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Transmitted via e-mail
May 19, 2025

Carmelitha Bordelon

Vice President of Regulatory Affairs and Finance
Suburban Water Systems

1325 N. Grand Avenue, Suite 100

Covina, CA 91724

Dear Carmelitha Bordelon:

Final Report Transmittal Letter—Audit of Suburban Water Systems’ Balancing
Accounts for the Period of January 1, 2023, Through December 31, 2023

The Utility Audits Branch (UAB) of the California Public Utilities Commission (CPUC) has
completed its audit of Suburban Water Systems’ (SWS) balancing accounts reported for the
period of January 1, 2023, through December 31, 2023. The final audit report is enclosed.

We issued the draft audit report on April 23, 2025. SWS’s response to the draft report
finding and our evaluation of the response are incorporated into this final report. We will
post the final audit report on our website at Audit Reports by Industry (ca.gov).

A Corrective Action Plan addressing the finding and recommendation is not required.
SWS’s response to the draft audit report included information on planned corrective actions.

We appreciate SWS’s assistance and cooperation during the engagement, and its willingness
to implement corrective actions. If you have any questions regarding this report, please

contact Kevin Nakamura, Supervisor, at (916) 928-4730.

Sincerely,

Angie Williams, Director
Utlity Audits, Risk and Compliance Division

cc: See next page
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EXECUTIVE SUMMARY

The Utility Audits Branch (UAB) of the California Public Utilities Commission (CPUC) conducted a
performance audit of the Balancing Accounts administered and reported by Suburban Water Systems
(SWS) for the audit period of January 1, 2023, through December 31, 2023.

Our audit objectives were to determine whether 1) transactions recorded in SWS’s balancing accounts
and related accounts from January 1, 2023, through December 31, 2023, were for allowable purposes
and supported by appropriate documentation; and 2) the balancing accounts and related accounts were
established and maintained as required by applicable Public Utilities (PU) Code sections, CPUC
directives, orders, rules, regulations, and SWS’s policies and procedures.

Based on our audit objectives, procedures performed, samples tested, and evidence gathered, we found
an instance of noncompliance with the requirements for the audit period from January 1, 2023, through
December 31, 2023. This instance is described in the Finding and Recommendation section of this
audit report. The finding is as follows:

Finding: Balancing Account Omitted from the Preliminary Statement

SWS did not include its volume-related cost balancing account authorized by CPUC in its Preliminary
Statement as mandated in General Order (GO) 96-B. Specifically, SWS omitted its consolidated
volume-related cost balancing account which includes its authorized Purchased Power, Purchased
Water and Pumped Water Balancing Accounts and related required information from its Preliminary
Statement for both of its San Jose Hills (SJH) and Whittier/La Mirada (WLM) setvice ateas.

We issued a draft report on April 23, 2025. SWS responded by letter dated May 7, 2025, agreeing to
implement UAB’s recommendation, providing additional comments regarding the finding, outlining
planned corrective actions, and proposing two clarification edits for consideration. SWS’s response is
included in this final report as an attachment in Appendix A—Utility’s Response to Draft Audit Report,
and our evaluation of the response is included in Appendix B—UAB’s Evaluation of Utility’s Response.
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AUDIT REPORT

Background

Balancing Accounts

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.

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 utility’s Preliminary Statement, which also includes
description of the purpose of the account, the types of costs and/or revenues that ate 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.

Suburban Water Systems (SWS)

SWS is a subsidiary of SouthWest Water Company and was incorporated in California in 1907. SWS§
provides water service to a population of approximately 300,000 people in a 42 square mile service
territory that encompasses all or portions of Glendora, Covina, West Covina, Walnut, La Puente,
Hacienda Heights, City of Industry, Whittier, I.a Mirada, LLa Hebra, Buena Park and unincorporated
portions of Los Angeles and Orange counties'.

In its Semi-Annual Balancing Accounts Report (Semi-Annual Report) as of December 31, 2023, filed
with CPUC on April 11, 2024, SWS reported 11 balancing accounts and 5 reserve accounts” with a total
combined under-collected balance of $14,861,614. SWS utilizes its reserve accounts to track the
monthly differences between the adopted and actual amounts related to water revenues and expenses,
plus or minus any necessary adjustments. SWS retroactively calculates interest on these incremental
amounts when it either files a tier one advice letter or a General Rate Case application with CPUC to
request amortization of the over- or under-collected balances in the reserve accounts. Once the
amortization request is approved by CPUC, the over- or under-collected incremental amounts are then
transferred to the respective balancing accounts for recovery either through monthly collections from

1 SWS’s public website and 2023 Annual Report, General Information, Page 13.
2 Pursuant to Settlement Agreement approved in CPUC Decision 21-10-024, SWS is required to include reserve account
balances with its Semi-Annual Reports for balancing account balances.
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Balancing Accounts

or refunds to its customers. A breakdown of the reported amounts over or under-collected in rates as
of December 31, 2023, by each balancing and reserve account, is provided in the table below:

Reported Net
Under/(Over)-

Ttem Title of Accounts Collected
No. Balance as of

December 31,

2023

Balancing Accounts
1 SJH - Water Revenue Adjustment Mechanism Balancing Account $  (183,724)
2 SJH - Purchased Power, Purchased Water and Pumped Water Balancing Account* 3,208,381
3 SJH - Recycled Water Balancing Account* 71,548
4 SJH - Purchased Power, Purchased Water and Pumped Water Balancing Account** 61,888
5 SJH - Recycled Water Balancing Account** 6,656
6 WLM - Water Revenue Adjustment Mechanism Balancing Account (69,884)
7 WLM - Purchased Power, Purchased Water and Pumped Water Balancing Account* 3,037,835
8 WLM - Purchased Power, Purchased Water and Pumped Water Balancing Account®* (13,912)
9 Employee Healthcare Balancing Account (351,413)
10 2021 - 2023 Conservation Expense One-Way Balancing Account 0
11 Drinking Water Fees Balancing Account 123,255

Total - Balancing Accounts

Reserve Accounts

1

(O BN I S

SJH - Water Revenue Adjustment Mechanism Reserve Account
SJH - Purchased Power, Purchased Water and Pumped Water Reserve Account
SJH - Recycled Water Reserve Account
WLM - Water Revenue Adjustment Mechanism Reserve Account
WLM - Purchased Power, Purchased Water and Pumped Water Reserve Account
Total - Reserve Accounts

Grand Total - Net Under/(Over)-Collected Reported Amount

*  Approved via Advice Letter (AL) 364-W.
**  Approved via AL 375-W.

Audit Authority

UAB conducted this audit under the general authority outlined in PU Code sections 274, 314 (a), 314.5,
314.6, 451, 581, 582, and 584. Furthermore, PU Code section 792.5 requires CPUC to develop a risk-
based approach for reviewing or auditing balancing accounts periodically to ensure that the transactions
recorded in the balancing accounts are for allowable purposes and supported by appropriate
documentation.

Objective and Scope

Our audit objectives were to determine whether 1) transactions recorded in SWS’s balancing accounts
and related accounts from January 1, 2023, through December 31, 2023, were for allowable purposes
and supported by appropriate documentation; and 2) the balancing accounts and related accounts were

$ 5,890,630

912,899
3,835,894
78,986
462,845
3,680,360

&+

8,970,984

&+

14,861,614
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established and maintained as required by applicable PU Code sections, CPUC directives, orders, rules,
regulations, and SWS’s policies and procedures.

The scope of our audit covered the 12 balancing accounts’ and 5 reserve accounts administered and
reported by SWS for the audit period of January 1, 2023, through December 31, 2023.

Methodology

In planning our audit, we gained an understanding of each balancing account and reserve account and
SWS’s operations by researching and reviewing relevant PU Code sections, preliminary statements,
rules, regulations, policies, CPUC decisions, resolutions, advice letters, SWS’s policies and procedures,
and interviewing SWS’s personnel.

We conducted a risk assessment, including evaluating whether SWS’s key internal controls relevant to
our audit objectives were propetly designed, implemented, and operating effectively. Our assessment
included conducting interviews, performing walkthroughs, and testing transactions. Deficiencies in
internal control, if identified during our audit and determined to be significant within the context of our
audit objectives, are included in this report.

Additionally, we assessed the reliability of the data extracted from SWS’s accounting and customer
billings systems. Our assessment included examining extracted reports, tracing data between differing
report formats to verify completeness, and tracing report data to source documents. We determined
the data to be sufficiently reliable to address the audit objectives.

Based on the results of our planning, we developed specific methods for gathering evidence to obtain
reasonable assurance to address the audit objectives. To achieve our audit objectives, we:

e Reviewed applicable CPUC decisions, advice letters, proceedings, and preliminary
statements to gain an understanding of the balancing accounts, reserve accounts, and
applicable tariff rates.

e Reviewed PricewaterhouseCoopers LLP’s (PwC) independent audit on SWS’s Financial
Statements for the years ended December 31, 2023 and 2022, that was issued on March 28,
2024. We determined that the audit was relevant to our audit objectives but did not disclose
any findings and therefore, no further review was performed.

e Reviewed the following audit reports and determined that the audits were not relevant to
our audit objectives and therefore, no further review was performed:

o UAB’s prior financial review of SWS’s Financial Schedules for the period covering
January 1, 2020, through December 31, 2020, that was issued on June 15, 2022.

o PwC’s independent audit on SWS’s Financial Statements for the years ended
December 31, 2019 and 2018, that was issued on April 17, 2020.

3 Includes the 11 balancing accounts reported explicitly and 1 authorized Sativa Production Cost Balancing Account
combined with the WLM Purchased Power, Purchased Water and Pumped Water Reserve Account in SWS’s December 31,
2023 Semi-Annual Report filed in April 2024.
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o PwC’s independent audit on SWS’s Financial Statements for the years ended
December 31, 2020 and 2019, that was issued on April 9, 2021.

o Armanino LLP’s (Armanino) independent review on SW8’s Compliance with
CPUC’s Rules for Water and Sewer Utilities Regarding Affiliate Transactions and
the Use of Regulated Assets for Non-Tariffed Utility Services during the period of
January 1, 2019, through December 31, 2020, that was issued on September 30,
2021.

o PwC’s independent audit on SWS’s Financial Statements for the years ended
December 31, 2021 and 2020, that was issued on April 14, 2022.

o Armanino’s independent review on SWS8’s Compliance with CPUC’s Rules for
Water and Sewer Utilities Regarding Affiliate Transactions and the Use of Regulated
Assets for Non-Tariffed Utility Services during the period of January 1, 2021,
through December 31, 2022, that was issued on September 29, 2023.

o PwC’s independent audit on SWS’s Financial Statements for the years ended
December 31, 2022 and 2021, that was issued on April 17, 2023.

e Reviewed SWS’s internal control policies and procedures related to the administration and
implementation of its balancing and reserve accounts.

e Reviewed SWS’s accounting system, accounting policies, processes and procedures for
tracking, monitoring, and recording transactions to its balancing and reserve accounts.

e Reconciled year-end balancing and reserve account totals recorded in SWS’s accounting
records to the balances reported in SWS’s December 31, 2023 Semi-Annual Report filed
with CPUC’s Water Division for accuracy and completeness.

e Reconciled the balancing accounts reported in SWS’s December 31, 2023 Semi-Annual
Report to the Preliminary Statements for accuracy.

e Assessed significance by performing analysis of revenue and expense data and evaluating
balancing account and reserve account requirements.

e Obtained an understanding of SWS’s key internal controls relevant to its balancing accounts
and reserve accounts, such as accounting and reporting process, customer billing
procedures, rate adjustment process, invoice processing and expense recording process, and
assessed the design, implementation, and operating effectiveness of selected controls that
were significant to the audit objectives by:

o interviewing key personnel;
o completing an internal control questionnaire;
o reviewing SWS’s policies and procedures and assessing their implementation

pertaining to accounting, recording, and reporting of balancing accounts and reserve
accounts;
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o performing walkthroughs of selected rate changes, customer billings, and balancing

account and reserve account activities;

o assessing reliability of recorded and reported billing and sales data by tracing seven
customer billings from residential, recycled water and nonresidential customer
classes for both SJH and WLM service areas to ensure billed usage amounts tied to
meter readings, correct rates were applied in accordance with approved tariffs, and
the revenue amounts were accurately recorded in SWS’s accounting system and
recorded to the appropriate balancing accounts; and

o assessing reliability of recorded and reported expense data by tracing three
transactions for two balancing accounts from general ledger to vendor invoices and
payments records to ensure expenses were supported by invoices, payments were
propetly reviewed and approved, and the expense amounts were accurately recorded
in SWS’s accounting system and to the appropriate balancing accounts.

e Conducted a risk assessment to determine the nature, timing, and extent of substantive

testing.

e Performed testing of expense offsets* by judgmentally selecting a non-statistical sample of
significant expense offset transactions for 2 balancing accounts totaling $81,917 of
$6,246,000, or 1% of the total recorded expense offsets in year 2023 as illustrated in the

table below:

Total
Total
Expense Expense Percent
Balancing Account Name P Offsets
Offsets . Tested
Tested Recorded in
este 2023
SJH Purchased Power, Purchased Water and Pumped Water 0
Balancing Account (AL 364-W) $36,066 33,208,165 1%
WLM Purchased Power, Purchased Water and Pumped Water 0
Balancing Account (AL 364-W) 45,851 3,037,835 2%
Totals $81,917 $6,246,000 1%

e For the selected samples, traced expense offsets recorded in SWS’s accounting records to
supporting documentation and determined whether expense offsets were accurate,

supported by appropriate source documents, and classified to the correct period and

account by:

o tracing water offset surcharge rates and amounts to tariff schedules and

customer bills to ensure surcharges were calculated accurately;

4 CPUC Standard Practice U-27-W, revised April 2014, paragraph 5, defines an expense offset as a change in rates that
allows a utility to pass on to the customers changes in certain costs that are considered to be beyond the utility’s control and
that are in the public interest to allow the utility to recover. Offsets track both increases and decreases in costs.

6




Suburban Water Systems

Balancing Accounts

o verifying water offset surcharges were supported by appropriate source
documents, such as customer bills and meter read registers;

o confirming payments were received and the amounts agreed to the customer

bills; and

o corroborating that the surcharge billing was accurate as claimed for a residential

customer sample by:

* reviewing a customer bill that was cancelled due to incorrect usage
amount caused by meter register error and then subsequently rebilled;

and

* conducting an on-site visual observation of the customer water meter to
confirm the meter register was replaced at the service address.

e DPerformed testing of expenses by judgmentally selecting a non-statistical sample of

significant expense transactions for 2 balancing accounts and 1 reserve account totaling
$713,446 of $4,265,855, or 17% of the total recorded expenses in year 2023 as illustrated in

the table below:

Total
Total Expenses Percent
Balancing / Resetve Account Name E;pe:ns;s Recorded in | Tested
este 2023
Drinking Water Fees Balancing Account $ 85,214 $ 120,962 70%
Sativa Production Cost Balancing Account 299,520 308,999 97%
SJH Purchased Power, Purchased Water and Pumped Water 328,712 3,835,894 9%,
Reserve Account
Totals $713,446 $4,265,855 17%

e TFor the selected samples, traced expenses recorded in SWS’s accounting records to
supporting documentation and determined whether costs were accurate, attributable to its
respective balancing and reserve account, supported by appropriate source documents, and
incurred in compliance with applicable CPUC directives, orders, rules, regulations, and

SWS’s policies and procedures by:

O tracing expenses to invoices to ensure expenses (1) were incurred within 2023,
(2) agreed to invoice amounts, and (3) were calculated accurately;

o verifying expenses were supported by appropriate source documents, such as
detailed invoices, agreements/contracts, etc., to confirm the expenses wete for

authorized activities; and

o confirming payments were made for the expenses and the amounts agreed to

the invoices.
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e Determined whether SWS properly reported and recorded monthly interest in its balancing
accounts by recomputing the monthly interest amounts for June 2020, December 2021, and
August 2022 on the Employee Healthcare Balancing Account, which represented 13% of
the accounts that SWS has reported the interest to CPUC.

We did not audit SWS’s financial statements. We limited our audit scope to planning and performing
audit procedures necessary to obtain reasonable assurance that SWS reported, incurred, and maintained
its balancing accounts and related accounts in accordance with the applicable criteria. We considered
SWS’s internal controls only to the extent necessary to plan the audit and achieve our audit objectives.

We conducted this performance audit in accordance with generally accepted government auditing
standards (GAGAS). Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable basis for our finding and
conclusion based on our audit objectives.

Conclusion

Based on our audit objectives, procedures performed, samples tested, and evidence gathered, we found
an instance of noncompliance with the requirements for the audit period from January 1, 2023, through
December 31, 2023. This instance is described in the Finding and Recommendation section of this
audit report.

Follow-up on Prior Audit Findings

We have not previously conducted an audit of SWS’s regulatory balancing accounts. Furthermore, SWS
did not identify any prior engagements that are significant within the context of our audit objectives that
would require us to determine if appropriate corrective actions have been taken to address the findings
and recommendations.

Views of Responsible Officials

We issued a draft report on April 23, 2025. SWS responded by letter dated May 7, 2025, agreeing to
implement UAB’s recommendation, providing additional comments regarding the finding, outlining
planned corrective actions, and proposing two clarification edits for consideration. SWS’s response is
included in this final report as an attachment in Appendix A—Utility’s Response to Draft Audit Report,
and our evaluation of the response is included in Appendix B—UAB’s Evaluation of Utility’s Response.

Restricted Use

This audit report is intended solely for the information and use of SWS and CPUC; it is not intended to
be and should not be used by anyone other than these specified parties. This restriction is not intended
to limit distribution of this audit report, which is a matter of public record and will be available on
CPUC website at Audit Reports by Industry (ca.gov).

o 7(7/;(/ z/é(zm)

Angie Williams, Director
Utility Audits, Risk and Compliance Division


https://www.cpuc.ca.gov/about-cpuc/divisions/utility-audits-risk-and-compliance-division/utility-audits-branch/audit-reports-by-industry

Suburban Water Systems Balancing Accounts

FINDING AND RECOMMENDATION

Finding: Balancing Account Omitted from the Preliminary Statement

Condition:

SWS did not include its volume-related cost balancing account authorized by CPUC in its Preliminary
Statement as mandated in GO 96-B. During the planning phase of the audit, we discovered that SWS
omitted its consolidated volume-related cost balancing account which includes its authorized Purchased
Power, Purchased Water and Pumped Water Balancing Accounts and related required information
from its Preliminary Statement as prescribed by CPUC directives. Due to the absence of the required
information for the Purchased Power, Purchased Water and Pumped Water Balancing Accounts in
SWS’s Preliminary Statement, we were unable to validate the purpose of these balancing accounts for
its SJH and WLM service areas, applicable accounting procedures that must be followed to record
transactions, and other provisions that support tariff rules or rate schedules for these balancing
accounts. Our procedures relating to these accounts were limited to testing of expense offsets and
expenses to ensure that SWS followed its own practices and procedures.

Following the audit exit conference on April 3, 2025, SWS accepted UAB’s finding and took corrective
action by filing AL 411-W with CPUC’s Water Division on April 15, 2025, in order to update its
Preliminary Statement to include its volume-related cost balancing account and related accounts.

Criteria:
GO 96-B, Section 9.5.3, states, in part, that:

The Preliminary Statement shall describe or explain: the territory served; the types and classes
of service rendered; the general conditions under which services are rendered; the
memorandum accounts (if any), balancing accounts, and adjustment clauses that might affect
the utility’s rates; and other tariff provisions that do not appear in the tariff rules or rate
schedules.

CPUC Water Division Standard Practice (SP) U-27-W, revised May 2004, states, in part, that:

A balancing account is necessary to track the balance that the Commission has authorized for
recovery or amortization. It is a deferred debit account in the utility’s accounting books. It
records an expense authorized by the Commission for recovery or overcollection authorized for
refund and the sum of received or allowed surcharges or surcredits. Each district has one
balancing account for each separate item to be recovered or amortized. When a balance in a
reserve account or memo account is authorized for recovery, that reserve or memo account is
moved to a balancing account. If the amount authorized for recovery is less than the amount
booked to the reserve or memo account, the unrecovered amount is amortized below the line.
As surcredits or surcharges are provided or received, they are booked to the balancing account
also. When the balancing account balance reaches zero or a small amount, the surcharge or
surcredit terminates and the amount is rolled into another balancing account. Balances in the
balancing account earn at the 90-day commercial paper rate’.

5 SP U-27-W, revised May 2004, page 5, paragraph 9. Balancing Accounts.
9
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Pursuant to Section 792.5 of the Public Utilities Code, the utility must establish a reserve
account for each item for which revenue offsets have been authorized. The account must be
described in the Preliminary Statement of the utility’s tariffs (except for purchased water,
purchased power and pump tax). The reserve account tracks the revenues recovered by the rate
offset and the offsettable costs incurred. Reserve accounts for purchased water purchased
power and pump tax have been available to all water utilities since July 1, 1983 (See Appendix
A). The average in the reserve account each month accrues interest at the current 90-day
commercial paper rate.’

Cause:

During the audit, SWS acknowledged that it did not include its volume-related cost balancing accounts
in its Preliminary Statement because SWS believed it was not specifically required to do so. Specifically,
SWS believed that it did not have to comply with GO 96-B, Section 9.5.3 since it adhered to the May
2004 version of SP U-27-W which states that purchased water, purchased power and pump tax reserve
accounts are excepted from being included in the Preliminary Statement. Nevertheless, SP U-27-W
does not state that purchased water, purchased power and pump tax balancing accounts can be
exempted from being included in the Preliminary Statement.

Effect:

SWS’s Purchased Power, Purchased Water and Pumped Water activities could potentially impact the
water rates for its ratepayers. Omitting the Purchased Power, Purchased Water and Pumped Water
balancing accounts from the Preliminary Statement reduced the comparability of SWS’s Semi-Annual
Report with other Class A water utilities. Consistent and up-to-date preliminary statement presentation
among Class A water utilities aids decision makers in analyzing the service provision and balancing
accounts administration of SWS relative to other Class A water utilities in California.

Additionally, it is imperative that all balancing accounts be included in the Preliminary Statement in
order to provide transpatency to members of the public and/or ratepayers, and other stakeholders by
documenting the balancing account’s purpose, the applicability of tatiff rates, types of costs and/or
revenues recorded in the account, accounting procedures, and other provisions that do not appear in
tariff rules or rate schedules. Without such information clearly documented in the Preliminary
Statement, it is impossible to validate whether given balancing accounts function within the regulatory
framework and prescribed guidelines.

Recommendation:
SWS should publish the updated Preliminary Statement on its website once reviewed and approved by
CPUC’s Water Division.

6 SP U-27-W, revised May 2004, page 6, paragraph 12. Reserve Accounts.
10
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APPENDIX A—UTILITY’S RESPONSE TO DRAFT AUDIT REPORT

Suburban
Water Systems

1325 M. Grand Ave. Ste. 100, Covina, CA 91724-4044
Phone: 626.543.2640, Fax: 626.543.2664
SuburbanWaber Systems.com

May 7, 2025

Angie Williams

Director, Utility Audits Branch

Risk and Compliance Division
California Public Utilities Commission
400 R Street, Suite 221

Sacramento, CA 05811

RE: Suburban Water Systems’ Comments to Draft Report on Balancing Accounts
Performance Audit for Period of January 1, 2023, through December 31, 2023

Dear Director Williams,

On April 23, 2025, Suburban Water Systems (SWS) was provided with a draft of the Balancing
Accounts Performance Audit for Calendar Year 2023 (Draft Report).

As it relates to the finding, SW5 would like to reiterate its position as to why SWS has not had a
balancing account in its preliminary statement.

The OIE. proceeding (98-07-038) that lead to the 2007 revision to GO 96-B recognized that
balancing and memo accounts had not previously been required in the preliminary statement.

6. Some provisions of these Industry Rules require the ufility fo do things not
presently required. For example, the preliminary statement would have to
contain a descripfion of all authorized memorandum and balancing accounts.

(Appendix E. p.3)

The preceding language says that the 2007 revisions to GO 96 were intended to be prospective,
requiring doing things “not presently required.” This literally means that going forward things
will be done differently. If it had meant to say it was to apply retroactively to things done in the
past the OIR. would have said that. Note that this language specifically addresses the changes to
the Preliminary Statement that are at issue here. There was no suggestion that water utilities
would be required to make wholesale retroactive updates to their tariffs to comply with the new
rules.

Additionally, at no time has the Commission required SWS to include such balancing accounts in
its Preliminary Statement. SWS’ earliest records indicate that its balancing accounts were
established no later than June 1975,

However. in the spirif of cooperation. SWS agrees to request Water Division for authority fo

include the volume-related cost balancing account in its prelininary statement. and SWS plans to
update its preliminary statement once Water Division approves the advice lefter.
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Furthermore, please consider the following pertaining to the Draft Eeport page 2:

*  According to SWS’ public website, SWS provides water service to approximately
300,000 population rather than 300,000 customers.

o  SWS ntilizes its reserve accounts to track the monthly differences between the
adopted and actual amounts related to water expenses, rather than water revenues and
expenses. There is no water revemues tracked in SWS’ reserve accounts.

SWS thanks the Utility Audit Branch — Risk and Compliance Division’s team for their fime,
effort and professionalism completing the SWS 2023 balancing accounts performance audit.
Sincerely,

AACarmelitha Bordelon

Carmelitha Bordelon
WP of Regulatory Affairs and Finance

ce: Craig Gott, President. SW5S
Robert “Bob™ Kelly, Vice President of Regulatory Strategy, SW5S
Kiki Carlson, Director of Regulatory Affairs, SWS
Masha Vorobyova, Assistant Director, UAB, CPUC
Eevin Nakamura, Program and Project Supervisor, UAB, CPUC
Na “Lina” Li, Senior Management Auditor, UAB, CPUC
Angie Huang, Senior Management Auditor, UAB, CPUC
Edwin Esternon, Senior Management Auditor, UAB. CPUC
Elizabeth “Liz” Abundis, Staff Services Management Auditor, UAB, CPUC
Kiana Kwong, Staff Services Management Auditor, UAB, CPUC
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APPENDIX B—UAB'S EVALUATION OF UTILITY'S RESPONSE

We appreciate SWS’s comments submitted on May 7, 2025. SWS provided general comments and its
perspective regarding the finding and agreed to implement the recommendation. The finding and
recommendation remain unchanged.

In its response, SWS also proposed two clarification edits in the Background section of the report.
Below is our assessment of each request:

e We have revised the language per SWS’s comments to clarify that SWS serves a population of
approximately 300,000 in the Background section, page 2, of this report, and

e We disagree with SW8’s comment that no water revenues are tracked in its reserve accounts as
stated in the Background section, page 2 of this report. During the audit, SWS explained to
UAB that its Water Revenue Adjustment Mechanism (WRAM) Reserve Accounts for both SJH
and WLM service areas include water revenues. Specifically, in response to UAB’s Data
Request SWS-BA-2023-DR-02, Question 1, SWS stated, in part, that its WRAM reserve
accounts “track the difference between recorded quantity rate water revenues received under
conservation rates to the equivalent rate revenue under unform rates.” Therefore, the
paragraph containing description of SWS’s reserve accounts in the Background section, page 2,
remains unchanged in this audit report.

We also commend SWS for its efforts and willingness in implementing corrective actions noted in its

response, namely by requesting authorization from CPUC’s Water Division to include its volume-
related cost balancing account in its Preliminary Statement.
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