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EXECUTIVE SUMMARY

Purpose of the Audit

The California Public Utilites Commission (CPUC) Utility Audits Branch (UAB) within the Utility Audits,
Risk and Compliance Division, engaged Sjoberg Evashenk Consulting, Inc., to conduct an audit of Golden

State Water Company’s (Golden State) 2023 balancing accounts. The purpose of this balancing account
audit was to determine if transactions and activities reported and recorded in Golden State’s balancing
accounts were for allowable purposes, supported by appropriate documentation, and maintained in
compliance with applicable laws and CPUC regulations.

The objectives of the audit were to determine whether Golden State’s transactions and activities reported
and recorded in its balancing accounts were for allowable purposes, supported by appropriate
documentation, and complied with applicable laws and CPUC regulations.

Based on the audit objectives, procedures performed, samples tested, and evidence gathered, we found
that the transactions recorded in Golden State’s balancing accounts from January 1, 2023, through
December 31, 2023, were for allowable purposes and supported by appropriate documentation, and
complied with applicable laws and CPUC regulations.
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INTRODUCTION

Audit Authority This audit was conducted under the general authority outlined in Public Utility (PU)
Code sections 314.5, 314.6, 451, 581, 582, 584. Furthermore, PU Code section
792.5 requires the CPUC to review or audit all balancing accounts periodically to
ensure that the transactions recorded in the balancing accounts are for allowable
purposes and supported by appropriate documentation.

Background CPUC has a responsibility to authorize the rates that regulated utilities may charge
their customers. Considering that the rates are derived from projected costs and
projected consumption of service, CPUC authorizes regulated utilities to establish
balancing accounts to track the actual costs and the related revenues the utilities
collect from ratepayers for specified activities. The primary purpose of a balancing
account is to ensure that a utility recovers its CPUC-authorized revenue
requirement from ratepayers for a given program or function, but not more or less.

Functionally, a balancing account tracks the difference between actual
expenditures associated with the account, revenue authorized for recovery by
CPUC (authorized revenue requirement), and the actual revenues collected within
customer rates to cover those specific expenditures. Applicable rules for a given
balancing account are presented in the account’s preliminary statement, which
also includes description of the purpose of the account, the types of costs and/or
revenues that are to be tracked in the account, and specific accounting procedures
that the utility must follow to record transactions for the balancing account.
Additionally, unless approved otherwise, a balancing account is required to
accumulate monthly interest at a rate equal to one-twelfth of the most recent
month’s interest rate on three-month Commercial Paper published by the Federal
Reserve.

Actual revenues collected by a utility in rates can be more or less than what CPUC
had authorized to collect because rates are always forward-looking and based on
forecasted sales. Thus, the balance in a balancing account can either be over-or
under-collected. If a balancing account is over-or under-collected, the net balance
is typically recovered from or refunded to ratepayers on an annual basis through
an adjustment in rates.

In 2023, Golden State Water Company (Golden State) was authorized a total of 7
balancing accounts with a total combined under-collected balance of $45,357,002
as of December 31, 2023. A breakdown of the reported amounts by balancing
account is provided in Appendix A.

Golden State, a subsidiary of American States Water Company, provides water
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Objectives

Scope

Methodology

service to approximately 264,000 customers across 10 counties in Northern,
Coastal, and Southern California.

The objectives of the audit were to determine whether Golden State’s transactions
and activities reported and recorded in its balancing accounts were for allowable
purposes, supported by appropriate documentation, and complied with applicable
laws and CPUC regulations.

The audit covered January 1, 2023, through December 31, 2023.

To meet the audit objectives, the audit team:

Reviewed applicable Commission directives and decisions, CPUC's
UAB Standard Practice Manual; prior Golden State balancing account
audit reports and audited financial statements; and Golden State’s
internal policies and procedures.

Interviewed key personnel to obtain an understanding of the
accounting and billing processes related to balancing accounts.

Identified and evaluated internal controls over its balancing accounts.

Evaluated whether appropriate corrective action had been taken in
addressing findings and recommendations from previous CPUC’s
UAB audits significant to the audit objectives, if any.

Reconciled ending balances on monthly tracking statements to Golden
State accounting records and the Annual Balancing Account and
Memorandum Account report submitted to the Commission.

Performed a risk assessment of the balancing accounts. In assessing
significance, evaluated the relative importance of transactions in each
balancing account, performed an assessment using qualitative and
quantitative factors to identify risks, evaluated the relative importance
of the identified risks, including how those risks could impact the
accuracy and validity of the transactions and activities reported in the
balancing accounts. Of Golden State’s seven balancing accounts,
selected the following five accounts to include in revenue and
expenditure testing: American Recovery and Reinvestment Act of
2009 (ARRA), Pension and Benefits (P&B), Customer Assistance
Program (CAP), Water Revenue Adjustment Mechanism/ Modification
Cost (WRAM/MCBA), and Drinking Water Fees (DWF).

For revenue testing of the ARRA, CAP, and WRAM/MCBA balancing
accounts, compared amounts billed to customers against amounts
recorded as collections/recoveries in accounting records. Also,
selected a sample of hard copy bills to compare against system billing
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Statement of

Auditing Standards

information to ensure reliability of the system information and to
determine if rates charged on customer billings complied with CPUC
directives and approved tariffs.

For expenditure testing of the WRAM/MCBA, and DWF, the balancing
accounts had the following net expenses recorded in 2023:

Balancing Adopted Actual
Net Expenses
Account Expenses Expenses
DWF $746,843 $1,171,059 $424,215
WRAM/MCBA $(108,036,778) $(106,348,802) $(1,687,976)

From the actual expenses recorded in 2023, we selected fifty-two
transactions across the three balancing accounts accounting for

between one and five percent of the actual expenses:

Absolute Absolute
Balancing Actual Value of Value of | Percentage
Account Expenses Actual Expenses Tested
Expenses Tested
DWF $1,171,059 $1,171,059 $17,194 1%
WRAM/MCBA | $(106,348,802) | $106,348,802 | $5,098,412 5%

For the DWF, we tested one percent of transactions because all were
the same type of fee, specifically the State Water Resources Control
Board Water System Fee. Similarly, we tested five percent of
transactions in the WRAM/MCBA because all were generally the same
types of costs, including purchase power and water, and pump taxes.

Additionally, for the PBA, total expenses in 2023 were $281,375 and
we tested $91,822, or 37%, of the expenses.

For each transaction tested, we reviewed supporting documentation
to determine whether transactions were accurate, allowable and
supported by appropriate source documents.

« Calculated the amount of interest in each balancing account and
determined if the calculation method used by Golden State complied
with applicable rules, such as earning interest monthly at a rate equal
to one-twelfth of the most recent month’s interest rate on three-month
Commercial Paper published by the Federal Reserve.

Sjoberg Evashenk Consulting, Inc. (SEC) conducted this performance audit in
accordance with generally accepted government auditing standards (GAGAS).
Those standards require that auditors plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for findings and
conclusions based on the audit objectives. SEC believes that the evidence
obtained provides a reasonable basis for our findings and conclusions based on
our audit objectives.
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AUDIT RESULTS

Based on the audit objectives, procedures performed, samples tested, and evidence gathered, we found
that the transactions recorded in Golden State’s balancing accounts from January 1, 2023, through
December 31, 2023, were for allowable purposes and supported by appropriate documentation, and
complied with applicable laws and CPUC regulations.
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VIEWS OF RESPONSIBLE OFFICIALS

Because there were no reportable findings, Golden State representative elected to forgo a formal exit
conference and we are issuing the report as final.
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APPENDIX A: GOLDEN STATE WATER COMPANY’S BALANCING
ACCOUNTS

. : Balance at
Balancing Account Name Purpose of the Balancing Account 12/31/2023
Tracks revenues collected through the ARRA surcharge in
GSWC's Arden Cordova District and track payments of principal,
American Recovery and interest and any fiscal agent or loan-related fees associated with
Reinvestment Act of 2009 the repayment of a $4.3 million loan, pursuant to an agreement
between GSWC and the California Department of Public Health
Services ("CDPHS") under the Safe Drinking Water State
Revolving Fund Law of 1997 ("SDWSRF") and the ARRA. $104,585
Pension and Benefits Tracks the difference between pension costs authorized in rates
Balancing Account by the Commission and pension expenses based on the
Accounting Standard Codification 715-10 ("ASC 715-10") $1,082,771
Customer Assistance Program Records the difference between CAP discounts, program costs
and the revenues generated by the CAP surcharge $(5,763,038)
Water Revenue Adjustment Tracks the difference between Commission approved water
Mechanism/ Modification Cost | revenue and actual water revenues along with Commission
Balancing Account approved supply expenses vs actual supply expense. $(39,914,502)
Clearlake Supply Cost Tracks the incremental rate difference between actua] gnd .
Balancing Account adopted purchased water rates and purchased electricity rates in
the Clearlake Customer Service Area (CSA). $(71,613)
Aggregates small residual dollar amounts from expired authorized
General Ratemaking Area amortizations and other authorized dollar amounts. (e.g.
intervener compensation awards) for subsequent amortization at
the ratemaking area level. $226,459

Drinking Water Fees
Balancing Account

Tracks the difference between all actual fees charged by the State
Water Resources Control Board (Water Board) that vary from the
adopted fees in authorized rates.

$(1,021,664)

Total Balance

$(45,357,002)
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