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Chapter 2

16 For 2008: NSC, $15,395; LSC, $112,271; Cal Corp $124,959.  For 2009: NSC, $15,395; LSC, $116,308;
Cal Corp, $129,453

Overland Consulting 2-7

reflects incentive compensation for more than 700 NSC employees.   Overland’s recommended
General Office incentive compensation is summarized below.

After allocation to CalAm, using CalAm’s recommended allocation factors, Overland’s
recommended ratepayer-funded General Office incentive compensation is $252,625 in 2008 and
$261,156 in 2009.16 

3. Remove Business Development Expense - CalAm’s current General Office rates do not
include business development expenses.  CalAm’s regulated customer base has been stagnant
since at least 2003.  Overland recommends no ratepayer funding of expenses allocated from NSC
and LSC business development functions.  The adjustment to remove business development
expense reduces General Office expense allocated to CalAm by $371,469 in 2008 and $383,185
in 2009, calculated using CalAm-requested allocation factors. 

NSC - The Corporate business development function is included in a business unit within the
“NSC Functions” rate filing category.  It took approximately three months of discovery effort to
uncover that Corporate Business Development was allocated to CalAm as part of “NSC
Functions” rate filing category.  Once we became aware of its existence, we asked CalAm to

Ln Item 2008 2009 2008 2009 2008 2009 2008 2009
1 2007 Actual Incentive Pay - 

Employees in Management 
Salary Bands 5-14 275,862   275,862   385,121   385,121   257,810   257,810   918,793   918,793   

2 Labor Inflation 1.04 1.04 1.04        1.08        1.04        1.08        
3 2008 Recommended Incentive 

Pay Based on 2007 Actual 
Incentive Pay - Adjusted for 
Salary Inflation 286,896   286,896   400,526   415,931   268,122   278,435   955,545   981,262   

4 Subtract NSC Incentive Pay 
Attributable to CSC (1) 22,227    22,227    

5 Test-Year Recommended GO 
Incentive Comp Based on 2007 
Actual Incentive Comp 
Payments 264,669   264,669   400,526   415,931   268,122   278,435   933,318   959,035   

(1) It is not necessary to provide incentive pay for the CSC because Overland is recommending 2008 budgeted CSC expense be 
replaced with 2003 actual CSC expense adjusted for inflation.

NSC LSC CalCorp Total 

Table 2-3
California American Water

CalAm General Office Revenue Requirements
Overland-Recommended Test Year General Office Employee Incentive Compensation
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17 Response to OC-141.

18 Response to OC-91 (NSC budget data), 032020_CorpBusDev_2008-2012.xls, “Rates” sheet.

Overland Consulting 2-8

describe corporate business development projects benefiting CalAm’s regulated operations. 
CalAm responded:17

The role of the Corporate Business Development function is to provide coordination,
tools, training and support the Business Development (BD) teams in the local
operations . . . In many of these activities, there is no project number or specific state
/ location to charge and time is charged accordingly.  In recognition of the fact that
a significant proportion of the activities are non-regulated, 2008 budgeted charges
for this function are allocated to regulated subsidiaries in a much lower proportion
that other corporate functions.  

We found that a “much lower proportion” allocated to regulated companies is still a majority of
the total cost (56.43%).18  

There is no evidence that the NSC’s corporate Business Development unit has added or will add
customers or revenue to CalAm’s regulated operations.  Overland therefore recommends
excluding the expense from allocation to CalAm for purposes of rate-recovery.  Removing
business development reduces expense allocated to CalAm by $30,439 in 2008 and the 2009 test
year, using CalAm’s requested allocation factors.

LSC - CalAm proposes to recover LSC business development expense by suggesting that current
ratepayers benefit from the customers added by business development efforts, which permits
CalAm to spread its overhead over a larger group of customers.  This might be justified if the
benefits of adding new regulated customers exceed the costs, but in this case, they do not.
CalAm proposes incurring $352,746 of additional annual LSC Business Development costs at
the same time it projects to add only 3,400 customers to its customer base over a two-year
period.  Even ignoring the fact that some of the customer increase, if it occurs, will result from
internal growth, CalAm’s proposal effectively increases the LSC’s expense allocation per
CalAm customer by nearly 9% ($20.44 vs. $18.78 annually – see Chapter 5 for more details). 
Coupled with the fact that a portion of the “regulated” business being generated by this LSC
group is being categorized as coming from “regulated O&M” projects (the revenues from which
are primarily attributed below-the-line, to non-regulated business), Overland believes that
ratepayer funding of LSC business development should not be permitted.  Our adjustment to
remove business development expense allocable to CalAm reduces total LSC expense by
$1,953,711 and $2,020,833 in 2008 and 2009, respectively.  The adjustment reduces LSC
business development expense allocated to CalAm by $341,030 in 2008 and $352,746 in the
2009 test year, using CalAm’s requested allocation factors. 

4.  Remove NSC Corporate Contributions Expense - Utility regulators, including the
California Public Utilities Commission, have traditionally prohibited utilities from charging
ratepayers for their charitable contributions.  Perhaps the most obvious reason for recording
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