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set the third block at usage above 125% of the ration and will bill usage in the third block
at 800% of base rate.

Rations for all other customers except fire hydrant customer rations will be set by

‘MPWMD. The Parties agree that California American Water will bill these customers at

100% of base rate up to their ration. The Parties agree that California American Water
will set the second block at a block width of 25% of the customer's ration and usage in
the second block will be billed at 300% of the base rate. California American Water will
set the third block at all usage above 125% of the ration and usage will be billed at 800%
of the base rate.

The Parties agree that customer categories and percentages of allotments used to calculate
rations will be based on MPWMD Ordinances.

Fire Hydrant customers would receive a ration or suspension of use in accordance with
MPWMD during stages 4, 5 and 6 and would be cut off in accordance with MPWMD
rationing regulation XV (See Ordinance 137) during stage 7.

PRIVATE FIRE SERVICE AND PRIVATE FIRE HYDRANT

The Parties agree that rates for Private Fire Protection Service will not change; these rates
will be maintained at current levels.

SPECIAL USE CUSTOMERS
The Parties agree that California American Water will include only metered fire hydrant
use customers in the special use category.

The Parties agree the rate will not change from the current percentage of the base rate
(200%). '

MECHANISMS FOR DECOUPLING SALES AND REVENUE

The goals of the decoupling mechanisms in the Pilot Program are as follows:

1. Sever the relationship between sales and revenue to remove any disincentive for
California American Water to implement conservation rates and conservation
programs. ‘

2. Ensure cost Savings resulting from conservation are passed on to ratepayers.
3. Reduce overall water consumption by California American Water ratepayers.

Decoupling for California American Water will be accomplished through both of the
following mechanisms:

1. A Water Revenue Adjustment Mechanism (WRAM) in the Monterey District
(“Monterey WRAM”) and a WRAM in Ambler Park (“Ambler Park WRAM”).

2. A Modified Cost Balancing Account (MCBA) for the Monterey District (“Monterey
MCBA?”) and an MCBA in Ambler Park (“Ambler Park MCBA”). The Monterey
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MCBA and Ambler Park MCBA will replace existing cost balancing accounts for
purchased power. California American Water does not currently have pump taxes or
purchased water expenses in the Monterey District, but if it did, these variable costs
would also be tracked in the MCBAs.

3. Together, the Monterey WRAM and the Monterey MCBA combination as well as the
Ambler Park WRAM and Ambler Park MCBA combination will ensure recovery of
the adopted fixed costs recovered through the quantity charge and the actual variable
costs for purchased power, purchased water, and pump taxes.2 The fixed costs not
included in these accounts will be recovered through the service charge, which is a
monthly charge that customers pay regardless of consumption.

4. In accordance with established Commission practice, the WRAM and MCBA
accounts will accrue interest at the 90-day commercial paper rate.

XV.  WATER REVENUE ADJUSTMENT MECHANISM (WRAM)

A. The Monterey WRAM will track the difference between the total quantity charge
revenues authorized by the Commission (“Total Adopted Quantity Revenues”), and the
total revenues actually recovered through the quantity charge based on actual sales -
(“Total Actual Quantity Revenues”) during conservation rates, emergency rates, or
rationing rates, excluding:

1. Revenue from Ambler Park, Ralph Lane, Chualar, Toro;

2. Private Fire Protection Service (Schedule No. MO-4), and Private Fire Hydrant
Service (Schedule No. MO-4H);

3. Revenue from the Coastal Water Project surcharge or equivalent water supply project
(to be revisited when a new water supply project comes online); and

4. Miscellaneous charges.

B. The Ambler Park WRAM will track the difference between the total quantity charge
revenues authorized by the Commission for Ambler Park, and the total revenues actually
recovered through the quantity charge based on actual sales, excluding private fire
protection service and miscellaneous charges.

C. The Parties agree that there will be no net change in taxes associated with the WRAM
accounts.

D. The Parties agree that replenishment fees will continue to be booked in a memorandum
account until such time as California American Water incurs them. At that time,
California American Water would file an advice letter to transfer these costs to a separate
balancing account (see section XX).

3 The revenue decoupling mechanisms also ensure recovery of other variable costs (such as chemicals and
uncollectibles), which are de minimus, at adopted levels.
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THE MONTEREY WRAM WILL REPLACE THE CURRENT
EMERGENCY WRAM

The Parties agree the current Emergency WRAM would no longer function, and instead,
California American Water will use the Monterey WRAM balancing account when
emergency conservation rates or rationing rates are implemented.

MODIFIED COST BALANCING ACCOUNT

The Parties agree that the Monterey Modified Cost Balancing Account (MCBA) will
track variable costs on a going forward basis, specifically, the account will track:

1. The difference between the total variable costs authorized by the Commission (“Total
Adopted Variable MCBA Costs”), and the total variable costs actually incurred
(“Total Actual Variable MCBA Costs”) 8

2. An MCBA tracks changes in price and quantity (amount of consumption), and will
capture both cost savings and cost increases.

The Parties agree that the Ambler Park MCBA will operate in the same way, but will just
track variable costs for Ambler Park on a going forward basis.

The Parties agree the MCBAs will capture the cost savings and cost increases associated
with purchased water, purchased power, and pump taxes (all of which are recovered
through the quantity charge under both the current and proposed rate designs). Although
California American Water does not currently have any purchased water or pump taxes
currently in the Monterey District, if it did they would be tracked in the MCBA as they
are in other California American districts.

XVIII. MAINTAINING LEAST-COST WATER MIX

A.

With regard to changes in the water mix that result in changes in vanable costs tracked in

- the MCBAs, California American Water stipulates that it will exercise due diligence in

ensuring the least-cost water mix of its water sources, within the constraints of Order 95-
10 and the Seaside Groundwater Basin adjudication.

California American Water agrees to make a showing in the next GRC filing
demonstrating that it has exercised due diligence in ensuring the least-cost mix for its
water sources.

6 . " 3. .
= The other de minimus variable costs described in footnote 5, supra, are not tracked in the MCBAs because they are

a small amount and do not vary significantly. Recovery of these other variable costs at adopted levels is ensured,
however, because any under- or over-collection of the revenues associated with these costs is included in the
WRAM balance. See Section XV. '
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XIX. RECOVERY AND REFUND OF BALANCING ACCOUNTS

A. The Parties agree that conservation rates may cause the amount of water consumed, and
thus the cost of water production, to vary from adopted levels.

B. The Parties agree that the desired outcome and purpose of using a WRAM and MCBA is
to ensure that the utility and ratepayers are proportionally affected when conservation
rates are implemented.

1. Inthe context of this Settlement Agreement, a proportional impact means that, if
consumption is over or under the forecast level, the effect on either the utility or
ratepayers (as a whole) should reflect that the costs or savings resulting from changes
in consumption will be accounted for in a way such that neither the utility or
ratepayers are harmed, or benefited, at the expense of the other party.

C. Reporting and Interest Accrual Requirements: The Parties agree that the amounts in the
WRAM and MCBA accounts will be reported as follows:

1. By March 31% of each year, California American Water will provide the Water
Division (with a copy to DRA) with a written report on the status of the WRAMs
(Monterey Main System and Ambler) and MCBAs (Monterey Main System and
Ambler) as described herein. The WRAM/MCBA for the Monterey Main system,
Hidden Hills, Bishop, and Ryan Ranch tracks certain revenues for those systems. The
Ambler Park WRAM/MCBA is separate because Ambler Park has a separate rate
design and separate water supply.

a. WRAMs: The written report will include a section on the WRAM showing the
revenue over- or under-collection with respect to actual (or recorded) water sales,
by customer class, as of December 31st of the preceding calendar year.
Differences between Total Adopted Quantity Revenues and Total Actual Quantity
Revenues will be tracked in the WRAM and accrue interest at the 90-day
commercial paper rate.

b. MCBAs: The written report will include a section on the MCBA comparing Total
Adopted MCBA Costs with Total Actual MCBA Costs as of December 31st of
the preceding calendar year. Differences between Total Adopted MCBA Costs
and Total Actual MCBA Costs will be tracked in the MCBAs and accrue interest
at the 90-day commercial paper rate. '

c. The written report will include a section listing the monthly balance in the
Monterey WRAM, Monterey MCBA and the net balance. The purpose of these
balances is to track whether the over or under collections were due to
conservation rates, emergency conservation rates, or rationing rates.

D. The Parties agree that the net balances of the WRAM and MCBA accounts will be
resolved in the following manner:

1. The WRAM and MCBA accounts will always be considered together for the purposes
of determining the need for additional revenue recovery from, or for refunds to,
ratepayers, and will be netted prior to any refund or recovery.
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XX.

2. California American Water will track revenues in the WRAM account by customer

class for analysis purposes, but implementation of a surcharge or surcredit will be
done considering the net balance of the WRAM and MCBA accounts for all customer
classes.

. If the annual report shows a combined under-collection in the WRAM/MCBA,

California American Water would wait until the next GRC to request recovery unless
the net balance exceeds 2.5% of the total recorded revenue requirement for the prior
calendar year. Ifthe net balance of the WRAM and MCBA accounts exceeds 2.5%
under-collection, California American Water will file an advice letter within 30 days
to either collect the amount of the under-collection via a rate element similar to that

'used for purchased water, or through a surcharge. This would be concurrent with

California American Water’s attrition step rate increases. Whether it is a rate element
or a surcharge, the amount of revenues collected through the rate element or
surcharge will be tracked in a balancing account compared to the total amount of the
under-collection. California American Water would revisit this rate change 6 months
later to see if it has stabilized and provide a report to the Water Division and DRA
with the results.

. If the annual report shows that there is a combined over-collection in the
WRAM/MBCA net balance that exceeds 2.5% of the total recorded revenue

requirement for the prior calendar year, California American Water will file an advice
letter within 30 days that refunds the balance in the WRAM and MCBA account
within one year. Refunds of over-collections will be passed on to ratepayers through
a flat surcredit for each account (residential and non-residential) that is subject to the
WRAM/MCBA.

. If the 2.5% threshold is not met, these balancing accounts will be refunded or

recovered in the next GRC.

SEASIDE WATERMASTER FEES

The Parties agree that the Seaside Watermaster administrative and replenishment fees
will continue to be tracked in the current memorandum account and will be transferred to
a separate balancing account after they are actually paid to be recovered via a separate
surcharge.

MONITORING AND DATA COLLECTION

California American Water agrees to track data including billing and usage data by meter
size, by month, and by class of customer, for use in analyzing customer response to the
proposed conservation rates so that it is readily available to the Commission and the
Parties to evaluate the results of this Pilot Project.

California American Water agrees to present usage data in the next GRC as follows:

6. California American Water will present customer usage data to DRA in a table (in

Excel format) showing how much water customers used annually and monthly by Ccf
level.
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7. In the same table, California American Water will also present information showing

each customer’s allotment as well as the same customer’s usage for the past 12
months. Customer turnover will be noted in the table.

. California American Water will develop a method to keep track of and maintain

historical allotment data and will report this data to the Commission in the next GRC
for the time period between a decision in this case and the next GRC.

. California American Water will track revenues by customer class. California

American Water will keep track of how much is refunded through the
WRAM/MCBA by customer class so that the information can be evaluated in the
next GRC to determine if the rate design and WRAM/MCBA mechanism is
reasonable.

RETURN ON EQUITY

A. The Commission opened Investigation (“L.””) 07-01-022 (Water Conservation OII) to
consider conservation rates and programs for Class A water utilities.

1. InPhase 1A of 1.07-01-022, the Commission adopted WRAM/MCBA mechanisms

for California Water Service Company (CWS”) and Park Water Company (“Park™),
in conjunction with conservation rate designs, in D.08-02-036. Additionally, in D.08-
06-002, the Commission adopted WRAM/MCBA mechanisms for California
American Water’s Los Angeles District, in conjunction with conservation rate
designs. The Parties agree that the WRAM/MCBA mechanisms proposed in this
settlement are substantially similar to the WRAM/MCBA mechanisms adopted for

-CWS and Park in D.08-02-036 and California American Water’s Los Angeles District

in D.08-06-002. :

. In the consolidated proceeding A.08-05-002, -003, and -004, the Commission is

currently considering the effect of the WRAM/MCBA mechanisms on the returns on
equity (“ROEs”) of CWS and California American Water. The Parties agree that
California American Water’s Monterey District ROE would be subject to the same
ROE adjustment the Commission adopts in A.08-05-003 for CWS and California
American Water Los Angeles District.
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Respectfully submitted,

By:

David P. Stephenson
Assistant Treasurer
CALIFORNIA-AMERICAN WATER
COMPANY

4701 Beloit Drive
Sacramento, CA 95838
Phone: (916) 568-4222
Fax: (916) 568-4260
dstephen@amwater.com

November |, 2008
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California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Phone: (415) 703-1836

Fax: (415) 703-2057
ciw@cpuc.ca.gov

November 2% 2008
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