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MEMORANDUM

This report was prepared by staff of the Office of Ratepayer Advocates
(DRADN under the general supervision of Program Manager, Danilo Sanchez, and
Program & Project Supervisor, Richard Rauschmeier. ORA is represented in the
proceeding by legal counsel, John Reynolds.

The table below identifies the names of ORA witnesses and the sections of
this report for which they are responsible. A statement of qualifications for each
ORA witnessis presented in Appendix B to this report.

Section Description Team Member
- Executive Summary Tony Tully

Chapter: 1 Rate Design and Revenues Eileen Odell
Chapter: 2 Operating Expenses Roy Keoneu
Chapter: 3 Labor and Payroll Roy Keoneu
Chapter: 4 Utility Plant In Service Justin Menda
Chapter: 5 Income Taxes Sung Han
Chapter: 6 Taxes Other Than Income Sung Han
Chapter: 7 Ratebase Mukunda Daewedi
Chapter: 8 Water Quality Justin Menda
Chapter: 9 Customer Service Herbert Merida
Chapter: 10 |Memorandum and Balancing Accounts |Roy Keoneu
craper 11| O s
Chapter: 12  |Other Relief Sought Herbert Merida
Chapter: 13 |Revenue Decoupling Tony Tully
Appendix: A |Results of Operations Tables Mukunda Daewedi
Appendix: B |Statement of Qualifications All

Vii
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In preparing this report, ORA has prioritized anayses and
recommendations based upon resources available. Therefore, the absence from
this report of analysis or recommendations on any particular item contained within
the Application ([A.QJ A.15 -01-002 should not be considered as ORA S agreement
with any underlying request or policy position related to that item.

viii
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EXECUTIVE SUMMARY

In Application A.15-01-002, San Jose Water Company requests increases
of $34,031,000 or 11.88 % in 2016, $10,111,000 or 3.06% in 2017, and
$16,590,000 or 4.78% in 2018. As shown in the table below, ORA recommends an
increase of no more than $23,468,000 or 8.54% in 2016, $13,803,000 or 4.42% in
2017, and $16,261,000 or 4.95% in 2018.

SIWC ORA
0, )
Year Requested SIWC % Recommended ORA%
Increase Increase
Incr ease Increase

2016 | $ 34,031,000 11.88% $ 23,468,000 8.54%
2017 | $ 10,111,000 3.06% $ 13,803,000 4.42%
2018 | $ 16,590,000 4.78% $ 16,261,000 4.95%

More than one-quarter of ORAIS calculated increase in 2016 rates is the
direct result of the lower consumption forecasts developed in response to recent
state mandates for increased conservation. ORAIS original calculated increase for
the Test Year 2016 was 6.27%, but was revised for SIWCIS most recent
consumption forecasts that were developed in response to the Governor(s
Executive Order B-29-15. ORA is aso recommending a more evenly distributed
implementation of the recycled water programs as opposed to the accumulative
total being placed in 2016 rates as proposed by San Jose Water Company. This
recommendation results in ORAIS calculation of a higher 2017 and 2018 rate
increase than that requested by the company.

After examining the books and records of the San Jose Water Company and
testing for reasonableness and prudency, the following is a summary of the
foremost differences between San Jose Water Company(s requests and ORAIS

recommendations.
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Cost of L abor

San Jose Water Company requests a total labor budget of $42,495,000 as
the result of increases in staffing, salaries and benefits. ORA recommends
reducing that amount to $34,565,000. The 18.66% reduction can be attributed to

the following ORA recommendations:

An adjustment to exclude labor attributed to non-tariffed products &

services

An adjustment to use the latest CPUC ECOS Memorandum labor
factors, and to use 2014 recorded costs for base-year estimates for

administrative and officer payroll
An adjustment to exclude bonuses from the forecast
An adjustment to exclude temporary and part-time labor

An adjustment to reduce administrative and officerslabor escalation

factors

An adjustment to reduce the number of requested new positions
from33to 5

An adjustment to overtime to use a 5-year average instead of a 3-

year average.
Conservation

San Jose Water Company is asking for a $12,138,200 increase in projects
associated with conservation over the 3-year rate case cycle ORA is
recommending an increase of $7,252,000 for a difference of $4,886,200 or
40.25%. The 40.25% reduction can be attributed mainly to ORAIS

recommendation to deny WRAM and associated conservation expenses.
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Since 1995 there has been a significant decline in SIWC customer water
consumption and this trend will likely continue as a result of the drought and
mandatory rationing resulting from Executive Order B-29-15. Consequently, more
of SIWCIS costs will be spread over a smaller amount of water sales resulting in a
dlight increase in standard water rates. Current conservation programs already
offered by San Jose Water Company and the Santa Clara Valley Water District,
existing Drought Memorandum Accounts, increased rates resulting from lower
sales forecasts, and an expanded recycled water program should be adequate for
achieving the necessary levels of conservation.

Capital | mprovement Projects

San Jose Water Company requests gross plant additions of $105,589,700
for 2015, $113,927,100 for 2016, and $116,024,000 for 2017 for a total of
$335,540,800. ORA recommends $104,157,684 for 2015, $104,749,084 for 2016,
and $103,521,403 for 2017 for a total of $312,428,171. The tota difference
between ORAIS and SIWCLs recommendations equal $23,112,629, or 6.89%, is
based on the necessity of projects and estimated costs.

Xi
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This chapter presents the Office of Ratepayer Advocatesl(ORA) analysis
and recommendations concerning San Jose Water Company(s (SIWC) projected
operating revenues for TY 2016, 2017, and 2018, and SJIWCIS methodology in
determining these revenues. In order to calculate projected operating revenues for
TY 2016, SIWC considers forecasts of anticipated numbers of customers and
anticipated water consumption per customer. This chapter also analyzes SIWCIS
rate design. ORA reviewed SIWCIS Report on the Result of Operations,
supporting workpapers, responses to data requests, authorized tariffs and data from
previously submitted applications to arrive at the recommendations contained in

this chapter.
_kKrjjrov=lc=o0ob Ijjbkarqgfl kp

Based on ORAIS independent evaluation of SIWCIS proposals, ORA finds
that most of SIWCIS proposed consumption and customer count estimates are
reasonable and based on established forecasting methods or reasonable deviations
therefrom. For example, SIWC deviates from the New Committee Method of
forecasting customer consumption and ORA goes into detail below explaining this
deviation and why it is reasonable, given the extended drought conditions in
Cdlifornia. Thus:

ORA recommends adopting SIWCIS consumption forecasts for all
customer classes other than [Industrial,[ivhich should be adjusted to

account for an error in SIWC workpapers.

1-1
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ORA recommends adopting SIWCIS forecasts for projecting

changes in customer amounts for all classes™ except [Other.[1 ORA

recommends using a four-year average to estimate changes in
customer numbers for the [@ther[tlass of customers, which consists
of temporary meters used by construction projects, as the five-year
average used by SIWC overstates the lingering effects of the
recession in 2010.

As discussed below, while ORA recommends no changes to SIWCIS
rate design in this GRC proceeding, it should be noted that rate
design changes should be considered when SJWC files its Schedule
14.1 Tier 2 advice letter requesting authorization for Mandatory

Rationing rates, as required by Commission Resolution W-5034.°2
Tkfp rppfl Kk

A forecast of customers, consumption, and revenues at present rates is
important not for determining future revenue requirements [0 as revenue
requirements in ORAS report are based upon the total of estimated expenses and a

return on estimated investment [Jbut rather for calculating the percentage increase

N A.15-01-002, Exhibit E, Chapter 7, Customers, Sales, and Operating Revenues, pages
7-1to 7-2. SIWC has eight customer classes: Residential, Business, Industrial, Public
Authority (such as schools and other government facilities), Resale (sales to mutual
water companies and other water providers), Raw Water (SIWC has four [raw(]
accounts with its own treatment facilities), Recycled Water, and other (mainly
consisting of portable connections for construction projects).

© Res. W-5034, page 4.
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or decrease in customer rates that is necessary to arrive at estimated revenue

requirements.

To illustrate, an unchanged or lower estimated revenue requirement might
still result in a requested rate increase if the number of customers or the
consumption per customer has decreased relatively more. Under this scenario,
since the same amount of cost (i.e. revenue requirement) will need to be recovered
from a smaller number of customers or gallons-of-water sold, an increase in rates
would follow. Conversely, if estimates of total revenue fail to include all sources
of revenue that will be collected under existing customer tariffs, an unnecessarily
high rate increase percentage to meet the estimated revenue requirement will
result. Consumption and revenues is also important in determining the tariff rates

that result from the final adopted revenue requirement and rate design,

ORA recommends the following adjustments to SIWCIS estimates of

customers, consumption, and revenues.

N FEstimated Number of Customers

ORA recommends an adjustment to SIWCIS customer count estimates for
the [Other[tustomer class. The Commission(s Rate Case Plan for Class A Water
Utilities (RCP) recommends that Class A water utilities such as SIWC [[f]orecast

customers using a five-year average of the change in the number of customers by

customer cIass.DE SIWC utilizes this method for Residential, Business, Public

Authority, and Industrial customer classes. For Resale customers, SIWWC uses the

P CPUC Opinion Adopting Revised Rate Case Plan for Class A Water Utilities, Decision
07-05-062, Appendix A, Rate Case Plan and Minimum Data Requirements, at 22-23,
n. 4.
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five-year average total number of customers, rather than the five-year average
change in customers to predict future customer totals, noting that customer totals
have remained steady over time and predicting no growth in this customer classin
TY 2016, 2017, or 2018. SIWC projects no changes to customer counts for their

Raw Water customer class, as Raw Water accounts are those SIWC holds with its

own treatment facilities® ORA recommends no changes to these customer

forecasts.

For [DOther[Cimetered services, consisting primarily of portable meters used
by contractors to procure water from nearby hydrants during construction projects,
SIWC aso uses a five-year average change to predict future customer numbers,
resulting in a forecasted decrease in customersin TY 2016, 2017 and 2018. In this
case, however, the five-year average may be overly influenced by decreased
construction in 2010 caused by the recession. Indeed, when originally forecasting
sales for this customer class, SIWC notes that [[t]he [sales] data reflect the poor
state of the local housing construction industry in 2009 and 2011, and a modest

recovery in 2012 and 2013.F Thus, SIWC originaly used a two-year average
(2012-2013) to forecast total sales. To account for recovery in the local housing
industry, ORA recommends using a four-year average (2011-2014) change in

customers.

Q A.15-01-002, Exhibit E, Chapter 7, Customers, Sales, and Operating Revenue, page 7-
1 through 7-2.

R A.15-01-002, Exhibit E, Chapter 6, Report on Demand Forecasts, page 11.

1-4
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Table 1-A: Other (Customer Count For ecasts

ORA's
SIWC's Estimated Recommended
Number of " Other" | Number of " Other"
Year Customers Customers
2009 (actud) 203 203
2010 (actud) 152 152
2011 (actud) 157 157
2012 (actud) 173 173
2013 (actud) 188 188
2014 (actud) 192 192
2015 190 202
TY 2016 188 212
2017 186 222
2018 184 232

O FEstimated Water Consumption

ORA recommends adopting SIWCIS updated consumption forecasts for
Residential, Business, Public Authority, Resale, Raw Water, [Other,[]and
Recycled Water customer classes. ORA recommends adjustments to the Industrial
customer class consumption forecasts, to account for an error in SIWCIS

workpaper. SIWC reasonably deviates from the Mlew Committee Method,[the

Commission(s required forecasting method described in its RCP,§ when

S The New Committee Method requires that water utilities apply a multiple regression
analysis to monthly data for ten years, if available, to predict future sales. If ten years
of datais not available, utilities are to use all available data, but not less than five years
of data. If lessthan five years of datais available, the utility and ORA will haveto
jointly decide on an appropriate method to forecast the projected level of average
consumption. Utilities are to use 30-year averages for forecast values for temperature

(continued on next page)

1-5



S o~ W N P

10

11
12
13

14
15

forecasting consumption for TY 2016, 2017, and 2018. This section begins by
describing the methodologies SIWC used to determine its consumption forecasts,
and highlights ORAIS recommendations where appropriate.  This section
concludes with a discussion in greater detail of ORAIS reasons for recommending
no changes to SIWCIS updated consumption forecasts for all customer classes

except Industrial.
(&) SIWCIS Consumption Forecasts

ORA recommends adopting SIWCIS updated consumption forecasts for all
customer classes, except Industrial. SIWC updated the forecasts submitted in its

General Rate Case Application filed in January, 2015" to account for recent

mandatory rationing initiatives,LJ discussed further below. However, it is useful to
describe SIWCIS original forecasts and methodologies in order to better explain
the rationale and reasonabl eness of SIWCIS Updated Forecasts.

In its original application filing, SIWC describes three methods for
forecasting consumption:

(continued from previous page)

and rain, and are to remove periods from the historical datain which sales restrictions
(e.g. rationing( were imposed or the Commission provided the utility with sales
adjustment compensation (e.g. drought memorandum account), but replace with
additional historical data and obtain 10 years of monthly data, if available. CPUC
Opinion Adopting Revised Rate Case Plan for Class A Water Utilities, Decision 07-
05-062, Appendix A Rate Case Plan and Minimum Data Requirements, at 22-23, n. 4.

I A.15-01-002, Exhibit E, Chapter 6, Report on Demand Forecasts.

Y Attachment 1-A: SIWC Response to ORA Data Request EO2-004, question 1.
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The New Committee M ethod;y

The New Committee Method with a 1.5% per year reduction or
[Conservation Adj ustment,D&Msi milar to that which was approved in
SIWCIS most recent previous rate case™"nd which SIWC describes as

an [Underlying conservation trendD&E)and

A Drought Effects Adjustment, predicting continued increased
conservation in 2015 (based on the drastic reductions seen in 2014 from
2012-2013 levels) and predicting in 2016-2018, as drought conditions
wane, a mix of a gradual increase in consumption, returning to the
underlying conservation trend of 1.5% per year and continued
conservation resulting from technological or [Hard conservationl]

measures adopted during the drought.

In its original application, SIWC submits the Drought Effects Adjustment
estimates as its residential and business consumption forecasts and uses the

Conservation Adjustment estimates for most other customer classes (Industrial,

Public Authority, Resales, and [Other)l ™-F

v A.15-01-002, Exhibit E, Chapter 6, Report on Demand Forecasts, pages 5-11. See also
supra note 6, (explaining the New Committee Method).

M\,4\.15-01-002, Exhibit E, Chapter 6, Report on Demand Forecasts, page 12.
N1 14-08-006, page 14.
u%\.15-01-002, Exhibit E, Chapter 6, Report on Demand Forecasts, Addendum, page 2.

M?0\.15-01-002, Exhibit E, Chapter 7, Customers, Sales, and Operating Revenue, page 7-
1 through 7-2. For its Raw-Water customer class, in which SIWC has four accounts
with its own facilities, SIWC expects no change in consumption. For its Recycled

(continued on next page)
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Table 1-B: SIWCISOriginal Residential and Business Consumption

Forecasts

Residential, Aver age Use per Customer, Cubic Feet

New Committee

Conservation

Drought Effects

Year Method Adjustment Adjustment
2013 (actud) 177.3 177.3 177.3
2014 (actud) 1574 1574 1574

2015 172.8 171.2 156.8

TY2016 171.7 170.2 157.1

2017 170.7 169.2 157.5

2018 169.6 168.1 156.6

Busi ness, Aver age Use per Customer, Cubic Feet
New Committee Conser vation Drought Effects

Year Method Adjustment Adjustment
2013 (actud) 958.1 958.1 958.1
2014 (actud) 896.1 896.1 896.1

2015 911.8 906.2 900.6

TY2016 903.8 892.2 892.6

2017 895.8 879.2 879.2

2018 887.8 866 886.7

However, as noted above, in an update to its origina fiIing,&QSJWC
predicts that most of its customer classes will increase conservation efforts in

response to recent,

(continued from previous page)

heavily-publicized calls for mandatory rationing and

Water class, consumption forecasts are derived with methodol ogies found in SIWCIS

Recycled Water Master Plan, filed in response to ORA Data Request EO2-003. SIWC

has not updated its Recycled Water forecasts from those originally submitted.

&%n April 1, 2015 ORA issued a Data Request (EO2-004) addressing the Executive
Order B-29-15, which calls for mandatory rationing, issued that day. ORA asked
SIWC what affect the Executive Order would have on its application and
recommended water consumption forecasts. On April 8, 2015 SJIWC submitted new
consumption forecasts in response to this data request. Due to the stage in this GRC
proceeding at which the Governor issued his, and the limited time remaining in the

schedule before testimony is due, ORA will treat these updated consumption estimates

as amendments to SIWCIS Application.
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continuing drought conditions. In particular, in Executive Order B-29-15, signed
April 1, 2015, Governor Edmund G. Brown called for a mandatory statewide

reduction in urban potable water use by 25% from 2013 levels, in force through

February 28, 20162 Additionally, on March 24, 2015 the Santa Clara Valley
Water District (SCVWD) from whom SIWC purchases @ major portion of the

companyl(s water supplyd\'—scal led for a30% reduction in use from 2013 levels ™"

To account for these directives to reduce consumption in its forecasts,

SIWC updated its forecast methodology and estimates, evaluating each customer

class except Recycled Water, Raw Water and [Other,[similarly. MY nits update,

SIWC begins with a baseline consumption amount, derived from 11 months of

N VO M

2013 consumption data (all months except March).— 2013 data provides a

M%Zal ifornia Executive Order B-29-15, signed April 1, 2015.
N3\ 15-01-002, Exhibit E, Chapter 3, Present Operations, page 3-2.
uTAttachment 1-A: SIWC response to ORA Data Request EO2-004, question 1.

&Lf—‘or its Raw-Water customer class, in which SIWC has four accounts with its own
facilities, SIWC expects no change in consumption. See A. 15-01-002, Exhibit E,
Chapter 7, Customers, Sales, and Operating Revenues, page 2, and corresponding
workpapers. For its Recycled Water class, consumption forecasts are described in
Chapter 20 of Exhibit E, Recycled Water, using methodol ogies found in SIWCIS
Recycled Water Master Plan, filed in response to ORA Data Request EO2-003. ORA
recommends no changes to these forecasts. [Other[is the only customer class that has
increased its average usage per consumer from 2013 levels. Because this class has not
achieved any conservation, no future conservation is predicted. Attachment 1-A:
SIWC response to ORA Data Request EO2-004, question 1.

&\,/Attachment 1-B: SIWC Response to ORA Data Request EO2-005, question 1, see
Variresuse V2update.xls.

g'\Q/I arch is excluded from baseline cal culations because the most-recent data SIWC has
for measuring response to pressure for conservation is from April, 2014 through
February, 2015. No conservation data for March has been collected, so excluding the

(continued on next page)
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reasonable baseline as this is the baseline against which the mandatory rationing
directives listed above measure reductions. SIWC compares the 2013 residential

consumption figure with the total consumption figure for the most recent 11

months for which SIWC has data: April 2014°2N February 2015. For example,

SIWC found that, in these 11 months, residential customers were able to decrease

consumption by 16% from 2013 usage ([rleduction to -datel). Q0

ORA recommends making an adjustment to the Industrial customer class
consumption to correct an anomaly in the workpapers where both March and April

data are excluded from the 2013 total and only 10 months of most recent data are

(continued from previous page)

same month from the baseline data would allow for adirect comparison in
conservation behavior without affecting the overall percent reduction value.

QI\él\NC states that April 2014 is a reasonable date from which to start measuring
consumer response to the drought. They cite the Governor[s January, 2014
proclamation of a State of Emergency calling for voluntary 20% reduction in
consumption by 2020, but note that their customers didn(ilappear to respond with
decreased consumption until April 2014, when the Governor issued an Executive
Order prescribing specific rationing behaviors for various consumer classes [fb speed
up action to conserve water[,] Camong other directives. A.15-01-002, Exhibit E,
Chapter 6, Addendum at page 1. Further, on April 24, 2014, the Santa Clara Valley
Water District, from whom SIWC purchases [@ major portion of the Company(s water
supplyCannounced expanded rebate programs for water -efficient fixtures. A. 15-01-
002, Exhibit E, Chapter 3, Present Operations, page 3-2; Chapter 6, Report on Demand
Forecasts, Addendum, page 1. Finaly, in March of 2014, SIWC instituted its water
savings program, adopting water conservation rules designed to achieve the 20%
conservation target set by the Governor. 1d. SIWC believes these triggers caused
customer responsg, first measureable in April 2014 usage. Itisthisresponse, seenin
April 2014-present day datathat SIWC is using to predict the response to further
increased (and now mandatory) calls for rationing.

O Qttachment 1-A: SIWC Response to ORA Data Request EO2-004, question 1;
Attachment 1-B: SIWC Response to ORA Data Request EO2-005, question 1

1-10
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usedin comparison.QPWhen April isincluded and the same 11-month data span is
used for the Industrial class as is used for other classes, Industrial[S reduction to-
date decreases from 9% to 6% below 2013 totals.

SIWC predicts that because SCVWD has increased its call for mandatory

rationing to 30% from 20%, customers will react with proportional wccess,QQ

i.e.
because rationing directives have increased from 20% to 30%, residential

customers will increase conservation from 16% to 24% from mid-April 2015

through mid-April of 2016, for exampl e2Rg milarly, because business customers
achieved a 9% reduction in 2014, beginning in mid-April 2015 consumption is
expected to be 14% lower than 2013 levels, continuing in this trend through mid-

April 2016.2°

O PAttachment 1-B: SIWC Response to ORA Data Reguest EO2-005, question 1, see
Non-Res Sales Statsupdate.x|s, Tab: Industrial Sales by Mo.

Q(%\ttachment 1-A: SIWC Response to ORA Data Request EO2-004, question 1.

O R ttachment 1-B: SIWC Response to ORA Data Request EO2-005, question 1, see
Variresuse V2update.x|s.

O S\ ttachment 1-B: SIWC Response to ORA Data Request EO2-005, question 1, see
Varibus V2update.xls.
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Table 1-C: Forecasted Reductions from 2013 levels, with ORALS Industrial
CIassAdjustmentgT

% Reduction for | % Reduction from
% Reduction To- Bal ance of 2015- April 2016-April

Customer Class Date April 2016 2017
Residentid 16% 24% 16%
Business 9% 14% 9%
Industrid 6% 9% 6%
Public Authority 15% 22% 15%
Resde 19% 29% 19%
Other 0% 0% 0%

Table 1-D: Industrial Forecasts

SIWC'sIndustrial | ORA'sIndustrial

Year Forecasts (CCF) Forecasts (CCF)
2013 (actud) 218,817 218,817
2014 (actud) 210,921 210,921
2015 197,767 206,314
TY 2016 196,088 203,850
2017 199,806 205,627
2018 203,523 207,405

SIWC assumes that future water years will return to normal preci pitation,QU

thus SIWC predicts that in mid-April of 2016, as pressure to conserve decreases
with the potential expiring of the GovernorlSs Executive Order, Residential,

Business, Industrial, Public Authority and Resale consumption will slowly

QTN ote that these percentages are not cumulative. For each year listed, the percentage
reduction is simply the percentage reduction from 2013 levels, rather than an
additional conservation reduction from prior-year levels.

QL’éllVVC notes that the RCP requires that sales forecasting anal yses should assume that
all following winters will deliver normal rainfall. Attachment 1-A: Response to ORA

(continued on next page)
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increase. For example, Residential conservation will return to a 16% reduction

from 2013 levels2Y Similarly, business consumption will return to its 9%

reduction from 2013 levels, both changes reflecting a move back towards the

underlying trend of conservation.=M In 2017 and 2018, SIWC predicts that

consumption will continue to increase as conservation behaviors wane with the

assumed return to normal water years.P—N

Table 1-E: Original and Updated For ecasts

Residential, Aver age Use per Customer, Cubic Feet
Drought Effects Updated Dr ought

Year Adjustment Forecasts
2013 (actud) 177.3 177.3
2014 (actud) 1574 1574

2015 156.8 140.1

TY2016 157.1 146.6

2017 1575 151.7

2018 156.6 158.1

Busi ness, Aver age Use per Customer, Cubic Feet
SJWC's Drought
Effects Adjustment [ SIWC's Updated

Year For ecasts Drought Forecasts
2013 (actud) 985.1 958.1
2014 (actud) 896.1 896.1
2015 900.6 844.5
TY2016 892.6 860.8
2017 879.2 865.4
2018 886.7 865.7

(continued from previous page)

Data Request EO2-004, question 1.

Q\,/D\ttachment 1-B: SIWC Response to ORA Data Request EO2-005, question 1, see
Variresuse V2update.x|s.

By,

ID—Nl'his 1.5% per year reduction was the adopted forecasting adjustment method for
SIWC consumption estimatesin its last general rate case.
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(b) Drought Conditions Support SJIWCIS Consumption

Forecasts

Aside from the correction of an error, ORA recommends no changes to
SIWCIS consumption forecast methodol ogies, as they reasonably account for rapid
increases in conservation and increased pressure to maintain these conservation
levels, when New Committee Method model results would not. SIWC attributes
these increases in conservation and continued pressure to conserve to certain
government and agency actions, including Governor Edmund G. Brown[S

Declaration of Drought Emergency on January 17, 2014, calling on Californiansto

reduce water consumption by 20%,P—Oand the resulting increased publicity and

public awareness of the severity of the current drought.

Pursuant to the Governor(S direction in the Declaration of Drought
Emergency, the State Water Resources Control Board approved Emergency
Conservation Regulations on July 28, 2014, prohibiting certain water use activities
and allowing for the collection of fines of up to $500 per day for violations as well

as directing urban water suppliers to take certain measures with regards to their

water shortage contingency pIans.P—P These prohibitions will encourage the
behavioral modifications described in SIWCIS forecasts.

Additionally, subsequent measures by the Santa Clara Valley Water District

(SCVWD), including the extension and/or increase of certain conservation rebate

F>—?Gaovernor Brown Declares Drought State of Emergency,[Jan. 17, 2014, ava ilable at
http://ca.gov/Drought/news/story-27.html.

P—PZ3 CFR 88 863-865. These regulations were amended and extended on March 27,
2015. State Water Resources Control Board Website:
http://www.oal.ca.gov/Recent Actions Taken on Emergency Regulations.htm

1-14
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programs through December 31, 2015,P—(%vill encourage those [hard conservat ionl]
measures supporting certain assumptions in SIWCIS forecasts (e.g. landscape
conversions, high-efficiency toilet and clothes washer conversions, and laundry-

to-landscape gray water systems). These rebates are open to all qualifying Santa

Clara County residents, including SIWC customers. =R

SIWC offers a direct conservation program in addition to the SCVWD
rebate programs. Its cornerstone project, a water audit program, is available to
single-family homes, multi-family dwellings, and commercial customers. [During
the water audit, a trained water conservation inspector demonstrates how to read
the meter, detect leaks and estimate the volume of any leaks discovered. At the
end of the audit, [SIWC] provide[s] additional conservation tips based on the
results of the audit. [SIWWC] aso makes referrals to other programs, if

applicable. F-Swhile many aspects of the water audits seek to increase behavioral
changes, hard conservation practices are also increased, as SIWC distributes

complimentary low-flow devices during these audits and may identify leaks or

other facilities-based malfuncti ons.ET

F>—%anta ClaraValley Water District Website, [District calls for 30% conservation, lawn
watering 2 days aweek, ] http://www.valleywater.org/EkContent.aspx 7 d=12380, | ast
visited Apr. 15, 2015.

F>—I%anta ClaraValley Water District Website, [Rebates, ]
http://www.valleywater.org/programs/rebates.aspx, last visited, Mar. 25, 2015.

F>—"QSan Jose Water Company Website, Water Audit Program,[]
http://www.Swater.com/for your information/save water money/water audit progra
m last visited Apr. 15, 2015.

P 1.
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As noted above, since SIWC filed its GRC application in January, 2015,
the Governor issued another executive order, this time directing the State Water

Resources Control Board (SWRCB) to institute mandatory water rationing in

Californiafor the first time.=-"The rationi ng should:

[Bchieve a statewide 25% reduction in potable urban water usage through
February 28, 2016. These restrictions will require water suppliers to Californials
cities and towns to reduce usage as compared to the amount used in 2013. These
restrictions should consider the relative per capita water usage of each water
suppliersliservice area, and require that those areas with high per capita use
achieve proportionally greater reductions than those with low use. The California

Public Utilities Commission is requested to take similar action with respect to

investor-owned utilities providing water services. B

Pursuant to this Executive Order, the SWRCB issued Mandatory
Conservation Proposed Regulatory Framework (MCPRF) on Apr. 7, 2015.2Mrhe

MCPRF apportions water use reductions across urban suppliers based on their

September, 2014 reported gallons-per-capita-daily (R-GPCD).QN With a

F)—LfCEovernor Brown Directs First Ever Statewide Mandatory Water Reductions,[Apr. 1,
2015, available at http://gov.ca.gov/news.php?d=18910

P,

Q'\étate Water Resources Control Board Website, M andatory Conservation Proposed
Regulatory Framework,Cssued Apr. 7, 2015, available at http://www.waterboards.
ca.gov/waterrights/water _issues/programs /drought/emergency _mandatory
regulations.shtml (under [Documentsltab).

Ny,
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September 2014 R-GPCD of 94.6, SIWC potentialy fallsinto Tier 2,2 Pneaning it
may be required to reduce consumption by 20% from 2013 levels through
February 2016 to comply with SWRCB regulations. The proposed regulations
highlight stringent enforcement mechanisms that may be taken against urban water
suppliers not in compliance: Comments on these proposed regulations are to be

submitted by April 13, 2015 and the proposed regulations will be voted on in early

M ay.QP

SIWCIS original consumption forecasts do not predict that it will achieve
the 20% reduction potentially required by SWRCB, let aone the 25% statewide
mandate or the 30% reduction instituted by SCVWD. Its updated forecasts take
into consideration these later governmental actions, particularly those requiring
mandatory reductions, and reasonably estimate progress towards achieving those

conservation goals.

ORA recognizes that SIWCIS projected level of sustained conservation is
ambitious. However, increased publicity of drought conditions has increased
public awareness of the severity of water shortage issues. [Mot only are people
recognizing thisis an immediate problem, but theylrle now at the point of realizing

It[S going to be a long-term problem,Jsays Public Policy Institute of California

Qcétate Water Resources Control Board Website, [Wrban Water Suppliers and Proposed
Regulatory Framework Tiersto Achieve 25% Use Reduction,[issued Apr. 7, 2015,
available at http://www.waterboards.ca.gov/waterrights/water _issues/programs
/drought/emergency mandatory regulations.shtml (under [Documents[iab).

QPState Water Resources Control Board, (Mandatory Conservation: Achieving a25 %
Statewide Reduction in Potable Urban Water Use FACT SHEET,[issued Apr. 7,
2015, available at http://www.waterboards.ca.gov/waterrights/water _issues
/programs/drought/emergency _mandatory _regulations.shtml (under ocuments]
tab).
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President and CEO Mark Baldassare 2°0ver 100 SIWC customers attended the
CPUCIS Public Participation Hearing concerning this GRC, held on March 25,
2015. Most, if not all, commenters expressed concern over drought conditions and
awareness of the importance of conservation, while expressing displeasure or
confusion over the fact that their increased conservation could lead to increases in
rates. ORA recognizes that achieving these consumption estimates could lead to
further rate increases. However, under the current mechanisms in place for SIWC
to track its conservation impacts, such as the Mandatory Conservation
Memorandum Account, and its Monterey-Style WRAM, the amortization of any
undercollections can be extended depending on the level of undercollection as a
percentage of SIWCIS adopted revenue requirement. The measure helpsin easing
the potential rate shock and bill impact on customers. Further, ORAIS adjustments
in other areas of this rate case analysis allow residential rates to increase at a

slower rate, while maintaining important levels of conservation.

P FOperating Revenues

ORA used the customer and consumption estimates described above to

estimate operating revenues at present rates.

Q-%i chman, Josh, [Califo rnia drought: Neighbors aren(ildoing enough to conserve water,
poll finds,[Tontra Costa Times, Mar. 26, 2015.
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Table 1-F: Present Rate Operating Revenues

Oper ating Revenues
under SIWC's Drought
Effects Forecasts at

Oper ating Revenues
under SIWC's Updated
Drought Forecasts at

Oper ating Revenues
with ORA's
Adjustmentsto SIWC's
Updated Drought
Forecasts at Present

Present Rates Present Rates Rates (Thousands of
Year (Thousands of Dollars) | (Thousands of Dollar s) Dollars)

TY 2016 $286,025 $274,377 $274,460
2017 $285,903 $274,969 $275,081
2018 $284,627 $275,401 $275,539

Q FRate Design

(a) Introduction

Rate design is the process of setting prices for utility service at levels that

permit a utility to collect its total authorized revenue requirement.

After

calculation of SIWCIS revenue requirement, a rate design that incorporates

estimates of the number of customers and their future consumption level is used to

determine the actual rates that SIWC customers will be charged for utility service.

ORA recommends no changes to SIWCIS current rate design. SIWC has

requested no changes to its current residential rate design, as the residential rate

design was authorized by the Commission in SIWCIS most recent genera rate

case for TY 2013,9-Rand went into effect in August of 2014.2° As such, SIWWC

states, insufficient data is available to make conclusions regarding the efficacy of

Q% 14-08-006, pages 114-115.

Q3A.15-01-002, Exhibit E, Chapter 15, Rates, page 15-1.
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the rate desi gn.Q-TSJWC also proposes retaining the single-tiered rate schedule for

non-residential customers.
(b) Discussion

While ORA recommends no changes to the current rate designs, it is worth
describing the current rate designs and recent consumption data, and making
certain observations. Non-residential customers are billed at a single tiered rate
for potable water. All non-residential potable use is billed at the Standard
Quantity Rate (SQR).

The adopted tiers for monthly residential consumption are:

Tier 1: usage [B ccf

Tier 2: 3 ccf < usage [118 ccf

Tier 3: 18 ccf < usageQ-U
The adopted tier ratios as a function of the SQR are:

Tier 1: 0.90

Tier 2:1.00

Tier 3: 1.10%Y

Qi

QY4 a 153
QVy.
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The change from a two-tiered to a three-tiered rate design was intended to
encourage reductions in consumption at the higher ends of average and at above
average residential consumption levels, and to allow for small reductions in
monthly bills for those residents with the lowest consumption rates. Results
indicating that this rate-design is successful would show decreasing usage at the
third tier.

ORA used SIWC data showing monthly residential per-tier consumption&M

to assess, as best as is possible, the results of the three-tiered structure since
August of 2014. Preliminary results indicate that consumption within the third tier

IS decreasing as a proportion of total residential consumption, while consumption

within tiers 1 and 2 isincreasing as percentages of total residential consumption.&N

While these data suggest that the rate design may be working as intended, a
number of other circumstances may have contributed to these results: (1) the
results illustrate only six months of usage; (2) the roughly eight months of data
come in the midst of a four-year drought, with a particularly dry winter; (3) the
data represents primarily fall and winter usage, which would typically represent
less high-consumption behavior; and lastly, (4) due to typical billing practices,

such as bi-monthly billing and post-billing adjustments, some amounts of water

&'\Attachment 1-C, SIWC response to ORA Data Request SC1-001; see also Attachment
1-D, Information Provided viaemail from Wes Zuber (SJWC) to Richard
Rauschmeier (ORA), Apr. 14, 2015, Tiered Usage.xIsx.

R Mttachment 1-C, ORA Data Request SC1-001, SIWC Response to ORA DR SC1-
01 Attachment Q1.xls.
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throughout this period are still billed at the two-tiered rate, accounting for water
used under the two-tiered system, but not billed until after August 15, 2014.2°

Preliminary possible success under this rate design suggests that price can
have a large impact on conservation in SIWCIS service territory. However,
generally, as water use decreases, rates must increase in order for utilities to cover
the fixed costs of providing service. See, for example. the difference between the
SQR necessary to meet revenue requirement under SIWCIS original Drought
Effects consumption forecasts and the SQR necessary to meet the revenue
requirement under SIWCIS updated forecasts:

Table 1-G: Forecast Effects on Standard Quantity Rates

SOR under SIWC's SOR under SIWC's SOR with ORA's
Drought Effects Updated Drought  [Adjustmentsto SIWC's
Forecasts at Proposed | Forecasts at Proposed Updated Drought
Year Rates Rates For ecasts at Proposed
TY 2016 4.1689 4.2973 4.2973
2017 4.2939 44181 44181
2018 45162 4.6328 4.6328

SIWC updated its forecasts to account for mandatory rationing currently
imposed. As aresult of the mandatory rationing, SIWC must file a Tier 2 advice
letter with the Commission, requesting authorization to impose Schedule 14.1
Mandatory Rationing rates on customers. This will likely further increase the
SQR. ORA recommends that SIWC consider the adoption of an emergency fourth
tier in its residential rate structure in its proposed Schedule 14.1, appropriately
tying the duration of that adjustment in rate design to the duration of the drought.

Such a tier could act as a penalty for those users who continue to consume

R Q.
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excessive amounts of water during the drought period, and the additional revenues
from such atier could mitigate certain increases to rates at the current tiers. SIWC
data indicates that in 2013 and 2014, on average, between 11 and 14% of

residential consumption occurred over the 24 CCF per month benchmark. 2P This
use varied greatly throughout each year, increasing in dry summer months,
suggesting that much of the consumption at these levels is for outdoor use. Such
useislargely discretionary. Creating an emergency fourth tier to increase the rate
at which this consumption is charged would also allow for smaller rate increases

(or rate decreases) at those consumption levels that represent conservative use.
aKl k irpflk

To obtain a reasonable estimate of any necessary rate change in order to
meet an estimated test year revenue requirement, the Commission should adopt
ORAIS recommendation to: (1) use ORAIS recommended customer counts for the
[Othercustomer class; (2) use ORAIS forecasted consumption for the Industrial
customer class, and (3) consider in the review of SIWCIS Tier 2 advice letter the

adoption of an emergency fourth tier for residential consumption.

&'?Attachment 1-D, Information Provided via Email from Wes Zuber (SJWC) to Richard
Rauschmeier (ORA), Apr. 14, 2015, Tiered Usage.xIsx.
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ATTACHMENT 1-A: SIWC Data Request Response, EO2-004

S5an Jose
Water
Company

110 W. Taylor 51
San Jose, CA B5110
Phone 408 278-7900
Fax 408 270-7234

April 8. 2015

Tony Tully

Office of Ratepayer Advocates
California Public Utilifies Commission
505 Van MNess Avenue

San Francisco, CA 94102

Phone: (415) 703-2385

Fmail: tony tully@cpuc.ca gov

Dear Mr. Tully:
Enclosed vou’ll find San Jose Water Company s response to data request EO2-04 dated March

g™ 2015.

If vou have any questions, please contact me af (408} 918-7247 or e-mail at
wes owens@sjwater.cony

WVery truly yours.

WES OWENS
Manager of Regulatorv Affairs
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Date:

To:

From:

SIWCID:

DATA REQUEST RESPONSE

April 8, 2015

Tony Tully

Office of Ratepaver Advocates
California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Wes Uwens

Manager of Regulatory Affairs
Tel: (408) 918-7247

Fax: (408)279-7934

E-mail: wes. owens@'sjwater.com

General Rate Case Data Request

Response to DR No. ORA-A 15-01-002 EO2-04
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RESPONSES

e

To what extent, if at all, does Governor Edmund G. Brown's April 1, 2015 Executive

Ovder (B-29-15) - thart calls for the State Water Resources Control Board and the

California Public Urilities Commission to impose restricrions to achieve a statewide

25% reduction in potable urban water usage by February 28, 2016 - affect vour

dﬁw'-rh and requests concerning water consumption forecasts for all customer
5657

Besponse: The forecast provided as part of the onginal filing contained several
assumptions that have since been mvalidated:

. As required under the normal approach to forecasting sales outlined in the Rate Case

Plan. the analysis assumed that all following winters (including that of 2014-2015) would
deliver normal ramfall

As a result. we further assumed that the Governor would, ar this time, be congratulating
Californians for their successful conservation behavior, but warmng that consenation
efforts should be mamtained because the reservour levels were sall extremely low.

Instead, California has expenenced one of the dnest winters on record, with snowpack
water contents extremely low, and the Governor 15 calling on Califormians to increase
thew conservation efforts even more because of the unmediate criss and the longer-term

As a result, we have revised the forecast to include the following
1. An analysis of how STWC customer classes have responded to the Govemnor's
previous calls for conservation,
2 An estimate of what this predicts for the customers’ response to the following
a. Govemor's call to publicize widely has call for mncreased conservation;
b Santa Clara Valley Water Distnnct (SCVWD)'s call for 30 percent reduction in
water use over that consumed 1 2013, and
¢. SCVWD's warmng that the current state of the Valley's aquafers 1 such that
hﬂnﬁ?dmrmﬁmﬂhﬂhﬂsﬂummw
mCrease.

Thus revised forecast is still probably conservative, in that:

1. It continves 1o assume that future water years wall show a return to normal
precipitation levels, something the Governor's Proclamation wams that we cannot
rely on,

2 Itassumes that, as a result of this, 2016 wall see a lessening of the pressure to
conserve; and,

3. Asaresult, the drought recovery will move back towards the conservation programs
in place before the drought began.

* SOVWID's press release of March 25, 2015, at hitp /[ /wew valieywater org/EkContent aspx Mide 12380
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In fact, it 15 more likely that afier this expenence the water agencies will be requured fo
exceed these previous efforts, but what this “new normal” will be is not obvious at this
fime.

Revised forecast methodology

Before developing a revised forecast, we investigated how successfully STWC's
customers responded to the previous calls for conservation. In the filed testimony, we
examined the response in the early months. We now have a ten-month period in which
constimers have responded, and can see very different success rates from the different
classes of customers. We then assumed that each class would maimntain the same success
rate in firture — that is, since the appeal for conservation has increased from 20 to 30
percent, each clzss would increase their level of conservation by 50 percent over what it
has achieved to date. Those consumers that have not conserved to dafe are assumed to
continue to achieve nothing through 2015, Then in 2016, all customers are assumed to
achieve the level of conservation they achieved in 2014. These changes are assumed to
the place in the Apnl billing period of each year, once the state of the water supply has
been assessed and announced. Finally, in 2017 and 2018 the customers are assumed to
head back towards the forecast levels resulting from the “old normal”™ conservation goals.
The recovery path we have assumed 15 more rapid than in the mnitial forecast filed,
because we believe that conservation at these higher levels will involve more changes in
behavior than the lower conservation levels achieved over the last 10 menths.

The revised Table 1 below shows the actual water consumption for 2014, and estimated
levels for the remaining vears of the rate case. Table 2 shows the conservation levels
achieved after the Governor's Drought Emergency Declaration of 2014, and the resulting
estimated reductions for 2015 and 2016. Workpapers for these calculations will be
provided upon request.
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ATTACHMENT 1-B: SIWC Data Request Response, EO2-005

San Jose
Waler

Company
110W. Taylor 51
Zan Jose CA B5110
Phaont 408 2751900
Fax $08 270-TEM
Apnl 14, 2015
Tony Tully
COffice of Ratepayer Advocates

California Public Utilities Commuission
303 Van Ness Aveqie

San Francisea, CA 94102

Phone: (415) 703-2385

Email: ooy wilvi@cpuc.cagov

Bear Mr. Tully
Enclosed vou'll fmd San Jose Water Company's respoase 0 data request EDZ-U0 dated Apnl
&h, 2015,

If yom have any questinns . pleaze contact me at (408) 9187247 or e.munl a
wes, owensflsywaler.com.

Wery wuly yours,

WES OWENKS
MManager of Eemiatory Affawe
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RESPONSES

(i)

)

Allworkpaper: uied to arrive af the consumpnion estimate valoes in Revised Tahle
= Use Per Cuostomer with Eevised Adjusiment for Drought Response, submirred in
response to OBA Data Request EQ2-004.

Response: Fewvized workpapers are attached. Atmached please find the following Excel
file werkpapers

Neon-Fes Sales Stetsupdate:

The warkzheets laheled “Tndnsrial”™ throngh “[ther” were usad 10 re-pxtimate the lewel of
conservation achieved by each of the classes as a result of the Governcr’s previous appeal
for 20 percent conzervation. To the left and Below Cell B-20 on each of these pages. the
consumption from May 2014 throngh Febimary 2013 i= compared to the consumpton in
January-February. hMay December of 2013. This resulr: in an updated estimarte of ¥
conzervation for each class. This is ther inflated by the raion of 30% / 20% to develop
the cstimete of the conscrvation that would be achicved by the change of the coasarvation
target Jom 20% (2014) to 30% (SCVWD's arnonnced current target). It also contains a
sheet ramead “Revizion” which coatains a snmmary of the percentages of conservation
estimated to be ackieved. and caloulates the revised forecasts based on these estimates.

Variresuze Vupdate:

Thee worksheet fabeled Vinnes contims, stariimg at V435, s estonale of tbe level off
conzervation achieved as a result of the Governor's previons appeal for 20 percemt
comscrvation. This is then inflated b the ratien of 30%¢ / 20%% te dovelop the catimate of
the conservation that wonld be achieved by the change of the conservation target from
M (014 o 30 (RCVWRTY 2 annonnced crrent farpet)  Then starfing at AWAST theze
percentages are used fo derive updated vse per customer forecasts for 2015 and 2016,
Lhese are then transferred to the Hewisicn sheet 1 the hile descnbed above, where
extimates for the later y2ars are caleulated.

111}V anbus WV update:

The worksheet labeled Vartbue contame, starting at V425, an ectimate of the level of
conservation achieved as a result of the Govemor's previons appeal for 20 percent
comservation This is then inflated b the raticn of 30% / 20% to develop the estimate of
the conservaiion that wonld be achieved by the change of the conservation target from
A0 (1014) wo 208 (SCV WL 3 announced current farget). lhen starting at AM42 / these
percentages are used fo derive updated vae per customer forecasiz for 20135 and 2016,
Tleese are hen drans feared do e Bevision shieel 1o (he e desenbed above. whae
estimates for the later vears are calculated.

Pleasze explain the romsmmption frend in the “orher” class of rmstamers, melnding
the diserepoancics between the tmital forceast sabmitted and the Revised forcenst
submitted mn response t» VKA Data RKeguest EOI-(H4,

7
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Response: As you will nete on the worksheet labeled “Other” in the workfile Non-Res
Fales Sratnipdare, the additional data obrained since the initial forecast snbmimed shows
tha! this group of customers has noi conzerved, and 1ts consumption has, indeed,
increzsed in 2014 over 2015, As a result, 1o level of conservation can be estimated to

reznlt from the more-recent calls for conservaticn. and so the n2w. higher level of
fl‘lﬂ‘\'l'lﬂ'tj'l'l'll'!fl'l Was as r'I'I.'!'I'IIF"Z'E tn cort i'II'I'I.F

END OF EESPONSE
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[Non-Res Sales Statsupdate.x|s, Business Tab]
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[Non-Res Sales Statsupdate.xls, Industrial Sales by Mo.Tab]
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[Non-Res Sales Statsupdate.x|s, Public Authority Tab]
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[Non-Res Sales Statsupdate.x|s, Resale Tab]
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[Non-Res Sales Statsupdate.x|s, Other Tab]
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[Non-Res Sales Statsupdate.x|s, Revision Tab]
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[Varibus V2update.xls, VARIBUS Tab]
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Attachment 1-C: SJIWC Data Request Response, SC1-001

San Joze
Water
Company

110 W, Taylor 3

San Jose, CA 35110
Phons 408 T70-TE00
Fas 408 1T0-T034

March 13, 2015

Touy Tully

Office of Raepayer Advocates
Cahforma Public Utlines Conumission
505 Van MNess Avenus

San Francisco, CA 94102

Phone: (415 T03-2385

Email: tony. mily@epuc.ca. gov

Dear Mi. Tully:
Enclosed you'll find San Jose Water Company's response to data request SC1-01 dated March 6.
2015.

If vou have any questions, please contact e at (408) 918-7247 ar ¢-mazl at
wes.owens i sjwater.com.

Very truly yours,

WES OWENS
Manager of Regulatory Affairs

1-40



Daaie.

Taor

From:

5TWC ID:

March 13, 2015

Tony Tully

Office of Ratepayer Advecates
California Public Unlities Conmuission
505 Van Ness Avenie

San Francisco. CA 24102

Wes Owens

Manager of Regulaiony Affars
Tel:  (408) 018-7247

Fax: (408) 279-T934

E-mail: wes owensfepwater com

General Rate Case Data Request

Response to DK No. ORA-A15-01-00Z 5C1-01
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Please provade the acual monthly residential customer consumption data by tier
for 2014 and 2015 m CF & per customer

Response: Please see the attachment to this response. Since tiered rate customers
are primarily tilled on abi-monihly basis, in order 1o estinnare pPer Customer usage
on a monthiv basis the ti-monthly data 5 dovided by two

END OF RESPONSE
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[SIWC Response to DR SC1-01_Attachment Q1.xlsx]

Year Month Rate Design Usage Billed Customers Billed CCF's per Tier
Type in CCF's in Month per Customer
(Bi-monthly) (Monthly)
2014 Jan Two Tier Tier 1 1,935,127 101,039 9.6
(D.09-11-032) Tier 2 732,300 3.6
2014 Feb Two Tier Tier 1 1,714,883 96,216 8.9
(D.09-11-032) Tier 2 474,647 2.5
2014 March Two Tier Tier 1 1,635,345 100,863 8.1
(D.09-11-032) Tier 2 347,399 1.7
2014 April Two Tier Tier 1 1,524,824 96,361 7.9
(D.09-11-032) Tier 2 282,917 1.5
2014 May Two Tier Tier 1 1,802,655 101,613 8.9|
(D.09-11-032) Tier 2 503,655 2.5
2014 June Two Tier Tier 1 1,909,694 96,748 9.9
(D.09-11-032) Tier 2 798,693 4.1
2014 July Two Tier Tier 1 2,124,532 101,745 10.4
(D.09-11-032)  Tier 2 1,355,077 i 6.7
2014 August Two Tier Tier 1 1,965,368 96,736 10.2
(D.09-11-032) Tier 2 1,082,452 5.6
August Three Tier T?er 1 112 0.0
(D.14-08-006)  1'e'Z Call 0.0
Tier 3 451 0.0
2014 Sept Two Tier Tier 1 1,221,002 101,609 6.0f
(D.09-11-032) Tier 2 754,627 3.7
Sept ) Tier 1 240,222 1.2
(Tg_rfj_g;%oe) Tier 2 715,057 3.5
Tier 3 293,026 1.4
2014 Oct Two Tier Tier 1 248,987 96,672 1.3}
(D.09-11-032) Tier 2 122,989 0.6
Oct Three Tier T?er 1 486,163 2.5
(D.14-08-006) T!er 2 1,378,137 7.1
Tier 3 456,312 2.4
2014 Nov Two Tier Tier 1 587 101,449 0.0
(D.09-11-032) Tier 2 722 0.0
Nov Three Tier T?er 1 590,031 2.9
(D.14-08-006) T!er 2 1,608,551 7.9
Tier 3 556,675 2.7
2014 Dec Two Tier Tier 1 572 96,749 0.0
(D.09-11-032) Tier 2 451 0.0
Dec Three Tier T?er 1 560,897 2.9
(D.14-08-006) T!er 2 1,334,733 6.9
Tier 3 303,696 1.6
2015 Jan Two Tier Tier 1 59 100,929 0.0
(D.09-11-032) Tier 2 33 0.0
Jan Three Tier T?er 1 584,513 2.9
(D.14-08-006) T!er 2 1,174,204 5.8
Tier 3 220,274 1.1
2015 Feb Two Tier Tier 1 302 96,352 0.0
(D.09-11-032) Tier 2 8 0.0
Feb Three Tier Tier 1 552,842 2.9
(D.14-08-006) T!er 2 998,943 5.2
Tier 3 136,436 0.7
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Attachment 1-D: Information Provided via Email from Wes Owens (SJWC)

to Richard Rauschmeier (ORA), Apr. 14, 2015, Tiered Usage.xIsx
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This chapter presents analysis and recommendations related to SIWCIS
Operating & Maintenance and Administrative & General Expenses. In its
application, SIWC requested a total of $157,726,000 in Operating & Maintenance
(O&M) expenses, and $29,282,000 in Administrative & General (A& G) expenses
for Test-Year 2016. SIWCIS 45-day update and drought sales update modified
SIWCIS origind O&M and A&G estimates to $159,183,000 for O&M and
$29,278,000 for A& G expenses. ORA analyzed SIWCIS Testimony, supporting
workpapers, reports, responses to the Minimum Data Requirements, Supplemental
Data Requests, other information provided in meetings and methods for estimating
total O& M and A& G expenses.

_Krjjrov=lc=ob | jjbkarqgfl kp

ORAI[S estimate for O&M expense is $141,839,000 and A&G is
$26,486,000. SIWCIS Expense forecast exceeds ORAIS forecast by $17,344,000
and $2,793,000 for O& M and A& G respectively.

TkKkfp rppfl Kk

N FRemoval of Customer Growth Factorsfrom SIWCIS Escalation
M ethodol ogy

ORA does not adopt SIWCIS use of the customer growth factor to derive
Test Year 2016 expense forecasts. The Commission(s Rate Case Plan D.07-05-062
allows the application of customer growth factors in developing expense forecasts
for the escalation/attrition years (in this case, 2017 and 2018), but does not specify
or require such application in developing expense forecasts for the Test Year. The

Commission, in its decision on San Jose Water Company[S most recent GRC
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provides clear guidance on thisissue. A plain reading of D.14-08-006 shows that
the Commission did not apply customer growth to test year expenses but instead
applied the customer growth to expenses in escalation years following the test
year. Therefore, the Commission has eliminated customer growth as a factor in all
test year expenses. In this same decision, the Commission presents the following
Findings of Facts on the application of customer growth factor in developing Test

Y ear estimates:

11. It is unreasonable to include customer growth escalation
factorsin test year expenses as test year expenses are escalated due

to other factors.

12. D.07-05-062 applies customer growth to test year expense

estimates to calculate escalation year expenses.

Thus, consistent with prior Commission decisions, ORA does not apply the
Customer Growth Factor in developing its operating expense estimates for the
Test Year. In accounts/sub-accounts where ORA makes no other adjustments,
ORAIS remova of the Customer Growth Factor from GSWCIS forecast
calculations generally results in a small difference between GSWCIS and ORAI[S

expense estimates.

O FOperating Expenses
(a) Purchased Water Potable

SIWC forecasts $59,787,000 in Purchased Potable Water Costs for Test-
Y ear 2016. SIWC forecasts purchased water costs based on forecasted quantities
and the latest known purchased water rate from the Santa Clara Valley Water
District (SCVWD). The current rate for purchased water is $847 per acre-foot.
Total forecasted water quantities are based on demand. The total amount of water
demand is forecasted sales plus forecasted unaccounted for water. SIWC obtains
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potable water from three primary sources (the supply mix): water purchased from
the SCVWD, treated surface water and well water. Out of the supply mix, SIWC
primarily uses purchased water, then available surface water, and the remaining
supply comes from ground water. Due to a 70-year-long contract, executed in
1981, SIWC must purchase a minimum amount of water from the SCVWD.

SIWC also has the option to purchase more on an as-available basis but non-

contract purchased water is not included in the forecast. 2

SIWCIS contract with the SCVWD provides for 3-year purchase schedule,
which was last updated in June, 2014. SIWWC must purchase at least 95% of the
highest volume agreed to be purchased in the 3-year purchase schedule currently

in effect. 2EWC must take del ivery of 95% of agreed purchased water from the
SCVWD. Thelast 3-year agreement with SCVWD for purchased water was fixed
in July 2014. SIWCIS purchased water forecast is based on the amounts of water
SIWC must purchase from the SCVWD provided in SIWCIS 45-day update.

ORA does not oppose SIWCIS forecasted amounts. ORA reviewed the
purchase schedule agreement, and most recent available water rate. SIWCIS
Purchased Water costs are covered by balancing account, so any errorsin
forecasting are mitigated. SIWC requests the latest known purchased water rate at
the beginning of the Test-Y ear be incorporated into rates. ORA does not object to
this request.

ORA notes that at the time of finalizing our report, the State Water
Resources Control Board (SWRCB) isin the process of adopting atiered

R@Q 15-01-002, Exhibit F, WP 7-03C.
R R\ 15-01-002, Exhibit F, WP 7-03C.
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framework to achieve the Governors executive order for mandatory conservation

of 25%.2°Based on the lasted version of the tiered framework, SIWC is expected
to reduce it consumption from 2013 levels by additional 9%. ORA isusing the
supply provided by SIWC in its 45-day GRC update combined with SIWC
reductions for drought sales forecast which are based on the SWRCBIS proposed
new cutback requirements, ORA may need to update its estimate of SIWCIS
supply mixed once the final tiers are adopted by the SWRCB.

(b) Purchased Water Recycled

SIWC forecasts $1,262,000 in Purchased Recycled Water Costs for Test-
Y ear 2016. SIWC forecasts based on an estimated recycled water quantity sales
and recycled water purchase rate. Sales are estimated based on the last recorded
number of recycled water customers, plus the additional customers estimated to
use recycled water in 2016, 2017 and 2018, and their average usage. Increases in

recycled water users are based on customers identified as likely to be interested in

using recycled water BT

The total number of water recycled water usersis a combination of recycled
piped water users and recycled well water uses. Currently there are 159 recycled
water customers. 2 8IWC hasidentified 112 customers that could potentially
adopt recycled water in 2016.

&ﬁttp:/lwww.swrcb.cagov/waterri ghts/water_issues/programs/drought/docs/emergency
regulations/draft_usage tiers.pdf, p.3

&TPotential recycled water customers identified in Exhibit E, Ch. 20.
RExhibit F, WP 7-01A.
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The recycled water rate is aweighted average based on historical use and
current costs. SIWC reports 91% of recycled water users are irrigation and
agricultural while the remaining 9% are industrial customers. The cost for
irrigation and agricultural customersis $642 per AF and while industrial cost is
$542 per AF. SIWC weights theses costs and converts them to MG resultingin a

weighted average cost of $1,940 per MR

SIWC forecasts $1,262,000 in Purchased Recycled Water Costs for Test-
Year 2016. ORA does not oppose SIWCIS forecasted amounts.

(c) Other Sour ce of Supply

SIWC forecasts $1,232,000 in Other Source of Supply Costs for Test-Y ear
2016. SIWC forecasts other source of supply based on a calculation of forecasted
total source of supply less purchased potable water, purchased recycled water, and
pump taxes. The remainder is other source of supply. It is composed of forecasted
allocated L abor, Transportation, Purchased Services [IMaterials & Services, and

other source of supply expenses.

ORA recommends several adjustments. ORA made an adjustment to use
the most up-to-date Energy Cost of Service (ECOS) Memorandum escalation
factors from February 2015 which reduces overall expenses for Test-Y ear 2016.
Changes to allocated expenses are based on recommendations found on page 2-31
for Labor Expenses, page 2-32 for Transportation Expenses, and page 2-34 for
Purchased Services - M& S Expenses. Allocated Labor Expense is reduced by
$113,000 Transportation Expense is reduced by $16,000 allocated Purchased

R\ hibit F, WP 8-07.
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Servicesis reduced by $39,000 and, allocated Other Expense is reduced by
$1,000. ORA recommends that SIWCIS forecasted amounts for Other Source of
Supply Costs be reduced from $1,232,000 to $1,064,000.

(d) Purchased Power

SIWC forecasts $9,454,000 in Purchased Power Expenses for Test-Y ear
2016. Purchased Power isforecasted based on the estimated total water supply
multiplied by the last recorded unit power cost from 2014 ($0.16679). Estimated
total water supply is based on the sales forecast. The 2014 unit power cost was
calculated dividing 2014 total KWH used by the number of 2014 KCCF produced
to get the 2014 KWH to KCCEF ratio. Forecasted salesis divided by the 2014
KWH/KCCEF ratio to estimate forecasted 2016 KWH. Forecasted KWH (power
usage) isthen multiplied to unit power cost from 2014 to arrive at forecasted Test
Y ear 2016 purchased power costs.

SIWC provided an update which accounted for reduced sales due to
drought conditions and state mandates. SIWCIS drought sales update reduced
estimated Purchased Power from $9,454,000 to $8,914,000. ORA recommends
SIWCIS updated figure be used for forecasting.

(e) Pump Taxes

SIWC forecasts $40,947,000 in Pump Taxes for Test-Y ear 2016. SIWC
forecasts pump taxes based on the estimated amount of water pumped multiplied
by the latest known pump tax rate from the SCVWD. The estimated amount of
pumped water is based on total water demand. Total water demand is the sum of
forecasted sales and unaccounted for water. Pumped water istotal demand less

purchased water and surface water. The latest Pump Tax rate is $747 per acre-foot.
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SIWC provided an update that included reduced sales for drought
conditions and state mandates. The updated amount for Pump Tax is $35,392,000.
ORA recommends this updated amount be used.

(f) Other Pumping Expenses

SIWC forecasts $3,914,000 in Other Pumping Expenses for Test-Y ear
2016. SIWC forecasts other pumping expenses based a cal cul ation of total
forecasted pumping expenses less forecasted purchased power. The remainder is
other pumping expenses. It is composed of forecasted allocated labor,

transportation, purchased services [IM& S, and other expenses.

ORA recommends several adjustments. ORA made an adjustment to use
the most up-to-date ECOS Memorandum escal ation factors from February 2015,
reducing overall expenses for Test-Year 2016. Changes to allocated expenses are
based on recommendations found on page 2-31 for Labor Expenses, page 2-32 for
Transportation Expenses, and page 2-34 for Purchased Services - M& S Expenses.
Allocated Labor Expense is reduced by $431,000 Transportation Expenseis
reduced by $50,000 and allocated Purchased Servicesis reduced by $115,000.
There is no recommended changed Other Expense since amounts are $0. ORA
recommends that SIWCIS forecasted amounts for Other Pumping Expenses be
reduced from $3,914,000 to $3,318,000.

(g) Chemical & Filtering Materials

SIWC forecasts $459,000 in Chemical & Filtering Materials Expenses for
Test-Y ear 2016. SIWC forecasts chemical & filtering costs based on a 5-year
inflation adjusted average, which is then increased by estimated increasesin
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chemical costs and customer growth factors. SIWCIS estimated increasein

chemical costs of 7% is based on a 5-year weighted average increase of chemical
costs per million gal lons:=“SJ0WC states increases in chemical costs are due to

fluctuationsin fuel pricing and increasesin taxes.="The customer growth factor of

1% is based on a 5-year simple average.

ORA reviewed SIWCIS workpapers and forecasted chemical cost estimates
and does not object to SIWCIS proposed Test-Y ear estimates.

(h) Other Water Treatment

SIWC forecasts Other Water Treatment Expenses of $3,376,000 for Test-
Y ear 2016. SIWC forecasts other water treatment expenses based on a calculation
of total forecasted water treatment expenses less forecasted chemical costs. The
remainder is other water treatment expenses. It is composed of forecasted labor,
transportation, purchased services IM& S, water quality regulatory costs and other

expenses.

ORA recommends an adjustment to SIWCIS forecast. ORA made an
adjustment to use the most up-to-date ECOS Memorandum escal ation factors from
February 2015, which reduces overall expenses for Test-Year 2016. Changesto
allocated expenses are based on recommendations found on page 2-31 for Labor
Expenses, page 2-32 for Transportation Expenses, and page 2-34 for Purchased
Services - M& S Expenses. Allocated Labor Expense is reduced by $431,000
Transportation Expense is reduced by $10,000 allocated Purchased Servicesis

S ¥y hibit E, Chapter 16, p.16-6.
S "exhibit E, Chapter 16, pp.16-5 and 16-6.

2-8



A W N PP

10
11
12
13
14
15
16
17
18

19

20
21
22

reduced by $11,000, Water Quality Regulatory Cost is reduced by $1,000, and
Other Expense is reduced by $1,000. ORA recommends that SIWCIS forecasted
amounts for Other Water Quality Costs be reduced from $3,376,000 to
$2,922,000.

(i) Transmission and Distribution

SIWC forecasts Transmission and Distribution Expense based on allocated
Labor, Transportation, Purchased Services [IM& S, and Other Expenses.

SIWC forecasts Transmission and Distribution Expenses of $4,386,000 for
Test-Year 2016. ORA recommends an adjustment to SIWCIS forecast. First, ORA
made an adjustment to use the most up-to-date ECOS M emorandum escalation
factors from February 2015, reducing overall expensesfor Test-Y ear 2016.
Changes to allocated expenses are based on recommendations found on page 2-31
for Labor Expenses, page 2-32 for Transportation Expenses, and page 2-34 for
Purchased Services - M& S Expenses. Allocated Labor Expense is reduced by
$662,000 Transportation Expense is reduced by $36,000 allocated Purchased
Servicesis reduced by $31,000 and, Other Expense is reduced by $2,000. ORA
recommends that SIWCIS forecasted amounts for Transmission and Distribution
be reduced from $4,386,000 to $3,656,000.

()) Customer Accounts

Customer Accounts Expense is the sum of: Uncollectibles, allocated Labor
expense, allocated Transportation expense, Postage, Purchased Services [IM&S,

Conservation [JM& S (excluding payroll), and other expenses.

2-9



© 00 N O O

10

11

12
13
14
15
16
17

18

19
20
21
22
23
24

E 8 Wncollectibles

SIWC forecasts $485,000 in Uncollectibles for Test-Y ear 2016. The
amount of uncollectiblesis based on a 5-year average of historical uncollectibles

percentage. The average is applied to forecasted sales.

SIWC provided an update to its forecast to account for drought sales
conditions. SIWC reduced its original estimate from $485,000 to $476,000. ORA
recommends that SIWC updated figure be used for forecasting Uncollectibles
Expenses. ORA reviewed SIWCIS workpapers and does not object to SIWCIS
methodology. Any difference between ORA and SIWC estimates of

Uncollectiblesisaresult of different estimates of total revenue requirements.

E § L&albor

SIWC forecasts $5,150,000 in Customer Accounts (L abor for Test-Y ear
2016. ORA made an adjustment to use the most up-to-date ECOS Memorandum
escalation factors from February 2015, reducing overall expenses for Test-Y ear
2016. Changesto allocated Labor expenses are based on recommendations found
on page 2-31 Allocated Labor Expense is reduced by $961,000 from $5,150,000 to
$4,189,000.

E § B &n$portation

SIWC forecasts $103,000 in Customer Accounts [ Transportation
Expenses. ORA made an adjustment to use the most up-to-date ECOS
Memorandum escal ation factors from February 2015, reducing overall expenses
for Test-Y ear 2016. Changes to allocated Transportation expenses are based on
recommendations found on page 2-32 Transportation Expense is reduced by
$8,000 from $103,000 to $95,000.
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E § Pofage

SIWC forecasts $533,000 in Postage Expenses for Test-Y ear 2016. 2015
Postage Expense is based a 5-year historical average, escalated by a weighted
composite of non-labor and comp per hour factors, and by customer growth
factors. Forecasted 2015 postage expense is then escalated to 2016 using weighted

composite and customer growth factors.

ORA reviewed SIWCIS workpapers and does not object to SIWCIS
proposed Test-Y ear estimates. ORA updated escalation factors which reduces
postage by $10,000. ORA recommends reducing SIWCIS forecast from $533,000
to $523,000.

E ~ Hurchased Services (M &S

SIWC forecasts $2,586,000 in Purchased Services (IM&Sin Test-Y ear
2016. ORA made an adjustment to use the most up-to-date ECOS Memorandum
escalation factors from February 2015, reducing overall expenses for Test-Y ear
2016. Changesto allocated Purchased Services [IM& S expenses are based on
recommendations found on page 2-34 for Purchased Services - M& S Expenses.
Purchased Servicesis reduced by $325,000 from $2,586,000 to $2,261,000.

E ° GoRservation CIM&S

Conservation [IM& Sis composed of three expense components: 1)
Conservation Expenses, 2) WRAM Related Conservation Plan Expenses, and 3)
Retrofit Program Recycled Water Expenses.

E NJenservation Expenses

SIWC forecasts $131,900 in Conservation Expenses for Test-Y ear 2016.

Conservation expenses for 2015 are based on a 5-year inflation adjusted average,
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increased by non-labor composite, and customer growth factors. Test-year 2016 is
based on forecasted 2015 conservation expenses, increased by non-labor

composite factors.

ORA makes an adjustment for the use of more recent ECOS Memorandum
Escalation factors from February 2015. ORA recommends SIWCIS conservation
forecast be reduced from $131,900 to $129,300.

E O/FRAM related conservation

SIWC forecasts $1,536,100 in WRAM Related Conservation Plan
Expensesfor Test-Year 2016. WRAM Related Conservation Plan Expenses are
for implementation of the following WRAM related conservation programs for
2016, 2017 and 2018: 1) Waterfluence Landscape Budget Program ($0), 2) Home
Water Use Reports ($1,967,499), 3) Ultra-High Efficiency Toilet, Showerhead,
and Aerator Direct Install Program ($1,920,000), 4) ClI Survey Program
($375,000), 5) School Education Program ($318,600), 6) L andscape Education
Program ($27,300).

SIWC forecasts $6,146,000 in Retrofit Program Expenses for Test-Y ear
2016. Recycled Water Retrofit Program costs are based on the estimated cost to
install recycled water pipes (purple pipes) for anumber of potential customers that
may be interested in recycled using recycled water. SIWC proposes three recycled
water main alignment projectsin this GRC. All potential recycled water customers
reside along one of the proposed main alignments. The recycled water retrofit
would subsidize the purple pipe installation on the customer(s side of the meter.
Once installed, the recycled water customer would own and maintai n the purple
pipes. SIWC hasidentified atotal of 112 customers who are potential recycled
water customers. The estimated cost of installing recycled water pipesis
$6,146,100 in 2016 and $987,700 in 2017.
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SIWC proposed to implement several additional conservation programs.
SIWCIS proposed conservation programs include 1) Waterfluence Landscape
Budget Program ($0), 2) Home Water Use Reports ($1,967,499), 3) Ultra-High
Efficiency Toilet, Showerhead, and Aerator Direct Install Program ($1,920,000),
4) ClI Survey Program ($375,000), 5) School Education Program($318,600), 6)

L andscape Education Program ($27,300).With the exception of the Waterfluence
program, ORA recommends against specific additional funding for these new
programs. Any new conservation programs that SIWC chooses to pursue should
be addressed through SIWCIS existing conservation budget that ORA
recommends be continued in order to maintain the success of current conservation

programs.

SIWCIS ongoing conversation programs include water audits, distribution
of low-flow showerheads and faucet aerators, public educations and participation
in various programs offered by the SCVWD. Programs offered by SCVWD
include rebates for high-efficiency toilet, clothes washing machines, sub-meters
for multi-family units, laundry [to-grey water use and landscape replacements.
These ongoing conservation programs have resulted in a marked drop in gallons
per capita per day (GPCD) water use. The programs have been so effective that
SIWC has already achieved, and even surpassed, both its 2015 and 2020 goalsin
reduced GPCD.% SIWCIS observed success in reduced water consumption

through its ongoing conservation programs is detailed in the Figure 2-A.

S $BX7-7 callsfor a20% reduction in GPCD by 2020.
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As discussed above, ORA recommends continuation of SIWCIS existing
conservation programs, which appear to have resulted in significant past
conservation effects. ORA notes that ratepayers already fund these programs
through pump taxes paid by SIWC to the SCVWD. As detailed on page 2-15,
ORA aso recommends expanding SIWCIS recycled water program. This
expansion will result in an 1887% increase in total conservation spending.

Because of the success of SIWCIS existing conservation efforts and the significant

© 00 N oo g b~ W DN

expansion in conservation budgets related to recycled water retrofits, ORA

=
o

recommends that the creation of a new category of conservation spending not be

[
-

funded at this time.="As noted above, customers already have numerous programs

S—PORAB recommendation to not create a new category of WRAM -related conservation
spending is consistent with its recommendation to not authorize aWRAM in this
proceeding, see C 2) (i) (vi) (2).
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available through SIWC and the SCVWD. ORA reduces SIWC estimate for all
other proposed additional conservation programs from $1,536,100 to $0 for 2016,
2017 and 2018.

E PRecycled Water Retrofit Program

SIWC forecasts $7,124,800 in additional costs for the Recycled Water
Retrofit Program. ORA does not oppose this request but recommends an

adjustment to smooth costs evenly over each year of the rate case cycle.

In Rulemaking 14-08-058 regarding the Commissions policy on recycled
water, the Finding of Fact state: [1. Recycled water is an inc reasingly important
component of the urban water supply portfolios of publicly-owned and investor-
owned water utilities alike.[and [2. The State of Californiais strongly committed,
where compatible with the protection of public health, to promoting and

facilitating growth in the production, distribution and use of recycled water.[]

Although ORA has concerns about subsidies for commercial customers
recovered in general customer rates, SJIWCIS testimony repeatedly states that
potential recycled-water customers have little incentive to adopt recycled water
unless the cost and efforts of converting the facilities to use recycled water is
performed by SIWC.# In Chapter 20, regarding incentives for the proposed
retrofit program, SIWC says the following:

[(With r egards to the customer, SIWC encourages recycled water use by
planning, designing, and constructing the recycled water retrofit at its cost with

only small obligations required of the customer. Customers using recycled water

SR 15-01-002, Exhibit E, Ch. 20. p.377.
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are required to execute the retrofit agreement, designate a Site Supervisor who will
attend the SBWR conducted Site Supervisor Training, and allow SIWC on-site to
construct the retrofit, perform the cross-connection test, and perform the coverage
test. If SIWC did not perform these tasks for the customer, it is unlikely that most
customers would go through the numerous steps required to convert their facilities
from potable to recycled water use. Though the retrofitting of a property isnot a
true incentive to use recycled water, it is a necessary cost to ensure that recycled

water supplies, when available, are utilized.[

ORA does not oppose the program. However an adjustment should be made
to SIWCIS request. SIWC presents retrofit costs of $6,146,100 for 2016, $978,700
for 2017 and $0 for 2018 for atotal cost of $7,124,800. Given the significant
increase in spending, ORA recommends the total cost be divided evenly over each
year of the rate case cycle. ORAI[S recommended adjustment results in forecasted
expense of $2,314,933 each year for 2016, 2017 and 2018.

In the last GRC, ORA (then DRA) recommended that SIWC attempt to

contact potential recycled-water customers to determine if the potential customers

would be willing to contribute towards retrofit costs=Fo date, SIWC has
provided only unsupported anecdotal evidence that potential customers would be
unwilling to share the retrofit costs. ORAI[S recommended adjustment to evenly
distribute the estimated costs of the program over the three years of the rate cycle
will permit SIWC another opportunity to explore the potential for customer

contributions.

S—%\.12-01-003, ORA Report on the Results of Operations of San Jose Water Company,
p.8-23
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E ~ GtlRefFExpenses

SIWC forecasts $172,000 in Other Expenses for Test-Y ear 2016. SIWC
escalates 2014 recorded expenses using weighted composite and customer growth
factorsto estimate 2015 expenses. Test-year 2016 expenses are based on
forecasted 2015 amounts and then increased by weighted composite and customer

growth factors.

ORA made an adjustment to use the most up-to-date ECOS Memorandum
escalation factors from February 2015, reducing overall expenses for Test-Year
2016. Customer Accounts - Other is reduced by $3,000 from $172,000 to
$169,000.Non-Tariffed Services Adjustment

SIWC generally uses a 5-year inflation adjusted average to estimate
transition-year 2015 non-tariffed activities. Non-tariffed activities that did not use
a5-year average were the City of San Jose and City of Milpitas where it appears
there are no longer any non-tariffed activities, and Homeserve, which uses a 2-
year average because there is no activity prior to 2013. SIWC allocates NTP& S
revenues based whether the activities are active or passive, in accordance with
guidancein D.10-10-019.

SIWCIS non-tariffed adjustment provided in their 45-day update states that
SIWCIS revenue from non-tariffed products & services (NTP&S) is $674,117.
Per the rules governing Non-Tariffed Produces and Services set forth in D.10-10-
019, any amounts from NTP& S in excess of $100,000 should be allocated
between ratepayers and the utility. Any NTP& S under $100,000 accrues to the
benefit of ratepayers. SIWC did not include a provision for the first $100,000 of
NTP&Sinits estimates, so ORA made the adjustment. ORA sent a Data Request
to confirm the error and SIWC revised the original amount of NTP& Sto 670,112
and then revised that amount to include the first $100,000 of NTP& S revenues for
afinal credit amount of $760,112 related NTP& S as offset to regulated expenses.
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P MM aintenance Expense

(a) Source of Supply Plant

SIWC forecasts $208,000 in maintenance costs for Source of Supply Plant.
Source of Supply Plant isthe sum of allocated labor, and allocated purchased
services IM&S.

ORA made an adjustment to use the most up-to-date ECOS Memorandum
escalation factors from February 2015, reducing overall expenses for Test-Y ear
2016. Changesto allocated Labor Expenses are found on page 2-31, changes to
Purchased Services [IM& S expenses are based on recommendations found on
page 2-34. Labor is reduced by $5,000 Purchased Servicesis reduced by $23,000.
ORA recommends Source of Supply Plant maintenance expense be reduced from
$208,000 to $180,000.

(b) Pumping Plant

SIWC forecasts $1,476,000 in maintenance expense for Pumping Plant.
Pumping Plant is the sum of allocated labor, allocated purchased services and,

other expenses. Other expenses are $0.

ORA made an adjustment to use the most up-to-date escalation factors,
reducing overall expenses for Test-Y ear 2016. Changes to allocated L abor
Expenses are found on page 2-31, changes to Purchased Services [IM& S expenses
are based on recommendations found on page 2-34. Labor is reduced by $128,000
Purchased Servicesis reduced by $100,000. SIWCIS forecast for Pumping Plant
should be reduced from $1,476,000 to $1,248,000.

(c) Water Treatment Plant

SIWC forecasts $672,000 in maintenance costs for Water Treatment Plant.
Water Treatment Plant is the sum of alocated labor, allocated purchased services.
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ORA made an adjustment to use the most up-to-date ECOS Memorandum
escalation factors from February 2015, reducing overall expenses for Test-Y ear
2016. Changesto allocated Labor Expenses are found on page 2-31, changes to
Purchased Services [IM& S expenses are based on recommendations found on
page 2-34. Labor is reduced by $11,000 Purchased Services is reduced by $1,000.
ORA recommends maintenance costs for Water Treatment Plant be reduced from
$672,000 to $659,000.

(d) Transmission & Distribution Plant

SIWC forecasts Transmission and Distribution maintenance Expenses of
$15,848,000 for Test-Y ear 2016. Transmission and Distribution Plant is the sum
of allocated labor, allocated purchased services, allocated transportation and, other
expenses. Other expenses are composed of 2014 other expense increased by
weighted composite and customer growth factorsto arrive at 2015 other expenses.
Test-year 2016 expenses are based on 2015 estimates, then increases again by

weighted composite and customer growth factors.

ORA recommends an adjustment to SIWCIS forecast. First, ORA made an
adjustment to use the most up-to-date ECOS Memorandum escal ation factors from
February 2015, reducing overall expenses for Test-Y ear 2016. Changes to
allocated expenses are based on recommendations found on page 2-31 for Labor
Expenses, page 2-32 for Transportation Expenses, and page 2-34 for Purchased
Services - M& S Expenses. Allocated Labor Expenseis reduced by $1,485,000
Transportation Expense is reduced by $142,000, allocated Purchase Servicesis
reduced by $682,000, and Other Expense is reduced by $10,000. SIWC forecasts
Transmission and Distribution maintenance Expenses of $15,848,000 should be
reduced to $13,530,000.
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(e) Adjustments

SIWC forecasts $8,000 in Adjustments for Test-Y ear 2016. Adjustments
are the sum of al non-utility property maintenance costs. SIWC uses afive-year
average and weighted composite of 40% comp per hour factors and 60% non-labor
factorsto arrive at 2015 maintenance adjustment. Test-year 2016 maintenance
expense is based on 2015 estimates, escalated by the weighted composite factors.
ORA does not oppose SIWCIS forecasted amounts.

Q FAdministrative and General Expenses

(a) Salaries

SIWC forecasts $9,372,000 in Salaries Expense for Test-Y ear 2016. SIWC
bases Salaries on forecasted payroll expense for 2016. Please see page 2-31
regarding recommendations related to total payroll expense. SIWC expenses
75.83% of estimated total 2016 payroll and capitalizes the rest. Expensed payroll
is then allocated between O& M, A& G and service departments. A& G isthen

further allocated between Genera payroll and Maintenance payroll.

ORA recommends several adjustments. ORA made an adjustment to use
the most up-to-date ECOS Memorandum escal ation factors from February 2015,
reducing overall expenses for Test-Year 2016. Changes to allocated expenses are
based on recommendations found on page 2-31 for Labor Expenses. Allocated
Labor Expenseis reduced by $1,749,000. ORA recommends that SIWCIS
forecasted Salaries Expense be reduced from $9,372,000 to $7,623,000.

(b) Office Supplies & Other

SIWC forecasts $2,042,000 in Office Supplies Expense. Office Supplies
and expenses is the sum of allocated Transportation Expense, and M& S. Please

see page 2-32 for discussion regarding Transportation Expense. ORA recommends
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SIWCIStotal Office Supplies & Other estimate be reduced from $2,042,000 to
$1,995,000 for Test-Y ear 2016. The breakdown for each adjustment by expenses
category is discussed below:

E § Fransportation

SIWC forecasts $171,000 in Office Supplies - Transportation Expense for
Test-Y ear 2016. Using updated ECOS Memorandum Escalation factors from
February 2015 resultsis SIWCIS forecast being reduced from $171,000 to
$159,000.

E § Rps#tage

SIWC forecasts $19,700 in Postage Expense for Test-Y ear 2016. 2015
postage expense is based a 5-year historical average, escalated by a weighted
composite of non-labor and comp per hour factors, and by customer growth
factors. Forecasted 2015 postage expense is then escalated to 2016 using weighted

composite and customer growth factors.

ORA S adjustment uses updated ECOS Memorandum Escalation factors.
ORA recommends SIWCIS estimated be reduced from $19,700 to $19,300 for
Test-Y ear 2016.

E 8§ Bel®phone/Internet Access

SIWC forecasts $313,700 in Telephone/Internet Access Expense for Test-
Year 2016. Test-year 2016 telephone/internet access expense is based on 2014

internet expense, escalated by weighted composite and customer growth factors.

ORA S adjust ment uses updated ECOS Memorandum Escalation factors.
ORA recommends SIWCIS estimated be reduced from $313,700 to $307,800 for
Test-Y ear 2016.
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E § Stadionary & Printing

SIWC forecasts $8,200 in Stationary & Printing Expense for Test-Y ear
2016. Test-year 2016 stationary & printing expense is based on 2014 internet

expense, escalated by weighted composite and customer growth factors.

ORAIS adjustment uses updated ECOS Memorandum Escal ation factors.
ORA recommends SIWCIS estimated be reduced from $8,200 to $8,000 for Test-
Y ear 2016.

E ~ [Fandscaping & Janitorial

SIWC forecasts $96,800 in Landscaping & Janitorial Expense for Test-
Y ear 2016. Test-year 2016 Landscape & Janitorial Expense is based on 2014
landscape & janitorial expense, escalated by weighted composite and customer

growth factors.

ORAS adjustment uses updated ECOS Memorandum Escalation factors.
ORA recommends SIWCIS estimated be reduced from $96,800 to $95,000 for
Test-Y ear 2016.

E ~ Niscellaneous General Expense

SIWC forecasts $100,100 in Miscellaneous General Expense for Test-Y ear
2016. Test-year 2016 landscape & janitorial expense is based on 2014 landscape
& janitorial expense, escalated by weighted composite and customer growth

factors.

ORAIS adjustment uses updated ECOS Memorandum Escal ation factors.
ORA recommends SJIWCIS estimated be reduced from $100,000 to $98,300 for
Test-Year 2016.
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E ~ @BtiftiF Supplier Diversity Program

SIWC forecasts $70,500 in Utility Supplier Diversity Expenses for Test-
Y ear 2016. SIWC forecasts 2016 based on 2014 recorded expenses, i ncreased by

weighted composite and customer growth factors, and then an additional $24,000
is added for SIWCIS proposed diversity software subscription purchases. SSrhe

$24,000 is a portion of total purchased service M& S that has been allocated to
A&G.

ORAIS adjustment uses updated ECOS Memorandum Escal ation factors.
ORA recommends SJWCIS estimated be reduced from $70,500 to $69,600 for
Test-Year 2016.

E~ 8Tga§eF& Incidental

SIWC forecasts $346,800 in Travel & Incidental Expense for Test-Y ear
2016. Test-year 2016 travel & incidental expense is based on 2014 travel &

incidental expense, escalated by weighted composite and customer growth factors.

Due to ORAIS adjustment to use updated ECOS Memorandum Escalation
factors, ORA recommends SIWCIS estimated be reduced from $346,800 to
$352,200 for Test-Y ear 2016.

E 8 Bakk Service Charges

SIWC forecasts $273,700 in Miscellaneous General Expense for Test-Y ear
2016. Test-year 2016 bank service chargesis based on 2014 bank service charges

expense, escalated by weighted composite and customer growth factors.
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Due to ORAIS adjustment to use updated ECOS Memorandum Escalation
factors, ORA recommends SIWCIS estimated be reduced from $273,700 to
$268,600 for Test-Y ear 2016.

E { Gther Office Supplies & Expense

SIWC forecasts $641,200 in Other Office Supplies & Expense for Test-
Year 2016. SIWC other office supplies and expense is based on 2014 other office
supplies and expense plus $164,000 for requested software purchases, then
escalated by weighted composite and customer growth factors. $164,000 is
amount of purchased services M& S allocated to A& G.

Due to ORAIS adjustment to use updated ECOS Memorandum Escalation
factors, ORA recommends SIWCIS estimated be reduced from $641,200 to
$629,300 for Test-Y ear 2016.

(c) Property Insurance

SIWC forecasts $234,000 in Property Insurance Expenses. Test-Y ear 2016
Property Insurance is based on estimates provided by SIWCIS Insurance broker.
The full market value of SIWCIS property is multiplied by the ratio of property
insurance to full-market value, and then non-utility property insuranceis
subtracted. ORA does not oppose SIWCIS forecasted amounts.

(continued from previous page)

S $xhibit E, Chapter 9, p.3.
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(d) Injuriesand Damages

SIWC forecasts $2,258,000 in Injuries and Damages Insurance for 2016. It
Is composed of Public Liability Insurance & Workman(s Compensati on Insurance
($2,053,000) and Uninsured Damages & Provisions ($205,000). Estimates for
Test-Year 2016 are provided by SIWCIS insurance broker.

SIWCIS 45-day update reduces Injuries and Damages I nsurance by $14,000
to $2,272,000. ORA does not oppose SIWC updated number. Due to ORA[S
recommended adjustments in Labor Expenses, SIWCIS forecast for Injuries and
Damages is reduced by $194,000 from $2,272,000 to $2,031,000.

(e) Pension, Benefits & PBOP

E 8§ Forecasting Methodology for Pensions, Benefits, &
PBOP

SIWC forecasts $16,698,500 in Pensions, Benefits & PBOP for Test-Y ear
2016. Pension, Benefits & PBOP is the sum of the following: retirement plans,
retirement savings plans, employee stock purchase plan, unfunded pensions,
PBOP, life insurance, Kaiser medical insurance, Pacific care medical insurance,
United HealthCare medical insurance, HAS medical & group opt out, Delta Dental

dental insurance, other employee benefits and long-term disability insurance.

With the exception of Retirement Plans, PBOP, Kaiser medical insurance,
United HealthCare medical insurance, and Delta dental insurance, SIWWC forecasts
2015 expenses based on a 5-year inflation adjusted average, escalated by weighted
composite and customer growth factors. Test-year 2016 is based on 2015

estimates, and then escalated by weighted composite and customer growth factors.
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E NRetirement Plans

SIWC forecasts $6,700,000 for Retirement Plans for Test-Y ear 2016 based
on amounts provided to SIWC by its actuary. Costs are estimated to increase 23%
in Transition-Y ear 2015 and decreases 8% in Test Y ear 2016.

SIWC provided a copy of the most recent actuarial report to review. The
most recent report is for Transition-Y ear 2015 Expenses. ORA reviewed the report
to ensure actuarial estimates matched SIWCIS workpaper estimates of 2015
Retirement Plans Expense. No discrepancies were noted. ORA does not oppose
SIWCISrequest.

E CRetirement Savings Plan
SIWC forecasts $1,150,300 for Retirement Savings Plans for Test-Y ear
2016. ORA does not oppose SIWCIS forecasted amounts.
E PEmMployee Stock Purchase Plan
SIWC forecasts $208,000 for their Employee Stock Purchase Plan in Test-
Y ear 2016. ORA does not oppose SIWCIS forecasted amounts.
E Qunfunded Pensions
SIWC forecasts $1,800 for their Unfunded Pension Expense for Test-Y ear
2016. ORA does not oppose SIWCIS forecasted amounts.
E RPBOP

SIWC forecasts $1,500,000 for PBOP Expenses for Test-Y ear 2016. PBOP
Is based on amounts provided by SIWCIS actuary. PBOB Expense increases 92%

in Transition-Y ear 2015,with no increases for Test-Y ear 2016.
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ORA reviewed the 2015 actuarial report to ensure amounts matched with
SIWC workpaper. ORA did not note any discrepancy. ORA does not oppose
SIWCIS forecasted amounts.

E SLHelnsurance

SIWC forecasts $103,300 in Life Insurance Expense for Test-Y ear 2016.
ORA does not oppose SIWCIS forecasted amounts.

E TKraiser Medical | nsurance

SIWC forecasts $5,947,900 for Kaiser Medical Insurance for Test-Y ear
2016. Transition-year 2015 is based on 2014 recorded expense, escalated by 7%
Test-year 2016 is based on estimated 2015 expense, plus the average cost for

medical insurance for 33 new employees, then escalated by 7%.

The forecasted amount includes expenses for 33 new employees. ORA
recommends only 5 new positions. Please see page 2-31 regarding labor related
expense adjustments. ORA recommends SJIWCIS medical expense be reduced
from $5,947,900 to $5,509,300 to account for the reduced number of employees.

E UPacific Care Medical Insurance
SIWC forecasts $0 for Pacific Care Medical Insurance Expense. ORA does
not oppose SIWCIS forecast.

E VUnited HealthCare M edical insurance

SIWC forecasts $19,300 for United HealthCare Medical Insurance for Test-
Year 2016. Transition year 2015 is based on the recorded 2014 expense, escalate
by 7%. Test-year 2016 is based on 2015 estimates, escalated by 7%. ORA does
not oppose SIWCIS forecasted amount.
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E N MHSA Medical & Group Opt-Out Expenses

SIWC forecasts $115,700 in HSA Medical & Group Opt-Out Expenses for
Teat-Y ear 2016. ORA does not oppose SIWCIS forecasted amount.

E N NDental I nsurance, Delta Dental

SIWC forecasts $638,300 for Delta Dental Insurance for Test-Y ear
2016.Transition-year 2015 is based on 2014 recorded expense, escalated by 7%.
Test-year 2016 is based on estimated 2015 expense, plus the average cost for

dental insurance for 33 new employees, and then escalated by 7%.

The forecasted amount includes expenses for 33 new employees. ORA
recommends only 5 new positions. Please see page 2-31 regarding labor related
expense adjustments. ORA recommends SJIWCIS medical expense be reduced
from $638,300 to $589,400 to account for the reduced number of employees.

E N G¥her Employee Benefits
SIWC forecasts $235,100 in Other Employee Benefits for Test-Y ear 2016.
ORA does not oppose SIWCIS forecasted amounts.

E N ALBng Term Disability Insurance

SIWC forecasts $78,800 for Long Term Disability Insurance. ORA does
not oppose SIWCIS forecasted amounts.

(f) Regulatory Commission

SIWC forecast $341,000 in Regulatory Expense for 2016. In its testimony,
SIWC estimates atotal of $1,000,000 in regulatory expenses for 2016, 2017 and
2018. $1,000,000 is divided by three to get an annualized of $333,333 amount for
2015. SIWC them escalates $333,333 to $341,000 for Test-Y ear 2016.
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SIWCIS estimated expense of $1,000,000 has no factual basis. SIWC states

the amount is due to various factors including the length and complexity of

GRCIS. SIWC requested the exact same amount in the last GRC. S For the past
three-years, SIWC has spent atotal of $570,000 in Regulatory Commission
Expenses, a little more than half the amount SIWC has forecasted. The costs vary
from year-to-year so ORA recommends the use of a 5-year inflation adjusted
average. ORA reduces SIWCIS forecast from $341,000 to $185,000 for Test-Y ear
2016, $190,000 for 2017 and $194,000 for 2018.

(g) Outside Services

Outside Servicesis composed of legal and other expenses. Legal expenses
are based on 2014 recorded numbers escalated to 2015 with composite and
customer growth factors. Test-year 2016 expenses are based on 2015 plus
additional expenses for Cyber security and for new groundwater legislation, then

escalated by composite and customers growth factors.

Other expenses are based on 2014 recorded numbers plus, additional
anticipated for HR Payroll implementation, Web consulting services, information
governance initiative project and 3" party security consulting expenses, and then
escalated by composite and customer growth factors. Test-year 2016 is based on
2015 estimates plus additional expenses listed above, then escalated by

composited and customer growth factors.

ST 12-01-003.

2-29



10
11
12

13

14
15
16
17

18
19
20
21
22

Due to the use of updated ECOS Memorandum escalation factors from
February 2015, Outside Services should be reduced by $48,600 from $3,160,600
to $3,112,000.

(h) General Corporate

SIWC forecasts $908,000 in Corporate expenses Test-Y ear 2016. SIWC
forecasts 2016 expenses based on 2014 recorded expense, escalated by weighted

composite and customer growth factors.

SIWCISforecast is based on the amount recorded in 2014, which is the
highest recorded year in the last 5-years. SIWC does not provide sufficient
justification for thisincrease, and costs fluctuate from year to year, so ORA
recommends using a 5-year inflation adjusted average instead. SIWCIS forecasted
Corporate Expenses should be reduced from $908,000 to $790,000.

(i) Dues & Memberships

SIWC forecasts $467,000 in Dues & Memberships for Test-Y ear 2016.
Dues & Membershipsisthe sum of all employee dues & memberships paidin
2014, escalated to 2015 using the weighted composite factors. Test-year 2016 is
based on estimated 2015 expense, escalated by weighted composite factors.

SIWC did not remove dues paid to various Chamber of Commerce
organizations. ORA adjusts SIWCIS forecast from $467,000 to $427,000 to
remove Chamber of Commerce costs, which is consistent with D.04-07-022 where
the Commission confirmed its long-standing policy to disallow dues to chamber of

commerce and service clubs.
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() Rent

SIWC forecasts $507,570 in Rent Expenses for Test-Y ear 2016. Rent is
based on recorded 2014 numbers escalated to 2015 by the weighted composite
factor. Test-year 2016 is based on 2015 estimates escalated by weighted composite
factors.

Due to ORAIS use of updated ECOS Memorandum dated February 2015
escalation factors, SIWCIS Rent Expense forecast should be reduced from
$507,570 to $498,000.

R FAllocated Expenses

() Labor Expense

SIWC expenses 73.6% of total payroll expenses and capitalizes the

remaining 23.9%>USIWC forecasts $42,495,890 in total Labor Expenses for
Test-Year 2016. ORA recommends SIWCIS forecast be reduced from $42,495,890
to $34,656,433. Please see Chapter 3 for discussion regarding adjustments to
SIWCIS |abor forecasts.

(b) Transportation Expense

Transportation Expense is the sum of allocated labor, alocated payroll
taxes, insurance, fuel, depreciation, and other expenses. Total transportation
expense is allocated between O& M, A& G, Construction Overhead and Stores
Overhead. The allocation percentages are based on the 5-year average of each

allocated expense.

S s hibit F, WP 8-13.

2-31



aa b~ W DN

(o]

10
11
12
13

14
15
16

17

18
19
20
21
22

E § lFabor

Transition year 2015 Transportation Labor is based on the ratio of
transportation labor to total labor, applied to 2015 total labor. Test-year 2016
transportation labor is based on the ratio of estimated transportation |abor to total
estimated labor for 2015, applied to total labor for 2016.

Please see Chapter 3 for ORA[S recommendations related to Labor

Expenses.
E 8§ Bayroll Taxes

SIWC forecasts $391,100 in Payroll Taxes for Test-Y ear 2016. Transition-
year 2015 payroll taxes is based on the ratio of 2014 payroll taxes to 2014 labor,
multiplied by labor expense for 2015. Test-year 2016 is based on the 2015
estimated payroll taxes to 2015 estimated labor expense, multiplied by estimated
labor for 2016.

Due to changesin payroll estimates, ORA recommends SIWCIS payroll tax
forecast be reduced from $391,100 to $286,500. Any other difference will be
based on recommendations provided in Chapter 6.

E §81asrBnce

SIWC forecasts $140,080 in Insurance Expenses for Test-Y ear 2016.
Transition-year 2015 transportation insurance expense is based on 2014
transportation insurance escalated by 4.9%. Test-Y ear 2016 transportation
insurance expense is based on 2015 estimated transportation insurance expense
escalated by 4%. ORA does not oppose SIWCIS forecast.
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E 8§ Fuél

SIWC forecasts $684,800 in Fuel Expenses for Test-Y ear 2016. Transition-
year transportation expense is based on 2014 transportation fuel expense, escal ated
by 3%, plus $48,500 for addition fuel for new vehicles. Test-year 2016 is based on
2015 estimated fuel expense, escalated by 3%. ORA does not oppose SIWC

forecasts.
E ~ Depreciation

SIWC forecasts $991,600 in Depreciation Expense for Test-Y ear 2016.
Test-year depreciation expense is calculated based on total transportation
depreciation expense less the percentage attributable to luxury vehicles. Total
transportation depreciation is based on amounts provided in SIWC depreciation
study. ORA does not oppose SIWCIS forecast.

E "~ Gtlrer

SIWC forecasts $1,055,500 in Other Expense for Test-Y ear 2016.
Transition-year Other Transportation Expense is based on 2014 recorded amounts,
escalated by weighted composite inflation factors. Test-year 2015 composite
inflation factors are based on 2015 estimates, escal ated by weighted composite
factors. ORA does not oppose SIWCIS forecast.

(c) Purchased Services OMaterial & Services(M& S)

SIWC forecasts atotal of $11,830,000 in Purchased Services OM& Sfor
Test-Y ear 2016. Purchased Services [IM& S in composed of operating expenses,
mai ntenance expenses and water quality expenses. SIWC uses a 3-year inflation
adjusted average, escalated to 2015 with composite inflation factors, and then
Additional Purchased Material & Services, Water Treatment & Water Quality
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Operations, Water Treatment & Water Quality Maintenance costs are added to get
total 2015 purchased services.

Test-year 2016 expenses are based on 2015 Purchased Services plus 2015
Additions to Purchased Material & Services, which are then escalated to 2016
with the weighted composite factor. 2016 additional purchased services, Water
Treatment & Water Quality - Operations, and Water Treatment & Water Quality [
Maintenance are added to the escalated amounts to arrive at total purchased

services for 2016.

Additions to Purchased Services are comprised of various expenses SIWC
discussesin Exhibit E Chapter 8. It is composed of SCADA Security per
Executive Order NIST, Maintenance for additional Wonderware Licenses,
Customer Service and Self Service Software maintenance, AMI implementation,
Distribution System Pater Paving Increase, and Changes to Maintenance

Aqgreements.

SIWC forecasts $1,936,868 in Water Treatment and Water Quality Costs
for Test-Year 2013. Water Treatment and Water Quality Costs are composed of
Purchased Services, Operations, and Purchased Services, Maintenance and
Regulatory Fees. Purchased Services, Operations, and Purchased Services,
Maintenance and Regulatory Fees are based on a 5-year inflation adjusted average
plus additional costs. Purchased Services, Operations includes costs for Stage 2
Disinfectants/Disinfection Byproducts Rule, and NPDES Permit Compliance.
Purchased Services, Maintenance includes costs for Watershed Maintenance

Regional General Permit, and Hooker |mpoundment Restoration.

Total Purchased Servicesis allocated based on the 2014 percentage of total.
38.93% is alocated to operations expense, and the remaining 61.07% is allocated
to maintenance expense. SIWC further allocates Purchased Servicesto Operations
using percentages from 2014 to: source of supply (7.59%), pumping (22.59%),

2-34



A W N PP

© 00 N O O

10

11

12
13
14
15
16

water treatment & water quality (0%,) transmission and distribution (6%) and
customer accounts (63.82). SIWC allocates Purchased Services to Maintenance
using percentages from 2014 to: source of supply (2.85%), pumping (12.49%),
water treatment & water quality (0%), and transmission and distribution (84.66%)

ORA recommends an adjustment to SIWCIS forecast. In Chapter 4
regarding SIWCIS proposed capital projects, ORA recommends SIWC implement
apilot project for its Advanced Meter Infrastructure project. Since SIWC will not
be implementing the full AMI project, expenses associated with AMI should
correspondingly be removed. ORA adjusts SIWCIS Purchased Services [IM&S
from SIWCIS from $11,830,000 to $10,507,000 in Test-Y ear 2016.

aKIl k irpflk

Based on the 45-day update, SIWC forecasts 2016 O&M expense to be
$159,183,000 and A& G expense to be $29,278,000. ORAIS estimate for O&M
expense is $141,839,000 and A&G is $26,486,000. SIWCIS Expense forecast
exceeds ORAIS forecast by $17,344,000 and $2,792,000 for O&M and A&G
respectively.
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This chapter presents analysis and recommendations on payroll expense. In
its application, SIWC requested a total of $42,504,336 in payroll expenses for Test
Y ear 2016. SIWC updated its estimates to $42,495,890 in its 45-day update. ORA
anadyzed SIWCIS testimony, supporting workpapers, reports, responses to
minimum data requirements, supplemental data requests, other information

provided and methods of estimating payroll expense.
_kKrjjrov=lc=o0ob Ijjbkarqgfl kp

ORA recommends an estimated total Test-Year payroll expense of
$34,565,433. SIWCIS estimate is $42,495,890 which exceeds ORAIS estimate by
$7,839,457 or 23%. This recommendation is reflected in Chapter 4: Operating and

Maintenance Expenses. The differences in estimates are due to the following:
Adjustment to Exclude Labor Attributed to Non-Tariffed Products &
Services

Adjustment to Use the Latest CPUC ECOS Memorandum Labor
Factors, and to Use Actual 2014 Costs for Base-Year For Estimates
Administrative and Officer Payroll.

Adjustment to Exclude Bonuses from the Forecast.

Adjustment to Exclude of Part-time and Temporary Labor.
Adjustment to Administrative and Officers Labor Escalation Factors.
Adjustment to Reduce the Number Requested New Positions.

Adjustment to Overtime.
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N H~or ecasting methodol ogy

(@) Transition-Year 2015 estimate

SIWC estimates payroll expense for transition-year 2015 based on
information available on January 1, 2015. Employees are grouped by type, either
under general payroll, administrative compensation, or officer compensation. The
existing number of employees, by position, is multiplied by the employees
existing salary or wage rate. Calculations are shown for general employees, which
total to $18,317,848. No calculations are given for administrative and officer
compensation, but an annual figure is provided in the amounts of $12,505,080 and
$5,185,500 respectively. The calculations and annual figures are totaled to arrive
at transition-years 2015 total estimated payroll expense in the amount of
$36,008,428

(b) Test-Year 2016 Estimate

SIWC forecasts Test-Year 2016 payroll expense based on estimated 2015
payroll expense. The Test Year estimated total payroll of $42,495,890 is
composed of the following main components. General payroll, administrative and
officer[S compensation, requested new positions, part-time labor and overtime. For
general payroll, SIWC estimates temporary and part-time labor, which is added to
2015 payroll expense and then escalated by 3%. New general positions are added
to the escalated total. The result is total general payroll expense of $20,178,920.
For administrative and officers compensation, 2015 estimated amounts are
escalated by 5% and new administrative positions are added. The result is total
administrative and officers compensation of $20,717,609. Total genera payroll,
total administrative and officers compensation, and estimated overtime are added
together, resulting in 2016 total payroll expense of $42,495,890.
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(b) Escalate 2015 Administrative and Officer Payroll by L atest
CPUC ECOS Memorandum Labor Factors

ORA used the most recent recorded full-year of data available to forecast
Transition-Year 2015 Payroll Expense. 2015 Payroll Expense is estimated by
escalating 2014 Payroll Expense by 2% for union employees and by the most

recent CPUC labor factors for administrative and officer payroII.T—'\e)RA removed
bonuses from 2015 Payroll Expense; please see sub-section (c) below for further
discussion on bonuses. To get to 2016 payroll expense, 2015 estimated payroll
expense is escalated by 3% as provided via union contract for general employees
and by CPUC labor factors for administrative personnel and officers. To see why
administrative personnel and officer compensation was only escalated by CPUC
labor factors, please see the sub-section (e) below titled [Adjust ment to
Administrative and Officers Labor Escalation Factors.[]

(c) Exclude Bonuses from For ecast

SIWC included bonuses in its forecasting calculations. SIWC argues that it
needs to provide short-term incentive (STI) and long-term incentives (LTI) to its
officer and administrative personnel to help ensure that short-term and long-term
goals are met. While bonuses may provide additional incentive to accomplish
goals, for ratemaking purposes, bonuses should not be included rates, and funded
by SIWC shareholders. In the case that any of SIWC personnel who qualify for a
bonus fail to meet the goal and therefore receive a reduced bonus or no bonus at
al, ratepayers would still be funding the bonus program at 100% through rates.

Any unused bonuses become a windfall for the company. In addition, with

T Me cPUC Iabor factor for 2015 is 1.6%.

3-4



© 00 N O O

10
11

12
13
14
15
16

17

18
19
20

reduced sales due to conservation efforts, SIWC should reduce costs to ratepayers
wherever possible. ORA reduces recorded labor to account for bonuses included in
SIWCIS forecast, which reduces 2016 forecasted labor expense by $2,132,230.

(d) Excludetemporary and part-time labor

SIWC argues that temporary and part-time labor should be included in rates
since temporary labor is provided for in union contracts, helps during peak
summer hours, is cheaper to employ, and helps when regular employees are on
extended absences. That is the exact same argument SIWC used in the last rate

case -"SIWCIS payroll estimate should exclude temporary and part-time labor
since, as was correctly noted in the last rate case decision, temporary and part-time

labor does not provide continuous benefit to ratepayers, and therefore should be

excluded from rates T-Clf speculative costs for temporary and part-time labor are
included in rates and SJIWC does not actually require the use of part-time or
temporary labor, an additional windfall for shareholders would result. Therefore,
part-time and temporary labor should not be included in general rates. Total part-

time and temporary labor costs of $288,870 are removed from ORAIS forecast.
(e) Adjust Administrative and Officers Labor Escalation Factors

SIWC requests to increase administrative and officer compensation by 5%
per year, but gives no justification for this percentage of increase. For genera
employees, SIWC argues that a 2%, 2% and 3% increase, for 2014, 2015 and 2016

T 14-08-006, p.28
TP .14-06-006, p.32
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respectively, is reasonable since it is less that other inflation factor estimates.
SIWC states:

This is reasonable since a) Mercer[S 2013/2014 US Compensation
Planning Survey reports the average increase in base pay for US workers to be
2.9% in 2014 (1% more than the union agreement); b) Hay Groupls research
released in July, 2013 reports the average increase in base pay for US workers to
be 3.0% in 2014 (1% more than the union agreement); c) the Bay Area Consumer
Price Index (CPl) (San Francisco-Oakland-San Jose) for All Urban Consumers is
listed as 2.8% between April, 2013 and April, 2014 (1% more than the union
agreement); and d) the Wage Escalation Rates published by the PUC on
November 8, 2013 (during contract negotiations) listed 1.5%, 1.6%, 1.7% for

2014, 2015, 2016, respectively, and this has been increasing monthly.T—P

However, none of the data presented by SIJWC above supports the
reasonableness of existing salary levels that SIWC seeks to increase for the test
year. Furthermore, if the increase for union employees is reasonable since it is
less than other inflation factors and it[S a negotiated contract, it follows that a 5%
increase is unreasonable since it is greater than those same inflation factors. Based
upon SIWCIS logic supporting the reasonableness of increasing general
employeels salaries by amount less than genera inflation and the lack of
substantiating data on the reasonableness of existing compensation packages for
SIWC administration and officers, it is reasonable to reduce the requested
administrative and officer salary increases. Labor factors for 2016, 2017 and 2018
are adjusted to the latest ECOS Memorandum labor factors published by the PUC

T FA.15-01-002, Exhibit E, Chapter 20, Appendix E, p.336, p.357, and p.378,
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for February 2015. Those labor factors are -0.7%, 2.3% and 2.7% for 2016, 2017,
and 2018 respectively. ORA uses CPUCIS labor factors and makes the adjustment
which result in a total decrease of $103,854 in ORAIS 2016 labor forecast after
proper adjustments to SIWC proposed |abor escalation factors.

(f) Adjustment to Reduce the Number of Requested New

Positions
E § Background

SIWC requests the addition of 33 new positions at a total compensation
cost of $3,218,300. In thelast GRC, SIWC requested to include 23 new positions,
but SIWC was only authorized funding for four new employees based on the

customer growth rate, currently funded but vacant positions, claimed excess

capacity, and adopted estimates based on capital projects.T—Q SIWC filled three
positions in 2012 and the final position in late 2014. In addition, SIWC hired
three additional new employees not previously authorized in the last GRC, and
included those employees in the labor forecast for this GRC.

E 8 Gréwth Rate

Hiring 33 new employees is excessive, especially since SIWC is not
growing at a similar rate. SIWCIS request for 33 new employees represents a
9.21% increase in its overall staffing.T—RSJWCB average annual customer growth
rate is only 0.29% meaning that SIWCIS is requesting increased staffing of more

1D 14-08-006, p.31.

T—%SS current employees plus 33 new employees resultsin 391 total employees. (391 -
358) / 358 = 9.21%
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than 30 times the average historical customer growth rate during a period when

ratepayers are facing increased rates due to a 25% mandatory reduction in

consumption.T—S Based on the average customer growth rate of 0.29% alone,

SIWC should be funded for just one new empl oyee.T—T

E 8§ \8agaRt Positons

SIWC currently has 358 potions, not al of which are filled at this time.
Based on SIWCIS response to ORA Data Request (IDR[) RK2 -006, as of March
31, 2015, SIWC had 15 vacant, authorized positions. Several vacant positions are
very similar to new positions SIWC has requested to include in this GRC. Vacant
positions include a Distribution Systems Laborer, an Assistant Civil Engineer
(Special Facilities) and a Water Treatment Plant Operator. SJIWC has requested to

include a Distribution Systems Worker, an Assistant Civil Engineer (Planning),

and A Water Treatment Supervisor.T—uI'he similarities of these positions call into
guestion the validity of SIWCIS need for new positions.

E 8 Coft/Benefit

SIWC provides safe and reliable water services to its customers at its
current staffing levels, so any benefits achieved through the addition of 33 new
employees is likely beyond what is necessary. The aggregate annual salary for the

T—‘lg—'rom table 7-B average metered customers from 2010 to 2014 were 217,612, 218,152,
218,652, 219,556, and 220,175. Percentage of change was calculated from year to
year. The average percent of change is 0.29%.

T—TSJ\NC currently has 358 employees. The average customer growth rate is 0.29%. 358
x .0029 = 1.0382 new employees.

L Exhibit E, Chapter 8.
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33 new positions is $3.2 million per year, or $9.6 million for the rate case cycle.
This does not include all employee costs either. Costs for medical benefits,
pensions, taxes, insurance, training, vehicles, computers, software licenses, etc.
will greatly increase the total cost burden as well. In addition, SIWC has asked its
customers to reduce their water consumption during the drought. The California
Water Board has also issued a draft Proposed Regulatory Framework Tiers to
Achieve 25% Use Reduction. Under this new framework, SIWWC would have to
cut consumption by an additional 8% by Feb 2016 from its 2013-2014 production
levels. A reduction in sales means that SIWC should be cutting costs, not
increasing them. In fact, SIWC recently filed Advice Letter 468 to recover $9.5
million in lost sales from its customers. When sales are lower than expected, any
unregulated business would need to reduce expenses to maintain profits. SIWC
should do the same. Hiring 33 new employees is unreasonable at a time when
SIWC sdes are reduced and customers are already incurring the higher rates that

accompany lower consumption.
E ~ Gvertime

SIWC tries to justify the addition of new employees by pointing to current
employees that are working overtime. Total overtime in 2014, the last recorded
year in this rate case, amounts to $1,293,556, which is 3.62% of total payroll and

Is equivalent to only 40% of the annual costs of the proposed new empl oyees.T—V
With the addition of new employees, it would be expected that the amount of
overtime would be reduced. SIWC does not make an adjustment to reduce

overtime in its forecast. Since no reduction in overtime is made, it implies that

T ¥er Exhibit F, WP 8-14, 5-year average overtime is 3.68%. Per Exhibit F, WP 8-14,
2014, overtime was $1,293,556.
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to use a 5-year average of recorded amounts to forecast overtime reduces
estimated |abor expenses by $316,275.

(h) Adjustment to escalation factorsfor 2017 and 2018

ORA escalates payroll expense for 2017 and 2018 using labor factors from
the most recent ECOS Escalation Factors Memorandum escalation factors of 2.3%
and 2.7%, respectively, for non-union employees. Total payroll expense for 2017
is $36,015,396 and for 2018 it[S $36,987,812.

akKI Kirpflk

The following adjustments to labor expense are recommended and
reasonable: 1) an adjustment to use 2014 recorded amounts as the base year for
forecasting 2016 labor expenses, 2) an adjustment to exclude bonuses, 3) an
adjustment to exclude part-time and temporary labor, 4) An adjustment to reduce
administrative and officer labor factors to the latest ECOS labor factors, 5) an
adjustment to reduce the number of requested new positions, 6) an adjustment to
use a 5-year average instead of a 3-year average to forecast overtime, and 7) an
adjustment to escalation factors for 2017, and 2018.

3-13
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ORA reviewed and analyzed San Jose Water Companyls testimony,
Minimum Data Requirements, workpapers, Capital Project Justification document,
estimating methods, infrastructure evaluation studies, and responses to various
ORA data requests. ORA also conducted a field investigation of the proposed
specific plant additions on March 2-3, 2015 before making its own independent
estimates including adjustments where appropriate. Discrepancies between
ORAIS and SIWCIS estimates of specific plant addition categories are listed in
Tables 4-B through 4-D.

_kKrjjrov=lc=o0ob Ijjbkarqgfl kp

SIWC requests gross plant additions of $105,589,700 for 2015,
$113,927,100 for 2016, and $116,024,000 for 2017. ORA recommends
$104,157,684 for 2015, $104,749,084 for 2016, and $103,521,403 for 2017. The
differences between ORAIS and SIWCIS recommendations are based on the
necessity of projects or their estimated costs. A summary of the cost adjustments
can be seen in Tables 4-A through 4-D.

Table4-A: 2015-2017 Utility Plant Additions

2015 2016 2017 Annual Average Total
ORA $104,157,684 | $104,749,084 | $103,521,403 | $ 104,142,724{ $ 312,428,171
SJWC $ 105,589,700 | $113,927,100 | $116,024,000 $ 111,846,933| $ 335,540,800
SIWC > ORA $ 1432016|$ 9,178,016 | $ 12,502,597 | $ 7,704,210[ $ 23,112,629
ORA as % of SIWC 99% 92% 89% 93% 93%
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Table 4-B: Utility Plant Comparison by Category for 2015

ORA as
2015 | Construction Item ORA SIWC SIWC > ORA % of
SIWC
1 |Lad $ 10200 | $ 10200 | $ - 100%
2 |SouceofStppy | $ 8,469,100 | $ 8,469,100 | $ - 100%
3 |Water Treatment | $ 876,800 ] $ 876,800 | $ - 100%
4 |Reservoirand Tanks| $ 20108266 | $ 20,145,500 | $ 37,234  100%
5 (PupSonsad o seoses| s 6010800| $ 385715 |  94%
Equipment
g |DSrbUNSySe™ g 5733600($ 2733600 - | 100%
New Mains
Distibution Systerm- 0
7 S |8 20,400 | $ 20,400 | $ 100%
Distribution System+
8 |city,Couty,ad |$ 681,170 $ 759,700 | $ 78530 |  90%
State
o |DrbMONYSEM | o a9174100| 5 38174100 $ - | 100%
Replacement Mains
10 [DiSrbuionSysem | o sa14300| s 3698600 $ 354300  90%
Main Extentions
17 [|DisrbuionSysem | 1261400 | s 10,801,800 | $ 20,400 |  100%
Services
1p |DSribuionSysem | o 4176580 (s 4,219,000 $ 22420  99%
Meters
13 |DiSribuionSysem | o aa3183 ] g 336,600 3417  99%
Hydrants
14 |Equipment 5246900 | $ 5,756,900 510000|  91%
15 |ructresand No 3576600 | $ 3576600 | $ - | 100%
Specifics
Greenand
16 Alternative Energy $ ] $ ) $ ) 3
TOTAL $ 104,157,684 | $ 105589700 $ 1,432,016  99%




1 Table4-C: Utility Plant Comparison by Category for 2016

ORA as
2016 | Construction Item ORA SJWC SIWC>O0RA | % of
SIWC
1 |Lad $ 10,500 | $ 10500 | $ - 100%
2 |SouceofSippy |$  8,748100|$ 8748100 $ - 100%
3 |Water Treatment | $  2,253200| $ 2,253,200 | $ - 100%
4  |Reservoirand Tarks| $ 13,179,380 | $ 14,031,100 $  851,720|  94%
5 |PumpSltionsand | o o606 s 11414700 $ 2038474|  82%
Equipment
g [|DiSmbuionSystem | o seoeosz|s se8s300| $ 0 181043| 97w
New Mains
Distibution Systerm-
! Service Transfers $ ] $ i $ i 3
Distribution System+
8 |city,Couty,ad |$ 500054 | $ 580,900 | $ 80,846 |  86%
State
o |DSrbMONSYSEM | o 35760000 |$ 38760000 | $ - | 100%
Replacement Mains
Distribution System- 0
10 | STE VST g 28507008 2850,700 $ 0| 100%
17 [|DisrbuionSysem | 11 104800 $ 11125800 $ 21,000| 100%
Services
1p |DSUDMONSYSEM | g 337100(s 3347100 § - | 100%
Meters
13 |DSribuionSysem | o asi6 | s 346,700 | $ 3539 |  99%
Hydrants
14 |Equipment $ 5320700| $ 11,119,700 $ 5799,000|  48%
15 [SrweuesandNom | o 59906 | s 3652300 § 202304  94%
Specifics
Greenand
16 _ i - . .
Alternative Energy $ 3 $ 4
TOTAL $ 104749084 | $ 113927100| $ 9,178016|  92%

4-3
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Table 4-D: Utility Plant Comparison by Category for 2017

ORA as
2017 | Construction Item ORA SJWC SIWC>O0RA | % of
SIWC
1 |Lad $ 10,900 | $ 10,900 | $ - 100%
2 |SouceofStppy |$ 5705900 $ 12234500 $  6528600|  47%
3 |Water Treatment | $ 25503500 $ 2,503,500 | $ - 100%
4 |Reservoirand Tarks|$ 12,026,192 |$ 12,650,700 | $ 624508 |  95%
5 |PumpStionsand | o 1y o0i 07| 13468200 $  2183873|  84%
Equipment
g [|DiSrbuionSystem | o 4h981710| s 11330100 $  3573%0| 97
New Mains
Distibution Systerm-
! Service Transfers $ ] $ i $ i 3
Distribution System+
8 |city,Couty,ad |$ 351,231 $ 434,900 | $ 83669  81%
State
g |DrbMONSYSEM | o a5 p1500 |5 35864500 | $ - | 100%
Replacement Mains
Distribution System- 0
10 | STE TS 32384008 3238400 | 8 100%
17 [|DisrbuionSysem | o 11 403500 | s 11,515,200 | $ 21,700 |  100%
Services
1p |DSUDUMONSYSEM | g 40020005 4002900 | $ - | 100%
Meters
13 |DiSribuionSysem | o oo 160 | 358,800 | $ 3631  99%
Hydrants
14 |Equipment $ 3643700| $ 6044700 $  2401,000|  60%
15 [SrweuesandNom | o gsa 74| s 2267700 $ 208226 87w
Specifics
Greenand
16 _ i - ; .
Alternative Energy $ 3 $ 4
TOTAL $ 103521403 | $ 116,024,000 | $ 12502507 |  89%

4-4
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SIWC is requesting $10,200, $10,500, and $10,900 in 2015-2017,

respectively to fund land acquisition for miscellaneous right-of-way. The 2015
proposed budget is less than the annual 2012-2014 budget approved in the 2012-

2014 rate case=" The 2016 and 2017 annual budgets were calculated by

escalating the proposed 2015 budget by the companyIs proposed escal ation factors

to estimate the 2016 and 2017 budget in 2016 and 2017 dollars, respectively. 2’

ORA does not oppose SIWCIS requested 2015-2017 budget for this line item.

O Fsour ce of Supply
SIWC is requesting to continue the well replacement program to replace

two wells per year.lMln conjunction with the installation of a new well, SIWC

plansto retire wells due to water quality or low production. During the 2012-2014

time period, SIWC retired 9 wel 1sLNin this rate case, the company is planning on

U—Lr5.14-08-006, page 86. In D.14-08-006, the Commission adopted an annual 2012-
2014 budget of $10,300.

U—\fn thisrate case (Application (A).15-01-002), the company is proposing 2015-2017
escal ation factors of 2%, 3%, and 3.5%, respectively to escalate the cost estimates to
2015-2017 dollars

VM is requesting $4,065,400, $6,395,000, and $10,410,900 in 2015-2017,
respectively. In 2015, SIWC is proposing to install one well at the Grant Street
Station (SJW012968) and one well at the Gish Station (SIW10384). In 2016-2017
period, SIWC is proposing to install four wells at the McLaughlin Station (two wells
in 2016 (SJW10281) and two wellsin 2017 (SJW10411)).

V—hé]VVC response to ORA Data Request IM1-005, question 2 (see Attachment 4-A). The
company retired the following wellsin the 2012-2014 period: Breeding Well #1, Grant
Well #1, Seventeenth Street Well #9, Bryan Avenue Wells #1-4, and Cox Avenue
Wells#1 and 2.
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retiring the wells at the Ridgeley Station, Virginia Station, and Cropley Wells #1-

RAS

According to SIWC, the wells that were constructed during the 2012-2014

period were the last sites available at existing stations with acceptable production

(and specific capacity) and water quality.MP For the well sites with acceptable
production and water quality, new wells cannot be installed without retiring an
existing well on the site due to well spacing. In 2014, the company purchased a

new well site on McLaughlin Avenue. SIWC is proposing to build six wells (four

wells in this rate case) on this well site LA picture of the purchase land site on
McLaughlin Road is shown in Figure 4-A below.

LQn the SIWC 2014 Well Study, the company identified on page 20 the potential wells
for retirement. SJIWC recommends retiring the Ridgeley Wells # 1-3 (SJW012378)
due to poor production. The wells at the Virginia Station (SIW012484) were targeted
for retirement due to poor production and water quality. The wells at the Cropley
Station (SJW013182) are either inactive or on standby. In the Chapter 11 Workpaper,
the company proposes the retirement of the aforementioned wells in the Distribution
System- Main Extensions category.

Y FA.15-01-002, Exhibit G, Appendix 4, page 17.

LQn 2015, SIWC is proposing to install one well at the Grant Street Station
(SIW013090) and one well at the Grant Street Station (SIW012968). For the
McLaughlin Station, the company is proposing to install two wellsin 2016
(SJw10281) and two wellsin 2017 (SJW10411).
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hlin Road Land Site

Figure4-A: McLaug
e 5 . N ﬁ 3 I_ ‘,:-j,:.

Prior to the completing the purchase of the McLaughlin Station site, SIWC
installed a monitoring well around March 31, 2014. On May 6, 2014, Luhdorff

and Scalmanini, Consulting Engineers submitted an Exploration Summary and

Well Design Recommendation to SIWC regarding the well site. Luhdorff and
Scalmanini, Consulting estimates that the wells on the site would yield
approximately 2,000 galons per minute (gpm) and a specific capacity of
approximately 45 gpm per foot. LR

SIWC proposes to purchase land in 2017 for potential well locations

(SIW012440) for future wells to be requested in the next rate case. One issue is
the unpredictability of the cost of land in the service area. In the 2012-2014 rate

Y Rrarch 9, 2015 email, from Ed Lambing (SIWC) to Justin Menda (ORA) (see
Attachment 4-B). Thetest well is at depth of 800 feet which is consistent with the
production wells in the company(s service area.

4-8
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aforementioned projects were prepared as part of the Earthen Reservoir Study
(Exhibit G, Appendix 5) prepared by Kennedy/Jenks (K&J). K&J uses a 30%
contingency factor in its cost estimations for the aforementioned projects. ORA
does not agree with this contingency factor based on the company(s recent
experience with similar projects. During the site tour, SIWC informed ORA of

the design modifications during the structural improvements of the More

Reservoirs 1 and 2.8 Gor example, the company mentioned the widening and
elevating the base of the columns. In addition, the company mentioned using steel
columns in the More Reservoir, which is a design the company is carrying over to
the proposed Almaden Valley Reservoir project proposed in this rate case. ORA
recognizes that some complications are possible due to the scale of the project, and

therefore recommends a contingency factor of 20%. In addition, some

NMP

discrepancies between SIWCIS and ORAIS estimates are due to rounding. —
ORA also applied a lower sales tax rate based on the current sales tax rate for

Santa Clara County.M/I Q

In addition, some of the proposed tank projects that were carried over from
the 2012-2014 rate case are discussed below.

NM I% the 2012-2014 rate case, SIWC propose to replace the roof columns, support

structures, metal roof sheeting and installing a roof-membrane overlay for More
Avenue Station Reservoirs#1 and 2 (referenced as Index #4044 in the 2012-2014 rate
case).

NM §]\NC rounds the construction subtotal cost before and after applying factors (such as
contingency, overhead, and permitting and design fees). ORA only rounded the final
estimated cost of the project.

NM QJVVC uses asales tax of 9.25%. ORA used the current sales tax rate of 8.75% for
San Jose provided on the California State Board of Equalization website.

4-11
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(a) Almaden Valley Station Reservoir (SJW013091 and
SJW012383)

SIWC is requesting a total of $6,926,400 to replace the existing roof and
overflow structure due to the existing condition of the reservoir. The scope of the
project would include replacing the roof and columns, resealing the concrete
joints, installing a new overflow structure and repairing concrete drains.
According to SIWC, the California Department of Water Resources, Division of
Safety and Dams (DSOD) sent SIWC a formal notice following an inspection to

replace the overflow structure and spillway.M/I in addition, the report conducted

by K&J identified the poor condition of the columns and roof structure. MY HORA
does not object to the need of the project but recommends a lower estimated
project cost based on alower contingency factor as previously mentioned. Based
on the lower contingency and lower sales tax rate, ORA recommends a total
project cost of $6,400,448.

(b) Belgatos Station Basin#1 (SJW013080 and SIW012862)

SIWC is requesting a total of $8,782,100 in 2017 to replace the column,
roof, and liner of the Belgatos Station Basin.  ORA does not object to the need for
the project, but recommends a lower estimated project cost based on a lower

contingency factor and sales tax rate as previously mentioned.  Based on the

NMR 15-01-002, Exhibit G, page 125.

NM I% D.14-08-006 (page 88), the Commission did not adopt the proposed roof support

work in 2014. The proposed amount was postponed beyond 2014 pending on the
consultant study.

4-12
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lower contingency and lower sales tax rate, ORA recommends a total project cost
of $8,139,926.

(C) Cox Station Basin #2 (SJW013088 and SJW012861)

SIWC is requesting a total of $4,536,800 to replace the columns, roof,

overflow structure, and concrete sealant of the basi n.2MT ORA does not object to

the need of the project but recommends a lower estimated project cost based on a
lower contingency factor and sales tax rate as previously mentioned. Based on
the lower contingency and lower sales tax rate, ORA recommends a total project
cost of $4,191,465.

(d) Vickery Avenue Station Reservoir #2 (SJW0116)

SIWC is requesting $7,832,700 in 2015 to construct a 5.8 million gallon
(MG) tank. This project is in the fina year of a four year project to replace the
origind 7.67 MG earth embankment reservoir with two prestressed concrete

tanks ™M Y 2015, SIWC intends to construct the second tank. Figure 4-B below

shows the completion of Vickey Avenue Tank #1 taken during the site tour, XMV

NM §]VVC expects the proposed project to be completed and placed into service in 2016.

N M IlrJ1 2012, SIWC began the preliminary design, California Environmental Quality Act

(CEQA) processing and permitting for replacement facilities. In 2013, the company
began with the design, building permit, contract and material procurement for site
preparation (including atemporary basin split). SIWC constructed the first tank in
2013. Inthe 2012-2014 period, the company spent atotal of $17,724,600 ($955,800
in 2012, $7,053,800 in 2013, and $9,715,000 in 2014).

N M \\/i ckery Avenue Tank #1 has avolume of 2 MG.

4-13
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(e) McKean Station Tank and McK ean Pipelineto Almaden
Road (SJW 10449 and SJW012331)

SIWC is requesting a total of $6,242,400 in 2015 to replace two tanks

NNO

(Alamitos Tanks #2 and 3) with a1 MG welded steel tank at the McKean site=—
The replacement tank will be located at the McKean site which is located
approximately 1,500 feet southeast of the intersection of Almaden Road and
Mountain Drive. In addition, SIWC is proposing a pipeline based on the new
location of the tank. This project is a continuation of a project proposed in the
2012-2014 rate case. M BRA does not oppose the need or the proposed cost of the

proj ect.
(f) Elwood Station Tank (SJW012308)

SIWC is requesting $2,783,000 in 2015 to construct a 1 million gallon
welded steel tank and replace the motor control center (MCC) due to the condition

of the existing tank. XN Crhis project was adopted in the 2012-2014 rate case

(continued from previous page)

provided a copy of the contract to ORA during a meeting with SIWC and ORA on
March 4, 2015.

NN §J\N10449 isfor the McKean Tank portion of the project which is estimated to cost
$3,508,800. SIW012331 is the Almaden Road Pipeline portion of the project. SIWC
is expected this section of the project to cost $2,733,600.

NN IFr>1 2013, the project consisted of the preliminary design, CEQA processing and

permitting for site facility development for storage, ingress-egress and conveyance
facilities, electrical service and appurtenances. Thefinal design, contract and
material procurement were completed in 2014. SIWC had an estimated budget of
$281,400 and $579,100 in 2013 and 2014, respectively.

NN ﬁwe Elwood Station Tank serves the Belgatos Zone.

4-15
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R AFPump Stations and Equipment

SIWC is requesting $6,010,800, $11,414,700, and $13,468,200 for 2015-
2017, respectively for this project category. Many of the projects proposed in this
GRC are projects carried over from the 2012-2014 GRC. In addition, the Booster
Pump Station and Pressure System Evaluation Study (Exhibit G, Appendix 1)
document identifies retiring seven pumps in 2015 since there were pumps in the
system that not been operational in more than ten years.N—O Swcis proposing to

retire five of the seven booster stations.N—O R

(a) Franciscan Station Pumps (SJW012309 and SJW012310)

SIWC is requesting a total of $1,530,700 in 2015 and 2016 to replace and

relocate boosters one and two and the MCC.R-9 SThis project was adopted in the

NO &.15—01—002, Exhibit G, Appendix 1, page 39. The company identifies the following
pumps for retirement in 2015: Maple Station (Maple Station Boosters #1 and 2),
Mabury Station (Mabury Station Booster #1), Campbell Station (Campbell Station
Booster #1), Ridgeley Station (Ridgeley Boosters #1 and 2), and Koch Station (Koch
Station Booster #1).

NO lﬁarch 9, 2015 email, from Ed Lambing (SIWC) to Justin Menda (ORA) (see
Attachment 4-B). In thisrate case, SIWC is proposing to retire Maple Station
Boosters #1 and 2, Campbell Station Booster #1, and Ridgeley Station Boosters #1
and 2 (as part of retiring the aforementioned stations). SIWC is further evaluating the
Koch groundwater station over this rate case and expects to either retire or replace the
booster pending the outcome of the company(s evauation. In addition, SIWC is
currently evaluating a proposed (from Luhdorff and Scalmanini Consulting
Engineers) to provide hydrogeological services associated with the Mabury Station.
The company is deferring the retirement of this station pending the result of the
consultant study.

NO §]\N012309 isfor the design and permitting of the site improvementsin 2015.
SIW012310 isfor the material procurement and construction of the replacement
booster pumps, motors, and MCC.

4-18
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2012-2014 rate case originally scheduled for 2014.8° A ceordi ng to SIWC, it was
unable to complete the project in 2014 due to the date of the 2012-2014 rate case
decision N2 'SawC states that the scope of the project has been updated based on
the precise location, dimensions, and necessary perimeter of the booster station.
This results in an increase in the amount of earthwork required and the inclusion
of retaining wall to surround the perimeter.N—O YORA does not oppose to the need
for the project, but recommends this project continue as an advice letter project
with an estimated budget cap of $1,530,700. By allowing the project to continue
in an advice letter, the final cost of the project can be reviewed for all reasonable

and prudent costs once it is completed.
(b) San Ramon Station Pumps (SJW012629)

SIWC is requesting $1,062,900 in 2015 to replace the MCC, pressure
system, and to install an emergency generator. The replacement of the pressure

system would include replacing the booster pumps and relocating the facilities to
the existing pressure tank siteNF ¥his project was approved in the 2012-2014 rate

case. NP M ccordi ng to SIWC, the construction of the project was delayed to 2015

NO 5.14—08—006, page 89. This project was adopted asa Tier 2 Advice Letter (AL)
project with a budget capped at $1,234,800.

NON 15.01-002, Exhibit G, page 137. D.14-08-006 is dated August 14, 2014,

NO March 9, 2015 email, from Ed Lambing (SIWC) to Justin Menda (ORA) (see

Attachment 4-B). According to the company, the new cost estimate is based on a
contractor(s quote.

NP %\NC also intends on relocating the MCC to the existing pressure tank site.

NP I'H the 2012-2014 rate case, the project was separated into two projects (originally
Indexes #3549 and 4324) originally scheduled for 2014. Index #3549 isto replace

(continued on next page)
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due to permitting issues during design, a change in the scope of the project and

due to unplanned projects in 2014.8F Swe wants to add a permanent generator
to the system in the event of a power outage. SIWC anticipates that permitting

costs are more expensive than anticipated based on recent experience with

installing pressure systems within the City of San Jose MF FORA does not oppose
the need nor the proposed cost of the project.

(c) Cypress Station Pumps (SJW010321)

SIWC is requesting $1,122,400 in 2015 to relocate the Maya Way Booster
Station to the Cypress Station. In the 2012-2014 rate case a project was approved

to install a second booster and replace the MCC at the Maya StationMF Sawcis
requesting to relocate the Maya Way Booster Station due to space limitations at
the Maya Way Booster Station to expand the station and due to the remote
location of the existing station. Upon the completion of relocating the Maya
Station, the company plans on retiring the existing Maya Way Booster Station.
ORA does not oppose the need or the proposed cost of the project.

(continued from previous page)

the MCC and pressure system. Index #4324 isto install a 10 kilowatt (kW) standby
power generator. Thetotal adopted cost for both the replacement of the MCC and
pressure system and installation of a standby generator from the 2012-2014 rate case
is $890,500.

NP Rarch 9, 2015 email, from Ed Lambing (SIWC) to Justin Menda (ORA) (see
Attachment 4-B).

NP I'lD)id. SIWC aso states that there is also an increase in cost due to increasing the
overhead rate from 7% (from the 2012-2014 rate case) to 10%.

NP ﬂﬂs project was scheduled to be place into service in 2014. In the 2012-2014 GRC,
(continued on next page)
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(d) Miguelito Station Pumps (SJW 012347 and SJW012348)

SIWC is requesting a total of $2,139,000 in 2016 and 2017 to replace the

booster pumps, motors, and M cC.NE Rrpis project was adopted in the 2012-2014

rate case originally scheduled for 2014.8F S Accordi ng to SIWC, it was unable to

complete the project in 2014 due to the date of the 2012-2014 rate case
NPT

decision.—
Upon revaluating the scope of the improvement necessary for the Miguelito

Station, SIWC determined to expand the scope of the project to accommodate the

anticipated long-term operations of the station.F 50w C recommends replacing

the existing infrastructure (existing booster pump systems, piping, and tank) with

two submersible motor type booster pumps and a MCC outdoors.™F Vsawe

(continued from previous page)

this project had an estimated budget of $445,000.

NP §]VV012347 isfor the final design, contract, and materia procurement for site
improvementsin 2016. SJW012348 isfor the replacement booster pumps, motors,
and MCC.

NP I§.14-08-006, page 89. This project was adopted asa Tier 2 AL project with a budget
capped at $1,360,400.

NP X 15-01-002, Exhibit G, page 240. D.14-08-006 is dated August 14, 2014,

NP Warch 9, 2015 email, from Ed Lambing (SIWC) to Justin Menda (ORA) (see
Attachment 4-B). The original scope of the project was to replace the existing MCC
and install a new booster pump.

NP I%id. According to the company, the existing building has deteriorated to point where
repairs are not cost effective. In addition, the company states that the pumps are at
the end of their useful life and the tank was determined to no longer be necessary for
current and future operations.
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determined that this two pump configuration makes the need for a third pump (as
previously proposed) no longer necessary. In addition, SIWC anticipates
additional company labor necessary to design the project, permitting cost, and
increasing the overhead cost from 7% (from the 2012-2014 rate case) to 109 MM
ORA does not oppose to the need for the project, but recommends this project
continue as an advice letter project with an estimated budget cap of $2,139,000.
This will allow the project to be reviewed for all reasonable and prudent costs

onceit is completed.
(e) Harwood Court Station Pump (SJW012311)

SIWC is requesting $1,104,400 in 2016 to replace the MCC and to add a
second booster pump to the Harwood Court Station. This project was adopted in
the 2012-2014 rate case originally scheduled to be placed into service in 2014 NN
According to SIWC, the scope of the project has not changed since it was
proposed in the 2012-2014 rate case. N2 LawC dlaims that the ori ginal proposed
budget of $835,100 from the 2012-2014 rate case was based on another project of
similar nature and scope. In addition, the proposed budget of $1,104,400 in this
rate case is based on a contractor(s quote. NOFORA does not oppose the need for

the project, but recommends that the budget of the project should remain at the
agreed upon $835,100 adopted in D.14-08-006, escalated to 2016 dollars since

NOfia.
—QI n the 2012-2014 rate case, the project had an original estimated cost of $835,100.

NQRarch 9, 2015 email, from Ed Lambing (SIWC) to Justin Menda (ORA) (see
Attachment 4-B).

—leld
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there is no change in the scope of the project. After applying SIWCIS proposed
escalation factors to estimate the agreed upon budget of $835,100 to 2016 dollars,
ORA recommends a budget of $877,356. In the event the recorded cost of the
project exceeds ORA[S recommended budget of $877,356, SIWC may propose to
recover the excess cost in its next GRC. This will provide ORA an opportunity to

review any additional costs for prudency.
(f) Williams Road Station Generator (SJW012523)

SIWC is requesting $1,482,300 for the instalation of a 1,750 kW
permanent generator at the Williams Road Station. This project is a carryover
from the 2012-2014 rate case. According to the company, SIWC was not able to
complete this as originally scheduled for 2014 due to delay of the Commissioni(s

Decision of the 2012-2014 rate case.™-2 %ince the new proposed cost is less than
the adopted cost estimate of $1,704,700 from the previous rate case decision
(D.14-08-006), ORA does not oppose the proposed cost of $1,482,300.

(9) Tully Road Station Generator (SJW012524)

SIWC is requesting $767,100 in 2017 for the installation of a 1,000 kW
permanent generator at the Tully Road Station. This project is a carryover from
the 2012-2014 rate case. According to SIWC, it was not able to complete this as
originally scheduled for 2014 due to delay of the Commission(s Decision of the

2012-2014 rate case. 2 Bince the new proposed cost is less than the adopted cost

N QR 15-01-002, Exhibit G, page 249.
NQ I%i d, page 339.
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estimate of $1,404,200 from the previous rate case decision (D.14-08-006), ORA
does not oppose the proposed cost of $767,100.M S

(h) Line Shaft Pumping Equipment (SJW 10457, SJW 10465, and
SIW10211)

SIWC is requesting a total of $2,115,800 in the 2015-2017 period which

includes the maintenance and replacement of horizontal and vertical electric

motors and pumping unit as%embly.N—Q TORA does not oppose the need for this
project, but adjusted the annual budget based on the companyIs historical spending
on thislineitem. ORA compared the recorded five year average (2010-2014) with
the proposed 2015-2017 budget. Figure 4-C compares the recorded five year
average with the proposed 2015-2017 budget.

NQ514-08-006, pages 89 to 90.

NQThe company is requesting $683,400, $703,900, and $728,500 for 2015, 2016, and
2017, respectively. Some of the items covered under this line item include (but not
limited to) pump casings, column assemblies, discharge heads, and shaft segments.
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As shown in Figure 4-C above, SIWCIS recorded spending for this line
item fluctuates during the 2010-2014 time period. ORAIS estimate for this line
item is based on afive year average in order to incorporate the fluctuation of the
company(s spending behavior of this line item. The recorded five year average
(adjusted to reflect 2014 dollars) was escalated using the company(s proposed
escalation factors to estimate the 2015, 2016, and 2017 budget. Using the
methodology mentioned above, ORA recommends an annual budget of $595,904,
$613,781, and $635,263 for 2015, 2016, and 2017, respectively.

© 00 N oo 0o b~ W DN

NQ Igecorded 2010-2014 annual expenditure was provided in SIWC response to ORA
Data Request IM1-002, question 3 (see Attachment 4-C).
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(i) Submer sible Pumping Equipment (SJW 10468, SIW 10163,
and SIW10468)

SIWC is requesting a total of $2,115,800 in the 2015-2017 period which

includes the maintenance and replacement of horizontal and vertical electric

motors and pumping unit ass;embly.N—Q v

ORA does not oppose the need for this
project, but adjusted the annual budget based on the companyIs historical spending
on thislineitem. ORA compared the recorded five year average (2010-2014) with
the proposed 2015-2017 budget. Figure 4-D compares the recorded five year

average with the proposed 2015-2017 budget.

NQhe company is requesting $683,400, $703,900, and $728,500 in 2015, 2016, and
2017, respectively. Some of the items covered under this line item include (but not
limited to) submersible electric motors, pump bowl assemblies, power cables, column
assemblies, discharge elbows, power cables, and wiring for wells and booster pumps.
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Figure4-D: Recorded Spending on Submersible Pumping Equipmentmq M
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As shown in Figure 4-D above, SIWCIS recorded spending for this line
item fluctuates during the 2010-2014 time period. ORAIS estimate for this line
item is based on afive year average in order to incorporate the fluctuation of the
company(s spending behavior of this line item. The recorded five year average
(adjusted to reflect 2014 dollars) was escalated using the company[s proposed
escalation factors to estimate the 2015, 2016, and 2017 budget. Using the
methodology mentioned above, ORA recommends an annual budget of $534,181,
$550,207, and $569,464 for 2015, 2016, and 2017, respectively.

S Pistribution System

In this rate case, SIWC is requesting to install one new main and three

recycled main projects. SIJWC divides the distribution system category into the

NR Iylecorded 2010-2014 expenditure for this project was provided in SIWC response to
Data Request IM1-002, question 4 (see Attachment 4-C).
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following subcategories: new mains, service transfers, city, county, and state,

replacement mains, main extensions, services, meters, and hydrants.
(&) New Mains

SIWC isrequesting $2,733,600, $5,686,300, and $11,339,100 in 2015-2017
respectively for one new main in 2015, two recycled main in 2016, and one
recycled main project in 2017. SIJWC is requesting $2,733,600 in 2015 to install
anew pipeline within the existing easement and Santa Clara Valley Water District
(SCVWD) property from the McKean Station to Almaden Road (SJW012331).
This project is in conjunction with the construction of the McKean Station Tank
(SIW10449).

The 2009 SIWC Recycled Water Master Plan prepared by HydroScience

Engineers, Incorporated identified seventeen recycled water pipeline alignment to

provide recycled water for non-potable usesME N sawC has been proposing

alignment pipeline projects over the last two rate cases (A.09-01-009 and A.12-01-
003, for the 2009-2011 and 2012-2014 rate cases, respectively) in order to reduce
its reliance on imported water due and in response to the drought condition in

cCalifornia™® SwC has already constructed six alignment projects as part of the

2009-2011 and 2012-2014 general rate cases. MR "

NR §5\NC currently isin aWholesaler-Retailer Agreement with the City of San Jose.
When the City of San Jose and SIWC originally entered the agreement in 1997, the
City of San Jose allowed the South Bay Water Recycling (SBWR) to construct
recycled water pipeline in the company(s service area. 1n 2010 and 2012, the
agreement was amended to allow SIWC to construct recycled water infrastructure
which would be owned, operated, and maintained by the company.

NR ,&)ccordi ng to SIWC, the company relies on four water supply sources. Santa Clara
(continued on next page)
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In the decision to the 2009-2011 rate case (D.09-11-032), SIWC was
encouraged to seek partners, tax exempt funding, and public grants to help fund

the company(s reclaimed water proj ects. M Accordi ng to SIWC, the company is

currently eligible for four programs.'\'—R RAmong the four programs, SIWC has
received funding from the California Pollution Control Financing Authority
Revenue and the USBR Title XVI. SIWC received $50 million of low interest

loans from the California Pollution Control Financing Authority Revenue for

recycled water and other utility plant projects.N—R SSIWC received $249,950 in

grant funding through USBR Title XV1 to cover 50% of the cost of the Feasibility
Study and environmental documentation. SIWC is seeking $6.75 million in
construction grant through USBR Title XVI for future alignments (including the

(continued from previous page)

Valley Water District (SCVWD) treated water, SCVWD managed groundwater,
SIWCISlocal surface water and SBWR recycled water for non-potable use. On page
20-3 of the Results of Operations Report, the company states that the SCVWD treated
water supply is down 20% SIWCIS local supply depleted, resulting in a heavier
reliance of groundwater and recycled water in 2014.

NR K .15-01-002, Exhibit G, page 265. The alignments completed during the
aforementioned rate cases are Alignments C (Oakland Road, Phases One through
Three), G (East William Street), H (Story Road), M (Seven Trees Boulevard), N
(Sark Way), and S (Burke Street).

NR 8.09—11—032, Ordering Paragraph Nine, page 59.

NR §J\NC iscurrently eligible for the State Water Resources Control Board (SWRCB)
Water Recycling Funding Program (WRFP), City of San Jose Green Vision
Partnership Project Proposal, California Pollution Control Financing Authority
Revenue, and United States Bureau of Reclamation (USBR) Title XVI. According
to SIWC, there is currently no WRFP or City of San Jose Vision Partnership Project
Proposal funding at thistime.

NR X 15-01-002, Exhibit E, Chapter 20, Recycled Water, page 20-7.
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alignment projects proposed in this rate case).M TAccordi ng to SIWC, Congress
must approve the project before the company can receive construction grant
funding. Once the projects are approved, the company has to apply to get money
appropriated for the main projects. SIWC should continue to aggressively pursue
outside funding to help offset the high capital cost of the recycled main projects,

and not place this significant cost burden on existing potable water customers.

In this rate case, SIWC is proposing to construct three more alignment
projects (Alignments A, D (Phases One and Two), and R). SIJWC is requesting
$5,686,300 in 2016 and $11,339,100 in 2017 to provide a total of 1,016AFY for

irrigation and industrial purposes. According to SIWC, recycled water rates will

not change as a result of the additional recycled main projects.M Yin the cost

estimation provided in the Results of Operation report, the base unit (shown in the
unit cost column) is escalated by 3% annually to reflect the unit cost in 2014
dollars (shown in the escalated unit cost column). ORA used the Energy Cost of
Service and Natural Gas Branch (ECOS) escalation factor to escalate the base unit
factors from 2009 to 2014 dollars. ORA then used the escalated factors proposed
by SIWC to escalate the unit estimated cost to 2016 and 2017 dollars.

E 8§ Aignment A- Charcot Avenue (SIW012933)

SIWC is requesting $4,164,000 in 2016 for a 21,700 linear feet (LF)

pipeline to connect to the existing pipeline on Junction Road to provide 274 acre-

NR I-Bi d, page 20-8. The Feasibility Study is arequirement of the USBR in order to
receive grant funding to cover up to 25% of the construction cost of recycled water
projects.

NR X.lS—Ol—OOZ, Exhibit G, pages. 281, 302, and 378 for Alignments A, R, and D,
respectively.
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feet per year (AFY). This alignment would supply water to commercial office

building with external landscape irrigation, some decorative fountains, and a

soccer field. After applying the aforementioned escalation factors, ORA

recommends a budget of $4,011,220.

E 8§ Alignment R- Skyport Drive (SJW012934)

SIWC is requesting $1,522,300 in 2016 for a 7,100 LF pipeline to provide
265AFY to connect to the SBWR distribution system along Airport Boulevard that

serves the Mineta San Jose International Airport.

After applying the

af orementioned escalation factors, ORA recommends a budget of $1,494,037.

E § Alignment D- Berryessa Road, Phases One and Two

(SIW013935)

SIWC is requesting a total of $11,339,100 in 2017 to supply water to the
Berryessa Flea Market. In addition, the company states that this alignment might

provide a future opportunity for SIWC to partner with the SCVWD to provide

recycled water for indirect potable reuse. This alignment consists of two phases:
Phase One consists of a 4,900 LF pipeline with a total demand of 163 AFY and

NRYV

Phase Two consists of a 22,500 LF pipeline with a total demand of 314AFY.—

According to the company, Alignment D provides a potential future opportunity
for SIWC to partner with SCVWD to provide recycled water for indirect potable

reuse since the alignment is near SCVWDIS percolation ponds.N—S "YSRA does not
object to the need for the project, but adjusted the estimated cost based on the

NR&we is proposing $4,133,100 for Phase One and $7,206,000 for Phase Two.

NS M15.01-002, Exhibit G, page 360.
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escalated cost of the project. After applying the aforementioned adjustments,

ORA recommends a budget of $10,981,710.8= N

(b) Service Transfers

SIWC is requesting $20,400 in 2015 in order to retire a 12.75 inch pipeline
within the Lakewood right-of-way and transfer two 0.7500domestic services.
According to SIWC, the pipeline was a discharge line for the Fleury Station.
When the Fleury Station was retired, the pipeline within the Lakewood right-of-

way was left in pIac:e.N—S ORA does not oppose the need or the estimated cost of

this project.
(c) City, County and State

SIWC is requesting a total of $759,700, $580,900, and $434,900 in 2015-
2017, respectively for the annual 2015-2017 budget for facility relocation in
conjunction with the Department of Public Works and Department of
Transportation undertaken by the city, county, or state agencies per franchise
agreements (projects SIW012332, SIW10278, and SIW10283 for 2015-2017,

respectively) and two main projects.

NS 8RAB recommendation of $10,981,710 equatesto $4,026,641 for Phase One and
$6,955,069 for Phase Two.

NS 8napter 11 Workpapers, 2015-17 GRC Capital Budgets tab, cell J50.
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E 8 Gity, County, and State Projects (SJW012332,
SJW10278, and SIW 10283

The company is proposing a budget of $408,000, $420,200, and $434,900
in 2015-2017, respectively to provide funding for facility relocation or
improvement in conjunction with the Department of Public Works and
Department of Transportation undertaken by the city, county, or state agencies per
franchise agreements. ORA compared the recorded five year average (2010-2014)
with the proposed 2015-2017 budget. Figure 4-E compares the recorded five year
average with the proposed 2015-2017 budget.

Figure 4-E: Recorded Spending on City, County, and State™= P
City, County, and State
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NS Recorded 2010-2014 provided in SIWC response to ORA Data Request JMI-003,
question 1 (see Attachment 4-D).
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As shown in Figure 4-E above, there are two recorded extreme values in 2010 and
2013. ORAIS estimate for thisline item is based on afive year average in order to
incorporate the fluctuation in SIWCIS spending behavior of this line item and to
smooth out the two outlier values. The recorded five year average (adjusted to
reflect 2014 dollars) was escalated using SIWCIS proposed escalation factors to
estimate the 2015, 2016, and 2017 budget. Using the methodology mentioned
above, ORA recommends an annual budget of $329,470, $339,354, and $351,231
for 2015, 2016, and 2017, respectively.

E § Aldmitos Road Main (SJW012560)

SIWC is requesting $351,700 in 2015 to replace 400 feet of pipeline along
Alamitos Road. According to SIWC, this project is necessary due to the County
of Santa Clara Road and Airports Department of Public Works Bridge

Construction and roadway improvement project to replace the Alamitos Creek
Bridge.N—S The County of Santa Clara informed SIWC that the construction of the

replacement of the Alamitos Creek Bridge will begin in July 2015.8° BRA does
not oppose the need for the project or the proposed cost of the project.

E § QugdRoad Main (SIW10122)

SIWC is requesting $160,700 in 2015 to replace 300 feet of pipeline on
Quito Road. According to the company, this project is necessary due to the City

of Saratoga Department of Public Works Bridge Construction and roadway

NS Ghapter 11 Workpapers, 2015-17 GRC Capital Budgets tab, cell J52.

I\I—SFlgbruary 25, 2015 letter from County of Santa Clara, Roads and Airports Department
to SIWC (see Attachment 4-E). The letter was received by the company on March 2,
2015.
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(e) Main Extensions

SIJWC is requesting a total of $3,968,600, $2,850,700, and $3,238,400 for
2015-2017for the retirement of facilities. The majority of the costs in this
category are due to the facility retirement annual budget for 2015-2017.

E §Hacility Retirement (SJW10161, SJW10190, and
SJW10209)

The company is requesting $2,040,000, $2,101,200, and $2,174,700 in
2015-2017, respectively for the cost of removal of retired facilities in relation with
capital improvement projects. For the facility retirements, ORA compared the
recorded five year average (2010-2014) with the proposed 2015-2017 budget.
Figure 4-F shows the comparison of the recorded five year average with the

proposed 2015-2017 budget.

Figure4-F: Recorded Spending on Facility Retirement™ M
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NT M corded 2010-2014 provided in SIWC response to ORA Data Request JMI-002,
guestion 2 (see Attachment 4-C).
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As shown in Figure 4-F above, the five year average exceeds SIWCIS
request for the annual 2015-2017 budget. The recorded 2014 spending on this line

item far exceeds the adopted 2014 budget for this line item. ML NAccording to
SIWC, the reason behind the cost overrun in 2014 is due to the retirement of
reservoirs involving joint sealant. Removing the recorded 2014 number shows
that the 2010-2013 recorded average is comparable to the budget SIWC is
proposing (shown in Figure 4-F above).

ORA inquired about the historical recorded cost associated with the
Subdivision Main Extensions (projects SIW10159, SIW10188, and SIW10207 in
2015-2017, respectively) and Subdivison Over-Sizing Project (projects
SJW10160, SJW10189, and SIJW10208 in 2015-2017, respectively) projects.
According to SIWC, no money was spent in the 2010-2014 period for any of these
projects. In addition, the SIWC states that the budgets for these projects were
prudently utilized but were not used for the purpose identified since there were no
developer driven projects and that the funding for these projects were reallocated

for the procurement of other projects that required funding in addition to the
budgeted amount.™ Crhe amount proposed for these projects for 2015-2017 is

less than the 2014 adopted budget for this line item. ™I IQl'herefore, ORA does not
object to the proposed 2015-2017 budgets for these line items.

NT-Mhe adopted budget for 2014 was $2,185,500 for this line item.

NT QJVVC response to ORA Data Request IM1-003, questions 2 and 3 for the Subdivision
Main Extensions and Subdivision Over-Sizing projects, respectively (see Attachment
4-D).

BT SIWC proposes $51,000, $52,500, and $54,400 for 2015-2017 Subdivision Main
Extensions project, respectively. SIWC proposes $51,000, $52,500, and $54,400 for
2015-2017 Subdivision Over-Sizing project, respectively. The adopted 2014 budget

(continued on next page)
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1 Figure 4-G: Historical Recorded Spent on Service ReplacementN—T v

NT r—l()ecorded annual budget and number of services replaced was provided in SIWC
response to ORA Data Request IM1-003, questions 3(a) (see Attachment 4-D). The
proposed number of servicesfor 2015-2017 is estimated based on the number of
servicesinstalled for each size in 2013 and aratio of the length of miles proposed to
be replaced in 2015, 2016, or 2017 to the amount of main replaced in 2013.
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