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QPINION

This is an applicavion in which Suburban Water Systexs
(Suburban) seeks to increase rates for water service inm its San Jose~
Whittier District. |

A duly noticed public hearing was held in this matter
before Administrative Law Judge (ALJ) Donald B. Jarvis in Los Angeles
on Decembder 12, 13, 14, 1983. It was subnitted subject to the filing
of transcripts and.bdbriefs, which have Dbeen received.

Summary oF Deciszion

This decision authorizes the separation ¢f the San Jose and
service areas into separate districts for accounting and
ng purposes.

An increage in rates f£or the San Jose Distriet is granted
<0 yield 2dditional revenues of 3751,100 in 1984 and $544,600 in’
1085, for returns on rate base oFf 12.64% in 1984 and 12.78% ia 1¢85
and a return o 14.25% on common equity. The bill of an sverage

.customer will be increased 13.0% in 1984 and 8.7% in 1985.
. Arn increase in rates Zfor the Whittier District is granted
t0 yield additionzl revenues of $562,600 in 1984 and $309,100 4in 1985
for returns on rate base of 12.64% in 1084 and 12.78% in 1985 and a
14.25% return on common eguity. The bill of an average customer will
be increased 19.3% in 1084 and 7.0% in 1985.

The decision also provides that the company nay file a
separate application for a rate base offset concerning the costs of
reconstructing the 3Bartolo pipeline.

Description of Systen ‘

Suburban is a wholly-owned subsidiary of Southwest Water
Compary. + operates two separate districts: La Mirada District and
San Jose-Whittier Distriet, which is the subject'of,this proceeding.
The San Jose service arez is located on the north side of the Puente
Eills. I+ encozmpasses portions of Zaciendz Heights, City of
Industry, La Puente, Valinda, West Covina, Covina, and Glendora. The
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Whittier service area is located on the south side of the Puente
Eills. It is primarily east and south of the central portion of the
City of Wnittier. '

Preliminary Considerations

A. Division of Service Areas
Into Separate Distriets

Suburban requests authority in this proceeding 4o separate
the San Jose and Whittier service areas. It proposes to establish
Two separate districts for ratemaking and accounting purposes.
Suburban contends that the two service aress are geographically and
operationally separate. The gervice areas have different weather
patterns, different rate bases per customer, different amounts of
water use yer customer, and different water supply c¢osts. Suburdan

rgues that because of these differences it is appropriate 4o
establish each area as a separate district for ratemaking aad
accounting purposes.

The Commission Staff (St2£%) indicated that it had ne

.ob;jection t0 the request to. divide the two service areas into
separate districts. '

In the circumstances, Suburdan's reques® is reasonadle and
will be granted. The ensuing discussion will deal with the areazs as
separate districts.

3. ALJ's Ruling on Additional Hearings
on the Bartolo Transmission Main

The Bartolo transmission main (Bartolo) carries
approximetely 50% of Sudurban's water production in the Warittier
District. D2artolo began as a dirt channel used for irrigation
purposes. When the water starved ©o be used for domestic consumprion
the channel was lined. It was later covered in sections. 3Bartole
has been upgracded since the early 1900s.

Adout gix years ago the S$tate Department of Eealth
(Department of Eealth) advised Suburban that Bartolo did not mee<
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minizmum health requirements. After receiving the communicatior from
the Department of Health, Suburban has expended $75,000 per year %o
replace portions of Bartolo. Suburban, in the exhibits furnished the
Staff pursuant to the Repgulatory Lag Plan, had the amount of $75,000
included in rate base for each of the three years involved. The
Staff did not disagree with this amount. '

During the summer of 1983 Suburban’'s nanagement questioned
whether it was proceeding at a proper pace in replacing Bartolo. I
retained Zimmerman Consulting Engineers (Zimmerman), an outside .
consultant, for an independent report on the prodlen. -

Zimmerman transmitted its report to Suburban about a week
prior to the hearing. Suburdan informed the Staff of the receipt of
the repor%t. The Zimmerman report recommends that Suburban embark on
a revised program, expending $400,000 a year for ten years %o replace
Bartolo.

Suburban sought to introduce the Zimmerman report in :
evidence. Tne Staff objected to its receipt. The ALJ overruled the
objection and marxed the report as Exhibit 10 for identification. I3
was not received in evidence. The objection wes overruled with the
understanding that the matter would be submitted except on the
guestion of the inclusion of +<he amount £or the trancmission lire. A
further hearing was 30 be calendared in 1984 4o address that iséue,
affording the Staff opvortunity to cross-exanmine Yarborough and +o
present any evidence it may have on this issue.

The Staff filed 2 motion along with i1tes drief seeking to
have the Commission overturn the ruling of the ALJ. We'hereby
reverse the ALJ's ruling.

The compeny apparently commissioned the Zimmerman study
prior to the filing of the instant application. VWithout awziting the
results of the study, it chose 10 move forward with this application.
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An application for a rate increasc must be filed under our
rules of procedure and follow the requirements of the Pudlic
Utilities Code. Applications are noticed and their contents are a
matter of public record. Consequently, they should be whole
documents, with the specific acsumpiions and justifications for the
increases contained within their four corners. Since the Zinmerman
study was not included as part and parcel of thisz application, it
chould not and cannot bYe considered in this decision.

As %o the notion +hat, even taking into consideration %the
revenues associated with the Zimmerman report's recommendations, the
decision would not exceed the rate increase noticed by the company,
we agree with the Staff that szuch reasoning disregards the subdbstance
of the notice. As the 3taff points out, a contrary rule mighv
encourage utilities to overestimate their revenue requirements in
order to provide a cushion for later informal amendments t0 their
applications.

Although we will not permit the consideration of <he
scceleration of the Bartolo pipeline improvements in this matter,
invite the company *o file o separate application for a rate base

¢fset to0 consider the capital expenditures not included in this
order with appropriate allegatione and proofs as to the urgency of
the accelerated improvements plan. That application should be .

separately noticed and subject to the full scrutiny of the public and
our Staff.
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- Suburban's Reguest _ .

Suburban requests authority to increase its revenues by
$1,326,100 (34.5%), $339,3C0 (6.6%), and $356,300 (6.5%) in the
Whittier District for the <est years 1984, 1985, and 1986 and revenue
increases of $2,183,300 (28.4%), $801,300 (£.1%), and $81%,300
(7.6%) in the San Jose service area for the same test years.

uburban's present and proposed rates are:
SUBURBAN WATER SYSTENS
SAN JOSE ZILLS DISTRICT

Present and Provnosed Rates
(Yer meter per month)

PROPOSED
1984 1085 1986
Service Charge:

5/8 x 3/4 . S 6.20 $ 7.00 $ 7.45
3/4 9.60 - 11.17
1 ' 16.00 18.63
' £1.20 59.60

160.00 ‘ 186.25

320.00 . 372.50

104.00 512.00 - 596.00

Quantity:
Zone 1
0-300 0.297 0.4%4
Qver 300 , 0.546 0.957¢9

Zone 2 .
0-%300 0.336
Over 300 0.591

Zone 3
0=-300 0.375
Over 300 0.635
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SUBURBAN WATER SYSTEMS
WEIDTIZR DISTRICH

Present and Provosed Rates
(FPer metver per month)

PROPOSED

1285
Service Charge:

5/8 x 3/4 .90 S 7.35
3/4 . 11.03%

1 . - : 18- 38
1=1/2 . 36.75
110.25

18%.75

367.50

588.00

Quantity:
Zone 1
0=300
Over 30C

Zone 2
. 0-300
Over 300

Zone %
0=300 .
Over 300 0.635
Contentions of the Parties
A. Suburban's Position
Suburban contends that it is entitled t0 an increase in
rates. It argues that present rates are not sufficient to cover
increased operation and maintenance expenses not recoverabdle by
0ffset proceedings, continuing reduction of water consumption dy
existing customers, and increases in the cost of money. - Suburdan
seeks rates which would yield a return on equity of 16%.
B. Position of Public Witnesses

leven nmembers of the public made sworn statements 2t the
hearing. “hese statements contained the following points: The rate
of inflation has lecreased and the rates requested by Suburban are
out of line with the current consumer price index. Thn'wamer systexz
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is not expanding so there is no need to attract capital. There have
been substantial rate increases since 1280. The present requested
rate increaszse is excessive when added to the previous ones granted.
Persons with low incomes and those oy social security or fixed
incomes cannot a2fford.- the proposed increase. Two customers
complained of pressure‘prbblems in a portion of the Whittier
District. A representative of a country clud complained that the
proposed rates would increase the clubd's bdill by 40%, which would be
confiscatory.
c. taff's Position

The Staff agrees that Sudburban is entitled ©0 an increase
in rates but disagrees with the amount recuested. It controverts
certain estizmates made by Suburban. The Staff contends that a 13.75%
0 14.25% return on equity would be reasonable.
Material Issues

The material issues presented in this proceeding are:

. (1) Is Suburban entitled to an increase in rates? (2) If Suburdhan is
entitled %o a rate increase, what is the appropriate azount?
Discussion '

The Staff and Suburban used 1984 and 1085 as the test years
for purposes of this proceeding. The following is 2 comparison of
return on ravte base under existing rates for the test years:

Rates ¢0f Return

Staff Ttility
1684 1985 1984

Whittier Service Arez
At present rates 8.55% 6.44% 5.01%

- San Jose Service Area
At present rates , 10.01% 8.41% 6.04%

Using the higher Staff estimates, it is clear that Suburdan is
entitled t0 an increase in rates. (Ilvon & Eoan v Railroad
Commission (1920) 183 € 145.) The question 4is one of magnitude.
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A. Water Consumption and
Overating Revenues

Suburben and the Staff differeld in their estimates of

residential water consumption for the test years. The differences
are as follows:

Average Consumption (Cef/Service)

Staff Utility

1984 1985 1084 19085

Pesidential Customers 239 .1 235 .1 219.8 217.3
San Jose Districet : . o

Residential Customers 223.0 223.0 211.0 208.0
Whittier Districet

The differences result Lrom the way in which the parties applied the
Modified Bean Method of forecasting water consumption.

The Modified Bean Method is descrided in Standard Practice
U-25 2nd its supplement. It is a regression analysis using, as
independent variables, tipe, precipitation, and temperature %o
predict normalized consumption. The Modified Bean Method uses 70
Jears of weather data, which is consistent with what the National
Weather Service uses 10 calculate +the average temperature ané average
rainfall. Thirty years of weather data ia used %o nminimize the
effects of large variations in temperature 2nd precipitation.

Together with the Modified Bean Method, the Staff employed
“he basic procedures for determining water consumption as set forth
in an agreed upon method recommended in June 1976 by the Staff and
representatives of the Califoraia Water Association. This procedure,
commonly referred +to as the Committee Method, uses the Modified 3Bean
Method To obtain 2 weather normalized estimate of the last recorded
year by analyzing various time cpans. This normalized recorded year
estinate i3 then used as the normalized test year estimates.

Suburban did not follow the procedure used by <he Staff.
It extrapolated, by the trend developed in the Modified Bean study,
data To obtain test year estimates. This deviated from the basic.
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procedures of the Committee Method which states the normalized'usage
for the last recorded year shall be used as the nornalized test year
estimate. In addition, Suburban did not use the computer regression
run that produced the lowest inverse McSee ratio. The McSee ratio is
a mathezmatical measure of fit of the equation developed.

In addition, the Staff used the Covina Temple weather
svation, which is within the San Jose District service area for
precipitation data. Suburban used the San Gabriel Pire Departments
weather station, which is not within its service zreas.

The Staff used 2 trend line based on the last five years
while Suburban used 2 trend bYased on the years 1971-1981. Suburbtan's
method produced 2 downward trend in both the San Jose and Whittier

istricts. The Si2ff's method produced an upward trend in the San
Jose District and a slight downward trend in the Whittier District.
Suburban contends that an upward trend in one distriet and
a downward trend in another raises a question as ¢o whether the
..S‘.:aff's use of the best statistical fit produced a reasonable
result. It argues that the Staff's upward trend is clearly
unreasonable. Suburdan asserts that, under the Committee Method, iFf
the Yest statistical £it proves unreasonadle under the circumstances,
another run and another trend line with good statistical parameters
should be used which produce the most reasonable result. It used
uch an approach here. Sudurban 2lso argues that over the past 12
years there has been a downward trend in domestic use per customer in
the San Jose District. Therefore, use of a short-term upward trend
flies in the face of recent history and is clearly unreasonable,
regarcless ol how good a statistical fit may have been achieved.

The purpose of Standard Practice U-25 is "To promote
reasonadble uniforzity and reliadility in the preparation of revenue
estimates....” The Staff's estimate, which uses weather stations
entirely within Suburban's service areas, is nore consonant with <he

purposes of the Standard Practice. It is more reasonable and will de
adopted.
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= Operation ard Maintenance
(0&M) Exvpences

1. Purchased Water
Suburban and the Staff agree on .the ¢cost of purchased
water. There is a dissgreement over the estimated quantity ¢f water
to be purchased. 0This disagreement relates 40 the estimate of water
consumption previously consgidered. Having.édcpted the Staff's
estimate of water consumption we find the Sta2ff's estimate for
purchased water to be reasonable. It is ag follows:

Purchased Water

San Jose District

1984 $676,500
1085 864,000

Whittier District
1084 _ 540,400
1985 701,700

. 2. DPurchased Power

Suburban ané the Staff are also in agreement on the cost of
purchased power. They disagree on the amount needed, which relates
<0 The esticate of water consuzmption. Since the Staff's wa<ter
consumption estimate has been adopted, its purchaseld power estimave
is reasonable and will bde adopted. It is as follows:

Purehased Power

San Jose District

1984 . $1,408,200
1985 1,396,400

Whittier Distriet

1084 693,300
1985 | 686,200 .

3. Interdistrict Zxmense
Interdistrict expense credits of $228,900 in 1984 and
$226,900 in 1985 is applicable only %o the Whittier District. These
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"expense credits reflect revenues froc the sale of water to the lLe
Mirada District. When Suburban purchased the La Mirada District,
there existed a coniract wheredy water was sold to Le Mirada from the
Whittier District. ZEven though la Mirada is now part of the utility,
the interdistrict exchange of water is s%ill considered an expense (2
positive expense for La Mirada, and a negative one for Whittier).
The parties are in agreement as t0 the amounts and they will be
adopted.
4. Payroll
a. Nunmber ¢f Zmnloyvees

Suburbzan requested 21¢ new employee positions through
Did=-1984. The Staff recommended 17. At the hearing, Suburban urged
ineluding at least two of the disputed positions. They are the
manager of dudgeting and regulation, and the:controller. The manager
0L budgeting znd regulation would be hired in 1685 and the. controller
in 1984.

The staff contends that neither of these positions is
justifiable. There is no present position called controller. The
proposed duties ¢f the controller are to oversee the récently
installed new computer systems and to oversee accounting law
changes. The Staff argues +that it has allowed four additional
versonnel to help with +the new computer systen, including a
prograzmer analyst and a data processing manager. The Svaff asserss
that Suburdan has not justified why a £ifth position is necessary ¢
zanage the system. The Staff also contends that the task of
overseeing accounting law changes has been the resporsibility of the
treasurer and the accounting manager and that no adegquate reason has
been shown why 2 third person is needed to fulfill this duty.

The Staff also argues that Suburban's stated purpose
for hiring 2 new budgeting and regulation manager in 1985 is %o
replace Mr. Robert Randall who currently holds this position and who
i3 gcheduled to retire in 1987. It takes the pogition that a two-
year advance hiring is not necessary. The Svaff argues that the new
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nanager will be a person with experience in the field or someone
promoted from within the company. In these c¢circumstances the Staf?
believes that the new manager should not be hired this far in advance
of the proposed ~-etiz'<=:1::en‘a.

The Commission is of the opinion that Suburban has
failed to sustain its burden of showing that the disputed number of
enployees is reasonable for the test years here involved. “%he

taff's estimate is reasonable and will be adopted.
b. Amount of Incereases

Aside from the difference over the nuamher of employees,
Suburban used an 8% wage escalation factor while the Staff used 2 5%
factor.

Suburban based its 8% estimate on the average 1983 wage
increases for ten water utilities in the United States. In addition,
Suburban introduced evidence of a resolution by its bvoard of
directors adopting the prospective proposed 8% inerease. Suburban
contends that the board's resolution is akin %o 2 union contrac

The Staff based its 5% on Suburdban's eurrent wage
levels,"the inflation expectation for tThe next two years, and the
wage escalation factors forecast by the Economics Section of the
Revenue Requirements Division (4.3% for 1984, 5.2% for 1985). 7The

taff tabdbulated the wage increases historically given by Suburban and
found that the company's wages have kept up with inflation.

The board's resolution is the first <time Suburban has
attenprted to set salaries three years in advance. Unlike a union
contract, the board's action is unilateral. It can be changed
unilaterally. ,

The record also reflects the Commission's actions for
wage increases in recent water rate cases. In the Southern
California Water rate case, Decision (D.) 83-08=006, 2 5.1% increase

for 1984 was adopted. In the California Water Service rate case,
D.83-12-037, 2 4.24% increase was adopted for 1684. In the Sen
Gabriel Valley water rate case, D.83=10-002, a 4% increase was
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adopted. In the San Jose water rate case, Application 83~06-01, the
company stipulated to the staff's recommended increase of 4.6%.

The Staff's estinpavte for woge escalation is more
reasonable than Suburban's bYecause it better reflects inflationary
trends and prospective wage escalations for the test years.‘ Tt will
be adopted.

¢. Payroll Allocation

The Staff took the poesition that 69% of the tosal
payroll should de ¢onsidered as an O0&M expense and pherremaining‘31%
be considered as an Administrative and General'(A&G) éxpense;
However, the 31% does not appear in the Staff's AZG expense tables.

+ is allocated %o each distriet by a four-factor percentage and is
included as part of the General 0ffice (GO) prorated expense. O0f <h
69% allocated to 0&M, 23.9% goes to the San Jose District and 13.9%
goes to the VWhittier Distriet. Suburban does not controvert the

taff's methodology and it will be adopted.
‘|I' &. Summary
A summary of the authorized district psyrolls is. as

followsy

Authorized Pavroll

San Jose Diztriet

1984 $502,100
1985 : 528,100

Whittier Districet
1084 292,000
1085 207,100
5. Uneolleetidles
Suburvan estimated an uncollectidle rate of 0.524% for all
of its districets for the %test years. The Staff used a 0.262% rate,
woich is half of the utility's percentage. The resason for %this is
that Suburban is going fronm a2 bizmonthly to 2 monthly villing
progran. The Staff's position is <That since the customers will de
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Paying twice as often, each bill should be half as large. Suburban
will be able to identify delinguent bills much more quickly and “he
arount of the delinquency will Ye half as large. Suburban does not
dispute the Stalf's estimate and it will be adopted.
6. Other 0&M Expenses

Suburban does not contest the Staff's estimate of other 0&M
expenses. The Sta2f< analyzed the total expenses and concluded that a
four-year average of total other expenses provided a reasonable
starting point for projecting the test year estimates. To account:
for inflation and miscellaneous increases, the Staff increased its
figure by 6% each year. The Staff, as it did with payroll expeases,
allocated other Q0&M expenses to the districts. -t calculated that
39.02% belonged to the San Jose District and 20.74% velonged to the
Whittier District. The common portion of 26.40% was z2llocated. %o
each district by a four-faetor percentage and is included as part of

the GO prorated expense. The following other 0&M expenses are
reasonabdle:

Other Q&M Zxvenses

San Jose Distriet

1984 g%44,900

Whittier Distries

1084 , 183,100
1985 . 164,000
C. A&G Expenses
1. Regulatory Expence
Suburban does novt disagree with the Staff's estimate of

regulatory expense. The Staff spread the estimated 325,700 cost over
three years, with 65.9% being allocated to the San Jose District and
34.1% going to the Whittier District. fThe following regulatory
expense estimates will be adopted: |
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Regulatory Exvense

San Jose District

. 1084 . $5,600
1685 5,600
Whittier Dist-ict : ,
1984 2,900
1085 2,900
2. Local Franchise Tax
Both Suburban and the Staff used a franchise tax rate of
1.5% 0f gross revenue. The estimates differed because of digsimilar
estinates ol gross revenues. Since we have adopted the Stalfl's
esvimate of gross revenues, I1ts estimate for franchise tax is
reasonadle and will be adopted.
2. 3Bank Charges
Suburban maintaine 2 ninimum bank balance primarily +o
offset activity Lfees charged By its bank. These fees cover a number
.o;‘.‘ bank services, including account maintenance, telegraphic
transfers, and check handling. Suburban has the option of paying
these fees or avoiding the fees dy maintaining a minimum bank
balance. The minimum balance must be of sufficient size to enable
bank to loan it out and receive interest equal 4o or greater then
anount of the fees. The Staff agrees that it is beneficial %o
ratepayers “o keep the minimum bank balance 23 low as possible
pay +vhe fees. Suburban and the Staff agree that §21,700 should
be alloceted to the San Jose District and 311,300 to the Waittier
District as an A&G expense for the banking fees. These amounts will
be adopted.
4. OQutside Services
The parties are in agreement that certain c¢harges for
outside services are directly chargeadle to the *two districts. Che
following charges are reasonable and will bde adopted:
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Qutside Services

San Jose Distriet

1684 $4,500
1985 5,500

Whittier District
1084 3,000
1985 %,000
D. GO Prorated Exvenses . |
AlL of Suburban's operations and administration are dased
ot its office in La Puente. Therefore, general office expenses for
the districts here under consideration are pert of the common office
expenses for the La Puente office. The Staff utilized a four-factor
formula to prorate the coumon office expenses. Subdburban does nos
disagree with the methodology. Where controversy exists, it stems
Iroz the estimates to which the foraula is applied.
1. General 0ffice Payroll
. Suburban and the Staff presented differing estimates for GO
payroll. Che differences are the same as considered under Q0&M
Payroll. We found the Staff's wage escalation factor o2 5% 1o be
nore reasonable than Suburban's for 0&M payroll. We adhere ¢ that
deveraination for GO payroll. The following estimates for GO payroll
are reasonable and will be adopted: '

G0 Payroll

San Jose District

19084 $1,070,100
19085 1,125,300

Whittier Distriex )
1984 554,800
1985 583,400
2. Dostage
There is no dispute between Suburban znd Staff over the
amounte for postage. The following amounts are reasonable and will
be adopted:
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San Jose District

1984 - $91,000
1985 : 91,000

Whittier District
1884 - 47,200.
1085 47,200
3. ransportavion
Suburban indicated that it does not controvert the Staff's
estimates for transportation. The following estimates are reasonable
and will be adopred:

Transportation

San Jose Distriet

1984 $219,900
1085 240,400

Whittier District
. 1084 114,000
14865 ‘ 124,600

4: Q&M Othe; teridbutabdle to GO
Again, Suburban indicated thatv it did not conirovert the
caff's estimates for this category. The following estimates ae
reasongble and will be adopted:

Q&M Qether Attridutadble %o GO

San Jose District

1984 $120,500
1985 \ 127,700

Whittier District
1084 “ 62,400
5. Zmployee Pensions and Benefifts
a. Pensions

The difference in estimates for pension expense is due
. to the difference in payroll estimates by Suburban and the Staff.

- 18 =




A.83-08-29 ALJ/Jt

' Since we have adopted the Staff's payroll'qstimates, we adopt its
pension estimates as reasonable. They are as follows:

Pensions

San Jose District

1984 | $110,%00
1985 117,200

Whittier District
1984 57,200
1285 ’ M60,7OO-
b. Medical and Dental |

The Staff's estimate for the cost of medical and dental
insurance was based on an analysis of selected water utilities. It
then came up witk a judgmental figure of 15% increase ir cost per
year. The S%aff excluded data which did no% support its position.
Tor exazple, while the Staff referred %0 the San Jose rate case 4o
support its position on wage escalation factors, it disfegards the

.case on the cuestion of acceleration of medical ané dental cogts.

the San Jose case the Commission allowed an increase of 162.4% for
Blue Cross coverage required by union contract. :

Suburban estimated a2 30% increase in cost per year. It
introduced evidence of its actual experience and attempts to reduce
nedical and dertal cocts. |

The record indicates that Sudburban experienced
increases in the cost of its medical and dental coverage of 129% in
1981, 31% irn 1982, and 52% in 1983. In the spring of 1982, Pacific
Mutual Life Insurance Company, Subdburban's medical and dentzl carrier,
notified Suburban that its premiuam for coverage in 1983 would
increase by 67.5% over the 1982 premium. Suburdan decided to seek
coverage elsewhere. It sought bids Lrom four other carriers, all of
which, except for its present carrier, New York Life Insurance
Company, quoted similar substantial increaczes in premiums.
Suburban's existing coverage, sponsored by New York Life, is
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basically a self-insurance type of plan in which a set monthly
adzinistrative fee is charged based on number of employees, with
applicant reimbursing the carrier for c¢laims actually paid out.

The Staff witness who testified in behalf of the
Staff's estimates was unaware that medical and dentsl insurance is
based on experience rating.

Suburban has “taken action 0 reduce medical and dental
costs. ts estimate based on actual experience and the cost-cutting
actions taken Iis more reasonable than the Staff's and will be:

. adopted. It is a3 follows: ' T |

Medical and Dental

San Jose District

1084 | $219,200
1085 278,800

Whittier Distriect
1084 113,600

. 1985 144,500

¢. Werker's Compensation ,

The Staff estimated 3128,100 as the yearly cost of
worker's compensation for +the test years. I¢ based its estimate on
an anzlysis of the percentage of total payroll peid Lor this coverage
for the years 1978-1082. Eowever, the Staff excluded 1980, in which
there was a large percentage. The Staff claims this was not a2

typical year and that new employee safety progranms will prevent the
recurrence ¢f such a year.

Suburban estimated the cost of worker's compensation
coverage 2t 3135,000 for 1984 and $165,000 for 1085.

Suburdan contends that worker's compensation insurance
is dYased on payroll, class of payroll, a rating systen based on 2 sSo-
called nmodification factor which is determined by the insured's
accident record, and the cost of health care and rehabilitation. It
argaes that the worker's compensation field ig not competitive and
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Yecause of the prodlem of escalating medical ¢osts a number of
carriers have been dropping out of the field completely. It is a
seller's rmarket. The premium for any given year is bdased in part
upon the accident record over the prior three years and upon how much
the carrier has paid out in claims. OThis so-called modification:
factor will increase %0 reflect an increase in the sccident record in
any year. Suburban experienced a high accident level in 1979 and
accordingly the relationship of premium to payroll for 1980 rose %o
11.4%. It asserts that fluctuations in +the accident level are fo be
expected since even with the institution of employee safety programs
they are basically out of the employer's econtrol and severe accﬁdents
in a construction crew are %o be expected from time to time.

Suburban also contends that its exposure is higher than that of other
waver utilities Yecauge it performs a subsgtantial portion of its own
main installation while nost other utilities contract suchk work out
to others. '

The Commission finds that Sudurban's estimate of
$135,000 for 1984 is more reasonable than the Staff's because it is
baged off an actual quotation for the insurance. We further find that
the Stafl's estimate for 1985 is too low and Suburban's is €00 high.
A 10% escalation factor applied to the 1984 estimate is appropriate.
The sum of $148,500 is 2 reasonable estimate for 1985. The Lollowing
will be authorized: |

Worker's Compensation Insurance

San Jose Distriet

1084 869,800
1985 76,800

Whittier District

1984 36,200
1185 39,800

d. Vaeation Acerual

Suburban's vacation accerual estimate for 1985 consists
.of three components - Retirexzents, Discharged, and Buy Back. I¥ pays
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employees retiring or being discharged for vacation credits not
useéd. Zmployees normally cannot carry vacation credits for more than’
two years. After two years the company dbuys back a portion of the
unused credits. The Staff found that generally, when employees
retire or are dbeing discharged, they are not replaced for weeks.
Therefore, the expenses incurred to pay off their vacation aceruals
tend t0 be offset by the wages and benefits that Suburban would not
have to pay but is allowed elsewhere in payroll expenses. The
Staff's estimate allows only the duy back portion of the vacation
aceruals. Suburban does not controvert the Staff's estimate. The
following estimates will be adopted:

Vacation Accrual

San Jose District

1984 $6,500
1985 6,500

Whittier Distriet
® 1984 o 57490
1085 3,400

6. Property and Liability Insurance

Suburban and the Staff agree that $1350,200 is a reasonabdle
estinmate for the cost of casuvalty and liability insurance for 1984.
They disagree over the 1985 estimate. |

A witness called by Suburban testified that four factors go
into determining the price of this insurance, nemely: (1) the
condition of the marketplace, (2) the effects of inflation on the
assets being insured, (3) additions %o those assets either through
replacements or new plant and equipment, and (4) the number of
enployees and motor vehicles covered. TFor the last two or three
years the property and casualty insurance narketplace has heen highly
competitive and chaotic. VWhile interest rates were high, .
underwriters competed fiercely for business and were willing %o
expose themselves t0 losses on the premium side of their bdusiness in
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order 10 odtain funds which could be invested at rates as high as
20-25%. DProfits of property and liability carriers were at 2 seven-
year low in 1983, down 53% from the prior year. Casualty insurers
took in premiums of $2.73 billion in the third guarter of 1983 but
suffered underwriting losses aganst those premiums of $3.1 billion.
The witness stated that he and more knowledgeadble insurance experis
predict that this chaotic condition cannot g0 on much longer ané’ that
the marketplace must firm up, with increases in premiums of S0% to
100% over the present rates. ' o o

The witness 2lso stated that the Staff's estimote of an
increase o0f 64% does not cover the increased cost of insuring nev
assets, the increased cost attributable to inflation of existing
assefs, or the cost of additional employees covered by liability
insurance or additional vehicles being insured.

The Staff contends that Suburban's 1985 estimate is Dbased
on speculative projections that are highly unrealistic and should no¢
be allowed. The Staff based its estimate on what other water
utilities were seeking in other rate cases.,

Sudburban’'s estimate is highly speculative and will not dbe
adopted. Eowever, it does not appear that the figures used by *he |
Stafsf considered the increased cost attridutable to inflation of
existing assets for 1985. TUsing the same escalation factor used for
wages, we find that the 1985 estimate should be increased to 11+%.

The following amounts will be adopted for property and
liability insurance:

Property and Liability Insurance

San Jose District

1084 $67,300
1085 75,100

Whittier District

1084 34,900
1985 38,900 .
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7. OQutside Services GO ’
Suburban does not controver:t the Staff's estimates for
outside services. They will be adopted and are as follows:
' Qutside Services GO

San Jose Dis<trict

1985 98,200

Whittier District

1984 - 48,500
1085 : 51,200

8. A&G - GO
Suburban does no+t controvert the Staff's estimates on A&G -
GO0. Thney will be adopted and are as follows:

ALG = GO
San Jose Distries

1985 160,000
Whittier Distriet

1984 80,900
1985 82,900

Taxes Other Than Incorme
1. Ad Valoren Taxes
The Staff's estimates for ad valorem taxes were computed by
taking the beginning-of-year balance for plant in service,
subtracting depreciztion reserve, 2nd 2dding construction work in
progress (CWIP). 7The Staff then used the latest 1982-83 effective
tax rate of 1.016% for the San Jose Distriet, 1.184% for the Whittier
Distriet, 1.357% for <the GO allocation %0 compute the estimated tax.
Sudburban estimated the market value of the plant in each district and
applied a rate of 1.30% to this figure to estimate the tax.
The Staff's methodology, which uses +the nost recent
rate is more reasonable than Sudburdan's and will be adopted.
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- I

amounts will be adjusted in accordance with the finding made here.
The amounts are as follows:

Ad Valorem Taxes

San Jose Distriet

1984 | $16%,800
1985 169, 600

Whittier District

1084 94,300
1085 ' 98,700
2. DPayroll Taxes |
The difference beitween the Staff's estimates for payroll
taxes and Suburbdan's is due to the difference in payroll estimates
and the difference in wages not subject to FICA. Since the Staff's
payroll estimates have bYeen adopted, we find its estimates for
payroll taxes %o be more reasonable than Sudburdan’'s. They will bYe
adopted and are as follows:

Payroll Taxes

San Jose Distriet
1984 g

117,900
1085 123,600
Whittier District

1984 61,100
1985 64,100

F. Income Taxes

The differences between the Staff's estimates and
Suburbver’'s for income taxes relate %o differences in capital recovery
of cost for property added to plant. There are disputed items,
however, there is no dispute over methodology- We Zind the following
estimates for income taxes reasonadle:
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".

Income Taxes

Californiz Federal
Franchice Income
Sar Jose District Tax Tax Total

1884 $172,500 $780,200 $952,700
1985 175,000 804,200 979,200

Whittier District

1684 95,300 424,300 519,600
1985 94,900 426,900 521,800

G. Utility Plant in Service
1. Whittier Main Repnlacement Progranm
Suburban estimated the cost of its Whittier District main
replacement program at $150,000 for 1984 and $100,000 for 1985. The
Staff agrees with the 1985 estimate but contends the 1984 estimate
should be reduced to $110,000.
The Staff based its estimate on a schedule of specific
replacenment jobs which was furnished by Suburdben in. July of 1983.
. Suburban introduced evidence that there were jobs of lower priorit
and unznown jobs which would cause the amount expended in 1984 for
the Waittier main replacenent program 1o be 3150,000 or more. Ve
Tind Sudburban's evidence to be convincing on this issue. ‘Therefore,

Suburban’'s estimate i1s more reasonable than the Svaff's and will e
adopted.

2. Fairgrove Project

Suburban proposes %o install a 9,000-f00t transmission rmain
in Fairgrove Avenue to transport water from Plant 140 <o the
distridution systez in the San Jose District. The estimated ¢ost of
thic project is $900,000 and Suburban proposes to construct the
project in three phases. It has included 3%00,000 per year in the
test years for construction of this project.

The proposed transmission main would replace 0ld low
pressure lines which currently transport the water from this plant <o
the distridution system. There are currently three wells at Plant
140. One well, 140 W=2, has not been in service for many years
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because of the high nitrate level pfesent in the water. Well

No. 140 W-1 hes not been used since 1978 because of the high nit¢rate
level present in the water. Well No. 140 W=3 is presently s+ill in
uge, since it was drilled later and at a2 deeper depth. Suburban also
proposes to drill a new well in 1985 on this site.

The Staff contends that the Fairgfbve Project should not be
included in plant for the test years - in effect, that it should not
be constructed. The Staff asseris that the water supply for the area
is adequate and that the expenditure of $900,000 is not justified +o
“ranspor% more water into 2 zone which has an adequate amount. fThe
Staff Yases its assertion of adegquate water supply on the premise
that "a nuaber ¢f the wells not in service because of high TCE or
nitrate levels are available for standdby use." The Staff 2lso
questions whether the proposed new well will provide the necessary
anount of water. .

The Tairgrove Project would be located in . a portion of
Suburban's San Jose District. The sources of water supply for that
ares are Suburban's wells, water which can be moved £rom an adjacent
service-zone into the Zone 547 area, a connection with the Rowland
Area County Water District, and existing Storage facilities.

Suburban's chief engineer testified that the maximum day
denand for the area in question is approximately 22,300 gallons per
aiznute. The paximum day supply is approximately 20,500 gallons per
zinute, which results Iin a deficiency of approximately 1,800 gallons
yer minute on a2 maximum day demand. While there is a deficiency in
the maxizux day supply, the annual production is adequate to meet the
annual needs of the area.

Some of the wells serving the area have a gquality problem..
This problem pertains to TCE (¢richlorethylene), PCE
(tetrachloroethylene) and nitrates. The quality prodlem is affected
by the depth of the well. All three contaminants affect shallow
wells. Wells drilled by Suburban Yo approximately 1,000 feet in
depth have had no water gquality problem. The quality problex is more
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pronourced in the southern part of the systexm, the so-called Zore 520
systen, where wells have a2 contamination of TCEs and PCEs. The
northerly part of the Zone 547 system has 2 lesser degree of
contamination but nevertheless is approaching, if not excéeding, the
current acceptable levels spelled out by the Department of Eealth.

Ground water is generally available throughout the systen.
3ut, because of the quality prodblexz, all new wells nmust be drilled %o
a depth of approximately 1,000 feet. The best aguifers are in-the
area closest to the San Gabriel River to the west of the service
area, where new wells can be expected to produce between 3,000 and
4,000 gallons per minute. Wells drilled further easterly, even %o
the 1,000-fo0t depth, will only produce something in the area of 600
©0 800 gallons per minute. The importance to Suburban of the
replacement of the Pairgrove line is that the new transmpission main
will be adle to bring water into the system from the best ground
water supply arez, namely, the Plant 140 site. At that site Subdburdan
Proposes to drill a new well in 1985 which, with an expected
production of £rom 3,000 to 4,000 gallons per mimute will make up the
existing maxizmum day deficiency. '

Suburben's witness tes+tified that replacement of the
existing Fairgrove main, installed in the early 1900s, is essential
since it is a low pressure line which does not meet Department of
Eealth standards. The new 18-inch z2in would not only meet such
standards dut would also be of sufficient size %o carry <the
production from the Plant 140 site to the center of the systexn.

Suburden studied the alternatives to the replacement 0f the
Pairgrove line. Its chief engineer testified that none 0% them is
acceptable. One alternative is that Suburban abandon the 140 site
area and drill additional wells elsewhere in the San Jose arez in
substitution for the existing 140 well and £or the well which 1%
proposes %o 4rill at that site in 1985. However, %0 obtain 2
comparadble supply elsewhere would require installation ¢f at least
Sive additional wells at a cost of $250,000 for each well. In
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addition, alternate sites are limited since the area is fully
developed and there is insufficient room at all but three or four of
Suburban's existing well sites for the installation of additional
wells.

Another alternative would Ye to bring Metropolitan Water
District water into the system. Such 2 nroject would require between
15,000 anéd 20,000 feet of transmission main in addition to
installation of 2 service connection %o the Metropolitan, the latter
a2t a cost of approximately $250,000. The overall cost of such a
project would approximate $£1.8 million instead of 3900,000 for the
rairgrove pipeline. The cost of Metropolitan water would be about
four times the cost to Suburdan of producing its own water.

Suburban contends that the most appropriate solution <o its
current maximunm day supply deficiency in the San Jose area is the
replacenent of the Fairgrove main and the drilling of a new well at
the Plant 140 site. It argues that the Staff's allegation that there
are five different purveyors from whoz water may be purchased when 2
meximum day deficiency occurs is not correct. Suburban's chief
engineer testified that during periods of high demand these purveyors
have no excess water. Suburban also attacked the Staff's contention
that a number of wells not in service because of high TCE or nitrate
levels would be available for standby emergency use. Its chief
engineer testified that wells in the south 520 area had such high TCE
concentrations that they could not be used for domestic consumption.
Their only use would be for fire protection or other purposes.

The Commission is of the opinion that the record
establishes the need for the Fairgrove main replacement as the mos<t
reasonadle and least costly way to remedy the maximunm day supply
deficiency probdblem in the affected portion of the San Jose Distric+.
Suburban's estimates with respect to the project are reasonable and
will bve adopted.
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2. New Reservoir

Suburban proposes to construct a new reservoir in 1985 and
1986. There is agreement between Subdburban and the Steff of the need
for the reservoir. They disagree about its estimated cost. Suburban
estimates the cost 2%t S800,000. The Staff's estimate is $713,500.
Zack estimate includes the undisputed amount of 3120,000 for site
preparation, on-site plumbing, controls, telemetering, and
engineering.

Suburban's vice-president for operations testified its
estipate was based on an industry rule of thumd of 25 cents per
gallon for the cost of construction of the tank itself. This
produced a Ligure 0% 3625,000 to which was added an inflation factor
o0f 5% for 1684 and 4% for 1985. The cost of the %ank was estimated
0 be $680,000, which, added to the $120,000 for site preparation,
etc., resulted in a %otal estimate of $800,000.

Dhe Stafl derived its estimate by submitting information

. upplied by Suburban to Natgun Corporation, a £irm with 50 years of
experience constructing concrete reservoirs of the %ype proposed.
Natgun sent the Staff a letter which included +the following:

"Based on 1983 construction costs, a suitable
estimating figure for 2 2.5 MG precast,
prestressed concrete storage reservoir with an
overflow height of 40 £¢. or less is
3600,000.00. Iocal, state, and federal taxes, if
applicadble, are not included in the price.

"Az we discussed, the akove price is based on a2
aunicipal bid and union conmstruction. Private
type work involving non~union construction
negotiated contract can be up to 15% to 204 less
than a zunicipal bid price.”

The Staff, using the Natgun letter as 2 guide, deducted 10% from
Suburban's estimate to arrive at its estimate.
Suburban contends that the Natgun letter supports its
estimate. It argues that the estimate in the letter is based on 198%
construction costs with no inflation allowance and +that local, state,
.a.nd federal +axes were not included in it.
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The Staff witness who testified in support of its estimate
wes ambivalent. He acknowledged that the Commission favored the use
of competitive bidding for such projects. He was unaware that this
was also Suburdban's policy. At one point he Btated the Staff's
estimate was obtainable through competitive bidding. ILater, he
testified that it night be necessary to use a negotiated contract *o
obtain 2 bid at the Staff's estimate. _

We £ind that Sudurban's estimate, which takes into account
inflation factors, local, state, and Lederal taxes, and is based on
compertitive bidding, is more reasonable than the Staff's. It will be
adopted.

L. Video Equipment

Suburban dnceluded in its estimate 342,000 for video
equipment. The Staff excluded this amount from its estimate,
considering it an unjustified expense. The expehse includes two,
components: (1) Mierofilming equipment and (2) projection equipment.

Sudburban proposed to acquire the mierofilming equipment, at
a cost of 836,000, to store current and past records. The Staff
contends that Suburban has failed +o Justify why the use of its
existing computer system and physical storage of records is no%
sufficient. We £ind that Staff's position on this point to be

correct. Suburban has failed to Justify the reasonableness of 4this

itex.

The remaining $6,000 was earmarked for the replacement of a
16=millimeter £ila projector and a 35-millimeter slide projector,
botk over 20 years old. The record indicates that the projectors are
used by applicant in its conservation program and also for board
meetings, employee safety films, and employee training. The existing
equipnent is heavy, unreliable, and tends to brezk down. The
Commission finds that Suburban has established the reasonableness of
this portion of the estimate, and $6,000 will be allowed for
projection eguipment.
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5. CWI?

The Staff and Suburban have agreed upon a method to be used
in determining CWIP estimates which uses the CWIP amount at the
beginning of the year. 3oth parties also have agreed that the
Stafl's and Suburben's plant additions will be adjusted with
welighting factors based on a 13-month weighted average. of utility
Plant in service, plus CWIZ2.

6. Rate Base

Based on the findings herein made, the following rate base
is ressornadble:

Rate Base

San Jose District 1084 1985
T+tility Plant '
Depreciation Reserve S 7,946,200 $ 7,843,300

Averzage Dépreciated
Rate Base. 11,746,800 12,253%,000
Whittier District

Utility Plant
Depreciation Reserve 4,209,700 4,405,200
Average Depreciated '
Rate Base 6,115,000 6,135,300
Z. Rate of Return i
Suburban seeks a return on rate base of 14.28% for 1984,
14.30% for 1985, and 14.32% for 1986 with a corresponding return on
ecuity of 16.00% in each of the three years. The Staff recommends
rates of return on rate base within the following range: 12.34% %o
12.64% for 1984, 12.48% to 12.78% for 1985, and 12.51% to 12.81% for
1986. The corresponding return on equity is in the range of 13.75%
t0 14.25%. :
The question of what constitutes a reasonadle rate of
return is one to be determined by the Commission. (City of Visalis
(1969) 69 Cc?UC, 311, 319; PT&T Co. (1954) 5% CPUC 275, 284.)
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"Among the factors which the Commission has
enunerated in recent decisions on other utilities
as influencing the rate of return which also
might affect the level of rates or of a
particular rate area: investment in plant, cos<
of money, dividend-price and earnings~price
ratios, territory, growth factor, comparative
rate levels, diversification of revenues, public
reletions, management, financial policies,
reasonable construetion requirements, prevailing
interest rates and other economic conditions, *the
trend of rate of return, past £inancing success,
future outlook for the utility, outstanding
securities and those proposed to be issued.
Additional factors to be considered are adequacy
of the service, rate history, customers
acceptance and usage developed under existing
rates, value of the service and ¢cost to serve.
No one of the above factors is solely
deterninative of what may constitute
reasorableness of earnings, rates, or rate of
return.” (P2&T Co., supra, at p. 309.)

Cost of rmoney is not decisive on the issue of rate of return.
. (So. Cos. Gas Co. (1960) 58 CPUC 27, 44; California Water & Tel Co.

(1952) ¢PUC 180, 190.) |

The differences between Suburban's request and the Staff's
recommendation are due to: (1) The lower borrowing ¢osts the Staff
assuned on future dedt Zinancing, and (2) Sudurban's request for 2
higher return on common stock equity than that which Staf?
recommended. | .

Suburdan included 2 projected dedt issue of 33%,000,000 in
445 application with an estimated interest rate of 16%. Its interest
rate wag derived Irom cuotes informally obtained froz 2 nunber of
insurance cozpanies during the earlier part of 1983. The Staff's
estimate of the cost associated with this Zinancing was based, in
part, on a review oI historical trends in invterest rates and interest
rate forecasts pudblished by Data Resources, Inc., including dats up
©0 October 1983. The Staff contends that since Suburban's dedt is
not rated, a comparison of the coupon rates on its more recent deds

issues with those of public utility bonds issued in the same time

-
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period is appropriate. Such comparison shows that Suburban has
obtained rates similar to those of A-rated utilities. Since Data
Resources, Inc., publishes a forecast for AA-rated dedbt only, Stafse .
considered the historical interest rate spread between AA- and
A-rated utility bonds to arrive at Staff's recommended rate of 13.00%
for +the company's debt financing in 1984. The Staff introduced
evidence indicating that Southern California Water Company issued
debs at 11.75% in August 1983 and that Califoraia Water Service
issued debdt at an effective rate of 13.26%1in.0ctober.1983§

Suburban and the Staff disagreed in their estimates for
Teturn on common equity because of their reliance upon différing
methodologies. Both used a discounted cash flow analysis (DCF) to
develop a return on commor equity. The DCF model recognizes that the
current market price of a share of common stock equals the present
value oI the expected future strezm of dividends and the future ssle
price of the share of stock, discounted at the investor's discount
rate. This discount rate represents the investor's opportunity cos<
of capitael, i.e., the rate of return he can earn on alternative
investments of comparable risk. |

The Staff disagrees with Sudburban's use of company~-specific
dava in its DCF analysis. The cozpany's common stock Iis nov lisved
on any exchenge and is thinly traded. Therefore, market data for
this compeny is not readily availadle. The Staff asserts that any
data about the stock is suspect as far as embodying investor
expectations and valuations. The Staff argues tThat an underlying
assumption in moking any kind of a market analysis using a financial
nodel such as the DCF is to incorporate efficient market data
resulting froc active stock <trading between buyers and sellers s0
that investors' expecitations and evaluations of the coﬁpany and of
the econozy are embodied in the rate of return on equity. To obtain
2 nore precize estimate from the DCF analysis, the Staff relied on
data from a group of eight water companies c¢comparable $o Suburban for
which market data ig readily availadle. The Staff also contends that

-3 -
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the Suburban's reliance on 2 single compeny's data for use in the DCF
analysis results in less precise estimates since it is subject t0 2
greater degree of error. The Staff also considered the relative risk
of Suburban with the average risk of the group of companies. The
Staff argues that Suburban has a lower financial risk due to: (1) A
reater comzon equiky‘ratio, (2) Greater finaneial flexidility from
internal cash flow, and (3) Greater interest coverage protection for
its fixed charge obligations.

The Staff employed merket data pertain:ng‘solely to water

in its DCT and risk premium analyses. It excluded ene*gy

in its analyses because it contends that business and

risks for energy companies are dissimilar to0 those of water
comparnies. Suburban argues that energy utilities should be 1nc1uded
because the financial risk fo water utilities is egual ¢, if no
greavter than, energy utilities.

The Staff also proposed that an operational attrition in
Tave of return based on the adopted summary of earnihgs Lor 1984 and
1685 should be considered in setting rates £or the year 1986. It
also proposed that: (1) On or after Novemder 15, 1984; Suburban be
reguired to file an advice letver, with appropriate workpapers,
requesting the step rate increases, or to file a lesser increase in
the event that the rate of return on rate base for each distries,
adjusted <o reflect the rates then in effect and normal ratemaking
adjustments for the .12 months ending September 70, 1984, exceeds <the
lower of (2) the rate of return found reasonable dy the Commission
for it during <the cor-esnonding.pe'iod in the then most recent ra<e
decision, or (o) the rate of return adopted in this proceeding.
(2) On or after November 15, 1985, Suburban be authorized %o file 2r
advice letter, with appropriate workpapers, reguesting the atitrition
offset rate increases, or to file a lesser incréa"e in the event that
the rate of return on rate base for each district, adjusted to
reflect the rates then in effect and normal ratemaking adjustments
£or the 12 months ending September 30, 1985, exceeds the lower of
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(2) %the rate of return found reasonable by the Commission for
Suburban Water Systenm during the corresponding period in the then L///
m03t recent decision, or (b) the rate of return adopted in this
proceeding. Suburban does not object to these Staff proposals.

The Stafl's methodology using non-syecific company data in
the DCP analysis and using more current market data is more
rcasonable than Suburban's and will be adopted. In using the Staff's
nethodology we find that other calculations testified to by Stalf
witnesses indicate that the top of the suggested‘ranges ghould Ye
wtilized. We find the following rates of return on rote base to be
reasonable: 1984, 12.64%; 1985, 12.78%: 1986, 12.81%. These figures
translate to 2 return on equity of 14.25%.

I. Rate Design

Suburban contends that its rate structure should bte
changed. It argues that the present structure is too heavily
weighted to the commodity charge, as opposed to the service charge.
Suburban asserts that the service charge should generally reflect a
utility's fixed charges while the commodity charge should reflect the
variable or volume-related charges. This is not the case with the
present rate structure. Sudburban's present service charge provides
only 37% of its revenue, while its fixed coste are 75% of total
costs. Suburban argues thet because of this imdalance, o difference
in use per customer of 1 ¢e¢f will have an effect on revenue in the
San Jose District in excess of 317,000, while the concurrent effect
on expehses will be only $7,000. Suburban alszo contends that if
water usage estinmates prove to be too high, its revenuee will be
reduced far more than its expenses. t argues that if the rate
design were to reflect a higher service charge level, so that z
greater percentage of fixed costs were assured of being recovered,
its risk would be reduced.

Suburban also asks that the large meter zize service charge
be increased in relation to the small meter size service charge. It
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argues that the relation between the service charge (readiness to
serve charge) for the large meter and the service charge for the
small meter should be in direct proportion t¢o the capacity of the
peter as a reflection of the demand which the individuwal customer can
place on applicant's system. Suburban asserts thet the existing
relationship, established in 1968, was based on 2 cost‘anaiysis which
is no longer applicable and which made no attempt to relate the
readiness to serve charge to demand. It contends that fairness ¥0
individual customers as well as t0 the utility requires that the
relationship between the various service charges be revised.
The Staff opposed Sudburdban's attempt To change its rate
structure on the ground that the proposed changes are contrary 0
current Commission policy. It recommended the following rate deSign:
(1) Authorized increases should be spread equally to service charges
and commodity rates. (2) A differential of 25% in increase since
Jancary 1, 1976 between life line usage (service charge for 5/8 x 3/4-
.inch zeter plus 300 cu. £t. of weter) and accumulated systen é.verage
increase should be maintained. (3) Suburdan should continue the
present"policy of liniting increase 0o any usage level 4o twice the
average sysvtez increase.

The Staff also opposes Suburban's request to set service
charges in proportion *to meter capacity. The Staff argues that this
would result in an increase of more than 300% for customers with
large meters, which is not justified.

The Staff had no objection to an Iincrease in rates for
private fire protection (Schedule 4) and fire hydrant service on
private property (Schedule 4A). It recommended that the ra%tes for
these services be increased proportionzlly to the increase in the
total gross revenue. ‘

"In PG&T Decision No. 84202, (1975), 7€ CPUC 638,
726=727, and 737, several ratemzking factors are
listed for consideration when designing a -

particular rate spread. The Commission stated
thav:
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"Over the years a generally accepted set of
attridutes of a good rate structure has
evolved; these are:

Production of the revenue requirement.
Simplicity and ease of understanding.
tability of revenue.
Fair apportionzent of cost of service.
Discouragerent of wasteful use.
Encouragenent of efficient operation of
systen.

"In the attempt to design rates possessing
these attridutes, various factors are usually
considered. These are:

Cost of service.

Historical rate structure.

Competitive conditions.

Value of service, including 'what the
traffic will bear.’

Adeguacy of service.

Customer acceptance."

"Trhe Commission also stated at page 737:

"Eerlier we listed the generally accepted
attridutes of a2 good rate structure. These
criteria are as valid now as they have ever.
been, but, ... their application regquires a
major overhaul in the <traditional 'declining
block' rate structure. ... Today, the
overriding task for this Commission, the
utilities, and the pudlic is conservation.”
(PG&E, Angels Water System (1980) 4 PUC 24
347, 269.)

The assertion %that present rate structures have reflected increased
revenues almost entirely in the commodity charge component anéd very
ivtle in the readiness to serve component causes a lack of revernue
svability was presented to the Commission in Calif. Water Service Co.
(1981) 6 CPUC 24 88. 1In that cdecision, we stated:

"Wnile we recognize that much merit underlies
applicant's assertions, we are here nost
inmediately concerned with the intent to bend
every effort to0 dring adbout maximum incentives %o
promote conservation. As the staff witness
pointed up: IL you do not give incentive %o the
custoner, he is not likely <o c¢onserve.
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v.

Conservation is one of the primary objectives
that we 1o0k %0 in designing rates. VWe bhelieve
that the staff's proposal of spreading the
increase percentagewise ecually between the
service charge and the commodity charge is more
lixkely to achleve our objective than is
applicanv's proposal to increase the service
charge twice as much as the commodity charge.”
(6 PUC 24 at p. 108.)

We decline to change our policy here. The Staff's rate design
proposals are consistent with Commission policy and are nore
reasonable than Suburban's and will be adopted. L
No other points require discussion. The Commission makes

the following findings anéd conclusions:
Pindings of Pact

1. The San Jose and Whittier service z2reas of Suburban's San
Jose=Whitvtier Distriet are geographically and operationally
separate. They have different weather patterns, different rate dbases

per customer, different amounts of water use per customer, and

. different water supply costs. It is reasonable %o allow Suburdan t0
esteblish each earea as a separate district for ratemaking and
accounting PUrposes.

2. The acceleration of %the reconstruction of the Bar<solo
transpission main was not included in Suburban's application andé
should not be considered in this proceeding.

3. At presently authorized rates Suburban would have a return

n rate base for its Whittier District of 8.23% for %test year 1984
and 5.96% for test year 198€5.

4. At presently authorized rates Suburban would have a return
on ra%te base for its San Jose District of 9.57% for testfyear 1984
and 7.70% for test year 1985.

5. The Staff's estimate of water consumption For the test
years is nore consonant with the purposes of Standard Practice U-25

O

-39 =
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than Suburban's estimate. The Staff's estimate uses weather stations
entirely within “he service areas and Suburban's does not. The
Staff's estinate of water consumpition for the test year is more
reasonable than Suburban's. '

6. Estimates of purchased water and purchased power are
dependent on the estimate of water consunption. EHaving found the
Staff's estimate of water consumption 4o be more reazsonadble than
Suburban's, its esvimates for purchased water and purchased power are
zore reasonable than Suburban's

7. Suburban has failed 40 suata*n its burden of showing that
it neeéds more than 17 new employees for the test years. The Stafl's
estimate of 17 is more reasonable than Suburdan's.

8. The Staff's estimate of increase for wage escalation for
the %test years is more reasonable than Sudurban's because it better
reflects inflationary trends and projected wage escalations Lor the
period. f

9. The Staff's estimate for employee pensions and benefits is

based on its estimate of number of employees heretofore found
reasonadle. The Stalf's estimate is nore reasonzable than Sudburban’s.

10. Suburban experienced incereases in the cost of its medical
and dental coverage 0f 129% 4in 1981, 31% in 1982, and 52% in 1983.
Suburban's estimate for medical and dental expenses which is dbased on

actual experience and cost-cutting actions which it has taken is more
reasonable than the Staff's.

11. Suburban's estimaﬁe for 1984 for worker's compensation
insurance is based on an actual guotation for that insurance and is
zore rease¢nable than the Staff's estimate

12. Sudburban's estimate for 1985 for worker's compensation
insurance is 100 high. The Staff's estirnate is 100 low. A
reasonable estimate is derived by applying a 10% escalation factor %o
the 1984 estimate. The sum of §148,500 is a reasonable estimate Lo
worker's compensation insurance for 1985.




t.

A.83=08-29 ALJ/3%

13. The same escalation factor as adopted for wages should be
utilized in estimating property and liability insurance for 1985.

The sun of $75,054 is a reasonable amount for the San Jose District.
The sux of $38,906 is a2 reasonable amount for the Whittier District.

14. Suburban's estimate Lor the 1984 Whittier District main
replacement program is more reasonable than the Staff's beczuse it
enconpacsses all work t0 which the company is committed.

15. The Pairgrove project (drilling a deep well and installing

a 2,000=fo0t transmission main) is the reasonable and least costly
way to remedy the maximum day supply deficiency problem in the
affected portion of the San Jose District. Suburban's estinmates with
respect to the project are reasonable.

16. Suburdban's estimate for the proposed new reservoir whieh
taxes into account inflation factors, local, state, and federal taxes
and is based on competitive bidding is more reasonabdle than the

taff's estimate.

17. Suburban has failed %o establish the reasonableness of i<s
total estimate for video equipment. It has established that the sum
of 36,000 is 2 reasonable estimate for the replacement of 2 16—
millimeter film projector and a 35-millimeter slide projector, both
over 20 years old.

18. Since most of Suburban's estimates for plant additions were
Tound €0 be reasonadle, its estimates for CWIP are reasonable.
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19. The following results of operations for the tTest years 1984
and 1985 are reasonable:

San Jose Districs
Operating Revenues
Deductions.

Purchased Power
Purchased Water & Asses.
Payroll O&M
Interdistrics
Uncolleetibles

Other 0&M

Pranchise A&G.
Regulatory A&G

Qutside Service AZG
Payroll GO

Postage GO
Transportation GO

Other 0&M GO ‘
Employee Benefit GO
Insurance Prop./Lizb. GO
Qutside Services GO
QOther A&G GO :

Bank Charges A%G

Subtotal

Payroll Taxes

Ad Valorem Taxes
Depreciation

Inconme Taxes (Fed. & State)

Total Expenses
Net Operating Revenues
Rate 3Zase
Rate of Return

1984

-\
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L d
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117.9

163.8
495.2

952.7
7,128.8

1,486.8
11,746.8

12.64%

1985
9,173.1

1,3%96.4
864 .o
528.1
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Whittier District
Operating Revenues
Deductions

Purchased Power :
Purchased Water & Asses.
Payroll 0&M -
Interdistrict
Uncollectidles

Cther 0&M

Pranchise AZG:
Regulatory A&G

Qutside Service A&G
Payroll GO

Postage GO .
Transportation GO

Other Q&M GO

Zmployee Benefit GO
Insurance Prop./ILiab. GO
Qutside Services GO
Other AZG GO

Bank Charges A&LG

Subtortal

Payroll Taxes

Ad"Valorem Taxes
Depreciation

Incoze Taxes (Ped. & State)

Towal Bxpenses
Net Operating Revenues
Rate Base 6,115.0
Rate of Return ' 12.64%

20. The following.returns on rate base reasonably reflect
Suburban's cost of capitzl and are reasonable: 1984, 12.64%; 1985,
12.78%; 1986, 12.81%.

21. The 3tafl's methodology for reviewing operational assrision
is reasonable.

22. The 3S%taff's methodology for rate desi i3 consistent with
Cozmission policy anéd is reasonadle.
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23. The increases in rates and charges authorized by this‘
decision are justified and are reasonable; and the present rates and
charges, insofar as they differ from those prescrided by this
decision, are for the future, unjust and unreasonadle.

24. The total amounts of increase in annual revenues, the rate
~of return on rate base, and the return on common equity for the San
Jose District are: | |

Return on Return on
Reverues Rote Base o Equity

1982 | 12.64% 14.25%

1985 12.78% 14.25%

25. The total amounts of increase in annual revenues, the rate
of return on rate base, and the return on common eguity for the
Whittier District are:

. Return on Return on
Revenues Rate Base Eouity

. 1084 12.64% 14.25%

1085 12.78% 14.25%

26: "o avoid further revenue loss +0 Suburban,-since we are in
the test year 1984, it is reasonable for %this decision <o de
eflective today.

Conclusions of Law

1. Suburbaz should be authorized <o establish separate
districts for ratemaking and accounting purposes for its San Jose and
Whittier service areas. '

2. Suburban should file a separate rate base 0ffset
application concerning the acceleration ¢of the Bartolo transmission
pain replacexent.

3. The Staff's estimate of water consumption for the test
years should be adopted.

4. The Staff's estimate of pu;chdsed water and purchased power
for the test years should be adopted. |
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‘ 5. The Staff's estimate for the number of new employees Lor

the test yeers should be adopted. |

6. The Staff's estimate for wage escalavtion for the test years
should be a2dopted. '

7. The Staff's estimate for employee pensions and benefits
should be adopted. '

8. Suburban's estimate for medical and dental expenses should
be adopted.

Q. Suburben's estimate for the 1984 cost oL worker's
compensation insurance should be adopted. S A

10. The sum of $148,500 should be adopted for estimated
worker's cozpeasation insurance for 1985 Zfor total company.

11. The following amounts should be adopted as estimates for
oroperty and liability insurance for 1985: San‘Jose Districe,
$75,100; Wnittier District, $38,900. |

12. Suburban’'s 1984 estimate for the cost of the Whittier
District main replacement plan should be adoPted.

13. Sudburban should bé authorized to construct the TFairgrove
projects. Its estinmates fo*‘the test years in connection with the
project should be adopted. ;

14. Suburban's estizete for the proposed new reservoir should
be adopted. | | , :

15. The estimated sunm of 36,000 should be zuthorized for the
replacenent of a 16-millimeter filn projecfor and a 35-millimeter
slide projector. |

16. The resulis of operations set fort rth An Pinding 19 should be
adopted for the test years 1984 and 1985 and uzed in estadlishing the
rates authorized in this prcceeding. :

17. Sudurban should be authorized %o file the revised water
rates set forth in Anpendlx A.

18. Anpendzx B should conta*n the provisions for operational
attrition found reasonable.‘
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IT IS ORDERED that:

1. Suburban Water Systems (Suburban) is authorized +o
estadblish separate districts for ratemaking and accounting purposes
for its San Jose and Whittier service areas.

2. Suburban is authorized to file the revised rate schedules
attached to this order as Appendix A. Such filing shall comply with
General Order 96-~A. The effective date of the revised schedules
skhall be five days after +the date of filing. The revised schedules
shall 2pply only to service rendered on and 2fter the effective date
oL the revised schedules.

3. Suburban is authorized to make advice letter filings in
1085 and 1986 +to implement the provicions for operational attrition
set forth in Appendix B. .

4. On or after November 15, 1984, the utility is 2uthorized to
file an advice letter, with appropriate workpapers, requesting the
step rate increases, or to file a lesser increase in the event that
the rate of return on rate base for this district, adjusted %o
reflect the rates then in effect and normal ratemaking adjusiments
for the 12 months ending September 30, 1984, exceeds the lower of
(a) the rate of return found reasonable by the Coﬁnission ZJor
Suburban during the corresponding period in the then most recent rate
decision, or (b) 12.64%. This filing should comply with G.0. 96-A.
The requested step rates should be reviewed by the Staff to deternmine
“heir conformity with this order and shouléd go into effect upon the
Staff's deternination of conformity. But the Staff will inforz the
Commission Iif it finds that the proposed step rates a2re not in accord
with this decision, and the Commission may then modify the increase.
The effective date 0f the revised schedule should be no earlier than
January 1, 1985, or 30 days after the filing of the step rate,
whichever ig later. The revised schedule should apply only %o
service rendered on and after its effective date.
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..

5. On or after Noveaber 15, 1985, the utility is authorized %o
file an advice letter, with appropriate workpapers, requesting tae
attrition offset rate increases, or %0 file a lesser increase in the
event that the rate of return on rate base, for this district,
adjusted to reflect the rates thern in effect and normal ratemaking
adjustments for the 12 months ending September 30, 1985, exceeds the
lower of (a) the rate of revurn found reasonable by the Commission
for Sudurban during the corresponding period in the then most recent
decision, or (b) 12.78%. Such filing should comply with G.0. 96-A
and include evidence of annual expenditure of'$300,000 in 1984 and
1985 for Feirgrove main replacexeat project. If Sudurban does not
replace the Falrgrove main as anticipated, the allowable rate of
return due to atrrition will be reduced accordingly. The requested
step rates should be reviewed by the Staff to determine their
confornity with this order and shall go into effect wpon the Stafl's
.detérmination oL conformity. But the Staff will inform the
. Commission if it finds that the proposed atirition rate increase is

-




A.83-08-29. ALJ/it *

not in accord with this decision, and the Commission may then modify
the increase. The effective date 0L the revised schedule shall be no
esrlier than Januwary 1, 1986, or 30 days after the filing of the
attrition rate increase, whichever is later. .
6. The application ig granted as set Zorth above. »,////
This order is effective today.
Dated June 6, 1984, 2% San Franciszco, California.

VICTOR CALVO

DONALD VIAL

WILLIAM T. BAGLEY
Commissioners

T abstain.

/s/ LEONARD M. GRIMES,
Commzssmoner

. Commissioner Priscilla C. Grew,
being necessarlly absent, did not
participate.
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APPENDIX A
Page T
Suburban Water System
San Jose Distriet
Schedule No. SJ-1

GENERAL METERED SERVICE

APPLICABILITY

Applicable to all metered water service.

TERRITORY

Portions of Covina, West Covina, La Puente, Glendora,
Los Angeles County.

. RATES

Per Meter
Per Month
Service Charges:

For 5/8 x 3/4-inch
For 3/4-1inch
For l=-inch
For 1-1/2=inch
For . 2-inch
For 3=-inch
For 4-inch
For 6-ineh
For §-inch

Quantity Rates:

For all water delivered, per 100 cu.ft.

Tariff Area No. 1

First 300 cu.fr. per month
Over 300 cu.ft. per month
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APPENDIX A
Page 2
Suburban Water System
San Jose District
Schedule No. SJ-1

GENERAL METERED SERVICE
(Continued)

Per Meter
] Per Month
Quantity Rates: (Continued)

Iériff Area No. 2

_ First 300 cu.ft. per month
Over 300 cu.ft. per month

Tariff Area No. 3
First 300 cu.ft. per month
Over 300 cu.ft. per month

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

SPECIAL CONDITIONS

1. The boundaries of the zomes in which the above rates
apply are delineated on the tariff service area maps
filed as part of these tariff schedules.

The tariff areas imclude all customers in elevation
zones designated as follows:

San Jose District ()
Tariff Elevation, Feet
Area Above - Includinz

1 - 547
2 547 - 1140
3 | 1140 -
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APPENDIX A
Page 3
Suburban Water Systenm
Whittier District
Schedule No. WH-1

GENERAL METERED SERVICE

APPLICABILITY

Applicable to all metered water service.

TERRITORY

Whittier and viecinity of Los Angeles and QOrange

Counties.

‘ RATES

Per Meter
Per Month
Sexvice Charges:

For 5/8 x 3/4-inch meter..ceeevcveceocnnns $ 6.50 (X))
For 3/4=4inch meter...... esesersens 7.50
For l=inch meter 9.60
" For 1-1/2=inch neter 14.50
For 2=inch 19.30
For 3=inch 35.00
For 4=inch MeteY.vevrereccrceens . 48.00
For 6-inch meter...... ceceonecene

For 8-inch meter (IO W

Quantity Rates:
For all water delivered, per 100 cu.ft. (L)
Tariff Area No. 1 L)

First 300 cu.ft. per monthecceecnss censos $ 0.381(X) (L)
Over 300 cu.ft. per month.......... :
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APPENDIX A
Page &
Suburban Water System
Whittier District
Schedule No. WH-1

GENERAL METERED SERVICE
(Continued)

Per Meter
Per Month
Quantity Rates: (Continued)

Tariff Area No. 2

First 300 cu.ft. per month $ O;ABICI)(L)
Over 300 cu.ft. per month . 0.664(1) (L)

Tariff Area No. 3 -

First 300 cu.ft. per month . 0.481(X) (L)
Over 300 cu.ft. per month 0.718(T) (L)

The sexrvice charge is applicable to all metered service. It (L)
is a readiness-to-serve charge to which is added the charge,

computed at the Quantity Rates, for water used during the month.(L)

SPECIAL CONDITIONS

1. The boundaries of the zomes im which the above rates (L)
apply are delineated on the tariff service area maps (L)
filed as part of these tariff schedules.. (L)

The tariff areas include all customers in elevation ()
zones designated as follows: (L)

‘ Whittier District (T)(L)
Tariff Elevation, Feet
Areas Above . Including

1 | - 300
2 300 820"
3 820 - -
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APPENDIX A
Page 5
Suburban Water System
Schedule No. &

PRIVATE FIRE PROTECTION SERVICE

APPLICABILITY

Applicable to all water service furnished to privately
owned fire protection systems.

TERRITORY

All tariff areas.

RATES

Service Area
San Jose whittier La Mirada

For each inch of diameter
of service. connection,

per month $6.00 (I) $6.20 (I) $4.38

SPECIAL CONDITIONS

1. The fire protection service and comnnection shall
be installed by the utility or under the utility's
direction. Cost of the entire fire protection
installation excluding the connection at the main
shall be paid for by the applicant. Such payment.
shall not be subject to refund.

The expense of maintaining the private fire
protection facilities on the applicant's premises
(including the vault, meter, and backflow device)
shall be paid for by the applicant.

All facilities paid for by the applicant shall be
the sole property of the applicant. The utility

and its duly authorized agents shall have the
right to ingress to, and egress from the premises

for all purposes relating to said facilities.
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APPENDIX A
Page 6
Suburban Water Systenm
Schedule No. &

PRIVATE FIRE PROTECTYION. SERVICE
(Continued)

The nminimum diameter for fire protection service
shall be four inches, and the maxinum diameter
shall be not more than the diameter of the main
to which the service is connected.

If the distribution main of adequate size to serve
a private fire protection system in addition to
all other normal service does not exist in the
street or alley adjacent to the premises to be
served, then a main extension from the nearest
existing main of adequate capacity shall be
installed by the utility. The cost of such main
extension attributable to the fire protection
requirement shall be paid to the utility as a
contribution in aid of construction.

Service hereunder is for private fire protection
systems to which no connections for other than
fire protection purposes are allowed and which are
regularly inspected by the underwriters having
Jurisdiction. All facilities are to be Iinstalled
according to the utility's specifications and
maintained to the utility's satisfaction. The
utility may require the installation of a, back-
flow prevention device and a standard detector
type meter approved by the Insurance Service
Office for protection against theft, leakage, or
waste of water.

No structure shall be built over the fire
protection sexvice and the customer shall maintain’
and safeguard the area occupied by the service
from traffic and other hazardous conditions. The

customer will be responsible foxr any damage to the
fire protection service facilities.
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APPENDIX A
Page 7
Suburban Water System
Schedule No. &

PRIVATE FIRE PROTECTION SERVICE
ontinue

Subject to the approval of the utility, any change
in the location or construction of the fire
protection service as may be requested by public
suthority or the customer will be made by the
utility following payment to the utility of the
entire cost of such change.

Any unauthorized use of water through the fire
protection service will be charged for at the
applicable tariff rates and may be grounds for
the utility's discontinuing fire protection
service without lisbility.

The utility shall be required to supply only such
water at such pressure as may be availlable from

time to time as a result of its normal operation
of the system.




-

* .

-

A.83-08~29 RR/CL/ARM/WPSC

APPENDIX A
Page 8
Suburban Water Systenm
Schedule No. 4A

FIRE HEYDRANT SERVICE ON PRIVATE PROPERTY

APPLICABILITY

Applicable to all fire hydrant service rendered from fire

hydrants connected to Company owned mains on private property.

TERRITORY

Throughout all tariff areas.

Service Area.
San Jose Whittier La Mirada

4" riser type fire

hydrant with single ‘

2-1/2" outlet (I) $4.65 (1) $3.66
6" riser type fire '

hydrant with steamer

(1) 6.50 (I) 5.10
6" standard type fire
hydrant , () 9.30 (O 7.20

SPECIAL CONDITIONS:

1.

2.

The fire hydrant will be installed by the utility
og under  the utility's direction at the cost of -
the applicant. The cost will not be subject to
refund.

The fire hydrant shall be used for fire fighting
gur oses and fire drills only. Water use for fire
rills will be limited to 15 minutes per week.
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APPENDIX A
: Page 9
Suburban Water System
© Schedule No. 4A

FIRE.KYDRANT SERVICE ON PRIVATE PROPERTY
(Continued)

SPECIAL CONDITIONS.

3.

The replacement, enlargement, or relocation of
any hydrant made at the request of the customer
shall be paid for by the customer.

All facilities paid for by the applicant shall
be the sole property of the applicant. The
utility and its duly authorized agents shall
have the right to ingress to, and egress from
prenises for all purposes relating to said
facilities.

The repair and maintenance of the hydrants will
be the responsibility of the applicant.

Any unauthorized use of water will be charged
therefore under the General Metered Service
schedule for the particular tariff area, and/or
may be grounds for the utility to discontinue
the service without liability te the utility.

There shall be no cross-connection between the
£fire hydrant service and any other source of
supply without the specific approval of the
utility. This specific approval will require

at the customer's expense, a special double

check valve installation or other device accept-
able to the utility. Any such unauthorized
cross-connection may be grounds for immediate
disconnection of the fire hydrant service without
liability to the utilicy.

The utility shall be required to supply omly such

water at such pressure as a result of its normal
operation of the system.

(END OF APPENDIX A)
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APPENDIX B
Page 1
Suburban Water System
San Jose District

Each of the following increases in rates may be put into
effect on the indicated dates by £iling rate schedule which adds.
the appropriate increase to the rates which would otherwise be in
effect on that date. '

Effective Dates
1=01=-85 - 1=01-86

SCHEDULE SJ-1

Service Charges:

For 5/8 x 3/4=-inch meter.....$ 0.75
For 3/4=inch meter 0.45
Tor 1-inch meter..... 0.50
For 1-1/2-inch meter..... 0.90
For 2=inch meter 1.10
For 3=-inch meter..... 2.00
For 4=inch meter..... 3.00
For 6=-inch meter..... 5.00
For 8-inch meter..... 7.00

Quantity Rates:
For all water delivered, per 100 cu. ft.

Tariff Area No. 1

Tirst 300 cu.ft. per month...S 0.040
Over 300 cu.fr. per month.... 0.035
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APPENDIX B
Page 2
Suburban Water Systen
San Jose District

(Continued)
Effective Dates
1-01~85 1-01-86
SCHEDULE SJ-1
Quantity Rates: (Continued)
Tariff Area No. 2
First 300 cu.ft. per month...$ 0.048 $ 0.025
Over 300 cu.ft. per month.... 0.039 0.038
Tariff Area No. 3
. First 300 cu.fr. per momth... 0.053 0.028
Over 300 cu.ft. per month.... 0.041

0.041
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Suburban Water System
Whittier District

Each of the following increases in rates may be put into
effect on the indicated dates by filing rate schedule which adds
the appropriate increase to the rates which would otherwise dbe in
effect on that date. . ‘

Effective Dates

1=-01=85 1-01=~86
SCHEDULE WH-1 “
Service Charges: |
For 5/8 x 3/4-inch meter.....S 0.45 $ 0.45
For 3/4=-inch meter..... 0.50 0.50
. For 1-ineh meter..... 0.70 0.60
For 1=1/2-inc¢h meter..... 1.00 1.00
For 2-inch meter..... 1.30 , 1.30
FQr * 3-inCh meter--oo- 3-00 2-00
For beinch meteTeee.- 4.00 3.00 -
For 6~inch meter..... 6.00 5.00
For 8~inch meter..... 8.00 7.00

Quantity Rates:
For all water delivered, per 100 c¢u.ft.
Tariff Area No. 1

First 300 cu.ft. per month...$ 0.027 $ 0.025
Over 300 cu.ft. per month.... 0.043 0.041
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Suburban Water System
Whittier District
(Continued)

Effective Dates
1-01-85 1-01-86

SCHEDULE WH-1

Quantity Rates: (Continued)
Iariff‘Area No. 2

First 300 cu.fr. per month...$ 0.030
Over 300 cu.ft. per month.... 0.047

Tariff Area No. 3

First 300 cu.ft. per month... 0.033
Over 300 cu.ft. per month.... 0.050
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Suburban Water Service

Each of the following increases in rates may be put into
effect on the indicated dates by filling rates schedule which adds
the appropriate increase to the rates which would otherwise be in
effect on that date:

Effective Dates
1-01-85 1-01-86

SAN JOSE DISTRICT

SCHEDULE NO.4&

Tor each inch of diameter of
service conmnection, per monthk §

SCHEDULE NO. 4A

4" riser type fire hydrant
with single 1/2" outlet

6" riser fire hydrant with
steamer head........ ceveanne

6" riser type fire hydrant....

WHITTIER DISTRICT

SCEEDULE NO. &

Tor each inch of diameter of
service connection,
per month.’..l.....'....l.l. s

SCHEDULE NO. 4A

4" riser type f£ire hydrant

with single 1/2" outlet..... 0.35
6" riser £fire hydrant with

steamer head 0.45
6" riser type fire hydrant.... 0.65

(END OF APPENDIX B)
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Name of Company:

Net-to-Gross Multiplierx:

APPENDIX C

Page 1

San Jose District

ADOPTED QUANTITIES

Federal Tax Rate:

State Tax Rate:

L6%

9.6%

L.0¢a)l Franchise Tax Rate: 1.5%

Uncollectibles Rate:

Offset ltems

Purchased Power

A.
B.
o
D.
E.
F.

G..

H.‘

Suburban Water System

2.08517

0.262%

Water Production - A.T.

kWn/A.F.

Cost/kWh (10/83)
kKWh Cost
Therm/A.F.
Cost/Therm (10/383)
Therm Cost

Total Power Cost

Test Years

1984

22,640
330.74

$0.078

$584,060
50.7

50-71 8‘.
$824,155
$1,408,275

1985

- 22,675
327 .44
$0.078

$§579,127
50.2
$0.718

$817,289
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Pag

e 2.

San Jose Distriect

ADOPTED QUANTITIES.

(Continued)

Purchased Water

1984

1985

Rate-7/83 Quantity Cost

San Gabriel Basin A.F.

Ouantitg Cost

A- -

Replacement
Make Up Water
Administrative
Leased

$ 125.00 §
9.00
1.27
111.00

93.75-
111.93

South Covina

Covina lrrigation

18,723.0
18,723.0
553.0
860.0

3,057.0

168.5
23.8
61.4
80.6

342.2

$ $ 1,609.0 §

17,143.0

18,752.0
553.0
862.0-

3,061.0

. Total Cost'

Ad Valorem Taxes
Effective Tax Rate

$676.5 $864.0

1984 1985

$ 163.800 $ 169.600
1.016% 1.016%
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Page 3
San Jose District

ADOPTED QUANTITIES
(Continued) -

Nunber of Services

Avg. Usage
No. of Sexrvices Usage - KCe¢f Cef/Yr.
1984 1985 1984 1985 1984 1985

Residential 32,056 32,106 7,536.4 7,548.1 235.1 235.1
Commercial 454 455 1,174.0 1,176.6 2,585.9 2,585.9.
Industrial 13 13 63.5 63.5 4,884.6 4,884.6
Public Auth. 92 92 458.2 458.2 4,980.7

Construction 17 17 18.7 1§-7 1,100.0
5
1.2
4.8

Irrigation 1 1 8.5 - §,500.0
Gov't. Ageney 1 1 11.2 1 - 11,200.0
Total Metered 32,634 32,685 9,270.5 9,284.

* Priv. Fire '

Protect. 160 191
Priv. Fire
Hydrant 82 82
Construction 2 2
Total Flat

Rate 274 275

Total '
Services 32,908 32,960

Unaccounted for
water 591 .7 592.6
Total Water Supply 9,862.2 " 9,877.%
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San Jose District

ADOPTED QUANTITIES
(Continued)

10. Adopted Service bv Meter Size

Meter Size 1984

5/8" x 3/4" 2,082
3/4" 26,012
1" 3,652
1-1/2" 350
2" 360
3" 129

4" ) 45

6" 2

8" -

10" -
32,632

1. Metered Water Sales Used to Design Rates

Range =. Ccf Usage ~ Ccf
1984 1985

0-3 1,145,155 1,146,947
> 3 8,105,633 8,118,183

el e —— p———

Total 9,250,788 9,265,130
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San Jose District

ADOPTED INCOME TAX CALCULATION

Operating Revenues 13 -$9,173 1 89,1
0&M Expenses - 5,816.5 5,8
Taxes Other Than Income 28 293.2 2
CCFT 0.0

Subtotal , - $6,709.7
.Deductions From Taxable

Income -
Tax Depreciation S 586.6 $ 471.3
Capitalized Overhead 43.7 3.7
Interest 459.6 459.6
Dividend Exclusion

Subtotal Deductions
Net Taxable Income For

CCFrT
CCFT
Amortization
Total CCFT .
Net Taxable Income For

FIT $1,828.7
FTederal Income Tax 841.2
Graduated Tax Adjustment =10.5
Investment Tax Credit -14.0
Federal Income Tax Before .

Adjustment 816.7
Amort. of Defr. Tax . =12.5
Total FIT ' 804.2

—h -l

1
2
3
4
S
6
7
8
9
0
1 -
2
3
4

N RNy etk o2 o3
Owod v

-—
Oy —
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Page 6
Whictier District

ADOPTED QUANTITIES

Name of Company: Suburban Water System

Net-co-Gross Multiplier: 2.08517

Federal Tax Rate: 46%

State Tax Rate: 9.6%

Local Franchise Tax Rate: 1.5%

Uncollectibles Rate: 0.262%
Offser Jtems Test Years
1984 1985
Purchased Power
A. Water Production - A.F. 12,893 12,889
B. kWh/A.F. 316.63 313.46
C. Cost/kWh (10/83) $0.078 $0.078
D. XWh Cost $318,420  $315,135
E. Thern/A.F. 40.5 40.1
F. Cost/Therm (10/83) $0.718 $0.718
G. Therm Cost $374,916 $371,098
H. Total Power Cost $693,336 $636,233
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Whittier District

ADOPTED QUANTITIES
‘(continued)

Purchased Water 1984 1985

Rate-7/83 Quantity Cost Quantit Cost
San Gabriel Basin (S/A.F.) (A.F.) (AoF o)

Replacement $ 125.00 $ 947.0 $11
Make Up Water 9.00 8,194.0 7
Administrative 1.27 9,141.0 1
Leased 111.00 220.0 2

8.4 § 2.34& 0 s2
3
1
4.

A
.7
.6

4

Central Basin

Replenishment $ 27.00 $ 1,147.0 $ 31.0
Exchange Pool 118.00 161.0 19.0.

* Cal Domestic

Volume Charge S 41. 38 $ 2, 605 0 S 07.
Stock Assessment 11.
Share Lease 6.
Excess 126.50 291.0 s 36.




A.83-08-29 RR/CL/ARM/WPSC

‘.

APPENDIX €
Page 8
Whittier District

ADOPTED QUANTITIES
(centinued)

Offset Items Test Years

1984 1985

Ad Valorem Taxes $ 94,300 $ 68,700
Effective Tax Rate 1.184% 1.184%

Number of Services

Avgz. Usage
No. of Services Usage - KCef Cef/¥r.
1984 1985 1984 1985 1984 1985

Residential 16,730 16,750

Commercial 178 178 504.6
© Industrial 3 3 16.1

Public Auth. 38 38 9.

Flooding (Const) 3 3

Other Utility 1 1

Total Metered 16,955 16,973

Priv. Fire ‘
Protect. 65 65
Priv. Fire
Hydrant 24 24
Total Flat

Rate 89 89

Total Services 17,042

Unaccounted for

water 409.9 410.3
Interdistrict Sales 736.2 729.6
Total Water Supply 5,616.2° 5,614.5
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Whittiqr District

ADOPTED SERVICE BY METER SIZE

Adopted Service by Meter Size

Metered 1984

5/8" x 3/4" 5,467
374" 8,701
1" 2,330
1-1/2" 236
2" 147

3" 39

4" 24

6 1" a

87" 1

10" ' 0-
16,549

Metered Water Sales Used to Desieon Rates

Range - Cef Usage = Ccf

1984
0 -3 595,204
> 3 3,868,181

4,463,385

1985
595,907

3,871,938

4,467,845
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APPENDIX C
Page 10
Whittier District

ADOPTED INCOME TAX CALCULATION

Operating Revenues
Q&M Expenses ‘
Taxes Other Than Income
CCFT
Subtotal
Deductions From Taxable
Income
Tax Depreciation
Capitalized Overhead
Interest
Subtotal Deductions
- Net Taxable Income For
CCFT
CCFT
Amortization
Total CCFT
Net Taxable Income For
FIT
Federal Income Tax
Graduated Tax Adjustment
Investment Tax Credit
Total FIT

1
2
3
4
S
6
7
8
9
1
2 .
3
4
5
6
7
8
9
3

(END OF APPENDIX C)
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Page 1
Suburban Water System

Comparisons of typical bills for residential metered
customers in Zone I area of various usage level and average level
at present and authorized rates for the Yeaxr 1984.

General Metered Service

Monthly Usage At Present At Authorized Percent
(Cubic Feet) Rate Rate Increase

SAN JOSE DISTRICT

5/8 % 3/4~inch meter

5.9 7.06

7.03 8.25

' 9.76 11.22
(Average) © 14.29 16.15
15.22 17.16

26.14 29.04

37.06 40.92

58.90 64.68

3¢

18.9
17.4
15.0
13.0
12.7
11.1
10.4

9.8

WEITTIER DISTRICT

5/8 x 3/4-inch meter

5.94 7.64

7.03 8.87

9.76 11.93

(Average) 13.91 16.59
15.22 18.06-

26.14 30.32

37.06 4L2.58

58.90 67.10

o

(END OF APPENDIX D)
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Zinimum health requirements. After receiving the comnunication from
the Departzment of Zealvth, Suburban has expénded $75,000 per year 4o
replace portions of Bartolo. Sudurbazn, in the exhibits furnished the
Stafs pursuant'to the Regulatory Lag Plan, had the amount of 375,000
included in ratve base for each of the three years involved. The

toff did not disagree with this amount.

During the summer of 1983 Suburbdan's management questioned
whether it was proceeding at a proper pace in replacfﬁé-Bartolo. It
reteined Zimmerzman Consulting Zngineers (Zimmerman), an outside
consultant, for an independent report on the Srodlem.

izmerman transmitted its repost to Suburdban about a week
prior %o *the hearing. Suburdban informed the Staff of the receipt of
- the report. The Zimmerman report recdommends that Suburtan embark on
2 revised prograz, expending S$400,000 a year for ten years 40 replace
Bartolo. '

evidence. The Staff objected to its receipt. The ALJ overruled the
objection and marked the report as Exhibit 10 for identificetion. It
was not-received in evidénce. The objection was overruled with the
understanding that the/matter would be submitited except on the
uestion of the inclysion of the amount for the transnmission line. A
further hearing wag/to de calendared in 1984 %o address that issue,
affording the Stafs opportunity to cross-examine Yarborough and to
present any evidénce it may have on thiz issue.
The $talff £iled a motibnralong with its brief seeking to
We heredy

Suburban sought“:;é; troduce the Zimmerman report in

The company apparently commissioned the Zimmerman s+tudy
prior %o vhe filing 0f the instant application. Without awaiting the
results of +the study, it chose to move Lorward with this
application. ~To—inck = sions =
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. thiscare-on—e—post~hochasis wonli~do~riorenteto—the—ordordy~
“adminTsiration 0% thzs‘pTUt@?etng‘En&—we-wftt-nvb-a%&ow_xhis_baaﬂd a
~TPOT e TeT T vefUre RS i

An application for 2 rate increase nust be filed under our
rules of procedure and follow +he requirements of the Public
Utilities Code. Applications are noticed and their contents are a
zatter of public record. Consequently, *they shogigfbe’whole
documents, with the specific assumptions and juetifications for the
increases contained within their four corners. Since the Zimmerman
stady was not included as part and parced of this ébpiicatioh, it
should not and cannot be considered this decision.

S o %the notion that, 5y€; taking into consideration the
revenues associzted with the Zipmernman report's recommendations, <the
decision would not exceed the rate increase noticed dy the company,
we agree with the Staff thay/ such reasoning disregards the substance
of the notice. As the Sta4f points out, 2 contrary rule might
encourage utilities to overestizate their revenue requirements ir
oréer %o provide a cue’gon for later informal amendments to their
applications. '

Although we will not permit the consideration of the
acceleration of 7he Bartolo pipeline improvements in this nmatter, we
invite the comg;ny to file a separate application for a rate dase
0f<set to consider the capital expenditures not included in this
order with aé%ropriate allegations and proofs as to the urgency of
“he accelerated improvements plan. That application should de
separ §9z§rnoticed and subject to the Lull scrutiny of‘the‘puﬁlic and

our Stafs.
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(a) the rate of return found reasonable by .the Commission for
California Water Service during the corresponding period in the %hen
most recent Qecision, or (b) the rate of return adopted in this
proceeding. Suburban does not objeet to these Staff proposals.

The Staff's methodology using non-specific comwpany data in
the DCP aralysis and using more current market datd is more
reasonable than Suburban's and will be adoz:;@z/,In using the Staffl's
methodology we £ind that other calculationsg’testified to by Staff
witnesses indicate that the top of the Gggested ranges should be
utilized. We find the following rates of return on rate base 1o be
reasonable: 1084, 12.64%: 1985, 12.78%: 1986, 12.81%. These figures
translate €0 2 return on equity Af 14.25%.

I. Rate Desien

Suburban contendg/that its rate structure should de
changed. It argues that fhe present structure is €00 heavily
weighted to the commodity charge, as opposed Vvo the service charge.

.Subu:-ban asserts that/the service charge should generally reflect a
utilidy's fixed chayges while the commodity charge should reflect the
variable or volumebrelated c¢harges. This i3 not the case with the
present rate siruacture. Suburdan's present service charge provides
only 37% of ity revenue, while its fixed costs are 75% of total
costs. SuburPan argues that because of this imdbalance, 2 difference
in use per castomer of 1 ¢ef will have an effect on revenue in the
San Jose District in excess of 517,000, while the concurrent effect
on expensds will be only $7,000. Sudburdan also contends that if
water usgge estimates prove To be too high, its revenues will be
reduced/far more than its expenses. It argues that if the rate
design were to reflect a higher service charge level, so that a
greater percenvage of fixed costs were assured of being recovered,
its risk would bYe reduced.

Suburban also askzs that the large meter size service charge
ve ingreased in relation t¢o the small meter size service charge. I¢
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not in accord with this decision, and the Commission may then nodify
the increase. The effective date of the revised schedule shall be no
earlier than January 1, 1986, or 30 days after the filing of the
attrition rate increase, whichever is later.

This order is effective today.

, 2t San Prancisco, California.

R

" VICTOR CALYVO

DONALD VIAL

WILLIAM T. BAGLEY
Commiscionors

- ., . :
& S2ZU0in.

LEONALD M. GRIMES, IR

» Commisaioner

Commissienor P:-i:slci'lla C. Crow,

being nocessarily adsent, &id
2oL darticipate.




