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Overview

• CPI Increases

• Expense Offsets

• Rate Base Offsets

• Establishing/Amortizing Memorandum and Balancing Accounts

• Tariff Rule 14.1/Schedule 14.1 and Lost Revenue Recovery
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CPI Increases

• Procedure:

– DWA issues Annual Memo every April

– Utilities earning less than their authorized rate of return 

should file for an increase based on the CPI amount

– Sample Advice Letter and Worksheet can be found on 

the CPUC Website

– http://www.cpuc.ca.gov/PUC/Water/Available+Docume

nts/Memoranda.htm
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CPI Increases
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The utility calculates a CPI offset by multiplying all rates in its existing rate 

schedules by one plus the amount contained in the memo from DWA. 



Expense Offsets

• When a utility incurs or will incur changes in its 

offsettable expenses resulting in an annual revenue 

requirement change of over 1%, it shall submit a Tier 

1 advice letter requesting an offset surcharge to 

account for those changes and associated changes to 

other expenses such as franchise tax.

• Class B, C and D expense offset filings require an 

earnings test.
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Rate Base Offsets
• Filing for rate base offset recovery generally requires 

a Tier 3 advice letter. 

• Rate base offsets will be disposed of under Tier 2 

when staff determines that:

– The Rate base offset was previously approved by the 

Commission in a decision or resolution;

– The project scope is consistent with what the 

Commission approved; and 

– The Commission approval included a budget cap and 

the rate base offset request is at or below the budget 

cap.
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Rate Base Offsets
• The filing should include all invoices for the project, 

or, if that would be too voluminous, a listing of the 

invoices by date paid, company, and service provided 

with individual amounts, interest accrued, and the 

total requested. 

• Any rate base offset not authorized in a general rate 

case requires an earnings test. 

• Rate base offsets are available for used-and-useful 

utility plant only (unless specifically exempted by the 

Commission).
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Establishing Memorandum Accounts

• Memo accounts may be established by filing a Tier 2 

advice letter.

• They become effective upon staff approval or on regular 

statutory notice unless suspended or rejected.

• The advice letter must seek to add a description of the 

account in the Preliminary Statement 
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Establishing Memorandum Accounts

• Each advice letter requesting a new memo account must 

address the following:

– The expense is caused by an event of an exceptional 

nature that is not under the utility’s control; 

– The expense cannot have been reasonably foreseen 

in the utility’s last general rate case and will occur 

before the utility’s next scheduled rate case; 

– The expense is of a substantial nature as to the 

amount of money involved when any offsetting costs 

decreases are taken into account; and 

– The ratepayers will benefit by the memo account 

treatment. 
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Amortizing Memorandum Accounts

• Recovery of memo accounts requires a Tier 3 advice 

letter and resolution, which transfers the balance in the 

memo account to a balancing account and will institute 

either a surcharge or surcredit. 

• The average monthly balance in the account accrues 

interest at the 90-day commercial paper rate. 
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Establishing Balancing Accounts

• A balancing account tracks monies that the Commission 

has authorized for recovery or amortization. 

• The balancing account is a regulatory asset in the 

accounting records and in the balance sheet. 

• Costs allowed to be recorded into this account are 

charged to this account, and surcharges collected to 

recover these costs are credited to this account.

• The purpose of the balancing accounts is to recover 

expenses that occurred in the past.
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Establishing Balancing Accounts

• Purchased water, purchased power, pump tax offsets, 

and payroll offsets are booked to balancing accounts as 

established in Res. W-4467.

• Water Quality and User fees are booked to balancing 

accounts as established in Res. W-4698.

• See the following Sample Preliminary Statement that 

includes listed balancing accounts.
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Amortizing Balancing Accounts

• When the total in the reserve account(s) exceeds 

(positive or negative) 2% of the gross operating revenue 

authorized in the last GRC or realized in the last annual 

report, the reserve account must be amortized. 

• The reserve account amortization requires an earnings 

test based on recorded quantities. 

• Undercollected reserve accounts are amortized by a 

surcharge on the service charge or the commodity 

charge, depending upon the type of expense.

• An overcollection in a reserve account is refunded by a 

surcredit applied only to service charges.
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Tariff Rule 14.1/Schedule 14.1 

and Lost Revenue Recovery

• A lost revenue memorandum account is used to track revenue 

shortfalls associated with reduced sales from either activation of 

voluntary conservation measures or a mandatory rationing plan 

pursuant to a declared drought emergency.  

• Utilities requesting a lost revenue memorandum account should 

activate either voluntary conservation measures pursuant to Rule 

14.1 or mandatory rationing pursuant to Schedule 14.1 before 

booking revenue shortfalls to the memorandum account.  

• Lost revenues should be tracked only so long as conservation 

measures are in effect.  

• This memo account is available only to utilities that do not have an 

existing full revenue decoupling WRAM
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Summary

• CPI Increases

• Expense Offsets

• Rate Base Offsets

• Establishing/Amortizing Memorandum and Balancing Accounts

• Tariff Rule 14.1/Schedule 14.1 and Lost Revenue Recovery
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Questions or Concerns?

Contact : Terence.Shia@cpuc.ca.gov

415-703-2213
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