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On September 5, 1989, I spoke with Arthur G. Kidman, attorney
for the Upper San Gabriel Valley Municipal Water District. On
behalf of his client, Mr. Kidman asked whether a board member, who
is also an employee of a retail water company within district
boundaries, should disqualify from participating in a decision to
lower the water rates charged to retail water distributors.

Retail water distributors are regulated public utilities. It
appears that any increase or decrease in water costs is passed
directly to the consumer. (PUC 792 and 792.5.) We have provided
written advice on the subject of energy utilities which are
heavily regulated (See Damesyn Advice Letter, No. A-84-111) but
not on the subject of water distributors.

I advised Mr. Kidman that the matter was too complex to
resolve with a telephone call and that the public official should
disqualify from participating in the decision due to an apparent
conflict of interest under 18702.1 (nexus) and 18702.2.
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Mr. Robert G. Berlien
General Manager o
Upper San Gabriel Valley w2
Municipal Water District

11310 East Valley Boulevard

El Monte, California 91731

Re: Conflict of Interest Advice Concerning Rates

Dear Bob:

This letter is to confirm advice that I provided to the Board
of Directors at its regular meeting of September 6. An issue was
raised at that meeting, and at the August 2 meeting, concerning
whether Upper San Gabriel Valley Municipal Water District's ("USG")
Director Nicholson should abstain from voting on questions
involving the establishment of water rates. Specifically, the
Board was considering how to implement a seasonal storage pricing
program recently adopted by the Metropolitan Water District of
Southern California ("MWD"). Under one proposal, USG would reduce
some of its water rates in conformity with MWD's seasonal storage
program. An alternate proposal would have USG leave its rates as
they are and retain the differential between the USG rate and the
MWD rate in a special fund to be used for Basin improvements,
probably water quality improvements.

The conflict of interest issue arises from the fact that Mr.
Nicholson is an officer, investor, and employee in the San Gabriel
Valley Water Company ("Company"). The change in water prices under
consideration would affect the cost of groundwater replenishment
service to the Main San Gabriel Basin Watermaster and it is
foreseeable that USG's decisions will be reflected in Watermaster
assessments. This, in turn, will affect the Company's cost to
produce water to be served to its customers. Since the Company is
one of the largest groundwater producers in the Basin, it is
foreseeable that the dollar amount of this cost change will be
substantial.

I advised the Board that there is no clear answer to the
question of whether Mr. Nicholson's participation in the discussion
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and decision on these water rates questions creates a conflict of
interest. After a lengthy explanation of the tension between some
definitions in the Regulations of the Fair Political Practices
Commission ("FPPC") and State Statutes and Regulations governing
public utility pricing, I advised that it may be risky for Mr.
Nicholson to vote but that I could not rule conclusively that he
is disqualified from voting. Mr. Nicholson has indicated to me an
understanding of the risks involved and I am aware that he has been
advised by his own legal counsel on this matter.

I did advise that based upon logic and my own legal reasoning,
I find the argument advanced by Mr. Nicholson's attorney to be
persuasive. It appears that under State law, the Company 1is
required to pass production cost savings on to its customers. Thus
it appears rather conclusive that a decision by USG to change water
rates will not have any material financial effect on the Company.
The FPPC Regulations, however, establish thresholds for determining
material financial effect based upon changes in dJross revenues
and/or changes in expenses. Consequently, the logical conclusion
that there can be no material financial effect on the Company is
at odds with the express wording of the FPPC Regulations.

I have discussed this issue with an attorney in the Legal
Division staff of the FPPC, but was unable to get definitive advice
because of time constraints. I did get an indication that the
issue is probably one of first impression, but the argument that
there is no conflict of interest seems persuasive. The matter is
so complex, however, that at minimum, an FPPC legal staff
conference would be required to render informal advice, and a more
formal request for written advice would be preferred. The process
of obtaining formal written advice might require 30 days.

For your records, I am enclosing a staff memorandum from this

office which was sent to the FPPC. The memorandum, in a very
summary fashion, lays out the legal arguments involved in this
situation.

The Board concluded that it could not wait 30 days for a
resolution of this matter because of time constraints involved in
the Watermaster setting assessments and the producers adjusting
their own water rates. The Board proceeded with the issues. The
propcsal for USG to retain the rate differential for a water
facilities fund lost on a 2 to 3 vote, with Mr. Nicholson voting
in the majority. If his vote was not counted, the motion to adopt
the proposal would have still failed on a 2 to 2 vote, since 3
affirmative votes are required for the USG Board to adept any
proposition. The proposal to change USG water rates to pass
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through the MWD seasonal pricing program was adopted on a 3 to 2
vote, with Mr. Nicholson again in the majority. If Mr. Nicholson's
vote were not counted, that proposal also would fail.

Many public agency attorneys would have advised that Mr.
Nicholson should abstain in order to err on the side of caution.
I have certainly rendered that type of advice myself. In this
circumstance, however, I was persuaded that (1) the answer to the
conflict of interest issue was not clear, though I think the
argument against a conflict of interest is persuasive; (2) advice
to abstain might have created a very ambiguous situation since
neither proposal could have been adopted; and (3) Mr. Nicholson was
well advised concerning the risks involved and he felt that he had
no conflict of interest and had a strong desire to participate in
this important public policy issue. For these reasons I felt it
would have been very inappropriate to rule as a matter of law that
Mr. Nicholson was disqualified from voting or that his vote should
not be counted.

There was indication from one member of the audience that we
may not have heard the last of this issue in that a complaint may
be filed with the Enforcement Division of the FPPC. Though I hope
that this does not occur, it seems to me that all parties concerned
have been properly forewarned.

Please call if anything occurs to you that should be pursued
in connection with this matter.

Very truly yours,

McCORMICK, KIDMAN & BEHRENS

Arthur G. Kidman
AGK/rb
Enclosure
cc: Blanca Breeze
Legal Division, FPPC



MEMORANDUM

TO : ARTHUR G. KIDMAN
FROM : DOUGLAS J. EVERTZ
RE : SUMMARY TO BE PRESENTED TO FPPC RE DISTRICT'S VOTE ON

WATER PRICING POLICY

DATE : AUGUST 31, 1989

FACTS TO BE PRESENTED

This 1law firm represents the Upper San Gabriel Valley
Municipal Water District ("District"). The District is a water
‘wholesaler. One of the District's directors is an officer,
investor and employee of a retail water company ("Company") which
sells to consumers. The District is considering a pricing policy
change which would indiréctly but foreseeably affect the cost of

water produced by the Company. The cost change, however, will pass

directly to the Companv's consumers as required by Public Utility

Commission Requlations, and will have no foreseeable financial

effect on the Company itself.

-

ISSUE_TO BE RESOLVED

Whether the director has a "material financial interest" in
the District's consideration of the water pricing policy change?
For the reasons described below, our preliminary opinion is that
the director does not have a "material financial interest" in the
decision because under state statutes and regulations governing

regulated public utilities, any change in water production costs



automatically will be off set by a corresponding change in water
revenue so that there is no net change in the Company's rate of
return or profitability. Accordingly, we believe that there would
be no conflict of interest if the director were to participate in

the decision.
ANALYSTS

The pertinent sections of the Political Reform Aqt are
Government Code Sections 87100 and 87103. Government Code Section
87100 provides: |

"No public official at any level of state or
local government shall make, participate in
making or in any way attempt to use his
official position to influence a governmental
decision in which he knows or has reason to
know he has a financial interest."

Government Code Section 87103 provides in part:
"An official has a financial interest in the
decision within the meaning of Section 87100
if it 1is reasonably foreseeable that the
decision will have a material financial
effect, distinguishable from its effect on the
public generally, on the official or a member
of his or her immediate family or on:

(a) Any business entity in which the



public official has a direct or
indirect investment worth $1,000 or
more.

(d) Any business entity in which the
public official 1is a director,
officer, partner, trustee, employee,
or holds a position of management."

For the sake of simplification, it may be assumed that the
director is an investor, officer and employee as described in
Government Code Section 87103(a) and (d). As stated above, the
only issue 1is whether the director has a material financial
interest in the decision.

2 Cal. Admin. Code §18702 sets forth the criteria to be used
in determining whether a governmental decision will have a
material financial effect on the governmental official. Section
18702 provides in part:

"(a) Specific Rules. The following
regulations, governing specific types of
governmental decisions which affect certain
specific types of economic interest, shall be
utilized in determining whether the reasonable
foreseeable effects of the decision will be
material with respect to the economic

interests.



(2) Economic Interest Indirectly
Involved in the Decision:
(A) Business entities-Section
18702.2...."
2 Cal. Admin. Code §18702.2 provides in part:
"The effect of a decision is material as to a
business entity in which an official has an
economic interest if any of the following
applies:

(g) For any business entity not covered by
subdivisions (a), (b), (c), (d), (e) or (f):
(1) The decision will result in an
increase or a decrease in the gross
revenues for a fiscal year of

$10,000 or more; or

(2) The decision will result in the
business entity incurring or
avoiding additional expenses or
reducing or eliminating existing
expenses for a fiscal year in the
amount of $2,500.00 or more; or

(3) The decision will result in an
increase or decrease in the value of
assets or liabilities of $10,000 or

more."



While a strict application of Section 18702.2(g) would
suggest that a conflict of interest exists because the District
Board's decision will significantly change the Company's existing
expenses, it is our opinion that a conflict does not exist because
any change in Company costs which result from the District Board's
decision will be automatically off set by a corresponding revenue
change. Specifically, all cost changes must be passed directly to
the consuner.

The Company is a regulated public utility, i.e. its rates are
subject to the jurisdiction of the Public Utility Commission.
Public Utilities Code §§792 and 792.5 authorize the Public
Utilities Commission to change customers'! water rates for
increases or decreases in certain operating expenses such as
changes in water costs. Sections 792 and 792.5 also set forth a
requirement that each public utility establish a "reservé account"
to track its costs of production. The Public Utility Commission's
reserve account procedures are designed to pass through to the
customer the entire amount of any increase or decrease in water
costs. Public Utility Commission Resolution No. W-3438 is the
most current Commission action regarding the Company's reserve
account and requires the Company to maintain this reserve account
pursuant to Public Utilities Code Section 792.5.

The intended result of the Commission's reserve account
procedure is that utilities such as the Company remain financially
unaffected by changes in the water costs. Accordingly, the

Company will realize no financial benefit if the District lowers



its rates and thereby brings about a decrease in water costs of
the Company. |

Because the Company remains financially unaffected by changes
in water costs, it 1is our opinion that the director cannot be
deemed to have a financial interest in the decision of the
District's Board to increase or decrease water rates.

our concern, however, 1is that under 2 cal. Admin. Code
§18702.2(g), the District's decision on the water pricing policy
would technically have a material financial effect on the Company
because there would be a substantial change in expenses incurred
by the Company, followed by a change in revenue.

While a strict reading of Section 18702.2(g) would suggest
that a conflict of interest exists because of the changes in costs
and revenue, wWe believe there 1is no conflict. A technical
application of Section 18702.2(g) would be elevating form over
substance because the District's decision on its water pricing

policy will have no real effect on the Company.
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MEMORANDUM
TO : ARTHUR G. KIDMAN
FROM : DOUGLAS J. EVERTZ
RE : SUMMARY TO BE PRESENTED TC FPPC RE DISTRICT'S VOTE ON

WATER PRICING POLICY

DATE AUGUST 31, 1989

=Trree =3 == )

X A I -

FACTS TQ BE PRESENTED

Thig law firm represents the Upper San Gabriel Valley
Municipal Water District ("District"). The District is a water
wholesaler. One of the District's directors 1s an officer,
investor and employee of a retail water company ("Company") which
sells to consumers. The District is considering a pricing policy

change which would indirectly but foreseeably affect the cost of

water produced by the Company. The cost change, however, will pags

direc o _the Com 's _consu 8 required by Public it
commission Requlations, and will have no foreseeable financjal
effect ompa .

ISSUE ToO EE RESQLVED

Whether the director has a "material financial interest" in
the District's consideration of the water pricing policy change?
For the reasons described below, our preliminary opinion is that
the director does not have a "material financial interest" in the
decision because under state statutes and regulations governing

regulated public utilities, any change in water production costs
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automatically will be off set by a correeponding change in water
revenue s0 that there is no net change in the Company's rate of
return or profitability. Accordingly, we believe that there would

be no conflict of interest if the director were to participate in

the decision.

ANALYSIO

The pertinent sections of the Political Reform Act are
Government Code Sections 87100 and 87103. Government Code Section
87100 provides:

"No public official at any level of state or
local government shall make, participate in
making or in any way attempt to use his
official position to influence a governmental
decision in which he knows or has reason to
know he has a financial interest.®

Government Code Section 87103 provides in part:

"An official has a financial interest in the
decision within the meaning of Section 87100
if it is reasonably foreseceable that the
decision will have a material financial
effect, distinguishable from its effect on the
public generally, on the official or a member
of his or her immediate family or on:

(a) Any business entity in which the

————————
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public official has a direct or
indirect investment worth $1,000 or
more,

(d) Any business entity in which the
public official 1is a director,
officer, partner, trustee, employee,
or holds a position of management,"

For the sake of simplification, it may be assumed that the
director is an investor, officer and employee as described in
Government Code Section 87103(a) and (d). As stated above, the
only issue is whether the director has a material financial

interest in the decision.

2 Cal. Admin. Code §18702 sets forth the criteria to be used
in determining whether a governmental decision will have a
material financial effect on the governmental official. Section
18702 provides in part:
"(a)- Specific Rules. The following
regulations, governing specific +types of
governmental decisions which affect certain
specific types of economic interest, shall be
utilized in determining whether the reasonable
foreseeable effects of the decision will be
material with vyespect to the econonmic

interests.
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(2) Economic Interest Indirectly
Involved in the Decision:
(A) Business entities-Section

18702.2...."

2 Cal. Admin. Code §18702,2 provides in part:

"The effect of a decision is material as to a

business entity in which an official has an
economic interest if any of the following
applies:

(g)

subdivisions (a), (b), (c), (d), (e) or (f):

L N J

For any business entity not covered by

(1) The decision will result in an
increase or a decrease in the gross
revenues for a fiscal year of
$10,000 or more; or

(2) The decision will result in the

~ business entity incurring or

avoiding additional expenses or
reducing or eliminating existing
expenses for a fiscal year in the
amount of $2,500.00 or more; or

(3) The decision will result in an
increase or decrease in the value of
assets or liabilities of $10,6oo Qr

more. ¥

H#414 PR35S
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While a strict application of Section 18702.2(g) would
suggest that a conflict of interest exists because the District
Board's decision will significantly change the Company's existing
expanses, it is our opinion that a conflict does not exist because
any change in Company costs which result from the District Board's
dacision will be automatically off set by a corresponding revenue
change. Specifically, all cost changes must be passed directly to
the consumer.

The Company is a regulated public utility, i.e. its rates are
subject to the jurisdiction of the Public Utility Commission.
Public Utilities Code §§792 and 792.5 authorize the Public
Utilities Commission to change customers' water rates for
increases or decreases in certain operating expenses such as
changes in water costs. Sections 792 and 792.5 also set forth a
requirement that each public utility establish a "reserve account"
to track its costs of production. The Public Utility Commission's
reserve account procedures are designed to pase through to the
customer the .entire amount of any increase or decrease in water
costs. Public Utility Commission Resolution No. W-3438 is the
most current Commission action regarding the Company's reserve
account and requires the Company to maintain this reserve account
pursuant to Public Utilities Code Section 792.5.

The intended result of the Commission's reserve account
procedure is that utilities such as the Company remain financially
unaffected by c¢hanges in the water costs. Accordingly, the

Company will realize no financial benefit if the District lowers
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its rates and thereby brings about a decrease in water coasts of
the Company. |

Because the COmpany'remains financially unaffected by changes
in water costs, it is our opinion that the director cannot be
deemed to have a financial interest in the decision of the
District's Board to increase or decrease water rates.

Our concern, howaver, is that under 2 cCal. Admin. Code
§18702.2(g), the District's decision on the water pricing policy
would technically have a material financial effect on the Company
because there would be a substantial change in expenses incurred
by the Company, followed by a change in revenue.

While a strict reading of Section 18702.2(g) would suggest
that a conflict of interest exists because of the changes in costs
and revenue, we believe there is no conflict. A technical
application of Section 18702,2(g) would be elevating form over
substance because the District's decision on its water pricing

policy will have no real effect on the Company.

A
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FUBLIC UTTLITIES CIZMISSICN OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY & OOMPLIANCE DIVISTON RESOIUTION NO. W-3438
Water Utilitles Branch . April 12, 1989
RESOLUTION .

(RES. W-3438) SAN GASRIEL VALIEY WATER CCtIPaNY, (SGV), IOS
ANGELES COUNTY DIVISION. CRDER AUTHORIZING AN OFFSET RATE

INCREASE PRODUCING $436,000 CR 3,.3% ADDITIONAL ANNUAL REVENUE.

By Advice latter (AL) 244, filed February 27, 1989, SGV requests authority -
under Sectien VI of Genaral Ordar 96-A and Section 454 of the Publio _
Utilities Cxde to increasa rates to offset: (1) a $147,100 incroase &n
purchased power and natural gas costs, 2) a $284,100 incraace due to an
urdercollection in the purchased power and purchassd water balancing acoount,
and (3) $4,800 in related ircreszses in uncollectiblos and franchise

ts. S5GV's Los Angales County Divigion serves about 43,000
customertt in portions of Arcadia, Baldwin Pexk, El lonte, City of Industry,
Irwindale, 1a Puante, Monteballo, Monterey Fark, Pico Rivera, Rosemaad, San
Gabriel, santa Fe 8pringa, South El Monte, Vgt Covina, Waittier and

vieinity, Los Angales Comnty.

The present rates became affective on 2pril 13, 1868, pursuant to Resolution
W-3382 which authorized an offsat rate increasa. The last generml rate
Increase bacane effective on Jamuary 1, 1984 pursuant to Decizion 83-10-002
in vhich the Comission found retes of retivm on rate base of 11.05% for
1983, 11.17% for 1984, and 11,37% for 1985 ressonsble, with a 14.50% return
on eqquity. ' This offsef intrease will not vesult in a rata of return greater
than last authorized. = - . .

Sinca the pertion of the requasted incressa caused by chargas in the cost of
parchagsed powar and natural gas is related to water conswmptien, it is
applied to the quantity blocke for matered custcmers., Rates for all
quantities of water delivered are inzreased by $0.010 pzr Cof (cna Cof equals
oné hundrad cubic feet). In accordance with the Commissicn's balancing

acoount policy for water utilities, the surcharga for all water sold is

to $0.044 por Ccf for a twelva month period in order to amortize
ﬂwwﬁerocllectiminSGV'spm&edpamra:dpumhaMmterbalmw
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Ths Watar Utilities Branch has reviewed the latest pump aefficiency tests and
found then satisfactmy

S5V has given public notice of this i:m-eau requast by publighing in local
nevspapers on March 1 and 2, 1989. No customer protests or correspondance
has been recaived,

' SGV has & variety of programs designed to pramte watar conservation
ineluding monthly reminders in watar bille, leak detection sarvioa, free
conservation parphlets, and frea water consarvation kita,

Service is satisfactory. Thare are no Comnission orders requiring system
improvement, nor are thcxe significant serviae problm requiring corrective

The follewing table shows typical bills for residantial custanars at varicus
usage levals at present and proposed ratas:

Genaral Matered Service (8/8 x 5/4-121&1 maters)

Menthly Usage Progant Ratas M__ M

. Los Angeles County Teriff Avea

felo) cu.f}t ‘ § 5.80° ’ g 5.88 1.4%
1,000 _ 10.43 10,70 3.7 -
2,000 27.08 . 17.61 3.3
2,300 (avermgs) 19,04 19.68 3.4 -
3,000 - 23,87 24.51 3.5 °*
5,000 o 16.91 38.31 3.8

Vallecito Zone XTI Tariff Avea

1'000 ’ 1.5 \ . 11.81 2.4
2,000 18.88 ' 19.44 3.0
2,800 (averaga) 24.76 , 28.84 3.2
3,000 26.23 ' 27,07 3.2

5,000 40.93 - : 42,33 3.4 ‘
' (A1l rates includc the balaming acoount mmchaxqc)

e
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After investigation by the Water Ut{lities Branch, the Comission finds that
the requested rate incresse hereby authorized is Justified, arnd that the
resulting rates ave reasonablea., SGV is directed to maintain its balancing
acoount as required by Public Utilities Code Section 792.5.

IT IS ORDERED that San Gabriel Valley Water Cimpary is authoriced, on the

- effective date herein, to make effective ravigad Schedule Nos. IA=1, IAV-1

ard LA-3L attached t0 Advica Latter No. 244 ard to cancel the prosently
effective rate schedules for water sarvice.

This resolution is effective today.

I cartify that this rescluticn wzs adopted by the Rublic Utilities Carmisaion
at its ar meeting on April 12, 188¢. The follewing comnissioners

approved it:
e
m&,
m‘”""‘""“"'} Pm.ncm . BERT"
FREDERICK R DUDA
G. MITCHELL WILX
JOHN B. OHANIAN
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SPPREES ML SOMMUNICAT NN
T THE SBLMISE N
+ GAVPERNIA STAYE BUHLOING
SAN FRANSIEGCE, QALIPERNIA S
PEASrRONE: (4101 BeP.

Publir Wetlities Commiesion

STAYE OF CALIFORNIA

PUE Mo

Koy 31. 1983

Gentlemsnt
S8ince late 1581, the Commission staff and the water utility industry have

mat on geveral occasions to discuss balancing sscount procedures and ways

to improve thaz, After careful consideration of all poirts of view prasented
at these meatings, the staff prepared the attached "Procedures for Maintaining
Balencing Acoounts for Water Utilities." These procedures were praesented to
erd adopted by the Cozmission at the conference of May 18, 1983, v/

As & remult, all water ut{ilities ave directed tol.,

1, Terminate existing bumcing ucount procedures as ot‘
June 30, 1983.

2. Beginning July !, 1983, to use the attachod procedures
for mainteining bumoina accounts..

If you have any Questions on these revised proceduras, please oonua'."
Wes Frenklin at (415) 557-0282 or Hob Bomett at (als . 557-1848,

Jofaph E. acdimcz
Exlcutt‘vc Direewr

Atuchmnt
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~ ’ ATTAGHMENT

PROCEDURES FOR MAINTAINING
BALANCING ACCOUNTS FOR WATER UTILITIES

Y. PURPOSE ‘

The purpose of a balancing account {8 to track the under-
collection or overcellection associated with the incidence of an
expense change and the authorization of revenue to offset the

expense change. ‘
2. APPLICABILITY

Pursuant to Section 792.5 of the Public Utilities Code, a -
‘balancing account 18 to be kept for all expense i{tems for which
xevenue offgets have been authorized. A separate balancing account
must be maintained for each offset expense item, All mulci-
districet water utilities shall maintain seperate balancing accounts
for each district, . Balancing accounts must be kept seperate from

the general ledger accounts of the utility.

3. START DATE R,

All water utility's shall begih ﬁaintaiuing balaneing accounts
by the procedure described herein as of July 1, 1983. :

4, ADOPTED QUANTITIES

. Test year customer, expensa, investient and revenue projections
found reasonable in the latest general rate case decision will be
used for the procedures herein. : .

Balancing accounts maintsined beyond the latest test year will

use the latest adopted quantities. Those cases, where adopted
quantities do not exist or where the latast decision is oldar than

5 y;;ra. will be handled on a case by case basis, by the Commission
staff, ' CL .

-5, EXPENSE COMPONENT

a. Water Production Expences - The expense‘oomponont of the
balancing account i{s given by: ‘ ~

Expenée Recorded . " Incremental Expense
Compenent = Consunption X Rate Change :
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b. Non-Water Production Exvenses - The expensa component of
the balancing account is given by: ,

Ixpense Adopted Percent
Coupongnt = Expense x  Expense Change

All expense components are to be booked monthly., In the caga

w

- of non-water production expenses it will be necessary to divide the

annualized expense change by twelve (12).
6. REVENUE COMPONENT

a. Water Production Expeneas.- The revenus component of the
balancing account 18 given by:

Revanue Recorded ‘ Increnantal Revenue
Component = Water Salas X  Rate Change

b.. Non-Water Preduction Fxoenses - The revenue component of
- the balancing account is given by:

Revenue Recorded - ' Incremental Ravenue .

Component = Service Charges x Rate Change
. ) ) ' B '

" Rate Design o | {

The guidelines below are to be used for calculating the.monthly

revenue component of the balancing acecount, However, there wmay be
times when a utility, seeking offset rellief, combines a small non-
wvater expense change with a much larger water produotion expenza
change, In some instances a uniform increase for all service
charges wuld not be possible. Therefore, water utilities have the
ogtion of requesting that non-water production expense changes be
offset through either the sarvice or quantity charges.

1. Water Production Exvenses (Metered) ~ Computae an :
incremental change in cents per Ccf. Revenue component is
based on recorded metered sales.

2, Water Production Expenses (Flat Rate) - Compute an
{ncremental change for the flat rate tariffs similar to the
. computation of & surcharge. : o

3. Non-Water Production Exvenses = Compute an incremental
change In the setvice cnarge (or flat vate tariffs) similar

to the computation of & surcharge,
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7. BALANCING ACCOUNT BOOKING PROCEDURE

Entries shall be made to each individual balancing account at
‘ the end of each month as follows: : ,

Water Production Expensas

&, A debic enttylequ§1~to..if posirive (credit antr&.‘tt
negative) the expense component as caleulated in Section (5).

b, A credit enﬁry equal to, if pdaitive (debit entry, 1f
negative) the revenue component as calculated in Sectien (6).

é. The monthly bdlancing account acerual is the differance
between (7&) and (7b). ‘

‘8. WEIGHTING FACTORS

Bxpense and revenue rate changes occur at any time of the
month, Bills for service are rendered to cusrozars in monthly or
bimonthly billine cycles. In each bLilling cycle a utillity billas
only a poertion of its customers. 'To‘properl{ account for the
impact of an expense or ravenue rate change in & given month, it

is necessary to prorvate these changes.

-7 Expenses and flat rate (or service charge) revenues are
prorated an the basis of the ratio of the nunher of days the change
is effective to the total number of days in the month, Metered
revenues are prorated on. the bagis of the ratie of billaed usage for
the number of days in effact to the billed usage assuming the

effective rare for the total days in the month, -

Formulas for calculating the extcnse and revenue weigﬁcing
factors for monthly and bimonthly billing c¢yecles are given below.
These formulas are appropriate for the larger utilities who read

meters all through the month, For small water utilities who read
&1l their meters within a few days, a straight proportion of their
billing pariod should be used for weighting, ,

&, Weighting Factors-Monthly Billing Cycle

Expensé Weighting Factor

Ed = (Ny - Eg + 1)/ . .
Flat Rate (Sexvice Charge) Revenue Weighting Facter

FRW = (N1 - Ex + 1)/N1
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Metered Revenue Weighting Fac;or
MRWy = (N7 - E 4 N2 /2ny
MRW) w 1 - (B - 1)2 /284Ny
B. Weliphting Factors-Bimonthly Bi{lling Cvele

Expense Weighting Factor
EW = (N1 - Eq + 1)/Nq
Flat Rate (Barvice Charge) Revenue Weighting Factor
KW« (Ny - Ep + 1)/ | |
Metered Revenue Weaighting Factor
. MRWy = (Ny = Ep + 1)2 /2Ny (Ny + Np)
MRV, = (2N + Ny - 2By + 2)/2(Ny + Ny )
‘MRW3 = 1 <" (B =~ 12 /2(Ny + Np)N3
. Where: o | ‘
By = Effective date of expense rate dhange
E. = Bffective date of Tevenue rate change
BW = Expense waighting factor

FRW = Flat rate revenue weighting faector

MRW - or
T1e2,3 = Mepgrsd TIEOND URISORIDE S55ERS o ohe

N - ' '
1,2,3 "“%€f§d°§;§t“§ in thevflrst,Aaecond ané

9. BALANCING ACCOUNT DISPOSTTION .

In general balances in the balancing accounts will be dispased
of in offset rate procaedings. Although not anticipated, balances
éxceeding 2% of the gross annual revenues azdopted for the most
recent test year, or in the most recent annual report on £file at
the time a genaral rate order s being drafted will be dispesed of

’.n thlt Ordef- .
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At the time offset rates are granted, the total of the
sccumulated acerurals {n all balancing accounts wust be amortized
if that total exceeds 2% of the gross annual tevenues adopted for
the most recent test year, or in the most recent annugl report on
file. The balances to be used are the most recent available to the
wtilicy at the time it files for offset ratea. Amortization of thae
balancing acecounts will not be required, i{f at tha time general or
offget rates are granted a utility can demonatrate that the total
-of the accumulared accrurals are likely to decline below the 2%
-devel within the next 3 months, L

Balances whose absolute values are less than 5% of the gross
. annual revenues adopted for the most recent test year, or im the
-208C recent annual report on file are to be amortized over one
* year, Balances exceeding 5% will be.amortized over periocds greater

hant | year. :

10. QTHER CONDITIONS

&:. Water utilities should be prepsred when regueated by the
-Commission or its staff to justify ang differences between
the recorded production factors &nd those adopted in the
wost recent decigion., Failure to do 8¢ may result in an
adjustment to the balancing account to reflect adopted
production factors. . : ‘ -

b, Water utilitfes must submit as part of their offset filing
for & district, information on all balaneing accounta for
that dutricp-. Fedlure to do eo mey result 4n a rejection of the

‘M'




1.
2.

1.

3.

. !z. :.'I :II :I: ' ‘
mm POMER mmmr

) (1981)
.M (2) 3 (4) (3)  (6)~(2)x(35) (7)-(3):(4)
: Incr. Incr.
Yonth gf.lea "o - ;
Charge Charge  Reverve Expense
(KCef) (Kvh - (9/xeh) ($/Cct) % (&)
Jan. 240.2 168,600 - - - -
Feb.  237.3 165,600 - - - -
Mar. 234.2 162,400 0.015 coo= - 2,400
Apr. 247.2 178,400 0.015 0.0111 2,700 - 2,700
May 328.6 . 231,000 0.015 = 0.011 3,600 3,500
Jun 3284 - 235,000 0.025 0.0111 3,600 - 5,900 .
Jul.. 349.3 242,200 0.025 0.0111 3,900 - 6,100
: . u2.8 247,000 0.025 .0.0193 - 6,600 . 6,200
‘Sep. - 333.2 231,190 0.030 10.0193 - 6,400 - 5,800
Oct.  298.0 706,600 0.020 0.0193° - 5,800 - - 6,200
Nov. 247.3 180,000 0.030 0.0193 4,800 . 5,400
Dec. 207.6 150,000 - 0.030  0.0193 4,000 4,500

Adopted Quantities (1981)

Porchased Power =5 148,800
Water Sales = 3,394,100 Ccf
Power Consumption = 23536('.0!#1

Offset Expense and Revenue Calculations

Expense Increase Effective March 1
£0.015/Xsh x 2,353,600 Kb = $35,300
Offsetﬂmmselmreasel-:ffectivemtlf (Inc.M.Aoct.Mtt.)
($35300+$2400);33941oo(:c£ $0.0111?Uc£
Increase Effective June 1 ‘
- $0.0%/Kwh x 2,353,600 Bt = $B, g T
Offset Revenue Increase Effective Avgust 1 (Inc. Bal. Acct. Awort.)
($23,500 + $6,800 - Szhm)1339ﬁ1m0cf $00m
Expense Increcase Effective October 1
: $0.005/txh x 2,353,600 Kuh = $11800
NonitimalRevamOEﬁsetasoflbcenberm.

(B)=(6)~C

Collectio

1€

(2,400)
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($5,264 + $1,311)/$268,500 = 2.44%

EIDx(5) (I=(Nx(4) (B)=(6
Over

~(1981)
m ¢4 - (&) (5
- ' Sewimaea Adopted : Incr. Incr.
: ce " Exp. Rate Rev. Rate
Mooth Charges Expense Change e  Reverme
(3> (&) (% (€3] ($
Jan. 23,150 4,370 10 - -
.Feb, 23,200 4,390 10 - -
Mar. 23,250 4,370 10 - -
Apr. 23,250 4,370 10 2.54 567
May 23,340 4,370 10 254 - 562
Jun 23,370 &,370 10 244 - 570
Jul. 23,370 4,370 10 2.4, - 570
- Aug 23,370 4,370 10 2.64 - 570
Scp. 23,3%0 4,370 10 2.44 571
Oct. 23,400 4,370 10 - 254 571
Nov. 23,450 4,370 10 2.04 572
Dec. 23,450 4,310 10 2.44 572
Adopted Quantities (1981) = |
1. Payroll = $52,M40
2. Service Charge Revene $268 500 .
Offset Expense and Revere Calaﬂatim
1. Increase Effective Jarwary 1
: 102 x $52,440 = $5, 2&4
Mouthly Expense Increase
N 99,244/12 = $437
2. Offset Reverwe Increase Effective April 1

$

437
437
437
437
437
437
437
437
437
437
437
437

(inc. Bal. Acct. a-m.) e

(Una
Collec

0]
(a37



¢)) (2
Sexvice
Morth Charpes
$
Jan. 23,150
Feb. 23,200

Mar. 23,250
Apr. - 23,250

May 23,340
Jun - 23,3710
Jul. 23,370 .
Avg., 23,370
: o 23,390
g?;:. 23,400

Rov. 23,450

1.

21'

-~ s

&,

23,450

Adopted Quantities (1981)

Offset Fxpense and Revenwe Calculations

2% x §3,600,000 =

Monthly Expense Tncrease .
, $7,200/12 = S600
Offset Revenwe Increase Effective
($7,200 + $! ,300) /$268,

. Expense Increase Effective Jamsary 1
= $7,200

XCTACRMPRT 3

Reverxe Expense .

PROPERTY TAX BALANCING ACCOURT
- (1981}
. (33 @) (5)
Incr. Incr.
Mopted Tex Rate Rev. Rate
Tax Base e Change
(%) ® () $
36,000 o2 - -
36,000 oz - -
36,000 -Z 3.35 s
36,G00 2 3.35 817
- 36,000 »2 3.35 - 818
36,000 o2 3.35 818
36,000 o2 3.35 818
36,000 o2 o335 . 819
36,000 o2 3.35 - 819 .
- 36,000 o2 3.35 821 .
36,000 o2 3.35 821
-§ 36,000
- ﬁ.&m.ooo ]

s - T

@D (C)xCE)

®»

600
600
600
€00
00
600
600
600
600
600
600
600

(8)=(6)-
Over «

(Undes
Collect!
$

(600)
(600)
{600)
214
217
218
- 218
218
219
219
221
221
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Hublie Atilities Comminnion

© BTATE OF CALIFORNIA
‘ "l e

" §eptesber 13, 1983 . ; ' :

TO: CIABSES A, B AND C VATER UTILITIES

lancd ccouh ‘

Recent offsct ftltn;a have indicated a nded to address the rate dasign
associated with amortiszing balencing account accruals, The new balancing
account procedures approved by the Commisaion en May 18, 1583, are silent
~on this mattsr, At the joint technical workshop (staff and watar industry)
2onducted in June, {t vas suggestad that balancing account accruals be
"recovered entiraly from the service charges

We have given the matter further thought and sre mew recommending tha:
gecovery of the balancing acoount asceruale .related to water production
expensss, i.,c., purchased powaz and purcheosed water should be recovared
through the quantity charges., Aceruals related to non-water production
expenses, such as postage end ad valaran taxes ahould ba resovorsd through

the service chazge,

" Attached {s an fnsert on the recommanded rata deitzu for amortizing balancing
account scoruals, Please {nclude this in your balannlng account procedures
under Bacticn 6, Revenue Cotsponent,

{geyou have any qucattonl. plualc do not hnsttata to elll me At (415) 557«
3. .

Very truly yours, N . o e

M E:; 222 ] ‘ : ‘ . o
WESLEY FRANKLIN, Chief | S
Rydrauli{c Branch

Attachment
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Insart to Section 6, Ravenue Component

R

{zation o er Cle:oknncnlsu ared

Tor the ampunt accrued from water preduction explnlll, computes

sn incramental change in cents par Ccf,

Por the amount acerued fran noa~water production expensas, :enputé
ap incremental change in the service charge sinilar to the com-
putation of & surcharge.

rtization of Over/Undar Collection In anc Account - *

Compute &n facreneatal change for the flat rate tnri!!s similay
to the computation of & uunehltge.
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