DecIsion No. 82<16 : | @E@Q B-u Aﬂn
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of LAKE GREGORY WATER)
COMPANY, a California corporation)
for authority to Iincrease its ; Application No. 53870
public utility water rates, and CFilcd March 2, 1973)°
also for authority to issue an: g . K
unsecured promissory note. ')

Wyman C. Knapp and Gary H. Glesler,
Attorneys at Law,” for Lake Cfegory
Water Company, applicant.

Andrew Tokmakoff and Techiro B. Na a0,
for the Commission staEE

Lake Gregory Water Company (LGWC) seeks authority to
increase its metered and flat rate water rates approximately
$56,000 (61.7 percent) annually; cancel a presently outstanding
$129,000, 8% percent promissory note authorized by Decision
No. 77891 dated November 4, 1970; and issue an unsecured
prounlssory note to its parent company, Lake Gregory Land and
Water Cowpany (LGLWC), for $281,000 due January 1, 1983 and
~ bearing interest at the rate of 8 percent per annum.

LGWC renders public utility water service in the San .
'Bernardino Mountains adjacent to the village of Crestline approxi-~
metely 10 wiles northeast of the city of San Bernardino. As of
January 1, 1973 LGWC sexrved 474 metered and 945 flat rate general
service customers, a total of 1419.

After notice, public hearing was held before Examiner
Johnson on September 1l and 24, 1973 at San Bernardino, California,
and on September 25 and 26, 1973 at Los Angeles, California, and

the matter was submitted on Cstober 3 1973 upon receipt of the
transceripts.:
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Testimony on behalf of LGWC was presentedl/\by two con-
sulting ongineers and a manager of a rental agency. Testimony and
statements in opposition to the granting of the requested rate
relief were made by eight customers of LGWC. The Commission staff
presentation was made through a financial examiner and an engineer.
In addition, testimony on requirements for the use of lateral wells

was given by a supervising sanitary engineer from the State Depart- |
went of Health.

Promissory Note

As of Deceumber 31, 1972 LGWC had outstanding accounts
payable totaling $240,863 of which $165,574 was due LGLWC. Of this
latter amount $129,073 was paid. for plant investment as decailed
in Exhibit C of the application.

The accrued interest on the outstanding $129,000, 8% per-
cent Interest, unsecured promissory note authorized by'Decision
No. 77891 is $22,539, |

LGWC seeks authorization to issue an unsecured promissory
note to LGLWC in the amount of $281,000 at 8 percent per annum due
on or before January 1, 1983 to reduce the above accounts payable
amount for plant investment of $129,073 to long-term debt; reduce
the accrued interest of $22,539 on the outstanding note to long-
term debt; refinance the cutstanding note of $129,000; and pro-
vide $388 for working eepital. A financial examiner testified that
the staff had no objection to the issuance of the requested prom-
issory note but recommended that LGWC tranmsfer the remaining balance
of accounts payable of $54,414, representing non~interest bearing
advances from LGLWC, to capital surplus as a part of common equity

1/ 7Testimony of ome of LGWC's consulting engineers given on
December 10, 1970 on Application No. 51979 (LGWC's last
genexal rate increase application) appearing at the tran~
script pages 7 to 21, and 73 through 128, together with
Exhibits 1 through 6 of that wmatter were incorporated into
this record by reference. ,
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to reduce its debt ratio from 85.2 to 71.5 percent. Such a
recommendation appears reasonable and will be adopted.
Rates _
The rates presently in effect were authorized by Decision
No. 78610 dated April 27, 1971 and consist of an annualvmetcred
service rate and an annual residential £lat rate. LGWC alleges
that its present annual metered service rate permits its seasonal.
metered customers to use the entire minimum amount in the summer
months at a time when the local well supply is at its lowest '
quantity and thereby force additional water purchases. To alleviate
this condition, LGWC proposes replacing the annual minimum and |
entitlement with a quarterly minimum and entitlement. In addition,
LGWC proposes one quantity rate for all water used over the minimum
entitlement rather than two quantity blocks as in the existing rates.
| Testimony in opposition to granting the requested rate
increases related primarily to the billing inequities arising from
having similar customexrs on both flat and metered rates and objec-
tions to the Zurther ralsing of rates believed to be excessively
high. The latter contention was supported by comparisons with
permanent residence bills stated to be considerably less than
those rendered by LGWC for intermittent sexvice.
Conversion to Metered Rates
In complisnce with Decision No. 78610 LGWC is converting
100 oxr more flat rate customers a year to metered rates. At this
rate the conversion plan could take nine years to complete. In
the past LGWC's purchased water costs represented a relatively
small portion of its total operating costs. Under these conditions,
the cost of providing water service related priwmarily to the
expenses assoclated with providing the facilities to deliver
water to the customers and was essentially independent of the
amount of water used by the individual customers. These circum-
stances justified flat rates and the leisurely conversion to ,
metered rates established by Decisfon No. 78610. However, at this
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tine increased demands,éoupled with forced abandonment of wells

ordered by the Department of Public Health have resulted in LGWC

having to purchase most of its water, resulting io purchased

water costs representing a substantial portion of LGWC's total

expenses. Reflecting such increases in operating expenses in
lat water rates results in the swaller user paying 2 dispro-
portionate share of total expenses.

Total metering would eliminate this billing discrimination,
would tend to prevent consumer wastage of water and thereby reduce
operating costs, and would provide a basis for assessing charges
in accordance with costs. These factors, coupled with probable
increased revenues from those £lat rate customers who would use
more than the minimum smount of water, fully justify expediting

the conversion project. The order that follows will provide for |
. full conversion within three years.
Restlts of Operation

The followlng tabulation compares the estimated summary
of earnings for the test year 1973, under present and proposed .
rates, prepared by LGWC and by the Commission staff, and the ‘
adopted suamary of earnings at present rates: |
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Sumary of Earnings

(Estimated Yoar 1973)

: IGWC Estimated :_Staff Estimated

: :Company : - :Company
: Present -Proposed Present Proposedf Adopted;/ :
H Ttem : Rates : Rates : Rates Ra:bes :  Result

Operating Revemes $107,457 $173,763 $109,350 s176 250 §109,350
Operating Exponse : 222,646 112,646 88,895 88,895 99,800

Depreciation Exporse 12,665 12,665  13,29C 13,390 13,450

Toxes Except Income 13,987- 13,98 12,770‘ 3.2 7?0 13, 140-
Income Taxes .

Total Expenses Wﬁ: 725 115,53 55%—1‘2'6’6"— |
et Operating Revemue (32,041)  32,038. (6,215) 47 565 Ibu
Avémse Rate Base | 418,663,‘ 418,663 410,070 1&10.070 414,300..“
Rate of Return : (7.65%)  7.65% loss  11. 60% Iosg.' |
( ) negative “ J

1/ At present rates. Bases for adopted results
are discussed in the following paragraphs.

Operating Revenues

The staff estimate of revenues at present rates excceds
VLGWC s by $1,893 or 1.76 percent for the estimated year 1973. Both
LCWC. and staff estimated future congsumption from an analysis of
metered water use and projection of continued conversion of flat
rate to metered service with all new services metered. Because
of the resort-oriented scasonal usage of many of LGWC's customers,
neither the staff nor LGWC reflected water.vusage. adjusted for
temperature and rainfail in their estimates. The staff estimaces‘
based on later recorded data will be adopted as reasonable.
Purchased Water Expense

The currently effective purchased water cost of $250 per
acre-foot will be adopted as the basis for compuzing 1973 test year
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purchased water expense. This wnit figure applied to the staﬁf
estimated total water requirement of 231.3 acre-feet minus the
six-year average annual yield of 34,1 acre~feet from Lewter,
Government Springs, Chamois, Valle Spring, and Cathcart Well
resultsin a puxchased water expense of $49,300 for the test

vear 1973 which will be adopted as reasomable. Should

changed conditions permit State Department of Public Health to
reverse its present position and permit the continued use of
Horst Well, Wilson Wells Nos. 1 and 2, and Jewell Well No. 64
with & combined output of 115.4 acre-feet, LGWC's purchased

water costs would be reduced $28,850 below the amount contemplated
in this proceeding. Toipermit the initiation of appropriate
timely Commission action should this sizable reduction in expenses
occur, the order that follows will require LGWC to file semi—
annual reports of the sources of supply of Ilts water.

Other Operating Expenses ' '

The staff estimote of $1, 000 for power pumping costs
reflects the application of Southern California Edison Coupany's
fuel cost adjustment surcharge applied to total estimated elec-
trical energy consumption decreased by $734 to reflectjthe elimina-
tion of Horst Well puup charges because of the abandonment of this
well. LGWC's consulting engineer testified that this pump would
be required in conjunctibn with the Cathcart Well even after the
2bandonment of the Horst Well. Consequently, we will adopt as
reasonable the staff estimate of $1,000 increased by $734 for
Horst Well emergy. ,

LGWC's test year 1973 regulatory commission expense of
$5,506 consists of the current regulatory expense of $18,996 plus
the Application No. 51979 regulatory expense of $8,524, a total
of $27,520, amortized over a five-year period. The staff spread
an estimated unamortized balance for the curreat application of
$10,000 over a five-year period or $2,000 a year. For the purpose
of this application.we will adoPt the current regulatory expense
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of $18,996 amortized over a five-year perioed, or\$3,800 for the
test year 1973. "

A major issue in the proceeding is the appr0priate level
of operating and maintenance cxpenses, excluding purchased water,
to be utilized for rate making purposes. LGWC utilized the
president, general wanager, and secretary-treasurer salary levels
effected July %, 1972 and, in general, increased recorded 1972
expenses by 6 percent to approximate an Increase in the wholesale
commodity index and expected labor increases of at least 6 percent.
LGWC's comsulting engineer admitted under eross-examination that
its estimates of operating and maintenance expenses, excluding
purchased water, had increased from $31,328 set forth in Applica-
tion No. 51979 for the test year 197O‘to-$625242 set forth in
this gpplication for the test year 1973, an increase of 98.7 percent.

The staff engineer testified that he estimated the 1973
unadjusted payroll expense to be $33,790 to reflect the wages paid
the seven employees who cherged time to LGWC in each of the four
quarters of 1972. The application states that there are 4.6
employees presently engaged in the total utility operationm. Multi-
plying the $33,790 1973 unadjusted payroll expense by the ratio of
these 4.6 ewployees to the above-mentioned seven employees ylelds
an adjusted test year 1973 payroll expense of $22,203.

The staff enginecer used this payroll expense as a basis
for deriving 1972 adjusted operating expenses of $37,880, excluding
purchased water, which, in his opinion, reflected a reasonable
increese £xrom the $238,890 amount adopted for rate making purposes
{n Decision No. 72610 in 4pplicatfon No. 51979. o

LGIC's consultant presented a tabulation of Lske Gregory
Water Company employees and wages for 1972. This tabulation
reflected an apportionment of the salaries of 12 individuals.
between LOWC and LGLWC and indicated $41,634.75 of $65,876.25
total wages (63.2 percent) being allocated to LGWC. LGWC's con~
sultant then converted this amnual salary to an average monthly
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salary of $717 and compared this to the average salary of $791 for
the Crestline Village County Water District and the average wmonthly
salary of $402 based on staff estimates set forth on Exhibit 7.

A review of the annual reports (incorporated in the
record of this proceeding by reference) shows salary expense of
$23,265 for 1968, $16,937 for 1969, $32,257 for 1970, $24,670 for
1971 and $35,281 for 1972. It will be noted that staff estimated
1973 payroll expense 1s less than any of the five years except
196S and LGWC's estimate is higher than for any of these five
years. In general, salaries have been increasing on the average
2pproximately five percent per year. Applying this average salary
increase of f£ive percent per year through 1973 results in an
average payroll expense for the five-year period 1968-1972 of
$30,408 which will be adopted as reasomable for this proceeding.
For the other operating expenses we will adopt LGWC's estimates
totaling approximately $14,600 for office supplies, propexrty
insurance, miscellaneous operating expenses, uncolleccibleé,
water treatument costs, and rents. The total of $49,300 purchased
water, $1,734 for power for pumping, $3,800 regulatory comnission
expense, $30,408 payroll expense and $14,600 other operating
expense is $99,842 which, rounded, is the $99, 800 set forth in the
adopted results of operation.

A wanager of a rental agency testified that the rental
cost, insurance, license fees, etc, of a 19681pzckup,truck.1eased
from LGLWC by LGWC was reasonable. Both the staff and LGWC
reflected such a lease arrangement rather than the originally

contemplated purchase arrangement in their revised estimates.
Depreciation Expense

The staff estimated depreciation expenses reflect the
rollback to January 1, 1972 of the retirement of depreciable plant
associated with Hoxst Well and Wilsom Wells Nos. 1 and 2, :9su1ting‘
in the staff’s beginning-year 1973 gross plant being.$8,109“legs
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than shown for LGWC. Both the staff and LGWC's revised sumwary of
earnings reflected the deletion of Jewell Well No. 64 and a $3,500
pickup truck from depreciable plant and expense for the test year
1973. 1IGWC's comsulting engineer testified that the Horst Well booster
pump, concrete tank, and chlorinator will have to be retained, even
after the Horst Well is gbandoned, for use in conjunction with the
Catheart Well which utilizes the same forebay as the Horst Well. The
staff revised test year 1973 depreciation expense of $l3-390 in~
creased by $100 to reflect retention in rate base of the Horst Well
pump and pumphouse, will be adopted as reasonable.

Taxes Cther Than Incowme '

These taxes are couprised of payroll taxes and ad valozem
taxes. Commensurate with the adopted payroll expense of $30,408
we will adopt $2,200 for payroll taxes for the test year 1973.
This amount reflects federal wnemployment taxes of .58 percent
of the f£irst $4,200; the currently effective LGWC state unemploy-
ment tax rate of 3.42 percent of the first $4,200; and FICA taxes
of 5.85 perceat of the first $10,800 of each employee's annual

salary adjusted to reflect apportionment of salaries between
LGWC and LGLWC.

The staff estimate of ad valorem taxes is $474 less than
LGWC's estimate to reflect the elimination of Wilson Wells Nes. 1L
and 2 and Horst Well from the tax base. Consistent with our
adopted results for rate base and depreciation expense and reserve
we will adopt the staff ad valorem taxes increased by $233 to
reflect continued use of a portion of Horst Well plant and decreased
by $353-to reflect the elimination of Jewell Well No. 64 from test
year 1973—resu1ts.

Income Tax

‘The income tax of $200 for the adopted 1973 test year '
results is the minimum state franchise tax. The income tax to
be applied to authorized rates to arrive at . an 8.38‘percent rate
of return reflects a state income tax rate of 9\perceﬁt, a'normgl

~0-
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federal income tax xate of 22 percent, straight line depreciation on
adopted test year plant, average investoent tax c¢redit, and annual
intercest on the proposed note rolled back to the year 1972.

Rate Base '

The rate base of $412,454 set forth in the staff 5
revised summary of earnings as corrected on the record reflects
the elimination from rate base for the test year 1973 of Horst
Well, Jewell Well No. 64, Wilson Wells Nos. 1 and 2, and a $3,500
pickup truck. The staff estimate also excludes plant disallowed
by Decision No. 77891. LGWC's revised rate base of $418,663
reflects the averaging of year-end balances for the Horst Well,
Jewell Well No. 64, and Wilson Wells Nos. 1 and 2, and the elimina~
tion of the $3,500 pickup truck. The staff treatment of the Horst
Well, Jewell Well No. 64, and Wilson Wells Nos. 1 and 2 is con-
sistent with the inciusion of additional purchased water expenses
for water to replace the output of these abandoned wells and will
be adopted. Those porthons of the Horst Well plant, pveviously
discusced, that will continse to be used in conjunntion with
the Cethcart Well will be added to the staff rate bas e of 3412,454
to yield the adoPted rate base of $414 300. ) '
Rate of Return .
LGWC's summary of earnings show that the pfbposed rates would
would yield a rate of return of 8.38 percent on 2 rate base of
$423,317. The staff financia’ examiner testified that this pPro-~
posed rate of return is not unreasonable and ‘recommended that
it be applied to the staff rate base of $419, 000. He further
testified that he would recommend that this rate of return be
applied to the staff revised rate base. We will adopt a rate of
retwn of 8. 38 percent on the adopted rate base of $414, 300 to
produce a return on equity of 10.9 percent. : '

=10~
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Lake Gregory Water Company is in need of additional
revenue but the proposed rates set forth in the applxcation axre
excessive. :

2. The adqpted estimates previously discussed herein of
operating revenues, operating expenses, and rate base for the test
year 1973 reasonably indicate the results of LGWC's operation for.
the near future. | 1 .

3. A mate of return of 8.38 percent on the adopted rate base
is reasonable. Such a rate of return will provide a return on
equity of approximately 10.9-percent;

4. The increases in rates and charges authorized herein are
redsonadle; and the present rates and chaxges insofar ss they
differ frow those prescribed herein, are for the fuzure unjust
and unreasonable.

5. The authorized increase in rates would have provided
increased reveaues of approximately $55,750 had the rates been in
effect for the full year 1973.

6. Total metering of LGWC's system would eliminate bxlling
discrimination, curtail the wasting of water, thereby reduce .
operating costs, provide a basis for apportioning charges in- accord-
ance with cost occurrence, and provide additional revenues. The
existing conversion program should be accelerated.

7. To achieve a balanced capital structure, LGWC should
transfer the non-interest bearing advances of $54,414 from
accounts payable to capital surplus as part of its common equity,

8. The proposed promissoxry mnote is for proper purposes.

The money, propetty, or labor to be procured or pald for
by the issue of the security authorized by-this.decisioﬁ is reason-
ably required for the purposes specified, which purposes, except

otherwise authorized for the payment of accrued interest, are not,
in whole or in part, xeasonably chargeable to‘operating expenses
or'to income.
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The Commfssion concludes that the application should be
granted to the extent set forth in the order which follows. -

IT IS ORDERED that:

1. After the effective date of this order, Lake Gregory
Water Coumpany is authorized to file the revised rate schedule
attached to this 'order as Appendix A. Such filing shall comply
with General Order No. 96-A. The effective date of the revised
taxlff schedules shall be five days after the date of filing.

The revised schedules shall apply only to service rendered on
and after the effective date thereof.

2. Applicant, on or aftex the effective date hereof, for the
purposes specified in this proceeding way issue a note in the
principal awount of not exceeding $281,000 at § percent per anoum
interest and due on or before Janwary 1, 1983. This note shall.
be in the same form, or substantially the same form, as ExhibitrA
‘attached to the application. |

3. The issuer of the promissory note authorized by this
order shall file with the Commission a report, or reports, as
required by General Order No. 24-Serxies.

4. Witain 90 days of the effective date of this order,
applicant shall submit to this Commission and put into effect a
program for systematically converting all flat xate services to
metered services within a three-year period.

5. Applicant, on or after the cffective date hereof shall
transfer $54,414 from accounts payable to capital surplus as paxt
of. its common equity. ' -

6. Applicant shall, on or before March 1 and September 1
- of each year, submit a report of its water supply sources for
~ the previous calendar year and year ended June 30, respectively.
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The authority granted by this oxder to issue an evidence
of indebtedness will become effective when the issuer has :Sa:{.d the
fee prescribed by Section 1904(b) of the Public Utilities Code,
which fee is $304. 1In other respects the effective date of this
order shall be twenty days after the date hereof.

Dated at San Prancisco , California, this ZZC
day of DECEmac y 1973.
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Schedule No. 1
METERED SERVICE

APPLICABILITY

Applicable to all metered water service.

TERRLTORY
Lake Gregory and vicinity, San Bernardino County.

RATES

Patp———

Quarteriy Quantity Rates:

First 1,200 cu.ft. or less ‘
Over 1,200 cu.ft., per 100 cu.ft

Quarterly Minimm Charge:

For 5/8 x 3/L~inch meter

For l-inch meter coveeevvecacrecnncens
For l~1/2-4nch meter ...coevvoues coeeme ceee
For 2=inch MeLOr ..ieevceccsncconssans

The Quarterly Minsmum Charge will entitle the
customer to the quantity of water each quarter
which the quarterly minimum charge will purchase
at the Quarterly Quantity Rates.

SPECTAL CONDITTONS

1. The quarterly minirmum charge applies to sez'vice du:ing ‘che B-mor.th (C)‘
period and is due in advance. (&)
(Continued)
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Sc¢hedule No, 1
METERED SERVICE

SPECTAL CONDITIONS - Conmtd.

2. The opening bill for metered service, except upon conversion
from flat rate service, shall be the established quarterly minimum
charge for the service. Where initisl service is established after
the first day of any quarter, the portion of such quarterly charge
applicable to the current quarter shall be determined by multiplying
the quarterly charge by one ninety-first (1/91.) of the number of
days remaining in the quarter. The balance of the payment of the
initial quarterly charge shall be credited sgainst the charges. for
the succeeding quarter. If service s not continued for at least
one quarter after the date of initial service » Do refund of the
initial charges shall be due the customer. ‘

3. Meters will be read on or sbout the last day of March, June,
September, and December. Within ten (10) days thereafter each.
customer having used water in excess of that quantity, which its
Quarterly Minimum Charge will purchase, will be rendered a statement,
payable upon presentation, which will show the meter readings and the
- charges due at the quantity rates. Meters may be read and quantity

charges billed during the winter season at intervals greater than
3 months. :




APPENDIX A
Page 3 of 4

Schedule No. 2R |
RESIDENTTAL FLAT RATE SERVICE

APPLICABILITY

Applicable to all flat rate residential water service.

TERRITORY

Lake Gregory end vicinity, San Bernardine County.

Per Service ‘
Connection
RATES : ' Per: er

For a single-family residential wnit,
inCIudi.ng pl‘emisos arsssssvessaveannsgasenne $27,.001

SPECTAL _CONDITIONS

1. The above flat rate applies to a service comnection not
larger than 5/8-fnch in diameter.

2. TFor service covered by the abovo classification, if the
Wtility so elects, a meter shall be installed and service provided
under Schedule No. 1, Metered Service, effective as of the first
day of the following calendar menth. Where the f£lat rate ‘charge
for a period has-been pald in advance, refund of the prorated
dilference between such flat rate payment and the minimum meter
charge for the same period shall be made on or before that day.

3. Tae flat rate charge applies to service during each quarter
of tho celendar year and is due in advance. Flat Rates shall be
payadble after the beginning of the quarter and shall become delin-
Quent 30 days after the beginning of the quarter. '

(Continued)
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RESIDENTTAL FLAT RATE SERVICE

SPECTAT, CONDITIONS - Contd.

L. Vhere initial service is established after the first day
of any quarter, the portion of such quarterly charge applicable
0 the current quarter shall be determined by mltiplying the
quarterly charge by one ninety-first (1/91) of the number of days
remaining in the quarter. If service is not continued for at
least one quarter after the date of initial service no refund of
the initial charges shall be due the customer.




