pantsboth requests.

2 In Decision(D.) 0109067, the Commission ordered CalAm to make these GRCfilingsin
January 202 CalAm sought and obtained the Executive Director's approval d an extension
under Rule48(b) to delay filingits GRC Noticesd Intent to March 2002. Those Noticesof
Intent were subsequentlyfiled on June 282002
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After evidentiary hearingswere completed, CalAm and MSD filed ajoint
motion for CalAm to withdraw A.02-09-033, the Montara district GRC, asaresult
o its pending divestiture to MSD, and for MSD towithdraw from the
consolidated proceeding. No party objected, The motionisgranted.

The proceeding was submitted effective November 21,2003 by an ALJ
ruling. MSD and SantaCruz filed atimely Request for Final Oral Argument
before the Commission, as permitted under the Commission's Rulesof Practice
and Procedure, Rule 8(d). Final oral argument was held on February 25,2004.

CalAm’s applicationsrequest the rateincreasesshownin Table1 to
compensateit for increased expenses and capital investment costsinexcessd
increased revenuesover time. In addition, it seeks Commission approval d
seven so-called Special Rate Requests(SRR) described in the Discussionsection
below. Someof therate effectsd CalAm’s SRRs are not included inthe Table 1

figures.
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Table 1
Requested vs, Adopted I ncreases
2003 2004
$000) | % | $0000) | %

Felton District

Application Requested | 4102 | 566 | 1012 | 89

Adopted | 2547 | 346 | 708 | 71 |
Larkfield District

Application Requested | 512.8 333 96.9 4.7

Adopted 3277 21.1 58.2 3.1
Sacramento District

Application Requested | 76634 | 47.5 | 1,859.3 7.8

Adopted 5,4872 | 339 816.0 3.7

Note: Excludes effects of proposed district consolidations and Felton district
2005 attrition yeer.

CalAm prepared its GRC request using an11100% return on common
equity, whichit estimated would produce 7.15% and 7.20%rates d return onrate
basefor test year (TY) 2003 and TY2004 and, for Felton and Montara districts
only, 7.25%in an attrition year 2005.

Discussion

The Partial Settlement
The amended partial settlement between CalAm and ORA is Appendix F

to thisdecison. A 120-page comparisonexhibit detailing theinitial and final
positionsd CalAm and ORA with respect to revenue reguirementswas
submitted with the settlement.3 Those positionsand the adopted resultsare

3 Settlement Section1.05 refers to thisdocument as Appendix A to thesettlement, while
settlement Section 1.08 refers to it as the comgari son exhibit reflecting itemswhich remainin
disagreement. The two referencesare to the same document, the comgarison exhibit which on

Footnote continued on next page
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summarized intoday's decision (Appendix A, Adopted Summariesa Earnings,
and Appendix D, Adopted Quantitiesand Calculations).

Settlement Terms
The settlement outlines and explains the areaswhere CalAm and

QRA reached agreement through settlement; it does not address those accounts
and issuesfor which there were no differences in CalAm’s and ORA initial
showings. The other parties did not advocate specific rate case numbers
corresponding to those CalAm and ORA have settled. The comparisonexhibit
submitted at the same time as the settlement sets out an account by account
analysisd CalAm’s and ORA’s initial and final positions, highlighting where
differencesremain. We addressfirst the settlement, and then those remaining

differencesamong CalAm, ORA and the other parties, inthe sectionsto follow.

Settlement Discussion
CalAm and ORA havetendered an "uncontested settlement” as

defined in Rule 51(f)(2), i.e., a"... settlement that ... isnot contested by any party
to the proceeding within the comment period after serviced the... settlement on
al partiesto the proceeding."

We reach this conclusion notwithstanding SantaCruz’s objection,
stated on brief as "' The settlement between Cal-Am and ORA failsto meet this
[Rule51.1(e) approval] standard, particularly with respect to the recovery d the
acquisition premium paid by [AmericanWater Works] to acquire the Citizens
facilities” First, Santa Cruz did not file and serve commentscontesting the
settlement asit was required to do by our Rulesd Practiceand Procedure,

thelast day d hearing the ALJ directed be admitted into evidencewhen late-filed May 9,2003.
(RT1016).
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Rule51.4, if it desired to contest the settiement.+ Under Rule515, " Any failure
by a party to file commentsconstituteswaiver by that party d all objectionsto
the stipulation or settlement....” Second, the common CalAm and ORA position
on the Citizensacquisition premium issue to which Santa Cruz objectson brief is
not mentioned in, nor do weconsider it part of, the settlement.s ORA evaluated
CalAm’s acquisition premium figuresin its pre-hearing investigation, concluded
that CalAm had proven that total synergies exceed the annual acquisition
premium amortization cost, and recommended i nitsdirect showing that
CalAm’s acquisition premium amortization expense amounts be adopted.s ORA
went on to recommend that in future GRCs CalAm be allowed to recover itsfull
acquisition premium amortization expensewithout having to demonstrate
synergiessavings, inexchangefor all, rather than 90% o any excesssynergies
going to customers. Wediscussand decide both the synergiessavingsissue and

the revised sharing proposal on their meritslater in this decision.

4 Rule51.4: ""Whenever a party to a proceedingdoes not expresdy joinin a stipulation or
settlement proposed for adoption by the Commissionin that proceeding, such party shall have
30 daysfrom thedate d mailingd thestipulation or settlement within which to file comments
contestingall or part d thestipulation or settlement, and shall serve such commentson all
partiesto the proceeding. Partiesshall havel5 daysafter thecommentsarefiled within which
to file reply comments. The assigned administrative law judge may extend the comment

and/ or responseperiod on motionand for good cause."

5 Specificaly, it was CalAm’s foregoingits opportunity to recover 10%d any future excess
proven synergies savings, in exchangefor not having to demonstratethose savingsin future
rate cases, that Santa Cruz objected to. (SantaCruz Opening Brief at 26). Despite the statement
to thecontrary in Exhibit CA-31 that Santa Cruz cites, this joint CalAm/ORA proposal doesnot
appear in theamended settlement.

6 ExhibitsORA-1, ORA-2, and ORA-3 at 9 13.20.
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Rule51.1(e) requiresthat settlement agreements be reasonablein
light d the whole record, consistent with law, and in the publicinterest. This
settlement satisfiesRule 51.1(€e), as discussed below.

This settlement representsa resolution d certainissuesbetween
CalAm and ORA, asspecified. ORA's chargeisto represent utility ratepayers,
and it has earnestly upheld that purpose here, CalAm hasvigorously pursued its
interestsand thosed itsstockholders. The settlement commandsthe
sponsorship d both, thus indicating support from diverseinterests.

CalAm's applications and supporting exhibits set out itsinitial
position and its justification on theissueslater settled. ORA in turn prepared
direct evidentiary presentationst at established and supporteditspositionon
therecord, participated in evidentiary hearings, and filed briefs. The settlement
defines the compromisethe partieshave reached on the settled issues. We have
reviewed the outcomes the settling parties propose and agree that they have
arrived at a reasonableagreement in light of the whole record. Wherethey were
unableto reach agreement on other issues, they developed their positionsinthe
evidentiary hearings, briefed them, and submitted those remainingissuesto the
Commissionfor determination.

Likewise, the record i n this proceeding providessufficient
informationto permit the Commissionto dischargeitsfuture regulatory
obligationswith respect to the partiesand their interests.

Pub. Util. Code § 454 providesthat no public utility shall change any
rate except upon ashowing before the Commission and afinding by the
Commissionthat the new rateis justified. Inthiscase, the partieshaveexplained
their initial positionsand what adjustmentseach hasmadeto arriveat thefigures
in the settlement. Those settled figures, and our adjudication below d theissues
not settled, will bring CalAm's revenuesup to thelevels necessary for TY2003

-8-
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and thereafter, We have no hesitationin finding the resulting revenue
requirements reasonable and the rates they support justified. No provisionof the
settlementisinviolation d any statute or Commission decision or rule.

We thus concludethat the settlement meets the requirementsof Rule
51.1(e) inthat it isreasonableinlight d thewholerecord, consistentwith law,
and in the publicinterest. We adopt the figures CalAm and ORA have settled on;

we examinetheissuesthat remainin the sectionsto follow.

Summary of Earnings
CalAm and ORA haveset forth their initial and final positionsin detail in

the 120-page comparison exhibit submitted with the settlement. Wediscusshere
their remaining differences, and the positions Santa Cruz has taken when
relevant, and show theresultsin the adopted summaries d earnings, Appendix

A tothisdecision.

Operating Revenues
Ca Am and ORA agree on the production, sales, customers, and

consumption figuresunderlying their estimatesd operating revenues. Where

their revenue estimatesdiffer, it isbecauseof differencesin other areas.

Operation and Maintenance Expenses
The only contested operation and maintenance expenseissues

remaining are ORA-proposed disallowances for tank painting i n both test years:
InSacramento, for Parkside Tanks #1 and #2 and Countryside Backwash Tank; in
Larkfield, for Lower Wikiup Tanks #1 and #2.7

In Sacramento, CalAm estimated Account 760, T&D Reservoirsand
Tanks, for TY2003 and TY2004 at $53,300 and $70,300 respectively. ORA

7 Differences shown for uncollectibles are due to differingestimatesin other areas.
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removed from CAAM's estimatesthecostsd paintingtheoutsided Parkside
Tanks #1 and #2 and Countryside Backwash Tank, yidding estimatesd $36,108
and $45,268. ORA’s witnessvisited each tank and determined that the outsides
werenotin need d painting, notwithstanding CalAm’s stated practiced
painting the outside d tankswhen theinsidesare painted. CdAm's rebuttal
witness, alicensed engineer with many yearsd experience, testified that these
tanks have not been painted sincetheir original construction 23, 15, and 20 years
ago respectively, and failureto properly maintainatank will substantially
shortenitslifeand increase costs. Further, setup isalargepart d painting codts,
soitistypicaly cos-effectiveto paint theoutsided atank when theinsideis
painted. Bothwitnesses produced photographsthat show thetanksin varied
statesd weathering, with areasof cracked or pedling coatings and surface
corroson. BRA on brief states, “[T]he fact that the tanks arein no structural
danger showsthat no additional revenuerequirement should be granted at this
time..," implying amaintenancestandard we areloath to adopt. On baance, we
find the company's presentationthe more credible.: Wewill alow the amounts
CalAm reguests. Thisdetermination aso affectsthe parties figuresfor
operational working cash.

ORA took the same approachto two concretetanksin the Larkfield
district: Lower Wikiup Tanks#1 and #2. The argumentsparallel thosefor the
Sacramento digtrict tanks, although ORA did not brief on thisdisallowance. Our
determinationisthe same: We will dlow the amounts Cad Am requests.

8 In its brief, ORA misidentifiesthetwo steel tanksas being concrete, and initsreply brief
mischaracterizes CdAm's statementd CalAm's witness qualifications.

-10 -
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Administrative and General Expenses
For administrative and general expenses, CalAm and ORA differ

only in their in their estimates of payroll and related employee pensions and

benefits in Sacramento district, and regulatory expense in all three districts.

Sacramento Payroll
For estimating purposes, CalAm and ORA showed payroll

separately from the other expense accounts in the summary of earnings.
CalAm’s application proposed TY2003and TY2004 funding for three new
positions: an operations manager to be hired in late-2002, a pump operator in
2003, and another pump operator in 2004. CalAm'’s direct presentation in the
application noted the three new positions but gave neither details nor
justification; ORA included funding only for the operations manager and
likewise gave no reason in its direct presentation for excluding the two new
pump operator positions. On rebuttal, CalAm provided its justification: 1500
added customers in Sacramento district since 1996 without adding

operators; 1551 new connections anticipated through 2005 due to a new

South Placer County development, growing to 14,000 new connections by 2012;
300 new connections annually from other, fill-in growth; heightened well-site
security; wells located near potential contamination sources; and a new fluoride
system required by the Department of Health services. ORA, in turn, presented
on cross-examination and brief its reasons for excluding the two positions:
virtually no customer growth in Sacramento district during the test years; ORA’s
observation that CalAm’s South Placer County growth will take place beyond the
test years, in 2005; ORA’s disallowance of one of CalAm’s proposed new wells;
and operator time savings CalAm claims from its new Beloit Chlorine Depot.

ORA also pointed out, and CalAm confirmed, that CalAm had kept an existing

-11 -
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pump operator positionvacant sincethe beginning o 2003, and it wasinfact still
vacant as of the mid-April 2803 evidentiary hearings.

Ca Am does not present a persuasive position. It faults ORA
fornot explainingits disallowancein ORA’s direct presentation, yet CalAm’s
direct showing was also asinglesentence. CalAm citesfiguresfor the customer
growth it anticipatesbut failsto account for efficienciesthat it acknowledgeson
cross-examination will reduce operator time; ORA acknowledgessubstantial
growth but puts most d it beyond the test years. CalAm’s claim that well-site
security, potential contamination exposure and a new fluoridation systemwould
increase operator needs was unhelpful absent some quantitative analysis. And
most important, nowhere in the record do the parties put CalAm’s proposed
increasein perspective, e.g., would two new operatorsrepresent a2%increasein
thenumber of pump operators, or 50%? We adopt ORA’s payroll figures, and its
related employee pensionsand benefits. CalAm’s next GRC for Sacramento
districtiscurrently anticipated to betendered in 2004 for TY2005. Inthe
meantime, we suggest that it fill the vacant operator position beforeit seeks

funding from customersfor additional positions.

Regulatory Expense
CalAm’s applicationsrequested a Regulatory Commission

Expenseallowancefor thesethree districtstotaling $51,000 i n each test year,
describing these amountsas, ' based on actual prior history and known
occurrencesthat will take place in the current case - Full amount amortized over
three years" ORA estimated $47,700 in TY2003 and $47,800 in TY2004. CalAm
presented this historical and estimated data with itsapplications:

_12-



KAW_R_PSCDR3#29a_attachment_CA_080604
Page 15 of 139

A.02-09-030efad. COM/SK1/ham

Table2
Regulatory Commission Expense
Thee-District Totals from Applications

1996 (actual) $ 0
1997 (actual) 0
1998 (actual) 0
1999 (actual) 41,400
2000 (actual) 40,700
2001 (actual) 39,200
2002 (estimated) 51,100
TY2003 (requested) 51,100
TY2004 (requested) 51,100

In rebuttal testimony submitted shortly beforeevidentiary
hearings began, CalAm more than tripled its Regulatory Commission Expense
request, from $51,100 annually in TY2003 and TY2004 to $155,800in eachtest
year. CalAm basesitsrevised estimateson its GRC expenditures being higher
than previously estimated through April 2003, and its projection of higher
spending over theremainder d the proceeding. ORA stands by itsestimate.s

Ca Am attributes much o theincreaseto greater than
expected legal and witness costs due to very activeintervenor involvementin the
proceeding and the many issuesthoseintervenorsraised.io Infact, many, if not
mogt, d thoseissueswere generated by or closdly related to CalAm’s acquisition
d theformer Citizens districts, RWE’s subsequent acquisitiond AWW, and
delays in the Commission-ordered Montara district divestiture to MSD. Wedo
not expect these coststo recur infuture years, so they should not beembedded in

9 ORA objected to admitting CalAm’s new figures, arguing correctly that the Commission's
Water Rate Case Plan prohibitssuch late updates. In thiscase, the ALJruled them admissible
in theinterest d having acomplete record.

10 CalAm brief, pagell.

-13 -
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future rates. Evenif our policy were to allow retroactive recovery d past costsin
future rates, wewould not beinched to require CalAm’s ratepayersto
reimburseit for these double-acquisitionand delayed divestiture-relatedcosts.
But retroactivecost recovery isnot our policy, CalAm’s arguments on brief to the
contrary notwithstanding. We explained this point recently in denying CalAm’s
appeal d its Monterey district TY2003 GRC Regulatory Commission Expense:

CalAm overlooks, however, that, absent a previously authorized
memorandum or balancing account, the Commissions longstanding,
consistent practiceis to set rates based onforecasted expenses. In
this regard, although certainly not determinative, expensesincurred
in the present proceeding may be consideredin the setting of future
rates, along with all pertinent evidence, especially including similar
expensesfrom prior proceedings.12

We are also mindful that when a utility onitsown initiative
submits only one or asmall number d accountsfor updating latein a
proceeding those accountsmay not berepresentative d expected changesinits
expensesoveral. In this case, CalAm acknowledgesthat it has chosento update
the Regulatory Commission Expense account figures (and only thosefigures)
precisely because they have greatly increased. ORA and other intervenorswill
always be disadvantaged in cases such as this becausethey havevery little
opportunity to audit or test |ate-presented figures, and lack accessto the most

11 In addition to thehigher costsin itslate-submittedestimate, CalAm increased itsTY2003 and
TY2004 Regulatory Commission Expense requestfor its Sacramentoand Larkfield districtsby a
further 50% by spreading thosehigher mountsover two yearsrather than three. That
modified general rate case Liming wasalso aresult that flowed directly from AWW'’s recent
flurry d acquisitionactivity. See D.0O1-09-057.

12 D,03-06-036, Order Denying Rehearing,, in A.02-04-022.
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recent accounting data that may show offsetting decreasesin other areas.s Every
utility has the ability and obligation to exercise reasonable restraint over its GRC
spending; to the extent that CalAm claimsto have spent more than it estimated,
those are costsover whichit had alarge measured discretion.

Here, CalAm’s original estimateswere, initsown words,
"...based on actual prior history and known occurrencesthat will take placein
thecurrent case" We adopt those original Regulatory Commission Expense
estimates as being muck more consistent with the historical data, lessaffected by
the recent flurry of acquisition and divestiture activity involving Citizens, RWE
and AWW, and morerepresentatived Cal Am’s forward-looking,normal

Regulatory Commission Expenselevels.

Rate Base = Plant in Service
Ca Am and ORA agree on most componentsaf utility plant. We

address their remaining differencesbel ow.

Security-Related Plant Additions
CaAm hasincluded i nits plant additions budget $792,500in

TY2003 and $527,100 in TY2004 for security-relatedconstructionin all three
districts. CalAm characterizesthese as basic security measuresthat would be
commonsenseto takein normal times, and all the more advisablein timesof
hei ghtened security-consciousness. ORA hasdeleted all o them from its
estimates.

Under HR 3448, thefederal Public Health Security and
Bioterrorism Preparedness and Response Act enacted in June 2002, CalAm must

13 ORA asked specifically for additional informationon Regulatory Commission Expensesin
February 2003, asit prepared its testimony. CalAm’s witnessacknowledged on cross-
examination that CalAm’s response gave no indicationd any changeinitsestimate. RT 685.
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conduct avulnerability assessmentfor itswater systemsand submit it to the
Environmental Protection Agency by JuneS] 2004. The purposed the
vulnerability assessmentisto assist the EPA, local regulatory bodies, and
individual water companiesto identify specific high priority facilities, security
risksto thosefacilities, and potential improvementsto lower thoserisks. ORA
argues that the Commission should not approve recovery in ratesa any security-
related investments until the EPA has certified CalAm’s vulnerability assessment.
EPA may find that CalAm’s security program is already adequate, or may
recommend enhanced security for some areas but not others.

We have examined the security line items Cal Am proposesfor
each districtin TY2003.1+ Thelargest component isfencesand gates around
water production, storage and treatment facilities. Lesser but still significant
amountswould be spent on video surveillance and motion detection measures
for thosefacilities, metal doors, re-keying Pocks and other items. These appear to
usto bereasonableand necessary measures under any security scenario, and
even ORA’s witnesson cross-examination appeared to endorse adequate fencing
as aminimum security need. And, asCalAm pointsout, these are capital
investmentssimilar to what we have previously accepted for Ca Am and other
Class A water utilitiesin their GRCs, not expenseamountsd the typewe have
previoudly disallowed. We accept CalAm'’s estimatesfor security-related plant
additionsinTY2003 and TY2004.

4 Thedetails of the TY2004 security measuresarenot yet established, but Cd Am anticipates
the total amountswill belower than in TY2003.
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contamination-Related Projects
CalAm and ORA differ on the proper ratemaking treatment to

be afforded to five Sacramento district capital projectsundertakento aleviate
damagedue to groundwater contamination caused by third parties. Those
projectsare: (1) Mather Boogter Station; {2) Wilber Wdl; (3) New Suburban
Service Area Wdl; (4) Water Treatment Improvements; and (5) Suburban
Distribution System Improvements. The first, Mather Booster Station, is
completed and in service while the others are planned for TY2003 and/ or
TY2004. ORA identifiesasixth project, Treatment for Entrained Gasses, asaso
being contamination-related and recommendsthe same ratemaking treatment for
thesame reasons. CalAm arguesthat this SIxth project is not contamination-
related, but alsoimplicitly acknowledges that the gassesinvolved may not be
naturally occurring. Accordingly we addressORA’s ratemaking treatment for it
here.s

CdAm bdlievesthat ORA has no disputewith either the
prudencesf thesesix projects or theamounts $ the expendituresinvolved. We
note that ORA’s direct presentation does object that it was not provided with
sufficient justificationfor several d them. Those objectionswereill-defined and
not pursued, however, so we consider ratemaking treatment d the projects, not
their timing, cost or need, astheissueto be addressed.

ORA advocates placing the capital costsd these Sx projects
into adeferred account for recovery from those partieseventually determined to
be responsiblefor the groundwater contamination problemsthat necessitate
them; ratepayerswould bear noned theinvestment costs. CAAmwould later

15 Theestimated total cost o thefiveprojectsis$4.25 million; the sixth isbudgeted at $120,000
inTY2004 plus$57,000 that was expended in 2002.

217 -



KAW_R_PSCDR3#29a_attachment_CA_080604
Page 20 of 139

A.02-09-030 etal. COM/SK1/ham

be made whole through recovery d al or any portion d the costs from the
contaminators, and its shareholders, not ratepayers, would suffer any recovery
shortfalls. CalAm proposesthe capital costs beincluded in rate base as any other
plant investments would, and any later recoveriesfrom third party
contaminatorswould be treated as contributionsused to reduce rate base.

ORA’s arguments may be succinctly stated: Third-party
contaminationisarisk to be borne by shareholders, not ratepayers,
contaminationwas aknown issuewhen CalAm acquired the Sacramento district
assets from Citizens, S0 it should have been reflected in the acquisitionprice; and,
allowing CalAm to recover its costsfrom ratepayerswould removethe
company's incentive to seek recovery from those responsible. ORA rests itscase
onastatement o those principlesand little further discussion.

CalAm criticizes ORA’s recommendation:

That recommendation protectseveryoneexcept CalAm and its
shareholders, who had nothing to do with creating the problem but
who, under ORA’s approach, would have to make theinvestment
and bear all or at |east amaterial portion d the carrying costs on that
$4.25 million for an uncertain, indefinite time determined by
CalAm’s uncertain successin pursuing the wrongdoers. The ORA
positionis patently unfair to Applicant.1s

However, CalAm’s positionis the mirror-imagefor ratepayers: Ratepayers
would betotally unprotected and bear all therisk o non-recovery. Moreover,
ratepayerswould have to depend on CalAm to pursue any recovery, aCalAm
with limited remainingincentiveto do so. Under ORA’s ratemaking proposal, at
least the same party carrying the risk would have the responsibility and incentive

to pursue the contaminators.

16 CalAm brief, page19. Emphasisin original.
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The prospectsd recovery are unclear. On the one hand,
CdAm on brief saysit is pursuing theresponsibleparties, noned thechargesare
yet resolved, some arein negotiation, some are subject to tolling agreementsto
prevent running o thestatuted limitations while negotiationscontinue, and
somewill probably haveto belitigated. Ontheother hand, CalAm namesthree
mgor contaminators” but saysit has yet to recover any monetary compensation
and has no litigation currently underway.:* One CaAmwitness testimony was
particularly pessmistic: “[Plenalizing CalAm... when aresponsibleparty isnot
yet known, may not be found, may not be subject to prosecution or may have no
meansto pay for the contamination! is an extreme position. CalAm should not
be held hostage,..when aresponsible party has not yet been determined.”

Having described theissue, we turn to ORA’s threemain
argumentsstated earlier. Frgt, contamination remediationisboth acost o
businessfor water companies and one of those risksfor which water utilitiesare
compensated in their ratesof return. That cost should be recovered fromthe
contaminators whenever possible, and absent reasonsto the contrary, any
unrecovered amounts should be alocated between companiesand their
ratepayersconsidering the factson a case-by-case bass. Second, thereis
insufficientevidencein the record to support adisallowancebased on ORA’s
argument that the contamination problemswere or should have beenreflected in
the Citizensacquisition price. Third, we are concerned about incentives. CdAm

suggestsit would be enoughincentivefor the Commissionto order CdAmtofile

17 Aergjet-Genera Corporation, The Boeing Company, and the U.S. Air Force.

18 On brief, however, CalAmindicatesthat it has received $650,000 for Mather Boogter Station
from Sacramento County ""asits contribution to repair the contamination caused by third
parties.” It did not explain the distinction.
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reports on atimely basisdemonstrating what actionit is taking against
responsibleparties, and then applying penaltiesor other measuresif, after due
process, those effortsare found deficient. We don't regard asimplereporting
requirement as sufficient incentive considering that the amounts at stake are
nearly 10%of rate base.

CalAm’s proposal givesitsalf 100%protectionand leaves
ratepayerstotally dependent on CalAm to pursue recovery. ORA’s proposal
|leavesCal Am shareholders100%at risk for all losses. Thereisnoideal
ratemaking mechanism for thissituation. The best we can doiskeep CaAm
wholewhileat the same time giving it astrong incentiveto pursue the
contaminators. To do that, we accept CalAm’s estimated cost and timingfor all
six projects, and allow them in sate base accordingly.r> We announce our
intention to order any eventual losses to be shared equally between shareholders
and ratepayers by removing one-haf d any remaining rate basevalue at the time
new rates becomeeffectivein CalAm’s next Sacramento district GRC, provided
that Cal Am may make an affirmative showing during the next Sacramento
district GRC to demonstrate that reasonabl e progress has beenmade, and it has
been and is continuing to make a good faith effort at recovery and should be
alowed additional timebefore any final disallowanceis made. CalAm shall bear
the burden of proof if it choosesto make such ashowing. CaAm and any other
partiesshould at that time develop a record to definewhich projects and what

amountsareinvolved. They may also present positionsin support o adifferent

19 The $650,000 received from Sacramento County for Mather Boogter Stationisto be treated as
acontributioninaid d construction, consistentwith our treatment d the project with whichit
isassociated.
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outcome. When we believetheissue hasmatured sufficiently wewill makea

final determination.

Flat to Metered Conversion Project
CalAm plansto convert all 46,720 flat rate, unmetered

residential connectionsin Sacramentsdistrict to metered serviceover aperiod of
years. Theapplicationincludes a$2,750,000 metering projectin plant additions,
but leavesall detailsto the company™* extra-record workpapers. ORA reviewed
thoseworkpapers and summarized the plan as proposing $750,000 for the project
in 2002, $500,000 i n TY2003, and $500,000 in TY2004. Later information shows
CalAm actually spent about $190,000 in 2002, and subsequently raised its meter
conversion budget for thetest years to $650,000 in TY2003 and $750,000 in 2004.
ORA recommends the Commission not include thecost & CalAm’s metering
projectin rates at this time.

ORA basesits disallowance entirely on CalAm’s failure to
address the standards set forth in Public Utilities Code § 781.2 Accordingto

20 § 781: The commission shall not requireany water corporationwhichfurnisheswater for
residential use throughfive or moreserviceconnections or which servesan averagedf 25 or
more personsper day for at |east 60 days per year, nor any residential customer of such
corporationtoinstall any water meter at any water serviceconnectionbetween thewater
systemd the corporationand the customer if on January1,1979, such serviceconnectionwas
unmetered except after a public hearing held within theservicearead thecorporationat which
hearingd| o thefollowingfindingshave been made:

(a) Meteringwill be cost effectivewithin theservicearead the corporation.

(b) Meteringwill result in asignificant reduction in water consumptionwithin the
servicearead thecorporation.

(c) Thecostsd metering will not imposean unreasonabl efinancial burden on
customerswithin theservicearead thecorporationunless it isfound to be necessary to
assurecontinuationd an adequate water supply within the serviceareaof the
corporation,
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ORA, theCommissionin D.90-06-0302 found that the standards o § 781 are
appropriate to use as guidelinesin considering utility requests for converting Bat
rate customersto metered service. Because CalAm did not do so, ORA
recommendsagainst including Cal Am s meter conversion projectin rates,

Inthe decison ORA relieson, Graeagle Water Company
sought Commission authorization to mandatory convert al o itsflat rate
customersto meters and discontinuetheir flat rate service. The Commissionin
that casecited D.92489, Conclusiond Law #1: " Thefindings provided for in
Section 781 o the Public Utilities Code need be made only when the Commission
requirestheinstallationd meters,"" to concludethat § 781 was not applicableto
Graeagle's application, However, it also went on to concludethatit was
appropriate to apply the standardsset forth in § 781 as guiddinesin considering
Graeagle's request, and it proceeded to do so. Thiscaseisdistinguishablefrom
Graeagle by thefact that neither the Commission nor Ca Am proposes through
thisGRC proceeding to reguire that unmetered customersgeneraly, or any
current unmetered customer, switch to metered service. Should CalAm later
seek Commi ssionauthorization to impose metering on then-unmetered
customers, we would consider therelevant factsand § 781 criteriaat that time.

Having rgjected ORA’s reasoning, we turn to the plant
additions amount CalAm is proposing for its metering conversion project.
CalAm expected to spend $750,000i n 2002 on the project. It actually spent about
$190,000. Theoverall program, and this project, are behind schedule. CaAm has
provided ample justificationfor embarking on a meter conversion program, but

other than the figureswe havecited above, neither CalAm nor ORA has

21 Application o Graeagle Water Company, 36 CPUC2d 565 (1990).
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provided on the record any judtification for the amounts or timing that CalAm
seeksin the test years. According to CalAm, thisisa?20 to 30-year program
under current conditions. Wewill includeit in rateswith continued annual
expenditures at the recorded 2002 level, with the knowledge that the Sacramento
district's TY2005 GRC decision will automatically correct CalAm’s going-forward

rate base for expenditures aboveor below the amounts we project today,

Rate Base — Other Components
Thedifferencesin rate base componentsother than plant in service

arisefrom differencesin CalAm’s and ORA’s estimatesin other areas.

Taxes
Thedifferencesin taxesarise from differencesin CalAm’s and

ORA’s estimatesin other areas.

General Office
CalAm and ORA agree on the proper level d general office expenses

to be allocated to each district. The general office figuresset forthinthe
comparison tables accompanying the settlement are those for four districts, and
are based on the allocationswe adopted i n CalAm’s recent Monterey district
GRC (D.03-02-030, as modified by D.03-06-043). CalAm's late-filed supplemental
testimony o David P. Stephenson presented changesto the general office
allocationsfor Sacramento, Larkfield and Felton districtsnecessitated by CaAm's
post-hearingsale o Montara district.2 QRA has stated informally that it hasno

22 Supplemental Testimony d David P. Stephenson, dated Junel12,2003, Tab K.
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objection to receiving that testimony and no other party has objected, sowe
accept it asvalid updating for the general office figures.»
Acquisition Synergies

Citizens Synergies, and Future GRC Filings

CalAm and BRA agreed on the Citizensacquisition premium
to be amortized in both test yearsin all three districts. SantaCruz did not.
CadAmon brief described the CalAm and ORA analysisas''a'smplified
approach to calculating the synergy savingsfrom the Citizens asset acquisition
while remaining true to the Commission’s guidelinesin D.01-09-057.” ORA
evaluated CalAm’s acquisition premium amortization figuresinits pre-hearing
investigation, concluded that Ca Am was correct, and recommendedinitsdirect
showing that CalAm’s position on that issue be adopted.» The comparison tables
show unexplained differences between them in the acquisition premium
amortizationexpense amount for Larkfield districtin both test years, but those
figureswere superseded by thefiguresin CalAm’s late-filed supplemental
testimony o David P. Stephenson on behdf of CalAm noted in the Genera
Office section above.

Santa Cruz expressed a host d objectionsto CalAm’s
synergiessavingsanalysisand alocation. According to SantaCruz, CalAm’s
synergiesanaysisisfundamentally flawed, in part becauseevenif CdAmhad

not acquired Citizens propertiessome other entity would have, and thus many

2 ORA suggestedinitsreply brief that aday o evidentiary hearing may beneeded to support
therevised figures. Given ORA’s earlier (June25,2003) explicit acceptanceand thelack o any
formal protest, we view them as uncontested and admit witness Stephenson’s supplemental
testimony into the record.

2% ExhibitsORA-1, ORA-2, and OM -3 at 9 13.20.
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d the benefits claimed would have been realized without CalAm’s involvement.
Some d thesynergiessavings, particularly thoseinvolvingfinancing, were
actually due to the RWE acquisition, and CalAm failsto distinguish between
them. CalAm’s claimed savingsare based on excessively hypothetical
circumstances, including an assumption that CalAm’s cost o capital will be
lower than Citizens for the next 40 years. Some d the claimed synergiessavings
comefrom reductionsin service. And, Santa Cruz argues, CalAm has not
justified allocating any o the acquisition premium to either Montaraor Felton.
We have examined each allegationinlight d CalAm’s
showing and we do not agreewith SantaCruz. Most of the synergiessavings
accruefrom cost d capital savings, cost of investment savings, and allocation of
general officecoststo Arizona; savingsfrom other sourcesare small by
comparison.» Cost d capital savingsarea primary contributor, and those arise
in large part from CalAm’s much Bone equity ratio (a topic we cover more fully
inalater section).zs We are convinced thosesavings do exist and came about due
to CalAm’s acquisitiond the Citizensassets. In D.01-09-057, we approved
alocating the Citizensasset purchase price among the six statesinvolved onthe
bassd Citizens grossplant. CalAm hasextended that all ocation method here
downto thedistrict level. SantaCruz (and MSD withit earlier) argues that the
share CalAm would allocateto Felton {(and earlier, to Montara aswell) is
excessve, but it provides no better allocation proposal; itsfavored method is
apparently to alocatenone d the acquisition premium to Felton district, an

outcomewe rgject as unsupported and unreasonable. We accept CalAm’s

25 Exhibit CA-20, gage 34.

26 ExhibitsORA-1A and ORA-1B.
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acquisition premium amortization figures, asconcurredin by ORA, for each
district and test year.

We noted earlier Santa Crud's objectionto relieving CalAm
from having to demonstrate synergiessavingsin future rate cases, i nexchange
for foregoingits opportunity to recover 10% d any excessproven synergies.”
That objectionisaimed at a two-part modification CalAm would have usorder to
the alternative sharing proposal adopted in D.01-09-057. Thefirst changewould
be to eliminate the second synergiessavings review in the 2004 Citizens Division
GRC, and the second would beto eliminate CalAm’s entitlement to a10% share
of any excesssynergiessavings.2 Thesetwo changeshave much to recommend
them, and both are supported by ORA.»2 However, under Pub. Util. Code § 1708,
when the Commission considerschanging the outcomed aprevious decision
that was determined after hearings, absent judtification to the contrary it must
provide partiesto that earlier proceeding both noticeand an opportunity to be
heard.20 We have reviewed the various notices provided to the publicand parties
prior to the evidentiary hearingsin this proceeding and find neither mention of
these two proposalsnor any indication that the partiesin A.00-05-015 who are
not partiesto this proceeding were noticed of this GRC proceeding. We conclude

27 Santa Cruz Opening Brief at 26.

28 D.01-09-057, Ordering Paragraph #3, in A.00-05-015 adopted the alternativesharing proposal
describedin Finding o Fect #9, including the provisionsrequiring10%sharing and a 2004
GRC synergiessavingsreview.

29 ExhibitsORA-1, ORA-2 and ORA-3, at {9 13.20.

30 §1708: Thecommissionmay at any time, upon noticeto the parties, and with opportunity to
beheard as providedin the cased complaints, rescind, alter, or amend any order or decision
made by it. Any order rescinding, altering, or mendinga prior order or decision shall, when
served upon the parties, have the same effect asan original order or decision.
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that some partiesto the proceeding that gaverise to D.O1-09-057 have not been
provided the notice and opportunity to be heard required by § 1708. We do not
adopt CalAm’s proposed modification to the alternative sharing proposal at this
time, but weinviteit to renew itsrequest with proper notice, in an appropriate
future proceeding.

CalAm also seeksauthorization to change the next GRC filing
datesfor Felton district to 2005from 2004 (i.e., to request rateseffectivein
January 2006 for TY2006). In R.03-09-005, our Rulemaking to evaluate existing
practicesand policiesfor processing GRCs and to revisethe General Rate Case
Plan for Class A water companies, we are currently reviewing the GRCfiling
requirementsfor all o CalAm’s districts, including itsformer Citizens districts.
Rather than decideCalAm’s Felton district GRC filing schedulerequest here, we
will consideritin the broader context of that rulemaking and coordinateit with
the schedulesfor its other districtsand those d the other Class A water utilities.

Whilewe arewilling to consider changing the Felton district
GRC filing schedulein R.03-09-005, we must ensure that ratepayersfully realize
the acquisition-relatedsynergiesdue to them. Specificaly, in D.01-09-057, we
anticipated January 2004 GRC filingsfor rateseffectivein TY2005 indl o
CalAm’s former Citizensdistricts. Under the alternativerate sharing proposal
we adopted in that decision, CalAm wasto: recover inratesall proven synergies
savingsfrom the Citizensacquisitioni n 2002,2003, and 2004; fileTY2005 GRCsin
January 2004; and through its TY2005 rates begin sharing with ratepayers the
proven synergiessavingsin excessd those required to cover the acquisition

premium amortization amounts.st Denying CalAm's request here and holdingit

31 See the adopted alternative sharing proposal as described in D.01-09-057, Findings d Fact
9.b.. 9.c., 9.g(2), and 9.h.
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to the D.01-09-057filing schedule would be unrealistic inlight o the timing d
thisdecison, and unwisein thelarger contextd R.03-09-005. However, wedtill
intend to ensurethat ratepayersreceivetheir share of the post-2004 Citizens
acquisitionsynergiessavings as D.01-09-057 anticipated, evenif CalAm’s request
isgranted and thereisno TY2005 GRC for one or mored thesedistricts. To
accomplish that, for any Citizensdistricts for which thereis no TY2005 GRC,
revenuesfor servicerendered on and after January 1,2005 that are associated
with the Citizensacquisition synergies savingsin thosedistrictswill bemade
subject to refund pending a determination o what portion d thesynergies
savings areto be shared with customers.

RWE Synergies

By D.02-12-068 in A.82-01-036, the Commission authorized
RWE and ThamesWater Aqua U.S. Holdings, Inc. to acquirecontrol d AWW,
CalAm’s parent. That acquisitionclosed onJanuary 10,2003. In approving the
transaction, the Commission approved a settiement containing thefollowing
Condition #20:

20. For aperiod sufficient to cover asinglefull rate cyclefor each
d Ca-Am'sfour setsd filing districts, not to exceed four yearsfrom
thedate o closng, RWE, Thames, American and Ca-Amwill
implement a mechanism to track the savings and costsresulting
from the proposed merger and a methodology to allocate all net
savings and will submit to the Commission inwriting adetailed
descriptiond that methodology i n connectionwith future Cal-Am
general rate casefilings.

Commission Comment: We understand the used the term "will" as
if the partieshad used theterm"shall." The methodology to be
developed shall alocateal net benefitsto the ratepayers.™

By Finding o Fact #19, the Commissioninterpreted Condition #20:
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19. Through condition 20, the applicantsarecommitted to pass
through 100%of the future benefitsd this transaction to CalAm’s

ratepayers.

Santa Cruz asserts that CalAm hasfailed to pass onin this
proceeding thoseimmediate and quantifiable benefitspromised on the record in
A.02-01-036 and required to be gassed on by the Commissionin D.02-12-068. On
April 28, 2003, Santa Cruz (with MSD) filed amotion to suspend this proceeding
until CalAm hasidentified and quantified all o the ratepayer savingsachieved
or achievableduring TY2003 and TY2004, and to allow the opposing partiesto
conduct discovery on thetopic. ORA supported SantaCruz's motion.»

CalAm’s response to the motion acknowledged that there are
immediate and quantifiable RWE-driven benefits that are not included in this
proceeding, identified the sources o at least some o those benefits, and
explained why Santa Cruz's motion should nonethelessbe denied. CalAm’s
GRC applicationswere prepared during thefirst hdf d 2002 and the Notices of
Intent filed on June 28,2802, whereasD.02-12-068 wasissued i n December 2002
and the RWE acquisitionclosed in January-2003. Further, by settlement
Condition #20 quoted above, and D.02-12-068, Ordering Paragraphs12 and 13,
CalAm will be tracking in amemorandum account the costs and savings
resulting from the acquisition, must devel op a methodol ogy to alocateall net
benefitsto the ratepayers, and will carry the burden d proving that it hasdone
so. CalAm anticipatesit will makethat showing with itsnext Citizensdistricts
GRCs.

We agreewith CalAm. Our D.02-12-068 and the RWE
acquisitionoccurred too late to be properly reflected in this proceeding. Further,

32 ORA Response to Motion, filed May 13,2003.
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we made specific provisonsin that decision to securefor CalAm’s ratepayersthe
benefitsfrom the transaction, including those immediate benefits which most
concern SantaCruz and ORA here, and ordered adeferral d certainattrition step
increasesto ensureratepayerswould receivethem.> The ALJ's November 21,
2003 ruling denied Santa Cruz’s motion to suspend and submitted the
proceeding. For the reasonsstated, we affirm theruling.

Special Rate Requests
CadAmseeksapproval d seven Specia Rate Requests, each o which

involvesratemaking treatment df SOme aspect of its operations. We deal with
each here; theresultsare reflected in other areas of this decisonwhere
appropriate,

Special Rate Request #1

In 1995, Northridge Wafer Didtrict entered into a contract with
Placer County Water Agency under which the District becameentitled to receive
up to 29000 acrefeet d water annually from the Agency. Asacondition o
receiving that water, Northridgewas to petitionthe CaliforniaWater Resources
Control Board to changethe authorized place o useto includeNorthridge’s
sarvicearea. In May 1996, Citizens UtilitiesCompany d Cdliforniaenteredinto a
cost-sharing agreement with Northridge to includeCitizens Sacramento district
inthechanged use petition. By Resolution W-4001, the Commission authorized
Citizens''to establish a memorandum account to record the expenses associated
withthestart up cogtsfor surfacewater procurementfrom Placer County Water
Agency,” i.e., thecogsd joining with Northridgeto includeCitizens service

area as an authorized placed use. The petitionwas successful, and CaAm,

3 D.02-12-068, Settlement Condition#1.
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Citizens’ successor, NOW seeksto transfer the $7192,179 memorandum account
balanceto plant in serviceand closethe account.

ORA opposed CalAm’s request! initially becauseCalAm had
inadvertently misstated what the memorandum account funds were used for,
and later because CalAm had not yet executed a contract with Sacramento
Suburban Water District, Northridge’s successor, to purchase part of the
availablewater. Our review d the evidenceconfirms that the bulk of thefunds
were expended for the purposes anticipated i n Resol ution\W-4001, althoughwe
cannot confirm the exact amounts. CalAm’s witness provided adraft of the
proposed water purchase contract and predicted it would be completed in about
90 days.

While CalAm would still prefer the Commissionapprove
transferring the memorandum account balanceinto 2003 plant in servicein this
GRC, ORA’s witness and CalAm also now agreethat could be done through an
adviceletter filing once the Sacramento Suburban Water District contract has
been executed and reviewed for need and reasonableness.» We adopt that

outcome.

Special Rate Request #2
On January 21,1998, the Commissionissued Resolution\W-4089

authorizing three Class A water utilitiesto establish memorandum accountsfor
water contamination litigation expensest hey expected toincur asaresult of
lawsuits then pending against them. On March 26,1998, the Commissionissued
Resol ution W-4094 extending memorandum account authorization to all water
utilitiesunder its jurisdiction. Resolution\W-4094 explicitly noted that additional

34 RT906-907.

-31 -



KAW_R_PSCDR3#29a_attachment_CA_080604
Page 34 of 139

A.02-09-030 €t al. COM/SK1/ham

lawsuits had beenfiled against Citizens Utilities Company o Californiacharging
groundwater, sod and air contaminationin the Sacramento Valley Basin. CalAm
acquired Citizens assets effectiveJanuary 15,2002, including, CalAm asserts, a
deferred asset consisting o theright to recover $559,462 i n Citizens
contamination litigation memorandum account. Further, although the suits
against Citizens are still pending, CalAm saysit bearsnone d the liability for the
defenseor possible outcomed thosesuits; that liability remained with Citizens
following the acquisition. Thus, there were ne morelitigationcoststo be entered
into the memorandum account after the acquisition. Through SRR#2, CalAm
seeksto: () recover the memorandum account balancein rates between now and
December, 2007; (b) include the average annual remaining uncollected balancein
rate base; and (C) close the account.

ORA opposesCalAm’s request. First, ORA believesCaAmis
premature in requesting recovery because Order Instituting I nvestigation(I.) 98-
03-013 into water contaminationisstill open,» the Commissionhas yet to open
the water quality investigationit anticipated in one d the decisionsin that
proceeding, and the contaminationlawsuits against Citizensare still pending.
Second, the contaminationlawsuits are against Citizens, not CalAm, and the
responsibility for them belongsto Citizens shareholders, not CalAm’s current
ratepayers. Third, amemorandum accountis not an entitlement to collect, and
thus CalAm could not purchaseit and classify it asadeferred asset. Fourth, the
application does not present sufficientinformation to determine areasonable

level d expensesto berecovered from ratepayers.

35 D.00-11-036 closed 1.98-03-013 beforethe evidentiary hearingsin this proceeding began.
Noned thefivedecisionsin that proceeding addressed contamination litigationmemorandum
accounts.

-30-



KAW_R_PSCDR3#29a_attachment_CA_080604
Page 35 of 139

A02-00-030 et al. COM/SK1/ham

We deny CalAm’s request, primarily for ORA’s fourth reason.
CalAm introduced into evidencean April 10, 1998 letter from our Water
Advisory Branchto all water utilitiesinforming them that the Commission had
authorized water contaminationlitigation memorandum accountsand attaching
copiesd ResolutionsW-4089 and W-4094.3s Inexplicably, CalAm included the
letter’s Resolution W-4094 attachment but not the Resolution W-4089 attachment.
Resol ution W-4094 incorporated the provisionsd Resol utionW-4089 by
referenceand is not meaningful without it, so we take official noticed Resolution
W-4089.57 Thoseincorporated provisionsrequired, among other things, that
when water utilitiesseek authorization to recover their contaminationlitigation
memorandum account amounts, the Commission will consider: whether the
utility has“use[d] every means possibleto maximizeitsinsurance proceeds” (i.e.,
proceedsrelated to both awardsfor liability and defensed the lawsuit) and
"aggressively pursued legal actionfor recompensefrom the original polluters”;
whether the litigation ended with asettlement; whether all d the costsclaimed
werefrom after the date the Commission authorized the memorandum account;
whether the amounts claimed included other costssuch as public relationsfees,
water quality testing costs, and/or other consultingfees, and whether any of the
expensesclamed werealready included in rates. The utility'sfiling must
"include a thorough and detail ed explanation of the costsincurred and a

justification o their reasonablenessfor recovery."

35 Exhibit CA-20, Tab B.

37 Resolution W-4094, Ordering Paragraph 4: " All provisionsand conditionsin Resolution No.
W-4089will apply in thisresolution.”
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CalAm’s showing in this proceeding has beenlittlemore than an
explanation of the background and a statement that it should be allowed to
recover $559,462 becauseit' purchased all of the water utility assetsd Citizens,
including thisdeferred regulatory asset.” CalAm’s showing does not meet the
standard we set forthin Resolutions W-4089 and W-4094. Our denial hereis
without prejudice; CalAm may renew itsrequest inits next GRC.

Onemoreaspect  this issue merits noting. ResolutionW-4089
makes thefollowing statementsin referenceto contaminationlitigation

memorandum accounts:

A memorandum accountis not aguaranteed eventual recovery o
expenses, nor isit carried asa regular account under the uniform system
of accounts for wafer utilities. It IS carried ‘off the books, as a memo
account.

* * *

Our policy on memo account treatment has alwaysbeenthat the
burden d proof o the reasonableness of expensescharged tothe
accountisthe responsibility of the utility requesting reimbursement
of such expenses. We see no reason to deviatefrom this procedure
inthisinstance. [Emphasisadded].

These statements are consistentwith our treatment o memorandum accountsin
general. Inlight d this, wefind CalAm’s claim that the memorandum account
balanceisa' regulatory asset' troubling. ORA speaksdisparagingly d that
classification, but does not follow up to explain the accountingand ratemaking
consequences.s Our concern stemsfrom thefact that in D.01-09-057 we defined

the Citizensacquisition premium to be amortized in rates as the excess o

38 ORA brief, page 23.
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purchase priceover net book value d the Californiaassets being purchased.»
Simply stated, if the memorandum account balanceis not properly accounted for
aspart d the net book value d theformer Citizens assets, thenitispart o the
acquisition premium and thus the acquisition premium amorti zation expense
already being recovered elsewhereinrates. Therecordin this proceeding does
not allow usto make that determination. Should CalAm decideto renew its
request inits next GRC, we expect it to carry the burden sf proving that the
amountitisclaimingwas part d the $93.957 million net book value d the
California assetsreferred to in D.01-09-057 and not part o the $64.553 million

acquisitionpremium already accounted for in rates.

Special Rate Request #3
CalAm seeksto recover through arate surcharge the accumul ated

balancesin its Sacramento district purchased power balancing and memorandum
accountsasd December 31,2002. ORA does not oppose the request, but believes
Ca Am should follow the procedures set forth in the Commission’s Balancing
Account Rulemaking Proceeding, Rulemaking (R.) 01-12-009. CalAm accepts
ORA’s recommendation.

The Commissionissued D.02-12-055 defining the proceduresfor
Class A water utilitiesto disposed balancing account balancesaccrued before
November 29, 2001. After the evidentiary hearingsin this proceeding, itissued
D.03-06-072 adopting proceduresfor Class A water utilitiesto dispose o
bal ancing-type memorandum account balances accrued on or after
November 29,2001. Wewill require CaAm tofileadviceletters seeking

39 D.01-09-057 also made smal | adjustmentsfor the net book value d non-regulated assetsand
for transactioncosts.
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Commissionapproval to recover its Sacramento district balances of both types
though December 31,2002 following the procedures adopted in those two
decisions. In consideration o thetiming o this GRC, any deadlinesset forthin
those decisionsfor suchfilingsarewaived for this Sacramento district filing.
Ca Ammust fileits adviceletter(s) within 60 days d the effectivedate of this
decision.

Special Rate Request #4

CalAm and ORA agree that Felton district Rate Schedule No. FE-6M
should beeliminated. This schedulerelated to aformer resale customer, has

been inactivefor an extended time, and serves no purpose. We concur.

Special Rate Request #5
CalAm proposesto increaseits after-hoursreconnection charges

(Tariff Rule11.C.1) in al three districtsto $50 from $15. The current charge dates
back t0 1973 and, CalAm believes, falls far short of covering its rel ated expenses,
thus requiring the majority d itscustomersto support the few who are shut off
for nonpayment. ORA recognizesthat CalAm’s proposal has merit but has not
seen sufficient cost justification that it could endorse CalAm’s request as
reasonable.

CalAm claimsitslabor expensesare at |east $70 (minimum two
hours overtime plus 40%benefits) to reestablishservice after hours. CalAm has
provided on the record its average pay rate, payroll benefits, and minimum work
time for after-hoursreconnections, and the resulting cal culations do support an
expensed greater than $50 per reconnection.# Further, CalAm pointsout that

the reconnection charges authorized for other Class A water utilitiesrange up

40 Exhibit CA-20, pages12 through 14; exhibit CA-24, page 2.
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to $65, so CalAm’s proposed charge appears supported and reasonable. CalAm
notesthat any additional revenue generated would be minor. We adopt CalAm’s
proposal.

Special Rate Requests #6 and #7

CalAm’s applicationspropose to combine Larkfield districtwith
Sacramentodistrict, and Montara and Felton districtswith Monterey district, for
ratemaking purposes.4

CalAm would consolidate the Larkfield and Sacramento districts
over time. Ratesin Larkfield, excluding privatefi e protectionservice, would be
held constant until the ratesin Sacramentoapproximately equal (within 25%)
thosein Larkfield, plusaquantity rate differential in Larkfield to compensatefor
its higher per-unit purchased water cost. Sacramento customers' increased rates
would provide the subsidy necessary to hold Larkfield customers rates
constant.42

Felton and Montaradistrictswould be consolidated with Monterey
district by holding Montarads ratesconstant and increasing Felton’s sates
immediately to thosed Monterey’s standard ratedesign. Theresulting revenue
shortfall would accumulatei nanew WRAM (Water Revenue Adjustment
M echanism) bal ancing account to be recovered from customersd all three
districtsin the next GRC.«# CalAm proposesthat thisnew WRAM bear interest

4 Asnoted, thisdecision grants CalAm’s late-filed request to withdraw the Montaradistrict
application.

42 Cal Am estimatesthe subsidy at requested rates to be $535,000 in TY2003 and $631,000in
TY2004. (ExhibitsCA-2and CA-3, Table16-1).

43 Ca Am estimatesthat revenuesfromits proposed Felton rateswould fall short by $431,000
and $440,000 in 2004 and 2005 respectively, and for Montara, $331,000 and $391,000. (Exhibits
CA-4and CA-5, Table16-10). Theshortfall would ultimately be recoveredfrom customersof

Foatnate continued on next page
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and be exempt from any earningstestsor further Commissionreview beyond
verificationd the calculationsin the account. Felton’s current conservation
discount and Safe Drinking Water Bond Act loan surcharge, and Montara's
Master Plan investment surcharge, would be continued.

ORA and the other parties oppose both consolidationproposals. J&f
Almquist and Santa Cruz would instead have the Commission order CalAm to
consolidate Larkfield, Montara, Felton and Sacramento by combining their
revenue reguirements and applying the Commission's standard rate design
methodology to develop asingle, uniform set o ratesfor the consolidated
district. CalAm opposesthe Almquist and Santa Cruz consolidationalternative.

ORA’s opposition reliesalmost entirely on aset of policy guidelines
developed jointly in1992 by the Commission's Divisond Ratepayer Advocates
(ORA’s predecessor) and the Class A water companies. Those guidelines

establishedfour criteriato be met i n considering district consolidations. @

1. Proximity: Thedistrictsmust bewithin close
proximity to each other. It would not be a requirement
that the districtsbe contiguous asit isrecognized that
present rate-making districtsconsist o separate systems
which are not connected. It was suggested that districts
within10 milesdf each other would meet the location
criteria.

2. Rate Comparability: Present and projected future rates
should beréelatively closewith ratesd onedistrict no
more than 25% greater than ratesin the other district or

dl threedistricts through the WRAM account, thebulk d it comingfrom Monterey customers
becaused their much greater numbers. The record has not been updated to reflect the effects
the Montara district divestiturewould have on these figures.

#4 Exhibit ORA-11.

-38 -



KAW_R_PSCDR3#29a_attachment_CA_080604
Page 41 of 139

A.02-09-030 et al. COM/SK1/ham

districts, Tolessen therateimpact d combining districts
it may be necessary to phasein the new ratesover severa
years.

3. Water Supply: Sourcess supply should besimilar. If
onedistrictis virtually dependent upon purchased water,
while another districthas itsown sourced supply, future
costs could change by a greater percent for one district
versusthe other. Thiscould resultin significantly
different ratesin thefutureeven if present rateswere
quitesimilar.

4. Operation: Thedistrictsshould be operated in a
smilar manner. For example, if asingledistrict manager
presently operates two or more districtsand the billing
systemis common to the same districts, such an operation
would support thecombinationd thedidtricts.

It was agreed that no districtswould be combinedfor the
expresspurposed having one district subsidizeanother.

Although some d thesefactorsremain relevant to our consideration,

we note that we have previoudy stated in D.00-06-075:

[W]e believethat Branch’s rdliance on our Water Divison's 1992
guidelinesfor combining water utility districtsis misplaced. Asthe
testimony at hearing showed, the guidelineswereintended then,
and continuetoday, to set criteriafor singletariff pricing that, when
met, establish primafacie reasonablenessd the proposed
consolidation. A number d rate consolidationshave been approved
pursuant to the guiddlineswithout opposition by the Commission’s
advocacy staff. The guiddines, however, implicitly permit proposals
for broader rate consolidations, with the understanding that such
proposalsarelikely to be protested by the advocacy Saff in order
that afull record can be devel oped for Commission consideration.s

45 D.00-06-075.
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For this reason, we cannot make a determination on the proposals’ failure to meet
some, or even mogt, of thefour consolidationguidelinesset forth aboveas ORA
would have usdo.

CalAm offered conflicting testimony as to whether its proposal's
meet the guidelines. On the one hand, “ Applicant believesthat this request
[consolidating Montara/ Felton/ Monterey, and separately,

Larkfield / Sacramento] satisfiesthe criteriaset forthin the guiddines,"* while on
the other, “[TThe Company presently meetscertaing thecriteriaof the
Guidelinesfor district consolidation, and will but does not currently meet
others."

CalAm acknowledgesthat neither set o districtsmeets the
proximity criterion.4

With respect to the rate comparability criterion, CalAm states, "' The
standard ratesfor the Monterey district and Felton district are essentially the
same."” However, it also shows that applying those then-proposed Monterey
standard ratesto Felton district customerswould generate $810,008 in revenues
inTY2004 compared to $1,241,000 i nrevenues that its" essentially the same'™
proposed Felton stand-alonerateswould generate.# And for
Larkfield /Sacramento, "' The current tariffs for thesetwo districtsdo not meet
that [rate comparability] criterion; the current ratesin the Larkfield district
exceed theratesin the Sacramento district by alittle over 100%for residential

metered customersconsuming 10 units per month.”+

46 Exhibit CA-2, gages15-6, 15-7, and 16-1.
47 Exhibit CA-21, page 16, and Exhibit CA-2 Table168.

48 Exhibit CA-2, page15-6.
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With respect to thewater supply criterion, Felton relieson ample
suppliesfrom itscreeksand springs, whereasCalAm’s Monterey water supply is
fraught with complication and subject to great uncertainty over the coming
years.# It would be difficult to conclude that their sourced supply Situationsare
smilar under thecircumstances. Larkfield and Sacramento both rely largely on
well productionwith lesser amountsd purchased water. To alow for their
differences, CalAm would establish a quantity sate differential in Larkfield to
compensatefor its higher per-unit purchasad water cost.

Theformer Citizens districtsdo appear to be operated in asimilar
manner. They share common upper management, sourcesd capital, and billing
and accounting resources. Each useslocal personnel for day-to-day operations
onsite and relies on out-of -gate personnel for customer servicefunctions.

CalAm describesfour past Commission decisons as precedentfor
its proposed consolidations. Threed those decisions, however, were settlements
which under the Commisson's Rulesof Practice and Procedure, Rule 51.8,
cannot be considered precedential unless the Commissionexpressy provides
otherwise.s It did not do so. ThefourthwasaSouthern CaiforniaWater
Company proposal to introducesingle tariff pricing for eight water districts
comprising asingleregionin the Los Angeles area.st There, inasingle-issue
proceeding, the Commission was able to examinethe company's proposal and its
short and long-range effectsin great detail. Among other considerations, t he
company presented, and the decisionlists, the average annual water bill at stand-

49 See Almquist testimony, Exhibit I-4, pagesil and 12.
50 D.93-01-006, D.94-11-004, and D.96-04-076.

51 D.00-06-075 in A.98-09-040.
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alone ratesand at the proposed regiond ratefor each theeight districtsfor every
year from 1999 through 201%. Thus, the record madevery clear how customers
would be affected over along period, and the Commission was ableto conclude
that the advantagesd single tariff pricingin the region outweighed the
disadvantages.

In this proceeding, no suchclear picture has been presented for
either CalAm’s proposed consolidations or that d theintervenors. Therehas
been no examinationd the customer effectsin comingyearsd thevery
significant capital projectsCalAm anticipatesin Sacramento district or Monterey
district. What has been presented isnow out of datein that it still includesthe
effectsd adivested Montara digtrict. The record isfurther complicated by the
recent Citizensand RWE acquigtions, the costs and benefitsd which will
continueto be sorted out and reflected in district rate proceedings over the next
severd years. We aredso troubled by CalAm’s proposal to shunt very large
amountsd current revenuerequirementinto a proposed WRAM to accumulate
as aninterest-bearingobligation against Felton and Monterey customersin future
years,

For these reasons, the record in thisproceeding does not alow usto
find that the advantagesd district consolidation outwel gh the disadvantages.
However, becaused thesized therateincreasesthat our authorized revenue
requirementswould likely producefor Felton (whichare discussed below), the
publicinterest would be better served by atimey consideration by this
Commissiond rate consolidation proposal swith an evidentiary showing that
fuilly addressestheissuesidentified above. Wewill therefore order that CalAm
make such an applicationwithin 90 daysd the adoption d this order.
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Cost of Capital
In order to determine afair rate of return for autility, we determinethe

proportions d long-term debt and equity inits capital structure, estimatewhat
theeffectivecost d eachwill b e and then take aweighted average. Theresulting
rate d returnisused to determine the revenue requirement in the summary of

earnings for each test year.

Capital Structure
CalAm's application-proposed capital structure consisted d the

following proportions d long-term debt and equity: for TY2003, 63.99% and
36.01%;for TY2004, 63.73% and 36.27%;and for 2005, 63.63% and 36.37%. ORA
concurred. That capital structureisreflected in our adopted rate o return for
TY2003 and TY2004, Table3 below.

Cost of Debt
American Water Workscompleted its$161 millionacquisitiond the

Citizensassetsin Californiaon January 15, 2002. In connectionwith that
acquisition, CalAm issued afive-year, 4.92%notewithits affiliate, American
Water Capital Corporation, for approximately $104 million, and ismaintaining a
separate ratemaking capital structurefor theseformer Citizensdistrictsto allow
it to demonstrate to the Commission the cost o capital savingsthat help support
amortizing the acquisition premium inrates. CalAm and ORA added to the
capital structure approximately $2 million in additional |ong term debt issuances
each year from 2002 through 2005. Both estimated their projected long-term
interest ratesfor those new debt i ssues by adding 150 basis pointsto the
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forecasted 10-year Treasury bond rate. CalAm later accepted ORA’s projections,

and theresults areshown in Table 3 below .52

Cost of Equity
Cost 0 equity istypically the most contested component of rate of

return in water general rate cases. Itisadirect measured thecompany's after-
tax return on equity investment (ROE), and itsdeterminationis by necessity
somewhat subjectiveand not susceptibleto direct measurement i n the same way
capital structure and embedded cost of debt are.

We have many timesover the yearscited the well established legal
standard for determining afair ROE. In the Bluefield Water Workscase,s the
Supreme Court stated that a publicutility isentitled to earn areturn on the value
of its property employed for the convenience of the public, and set forth
parameters to assessa reasonablereturn. That return should be™ ...reasonably
sufficient to assure confidencein the financial soundnessd the utility and should
be adequate, under efficient and economic management, to maintain and support
itscredit and enableit to raise the money necessary for the proper discharge d
its public duties."

As theSupreme Court also noted i n that case, a utility hasno
constitutional right to profitssuch as are realized or anticipated i n highly
profitable enterprises or speculativeventures. In 1944, the Court again

considered therate d returnissueinthe Hope Natural Gas Company case,

52 CalAm’s higher initial interest rateforecasts were prepared at the time the applicationswere
drafted in mid-2002. ORA’s werebased on DRI’s February 2003forecasts.

58 Bluefield Water Works & Improvement Company v. Public ServiceCommissiond theState
of Virginia (1923) 262 US679.

s4 Federal Power Commission v. Hope Natural Gas Company (1944) 320 US591.
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stating, "[T}he return to the equity owner should be commensuratewith returns
oninvestmentsin other enterprisessharing corresponding risks. That return,
moreover, should be sufficient to assure confidence in thefinancia integrity of
%e enterprise, 0 asto maintainits credit and to attract capital ,"

The Court went on to affirm the genera principlethat, in
establishing ajud and reasonablerated return, consideration must be givento
theinterestsd both consumersand investors.

CalAm, QRA and Santa Cruz each made a showing to support an
ROE recommendation. With the principlesabovein mind, wefirst describethe

methodseach used, and then discuss our evaluation d them.

CalAm’'s Recommended Return on Equity
CalAm used avariety d analytical techniques, including DCF

(discountedcash flow) and RP (risk premium) modes, but ran them on different!
morevaried setsd datathan did ORA.5s Using dataavailablein mid-2002,
CalAm presented three DCF estimates (onesaid to be based onasample d water
utilitiesused by ORA in an earlier GRC proceeding, one based onitsown sample
d water utilities, and the third based on gas utilities), three RP analyses (one

s The DCF mode! isafinancial market value technique based on the premisethat thecurrent
market priced ashared common stock equals the present valued the expected future stream
d dividendsand thefuturesalepriced ashared stock, discounted at theinvestor's discount
rate. By translating this premiseinto amathematical equation, theinvestor'sexpected rate of
return can befound as the expected dividend yield (thenext expected dividend divided by the
current market price) plus thefuture dividend growth rate,

The RP model isarisk-orientedfinancial market value techniquewhich recognizes that there
aredifferencesin therisk and return requirementsfor investorshol ding common stock as
compared to bonds. An RP analysisdetermines the extent to which thehistorical return
received by equity investorsin utilities comparableto the utility at issueexceedsthehistorical
return earned by investorsin stable, long-term bonds. This difference, or "risk premium,” is
then added asa premium to theestimated cost d 1ong term debt to deriveaverage expected
return on equity for the test period.
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based on water utilitiesand two on gas utilities), and aninternal rate d return
analysis. CalAm showsestimated equity costsranging from 10.6%t011.8%by
the DCF method, and 11.4%t0 11.8%for the RF method. CalAm’s equity cost
estimatesrange up t013.1%.5s Only oneisaslow as11% and its witness
recommendsit be givenlittle weight becauseit was based on ORA’s sample o
water utilities. In addition to using more, and morevaried, datasets, CdAm aso
relied at several points on ROE adders and adjustmentsintended to conformits
analysesmoreclosday to CalAm's situation, Ca Am concluded that itscost o
equity isin therange of 10.6%t011.8% and its final recommendationwasan
RCE no lessthan 11.0%.

ORA's Recommended Return on Equity
To determine the appropriate ROE, ORA performed a

quantitativeanalysisand then assessed thelevel d businessand financial risk
CalAm faced. Initsquantitativeanadyss, ORA dso used DCF and RP modelsto
estimateinvestors expected ROE, and applied both modelsto agroup o
comparablewater utilitiesselected based on two criteriac (1) water operations
account for at least 70%d their revenues, and (2) their stocksare publicly traded.
Thecomparablegroug comprised six companies. AmericanStatesWater,
CaliforniaWater Service, Connecticut Water Service, Middlesex Water,

Philadel phiaSuburban, and San JoseWater. ORA's DCF analysisyielded an
average expected ROE d 8.00%. ItsRP analysisproduced 10.96%. It averaged
the two results to produceits 9.48%final recommended ROE for CdAm.

5 Thehighest ROE isfound with aninternal rate o returnanaysisand wasnot includedin the
witness final ROE recommendation.
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ORA concluded that CalAm’s businessrisk, which ORA
related primarily to regulatory risk, was low, citing the Commission'smany risk-
reducing mechanismsavailableto water utilities. Those mechanismsinclude
balancing accounts (now redesi gnated as bal ancing-type memorandum accounts)
for purchased water, purchased power, and pump taxes, memorandum accounts
for catastrophicevents and for Safe Drinking Water Act compliance, 50%fixed
cost recovery inthe servicecharge, and construction work in progressinrate
base. ORA alsoevaluated CalAm under aset of benchmark financial ratios used
by Standard & Poor's to assess businessrisk and found CalAm would meritan A
rating, within the range considered “investment grade.” ORA judged thisto bea
clear indication d CalAm’s ability to attract capital.

ORA also noted that CalAm’s averageequity ratio during the
test yearswill belower than the comparable group’s average. While alow equity
ratio canindicateincreased financia risk, ORA stopped short d drawing that

conclusion for CaAm.

Santa Cruz's Recommended Return on Equity
Santa Crudswitness presented and defended the results o

three different ROE models: aVauekine dividend-growth model yielding9.02%,
arefention-ratio (sustained earnings) DCF method producing 2.11% and an
earned-return RP method producing 9.47%. Heinitially recommended the
Commissionadopt the average o the three results, 9.2%, and later increased that

figureto 9.3% SantaCruz characterizesits analysis as more sophisticated than

57 On thelast day d evidentiary hearing, thewitness presented supplemental testimony,
marked Exhibit 1-19for identification. Init, he presented arefinementtoh's retention-ratio
DCF method that increased the 9.11%figure to 9.39%, and thusSantaCruz’s overall averaged
ROE recommendation to 9.3%. CalAm initially objected to admitting Exhibit 1-19 but did agree
torely onaset o late-filed interrogatoriesinlieu d cross-examination. Exhibit I-19, CalAm’s

Footnote continued on next page
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CalAm’s, and being based on much later data that better reflectsconditionsat the
time of the hearings.

Return on Equity Discussion
ORA and Santa Cruz attack perceived shortcomingsin

CalAm’s ROE showing, and CalAm doeslikewiseto ORA’s and SantaCruds
showings.ss

CalAm’s primary cost d capital witness on rebuttal addressed
fiveaspectsd ORA’s andyds. Firs, CalAm maintainedthat its lower than
average equity ratio benefits ratepayersbut also meansmorerisk for its
shareholders, and that ORA failed to impute an ROE adder to flow some d that
Bevaage benefit back to shareholders.® Second CalAm chargesthat ORA’s DCF
model producesan ROE that isless than the cost d Baarated investment grade
bonds. Third, CdAm bdievesORA’s RF anayss provides areasonablebut
conservativeestimatefor lessleveraged water utilities, but ClAm meritsan ROE
adder (smilar to the adder in thefirst point above). Fourth, CalAm arguesthat
ORA should have given no weight to historical growth estimates because past
growthin earningsper share, dividends per share, and retained earnings
understatethe growth investorscurrently expect. Fifth, CalAm showed that by,

interrogatoriesserved April 30,2003, and the answersto thoseinterrogatoriesserved May 2
2003, are ail now admitted into evidence.

58 ORA and SantaCmz generally avoided criticizingone another's showings. Oneexception
was SantaCruz’s finding fault with the concept o single-stage DCF growth model sused by
ORA and CdAm, asopposed to SantaCmz's three-stage growth model. (Exhibit1-19, page4)..

so CalAm cited itsdesired shared thebenefit under severa different methods, producing
estimatesfor its share ranging from 22 basis pointsup to 130 basispoints (e.g., Exhibit CA-16,
pageld: 60bp; CA-22, page 2: 43bp; CA-22, page 4 43bp; CA-22, pagel9: 130bp; CA-22, page
22: 40bp; CalAm brief, page40 43bp and 130bp).
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e.g., changing ORA’s averaging method and excluding one or mored the water
utilities in ORA’s sample, it could greatly increasethe resulting ROE from ORA’s
DCF analysis. Elsewhere, CalAm criticized the spread betweenORA’s DCFand
RPresult as being too wide and urged throwing out thelower DCFfigure, and
took issuewith ORA’s rejectionsf “v*s growth” inits DCF model.

CalAm wassimilarly critical o SantaCruz's ROE showing for
not imputing an ROE adder flowing back to shareholderssome d theleverage
benefitsratepayers may realizefrom CalAm’s low equity ratio. Somed CalAm’s
other criticismsconcerned SantaCruz's used growthforecastsd dividends per
sharerather than earnings per sharein its DCF analys's; itsinitial omission o v*s
growth initsestimate d sustainablegrowth in the DCF model, and the way
SantaCruz calculated v*s growthwhenit did later agreeto includeit; itsusein
the RP model o a4.4%estimatefor the averagel0-year Treasury ratein 2003
rather than an average5.62%Treasury rate reflecting 2003,2004, and 2005;% and
an alleged inability of Santa Cruz's three-stagegrowth DCF model to
accommodategrowth prospectsthat improve over time. CalAm alsofaulted the
opposing partiesfor their use of market-oriented methods to estimateinvestors
expected market return on their market-valuedinvestments, rather than expected
return on book value common equity. Lastly, CalAmon brief called ORA to task
for itstoo-low recommendationinlight of theserecent largewater utility ROE
awardswhichit notes: San Gabriel Valey Water Company, 9.83% AppleValey
Water Company, 9.53%;VaenciaWater Company, 9.72%;CalAm’s Monterey
district, 10.25%; and Suburban Water Company, 9.84%.s:

8 ORA later updated both figures in therecord. Exhibit ORB-9 showed the5.62%had dropped
t0 5.10% , and the 4.4%had dropped to 4.09%.

¢t CalAm cites D.03-05-078, Suburban Water Company's GRC, for thesefigures.
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ORA’s direct testimony took i ssuewith seven components o
CalAm’s ROE presentation. First, CalAm relied too heavily initsanalysison
comparisons With gas utilities, a practice the Commission has repeatedly rejected
inthe past. Second, CalAm’scall for an ROE adder to dlow it to partakein
savings generated by itslower than average equity ratio runs contrary toits
representati onsin the RWE acquisition proceeding whereit and the other
applicantsstated that Cal Am’s financing costswould go down dueto that
acquisitionand ratepayerswould receivethe resulting benefits. Third, ORA
believes CalAm should not cite uncertainty i n the weather as anything but a
normal risk d doing businessas awater utility, already takeninto consideration
by theinformed investor and accounted for in the market-based models. Fourth
and fifth ORA took issuewith CalAm’s characterizationd the Commission’s
attrition step rate procedureand then-proposed new bal ancing account
proceduresas gresatly increasingitsrisk by serving asde facto caps onits
earnings. Accordingto CalAm, ""They create a one-way street where the earned
ROE can belower thanisauthorized, but not higher than authorized.”s2 Sixth,
ORA performed adetailed analysisd authorized water returnsand bond costs,
and it showed, contrary to CalAm’s assertions, that no consistent relationship
existsbetween interest rates and authorized ROEs over the past eight years. And
seventh, ORA rgected CalAm’s used av*s growthfactor in calculating
sustainablegrowth, on the grounds that the v*s factor is associated with use o
issuancecost i n determining ROE, aconcept ORA saysthe Commission has

previoudly rejected.

62 Exhibit CA-16, pagel5.
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Santa Cruz took issuewith CalAm’s used asingle-stage
growth modd; aleverage-based ROE adjustment; a2003,2004 and 2005 average
d the projected 10-year Treasury rate rather than the TY2003 projection; and
CalAm’s reliance on unreasonably high earningsgrowth estimatesand Value
Line’s Blume-method adjusted betasin capital asset pricing model work, both of
which, SantaCruz charges, improperly inflate the estimated ROE.

Thesechargesand countercharges aretoo many and too
technical to address hereindividually. In arriving at our conclusions, however,
we havefully considered the parties direct and rebuttal showings on each of
them.

Commentingfirst on ORA’s presentation, we remain
concerned by the spread betweenits DCF and RP estimates. That isaconcernwe
have a so expressed in past GRC decisions. In thiscase, % initial Spread
narrowed with the updated DRI forecasts ORA later presented %ooil reasury'sand
Baa-rated bonds,s2 and ORA’s methodsand the resulting estimatesseem
otherwise technically correct, so we declineto rgect them. CalAm would have us
eliminatethe spread by disregarding thelower, DCF result, but that changeisno
moresupportabl e than throwing out the higher, RP result. We areimpressed by
ORA’s straightforward, point-by-pointrebuttal d thisand CalAm’s other
criticisms.* ORA’s resulting 9.48%ROE recommendationis|ower than we will
adopt here, but more realistic and closer to our final adopted ROE thanis
CalAm’s.

& Exhibit OM-9.

64 RT506-RT513.
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Because aportion d its background material wasstricken
during hearings,s Santa Cruz lacked a good narrativeexplanation d its method
initsdirect showing. However, what welearned d its method through the
remaining testimony and exhibitsshowed that Santa Cruz had taken awell
thought out and balanced approach that produced resultsthat, like ORA’s, fell
within areasonable ROE range. In responseto CalAm’s criticismson rebuttal,
the Santa Cruz witnessagreed to adjust his final estimateto includean
additional 27 basis pointsd v*s growth i n his retention-ratio DCF method ROE,
producing afinal 9.3%ROE recommendation.ss

All three parties direct ROE witnesses seemed competent and
well informed on thetopic. CalAm’s presentationwas, infact, atechnical tour de
force, nearly overwhelming inits detail and complexity-. Whether it was
persuasivewas another matter. Wefind it disappointingthat CalAm hasrdied
so heavily in itsanalysison comparisonswith gas utilities, apracticethe
Commission has repeatedly rgected in the past becausewater utilitiesareless
risky.s” CalAm reducesthe resulting ROE by 50 basis pointswhen comparing
water utilities with gas utilities, but that is an arbitrary and unconvincing
adjustment considering that CalAm acknowledges it isbased only on the
witness judgment, and inlight d the Commission'sspecific rgjectiond such

& That stricken material, portionsd Exhibit I-5, appeared to be thewitness completeand
voluminous prepared direct testimony for a proceeding beforethe Public Utilities Commission
of Nevada. 1t had not been edited in any way to address the specificsof this California
proceeding.

6 Exhibit 1-19, page 2.

67 See D.90-02-042, D.92-01-025, D.01-04-034.
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comparisonsin the pagt:68 | n any case, he later adds back 60 basis pointsto each o
his ROE resultsto adjust for his bdief that CalAm ismorerisky than the average
water utility in the samples, thus more than negating the earlier reduction and
generating a higher ROE for CalAm than his analysisindicateswould be
warranted for gas utilities.

We are dso unimpressed by some d the other contentions
CalAm advancesin support o its much higher ROE recommendations. First,
according to itsexpert rebuttal witness, "'Balancing accounts[in Californial have
been discontinued, yet the awarded costsof common equity have still been well
below national norms.”s In R.01-12-009, our Balancing Account Rulemaking, we
redesignated as'' balancing-typememorandum accounts' the type d balancing
account to which thewitnessislikely referring What has changed, besides the
designation, isthat these accounts may no longer be claimed asan asset on water
utilities balancesheets.” What has not changed isthat they continue to provide
water utilities val uable protection against underearnings caused by increased
costsof the typesthey cover. Second, CalAm’s primary ROE witness describes
the attrition step rate procedure and the then-proposed balancing account
procedures as'' treating the [authorized] ROE asacellingrather than atarget
ROE." He goeson to characterize them as making the authorized ROE the
maximum ROE that can be earned and thus denying the utility afair opportunity

&8 Exhibit CA-16, pagel2.

¢ Exhibit CA-25, page13. Thiscontentionisrepeatedin CA-25, Schedule5, footnotel, where
thewitnessexplainsthat thislossd balancing account protection*involvesat | east another 75
basis pointsd common equity return...."

70 D.03-06-072, Footnotel.
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toearnit” The Commission haslong applied the earnings test to which heis
referring, and it has not had the effect he claims, as demonstrated by CalAm’s
acknowledged long, consistent history o overearning its authorized ROE in
California.”

If onetheme predominated in CalAm’s ROE presentation, it
wasits consistent claim throughout to an ROE adder to reward sharehol dersfor
their low equity ratio. We do acknowledgethat alow equity ratioisan
important factor that lowersCalAm’s cost O service.”? In this case, however,
CalAm’s cost of capital isaprimary contributor to the synergiessavingsresulting
from CalAm’s acquisitionof the Citizens properties. The record clearly shows
that CalAm’s low equity ratio contributesdirectly to that cost o capital synergies
savings.” To theextent thsse synergiessavings exist, they gofirst to CalAm as

7 Exhibit CA-16, pageld.

72 By itsown admission on thisrecord, CalAm’s actual ROE exceeded its Commission-
authorized ROE in every year between1993 and 2001 i fell far short d itsauthorized ROEin
2002 primarily, it says, because of the Citizensacquisition. (Exhibit 1-10)..

CalAm’s overearningits ROE isconfirmed as well by thisstatement initsapplications: "The
averagereturn on ratemaking equity during the past five years has been12.69%. Authorized
return on ratemaking equity during the same period of time was between10.17%and 10.49%.
Theauthorized return on average ratemaking equity was10.36%. The company'searnings
wereabove the authorized levelsdueinlargest part to very favorableweather conditionsand
thetimingd Commissionauthorizationd revenuerecoveriesfor prior balancingaccount
shortfals, drought losses, and water conservationrelated expenditures.” (Exhibit CA-1, TabE

page2-1).

73 Two elementscontributeto this: (1) Thecost of debt financingistypically lower than the cost
d equity financing; and (2) interest paymentson debt financing are tax-deductibleand the
resultingtax savingsareglowed through to ratepayerswhen ratesare set, whereasratepayers
get no such benefit from the return they pay shareholdersfor equity investment. This
beneficia effect d alow equity ratio may be offset to some extent by thefact that prospective
debt holderscould view amore highly leveraged utility asamorerisky borrower.

7¢ ExhibitsORA-1A and ORA-1B, and CalAm brief, gage56.
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compensation to amortize, and to pay areturn on the unamortized balancedf, its
acquisition adjustment, and then to ratepayers.”> Thus, the dollarsassociated
with the ROE adder CalAm seeks asareward for maintaining alow equity
capital structure are already flowing to CalAm to amortize the premiumit paid
to acquireCitizens assets

After evaluating the parties ROE modds, wefind that
CalAm's analyseswereless credible than those d the other parties, and produce
resultsthat fail areasonability test, In addition to the infirmities we note above,
investorsin today’s economic climate and over theforthcomingrate case cycle
will not requireCalAm to earn after-tax returns at or above 11% to make equity
investmentsinit.”s

Weturn to acombinationd figuresdrawn from the parties
recommendati onsto establish an authorized ROE. Firgt, whenwe set aside
CalAm’s results based on comparisonswith gas utilitiesand those based on a
low equity ratio adder, what remainsisan ROE ranged 10.0%to 11.2%.7 The
10.6% midpoint o that range, combined with ORA’s 9.48%and SantaCruz’s
9.3%, givesan overadl average ROE d 9.79%. Next, CalAm on brief presents
from datain the record an historical average 2.23% spread between Commission-
authorized ROEs and each prior year’'s Baa bond interest rate, and produces an

» Under thealternativesharing proposal the Commissionaccepted in D.O1-09-057, synergiesin
excessd theannual acquisition premium amortizationexpensewere to besplit between
ratepayersand sharehol ders90%y10%.

76 Seg, e.g., Exhibit I-8 for asamplingd market-based financial yieldsasd the April 2003
evidentiary hearings.

77 Exhibit CA-16, Summary Table 23. We recognizethat CalAm doesnot recommend the10.0%
figure- Weuseit becauseit iswhat CalAm’s evidence supports, not becauseit iswhat CalAm
supports.
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ROE for this proceeding by adding to it the 7.57%l atest DRI projectiond the
average Baa bond ratefor 2003,2004 and 2005, and alow equity adder.”s No
party endorses this method as a stand-alone ROE result, nor dowe, but it does
provide a reasonability check in combinationwith other methods. Without the
Rowv equity adder, it produces a9.80%result.”» And lastly, asanother
reasonability check, 9.80% is very closeto the 9.83%averaged the five recent
large water utility ROE awardsCalAm notesinitsbrief and welist above. We
adopt an ROE for CalAm o 9.79% for TY2003 and TY2004.

Rate of Return on Rate Base
With the capital structure, cost d debt, and cost d equity

componentsdetermined above, the straightforward calculationsin Table3 derive
the rates of return on rate base:

78 CalAm brief, page 45.

79 If the Baa bond ratefor 2005 were dropped from the average, the9.80% result would drop to
9.62%.
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Table 3
Adopted Cost sf Capital and Rate of Return
Adopted
Capital )

Structure Cost Weighted Cost
TY2003
Long-Term Debt 63.99% 4.97% 3.18%
Common Equity 36.01% 9.7%% 3.53%
Total 100.00 % 6.71%
TY2004
Long-Term Debt 63.73% 5.00% 3.19%
Common Equity 36.27% 9.79% 3.55%
Total 100.00 % 6.74%

Theextraordinarily low overal adopted ratesd return on rate base, 6.71% for
TY2003 and 6.74%for TY2004, arethe direct result d weighting inthevery large,
$104 million, 4.92%interest rate noteissued in connection with CalAm’s
purchased the Citizensassats, as discussed in the Cost d Debt sectionabove.

Step Rate Increase Filings
The partiesraise two issues concerning the pro-formaearningstest to be

applied to CalAm’s 2004 step ratefiling: the proper rated return to use, and the
proper salesfiguresto use. We previoudy considered bothissuesin CalAm’s
most recent GRC decisionfor Monterey district, D.03-02-030, and we reach the
same outcomes herethat we did there,

Therated returnin this proceedingisbased on adifferent capital
structurethan would be used for CalAm’s other, non-Citizensdistricts. CalAm
points out that it would not be appropriateto apply therated returnfrom any
future GRC decison for its non-Citizens districtsin the pro-formaearningstest
for these Citizens districts. ORA’s position is unclear because d clerica errorsin
that sectiond itsexhibits. \We addressed thisissuein reversein D.03-02-030
when we determined that the Monterey Division pro-formaearningstest should
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not usearate d return ordered in aCitizens district GRC. Wearrive at the same
conclusion today: TheCitizensdistricts pro-forma earningstest should use only
a Citizensdistrict rate o return.

Second, ORA recommends that the recorded sales per customer for
residential and commercial customersbe used instead o the adopted sales per
customer for revenue calculationsin the pro-forma earningstest.s CalAm
opposes ORA’s recommendation as both unfair and achangefrom longstanding
practice. Both sides make excellentarguments! but wereject ORA’s
recommendation today for the samereasonwe did inD.03-02-030: "The current
procedure for processing rateincreases, including step rates, may not be perfect,
but it has proven effectivefor anumber sf years. Any changein the current
procedures needs to be open to formal discussionswith all water utilitiesand
membersd staff. Changesintheselongstanding procedures should not be made
In one company'srate case gpplication."

In D.02-12-068 approving the RWE acquisition, we approved a settlement
containing this provision as Condition #1: " Sacramento, Felton, Montaraand
Larkfield: Defer filing the authorized 2004 step rateincreasethat would have
beenfiled in2003. Fle ageneral rate case applicationin January 2004 for new
rates effective January 2005."" We have made a minor modificationin our
otherwise-standard step rateincreaseordering paragraph to accommodate
Condition #1 as D.02-12-068 required.

8 ORA makes this recommendationonly for Felton and Montaradistricts, and only for
residential customer revenues. However, from the context in Exhibits ORA-3 and ORA-4, we
and CalAm believeORA to haveintended the recommendation to apply to both residential and
commercia customers, and to all districts.
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CalAm has also requested we establish a Felton district 2005 step rate
increase, but, under the requirementsof D.02-12-068, any 2005 step rates could
not become effectiveuntil at |east January 2006.51 We have not provided a 2005
step rateincreasein this order because CalAm’s next GRC for its Citizens
districtswill befor either TY2005 or TY2006, and 2006 should not be both an
attrition year in this rate casecycleand atest year inits next rate casecycle.

Rate Design
In our discussionabove d SRR#4, we agreed that Felton district Rate

ScheduleNo. FE-6M should beeliminated, and in SRR#5 that the after-hours
reconnection chargesin all three districtsshould increaseto $50 from $15. In
SRR#6 and SRR#7, we determined not to allow district consolidationswith their
attendant subsidiesand rate redesignsat this time. Thoserate designissues
having been decided, wefollow ORA’s otherwise-uncontestedrecommendation
by applying the standards set forth in D.86-05-064 i n 1.84-11-041, the
Commission’s investigationinto water sate design policy. Our policy callsfor
metered ratesto be set to recover upto 50% o fixed costsin the servicecharge,
and up to three quantity blocks(in thiscase, we useasingleblock). Residential
flat rate serviceand privatefire protection serviceareincreased by
approximately the overall percentageincreasein each district, and the current
conservationdiscount and Safe Drinking Water Bond Actloan surchargeare

continued i n the Felton district.

81 See D.02-12-068: ""Wewant to ensure this[one-year rateincreasedeferral] proposal provides
sufficient ratepayer benefit and also to guard against the possibility d 'rate ok, or alarge
rateincrease occurring at onetime. We thereforemodify condition1[of the RWE settlement]
S0 that in each instancewhere therateincreaseis deferred, it may beimplementedin the
followingyear. However, the step or attrition year increase for that following year Wl also be
deferred.” (Emphasisadded).
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Appendix E provides acomparison d typical billsat present and
authorized ratesfor residential metered customersin each district at various

usagelevelsand the average usage levels.

Service Quality
ORA recommended the Commission find service to be satisfactory in all

four districts. ORA tabulated the number of customer complaintsreceived for
each district between1996 and 2001 and found that they had been resolved
within areasonableperiod after notification. Therewas no indication of what
other considerations, if any-,led ORA to makeits recommendation.

Almquist’s prepared direct testimony on behdf of SantaCruzs alleged that
servicein the Felton district had not been improved by thedistrict's
consolidationinto CalAm’s wider operations. According to Almquist,

Numerous residents [in the Felton public participation hearing] told
d how they now had to call acustomer service number in some
other aread thecountry in order to communicatewith the company
regarding servicerequestsand all other business. When residents
havetried this number they end up inavoicemail systemthat tells
them that the company is experiencing a high volume d calsandis
unableto servethem. They are asked to call back later.s

To verify this, he had an aide place three callsover atwo-day period, and each
time the ailde wastold by a machinethat the company was experiencinglong

hold times and high call volumesand to try againlater.

& Almgquist stated that hewas also testifying on his own behdf and on behalf o his
homeownersassociationand alocal citizens organizationformed to oppose the rate caseand to
facilitatelocal acquisitiond the Felton system.

8 Exhibit 1-4, page3.
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A review d the Felton district public partici pation hearing transcri pt
confirmsthat one public speaker told d having made three unsuccessful
attempts to reach the company’s customer service number before giving up and
going to the company" " locdl office in person.s¢ No other speakersrelated similar
experiences.

To reach customer service, CalAm'’s Californiacustomerscall a local
number and are routed to servicerepresentativesin American Water Works
Alton, Illinois call center. CalAm’s witness acknowledged that anumber o
customer callswere not resol ved satisfactorily upon the first contact by a
customer to the company, and in some cases, follow-up was too slow.s The
witness described several measurestaken recently to address those
shortcomings: increased service representative authority to resolve concernson
thefirst cdl, including increased no-fault settlement limits, a modification to the
system to provide better tracking d callsrequiring investigationand follow-up;
and revised billing system settings to more quickly identify anomal ous meter
readings before billsare mailed. Vad theseimprovements beenin placein 2002,
CalAm believes, some 22 complaintswould have been resolved on thefirst call
instead o developing into informal Commissioncomplaints.

In D.02-12-068 approving CalAm’s acquisition by RWE, we stated,

In order to mitigate customer concernsabout lack d responsiveness

dueto foreign ownership, we require Cal-Am'scustomer call center

to meet the abovetargetsfor each d the categorieslisted above,

averaged on aquarterly basis. We requirethat, for fivefull years
followingthe effectivedate d this decision, Cal-Am shall make

8 RT 219.

8 Exhibit CA-22, gage 8.
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quarterly filings listing the above servicequality targets,aswell as
theratesactually achieved. Cal-Am shall file these reportswiththe
Director d the Water Divison and ORA, on January 15, April 15,
July 15, and October 15, commencing on thefirst quarter following
theeffectivedated thisdecison. Thereportsshall befor the
preceding three months (theJanuary filing will befor October -
December, etc.). The Commission may examinethesereportsin
Cal-Am's general rate case or other appropriateproceeding,

No party introduced resultsfrom these reports; thefirst d them may or may not
have been availableat thetimed theevidentiary hearings. Becausewelack
sufficient evidence, we make no finding on the quality d CalAm’s service
overdl. Welook forward to the parties providing amorethorough evaluation in
the next GRC for these districts.

Almquist’s Issues
We summarizeand address briefly here anumber d points made by

Alrnquistin his testimony.s

Frd, Almquist charged that sharehol dershave profited handsomely from
Felton district's transfer from Citizensto CalAm followed immediately by its
transfer to RWE. Ratepayers, on the other hand, have seenlittleif any tangible
benefit despite representationsmade when the partiessought Commission
approval. CalAm hasfailed to identify and quantify the cost savings, efficiencies
and other economiesachieved through the Citizensacquisition or the RVE
acquigtion, or to distinguishoneset d benefitsfrom the other, and has not
passed those benefitsthroughto ratepayers. CalAm has provided no justification
for dlocating any d the Citizensacquisition adjustment to Felton district

rategayers. Further, CalAm’s request for arateincreaseisincons stent with

8 Exhibit I-4.
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RWE's conduct in paying a$2.8 billion premium to acquire American\Water
Works, and itscommitment not to recover any d that premium from ratepayers.
In response, we note that we have discussed the Citizensand RWMVE transactions
separately at length in two sectionsabove. Wherethere are benefitsthat should
beflowed to ratepayersin thisGRC, that has been done.

Next, Almquist argues that the premium RWE paid to American Water
Wsrksshareholders hasfully repaid American’s shareholdersfor the acquisition
premium they paid to Citizenswhen they purchased Citizenskater assets.
Thus, the acquisition premium amorti zation the Commission authorized in
D.01-09-057 isno longer justified. We previously considered and rejected this
argument inthe RWE acquisitionproceeding.” We declineto reconsiderit here.

Almquist chargesthat Felton district rates haveincreased greeatly over the
past 12 years, aperiod of low inflation, and are substantially higher than those o
two adjacent water districts. In response, wenote that individual water systems,
including systemsthat adjoinone another, may face differing costs, and evenif
their costswere the same, rates charged by Felton’s neighboring municipal and
district-run systemsare not necessarily reflectived the costsborne by those
systems. As Almquist acknowledged, thosedistrictsare not Commission-
regulated, have the authority to tax, and one o them may i nfact besupported in
part by real estatetaxes. Nevertheless, Almquist’s general rate comparisonswith
nei ghboring non-regul ated systemsdo help usto determinetherange d rates
that that appear reasonablein thelocal context. Therateincreasesand ratelevels
that our adopted revenue requirement would producefor Felton may indeed

produce "' rateshock.” For thisreason, we will not raise Felton’s ratesto the

8 D.02-12-068, SectionV.C.
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levelsset in Appendix B at thistime, Instead, wewill order Ca Am to establish
for the Felton district a balancing account to track the revenue shortfall that arises
from the continuation d the current rate schedule. More specificaly, CdAm
shall record i n the balancing account the difference between revenues generated
by current ratesignoring any modificationsto those rates from adviceletter
filingsand those set in Appendix B. Such calculationsshall also change
consistent with thetiming d changesinsatesset forthin AppendixC. In
addition, this balancing account will be exempt from the provisionsaof D.03-06-
072, becausethe balance that arisesfrom difference between the continuation o
adopted ratesthat the revenuesthat would be generated by theratesin
Appendix B are reasonable. The amortizationd the balancesaccruedin the
balancing account will be determined i n conjunction with the application of
CaAmisheredirected tofileregarding consolidationd districtsfor ratemaking
pUrposes.

Almquist further believesthat CalAm'’s parent corporationisdoing
exceedingly well financially and is able to pay itsexecutivesvery high
compensation. That should demonstrate to the Commission that CalAm isnotin
need $ further rateincreases. Inresponse, CalAm pointsout that American
Water Worksis a holding company with many subsidiaries, both regulated and
unregulated, and maintainsthat no part of theexecutives salariescited by
Almgquist isallocated toitsregulated subsidiaries. Almgluist has apparently done
no evaluation and offers no recommendation d what alleged excessive amounts
d executive compensation should be removed from CalAm’s costsinthis
proceeding. Thus, we make no such adjustments.

Lastly, Almquist chargesthat CalAm has not explored the availability of
low cost tax-exempt financing through a publicagency. It should be ordered to

do 50, and its revenue requirement adjusted accordingly. We note that Felton
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district hasinfact taken advantage d publicfinancingin the past, in theform of
Safe Drinking Water Bond Act loan funds obtained through the California
Department o Water Resources. ORA’s witnessdid athorough analysisof
CalAm’s capital structure and sourcessf fundsin this proceeding, and we have
considered her recommendations in our Cost of Capital section above. No party,
including ORA, Almquist or Santa Cruz, made a showing that CalAm has
unreasonably foregone, or will forego during the test period, any opportunities
to obtain lower cost, public-sourcecapital. Thusno revenue requirement
adjustments are justified, and no order to seek out low cost tax-exempt financing
through a public agency is necessary.
Comments on Proposed Decision and Alternate Proposed Decision

The principal hearing officer’s proposed decisionwasfiled with the
Commissionand sewed on all partiesin accordancewith Section311(d) of the
Public UtilitiesCode and Rule77.1 d the Rules d Practiceand Procedure.
CadAm, ORA, and Santa Cruzfiled comments, CalAm and Santa Cruzfiled
repliesto comments.

CalAm generally supportsthe proposed decision, but raisesthreetopicsin
itscomments: Its request that the Commissionset an effective date o
September 1,2003 for the TY2003 ratesfor Sacramento, Larkfield and Felton
districts; arequest to clarify the decision wording that describes our intent to
disallow from rate base one-haf o any unrecovered contamination-related
Investmentsin Sacramentodistrict; and error correctionsneeded i nthefiguresin
Tablel and associated decision text and the appendices. We addresseach o
those topics below.

ORA’s commentstakeissuewith the proposed decision's treatment o

contamination-rel atedinvestmentsin Sacramento district. We consider this
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included in our discussion below d CalAm’s threetopics. BRA issatisfiedwith
the proposed decision’s treatment o all d the other issues.

Santa Cruz arguesthat CalAm hasfailed to carry the burden o provingits
claimed Citizens acquisition-related synergies and should not recover the annual
acquisition premium amortization cost in rates; that amajor part o the claimed
Citizens-related synergiesshould be attributed instead to the RWE transaction;
and that CalAm should have been required to prove and pass through to
ratepayersin this proceeding the benefitsdof the RWE transaction. After review,
we conclude that the proposed decision adequately addresses thoseclaimsand
have made no changeswith respect to them.

On December 18, 2003, approximately one month after the proceedingwas
submitted for decision, CalAm filed a motion requesting that the Commission set
an effectivedate o September 1,2003 for the TY 2003 resultsd operationsand
ratesfor Sacramento, Larkfield and Felton districts. Insupport, it cited two
earlier Commission decisions granting interim rate relief to class A water
utilities.## Therdief it seeks, CaAm argues, issimilar to that the Commission
granted inthosetwo earlier decisions. We disagree. AsSanta Cruz pointsoutin
its reply comments, where the Commission has deviated from its general policy
and practiceof making GRC rate increaseseffective on or after the effective date
d the GRC decision, it has done so by issuing aninterim decision announcing
that whatever rateswere to be established in the final decisionwould apply
prospectively, as of or after the date of the interim decision. That wasthe casewith
thetwo decisonsCalAm cites. CalAm offersno instancein whichthe

Commission's decisionset an effectivedatefor ratesthat was earlier than the

& D.02-12-063in re Apple Valey Ranchos Water Company; and D.03-04-033 inre California
Water Service Company, citingin turn D.98-12-078 in re Pacific Gasand Electric Company.
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date of that decision, nor do we know of any such instance. That would, infact,
be aclassc case of retroactiveratemaking and prohibited under Public Utilities
Code Section728.& CalAm’s motionisdenied.

CadAm requestswe modify the proposed decison's wording te clarify our
intent to disallow from rate base one-haf of any unrecovered
contamination-relatedinvestmentsin Sacrament district. Indeed, ORA’s
commentsindicate that it may not have understood that wording the way it was
intended, Thelast three sentencesd the Contamination-Related Projectssection
now provide aclearer explanation.

Cad Am notesthat the appendicesand Table1 and associated decision text
d the proposed decision contained several errorsdueto incorrectinformation
inadvertently provided by CdAm and by the Water Divisoninitsadvisory
capacity tothe ALJ. No party has objected to CalAm’s suggested corrections, and
they are now incorporated into this decison.

An Alternate Proposed Decison (APD) was mailed on April 22,2004. On
April 29, 2004 Cd Am and Santa Cruz filed commentson the APD.

Ca Am expressed general support for the APD and proposed aseriesd
textual clarifications, which we haveincorporated.

Santa Cruz arguesthat the APD is superior to the PD, but renewsits
objectionsto thefindingscommon to both. We have addressed these objections

above. Itsmotiontofilereply commentsisdenied.

8 The CdliforniaSupremeCourt has repeatedly affirmed the prohibitionagainst retroactive
ratemaking. Seg e.g., Pacific Tel. & Tel. Co. v. Public Utilities Commission (1965)62 Cal. 2d 634,
655; and City o Los Angeles v. Public Utilities Commission (1972) 7 Cdl. 3d 331,357. More
recently, the Legislature has provided in newly-added Section 455.2(b) a specific, morelimited
remedy for situationsin which the Commission's water GRC decision doesnot become
effectiveon thefirst day d thetest year. CaAm hasnot sought to avail itsef d that relief.
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Assignment of Proceeding
Carl Wood isthe Assigned Commissioner and JamesMcVicar isthe

assigned ALJin this proceeding.
Findings of Fact

1. CalAm and ORA havefiled amotion to adopt an amended, partia
settlement agreement.

2 Thesettlement outlinesand explains the areaswhere CalAm and ORA
reached agreement through the settlement; it does not address those accounts
and issuesfor which therewere no differencesin CalAm’s and ORA initial
showings.

3. No party filed and sewed commentscontesting the settlement as they were
required to do by our Rulesd Practice and Procedure, Rule514, if they desired
to contest the settlement.

4. SantaCruz objected on brief to CalAm’s foregoing any opportunity to
recover 10%d any proven Citizens acquisitionsynergiessavingsin exchangefor
not having to demonstrate those savingsin future rate cases. The CalAm and
ORA common position on thisissueisnot included i nthe settlement.

5. Therecord inthis proceeding provides sufficientinformation to permit the
Commissionto dischargeitsfuture regul atory obligationswith respect to the
partiesand their interests.

6. Noprovisiond the settlementisinviolation o any statute or Commission
decisionor rule.

7. Theadopted summariesd earnings presented in Appendix A, and the
adopted quantitiesand calculationsincluded as Appendix D which underlie

them, are reasonablefor ratemaking purposes.
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8. Thecapita structure, cost d debt, rated return on equity, and rate of
return on rate base shown in Table 3 are reasonablefor ratemaking.

9. Somed the partiesin A.00-05-015 may not have received noticeof this
proceeding or the proposal to revise the Citizens synergiessharing method
established in D.01-09-057.

10. The RWE acquisition occurredtoo late to be properly reflected in this
proceeding. Provisonsordered in D.02-12-068 will nonethelesssecurefor
CalAm’s ratepayersthe benefitsfrom the transaction, including thoseimmediate
benefits which most concern Santa Cruz and ORA here.

11. CalAm’s showing to support recovery d amounts recorded in Citizens
Sacramento district water contamination litigation memorandum account does
not meet the standard required by Resolutions W-4089 and W-4094.

12. Therateincreasesand ratelevelsthat our adopted revenuerequirement
would producefor the Felton District may lead to "' rateshock” for Felton
ratepayers.

13. Therecord in this proceeding does not support afinding that the
advantagesd consolidating any set d CalAm’s districtsoutweighthe
disadvantages,

14. TheTY2003 ratesand the TY2004 step increasesin AppendicesB and C
have been designed to produce revenues cons stent with the summaries of

earningsadopted in thisorder.

Conclusions of Law
1. SantaCruz and Almquist’s failureto file commentson the proposed

settlement congtitutes their waiver d all objections toit.
2 CalAm and ORA havetendered an uncontested partial settlement as
defined in Rule51(f)(2).
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3. Thesettlement isreasonableinlight o the wholerecord, consistent with
law, and inthe publicinterest.

4. Thesettlement should be adopted.

5. Therevised rates and step increasesset forthin AppendicesB and C are
justified.

6. CalAm should beauthorized to implement the rate changesset forth i n this
order, except asto the Felton District. Felton Digtrict rates should be deferred
into a balancing account until after a decision consistent with thisdecision on the
consolidationd districtsfor ratemaking purposes.

7. Section 728 does not alow, and past Commission precedent does not
support, theretroactiverate relief CalAm seeksinits December 18,2003 motion.
8. CalAm’s December 18,2063 motionfor retroactiverate relief should be

denied.

9. For any Citizensdistrictsfor which thereisno TY2005 general rate case,
revenuesfor servicerendered on and after January 1,2005 that are associated
with the Citizensacquisition synergiessavingsin those districtsshould be made
subject to refund pending a determination of what portion o the synergies
savings areto be shared with customers.

10. This decision should be made effectiveimmediately to allow CalAman

opportunity to earn areasonablereturn for its Citizens districtsin TY2004.

ORDER

IT ISORDERED that:

I. Thejoint motion d California-AmericanWater Company (CaAm) and
Montara Sanitary District for CalAm to withdraw Application (A.) 02-09-033 and
Montara Sanitary District to withdraw from the consolidated proceedingis
granted.
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2. The amended settlement between CalAm and the Commission's Office of
Ratepayer Advocates, Appendix Fto this order, isadopted. Settlement Section3
Montara District, shall be disregarded.

3. 3. CalAm’s December 18,2003 motion for retroactive rate relief isdenied.

4, CalAm isauthorized tofilein accordancewith General Order 96, and make
effectiveon not lessthan five days notice, the revised tariff schedulesfor 2003
included as Appendix B to thisorder for all districtsexcept Felton. Felton district
Rate Schedule No. FE-6M shall be canceled, Therevised tariff schedulesshall
apply to servicerendered on and after their effectivedate.

5. Consistent with the deferred step rate filing provisions adopted in
Decision 02-12-068, on or after November 5, 2004, CalAm is authorized tofile an
adviceletter in conformancewith General Order 96, with appropriate supporting
workpapers, requesting the 2004 step rateincreases authorized in Appendix C to
this order. If therate d returnon rate basefor Sacramento or Larkfield district,
taking into account the rates then in effect and normal ratemaking adjustments
for the twelve months ending September 30, 2004, exceedsthelower d (a) the
rate of return found reasonableby the Commissionfor any o thosedistrictsfor
the corresponding period in the most recent decision, or (b) therate df return
found reasonablein thisorder, then CalAm shall filefor alesser increaseinthat
district. Therequested ratesshall be reviewed by the Commission'sWater
Divisionand shall gointo effect after Water Division'sdetermination that they
conformto this order. Water Division shall inform the Commissionif it finds
that the proposed rates do not conform to thisorder or other Commission
decisions. Therevised tariff schedulesshall be made effective no earlier than
January 1, 2005, and shall apply to servicerendered on and after their effective
date.
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6. For the Felton district, CalAm should establish a balancing account to track
the differencebetween revenues produced by current rates and thosethat would
arisefrom the difference between revenues generated by current rates, ignoring
any modificationsto current rates resulting from adviceletter filings, and those
setin Appendix B. Such calculationsshail also changeon January 1,2005
consistentwith the timing d changesin ratesset forth in AppendixC. In
addition, this balancing account will beexempt from the provisionsof D.03-06-
072, because the balance that arisesfrom the difference between the continuation
d adopted rates and the revenues that would be generated by theratesin
Appendix B isreasonable. Stepincreasesfor the sake df these calculationsshall
proceed consistent with Brdering Paragraph 5, with the shortfall i n the balancing
accountimputed as revenues.

7. Thesummaries d earnings presented in Appendix A, and the quantities
and calculations included as Appendix D to this order which underliethem, are
adopted.

8. CalAm isauthorized to file an advice Beter seeking Commission
authorization to transfer to itsSacramento district rate base and offsetin ratesthe
reasonabl eexpenses associated with the start up costsfor surfacewater
procurement from Placer County Water Agency and recorded in the
memorandum account authorized by Resolution W-4001. CalAm may filethe
adviceletter only after it has executed a contract with SacramentoSuburban
Water District securing accessto the water.

9. Within60daysd theeffectivedate d this decision, CalAm shall file an
adviceletter seeking Commission authorization to recover through arate
surcharge, or to refund through arate surcredit if appropriate, the accumulated
balancesinits Sacramento district purchased power balancing account and

purchased power memorandum account asd December 31,2002. CalAm’s
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request shall follow the procedures established in the Commisson's Baancing
Account Rulemaking Proceeding, Rulemaking 01-12-009.

10. For any Citizensdistrictsfor which thereisno test year 2005 generd rate
case, revenuesfor servicerendered on and after January 1,2005 that are
associated with the Citizensacquisition synergiessavingsin those districtsare
made subject to refund pending a determinationof what portiond thesynergies
savings are to be shared with customers.

11. CalAm’s requestsin A.02-09-030, A.02-09-031, and A.02-09-032 are granted
asset forth aove, and in al other respects are denied.

12. CalAm shall file an application proposing consolidation d districtsfor the
purposed ratemaking within 90 days < adoption d thisorder. Thefiling shall
addressthe consolidation issuesidentified herein. In addition, the filing should
propose how to amortizethe balancesaccrued i n the balancing account set up for
the Felton district pursuant to Ordering Paragraph 6.
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11. A.02-09-030, A.02-09-031, and A.02-09-032 areclosed. A.02-09-033is
dismissed.
This order iseffectivetoday.
Dated May 6,2004, at San Francisco, California.

MICHAEL R. PEEVEY
President

GEOFFREY F. BROWN
SUSAN P. KENNEDY
LORETTA M. LYNCH
CAREW. WOOD
Commissioners
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Operating Revenues
Water

Operating Expenses
Purchased Water
Purchased Power
Uncollectibles
Other Operation&
Maintenance
Payroll
Pensions& Benefits
Franchise Fees
Other Administrative&
Generd
AcquisitionPremium
General Office Pro-rated

Expense

Depreciation & Amortization

Ad Valorem Taxes
Payroll Taxes
State |ncome Tax
Federal Income Tax
Total Expenses
Net Operating Revenues
Rate Base

Rateof Return

APPENDIX A
PAGE1
CALIFORNIA-AMERICAN WATER COMPANY
Felton District
Test Year 2003
Summary of Earnings
(At Present Rates) ADOPTED
At Present At Authorized
Cd-Am CRA Rates ROR
(Dollars i n Thousands) (Dollars in Thousands)
736.1 736.1 736.1 990.8
64.2 64.2 64.2 64.2
04 0.4 0.4 0.6
89.0 89.0 89.0 89.0
228.5 228.5 2285 2285
27.7 27.7 27.7 27.7
28.2 27.0 27.0 27.0
51.3 513 51.0 51.0
91.3 91.3 91.3 91.3
122.9 121.2 123.2 123.2
50.1 483 49.1 49.1
18.0 18.0 18.0 18.0
(12.3) (1L.7) (L7 7.5
(34.3) (31.8) (31.8) 57.3
725.0 7234 725.9 834.4
111 12.7 10.2 156.4
2,329.6 2,272.9 2,331.7 2,331.7

0.48% 0.56% 0.44% 6.71%
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Page 2
CALIFORNIA-AMERICAN WATER COMPANY
Felton District
Test Year 2004
Summary of Earnings
(At Present Rates) ADOPTED
At
Cad-Am ORA At Present At 2003 Authorized
Rates Rates ROR
(Dollars in Thousands) (Dollarsin Thousands)

OperatingRevenues

Water 729.8 737.0 737.0 992.2 1,063.0
Operating Expenses

Purchased Water - - - - -

Purchased Power 64.3 64.3 64.3 64.3 64.3

Uncollectables 0.4 0.4 0.4 0.6 0.6

Other Operation & Maintenance 93.7 93.7 93.7 93.5 93.5

Payroll 235.3 235.3 235.3 235.3 235.3

Pensions & Benefits 29.7 29.7 29.7 29.7 29.7

Franchise Fees - - - - -

Other Administrative & General 28.8 27.6 27.6 27.6 27.6

AcquisitionPremium 58.1 58.1 54.6 54.6 54.6

General OfficePro-rated Expense 93.5 93.5 93.4 93.4 93.4

Depreciation& Amortization 134.4 130.6 133.7 133.7 133.7

Ad ValoremTaxes 59.3 57.4 58.8 58.8 58.8

Payroll Taxes 18.6 18.6 18.6 18.6 18.6

Statelncome Tax (16.8) (16.0) (15.7) 3.6 8.9

Federal Income Tax (57.5) (51.9) {51.0) 31.6 56.3
Total Expenses 741.8 741.3 743.4 845.3 875.3
Net Operating Revenue (12.0) 4.3) (6.4) 146.9 187.7
Rate Base 2781.10 2685.80 2783.00 2783.00 2783.00

Rate of Return -0.43% -016% -0.23% 5.28% 6.74%
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APPENDIX A
Page 3
CALIFORNIA-AMERICAN WATER COMPANY
Larkfield District
Test Year 2003
Summary of Earnings

(At Present Rates)

Cal-Am ORA
(Dollarsin Thousands)

OperatingRevenues

Water 1551.3 1551.3
Operating Expenses
Purchased Water 154.3 154.3
Purchased Power 108.8 108.8
Uncollectables 22 2.2
Other Operation & Maintenance 138.7 136.1
Payroll 188.9 188.9
Pensions & Benefits 29.5 29.5
Franchise Fees - -
Other Administrative& General 46.7 425
Acquisition Premium 92.0 92.0
General Office Pro-rated 163.6 163.6
Expense
Depreciation & Amortization 367.9 367.1
Ad Valorem Taxes 48.6 48.1
Payroll Taxes 15.0 15.0
State Income Tax 0.9 0.3
Federal Income Tax 0.6 4.0
Total Expenses 1356.4 1352.4
Net Operating Revenue 194.9 198.9
Rate Base 5578.0 5520.8

Rate of Return 3.49% 3.60%
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ADOPTED

At Present At Authorized
Rates ROR
(Doallarsin Thousands)

1551.3 1879.0
154.2 154.2
108.8 108.8
2.2 2.6
138.7 138.7
188.9 188.9
29.5 29.5
42.7 2.7
91.5 91.5
163.6 163.6
368.5 368.5
48.3 48.3
15.0 15.0
2.0 26.8
11.7 126.3
1365.7 1,595.4
185.6 373.6
5571.8 5571.8
3.33% 6.71%
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CALIFORNIA-AMERICANWATER COMPANY
Larkfieid District
Test Year 2004
Summary of Earnings
(At Present Rates) ADOPTED
At Present At2003 At Authorized
Cd-Am ORA Rates Rates ROR
(Dallarsin Thousands) (Dollarsin Thousands)
OperatingRevenues
Water 1,563.7 1,563.7 1,564.3 1,894.3 1,953.0
Operating Expenses
Purchased Water 164.6 164.6 154.3 154.3 154.3
Purchased Power 109.8 109.8 109.8 109.8 109.8
Uncollectables 22 2.2 2.2 2.7 2.7
Other Operation& Maintenance 126.3 121.2 126.3 126.3 126.3
Payroll 195.0 195.0 195.0 195.0 195.0
Pensions& Benefits 31.6 31.6 31.6 31.6 31.6
Franchise Fees - - - - -
Other Administrative & General 34.9 30.7 36.9 30.9 30.9
Acquisition Premium 105.1 105.1 98.8 98.8 98.8
General Office Pro-rated Expense 167.6 167.6 167.4 167.4 167.4
Depreciation& Amortization 398.4 395.0 398.5 398.5 398.5
Ad VdoremTaxes 52.8 51.6 521 521 521
Payroll Taxes 154 154 15.4 154 15.4
State Income Tax 3.7) 2.3) 0.9) 24.0 28.4
Federa Income Tax (16.9) (10.6) (5.0) 101.8 122.2
Total Expenses 1,383.1 1,376.9 1,376.4 1,508.6 1,533.4
Net Operating Revenue 180.6 186.8 187.9 386.2 419.6
Rate Base 6236.00 6077.50 6229.10 622910 6229.10

Rate of Return 2.90% 3.07% 3.02% 6.20% 6.74%
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APPENDIX A
Page 5
CALIFORNIA-AMERICAN WATER COMPANY
Sacramento District
Test Year 2003
Summary of Earnings

Operating Revenues
Water

Operating Expenses
Purchased Water
Purchased Power
Payroll
Uncollectables

Other Operation &
Maintenance
Pensionsé&: Benefits

FranchiseFees

Other Administrative &
General
AcquisitionPremium
General Office Pro-rated
Expense

Depreciation& Amortization
Ad VaoremTaxes
Payroll Taxes

State Income Tax
Federal Income Tax

Total Expenses

Net Operating Revenue

RateBase

Rate of Return

(At Present Rates) ADOPTED

At Present At Authorized
Cd-Am ORA Rates ROR
(Dollarsin Thousands) (Dallarsin Thousands)

16,192.8 16,192.8 16,192.8 21,680.0
496.1 496.1 510.2 510.2
2,381.8 2,381.8 2,381.8 2,381.8
1,639.3 1,600.7 1,600.7 1,600.7
50.2 50.2 50.2 67.2
1,340.0 1,322.9 1,289.1 1,288.3
290.0 284.1 284.1 284.1
25.0 25.0 25.1 33.6
578.3 475.6 528.9 528.9
2,185.7 2,185.7 2,174.0 2,174.0
3,883.5 3,883.5 3,883.5 3,883.5
3,966.0 3,808.3 3,941.5 3,941.5
462.5 4341 449.3 449.3
129.0 126.1 126.1 126.1
(213.3) (164.9) {186.8) 226.1
(909.1) {685.1) (786.5) 1,125.1
16,305.1 16,224.2 16,271.3 18,620.4
(112.3) (31.4) (78.5) 3,059.6
45,936.9 40,909.0 45,608.1 45,608.1
-0.24% -0.08% -0.17% 6.71%
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APPENDIX A
Page 6
CALIFORNIA-AMERICANWATER COMPANY
Sacramento District
Test Yeas 2004
Summary of Ear ni ngs

(At Present Rates) ADOPTED
At
At Present At 2003  Authorized
Cal- ORA
a-Am Rates Rates ROR
(Dollarsin Thousands) (Dollarsin Thousands)

Operating Revenues

Water 16,366.4 16,366.3 16,366.4 21,611.0 22,715.0
Operating Expenses

Purchased Water 567.1 567.1 563.3 563.3 563.3

Purchased Power 2,396.3 2,396.3 2,396.3 2,396.3 2,396.3

Payroll 1,731.0 1,651.1 1,651.1 1,651.1 1,651.1

Uncollectables 50.7 50.7 50.7 67.0 70.4

Other Operation & 1,383.1 1,361.8 1,339.4 1,323.1 1,339.4

Maintenance

Pensions& Benefits 319.2 305.5 305.5 305.5 305.5

FranchiseFees 25.3 25.3 25.4 33.5 35.2

Other Administrative & 574.6 469.3 540.2 540.2 540.2

General

Acquisition Premium 2,491.6 2,491.6 2,341.9 2,341.9 2,341.9

General Office Pro-rated 3,979.4 3,979.4 3,973.7 3,973.7 3,973.7

Expense

Depreciation& Amortization 4,282.1 3,994.9 4,203.8 4,203.8 4,203.8

Ad VaoremTaxes 520.5 467.3 491.7 491.7 491.7

Payroll Taxes 135.7 129.8 129.8 129.8 129.8

StatelncomeTax (313.0) (249.5) (244.6) 150.0 233.1

Federal Income Tax (1,369.4) (1,092.5) (1,067.1) 622.6 1,007.2
Total Expenses 16,817.5 16,599.6 16,701.1 18,793.5 19,282.6
Net Operating Revenue (451.2) (233.3) (334.7) 2,817.5 34324
RateBase 51,694.9 44,159.5 50,896.9 50,896.9 50,896.9
Rate of Return -0.87% -0.53% -0.66% 5.54% 6.74%

(END OF APPENDIX A)
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California=AmericanWater Company
Schedule No. FE-1
Felton Taiff Area
GENERAL METERED SERVICE

APPLICABILITY
Applicableto all metered water service.
TERRITORY

Felton and vicinity, SantaCruz County.

RATES
Per Meter
Quantity Rates: Per Month
For all water delivered, per 100 cu.ft. $3.617 (1)
Per Meter Per Month Per Meter Per Month
Servicecharge SDWBA Surchargel/
For 5/8 x ¥s-inch meter 24.86 (1) $11.50
For %-inch meter 37.30 (D 17.26
For I-inchmeter 62.16 (D) 28.76
For  1Y-inch meter 124.32 (D) 5752
For 2-inch meter 198.92 (1) 92.03
For 3-inch meter 37297 () 172.55
For 4-inch meter 621.62 (I) 28759

Theservicechargeisareadiness-to-servecharge which isapplicable
to all metered serviceand to whichisto beadded the chargefor water used
computed at the quantity rates.

ConservationDiscount

Thefollowingconservation discountswill beapplied to theserviceand
quantity charges.

Bi-Monthly Consumption Discount
0-10 CCFs 20.00%
11-20 CCFs 15.00%
21-30 CCFs 10.00%
Over30 CCFs 0.00%

(Continued)
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California=AmericanWater Company
Schedule No. FE-1
Felton Taiff Area
GENERAL METERED SERVICE (continued)

ServiceReestablishment Charge:

For each reestablishment of water service $4.10

SPECIAL CONDITIONS

1. Theservicereestablishment chargeisinaddition to the chargescalculated in
accordancewith thisschedule and will be made each timean account isreopened
for acustomer at the timewater serviceisto berestored after discontinuanceat
that customer's request.

2. All bills are subject to the reimbursementfee set forth on Schedule No. UF.

METERED SERVICESURCHARGE 1/

NOTE:

Thissurchargeisinaddition to theregular monthly metered water bill. The

total monthly surcharge must beidentified on each bill. Thissurchargeis
specifically for therepayment d the CaliforniaSafe DrinkingWater Bond Actloan
asauthorized by Decision 96-12-061,
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CaliforniasAmericanWater Company
Schedule No. FE-4
Felton Tariff Area
PRIVATE FIRE PROTECTION SERVICE

APRLICABILITY

Applicable to all water servicefurnished to privately owned fire protection purposes.
TERRITORY

Felton and vicinity, Santa Cruz County

RATES
Per Meter
Per Month
For each 4-inch connection, or smaller, $28.47 (I)
For each 6-inch connection................ 4274 (D
For each 8-inch connection................ 56.4 O
For each10-inchconnection.............. 114.21 @)
For each12-inch connection.............. 160.79 (1)
SPECIAL CONDITIONS

1. The customer will pay without refund the entirecost d installingthe serviceconnection.
2. Themaximum diameter o the main to which the serviceisconnected.

3. Thecustomer'sinstallationmust be such asto effectively separate thefiresprinkler
system from that of the customer's regular water service. Asapartd thesprinkier
serviceinstallationthere shall be a detector check or other similar device
acceptableto the utility whichwill indicate the used water. Any unauthorized use
will becharged for at theregular established rate for general metered service,
and/or may be groundsfor the utility's discontinuingthefire sprinkler servicewithout
liability to the utility.

(continued)
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California-American Water Company
Schedule No. FE-4 (continued)
Felton Tariff Area
PRIVATE FIRE PROTECTION SERVICE

4. Thereshall be no cross-connectionbetween thefire sprinklers system supplied
by water through the utility’s fire sprinkler serviceto any other source o
supply without the specific approval o t he utility. This specific approval will
require, at the customersexpense, a specia double check valve installation or
other device acceptable to the utility. Any such unauthorized cross-connection
may by the groundsfor immediately discontinuing the sprinkler system without
liability to theutility.

5. Theutility will supply only such water at such pressure as may beavailable
from time to timeasaresult of itsnormal operationdf the system.

6. All bills are subject to the reimbursementfee set forth on Schedule No. U.F
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APPLICABILITY
Applicableto all metered water service.

TERRITORY

APPENDIX B
Page 5

California=AmericanWater Company
Schedule No. LW-1
Larkfield Tariff Area
GENERAL METERED SERVICE

Page 87 of 139

The unincorporated areas known as the Larkfield and Wikiup subdivisionsand the community d Pulton, threemilesnorthd

Santa Rosa, Sonoma County .

RATES Per Meter
Per Month
Quantity Rate:
For all water delivered, per 100 cuft.................ooiviviniiiec $ 2607 ()
ServiceCharge:
FOI 5/8 X 34 iNCRIMNELEL .. e cnernreneaeraeaneaneaeeeaneaeraeanraneananeaneananeanenenn $ 1295 (B
For Y INCNMELEN ..o ve v $ 1943 ®)
For T 21 01101 (= S $ 3238 (O
For  3-1/2INCNMELEN .. iieriiiniieiii e $ 6477 (D
For 2T 7ol 11 1 0= (= ST $ 103.62 (D
For 1076 01 01= (=, $ 194.30 (D
For T Y0 a0 0 00= (=, G, $ 32383 (O
For BINCNMELEr ... v eeiiiii i $ 647.65 (D
For BINCNMELET ... e $1,036.24 (D)
For LTI 100 0= 0= ST TP $1,285.65 (N)

The servicechargeisa readiness-to-servecharge whichisapplicable to all metered service and to whichisto beadded the

monthly charge computed at the quantity rates.

Specid Conditions

1. All billsare subject to the reimbursementfee set forthin Schedule No. UF.
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California-American Water Company
ScheduleNo. LW-4
Larkfield Tariff Area
PRIVATE FIRE PROTECTION SERVICE

APPRLICABILITY
Applicable to all water servicefurnishedfor privately owned fire protection systems.
TERRITORY

Larkfield Estatesand vicinity located approximately three milesnorth d the City d SantaRosa, Sonoma County.

RATES Per Service
Per Month
Sized Service
For 1 Vo-inch CONNECLION ......cuvviviniiinienereenns $ 527
For 4-inch CONNECLION ........cvvveniieinererernaeanne $10.54
For 6-i NCh CONNECLION .....ucvvvvrinirerierirneearaenne $15.87
For 8-inch CONNECHION .....cvvnivivriieeieieeeeaen e $21.20
For 10-i nch conNECtion ...vvvvvveveiiivececee e $26.47
SPECIAL CONDITIONS

1.  Thefireprotectionservicewill beinstalled by theutility at the cost of the applicant. Such cost shall not be subject to refund.

2. If thedistributionmain o adequatesizeto servea privatefire protectionsystemin addition to all other normal servicedoesnot
existin thestreet or dley adjacent to the premisesto beserved, then a servicemainfrom thenearest existingmain o adequate
capacity will beinstalled by theutility at the cost d the applicant. Such cost shall not be subject to refund.

3. Servicehereunder isfor privatefire protection system to which no connectionsfor other than fire protectionpurposesare allowed and
whichareregularly inspected by theunderwriters having jurisdiction, areinstalled according to specificationsd the utility, and are
maintained to the satisfactiond theutility. Theutility may install thestandard detector type meter approved by the Board o Fire
Underwritersfor protectionagainst theft, leakageor wasted water.

4. Forwater delivered for other than fire protection purposes, chargeswill
be madethereforeunder ScheduleNo.1, General Metered Service.

5. Theutility will supply only suchwater at such pressureas may beavailable
fromtimetotimeasaresult of itsnormal operationd the system.

6.  All billsaresubject to thereimbursement fee set forthin Schedule No. UF
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Page 7

California-AmericanWater Company
Schedule No. SAC-1
Sacramento Taiff Area

GENERAL METERED SERVICE

Applicableto all metered water service.

TERRITORY

The unincorporated communities, subdivisions, and adjacent areasgenerally known as
Cordova, Rosemont, Parkway Estates, Lindah, Foothill Farms, Arlington Heights, Linwood,
Loretto Heights, Arden Highlands, Arden Estatesand Sunrise Security Park. A part d the City
o Citrus Heightsand the communitiesd Antelopeand Sabre City in Sacramento and Placer

counties. The city d Isleton and vicinity and the unincorporated community o Walnut Grovein
Sacramento County. The lower southwestern portion of Placer County includingtheareas

Known as Morgan Creek, Doyle Ranch, Sun Valey Oaksand Riolo Greens.

RATES Per Meter

Quantity Rates:

For all water delivered per 100 cu. ft.

Sarvice Charge:

For 5/8 X ¥-inch meter
¥-inch meter
1-inch meter
11/2-inch meter
2-inch meter
3-inch meter
4-inch meter
6-inch meter
8-inch meter
10-inch meter
12-inch meter

¢4ddd4d44444d

The Service Chargeisa readiness-to-servechargewhich isapplicableto all meteredservice
and towhichisto beadded the monthly charge computed at the Quantity Rates.

(Continued)

Per Month

$.9412

$7.14
10.71
17.85
35.70
57.13
107.11
178.52
357.04
571.26
714.07
821.19
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O
O
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California-AmericanWater Company
Schedule No. SAC-1
Sacramento Tariff Area

General Metered Service(continued)

SPECIAL CONDITIONS

1. 1. All billsaresubject to the reimbursement feeforthin Schedule No. UF.
2. 2 Asurchargeisincluded oneach bill to recover undercollected pumping power costsof $328,066.
The pumping power surcharge is$ .483 per customer on a monthly basis. This surcharge will be
collected over twelve-month period from the effective date o AdviceLetter 578.
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Cadlifornia-AmericanWater Company
Schedule No. SAC4
Sacramento Taiff Area
PRIVATE HRE PROTECTION SERVICE

APPLICABILITY
Applicableto all water servicerenderedfor privatefire protection purposes.
TERRITORY

The unincorporated communities, subdivisions, and adjacent areasgenerally known
asCordova, Rosemont, Parkway Estates, Lindae, Foothill Farms, ArlingtonHeights,
Linwood, Leretto Heights, ArdenHighlands, Arden Estates, and Sunrise Security Park.
A part d theCity d CitrusHeightsand the communitiesd Antelopeand Sabre City in
Sacramento and Placer Counties. The City d Isleton and vicinity and the
unincorporated community o Walnut Grovein Sacramento County. Thelower
Southwestern portiond Placer County including the areasknown as Morgan Creek,
Doyle Ranch, Sun Valey Oaksand Riolo Greens.

RATES
Per Meter
Per Month
For each Pinch connection, or smaller, $26.91 (1)
For each 6-inchconnection................ 4482 (1)
For each 8-inch connection................ 6311 (1)
For each 10-inch connection.............. 7837 (1)
For each 12-inch connection............. 112.36 (1)

SPECIAL CONDITIONS

1. Thecustomer will pay without refund theentirecost d installingthe serviceconnection.

2. Themaximum diameter o the serviceconnection will not be morethan the diameter o the
main to which theserviceisconnected.

3. Thecustomer's installationmust be such asto effectively separatethefiresprinkler system

fromthat o thecustomer's regular water service. Asa part d the sprinkler serviceinstallation
thereshall be a detector check with by-passmeter or other similar device acceptable to the company
whichwill indicatethe used water. The utility may requirea bi-annual test of the detector check

installationat customer cogt asa conditiond furnishingservice. Any unauthorized use will be charged

for at theregular established ratefor general metered service, and/or may be groundsfor the
company's discontinuingthefiresprinkler servicewithout liability to the company.

(Continued)
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California-American Water Company
Schedule No. SAC4 (Continued)
Sacramento Tariff Area
PRIVATE HRE PROTECTIONSERVICE

4. The company will supply only such water at such pressureas may beavailablefromtime
totimeastheresult d itsnormal operation d the system.

5. All billsare subject to the reimbursement fee set forth on Schedule No. UF.
6. Asurchargeisincludedon eachhill to recover undercollected pumping power costsof

$328,066. The pumping power surchargeis$ .483 per customer on a monthly basis. Thissurchargewill be collected over a
twelve-month period from the effective date of Advice L etter 578.
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California-American Water Company
Schedule No. SAC - 2R

Sacramento Taiff Area
RESIDENTIAL PLAT RATE SERVICE

APPLICABILITY

Applicableto all residential water serviceon aflat rate basis

TERRITORY

The unincorporated communities, subdivisions, and adjacent areas generally known
asCordova, Rosemont, Parkway Egtates, Lindale, Foothill Farms, Arlington Heights,
Linwood, LorettoHeights, Arden Highlandsand Arden Estates. A part o thecity of
CitrusHeightsand the communitiesdf Antelopeand Sabre City in Sacramentoand
Placer Counties. The unincorporated communitiesdf Walaut Grove in Sacramento
County.

RATES Per Meter

For asingle-family residenceincluding premises,
having thefollowingareas:

4500 SO, ft. OF [€SS..ieuiiiiiiiiiiii i $16.33 (1)
4,501 108,000 ST. L. cveeivrriieeeiiieeeeeeiieeeeeeeitteeeeeeerre e e e e entre e e e e e anreeaeeannnneeas 209 ()

For each additional residence on the same premisesand served

Prom the same Service CoNNECHION... .+« vvveereei s 1466 (1)
For each1,000 sq. ft. or part of theareainexcessof 8000 sq. ft.....................e. 063 (I)

SPECIAL CONDITIONS:

1. The above residential flat rate chargesapply to service connectionsnot iarger thana inchin diameter.

(Continued)
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California-AmericanWater Company
Schedule No. SAC-2R
Sacramento Tariff Area
RESIDENTIAL FLAT RATESERVICE

(Continued)

SPECIAL CONDITIONS:

2. Allservicenot covered by the above classification will be furnished
only on a metered basis.

3. A meter may beinstalled at option of utility or customer for above
classificationsin which event service thereafter will be furnished only
on thebasisa Schedule No. SAC-1, General Metered Service. After
ameter isinstalled, metered service must be continued for at least 12
months before servicewill again befurnished at flat rates.

4. All billsare subject to the reimbursement fee forth in Schedule No.
UF.

5. Asurcharge isincluded on each bill to recover undercollected pumping power costsof
$328,066. The pumping power surchargeis$ .483 per customer on amonthly basis.
This surcharge will be collected over twelve-month period from the effective date of
Advice Letter 578.
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Page 13

Cdifornia-American Water Company

RuleNo.11
DISCONTINUANCE AND RESTORATION OF SERVICE
(continued)
For Noncompliancewith Rules

Theutility may discontinueserviceto any customer for violation d theserulesafter it hasgiven the customer at
leastfive dayswritten noticed such intention. Wheresafety o water supply isendangered, servicemay be
discontinued immediately without notice.

For Wasted Water

a Wherenegligentor wasteful used water existson a customer's premises, the utility may discontinuethe
serviceif such practicesare not remedied withinfive daysafter it has given the customer written noticeto
such effect.

b. Inorder to protect itsedlf against seriousand unnecessary waste or misused water, the utility may meter
any flat rate serviceand apply the regularly established meter rateswhere the customer continuesto misuse
or wastewater beyond five daysafter the utility has given the customer written notice to remedy such
practices.

For Unsafe Apparatusor WhereServiceis Detrimental or Damaging to the Utility or itsCustomers.

If an unsafe or hazardousconditionisfound to exist on the customer's premises, or if theuse d water thereon
by apparatus, appliances, equipment or otherwiseisfound to be detrimental or damagingto the utility or its
customers, theservice may be shut off without notice. Theutility will notify the customerimmediately d the
reasonsfor the discontinuanceand the corrective action to be take by the customer beforeservicecan be
restored.

For Fraudulent Used Service

When theutility has discovered that a customer has obtained serviceby fraudulent means, or hasdiverted the
water servicefor unauthorized use, theservice to that customer may be discontinued without notice. The utility
will not restore serviceto such customer until that customer has complied with all filed rulesand reasonable
requirementsdt the utility and the utility has been reimbursedfor thefull amount o the servicerendered and
theactual cogt to the utility incurredby reason d the fraudulent use.

C. Restorationd Service

1 ReconnectionCharge

Where servicehas been discontinued for violation o theserulesor for nonpayment d hills, the
utility may charge $10.00 for reconnectiond service during regular workinghours, or $15.00
($50.00for Felton, Larkfield, and Sacramento districts) for reconnectiond serviceat other than (N)
regular working hours when the customer has requested that the reconnectionbe made at
other than regular workinghours,

(continued)

(END OF APPENDI X B)
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CALIFORNIB-AMERICAN WATER COMPANY

APPENDIX C
Pagel

Felton District
Tes Year 2004 Increases

Page 96 of 139

Each d thefollowingincreasesin ratesmay be put into effect consistent with Ordering

Paragraph No. 6.

Quantity Rates:

For all water delivered, per 100 cu. Ft. ..oooveveeninninee.

Service Charge:

For 5/8x3/ d-inchmeter .........oevvviiieennn.
3/ 4-inchmeter ........oovvvvienennnnn.

I-inch meter

11/ 2-inchmeter....ooveveiiniiiinen e

2-inch meter

2004

$0.114

$ 3.30
$ 4.9
$ 824
$16.49
$26.38
$ 4947
$8244

$ 2.74
$ 4.12
$ 5.49
$11.00
$ 1549
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CALIFORNIA-AMERICAN WATER COMPANY
Larkfield District
Test Year 2004 Increases

Each o thefollowing increasesin ratesmay be put into effect on theindicated date by
filing a rate schedulewhich adds the appropriate increaseto the ratewhich would otherwisebein effect on that date.

General Metered Service 2004
Quantity Rates:
For all water delivered, per100 cu. Ft. .ovoeeeiiiiiiiinnnnn, $0.029
Service Charge:
For 5/8x3/CinChmetes .....cc.eeeuiiuinninnnn $ 1.03
3/ 4-inchmeter .....covvviiiiiicecin $ 154
1-inch MEEr c.cvvvenr e vreem $ 257
11/ 2-inchmeter ... $ 514
2-inchmeter ..o $ 823
3Hinchmeter ...oovcevviiiiiiiee e $ 15.43
Cinchmeter .....cocveviviieieininnns $ 25.72
6-inchmeter .....coovvviieeeieeinnns $ 51.45
8-inchmeter .....coovvvviiiiiiiinenen .. $ 8231
10-inchmeter ..oooooviiiiiiiieee i, $102.89
Privat e Fire Service
41/2-inch and less $ .20
(@11 5T o I $ .39
6-INCh ..o $ .59
8inch .ooovevieciiiinniieen $ .79
10-inch ..o $ .99
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CALIFORNIA-AMERICAN WATER COMPANY
Sacraments District
Test Year 2004 increases

Each & thefollowingincreasesin rates may be put into effect on theindicated date by filing arate
schedule which adds the appropriate increase to the rate which would otherwise bein effect on that
date.

2004
General Metered Service
Quantity Rates:
Forall water ddlivered. per100cu. R........ccovevnvennennen. $0.00
ServiceCharge:
For 5/8xX3/ 4-inchmeter ....ccvvevevveveeneannn, $ .48
3/ 4inchmeter ....ocovveevennvennnnann, $ 73
T-MCAMEES vvovvivennirivrneeenann $ 1.21
11/ 2-inchmeter .oooeeeivenvneeeneenn.. $ 242
2-inchmeter ....oovvven i, $ 3.87
SainchMeter ooooiviviiineeneenen. $ 7.25
4-IChMELEN ooooveveviriinieriinenes $12.09
6-inchmeter ....c.ocevvvveevveneenenn. $24.17
S-INChMELEN ....vvvveveeveiiiiaranans $38.67
10-inchMEteS.....ooevvveeeeeiae $48.34
12-inchmeter ......oovvenveeeieinnne. $55.59
Private FireSarvice
4-inchandless........cccovevvvevnenen. $ 293
6-ICH ..oovvieiiiiiieeae, $ 4.89
L35 1 Tol o IR $ 6.88
10-iNCN oo v $ 854
12-inCh ., $12.25
Unmetered
4500Sq ftoriess ......ccoeeveeevernniennnn. $ .79
450110 8000 Sq. ft. ...oovvveereceeeeenn, $1.06
Each 1000 Sq. ft. or part thereof above8000Sq. ft. ......... $ .03
Additional Houseon Lot .......coccvvvvvenvnennnnns $ 71

(END OF APPENDIX C)
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PURCHASED POWER:
PGE

Water Production (kCcf)
Total Kwh

Kwh/ Ccf

Unit Cost ($/Kwh)

Tota Purchased Power Cost

CHEMICAL COSTS:
Water Production (kCcf)
Unit Cost ($ /kCcf)
Total Chemical Cost

KAW_R_PSCDR3#29a_attachment_CA_ 080604

APPENDIX D
Page 1

CALIFORNIA-AMERICAN WATER COMPANY

Felton District

Adopted Quantities
2003

198.414
355671
1.792570081
0.180576994
$64,226

198414
19.65587106
$3,900

2004

198.639
356073
1.792563394
0.18057814
$64,299

198.639
19.65877798
$3,905
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CALIFORNIA-AMERICAN WATER COMPANY

Operating Revenues

Deductions:
O & M expenses
A & G Expenses
G. O. Prorated Expenses
Payroll
AcquisitionPremium
Taxesnot on Inc.
Interest
Book Depreciation

Income before taxes

CdliforniaCorp. FranchiseTax
State Tax Depreciation

Taxable Incomefor CCFT
CCFT Rate

CCFT
Less Deferred Taxes

Tota State Income Taxes

Federal IncomeTax
Federal Tax Deductions

Taxableincomefor AT
FIT Rae

AT
Less
Investment Tax Credit

Felton District
Taxes Based on income

Amortizationd Reg. Assets -

Deferred Taxes- U.P.A.A.
Amort d Excess Deferred

Tota Federa IncomeTax
Total AT and CCFT

($000)

Test Year 2003 Test Year 2004
990.8 10630
953.8 158.4

54.7 57.3
91.3 93.5
2285 235.3
51.0 54.6
67.1 77.4
71.6 84.4
123.2 133.7
149.6 1A 4
149.6 168.4
7.56% 7.56%
113 12.7
3.8 [a X ¢]

7.5 8.9
{14.1) (7.5)
163.7 160.9
’:5500% 2R NN
57.3 56.3
Taxes - -
57.3 56.3
64.8 65.2
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CALIFORNIA-AMERICANWATER COMPANY
Felton District
Weighted Average Depreciated Rate Base

($000)
Ted Year 2003 Test Year 2004
WTD AVG PLANT IN SERVICE 3.479.3 4,087.9
MATERIALS& SUPPLIES 103 10.5
WORKING CASH, OPERATIONAL 0.0 488
WORKING CASH, LEAD-LAG 71.3 74.7
WTD AVG DEPR RESERVE (937.6) (1,044.9)
ADVANCES 0.0 0.0
UNAMORTIZED ADVANCES 1.4) (1.4)
(20 YR AMORTIZATION)
CONTRIBUTIONS ©.7) (28.9)
UNAMORTIZED CONTRIBUTIONS (162.5) (153.7)
(20 YR AMORTIZATION)
ACCUM. DEFERREDFIT (96.0) (170.0)
ACCUM. DEFERREDSIT (22.0) (40.0)

GENERAL OFFICEALLOC.
ACRS& MACRS DEPRECIATION
UNAMORTIZEDITC

TAXESON - ADVANCES
TAXESON - CIAC

AVERAGE RATE BASE 2,331L.7 2,783.0
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CALIFORNIA-AMERICANWATER COMPANY
Feiton District
Water Sales Per Average Customer

(cch)
Test Year 2003 Test Year 2004
Residential 101.1 101.1
Commercial 298.6 298.6
Public Authority 2.205.4 2,2054
Industrial - -
Irrigation 528.0 528.0

PrivateFireService 0 0
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M etered Connections

Residential
Commercial
Public Authority
Industrial
Irrigation

APPENDIX
Page 5
CALIFORNIA-AMERICAN WATER COMPANY
Feilton District
Average Number of Customers

Test Year 2003

1,134
168

Total metered connections

Fire Protection connections

Private FireService

Total Active connections

Include Fire Protection
ExcludeFire Protection

1,318

1,318
1,309
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Test Year 2004

1,136
168

1326

1,320
1,311
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CALIFORNIA-AMEMCAN WATER COMPANY

APPENDIX D
Page 6

Felton District
Total Sales and Supply (KCCF)

Test Year 2003 Test Year 2004
METERED SALES
Residential 114.6 114.8
Commercial 50.2 50.2
Public Authority 13.2 13.2
Industrial - -
‘Irrigation 05 0.5
TOTAL METERED SALES 1786 178.8
PRIVATE FIRESERVICE 0.0 0.0
FLATRATE SALES
Unaccounted For Water (10% 19.8 199
TOTAL DELIVERED 1984 198.7
PRODUCTION
Creeksand Springs 1984 198.7
Total Production 198.4 198.7
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APPENDIX D
Page 7
CALIFORNIA-AMERICANWATER COMPANY
Felton District
Plant In Service

($000)
Test Year 2003

Plant inService- BOY 32714
Additions

Gross Additions 322.0

Retirementsof Plant (14.1)

Net Additions 307.9

CWIP - BOY -

CWIP - EOY 25.0

Net Change - CWIP 25.0
Plant nService- EQY 3,579.3
WEIGHTING FACTOR 62.44%

WTD. AVG. PLANT IN SERVICE 3,479.3

Test Year 2004

3579.3

627.0
(27.9)
599.1
25.0
200.0
175.0
41784
62.44%

4,087.6
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APPENDIX D
Page 8
CALIFORNIA-AMERICANWATER COMPANY
Felton District
Depreciation Reserve & Expense

($000)
Test Year 2003 Test Year 2004

DEPRECIATION RESERVE-B.O.Y. 8311 989.8
ACCRUALS

Salvage and Cost of Removal 0.9 1.7

Contributions 0.5 1.5

Depreciation Expense 123.2 133.7
TOTAL ACCRUALS 122.8 133.5
RETIREMENTS (14.1) 27.9)
DEPRECIATION RESERVE-E.O.Y. 989.8 1,0954
WEIGHTING FACTOR 51.98% 51.98%

WTD. AVG. DEPRECIATION RESERVE 937.6 1,044.7
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CALIFORNIA-AMERICANWATER COMPANY
Felton District

APPENDIX D

Page 9

Number of Customers by Metes Size

Average Customers by Meter Size

TOTAL
Private Fire Protection

TOTAL

5/8 x3/4"
3/4"

1“

11/2"

2"

3"

4"

6"

8"

4" and smaller
6!!

8’7

1o"

12"

Test Year 2003

1,263
2

22

8

13

1

1,309
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Test Year 2004

1,265



KAW_R_PSCDR3#29a_attachment_CA_ 080604

A.02-09-030 etal., COM/SK1/ham

APPENDIX D
Page 10

Page 108 of 139

CALIFORNIA-AMERICAN WATER COMPANY

PURCHASED POWER
PGE

Water Production (kCcf)
Total Kwh

Kwh/Ccf

Unit Cost ($/Kwh)

Total Purchased Power Cost

PURCHASED WATER:
Sonoma County Water Agency

ServiceCharge

Acre Feet Purchased

Unit Cost ($/ A.F)

Total Quantity Cost

Total Purchased Water Cost

CHEMICAL COSTS:
Water Production (kCcf)
Unit Cost ($ /kCcf)
Total Chemical Cost

Larkfield District

Adopted Quantities

2003
567.8
755,227
1.33
$ 01441
$ 108,834
5 2226
306.0
$ 496.67
$ 151981
$ 154,207
567.8
$ 11.80
$ 6,700

2004

573.1
762,162
1.33
$ 0.1441
$ 109,833
$ 2,358
306.0

$ 496.67 Effective 7/1/2003
$ 151,981
$ 154339
5731
$ 12.39
$ 7,100
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CALIFORNIA-AMERICAN WATER COMPANY

APPENDIX D
Page 11

Larkfield District
Taxes Based on Income

{$000)
Test Year 2003 Test Year 2004

Operating Revenues 18790 1,953.0
Deductions:

O & M expenses 404.3 393.1

A & G Expenses 72.2 62.5

G. O. Prorated Expenses 163.6 1674

Payroll 188.9 195.0
Acquisition Premium 91.5 98.8

Taxesnot on Inc. 63.3 67.5

Interest 172.9 194.2

Book Depreciation 368.5 398.5
Income beforetaxes 353.8 376.0
CdliforniaCorp. Franchise Tax
State Tax Depreciation
Taxablelncomefor CCFT 353.8 376.0
CCFT Rate 7.56% 7.56%
CCFT 26.8 284

LessDeferred Taxes

Total Statelncome Taxes 26.8 284
Federal Income Tax
Federal Tax Deductions 6.9 (26.8)
Taxableincomefor FIT 360.7 349.2
FIT Rate 35.00% 35.00%

FIT 126.3 122.2
Less

Investment Tax Credit

Amortizationdf Reg. Assets

Deferred Taxes- U.P.A.A.

Amort d ExcessDeferred Taxes

Total Federal Income Tax 126.3 122.2

Total FITand CCFT 153.0 150.6
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APPENDIX D
Page 12
CALIFORNIA-AMERICAN WATER COMPANY
Larkfield District
Weighted Average Depreciated Rate Base

($000)
Test Year 2003 Test Year 2004
WTD AVG PLANT IN SERVICE 10,864.5 11,650.6
MATERIALS & SUPPLIES 7.0 7.0
WORKING CASH, OPERATIONAL 21.7 15.2
WORKING CASH, LEAD-LAG 107.7 112.6
WTD AVG DEPR RESERVE (2,400.3) (2,595.2)
ADVANCES 0.0 0.0
UNAMORTIZED ADVANCES (2,677.2) (2,532.5)
(20 YR AMORTIZATION)
CONTRIBUTIONS ©.7) (28.9)
UNAMORTIZED CONTRIBUTIONS (279.9) 264.7)
(20 YR AMORTIZATION)
ACCUM. DEFERRED FIT {56.0) (126.0)
ACCUM. DEFERREDSIT 6.0) 9.0)
GENERAL OFFICE ALLOC. 0.0 0.0
ACRS & MACRS DEPRECIATION 0.0 0.0
UNAMORTIZEDITC 0.0 0.0
TAXESON - ADVANCES 0.0 0.0
TAXESON - CIAC 0.0 0.0

AVERAGE RATE BASE 5,571.8 6,229.1
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APPENDIX D
Page 13

CALIFORNIA-AMERICAN WATER COMPANY

Residential
Commercia
Public Authority
Industrial
Irrigation

Private FireService

Unmetered

Larkfield District
Water Sales Pea Average Customer {CCF)

Ted Year 2008

179.00
466.90
1858.00
0.00
647.20

0.00

0.00

Test Year 2004

179.00
466.90
1858.00
0.00
647.20

30.00

0.00
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APPENDIX D
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CALIFORNIA-AMERICANWATER COMPANY

M etered Connections

Residential

Commercid

Public Authority
Industrial

Irrigation

Total metered connections
Private FireService

Unmetered

Tota Active connections

IncludingFire Protection
Excluding Fire Protection

Larkfield District
Average Number of Customers

Test Year 2003

2,064
238
27
2,337

36

2,373
2,337

Test Yex
2004

2,085
240

27

2,360

36

2,396
2,360
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CALIFORNIA-AMERICANWATER COMPANY

APPENDIX D
Page 15

Larkfieid District
Total Sales and Supply (KCCF)

Test Year 2003 Test Year 2004
METERED SALES
Residential 369.5 373.2
Commercial 1111 1121
Public Authority 13.0 13.0
Industrial - _
Irrigation 17.5 17.5
TOTAL METERED SALES 511.1 515.8
PRIVATE FIRE SERVICE -
FLATRATESALES -
Unaccounted For Water (9.5%) 56.8 57.3
TOTAL DELIVERED 5679 5731
PRODUCTION
Wells 4345 439.8
Purchased water 133.3 1333
Total Production 567.8 5731
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APPENDIX D
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CALIFORNIA-AMERICAN WATER COMPANY
Larkfield District
Plant In Service

{$000)
Test Year 2003

Plant inService- BOY 9,478.2
Additions

Gross Additions 1,407.0

Retirementsof Plant (218.5)

Net Additions 1,188.5

CWIP-BOY 4521

CWIP - EOY 759.7

Net Change- CWIP 307.6
Plant inService- EOY 10,666.7
WEIGHTING FACTOR 62.44%

WTD. AVG. PLANT IN SERVICE 10,864.5

Test Year 2004

10,666.7

1,324.5
(205.7)
1,118.8
759.7
0.0
759.7
11,785.5
62.44%

11,650.6

Page 114 of 139



KAW_R_PSCDR3#29a_attachment_CA_080604
Page 115 of 139

A.02-09-030 etal., COM/SK1/ham

APPENDIX D
Page 17
CALIFORNIA-AMERICANWATER COMPANY
Larkfield District
Depreciation Reserve & Expense

{$000)
Test Year 2003 Test Year 2004

DEPRECIATION RESERVE - B.O.Y. 2.314.4 2,479.7
ACCRUALS

Salvage and Cost of Removal 9.2) 8.7)

Contributions 0.2 0.0

Depreciation Expense 368.5 398.5

Adjust-Backflow Prevention 24.3 38.0
TOTAL ACCRUALS 383.8 427.8
RETIREMENTS (2185) (205.7)
DEPRECIATION RESERVE - EQ.Y. 2,479.7 2,701.8
WEIGHTING FACTOR 51.98% 51.98%

WTD. AVG. DEPRECIATION RESERVE 2,400.3 2,595.2
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CALIFORNIA-AMERICAN WATER COMPANY
Larkfield District
Number of Customers by Meter Size

Test Year 2003
Average Customers by Meter Size
5/8x3/4 1512
3/4 595
1 144
11/2 50
2 28
3 1
4 6
6 1
8 0
10 g

TOTAL 2,339
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Test Year 2004

1535
595
144

50

OOk O

2,360
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CALIFORNIA-AMERICAN WATER COMPANY

Sacraments District
Adopted Quantities
2003

PURCHASED POWER:
PGE
Wafer Production (kCcf) 137.6
Total Kwh 129,344.0
Kwh/Ccf 0.94
Unit Cost ($/Kwh) 0.18830413
Power Cost $24,356
SMUD
Water Production (kCcf) 20,210.0
Total Kwh 25,055,088.7
Kwh/Cef 1.24
Unit Cost ($/Kwh) 0.09408733
Power Cost $2,357,366.4
Total Purchased Power Cost $2,381,722.4
PURCHASED WATER:
CITY OF SACRAMENTOC:
Annual Fixed ConnectionFee 146,799.0
ServiceCharge 420.0
KCd Purchased 943.9
Unit Cost (§ / Cef) 0.2
Total Qantity Cost 199,158.3
Total Cost City o Sacramento $346,377.3
CITRUS HEIGHTS
AcreFeet Purchased 169.6
Unit Cost ($/ AF.) 1100
Total Qantity Cost $18,656.0
PLACER COUNTY WATER AGENCY:
ServiceCharge 29,322.0
KCd Purchased 13.0
Unit Cogt ($ / Cef) 0.6
Total Qantity Cost 8,083.6
Total Cost Placer County 37,405.6
Water Management Programs $107,784.0
Total Purchased Water Cost $510,222.8
CHEMICAL COSTS:
Water Production (kCcf) 20,347.6
Unit Cost ($ /kCcf) 45

Tota Chemical Cost

$91,700.0

2004

138.4
130,096.0
0.94
0.18830413
$24,498

20,3325
25,206,956.5
1.24
0.09408733
$2,371,655.2
$2,396,152.9

146,799.0
4200
9704

0.2 Effective7/1/03
204,7605
$351,979.5

180.9
110.0 Effectivel/1/03
$19,899.0

293220
829
06 Effectivel/1/03
51,367.6
80,689.6
$110,707.0
a3 25,1

20,470.9
4.6
$94,900.0
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Operating Revenues

Deductions:

O & M expenses

A & G Expenses

G. O. Prorated Expenses
Payroll
AcquisitionPremium
Taxesnot on Inc.
Interest

Book Depreciation

Income before taxes

CdliforniaCorp. Franchise Tax
State Tax Depreciation

Taxable Incomefor CCFT
CCFT Rate

CCFT
Less Deferred Taxes

Total State Income Taxes

Federal IncomeTax
Federal Tax Deductions

Taxableincomefor FIT
FIT Rate

AT
Less
Investment Tax Credit

Amortization of Reg. Assets

Deferred Taxes- U.P.A.A.

Amortd Excess Deferred Taxes

Total Federal Income Tax
Total FIT and CCFT

APPENDIX D
Page 20

CALIFORNIA-AMERICAN WATER COMPANY

Sacramento District
Taxes Based on Income
($000)

Test Year 2003

21,680.0

4,298.5

762.8
3,883.5
1,600.7
2,174.0

609.0
1,419.3
3,941.5

2,990.6

2,990.6
7.56%

226.1

226.1

(224.0)

3,214.6
35.00%

1.125.1

1,125.1
1,351.2

Test Year 2004

22,700.0

4,420.1

795.0
3,973.7
1,651.1
2,341.9

656.7
1,589.1
4,203.8

3,068.6

3,068.6
7.56%

232.0

232.0

226.1

2,842.5
35.00%

994.9

994.9
1,226.9
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APPENDIX D
Page 21
CALIFORNIA-AMERICANWATER COMPANY
Sacramento District
Weighted Average Depreciated Rate Base

($000)
Test Year 2003 Test Year 2004
WTD AVG PLANT IN SERVICE 118,632.8 128,284.2
MATERIAL S& SUPPLIES 18.8 193
WORKING CASH, OPERATIONAL 772.7 774.0
WORKING CASH, LEAD-LAG 188.7 2337
WTD AVG DEPR RESERVE (39,380.2) (41,778.1)
ADVANCES {4,699.0) (7,038.2)
UNAMORTIZED ADVANCES (20,656.7) (19,540.1)
(20 YR AMORTIZATION)
CONTRIBUTIONS (356.4) (532.5)
UNAMORTIZED CONTRIBUTIONS (7,574.4) (7,165.0)
(20 YR AMORTIZATION)
ACCUM. DEFERRED FIT (1,082.6) (1,913.1)
ACCUM. DEFERREDSIT (255.6) (447.2)
GENERAL OFFICEALLOC. 0.0 0.0
ACRS & MACRS DEPRECIATION 0.0 0.0
UNAMORTIZED ITC 0.0 0.0
TAXESON - ADVANCES 0.0 0.0
TAXESON - CIAC 0.0 0.0

AVERAGE RATE BASE 45,608.1 50,896.9
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Residential

Commercial

Public Authority

Industrial

Irrigation

Private FireService

Unmetered

APPENDIX D
Page 22
CALIFORNIA-AMERICAN WATER COMPANY
Sacramento District
Water Sales Per Average Customer

Test Year 2003

239.6

081.4

5,631.0

1,358.0

1,897.0

252.9

Test Year 2004

239.0

981.4

5,531.0

1,358.0

1.897.0

252.9
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M etered Connections

Residential

Commercial

Public Authority

Industrial

Irrigation

Total metered connections
Fire Protection connections
Private Fire Service

Unmetered

Total Activeconnections

Include Fire Protection
ExcludeFire Protection

APPENDIX D
Page 23
CALIFORNIA-AMERICANWATER COMPANY
Sacramento District
Average Number sf Customers

Test Year 2003

4,540
4,317
86

12
527

9482

46,118

56,244

56,244
55,600

Test Year 2004

5,328
4,351
86

12
527

10,304

674

45,698

56,676

56,676
56,002
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CALIFORNIA-AMERICAN WATER COMPANY

APPENDIX D
Page 24

Sacramento District
Total Sales and Supply {KCCF)

Test Year 2003 Test Year 2004

METERED SALES

Residential 1,085.1 1,273.4
Commercial 4,236.7 4,270.1
Public Authority 475.7 475.7
Industrial 163 16.3
Irrigation 999.7 999.7
TOTAL METERED SALES 6,813.4 7,035.1
PRIVATE FIRESERVICE 0.0 0.0
FLATRA ESALES 11,663.2 11,557.0
Unaccounted For Water (9.5%) 1,939.5 1,951.6
TOTAL DELIVERED 20,416.2 20,543.8
PRODUCTION 0.0 0.0
Wélls 19,3854 19411.7
Purchased water 1,030.8 1,132.1
Total Production 20,416.2 20,543.8
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APPENDIX D
Page 25
CALIFORNIA-AMERICAN WATER COMPANY
Sacramento District
Plant In Service

(000
Test Year 2003

Plant inService- BOY 111,893.5
Additions

Gross Additions 8,217.7

Retirements of Plant (1,017.9)

Net Additions 7,199.8

CWIP- BOY 3,462.2

CWIP- EOY 1,510.7

Net Change- CWIP (1,951.5)
Plant inService- EOY 119,093.3
WEIGHTING FACTOR 62.44%

WTD. AVG. PLANT INSERVICE 118,632.8

Test Year 2004

119,093.3

14,336.8

(1,775.9)

12,560.9

1,510.7

1,250.0

(260.7)

131,654.2

62.44%

128,284.2
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APPENDIX D
Page 26

CALIFORNIA-AMERICAN WATER COMPANY

DEPRECIATION RESERVE - B.O.Y.
ACCRUALS
Salvage and Cost of Removal
Contributions
Depreciation Expense
TOTAL ACCRUALS
RETIREMENTS
DEPRECIATION RESERVE-E.Q.Y.

WEIGHTING FACTOR

WTD. AVG. DEPRECIATION RESERVE

Sacraments District
Depreciation Reserve & Expense

(5000)
Test Year 2003

37,960.5
{200.8)
8.4
39415
3,749.1
(1,017.9)
40,691.7

0.5

39,380.2
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Test Year 2004
40,691.7
(350.2)
123
4,203.8
3,865.9
(1,775.9)
42,781.7

0.5

41,7781
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APPENDIX D
Page 27
CALIFORNIA-AMERICANWATER COMPANY
Sacramento District
Number of Customers by Meter Size
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Test Year 2004

Test Year 2003
Average Customersbhy Meter Size

5/8x3/4 4,827

3/4 -

1 1,985

11/2 622

2 1,908

3 21

4 78

6 21

8 19

10 1

Total 9,482

(END OF APPENDI X D)

5,615

1,986
624
1,940
21

78

21

19

10,305
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APPENDIX E
Page l
CALIFORNIA-AMERICAN WATER COMPANY
Felton District
Bill Comparison

Comparison of typical bills for residential metered customers o various usage levelsand
average level at present and authorized ratesfor the test year 2003, excluding theSDWBA surcharge

General Metered Service

(5/8-inch meters)
Monthly Present Authorized Percent
Usage Rates Rates Increase
(Cef)
0 $13.12 $19.89 51.6%
5 $24.82 $34.36 38.4%
8425 {avg) $34.89 $47.03 34.8%
12 $46.35 $61.44 32.6%

20 $74.90 $97.20 29.8%
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APPENDIX E
Page 2

CALIFORNIA-AMERICANWATER COMPANY

Larkfield District
Bill Comparison

Comparison d typical billsfor residential metered customers o various usage
levelsand average level at present and authorized ratesfor thetest year 2003

Monthly
Usage

(Cch)

0

10
149  (Avg)
20

30

General Metered Service

(5/8-inch meters)

Present Authorized Percent
Rates Rates Increase
$14.00 $12.95 -7.5%
$23.76 $25.99 9.4%
$33.51 $39.02 16.4%
$43.07 $51.79 20.3%
$53.02 $65.09 22.8%

$72.53 $91.16 25.7%
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APPENDIX E
Page 3

CALIFORNIA-AMERICANWATER COMPANY

Sacramento District

Bill Comparison

Comparisondf typical bills for residential metered customer sof varioususage
levelsand averagelevel at present and authorized ratesfor the test year 2003

Monthly
Usage

10

19.9 (avQ)

20

30

Present
Rates

$7.75

$11.27

$14.78

$21.74

$21.81

$28.84

General Metered Service
(5/8-inch meters)

Authorized
Rates

$7.14
$11.85
$16.55
$25.87
$25.96

$35.38

(END OF APPENDIX E)

Per cent
Increase

-7.9%

52%

12.0%

19.0%

19.0%

22.7%
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(APPENDIX F)
In the Matter of the Application of California- ) Applications A.02-09-030
American Water Company (U210W) for an ) 02-09-031
Order Authorizingit to Increase Ratesfor Water) 02-09-032
Sarvicefor its Sacramento, Montara, Larkfield ) 02-09-033
and Felton Didtricts.
AMENDED SETTLEMENT

1.00 GENERAL

1.01 The Parties to this Amended Settlement before the California Public Utilities
Commission (Commission) are California-American Water Company (“Cal-Am”)
and the Office of Ratepayer Advocates (“ORA”) — collectively, "'the Parties."” The
Parties, desiring to avoid the expense, inconvenience, and uncertainty attendant to
litigation of the matters in dispute between them have agreed on this Amended
Settlement which they now submit for approval.

1.02 In addition, since this Amended Settlement represents a compromise by them, the
Parties have entered into each Stipulation on the basis that its approval by the
Commission not be construed »< an admission Or concession by any Party
regarding any fact or matter of law in dispute in this proceeding. Furthermore, the
Parties intend that the approval of this Amended Settlement by the Commission
not be construed as a precedent or statement of policy of any kind for or against
my Party in any current or future proceeding.

1.03 The Parties agree that no signatory to this Amended Settlement or any member of
ORA assumes any personal liability as a result of their agreement. The Parties
agree that no legal action may be brought by any Party in any state or federa
court, or any other forum, against any individual signatory representing the
interests of O M, attorneys representing ORA, or the ORA itself related to this
Amended Settlement. All rights and remedies of the Parties are limited to those
available before the Commission.

1.04 No Party to this Amended Settlement should provide, either privately or
publicly, before this Commission any rationale or strategy for support of
any compromise reached herein beyond that stated herein unless
otherwiseagreed to by the Parties.

1.05 The following discussion addresses the items settled by the Parties. Attached as
Appendix A to this Amended Settlement are tables which show ORA’s and Cal-
Am’s stipulated estimates.

1.07 Differences between Ca-Am's and ORA’s estimates are, for the most part (except
as specifically noted), due to the findings in ORA’s audit and, in some instances,
dueto later dataavailableto ORA. Some stipulated expenses are the consequence
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2.00

201

©.10

of additional discussion between ORA and Cal-Am, with results which are no
greater than Cal-Am’s estimates but greater than ORA’s estimates.

1108 The items which remain in disagreement are reflected in the comparison exhibit
filed in this case as Exhibit No.

Sacramento District
Cal-Am agreesto accept ORA’s estimates, wherean agreement was reached, except for
thefollowing where a Amended Settlement was reached:

Aver age Consumption per Customer and Tetal Production
Ca-Am and ORA agree to the estimates of average consumption for each class in the

Sacramento District except for residential and commercial customers. For residential
customers, Cal-Am and ORA agree to an average consumption based on the average of
the last three recorded years which is more reflective of the current normal use for
metered customers. For commercial customers, Cal-Am and ORA agree that both of their
methods for estimating consumption are valid and that an average of the two parties
estimatesis reflective of current usage.

Original Positions (CCFs) Amended Settlement (CCFs)
Cal-Am ORA

Residential 231.0 246.8 239.0

Commercial 975.0 987.8 981.4

Theoriginal and stipulated estimates are set forth in Tables B-1 and Tables B-2.

Oper ations and Maintenance Expenses

211 T&D Reset Meters
ORA and Cal-Am agree that T&D Reset Meter expense should be based on
including some of the 1999 costs previously excluded by ORA based on a
showing by the Company asto the validity thereof

Original Positions (000s) Amended Settlement (000s)
Cd-Am__ORA

2003 $ 128 § 76 $ 10.2

2004 $ 132 % 78 $ 105
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212

T&D Meter Maintenance

ORA and Cal-Am agree &at T&D Meter Maintenance Expense should be based
on including some of the 1999 costs previously excluded by ORA based on a
showing by the Company as to the validity thereof

Original Positions {000s) Amended Settlement (000s)
Cd-Am__ORA

2003 $ 155 $ 90 $ 12.3

2004 $ 160 $ 92 $ 126

2.20 Adminigrativeand General Exgenses

221

222

2.23

2.24

16748:6345728.1

L abor Inflation Rate

Cal-Am and O M agree that the labor inflation rate should be based on the current
negotiated and signed union contract, for wunion Babar, and that the same rate
should be used for non-union labor based on a showing by the Company as to
historical inflation rates and the current allowance for 2003, which is already been
effectuated. The labor inflation rates to be used are 3.3% for 2003 and 3.0% for
2004.

Overtimeand Capital L.abor Pecentaees

Cal-Am and ORA agreeto the following overtime and capital |abor percentage
based on a determination that both parties used reasonable methodsfor estimation
and that the average of the two estimates was reflective of current trends.

Original Positions (%) Amended Settlement (%)
Cal-Am  ORA

Overtime 8.47% 8.03% 8.25%

Capital 9.74% 9.25% 9.50%

Group I nsurancelnflation Factor

Ca-Amand ORA agreethat based on current market trends, group insuance
inflation rates are generally in excess of 10%, and based on thisinformation the
parties agreeto use an inflation rate of 7.5%for ratemaking.

Miscdlaneous General Expense
Cal-Amand O M agreethat the estimate for this account should be based on the

showing by the Company asto the current level of expense for 2002 under Cal-
Am ownership.

Original Positions {000s) Amended Settlement (000s)
Cd-Am__ORA

2003 $ 4651 $ 192.7 $ 2321

2004 $ 4784 $ 197.6 $ 2379
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2.30 RateBase

3.00

01

3.10

231 O M agreeswith Cal-Am’s position that if a capital expenditureis removed from
rate base, then if any contributions for that project werereceived, they must
likewisebe removed from rate base. ORA recommendsthat the expenditures
related to the Mather Booster should be placed in a deferred account, therefore
they now recommend that the contribution of $650,000 receivedfor this project be
removed from the unamortized contributions. Ga-Am still does not agree that
any projects should be removed from rate base due to third party liability for the
contamination, but does agree that ORA’s position is now consistent with their
recommendation.

Original Positions (000s) Amended Settlement (000s)
Ca-Am__ ORA

2003 $ 4651 $ 192.7 $ 2321

2004 $ 4784 $ 1976 $ 2379

Montara District
Cal-Am agreesto accept ORA’s estimates, wherean agreement was reched, except for
thefollowing where a Amended Settlement was reached:

Average Consumption per Customer and Total Production
Cal-Am and O M agree to the estimates of average consumption for each class in the

Montara District except for residential and commercial customers. For residential
customers, Cal-Am and ORA agreeto an average consumption based on the average of
the last three recorded years which is more reflective of the current normal use for
metered customers. For commercial customers, Cal-Am and ORA agreethat both of their
methods for estimating consumption are valid and that an average of the two parties
estimates s reflective of current usage.

Original Positions(CCFs)  Amended Settlement (CCFs)
Cal-Am ORA

Residential 925 A1 93.9

Commercia 336.0 360.3 348.2

The original and stipulated estimates are set forth in Tables B-1 and Tables B-2.

Operationsand M aintenance Expenses

3.11 Water Treatment Expense
ORA and Ca-Am agree that water treatment expense should be based on
including some of the 1999 costs previoudy excluded by ORA based on a
showing by the Company a to the validity thereof.
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Original Positions {000s Amended Settlement (000s
Cd-Am __ORA

2003 $ 365 $ 317 $ 341

2004 $ 375 $ 325 $ 35.0

320 Administrativeand General Expenses

321 Labor Inflation Rate
Cal-Am and ORA agree that the l1abor inflation rate should be based on the current
negotiated and signed union contract, for union labor, and that the same rate
should be used for non-union labor based on a showing by the Company as to
historical inflation rates and the current allowance for 2003, which is already been
effectuated. The labor inflation rates to be used are 3.3% for 2003 and 3.0% for
2004.

3.22 Qvetimeand Capital L abor Pecentages
Cal-Am and ORA agreeto the following overtimeand capital labor percentage

based on a determination that both partiesused reasonable methodsfor estimation
and that the average of the two estimates was reflectiveof current trends.

Original Positions (%) Amended Settlement (%)
Cal-Am ORA

Overtime 15.37% 17.01% 16.19%

Capita 7.57% 7.55% 7.56%

3.23 Group Insurancelnflation Factor
Cal-Amand ORA agreethat based on current market trends, group insuance

inflation rates are generally in excess of 10%, and based on thisinformation the
parties agreeto use an inflation rate of 7.5%for ratemaking.

400 Larkfield Digtrict
Cal-Am agreesto accept ORA’s estimates, where an agreement was reached, except for
thefollowing where a Amended Settlement was reached:

4.01 Average Consumption per Customer and Total Production
Cal-Am and ORA agree to the estimates of average consumption for each class in the

Larkfield District except for residential, commercial and irrigation customers. For all of
these customers, Cal-Am and ORA agree that both of their methods for estimating
consumption are valid and that an average of the two parties estimates is reflective of
current usage.
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Origina Positions(CCFs) Amended Settlement (CCFs)
Cal-Am ORA

Residential 176.5 182.2 179.0

Commercia 465.0 468.9 466.9

Irrigation 637.3 657.0 447.2

The original and stipulated estimates are set forthin TablesB-1 and Tables B-2.

410 OQOperations and M aintenanceExpenses

411 Water Treatment Expense
ORA and Cal-Am agree that water treatment expense should be based on

including some of the 1999 costs previoudy excluded by ORA based on a
showing by the Company as to the validity thereof.

Origina Positions(000s) Amended Settlement (000s)
Cal-Am ORA

2003 $ 239 ¢ 189 $ 206

2004 $ 246 ¢$ 194 $ 209

412 T&D ServiceMaintenance
ORA and Cal-Am agreethat T&D Service MaintenanceExpense should be based
on including some of the 1999 costs previoudy excluded by ORA based on a
showing by the Company asto the validity thereof

Original Positions(000s) Amended Settlement (000s)

Cal-Am _ ORA
2003 $ 201 $ 114 $ 15.8
2004 $ 204 §$ 117 $ 16.2

420 Adminigtrativeand General Expenses

421 Labor Inflation Rate
Cal-Am and ORB agreethat the labor inflation rate should be based on the current
negotiated and signed union contract, for union labor, and that the same rate
should be used for non-union labor based on a showing by the Company as to
historical inflation rates and the current allowance for 2003, which is aready been
effectuated. The labor inflation rates to be used are 3.3% for 2003 and 3.0% for
2004.

4.22 Qvertimeand Capital L abor Percentages
Cal-Am and ORB agreeto the following overtime and capital |abor percentage
based on a determination that both parties used reasonablemethodsfor estimation
and that the average of the two estimateswas reflective of current trends.
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4.30

5.00

5.01

Original Positions 4% Amended Settlement 4%
Cal-Am OWA

Overtime 11.29% 10.55% 10.92%

Capital 7.59% 8.69% 8.14%

4.23 Group InsuranceInflation Factor
Cal-Am and O M agree & at based on current market trends, group insuance
inflation rates are generally in excess of 10%, and based on this information the
parties agreeto use an inflation rate of 7.5% for ratemaking.

Plant in Service

431 Wickiup BridgeM dn Project
Based on ashowing by the Company that extensive workpapers were supplied for
this project, including theLarkfield Master Plan, and that the project was complete
and in service, ORA agreed to Cal-Am’s request that this project beinduded in
rate base at the actual cost of construction of $140,453.

4.32 Construct New North Wickiup Tank No. 2
Based on ashowing by the Company that extensiveworkpapers were supplied for

this project, including theLarkfield Master Plan, and the shortage of storagein the
area, ORA agreed to Cal-Am’s request that this project beincluded in rate base at
the estimated cost of construction of $300,000.

Felton District
Cal-Am agreesto accept ORA’s estimates, where an agreement was reached, except for
thefollowing where a Amended Settlement was reached:

Average Consumption per Customer and Total Production
Cal-Am and ORA agree to the estimates of average consumption for each classin the

Felton District except for residential, commercial and public authority customers. For all
of these customers, Cal-Am and ORA agree that both of their methods for estimating
consumption are valid and that an average of the two parties estimates is reflective of
current usage.

QOriginal Positions(CCFs) Amended Settlement (CCFs)
Cal-Am ORA

Residential 100.3 103.0 101.1

Commercial 293.3 303.9 298.6

Public Authority ~ 2,056.0 2,354.7 2,205.4

The original and stipulated estimates are set forth in Tables B-1 and Tables B-2.
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5.10 Operationsand M aintenanceExpenses

5.11 Water Treatment Expense
ORA and Cal-Am agree that the Company's estimate of water treatment expense

is more reflective of current needs based on including some of the 1999 costs
previously excluded by ORA (based on a showing by the Company as to the
validity thereof), and based on the level of expense in 2002 due to changing

treatment requirements.
Original Positions (000s) Amended Settlement (000s)
Cad-Am ORA

2003 $ 2562 $ 220 $ 252

2004 $ 259 $ 226 $ 259

5.20 Administrativeand Gener al Expenses

5.21 Labor Inflation Rate
Ga-Amand ORA agreethat the labor inflation rate should be based on the current
negotiated and signed union contract, for union labor, and that the same rate
should be used for non-union labor based on a showing by the Company as to
historical inflation rates and the current allowance for 2003, which is aready been
effectuated. The labor inflation rates to be used are 3.3% for 2003 and 3.0% for
2004.

5.22 Qvertimeand Capital L abor Pecentages
Cal-Am and ORA agreeto thefollowing overtimeand capital labor percentage

based on a determination that both parties used reasonable methodsfor estimation
and that the average of the two estimates was reflective of current trends.

Original Positions (% Amended Settlement (%
Cal-Am ORA

Overtime 11.29% 10.55% 10.92%

Capital 7.59% 8.69% 8.14%

5.23 Group Insurancelnflation Factor
Cal-Amand ORA agreethat based on current market trends, group insuance

inflation rates are generally in excess of 10%, and based on this information the
parties agreeto use an inflation rate of 7.5%for ratemaking.
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OFFICE OF RATEPAYERADVOCATES

By

Raymond A Charvez
Project Manager for Office of Ratepayer
Advocates
State of California
Public Utilities Commission
505 Van Ness Avenue
San Francisco, CA 94102
(415) 703-1654

Dated: May 9,2003
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CALIFORNIA-AMERICAN WATER
COMPANY

By:

David P. Stephenson
Assistant Treasurer for California-American
Water Company

California-American Water Company
303 H Street, Suite 250

Chula Vista, CA 911910

(619) 409-7712

Dated: May 9,2003

(END OF APPENDIX F)
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CERTIHCATE OF SERVICE

| certify that | have by regular mail and e-mail this day served atrue copy o the
Alternate Proposed Decisiond Commissioner Kennedy on A.02-09-030
regarding the Application o the California-American Water Company (U210W)
Authority to Increase Its ratesfor Water Service i nits Sacramento District etc, on
all partiesd record in this proceeding or their attorneysd record.

Dated April 22, 2004, at San Francisco, California.

Halina M arcinkowski

NOTICE

Partiesshould notify the Process Office, Public Utilities
Commission, 505 Van Ness Avenue, Room 2000,
San Francisco, CA 94102, d any changed address
to insure that they continue to recelve documents.
You must indicate the proceeding number on the
service list on which your name appears.

kdhdkhddhbddhdddddddbdddhdhhdhhkhhtshddtdtdtx

The Commission's policy isto schedul e hearings (meetings, workshops, ec.) in
locationsthat are accessible to peoplewith disabilities. To verify that a particul ar
locationis accessible, call: Calendar Clerk (415) 703-1203.

If specialized accommodationsfor the disabled are needed, e.g., sign
languageinterpreters, those making the arrangements must call the Public
Advisor at (415) 703-2074 or TDD# (415) 703-2032fiveworking daysin advance

o theevent.
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