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ORICINAL
Decision No. ~9381 ’

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application )

of VALLECITO WATER COMPANY Application No. 52457
for authorization to increase (Filed February 22, 1971) .
rates charged for water service. '

J. E. Skelton, Attormey at Law,
for applicant.

Harry 3. Coates and William C. McCais,
protestants.

Leonard Snaider, Attormey at Law,
and Domald Houck, for the Comaission

Tarr.

CPINION

Vallecito Water Company (applicant) seeks authority to
increase its genmeral metered and private fire protection rates.

A public hearing was held before Examiner Rogers in La Puente on
August 4, 1971, and the matter was submitted subject to the filing
of Exhibit No. 1 within ten days. This exhibit was filed. Notice
of the hearing was published and mailed to consumers as required
by this Commission. The matter is ready for decisionm. ‘
Protests

Two of applicant's consumers appeared as protestants.

Mr. William McCaig testified that he has sufficient water
at his home but not enough pressure to operate lawn sprinklers. He
said he has installed a pressure tanmk to emable him to take a shower
bath. The record shows that his water supply is from ome of
applicant's reservoirs only a few feet above his home. Applicant's
manager has advised the Commission that the pressure generally
complies with the requirements of Gemeral Order No. 103 (Exhibit
No. 1). ' f




A. 52457 ms * % ¥

Mr. Haxry Coates stated that the requested 30 to 32 pexcent
increase in rates is out of line. He stated that his pressure is
o.k. and the water 1s good. He said that the people who took over
the company (San Gabriel Valley Water Company has acquired most
of the capital stock of applicant) did so with their eyes open.

One of the principal reasoms for the hearing in this pro-
ceeding was to obtain evidence £rom all interested parties and to
determine therefrom whether applicant sustained its burden of proof
by showing thet it is not receiving a reasongble return om its in-
vestment devoted to public use. The opportunity to earm such a return
1s required by law. The Commission endeavors to maintain utility rates |
at the lowest level commensurate with the provision of good service.

General Information

Water service in the applicant's service area had its
beginning in 1912 when the Whittier Extension Company, a mutual,
acquired several tracts for subdivision as agricultural properties.
Agricultural development began with the planting of avocado, cifrus
and walnut trees, together with truck garden crops and melons.

In 1914, the mutual water company established rates for
domestic service. At that time the facilities included two wells,
three reservoirs and over 100,000 feet of pipelines. A substantial
expension of the service area took place in 1938. Subsequently,
there were several annexations to the service area.

In 1954, the applicant was incorporated for the purpose
of acquiring the properties of the mutual water company and to
operate them as a public utility. A certificate of public conven<
ience and necessity was granted by the Commission in 1956 and rates
were established for irrigation service and general metered service

as well as special types of service such as public fire protection
and construction water.
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Beginning about 1950, the properties scrved by the mutual
were being comverted from agricultural use to residential sub-
divisions. At the time that the applicant began its operation
approximately 80 percent of the service area was devoted to agricul-
tural use. Presently only 6 percent of the original service area of
the applicant is devoted to agricultural use.

A major addition was made to the sexrvice area Iin 1957
when approximately 750 acres at the north end of the system located
in the City of Imndustry were added for potential residential and
industrxial development.

The following tabulation shows active service conmections
of all types from December 31, 1956 through November 1, 1970.

Period General

Ended Metered Trxigation Qther
December 31, 1956 924 270 131
Decembexr 31, 1960 1933 258 254
December 31, 1965 4373 139 515
November 1, 1970 4976 126 592

San Gabriel Valley Water Company (San Gabriel) operating
under the jurisdiction of this Commission, owns 48,767 shares of
the presently outstanding shares of applicant or 72.69 percent
thereof.

Certain services pexformed since November 6, 1969 for
applicant by San Gabriel amd its persommel are charged to applicant
on a value of service basis which approximates cost. On December 24,
1969, applicant borrowed $50,000 from San Gabriel and issued to
San Gabriel its promissory mote for the amount thereof, payable om
demend, ox if no demand is made, on Jume 30, 1970. The note
provided for interest at the rate of 8-3/4 percent per annum payable
on January 24, 1970 and on the 24th day of each month thereafter ox
on demand. The proceeds from this note were used to provide working
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capital. The term of this note was extended by San Gabriel until
September 30, 1970, and repaid by applicant from the proceeds of a
$500,000, three-year note, issued to Bank of America, authorized by
Decislons Nos. 771L05 and 77437, dated April 21, 1970 and June 30,
1970, respectively. |

The office of applicant is located in the City of Industry
and is close to the ceunter of the applicant's service area. 7This
office serves as the headquarters for the manager, office empioyees
and for customer inquiries and collections. Accounting, engineering,
customer, genexal office and corxporate recoxds axe retained here.
Field crews are dispatched from the Los Robles resexrvolr and booster
station (see Page 2-7a of Exhibit 3) where transportation and othex
equipment Is maintained. '

The Los Robles site also sexves as storage space for pipe,
valves and other small materials and supplies. A staff is employed
by the applicant to carry out operation and maintenance functiouns
as required. Outside services have been employed for emgineexing
work, auditing, and legal counsel. Major comstructiom work I1s
performed by contzactors employed through competitive bidding. All
accounting for the applicant is performed by personmel at tke office.
Bills for general metered and irrigation service, except for certain
large customers, are xrendered bi-monthly. Several large consumers
and public and private fire protection service are billed monthly.

As of the date of the hearing herein, the applicant's
officers and/or directors were as follows:

Name Officer and/or Director

Richard R. Entwistle Dixector, Vice President and Treasurexr
Walker Hammon Director

M. E. Moseley Director

Robert H. Nicholson, Jr. Director

Charles H. Palmerx Secretary

Tom G. Richards Manager and Assistant Treasurer
Svea S. Sherwood Assistant Secretary

Jobn E. Skelten Director and President

~dym
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Applicant has six wells north of the service area having a
combined production in 1970 of approximately 7500 galloms pexr: minute.
Applicant has nime reservoirs having a cotalhstorage capacity of
8,250,000 galloms.

The sexvice area varies in elevation from approximately
300 feet to approximately 1200 feet, with the higher elevations being
in the southerm portionm. |
Present1 and Proposed Rates

Applicant proposes to increase its private fire protection

service rates from $1.00 per moath to $2.00 per month for each ocune-
inch diametex of service.

Applicant also proposes to increase its general meterxed
service rates as follows: Per Meter

Present Rates Per Momth
Service Charge:

For 5/8 x 3/4-1inch mMetereeeeevreaccrecrsncenneas $ 2.38
For 3/4~i{nch meter....... cestcnscancone oo 2.60
For l-inch meter....cveveveocscrencannas 3.57
For ©  1=Ll/2=inCh Meter....v.ecvecvecconooone e &.75
For 2-inch meter....ec... ceseccecscscses 6,38
FOT.' 3"inCh'meter........--......----.... 11-88
For 4-inch meter.......ccu... cesase eeees 16,20
For 6-inch meter.......covvvvnvecencanaas 2700
For 8~inch meter...cceevoeeen ceeseneaesas 40,00

Quantity Rates: ‘ Zone 1 Zome 2

For the first 20,000 Cu.Ft.,per 100 Cu.Ft. $ .149.  $ .189
For all over 20,000 Cu.Ft.,per 100 Cu.Ft. .1ll4 .154

The Service Charge is applicable to all metered service.
It is a readiness-to-serve charge to which is added the charge,
computed at the Quantity Rates, for water used during the month.

Special Condition
The boundaries of the zones are delineated om the tariff service

area maps. Zone 1 includes areas generally lying below 700 feet
elevation. 2Zone 2 includes areas gemerally above 700 feet elevatiom.

/

é’Métered rates per Decisiom No. 76134, dated September 3, 1969, in
Application No. 50498 and increased per Decision No. 77122, dated
April 21, 1970, in Application No. 51745. Fire protection rates
per Decision No. 54523, dated February 11, 1957.

-5~
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Proposed Rates Per Meter Per Month
Quantity Rates: Zome 1 Zonme 2

For the first 20,000 Cu.Ft.,per 100 Cu.Ft. § .196 § .236
For all over 20,000 Cu.Ft.,per 100 Cu.Ft. .15 .19

Sexrvice Charge:

For 5/8 x 3/4-inch meter $3 $ 3.45
For 3/4~inch meter ... : 3.80
For l-inch meter ......ccvevvevensne . 5.20
For 1-1/2-inch meter +e.veevenne.. ceeee 6,40 6.90
For 2-inch metexr ceerecsacess 8,65 9.30
For 3~inch meterx 16.00 17.25
For 4~inch meter .....cceeveneencas 21.75 23.45
For 6-inch meter , ‘ 36.15 N/A

For 8~inch meter ” 54.00 N/A

The Service Charge Is a readiness~to-serve charge
to which is to be added the monthly charge computed
at the Quantity Rate.

Special Condition ,
The boundaries of the zones are delineated on the tariff service

area maps. Zome 1l includes areas gemerally lying below 700 feet
elevation. Zome 2 imcludes areas generally above 700 feet elevation.

The proposcd rates will result in increased costs to
average consumers varyleg from 25 percent to as much as 46eplus
pexcent.

Applicant alleges that its present rates arxe insufficient,
unfair and unreasonable in that they do mot permit it to earn a fair
rate of return on its property devoted to public service and that a
continued low rate of return will seriously impair its ability to
obtain sufficient funds to continue the proper operation and mairte-
nance of its facilities, and will impair its ability to megotiate
and conclude satisfactory terms for such financing as may become
necessary when its present major long~term indebtedness matures
June 30, 1973. It states that the rates proposed berein are neces-
sexy to permit it to earn a sufficient, fair and reasonable return
oo its property devoted to public service and that such rates will
not yield more thanm a fair and reasonable rate of return.

-G~
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It points out that the decline in its rate of returm is
attributable to both a substantial increase in plant investment and
rate base and substantial increases in wages and power costs and
other operating expenses. |
Summaries of Earnings

The following are the applicant's and the staff's summarxies
of earnings for the year 1970 and the estimated year 1971.

: : : Applicent Estimated : Staff Estimated
tline: : Present :Co.Proposed : Present :Co.Proposed :
: No.: : TRate : Rates : Rotes : Rates
(a) {v) {e) (&)
(Dollers ix Thousends)

Adjusted Year 19570
Operating Reverues § 420.6 § 565.4 5 48.0 ¥ 3588.1

Operating Expensos
Gper. & Maint. 201.8 202.5 200.7 2014
Admin., Gen'l. & Misc. 52.3 52.9 sh.2 SS.1
Toxes Other Than Income 55.1 55.1 60.1 60.1
Depreciation 70.1 701 75.8 75.8

Subtotal 379.3 380.6 350.0 ECFR™S
Izcome Toxes .1 57.5 Z4 71.5

Total Expenges 579.4 45041 39%.2 463.9
Net Operating Revexucs si.2 127.3 53.8 124.2

Depreciatod Rato Base 1,22%.8  1,223.8 1,305.2  1,%05.2
Rate nf Return U195 10.40% b.2.2% 9.52%

Estimated Year 1971

Operaticg Revenues $ 437.3 & S74.3 § 466.2 § 612'.1’

Cperating Expenses

Cper. & Maint. 212.4 223.1 209.% 220.0
Admin., Gen'l. % Misc. 554 56.1 o 573
Taxes Other Than Income 58.1 58.1 67.0 67.0
Depreciation 76.9 76.9 78.9 728.9

Subtotal 402.8 4042 411.6 413.2
Income Toxes .1 48.1 2.9 7%.5

Total Expenses 402.9 452.3 41%.5 436.7

Net Operating Revenues ol 122.0 5.7, 1254
Depreciated Rate Base 1,369.7  1,%69.7 1,438.2 1,438.2
Rate of Return 2.51% 8.91% 3.59% 8.73'6-

1
2.
>
4
>3
6
7
&
9
20
1l
12
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Operating Revenues

The staff's revenue estimates exceed the applicant's
estimates by 4.0% for the adjusted year 1970 and by 6.6% for the
estimated year 1971. The staff showing indicates that total
revenues will increase by 4.17 between test yecars whereas the
applicant's report indicates revenues will increase by only 1.6%
between 1970 and 1971 on a normalized basis.

There are two main czuses for these differences betwess
the staff's and the applicant's estimated results. The first is
that for metered sales to genmeral customers the applicant estimates
a decrease in normal year water sales per customer month from
26.05 Cef (313 Cef per year) im 1970 to 25.75 Ccf (309 Cef pexr yeaxr)
In 1971 compared to staff estimates of 244 and 348 Cef per year,
respectively. The second is that the applicant used the number
of customers as of November 1, 1970 for the adjusted year 1970,
and then used the begimming~ and end-of-year average number of
customers for the estimated year 1971, while the staff used
beginning- and end-of-year average customers in both test years.
This resulted in the staff's using fewer customers ia 1970 amd
estimating an increase in customers between test years of 170
coupared to 100 by the applicant.

From recorded figures in the applicant's annual reports,
of which we take officlal notice, the actual water sales per yesax
for the beginning- and end-of-year average of gemeral metered
customers for the tem-year perfod 1961 through 1970 rose from
311.21 Cecf per customer per sear in 1961 to 376.84 in 1970,
averaging 323.25 for the period, without adjustments for tempexature
or rainfall. The applicant used the six-year period 1964 through

1969 to establish its downward trend. The staff used the ll=-year
period of 1960 through 1970. |
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In arriving at normal year estimates of water sales for
adjusted 1970 and estimated 1971, both the staff and the applicant
adjusted Ccf per customer per period to normal conditions of
temperature and rainfall. In doing this, both used the multiple
correlation graphical method usually referred to as the "Modified
Bean Method”, with the only essential difference in use being that
the staff used the ll-year perifod 1960 through 1970 whereas the
applicant used the shorter six-year period 1964 through 1969.

The applicant pointed out that the period selected by
the staff for water sales is not representative in that during
the perioed 1960 through 1963 the area was still largely agricultural
(Exhibit 7), and that the greatest population (customer) g?owth
in the area was between 1957 and 1963 and subsequently the growth
has stabilized (Exhibit 8). The applicant's witness stated that
1970, used by the staff, was an abnormal water consumption year
(Exhibit 9).

The record shows that 1f applicant had used 1970 recorded
data, its sales per customexr would not have reflected a downward
trend. We find that a midrange between applicant's and steff's
estimated water usage and resultant revenues should be used for the
purpose of this proceeding. Accordingly, we ££nd'that,gross
revenues for the purpose of this decislon are as follows:

1970 | 1971
Present Proposed Present | Droposed
$436,900 $573,500 $451,700 $593,100
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Operation and Maintenance Expenses

The applicant's estimates of the operation and maintenance
expenses, at present and proposed rates exceed those of the staff
4t present and proposed rates by $1,100 for 1970 and by $3,100 for
1971. The major differences being in accounts 703, Source of Supply;
726, Fuel or Power Purchased for Pumping; Account 732, Maimtenance
of Pumping Equipment; and 744, Chemicals and Filtering Materials.

Account 703 - Source of Supply

A staff engineexr testified that the amounts for Account 703
represent estimates of charges to the company by the Upper San
Gabriel Valley Municipal Water District as assessments for replenish-
ment water for the Upper San Gabriel River Basin and for makeup water
payments to the lower arca of the San Gabriel River for pumpage from
the upper basin in excess of lower area flow-through entitlements; -
the company's estimates for both adjusted 1970 and estimated 1971
have been based upon an average of the past five years recorded
experience; this averaging produced $0.00741 per Cef, or $3.23 per
acre-foot pumped by applicant, as charges for both replenishment
and mzkeup; the combined charges, however, have been declining
sharply for the last three years of the £ive-year period, being, in
terms of dollars per acre-foot punped in the same year; $1.18 in
1966, $5.80 in 1967, $4.62 in 1968, $2.80 in 1969 and $1.43 in 1970:
and the Upper San Gabriel Valley Municipal Water District recently
passed Resolution No. 4~71-107 establishing $0.67 per acre-foot as
the replenishment assessment for pumpage in Fiscal Year 1971-72, and
$0.04 per acre~foot as the makeup assessment for pumpage in calendar
year 1970, totaling $0.71 per acre-foot for both.

The witness further testified that the most recent report
to the district by its consulting engineer shows that the district
has built up a reserve of over $600,000 available for future
replenishment water purchases and that the accrued credit of the
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upper basin at September 30, 1970, to be applied agalnst future
makeup assessment requirements, was 80,989 acre-feet; and that,
therefore, after a discussion with the consulting engineer as to
probable near-future management of the upper basin in regard to
replenishment and as to use of the accrued makeup credit, the staff
has estimated combined replenishment and makeup assessment costs at
the $0.71 per acre-foot specified in the latest district resolution
referred to above. _

The applicant's witness testified that because so many
varlables in costs affect Account No. 703, adjusted 1970 and
estimated 1971 costs were based upon an average of the past five
yeaxs recorded experience. The applicant estimated that it will
have spent $68,255.49 for replenishment taxes and makeup costs
during the past five years; however, in accordance with the
memorandum accounting required by the Commission in Decision
No. 73118, and studies applicant has preparved, applicant believes
it has recovered these costs except for $1,091.47 during the pexriod
October 1, 1967 through September 11, 1969; and the reason the
applicant's studies concluded at September 1l, 1969 is that tariffs
put into effect after that date are the service charge type whereas
they had been quantity rate types previously, and the applicant
knows of no way to continue the studies beyond that date.

The applicant's witness conceded that the Commissiom,
by Decision No. 76134, which established the present tariffs,
allowed $21,530 for replenishment taxes and makeup costs based upon
puxpage of 1,790,316 ccf for the test year; and that this is to be
compared with adjusted 1970 expense of $13,651 and'estimated 1971
expense of $13,776, based upon pumpage of 1,842,228 ccf and
1 859 072 ccf, respectively. '
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We £ind the staff's estimate of 71 cents per acre-foot, for
Account 703 expense is reasomable and will be adopted for the
purpose of this decision. These expenses are $3,133 for 1970 and
$3,240 for 1971.
Account 726, Fuel or FPower Purchased for Pumping
We will use the cost of power to pump the quantity of
water required for the estimated sales used in this decision adjusted
to include the effect in both years of the recent Increase in
clectric rates.. These expenses are $64,102 for 1970 and $64,750
for 1971.
Account 732, Maintenance of Pumping Equipment
The $2,297 by which the company exceeds the staff is
caused by the company estimating that iz will cost $3,000 per year
to keep two gas engine units at its Los Robles Booster Station in
repair as ready reserve in case of electric power fallure. After
exanining vouchers covering the repair costs of the same two engines

while they were in continuous service, and after reviewing mainte-
nance costs for such engimes in standby service of another watex
utility, the staff estimate f{s that $660 for adjusted 1970 and

$700 for estimated 1971 will be adequate for maintenance in ready
reserve status.

We £ind that the staff's estimates of maintenance expemses
are reasomable and they will be adopted for the purposes of this

decision. These allowances will be $8,000 for 1970 and $8,400 for
1971.

Account: 744, Chemicals and Filtaring Materials
The amount of $595 by which the company exceeds the staff
in 1971 is caused by the company's use of 1970 expenditures through
the latest month known, annualized for its estimate, whereas the
staff estimate is the average of the five~year period 1966 through

1970. Expenditures in 1970 were very high compared to the preceding
four years.
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We find that $300 per year for the adjusted year 1970 and
the estimated year 1971 is a reasonable sum to allow for chemicals
and filtering material.

Except for the adjustments reflected above resulting from
the listed differences between the staff and the applicant, the
parties were in substantial agreement. We find reasonable operating
expenses for 1970 and 1971 are as follows:

1970 1971
Present Proposed | Present ~ Proposed
Rates Rates Rates ‘Rates
$197,500 $198,900 $205,400 $207,200"

Administrative and General Expenses
The applicant and the staff differ Iin their estimates of

adninistrative and general expenses for 1970 and 1971 at present and
proposed rates. The differences are in accounts 793, Property
Insurance; 794, Injuries and Damage; 796, Franchise Requirements;
and 799, Miscellaneous Expenses.

Account 793, Property Insurance
Here the staff's estimate for 1971 is $100 over that of
the applicant due to the fact that the staff had actuval fire
insurance rates whereas the applicant used previous rates. We will
include $900 for 1970 and $1,400 for 1971.
Account 794, Injuries and Damage
The staff states that the applicant erred in its calcula-
tions relative to this item. The staff's estimate for 1971 is $600
greatexr. We find that allowances of $7,000 foxr 1970 and $7,600 for
1971 are reasonable and they will be used herein.
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Account 796, Franchise Requirements
The staff's estimate for 1971 is $200 higher than the
applicant's for the reason that the staff assumed higher revenues.
We have used a midrange between applicant's and staff's estimates
of gross revenues. We find that in 1970 allowances of $2,200 at
present rates and $2,900 at proposed rates, and in 1971 $2,300 st

present rates and $3,000 at proposed rates are reasonable sums to
allow for this account.

Account 799, Migcellaneous Expenses
This account varies with the revenues and the quantity of
water pumped. We find that $2,400 is a reaconable sum to allow for
1970 and $2,430 a reasoncble sum to allow inm 1971.
Based on the foregoing, we f£ind that applicant's total

administrative and general expenses for the adjusted year 1970 and
the estimated year 1971 will be as follows:

1970 1971
Present Prégosed Present. Proposed
$ 53,400 $ 54,300 $ 56,250 $ 57,120
Taxes = Non=Incore -
There is a difference of $5,000 in the staff's and the
applicant's estimates of these taxes for 1970 and $8,900 for 1971.
The major portion of the difference results from the
amounts that were used for utility plant, land, and improvements.
For rate-making purposes, the staff rolled back to Jamuary 1, 1970,
certain major items of uvtility plant that were, or will be, deeded
to the applicant in 1970 or 1971. The amounts used by the staff to
compute ad valorem taxes for 1970 amd 1971 include these rollback
items. The applicant's calculation includes onlyha.po:tion thexeof.
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In addition to the different plant amowmts used in
computing ad valorem taxes, the staff had later data available
pertaining to the county's method of computatiom. |

The staff's computation has a net effect of 1ncreastng
ad valorem taxes over the applicant's estimate by approximately
$5,650 in 1970 and $9,400 in 1971.

There are also minor differences in payroll taxes. The
staff used actual tax rates times each employee’s annual earnings
which are subject to these taxes to arrive at payroll taxes totaling
approximately $400 less than the applicant's estimate.

We £ind that the staff’'s estimates of such taxes for 1970
and 1971 are reasonable and should be used for the purposes of this
decision. These estimates are $60,100'for the adjusted year 1970
and $67,000 for the estimated year 1971.

Depreciation Expense

The applicant estimated $70,100 depreciation expense for

1970 and $76,900 for 1971. The staff allowed $75,800 for 1970 and
$78,900 for 1971.

The differences are accounted for by the fact that the
staff rolled back to January 1, 1970 approximately $654,000 of
utility plant that {s to be deeded to the applicant. Approximately
$470,000 of this is contributed plant and $184,000 is advances
for comstruction. In addition, the applicant made certain accounting
adjustments to various plant items in its 1970 annual report to the
Commission. These adjustments amounted to approximately $10,200 net
additions to plant and the staff also rolled these back to Januvary 1,
1970. We £ind that the staff's estimates of depreciation expenses
are reasonable and they will be used for the purposes of this
decision. The depreciation expenses allowed axre $75,800 for the
adjusted year 1970 and $78,900 for the estimated year 1971.
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Income Taxes

Using the foregoing figures, the income taxes at present

and proposed rates are as follows for the adjﬁsted year 1970 and
the estimated year 1971:

1970 1971
Present Proposged Presgent Proposed
$ 796 $64,350 $ 100 $63,927
Rate Base
The following are comparisons of the applicant's and the
staff's estimated utility plants and rate bases for 1970 and 1971:

: 1970 Adjusted : 1971 Estimated

-
-
-
-

tApplicant : Staff : Applicant : Staff

(Dollars in Thousands)
Average TUtility Plant

Beginning Year Balance $3,140.4 33,804.6 33,856.9 34 012.2
End-of-Year Balance 8 .6
Total

Average (%2 of Total) ‘ 3,498.6 %,908.4 ,009.7 b,092.4

C-W-x.P- 2.1 .0 -0 )
Average Utility Plant 3,500.7 },912.2 §,012.7 5,095.%

Average Rate Base

Average Utility Plant %,500.7 %,914.2  4,012.7 &4 %22.&
Average Depreciation Reserve (610.8) E%E.gz 2321.2) E 70.0)
Net Average Utility Flant 2,389.9 2,550. 5y32l.2  3,425.

Materials and Supplies 10.9 10.9 1L.2 1l.2

Working Cash 0.9 46.2 51.8‘ hg.z
Subtotal 2,931.7 3y 7 2y 2 3
Modifications:
Average Advances for Comstruction (1,070.9)

Average Contributions
Average Depreciated Rate Base Ly 225

(Red Figure)

* Includes $654,120 rollback plant financed by advances and
contributions whickh the company included as additions during
the two test years and $10,160 to reflect later adjustmentu
made by applicant.

-16=
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From the tabulation above, it is apparent that there are
significant differences between the applicant and the staff in most
of the rate base items. The increased amounts of plant, advances
for comstruction, and contributions in aid of counstruction in the
staff showing are due primarily to the heretofore referred to staff
rollback of approximately $654,000 of plant installed in several
subdivisions with contributed or advanced momey. The applicant
included this as plant additions during the two test years.

The laxger rate base included in the staff 1971 estimate
is due primarily to the following: An imcrecase of $10,200 in
utility plant and a decrease of $31,600 in deprecilation reserve at
the beginning of the test period to reflect later adjustments made
by applicant; a reduction of $16,200 in contributions at the
beginning of the test period to reflect am overstatement In
applicant's estimate; additional depreciation accrued to contxibu-~
tions as a result of the rollback which reduced the estimated
amouwnt of contributions remaining at the end of 1971; and the
larger working cash allowance of $13,400.

We find that the staff's estimates are reasonable as to
all items but the working cash allowance. The applicant requested
a smaller sum and we will comply with its request.

We £ind that the applicant's average depreclated rate
bases will be $1,292,900 in the adjusted year 1970 and $1,424,800
for the estimated year 1971. We find such rate bases are reasonable.

We find cthat applicant's results of operatioms for the
adjusted year 1970 and the estimated year 1971 will be as follows:
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~ 1970 : 1971
Item : Present Proposed : Pregsent Proposed

Revenues | 436,900 $573,500 § 451,700 $593,100

Expenses .
gper. and Maint. 197,500 198,900 205,400 207,200
Adm. and General 53 400. 54 300’ 56, 1250 57, ’120
Non~-Income Taxes 60 100 60 100 67, >000 67 000
Depreciation 75 800 75, 800 78-900 78, >900

Income Taxes 796 100
Total 3 387,596  $453,450 S 407,650 5374,147,

Net Income 49,304  120,050. 46,050 118,953
Rate Base $1,292,900 - $1,424,800 -
Rate of Return 3.81% 9.29% 3.09%  8.35%

Rate of Return

Both the applicant's and the staff's reports reflect
substantial declines in the rate of return between 1970 and 1971.
The results which we have adopted for the purposes of th;s decision
show a decline at present rates of .72 percent and at the propOSed
rates a decline of .94 percent.

The major element causing the estimated decline in rate
of return is the Increasing rate base. In the staff estimates, the
decline is caused by refunds on advances for comstruction, whereas
in the company showing it is the result of increases in net: plant
offset to a large extent by the effect of increases in contributions.
The difference in the two showings is due to the staff rollback of
advances and contributions which the company included as additions
during the two test years.

Other items in the staff showing having a significant
effect on the trend in rate of return are a 6.6 percent payroll
increase, increased ad valorem taxes and Increasing water sales.
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Differences in attrition rates between staff and company
are caused by estimates of customer growth;tremd in water consump=
tion; staff inclusion for both test yeaxrs of increased costs going
into effect in 1971 due to increases in electric rates, postage
rates and insurance rates; plant rollback; and interest expense.

The following tabulation set forth applicant's capital
structure at Decembexr 31, 1970 and the xeturns on total capitaliza-
tion based on various assumed percentages earnings on common stock
equity:

Weighted Cost _Totals

: : Capital Cost
: Ratios Factor :

Long-Term Debt 3B7% 704 : - 2.72
Commoz. Stock Equity _61.3 5.2L 5.7 ‘
Totel. Capital 100.0% 7.93  8.08 ' 843  9.52

The staff recommeunds that applicant be allowed to earn in
a range of 8.50% to 9.0% returnm o¢n its common stock equity based on
the company's capital structure at December 31, 1970. Such returns
on common equity when comsidered together with the embedded cost of
long-term debt would require rates of return in the range of approxi-~
mately 7.9% to 8.2%. This range should be applied to the rate base
of $1,424,800.

Using the approximate midpoint of the range 8%, this
return when applied to the 1971 estimated rate base of $1,424,800
would produce met operating revenues of $113,980 or an increase of
$66,930 over those at present rates.
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The results of operations adopted for this proceeding pro-
duce a net revenue of $118,953 or a rate of return of 8.35 percent
which exceeds the range recommended by the staff. Consideration of
attrition and the fact that approved rates cannot be effective for
more than a small portion of the 1971 test year justifies the use of
8.35 percent rate of return for determination of the level of rates.
These rates result in an Iincrease in gross revenues of $141,400 and
an increase of $74,903 in the net revenue. We will permit the appli-
cant to establish the rates it has requested. The revenues produced
by the 8.35 percent rate of return we allow for 1971 will produce a
return on common equity of approximately 9.2 percent. We find that
a rate of return of 8.35 percent when applied to the estimated rate
base of $1,424,800 1is fair and reasonable and gives limited recogni-
tion to attrition in the rate of return.

Findings

The Commission f£inds that:

1. Vallecito Water Company (applicant) is a public utility
water corporation under the jurisdiction of this Commission furnish-
ing water service to an overall total of approximately 5,694 customers.

2. Applicant proposes to increase its rates for general
metered service and private fire protection service. Revenues for
1971 will be $451,700 gt the present rates and $593,100 at the
company proposed rates. ‘

3. Operating and maintenance expenses for the year 1971 will
be $205,400 at present rates and $207,200 at company proposed rates.

4. Administrative and general expenses for the year 1971 will
be $56,250 at present rates and $57,120 at the company proposed
rates.

S. Depreciation expense for the year 1971 will be $78,900.
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6. Taxes other than on income will be $67,000 for the year
1971.

7. Income taxes for the year 1971 will be $100 at present
rates and $63,927 at the company proposed rates.

8. The net revenues for the year 1971 will be $44,050 at
present rates and $118,953 at company proposed rates.

9. Applicant’s average adjusted rate base for the year 1971
is $1,424,800.

10. Based on the above findings, applicant's rate of return
for the estimated year 1971 will be 3.09 percent at present rates
and 8.35 percent at the company proposed rates.

11. The rate of return applicant is receiving at the present
rates is deficient and applicant'is in need of financial relief.

The estimated rate of return of 8.35 percent which would be produced
by the rates proposed by applicant 1s reasonable.

12. There 1{s an annual attrition in applicant's rate of return,
and we have allowed a rate of return which should give applicant the
required gross revenues and consideration of attrition to a limited
extent. ]

13. Filings of new schedules of rates for general metered
service and private fire protection service should be authorized.
The order which follows will authorize the f£iling of new schedules
of rates which will produce $593,100 in gross annual revenues, an.
increase of $141,400 or 31.3 percent of the gross ammual revenues
which would be produced at present rates. When the authorized
revenues are related to the rate base of $1,424,800, which is just
and reasonable, after deducting operating expenses, depreciation and
taxes, & rate of return of 8.35 percent will result. We £ind such
rate of return to be reasonable. The present rates, insofar as they
differ from the herein authorized rates, are for the future, unjust
and unreasonable. '
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The rates authorized herein have been reviewed with rela-
tion to the Federal Govermment's econcomic stabilization program
and found to be consistent therewith and within the zone of reason-
ableness.

The Commission concludes that the application should be
granted to the extent herein set forth, and in all other respects
it should be denied.

IT IS ORDERED that:

Vallecito Water Company is authorized to file the revised
scheQules of general metered service and private fire protection
rates attached to this oxder as Appendix A, and concurrently to
cancel its present Schedules No. 1, General Metered Service, and
No. &4, Private Fire Protection Service. Such filings shall comply
with General Order Ne. 96-A. The effective date of the new and
revised tariff sheets shall be four days after the date of £1iling.
The new and revised schedules shall apply only to service rendered
on and after the effective date thereof.

The effective date of this order shall be twenty days
after the date hereof.

Dated at San Francisco , California, this <t

day of _NOVEMBER , 1971.

Commissioner J. P. Tukaciga, Jr., being
pocossarily absent, 'did ‘not participatve
in the disposition of this procee@ins.

-22-
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Schedule No, 1
GENERAL METERED SERVICE

APPLICABILITY
Applicable to general metored water service.

TERRITORY

Portions of the City of Industry, the community of Hacienda Heights,
and vicinity, Los Angeles County.

RATES.
Per Meter
Per Month

Quantity Rates: | Zone 1 Zone 2

For the first 20,000 cu.ft., per 200 cu.ft. $ .196 $ .236 (I)
For all over 20,000 cu.ft., per 100 cu.ft. 15

Sexvice Charge:

For 5/8 x 3/L-inch moter
For 3/h~inch meter
For i=inch meter
For 1-1/2-inch meter
For 2=inch meter
For 3-inch meter
For h=inch meter
For b=inch meter
For - E=inch meter

The Sorvice Charge is a readiness-to-serve
charge to which is to be added the monthly
charge computed at the Quantity Rate.

SPECIAL CONDITION

The boundaries of the zones are delineated on the tariff service area
maps, Zone 1 includes areas genorally lying below 700 feet clevation. Zone 2
includes arcas generally above 700 feet elevation.
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Schedule No. 4
PRIVATE FIRE PROTECTION SERVICE

APPLICABILITY

Applicable to all water service furnishod for privately owned fire
protection systems.

TERRTTORY

Portions of the City of Industry, the community of Haclenda Heights,
and vicinity, los Angeles County.

RATE

Per Service
Per Month:

For each inch of diametor ¢f service connection $ 2';00 (1)

SPECTAL CONDITTONS

1. The customer will pay, without refund, the entire cost of inatalling
the fire protection service.

2. Tho minimum diameter for fire protection service will be L inches
and the maximum diametor will not be more than the diameter of the maln to
which the service is connected.

3. The customer's installation must be such as to effectively soparate
the fire protection system from that of the customer's regular wator service.
As a part of the protection service installation there shall be a dotector
check or other similar device accoptable to the company which will indicate
the use of water. Any uwnauthorized use will be charged for at the regular
established rate for General Metercd Service and/or may be grounds for the
company's discontinuing the fire protectionservice without lisbility to the
COmpPAnY . ' .

4. There shall be no cross-connection between the fire protection system
supplied by water through the coempany’s fire protection service to any other
source of supply without the specific approval of the company. The specific
approval will require, at the customer's expense, a special double check valve
{nstallation or othor device acceptable to the company. Any such unauthorized
cross~connection may be the grounds for immediately discontinuing the protec—
tion aervice witheut 1iability to the company. ‘




