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OPINION

Applicant Southern Califormia Water Coupany secks authority
to increase rates for water service in its Barstow District,

Public hearing on Application No. 49861 was held before
Examiner Catey in Barstow om July 1C and 1ll, 1968. Copies of the
application had been served and notice of hearing had been published
and posted, in accordance with this Commission'’s rules of procedure.
Tne matter was submitted on July 11, 1968, with the understanding
that the effect of a recent income tax surcharge would be consfdered . :
concurrently if an appropriate pleading were timely filed. Appli- |

cation No. 50451, filed July 31, 1968, covers this issue.
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i/
Testimony on behalf of applicant was presented by the

assistant to ils president, i{ts vice-president, its rate and valuation

department assistant manager, ?nd its comsulting accountant. The
1

Commission staff presentation was wade through an accountant and two
engineers. The Barstow City Manager testified regarding the impor-
tance of applicaat's water rights to the public in the Barstow area.

Service Area and Water System

Applicant owns and operates water systems in eighteen
districts and an clectric system in ome distriet, all in Califormia.
Its Barstow District includes the City of Barstow, the nearby
coumunity of Lenwood, and adjacent unincorporated areas of San
Bexrnaxdino County.

The Barstow District includes three systems waich are not
physically interconnected but, except for some historical differences
in rates for general metered service,.are maintained and operated as
a single entity. The area served by those systems has mostiy
residential and business customers.

All of the water supply for this district now is obtained
from applicant's 14 wells. At some future date, an additional supply,
consisting of Feather River water te be transported under the Czli-
fornia Water Plan, will be available tarcugh the Mojave Water Agency.

The distribution systems include about 80 niles of mains,
ranging in cize up o lé-inch. There are about 5,800 metered ser-
vices, six private fire protestion services and 415 public fire
hydrants. Seven reservolrs and storage tanks, with appurtenant

boostexr pumps and pressure regulators, maintain system prassure

1/ Testimony relating to overall cozpany opexations nad been pre-
sented by witnegses for applicent and the staff in Applications
Nos. 49420, 49681 and 49938, the Southwest, Orange County and
Pomona Valley Districts rate proceedings. This testimony was
incorporated by reference in the reeord in 4pplication No. 49861.
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and provide storage in eleven zomes within the three separate
distribution systems, The addition of another resexrvoir, designated
Rimrock Reservoir, is scheduled for the near future. In all of the
Barstow District zones, applicant has provided protection against
the effects of power failures by having several of its pumps driven
by gas engines and the rest driven by electric motors.

Barstow Heirhts Community Services District

Some 12 to 15 years ago, a group of people living on l-1/4~,
2-1/2- and S5-acre homesteaded parcels of property adjacent to appli-
cant's service area southeast of Barstow requested applicant to
prepare estimates of the amount they would have to advance, under
aprlicant's main extension rule, for facilities to provide them
with water service. Applicant estimated that the amount to be
advanced would be in the range of $50,000 to $75,000, depending
upon the number of customers to be sexved,

The potential custcmers were unable to raise the necessary
cash for the main extension. Applicant's vice-presidemt tectified
taat, in liew of advancing the maximum of $75,000 which would have
been subject to refund as more customers were added from time to
time, the group formed Barstow Heights Community Services Distriet
(BHCSD) and subjected the property within the district to assess-
ments for bond indebtedness totalling about $200,000 for the
installation of water distribution facilities to be owned by BHCSD.
Applicant then entered into s five-year agreement with BHCSD whexeby

cpplicant operstes the system, rums the pumps, reads the meters

acd bills the customers on behalf of BHCSD, for certain specified

fees. Applicant was authorized by Decision No. 59843, dated March
29, 1960, in Application No. 41959, to carry out the terms of that

agreement, Another five-year agreement, which is essentially an

-3-
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extension of the original agreement, was filed with the Commission
by advice letter on April 18, 1968,

Applicant records revenues and expenses resulting from
che BHCSD contract "below the line" as nonoperating revenues. A
staff accountant testified that, under the uniform system of accounts
prescribed by this Commission, such transactions should be recorded
"zbove the lime' in Account No. 785, Mexchandise, Jobbing and Con-
tract Work. Applicant concurs and intends to modify 1ts accounting.

Aside from the proper accounting procedure in special
situations such as under the BHCSD contract, it is inportant that
other customexrs in the district not be required to subsidize the
sexvice to BHCSD if expenses exceed revenues under the contract.
Both applicant and the staff have attempted to avoid such subsidy
by treating the revenues and cxpenses under the contract, for rate-
making purposes, as nonoperating revenues and expenses, Anothex
approach would be to treat them as operating revenues and expenses
but, for rate-making purposes, to include additional hypothetical
revenues as though revenues equalled expenses under the contract.
The latter approach would be more consistent with the prescribed
tcecounting procedure, but the end result would be identicel with
the aspproach used by applicant and the staff,
Service

Field investigations of applicant's operations in its
Barstow District were made by the Cormission staff, Plant and
facilities were inspected, pressures checked, customers interviewed,
and applicant's records examined. Wwater pressure in the various
zones was found to be within the limits prescribed by CGeneral Orde:r

No. 103 at the time of the inspections.
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The Commission's informal complaint file for 1967 and 1968
was reviewed by the staff and no sexvice complaints regarding
pressure oxr quality of water were foumd. A staff review of the low
pressure complaints found in applicant's files indicated that, while

pressures at the various compleinants' addresses were lower than at

other locations in the area, they were all higher than the 25~pound

ninimum preseribed by Gemeral Orxder No. 103. The staff's interviews
with customers and reviews of applicant’'s complaint file iladicate
that custemers experience low pressure in several of the zones at
the time of peak load. Intercomnection of several of the zones
has lmproved this situation and completion of the Rimrock Resérvoir
should overcome any remaining deficiency.

No customers entered an appearance, testified, or even
attended the hearing.
Rates

Applicant's present tariffs include separate scheduies
for general metered service (one for the Westcide Tariff Area and
cnc for the rest of the Barstow District), an optionzl speciai
schedule for essentially off-peak metered serviece, and two separate
but similar schedules for fire hydrant service in the Westside and
Barstow Teriff Areas., Im addition, applicant’s present company-wide
schedules for tempoxary flat rate sexrvice, private fire protection
scrvice and sexvice to applicant's employees are new applicable
to the Barstow District.

Applicant's present gemerzl metered service rates for the
Borstow District were established in 1964, at which time appiicant
volunterily reduced the previous rates in recognition of a reduetion

in Federal income tax rates.
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Applicant proposecs to increase and consolidate its Barstow

District (Barstow and Westside Tariff Areas) general metered service

rates, to increase the off-peak rates, to convert the present mini-
mum charge type scheduies for general metered service into the
sexrvice charge type of rate, to increase private fire protection
service rates and to consolidate the present public fire hydrant
service rates into 2 single schedule.

The following Table I presents & comparison of applicant's
present general and off-peak metered serxvice rates in the Barstow

and Westside Tariff Areas with those proposed by applicant.
TABLE I

COMPARISON OF MONTHLY RATIES

Present -
tenm Barstow Westside Proposed

General Metered Service

Minimum or Service Caarge $ 2.75% § 3.10% $ 2.15%
first 1,200 cu.ft., per 100 .00%* .00% »169
Next 1,800 cu.ft,, per 100 .15 .19 2169
Next 7,000 cu.ft., per 100 .13 .13 .169
Next 140,000 cu.ft., per 100 .12 .12 .129
Over 150,000 cu.ft., pexr 100 .07 .07 .086

Qff-Peak Metered Service

Minimum or Service Charge Q0% .00#
First 10,000 cu.ft., per 100 cu.ft. .004# .159
Next 17,900 cu.ft., per 100 cu.ft, .00# .11
Next 122,100 cu.ft,, per 100 cu.ft. W12 ol
Ovexr 150,000 cu.ft., per 100 cu.ft, .06 .076

% Minimum charge cr service charge for 5/8 x 3/4~-inch metex.
A graduated scale of increased charges is provided for
large> meters.

# Minimum charge or service charge for 4-inch meter. A
graduated scale of increasad charges is provided for
largex meters,

+ Until the 10% surcharge on Federal income tax is removed,
bills computed under these rates will be increased by 2,85%.
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For the average of about 2,700 cubic feet per month used
by commercial customers in this district, through a 5/8 x 3/4-inch
meter the monthly charge in the Barstow Tariff Areca will increase
34 percent, from $5.00 under present rates to $6.72 under the rates
proposed in the original application. Because of the presently
higher level of rates in the Westside Tariff Area, for a customer
using 2,700 cubic feet per month, the monthly charge will increase
12 percent, from $5.95 under present rates to $6.72 wnder the rates
proposed in the original application. The operations of the two
present tarliff arecs are now sufficiently integrated that separate
rates for the two areas are no longer warranted. The temporary
2.85 percent surcharge will add $0.19 to the average monthly charges.

Applicant's present ''company-wide'' private fire protection
service schedule excludes five specific distriets. In rate pro-
ceedings involving those districts, the Commission found that a
monthly charge of $2 per inch diameter of sexvice was reasonable,
rather than the Sl per inch set forth in the '"company-wide' schedule,
Eventually, when all districts have had rate proceedings, the present

"company-wide'' schedule can be replaced with a revised schedule.

In the meantime, as each district is covercd by a rate procceding,

a separate increased schedule is authorized for that district,

Resulte of Cperation

Witeesses for applicant and the Commission staff have
anailyzed and estimated applicant's operatiomal results, Summarized
ia Table II, from applicant's Exhibit Ne. 1 and the staff's Exhibic
No., 8§ are the estimated rasults of operation for the test year 1958,
under present rates and under those proposed by applicant, before
considering the additional expenses and offsetting revetue require-
ment resulting from the ten percent surcharge to Federal income tax.
For coumparison, this table also shows the corresponding resultsAof

operation, modified as discussed hereinafter.

-7-
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TABLE II

ESTIMATED RESULTS OF QPERATION
TEST YEAR 1968

Ttem Applicant Staff Modified

At Present Water Rates

Operating Revenues
ExcTuding Commercial 65,700 $ 67,600 $ 67,600

Commercial 345,500 357,000 357,000

Total &I, 200 424,500 424,600

Deductions
1strict Oper. & Mtece. Payroll 48,500 47,200 47,200
Other Oper. & Mtce. Expense 89,000 88,600 38,600
Admin, & Gen. Exp. - Direct 19,700 17,200 19,700
Admin, & Gen. Exp. - Allocated 18,600 16,900 16,900
Admin,& Gen., Exp. - BHCSD Adjust. 0 (1,500) (800)
Depreciation Exp. 73,700 74,400 74,700
Taxes, Excl. Franchise& Inc.Taxes 62,700 62,300 62,300
Subtotal 312, 200 305,100 308, 600
Local Franchise Taxes 5,300 5,400 5,400
Income Taxes 1,300 10,000 8,300
Total Deductions , » » SO0
Not Revenue 95,000 104,100 102,300
Rate Base 2,129,300 2,080,800 2,107,000
Rate of Return 4,467 5.00% 4,86%

At Rates Proposed by Applicant

Operating Revenues
Excluding Commercial 83,100 81,400 81,400

Commercial 452 700 462,400 462,400

Deductions

Excl. Franchisc & Income Taxes 312,200 305,100 303,600
Loczl Franchise Taxes 6,900 6,900 6,900
Income Taxes 62,200 70,900 69,100

Total Deductions 3871, 300 382,900 38%, 500
Net Revenue 154,500 160,900 159,200
Rzte 3ase 2,129,300 2,080,800 2,107,000
Rate of Return 7.26% 7.73% 7.56%
(Red Figure)
From Table II it can be determined that the rates requested
by applicant, exclusive of the temporary 2.35 percent inerease due to

the income tax surcharge, will result in an increase of 28 percent

in operating revenues.
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The principal differences between the estimated results of
operation for the test year 1968 presented by applicant and those
presented by the Commission staff are sct forth as separate items
in Table II, and are discussed hereinafter.

Operating Revenues

The principal differences between the revenue estimates of
applicant and the staff for other than commercial customers are due
primarily to the fact that the staff had more recent data than was
available when applicant's estimates were being prepared. The
staff's estimates for other than commercial customers are adepted
in Tzble II.

Witnesses for both applicant and the staff stated that they
usually would have projected a normal trend of commercial custemers'
consumption by eliminating deviations from the apparent normal trend
caused by abnormally high ox low rainfall and temperatures in each
of several prior years. For the desert area of Barstow, neither
applicant nor the staff found the usual correlation between con-
sumption and studies of both rainfall and temperature., Applicent
therefore based its estimates upon the average recorded consumption
per customer in prior years, thus assuming neither an upward nor 2
downward trend in consumption per customer. The staff, however, did
find 2 correlaticn between consumption and temperature and determined
that, after adjusting for abnormzlly high daily temperatures, there
was a slight upward trend in normal consumption per customex. The
staff's besis appears more reasonable and the staff's commercial
revenue cstimates are adopted in Table II.

Cpexating Exvenses

The difference between applicant's and the staff's

estimates of district operation and maintenance payroll results Srom

the staff's inclusion of 1967 actual expenses in projecting 1968

-9
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estimates whereas 1966 actual expenses were the most recent used in
applicant’s estimates., The staff's estimate of payroll expense is
adopted in Table II.

The difference between applicant's and the staff's
estimates of other operation and maintenance expenses is the net
effect of several differences in the independent estimates of the
various items making up those expenses. The largest difference
in such items wherein applicant's estimate exceeds the staff's is
in pumping expense, Here again the staff's use of more recent

data warrants adoption of the staff's estimate in Table II.

Applicant's estimate of direet administrative and general

expense exceeds that of the staff almost entirely because of
applicant's proration of rate case expenses over a three-year
period as contrasted with the staff's five~year proration of those
expenses. As discussed hereinafter under trend in rate of return,
it appears that the rates authorized herein will not produce a
reasonable return for much longer than 2-1/2 years. Applicant's
estimate is adopted in Table II.

Staff Exhibit No. 9 in Application No. 49681, which has
been incoxporated by reference in this proceeding, sets forth amend-
ments to the staff's original estimates of general offlce administra-
tive and genmeral expenses which had been presented in an earlier
proceeding. The amendments incorporated the changes which were
found to be appropriate by the Coumission in Decision No. 73827,
dated March 12, 1968, in that earlier proceeding, Application No.
49420. The allocation of those expenditures and genexal office
taxes by the staff on a four-factor basis is adopted in Table II.

When applicant projected estimates of expenses related to

the BHCSD comtract, no administrative and general expenses were

-10-
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included. When the staff prorated the total Barstow District and
BHCSD administrative and general expenses to the two operatioms, it
apparently did so on the basis of the single factor of relative
payroll. Many of the administrative and genmeral expenses bear no
relationship to payroll, so the Commission has for meny years

accepted its staff's recommendation that four factors be coasidered

in allocating administrative ond gemeral expenses: gross plant,

payroil, customers, and direct expenses. Had all four factors been
uced by the staff in allocating administrative and gzeneral expenses
to the BHCSD operation, the amownt so allocated would have been
only about half of the amount allocated on the one-factor basis.
The staff estimate has been modified accordingly in Table II.

Applicant's 1968 estimate of depreciation expense is lower
than the staff’'s because the lower actual beginning-of-year depre~
ciable plant reflected in the staff estimate is more than offses by
the staff's "rolling back" of the new Rimroek Rescxvoir as though
it had been completed at the begirning of the two-year test peried
covered by the staff's studies. Inasmuch as the reservoir is
scheduled for completion in 1968 and is not a revenue-producing
addition but is primarily to stabilize pressures aad lmprove service,
the staff approach is appropriate. The staff's depreciation estimate
is adopted in Table II, with a ninor estimated adjustment related
to a well which was excluded by the staff but is included in the
plant figures adopted herein.

The ctaff included additional ad valorem taxes on the
Rimrock Reservoir in 1968 expenses, consistent with its treatmernt
of depreciation expense. The staff's total district ad wvalowenm

tax estimate did not differ frow applicant's, however, because
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actual 1967-68 ad valorem tax rates, which were knmown by the time
the staff's estimates were being prepared, were somewhat lower than
had been projected in applicant's earlier estimates.

Applicant's estimate of payroll taxes for 1968 exceceds the

staff's primarily because applicant applied a composite rate to

district expense payroll whereas the staff computed the tax applicable
to each employee involved. The staff's estimate is more accurate
and is acopted in Table II.

The differences between the income tax estimates of appli-
cant and the staff are due to the difference in revenues and ex-
penses covered in the forxegoing discussion. The income taxes
adonted in Table II reflect the revenues and expenses adopted in
that table,

Rate Base

Summarized in Table III, from the staff's Exhibit No. 3,
supplemented by testimony of staff witnesses, is the development
of rate basc for 1968 by applicant, by the staff, and modified as
discussed hereinafter. The effect of the temporary surcharge to

Federal income tax is treated separately, as discussed hereinafter.
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TABLE III

DEVELOPMENT OF RATE BASE
TEST YEAR 1968

Item Applicant Staff Modified

Utility Plant

Beginning-otf-year Barstow Plant $3,153,900 $3,081,100 $3,081,100
Roll-back of Riwrock Reservolr 0 88,500 88,500
Dedue. for Nonoper.&Retired Plant ) g19,900; (5,300)
Deduc. for Begin. 1 ¥r. Wtr. Rts. 0 16,000 0
Avg. Barstow Net Additions 143,300 - 124,400 126,200
Avg, Barstow CWIP 19,500 9,400 9,400
Avg.Allocated Common Plant & CWIP 42,300 37,700 37,700

Total 3,359,000 3,305,200 3,333,600

Working Capital
MateriaIs and Supplies 31,800 31,800 31,800
Working Cash 46,600 41,400 41,400

Total 78,400 73,200 73,200

Modifications
ontributions in Aid of
Construction (54,700 049,600; (49,600
Advances for Construction 5625,700 618,900

618,900
Depreciation Resexve 627,700 629,100) 631,600)

Total (1,308,100) (L,297,600) (1,3C0,100)
Rate Base 2,129,300 2,080,800 2,106,700
Rounded 2,107,000

(Red Figure)

Applicant prepared its estimates in 1967. When the staff
prepared its estimates, the actual beginning-of-year figures for
1968 were available as a starting point for development of a rate
base. This accounts for the prineipal difference in begimming-of-
year plant, contributions in aid of comstruction, advances for coa-
struction and depreciation reserve, The steff's estimates for these
items are adopted in Table IIwith a minor estimated adjustment
to depreciation reserve related to a well which was exeluded by

the staff but is included in the plant figures adopted herein,
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As hexelinabove stated in the discussion of depreciation
expense, the 'rolling back" of the Rimrock Reservoir to the be-
ginning of the test period is appropriate for rate-making purposes.
The staff adjustment for this item, and the staff's resulting
reduction of average net additions and average construction work
in progress during 1968, are adopted in Table IIIX.

The staff excluded from rate base the cost of certaia
of applicant's lands which the staff considered to be not used nor
useful for utility operations, portions of the cost of other parcelis

which the staff considered to be larger than needed, and the

depreciated cost of a pumphouse, two wells, and appurtenant

facilities, which have not been in operation for some time.
Testimony by applicant's vice-president shows thzat one of the
excluded portions of a well site provides the only legal access

to the well and that one of the excluded wells and appurtenant
facilities provides an extra measurc of reliability 23 an cmergency
standby unit. The staff deduction for nonoperative and retired
plant, reduced by $10,600 for the property needed as well access
and the well which is useful on a standby basis, is adopted im
Iable III.

Over a period of years priocr to 1968, applicant has
expended about $16,000 in legal expenses end allocated executive
salaries for establishing or protecting its rights to ground water
in the Barstow area. Further costs of $3,500 plus 2 $3,000 carzy-
over of spplicant's 1967 budget ore expected to be incurred during
1963 related to water rights, The staff excluded from rate base al}

of these expenditures whereas applicant iacluded them.

In connection with applicant's efforts to establish or

protect its water wmights, a Superioxr Court action was filed in San
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Bernardino County sbout two years 2go by Mojsve River Water Agency
against some 1,100 users of Mojave River water., Studies of past
water use of all prcducers in the area have been prepared. The
plaintiff is in the process of preparing an amended complaint with
a stipulcted judgment which the parties hope will receive the
approval of 80 to 90 percent of the producers of water.

A staff englneer testified that his exclusion of expend-
itures for water rights from rate base is based upon his under-
standing that it is the practice of this Commission to exclude
such cxpenditures unless the adjudication is completed. The witness
further testified that he did not comelude (1} that any transactions
involving the expeaditures were less them arms-length, (2) that the
cxpenditures were not validly incurred, (3) that the company's
records of expendifures are nmot accurate, (4) that the amounts
spent were excessive or imprudent, nor {5) that the amounts spent
were not for the purpose of establiching water rights.

It is true that recorded amounts for intangible plant
such as water rights are often subject to close scrutiny by this
Commission. There have been instances with other utilities where
(1) the recorded amounts included asppraised ''value" of water rights,
rather than original cost as required by the uniform system of
accounts prescribed by this Commission, {(2) there has been a lack
of arms-length dealing between the utility and other parties,

(3) the recoxded cost has been a "Sorced" figure representing the
difference between the purchase price of an existing water system

and the knewn depreciated original cost of the tangible property

involved, (4) funds were imprudeatly exﬁended to defend an obviousiy

untenable position, and (5) other factors warranted disallowance
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of 21l or part of claimed expenditures for water rights. It camot
be said categorically, however, that costs relating to unadjudicated
water rights should always be excluded from rate base,

In the present proceeding, it appears that applicant
prudently and in good faith has expended funds with 2 reasonable
expectation of establishing an adjudicated preseriptive water right
in the Barstow area at some future date. The expenditures are
similar to funds spent for a worthy but necessarily slow con=
struction project upon which no interest during construction is
capitalized. Although it is conceivable that, just as construction
work may have to be discontinued and abandoned, adjudicated water
rights may never xesult from applicant's expenditures. If that
later is determined, applicant can request appropriate amortization
of the accumulated expenditures made in anticipation of an adjudi-
cated right. In the meantime, it is appropriate to include, in the
1968 rate base, the $16,000 expended im prior years and the esti-
mated weighted average of $1,800 as 1968 plant additions. The
staff estimates have been modified accordingly in Table III.

The staff's estimates of working cash and of common utility
plant and depreciation reserve allocations follow Zhe principles
adopted by earlier decisions relating to othex districts in the
current series of applicant's rate proceedings. They are adopted
in Table III.

Deferred Advances for Construction

An issue concerning deferred advances for construction hos
come up in several recent proceedings but, because the effect on
rate base has been minor, has not been discussed in the related

decisions. In this proceeding, applicant requests a resolution of

that issuc for future guidance.
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When the actual cost of a main extension exceeds the amount
previously estimated by applicant and advanced by a subdivider,
applicant sendsa letter to the subdivider giving him the option of
providing the additional advance or having it deducted as an cffset
to refunds as they otherwise would become payable to the subdivider.
Oaly the amounts actuwally advanced are recorded by applicant under
Account 241, Advances for Construction. The staff contends that
this entire practice, including the related accounting, is improper.
The staff's rate base estimates reflect the level of advances which
would have obtained if applicant had collected, rather than deferrcd
collecting, the additionmal advances.

The first question to be considered is whether or not
applicant's procedure is in violation of its tariffs. Section A.6.c.
of the uniform water main extension rule prescribed by this Commission
states:

"any difference between the adjusted comstruction

cost and the amount advanced shall be shown as a

revision of the amount of sdvance and shall be

payable within thirty days of date of submission

of statement." (Emphasis added)

Section A.6.e. of applicant's main extension rule does not
werely permit applicant to collect additional amounts where actual
costs exceed original estimates; it vequires the additional advance.
Were this not so, unwarranted discrimination would result agzinst
those subdividers who do advance *he full cost. Applicant's practice
1s in violation of its tariffs.

The determination that a tariff violation is involved rerders
somewhat moot the question of accounting for any advances which are

ve but are not collected by applicant. We point out, however, chat

applicant's books are kept on an accrual basis, not a cash tasis,

and that advances should bg recorded when they become due, not when

recelived.,

.17
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The third point involves the rate~making treatment to be

accorded the advances which applicant fails to collect. Inasmuch

as applicant has not attempted to collect the advances due it under

its filed tariffs, customers should not be required to provide a
return on the additional utility investment which should have been
advanced by the subdividers. A4pplicant indicated that efforts to

collect the amounts due could result in expensive litigation, but

the main extension contract which esch subdivider signs specifiecally

provides for revision of the amount advanced, and it seems unlikely
that 2 large number of subdividers would have defaulted on their

contracts if applicant had not offered to let them defer additionmal

advances,

Rate of Return

In a recent rate proceeding involving applicant's Southwest
District, the Commission found that an average rate of return of
6.9 percent over the next three years is reasonable for applicant's
operations. Im Exhibit No. 3 of Application No. 49938, incorporated
herein by reference, the staff rccommends that the rate of return
foxr the Barstow District be set within the range of 6.75 to 6.90
percent,

Applicant's estimates for the test years 1967 and 1968
indicate an annual decline of ¢.72 percent in rate of return at
proposed rates. The staff's estimates, including the effect of
wage rate changes, show an annual declime of 0.39 percent at
proposed xates.

The comparative rates of return for two successive cest
years, ox for a series of recorded years, are indicative of the

future trend in rate of return only if the rates of change of major
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individual cowponents of revenucs, expenses and rate base in the
test years, or recorded years, are reasonably indicative of the
future trend of those items. Distortions caused by abnormal,
nonrecurring or sporadically recurring changes in revenues, expenses,
or rate base items must be avoided to provide a valid basis for
projection of the anticipated future trend in rate of return.

Testimony of applicant's witnesses shows that many of
their expense estimates for 1967 were based upon actual and antici-
pated expenditures for that year, unadjusted for the average con-
ditions assumed in the 1968 estimates. The trend between applicant's
1967 and 1968 estimates, therefore, is not a valid basis for pro-
jection into the future.

Testimony of the staff witnmesses shows that the staff did
adjust both its 1967 and 1968 estimates to average conditions so
that the trends would be reasomably indicative of the future. How-
ever, the elimination of the trend in wage xates would understate
the attrition in rate of rcturn.

To provide additional information on trend in rate of
return, applicant prepared Exhibit No. 2, an analysis of the wmany
changes in recorded items of revenues, expenses and rate base during
the years 1963 through 1966. Applicant analyzed and evaluated

distortions during those years caused by such factors as changes

in (1) consumpﬁion per customer, (2) applicant's water rates, and

(3) 'income tax rates and allowaaces.

Exhibit No. 2 shows that, eliminating the effects of
fluctuation in consumption per customer, the 1964 reduction iﬁ
applicant's water rates and changes in income tax rates and
allowances, the average amnual decline in rate of return during
the period from 1963 through 1966 would have been 0.38 percent at

applicant's present water ratas and somewhat greater at its proposed

~19=-
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rates. This adjusted decline for the three-year period is less than
the 0.58 percent per year at present water rates projected by appli-
cant and more than the 0.206 percent per year at present rates pro-
jected by the staff primarily because the average annual increase
in rate base per customer from 1963 to 1966 was less than the 1967-
68 increase indicated by applicant's estimates and more than the
1967-68 increase indicated by the stafi's estimates. The staff's
trend estimates, which eliminate distortions caused by the con-
struction of the new Rimrock Reserveir, are more appropriate than
applicant's for projecting into the future, There is no reason

to believe that the trend in rate of return will level off in the
next few years to less than 0.4 percent per year, which is approxi-
mately the projection wmade by the staff after including the trend
of wage levels.

In most of the recent decisions in rate proceedings in-
volving other districts of applicant, the apparent future trend in
rate of return has been cffset by the authorization of a level of
rates to remain in effect for several years and designed to produce,
on the average over that period, the rate of return found reason-
able. That same approach is adopted for this proceeding.

The rate increase authorized herzin will not be in effect
for any significant portion of the year 1968. With the indicated
future trend in rate of return, the 7.56 percent return under

applicant's proposed rates for the test year 1968 should produce

an average rate of return of 6.9 percent for the next 2-1/2 years,

approximately 7.2 percent for the year 1969, 6.8 percent for 1970,
and 6.4 for 1971.
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Surcharge to Federal Income Tax

Subsequent to the filing of Application No. 49861, a ten
percent surcharge to Federal income taxes was imposed by the Revenue
and Expenditure Control Act of 1968. The surcharge is retroactive
for the full year 1968 and, unless extended, expires June 30, 1969.

Application No. 50451 shows that a 2.56 to 2.85 percent surcharge on

bills computed under the metered sexvice rates requested in the

original application will be required to offset the effect of the
income tax surcharge and produce the same net revenues indicated
hereinbefore in Table II. Based upon the revenues and taxes adopted
herein, the appropriate surcharge to applicant's metered service
rates is 2.85 percemt. This surcharge on its bills will offset

only the approximate future effect of the tax surcharge and is not
designed to recoup any of the increased taxes on net revenue pro-
duced prior to the effective date of the increased water rates
authorized in this proceeding.

Findings and Conclusion

The Commission finds that:

1. Applicant is in need of additional roveaues.

2. The adopted estimates, previously discussed herxein, of
operating revenues, operating expenses and rate base for the test
year 1968, and an annual decline of 0.4 percent in rate of retumm,
reasonably indicate the probable range of results of applicant’s

cperations for the near future.

3. An average rate of return of 6.9 percent on applicant's

rate base for the next 2-1/2 years is xecasorable,
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&. The increases in rates and chaxges authorized herein are
justified; the rates and charges authorized herein are reasonable;
and the present rates and charges, insofar as they differ from those
prescribed herein, are for the future unjust and unreasonable.

The Coumission concludes that the application should be

granted.

IT IS ORDERED that, after the effective date of this
order, applicant Southern California Water Company is authorized
to file for its Barstow District the revised rate schedules
attached to this oxrder as Appendix 4, and concurrently to cancel
its present Schedules Nos. BA-1, BA-1M, BA-5, WS-l and WS-5, and
also concurrently to file a revised schedule No, AA-4 to remove
its applicability to the Barstow District. Such filings shall
comply with Generxal Order No. 96-A. The effective date of the
new anc revised schedules shall be four days after the date of
filing. The new and revised schedules shall apply only to service
rendered on and after the effective date therecof.

The effective date of this order shall be twenty days

after the date herecof.

Dated at Sap Francisco , Californis, this_go%
day of OCTOBER -

conmmissioners

Commissioner Fred P. Morrissey, being
pmocessarily absent, did not participate
in the dlspoesition of this procoeding.
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APPENDIX A
Page L of 7

Schedule No. BA-L

Barstow Tariff Area

GENERAL METERED SERVICE

APPLICABILITY

Applicable to 2ll metered water secrvice.

TERRITORY
Barstow and vicinity, San Bernordine County.

RATES

Por Moter

Per lMonth
Scrvice Charge: _—

FOr 5/8 % 3/L~5nch MOLEL cveesoscsrveavsenvanncans O 20

FOI' B/h"j-nch m@ter esssessssdeNsansaR RS 2.50
Tor 1~inell MOLOY covvecsvevcossenancovane 3.00
For Limineh mELCr s.vevevsnanacas Ceeeenane L.CO
For 2-inch meter . 8.00
For 3=incl moteY eaeeoes 10.00
Tor L=inch meter . 20,00
For f-inch meter 35.00
Tor B=inch MOLOY voverenceccena ceveesvovs 140.00

(uantity Rates:

Fi.'r.“.‘.‘;'t lo;ooo Cuoft-, pQI‘ 100 Cuoft. T NN NN NN NN ] $ 00169
Next 1LO,C0C0 cu.ft., por 100 ¢u.fbe covveoonncane 0.129
OVE.‘.I' 150,000 Cu.f‘b-, pe:' loo Cu-f'b. XN NN 00086

The Service Charge is a readiness~to=serve
charge applicable to all metered serviee
and 40 which is t¢ be added the monthly
charge camputed at the Quantity Rates,

SPECTAL CONDITICNS

1. TFor Tho Atchison, Topcka and Sonta Fe Railway Campany, all meter (?)
readings will be combined for the purposo of camputing monthly bills ab 1
the Quantity Rates, and there will be a monthly service charge in the (T)

(Continued)
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APPESDIX A
Pagc 2 of 7

Sehedule No.o BA-L

Barstow Tariff Area

GENZRAL !METDRED SIRVICE
(Continmued)

SPECIAL CONDITIONS (Contd,)

anount of the sum of the Minimum Chorges for all of that customer's
neters.

2. Until the 10 percent surcharge to federal incame tox is
removed, bills computed under the above tariff will be incroased by
2.85 porcent,
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APPEIDIX A
Fage 3 of 7

Sehedule No. BA=L

Barstow Tariff Area

PRIVATE FIRE PROTECTION SERVICE

APPLICABILITY

Applicaoble to all water scxvice furnished to privately owned fire
protection sysiems.

TERRITORY
Barstow and vieinity, San Bernardine County.

RATE

Por Nonth
for cach inch of diameter of service comnection se-cee.. 2.0 (1)

SPECIAL CONDITIONS

1. The fire protection service connoction shall be installed by the
wkility and the cost paid by the applicant. Such payment shall not be
subject to refund.

2. The mimimun diameter for fire protecticn service shall be four
inchos, and the maximum diameter shall bo not more than the diameter of
the main to which the service is comnceted.

3. If a distribution main of adequate size to serve a private fire
protection system in addition to all othor normal service does not oxist
in the strect or alley adjacent to the premises to do sexved, then a
sexrvice main frem the nearest existing main of adequate capacity shall be
installed by tho wtility and the cost paid by the applicant. Such payment
shall not be subject to refund.

L. Sexvice hereunder is for private fire protection systons to which
no comnections for othor than firc protection purposes are allowed and
which are regularly inspectcd by the underwriters having jurdsdiction, are
4nstalled aceording to specifications of the utility, and are maintained
to the satisfaction of the wtility. The uwtility may install the standard

(Contimed)
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APPENDIX A
Page L of 7

Schocdule Wo. BA=l

Barstow Tariff Arca

PRIVATE TIRE PROTECTION SERVICD
(Containued)

SPECIAL CONDITIONS (Contd.)

detector type meter approved by the Board of Fire Underwritors for pro-
toctlon against theft, leakago or waste of water and the cost paid by tho
applicant. Such payment shall not be subject to refund.

S. The utility undexrtakes to supply only such water at such pressure
as may be available at any timo through the normal operation of its system.
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APPENDIX A
Pago 5 of 7

Schodulo No. BA=S

Barstow Tariff Arca

PUBLIC FIRE HYDRANT SLRVICE

APPLICABILITY

Appliceble to all fire hydrant zorvice furnished to municipalitics,
orgarized fire districts and other political subdivisions of tho State.

TERRITORY

Barstow and vieinity, San Bernardine County.

RATE
Por Momth

FOI' Q&Ch hydrant .l!c..c&olnnp---lo..'l--..-.n.‘n‘o‘...‘l $ 2.00

SPECTAL CONDITIONS

1. Water dolivered for purposes other than fire protection shall
be charged for at the quantity rates in Schedule No. BA-L, General
Yetered Sexvice.

2. fThe cost of installation and maintenance of hydrants
shall be borne by the utility except as otherwise provided in the
wtilityss Rule No. 15, Main Extonsions.

3. The cost of relocation of any hydrant shall be paid by the
party requesting relocation.

4. Hydrants shall be comnocted to the utility!s system upon receipt
of written request fram the public authority which is to be responsible
for payment of monthly charges. The written requect shall designate
the specific location of cach hydrant and, whaore appropriate, the
ownership, type and size.

5. The utility undertakes to supply only such water ab such
prescure as may be available o amy time through the normal operation
of its systoma




- - - - )
—————— -

@ o
A. L9861, SOLSY ds "

APFENDIX A
Page 6 of 7

Schedule No. BA-9

Barstow Tariff Arca

OPTIONAL SPECIAL MCTERED SERVICE

APPLICABILITY

Applicable to all optional special metered water service.

TERRITORY

Barstow and vicinity, San Bernardine Countya

Per Mcter
Per Month

Service Charge:

FO.'!' h"'indl meter SesntBespsesassepbrsasatbsnrde $2000O
FOI‘ 6"in°hme'ter T IR AR RN E R R AT NI N AR 35.00
FOI‘ B-inChmO'tOr Aesvsessvssnnsgdsccansnestasacess hotoo

Quantity Rates:

First 10,000 cu.ft., por 100 cUefts sensesesasos S Col5?
N‘cm mopooo Cu.ft., pCI‘ loo C'U.of't. I N RN T RN NENRR ] Oau
OVO: 150,000 Cu'f'tn_, pCr loo Cu-i\t- esesrendave) 00076

The Service Charge is a readiness-to-sérve
charge applicable to all mctered service
and to which i3 to be added the monthly
charge cemputed at the Quantity Rates.

SPECIAL CONDIT.LOMNS

1. Scrvice under this sehedulc will be furnished only when 75% of
the water uscd is taken between the hours of 12:00 midnight and 10:00 a.m.
Utility will provide adequate controls to conform with this cerdition.

2. This schedulo applics only to scxvice furnished through a L-inch
meter or its equivalent capacity, or larger meicra

(Continucd)
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APPENDIX A
Page 7 £ 7

Schedule No, BA-9

Barstow Tariff Area

QPTIONAL SPRCTAL METERED SERVICE
{Continued)

SPECIAL COWDITIONS (Contd.)

3. For The Atchison, Topcka and Santa Fe Railway Company, all meter
readings will be combined for the purpose of camputing monthly bills at
the Quantity Rates, and there will be a monthly service charge in the
anount of the sum of the Minimum Charges for all of that customer's meters.

L. Until the 10 percent swrcharge to federal incame tax is removed, (1)
bills computed under the above tariff will be inereased by 2.85 percent. (1)




