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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In 'the matter of the Application) 
of Rolling Green Utilities, Inc. ) 
general rate increase for water ) 
service of 90.69~ for '83, lnyo ) 
County. ) 

Application 83-09-46 
(Filed September 19, 1983) 

------------------------) 
Dean w. Kn1~ht. for applicant. 
Ra~h t. As el,l/ for himself. protestant. 
Al rt A. AreIlanO

t 
Jr., for the 

Commission stat • 

OPINION ------.- ... -

In this application Rolling Green Utilities, Inc. (RCU) 
requests a general rate increase in water rates of $22,395, or 
90.6~for estimated year 1983. The rates were designed to yield 
a rate of return of ll~ on RGU's esttmated rate base of $64,940. 
The authorized increase is $14,570, or 57.297., which provides an 
111. return on the ado?t~d rate base of $75,410. 
Background 

RGU, a California corporation, operates a public utility 
wate~ and sewe~ systems and a propane gas syst~/ within 

./ 

1/ Asdel acted as spokesman for a group of applicant's customers. 
He testified and cross-examined other witnesses. Inadvertently 
he did not fill out an appearance slip. Due to the nature of 
his participation in these proceedings the Commission is 

. 2/ 
, -

treating him a.s an appearance • 
In 1979, the definition of gas plant in Public Utilities (PO) 
Code Section 221 was amendec to exclude systems delivering 
propane ~as service. thus terminatitlg Commission jurisdic:tion 
over RGU s gas operations. 
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subdivisio~/ developed by corporations controlled by RGU's 
owners. Dean W. Knight and Olivia P. Knight. One of tbese 
corporations is Dean W. Knight & Sons, Incorporated (DWK). 
Utility services within RGU's and/or DWK's service areas have 
been provided since 1965. 

The water rate increase sought in this application was 
originally filed by advice letter. After RGU's distribution of 
notices to customers the Commission received 24 letters and a 
petition containing 196 signatures protesting an increase or the 
magnitude of the increase, 90.691.. (RGU supplies metered water 
to 189 premises.) Some of the letters complained of service 
problems in the service area; claimed that the increase was being 
used to force the formation of a district to buyout RGU; contend 
that they could not afford increases while living on fixed incomes; 
characterized the increase as inflationary; and objected to this 
increase after RGU's 1982 water rate increase and its 1001. sewer 
rate increase. Due to these prot~sts the Commission docketed 
the advice letter as an applic: .. :!on. 

By Decision (D.) 83-~3-004 dated March 2, 1983 in 
Application (A.) 61103, ·t~ C~ission authorized the transfer 
of the sewer system from DWK to RGU. In Interim D.83-03-009 
dated March 2, 1983 i~ A.60485, the Commission authorized a 
general rate increase in sewer rates. One of the elements of 
that. increase was the allocation of certain payroll expenses 
between RCiJ' saud DWK t s water, gas, and sewer operat ions for a 
1983 test year. 

11 RGU also provides sewer service to the Inyo County Sanitarium 
adjacent to the subdivisions served by RGU • 

-2-



• 

• 

A.83-09-46 ALJ/emk/ee 

Hea~i:n,ss 

After notice. public hearings were held in the City of 
Bishop. The matter W&8 submitted subject to receipt of late
filed exhibits which have been received. 

Testimony for RGU was presented by Dean Knight and his 
accountant. A Commission staff (staff) engineer testified on 
the results of his independent investigation of the need for the 
rate increase. There was testimony from several customers 
protesting the increase; one customer testified that there were 
frequent service outages in RGU's water system. 
Results of Operations 

The follOWing tabulation shows the original estimates 
of RCU and of staff and the adopted summary of earnings at 
present rates and at authorized rates for RCU's water system. 
The bases for the amounts adopted are discussed in this decision • 

Item 

2p~~At1ng Expenses 
Ope-r. Q" Maint. Exp. 
Admin. & Gen. Exp. 
Well Amortization 
Depree1ation 
Taxes O1:her Th.4n In.eome 
IDeome Taxes 

7'0t,&1 Expenses 

Net, ~erat,1ng Revenue 

Rate B.aec 
bte of Return 
Avg. No. of Customers 

Estfmated Year 1983 

RGtJ Staff Ad0-2't~ 
: Pre5ent. :Proposcd : Present :Propose<1 : Present. :Au'thonzed: 
: ~~es : Rates Rates: Rat.es : Ra~es Rates : 

(a) (b) (e) (en (e) (f)-

$24,693 $47,088 

15,649 
12,317 

1,927 
3,037 

100 
33,03Q.!/ 
(8,337) 
55,754 
(14.94)~ 

186 

15,649 
12,317 

7,627 
3,037 
1,315 

39, 94s!!/ 

7,143 

64,940 
ll.00:' 

186 
(Loss) 

$25,430 $47,980 

11,240 
8,950 

3,650 
3,200 

200 

11,240 
8,950 

3,650 
3,200 
4,700 

21,240 31,140 

0.,810) 16,240 
83,870 83,870 
(2.16):'· 19.36l 

l89 189 

$25,430 $40,000 

11,440 11,440 
10,490 10,490 

750 750 
3,510 3,510 
3,200 3,200 

70 2.310 
29,460 31,700 

(4,030) 8,300 
75,470 75,470 
(S.34)l. 1l.00~ 

189 189 

• ~I Correeted t.o eliminate error. in ~dit..1on by IU;fJ. 
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Operating Revenues 
Knight stipulated to the higher staff esttm4te of 

l89.metered customers based on later data. Both RGU and staff 
estimated average monthly sales per customer at IS hu~red 
cubic feet (Ccf) per month. Two items require discussion: 

1. Since closure of a restaurant RGU 
has charged $30 per month for the 
remaining water use at a recreational 
facility owned by an affiliated 
company. The billing to this 
facility should be based on meter 
readings rather than on a flat rate. 

2. In order to provide landscaping 
compatible with a well-kept 
residential area (see late-filed 
Exhibit 13), Knight has maintained 
at his own expense a rose garden and 
orchard on RGU's well lot adjacent 
to his home in exchange for a $6.50 
flat rate for water use in his 
residence. Revenues baseo on 
metered consumption for Kn;ght's 
residence and lawn and well lot 
gardening expense should be 
accounted for eeparately. This 
separate accounting may not prove to 
be beneficial to RGU's ratepafers, 
but it is consistent with RGU s 
tariffs. Furthermore. it would 
eliminate the issue of discriminatory 
treatment raised by RGU' s customers. 

The net revenue fmpact of billing based on meter 
reading for these two services would not materially affect water 
sales. The staff revenue ac:lmate at present rates is reasonable 
and is adopted. Revenues at the rates authorized in this 
decision will be $40,000 • 
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Table 1, on the next page, shows RGU's operating 
expense est~tes contained in its application, its revised 
4n~ more detailed est~tes, the staff estimates, and adopted 
amounts. RGU's revised estimates are based on (4) Exhibit 5, 
annualizing nine months of recorded 1983 data; (b) further 
updating based on later billings received by RGU (Exhibit 12); 
namely,$619 for clamps used for main repairs, $77 for November 
1983 water tests, which will be an ongoing requirement, and 
$950 for water rate case expense; and (c) RGU's testimony on 
some of the changed expense levels. RGO did not adequately 
explain some of its revised estimates. Stmply recording expenses 
does not justify their reaso1lS.bleness. 

Well Amortization Allowance 
Table 1 also contains an adopted amortization of $750 

for property losses chargeable to operations. RGU's third well, 
which cost $4 ,454, could not be used to supply its customers 
because, when pumped, it produced excessive amounts of sand. 
In 1983 RGU moved the rarely used pumping equipment on this 
well to a DeW foureh well atld capped the third well. Knight 
testified that he wanted to classify the capped well as plant 
held for future use until it was feasible to eliminate the sand 
problem and restore the well to se%Vice.. RGU lacks a specif1e 
plan for future use of the capped well. Therefore, its cost 
should not be in plant accounts.. Since the well capping was 
an extraordinary retirement, the straight-line remaining life 
method should not be used to book the retirement. The following 
excerpt from the wells account in the Commission's Uniform System 
of Accounts for Class A, :8, and C Water Utilities (classifications 
based on annual revenues for utilities larger than RGU) provides 
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. . 

Rolling Green Utilities. Inc. 

OPERATmG EXPENSES AND AMORTIZATION 

: : RGU i S EstGates : sed£ : Adopted : 
: Expenses and Amortization :A2plicaeIon: Revised : Estimate : Amounts : 

Oeprating & Maintenance Exp. 
ower 

Employee Labor 
Katerlal.s and Supplies 

Clamps 
Repairs & Maintenance 

Contract 'W'ork 
Water 'testing 

Subtotal O&M 

$ 5,950 
7,890 
1,809 

15,649 

$ 4,938 
6~OOO 
1,026 

619 
448 

92421 

13,955 

$ 2,64G!/ $ 2,720 
6.000 6,000 
1,800 1,800 

920 
10,440 11,440 

• 
Administrative & Get'le~al Ex? 

Office Saiaries 1,926 
4,500 

681 

2,400 
6,000 

605 
245 
192 

1,600 
3,740 

680 

2,400 
3,000 

680 

• 

Management Salaries 
Office Supplies and Exp. 

Postage 
Telephone 

Accounting and Legal Exp. 
General 

Uneollectibles 
Regulatory Comm. Exp. 

Vehicle 
Office Rental 

Subtotal AJiG 

Amortization of Well 

2,406 
2,416 

348 

40 
o 

12,317 

2,267 

253 
950 
449 
600 

13,961 

2,010 
880 

40 -
8,950 

-

2,410 
880 

320 
200 
600 

10,490 

750 

Total Expenses & Amortization 27,966 27,916 19,390 22,680 

a/ Revised. -
b/ Based on on-going monthly expenses of $77 per month • 
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an explanation of the methodology RGU should have followed when 
it found that this well could not be utilized: 

". • • The cost of digging wells which prove 
to be nonproductive or which produce water 
which cannot be utilized in the system shall 
be charged to operating expen3es wless this 
Commission, in writing, authorizes the 
company to charge such costs to ••• Extra
ordinary Property Losses, and to amortize 
such amount ove~ a period of years by 
charges to ••• Property Losses Chargeable 
to Operations." 
Accrued depreciation on this well is $2,203. For 

ratemaking purposes, it would be reasonable to amortize the net 
plant value of the capped 'Well over three years as a charge to 
operations. The rounded amount of this amortization is $750 per year. 

Purchased Power 
Both RGU's original purchased poower estimate of $5,950 

and its initial revision of $6,447 are based on recorded bills 
for pumpi'Dg from two wells using pumping units later replaced 
with new more efficient units. Knight testified that each of 
the three pumping units now in service ahould operate at a 751. 
effieiency level. RGU's est~tes do not include any service 
or energy charges at the capped well site. Iu order to meet 
the requirements of eustomer growth and to provide additional 
fire flows, RGU drilled a fourth well near the two operative 
wells. It moved the pumping equipment from the third well to 
the fourth well and placed that well in service. The initial 
staff estimate of $3,440 (which includes energy charges for 
30,000 kilowatt-hours (kWh) was not based on current system 
operations • 
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!he derivation of the staff's revised purchased power 
est:!Jnate (see late-filed Exhibit 10-1) is as follows: the staff 
estimated RGU's total water production at 105 acre-feet (AF) to 
include water sales of 93.7 };Ef=l plus water losses; the lOS KF 
produced was apportioned to the three operative wells based on 
the respective well production rates; e1lergy requirements in kWh 

per M of production were derived from pump tests; the sum of 
the products of production per well and the kTJh./KF for each well 
were used to calculate energy charges at the Southern california 
Edison Company (SCE) rates in effect on October 9. 1983; energy 
charges for energy use of 24.420 kWh plus service charges (based 
on a connected load of 80 horsepower (hp) totaled $2.640 • 

4/ 189 customers x 18 Ccf x 12 months x 1 AF _ 93.7 J:F 
- customer month year 435. b e<:f ye&r 
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In late-filed Exhibit ll, RGO concedes that its power 
bill should be reduced eo $4,938 due to its use of more efficient 
pumping equipment~ but it argues that the initial staff adjust
ment is excessive.. RGtr estimates there would be a l71. savings 
in its electric bills due to the ~provement in efficiencies of 
the pumping equipment in its original two wells from 581)./ to 751. .. 

RGU's recorded energy consumption for three months, 
using its new pumping equipment, totaled lO~530 kWh.. However, 
RGU did not provide any sales data to correlate with that energy 
use. There are fluctuations in energy use based on discharge 
pressures and pumping water levels in each of the wells .. 

The staff estimates for the first two wells are based 
on January 1981 pump tests under normal operations. At that 
time d1scha~ge pressures were lower than those now maintained 
in the system. That consideration would increase the staff
estimated electrical consumption. But this increase is offset 
by underestimates of the ~pact of higher pumping efficiencies 
in the staff est1ma.te. The revised staff estimate is the best 
esttmAte of RGU's energy requiremenes. The service charge should 
be based on the connected load of 80 h~, not the 75 hp reflected 
in SeE's billings. The adopted purchased power expense of 
$2~720 also reflects later rates, i.e. SCE rates for Schedule PA-l 
as of A~ri1 1, 1984 • .. 

2/ In 1981 the efficiencies of the old pumping units were 47 .. 07. 
and 58.1% under normal operating conditions • 

-9-



• 

• 

• 

Under our General Order (GO) 103, RGU is required to 
measure the production from its wells.!/ This may be accomplished 
by ~tering the well discharge lines or by computations based on 
the methodology employed in SeE's well tests. If RGU follows 
SeE's methodology it should regularly measure discharge pressures 
and pumping water levels. RGU's annual electrical use was 
80~330 kWh in 1981 and 62,507 kWh in 1982. It was 57.760 kWh 
for 11 months in 1983. The record does not show why RGU's 
recorded electrieal consumption is far in excess of the require
ments needed to deliver lOS AF to its system at its normal 
delivery pressures. Those high levels of electrical consumption 
could possibly result from substantial amounts of unbilled 
consumption (e.g. for construction uses), massive leaks in the 
system, partially closed valves, or pipeline obstructions. RGU 

should compare its water sales volumes and production. determine 
the causes of its high power bills and/or excessive water losses, 
and take steps to eliminate them. The large discrepancy between 
energy use and reasonable requirements for pumping cannot be 
reconciled with the energy requirements for pumping the amount of 
water needed to meet customer demands. The order of magnitude 
differences cannot be explained by increases in efficiency levels 
or normal fluctuations of pumping water levels or modifications 
in maintained service pressures. Energy requirements for a 
pumping unit vary directly with the total of the sum of tbe 
discharge pressure head and the pumping water level and inversely 
with effiCiency levels. Absent any other changesJ' improving the 

pumping unit efficiency for one well from 581. to 751. would reduce 
energy consumption for that pumping unit by 22.71." uot the lT~ 

§J RGU' s 1983 Annual Report did not include the required 
statement of annual quantities of water pumped • 
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(for both units) estimated by RGt.T. Energy consumption for RGU's 
second pumping unit would be reduced by 37.3: with a change in 
efficiency levels from 471. to 751.. 

The adopted purchased powe~ expense provides a 
reasonable allowance for the energy needed to operate the water 
system. It does not provide for u~easonable water losses. If 
water is being used for construction purposes it should be 

billed for at filed tariff rates. 
Payroll Expense 

There are RGU employees who work on the water, sewer, 
and gas operations of RGU. One-third ($14,316) of the original 
estimate of payroll expenses for these employees is allocated to 
each utility function. Since April 1983 Olivia Knight %ece1ved 
$1,500 per month for issuance of checks, bookkeeping, and super
vision of employees; $500 of this total was allocated to water 
system operations. RGU modified its management salary estimate 
from a nine-month est~~te of $4,500 to an annual estimate of 
$6,000, but its overall payroll dropped to $13,011. Dean Knight 
receives no RGU payroll checks although his duties include 
checking out the system for leaks and arranging for repairs. 
Dean Knight testified that RGU had several outages but he 
promptly fixed those leaks; he attributed many of those outages to 
bislack of knowledge of the need to anchor plastic pipe at 
corners with concrete thrust blocks; and that clue to the lack 
of thrust blocks pipes shifted and broke. 

The staff payroll estfcate of $11,340 is premised on 
the witnesses' assumption that a total payroll allowance of 
$5 per customer per month is reasonable. Consistent with that 
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determination~ staff recommends the following reductions of 
RGO's estfmates: operating and maintenance expense $l~890 
(23.91.)~ office salary $326 <16.97.)~ and management salary 
$760 (16.97.). The staff witness reviewed the annual reports 
of two nearby water utilities to corroborate his estimate: 
one~ a 38-eustomer uti11ty~ had an average payroll of $2.30 
per customer per month; the second~ a lOS-customer utilitY7 
had no payroll. The staff witness was unfamiliar with the 
operations of those utilities. 

Dean Knight contends that he managed RGU since its 
inception in 1965; RGU paid no manage~ent salaries before 
April 1983; his construction company activities are limited; 
RGU should be self-supporting and it is reasonable to charge 
management salaries of $500 per month to RGO's water operations; 
and that the staff estimates are unreasonable in not adopting 
recorded costs. Asdel questions any increase of expense or 
utility plant in rate 'base not backed by a formal audit. We 

will discuss the audit issue later. 
RGU now employs a full-time field man for $1,500 per 

month, a ?art-time office worker for $600 per month, and a 
part-time manager for $1~500 per month. In late-filed Exhibit 13 
Knight states, in part: ''Ibere is &1£7 only the two of us and 
we are absent a great deal of the time. ft Alloeat ions of one
third of the payroll expenses for RGU's field man and office 
worker are reasonable. The requested management payroll allow
ance of $500 per month to RGU's water operations is excessive in 
light of the absences of the Knights from the service area. 
Therefore, we will reduce the requested management allocation 
by 507.. The total adopted payroll expense is $11,400 • 
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2Perat1ng and Maintenance (O&M) 

Materials and Supplies 
Expenses 

RGU's or1gtnal estfmate of O&M materials and supplies 
is $1.809. Its revised esttmate consists of $1,026 for supplies, 
$448 for repairs and maintenance, and $619 fer clamps. :Knight 
testified the clamps were used for pipeline repairs. !his 
amount is sufficiently large to justify classificaticm of this 
amount as an additional investment in water mains. The staff 
reviewed RGU's records and est1mated a level of expenses for 
this account of $1,800. tJe adopt the staff estimate. 

O&M Contract tJo~k 

Knight testified that the Inyo County Health Department 
would require future expenditures of $77 per month for water 
tests. An amount of $920 should be allowed for this expetlSe • 
Administrative and Cene~al (A&G) 

A&G Office Supplies and 
Expet:ses ' 

RCU's original est!ma.te was $681. RGU requests 
adoption of estimates totaling $1,042 chargeable to Account 792 
(see Uniform System of Accounts for Class D Water Utilities), 
namely office expenses of $605, postage of $245, and telephone 
expense of $192. 'lhe staff reviewed the basis of RGU's original 
estimate and recommends an allowance of $680. We will adopt 
the staff estimate of $680. RGU did not provide an adequate 
foundation for its updated estimates • 
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Accounting and Legal 
RGU used 1982 recorded expenses for its original 

est1ma.te. The staff normalized expenses for this acccum:. 
RGU's accountant testified his charges to water operati01lS will 
remain at current levels or increase in the future. He 
acknowledges that he should not have used federal tax depre

ciation rates for RGU's book depreciation and that State tax 
depreciation is calculated on auother basis. Tbese differences 
require his preparation of three financial statements for RGU. 

In the future, RGU will be required to set up timecard 
records an~ material records by utility function. These require
ments support our adoption of RGTJ' s expense allowance for 

accounting and legal expenses at the level originally requested 

by RGU • 
A&G General Expenses 

Knight contends that uutil 1983 I1.lK absorbed expenses 
properly chargeable to RGU; tbe staff four-year average of 
general expenses utlfairly penalizes RGO by reducing its estimate 
from $2,764 (1nclud1t1g $348 in uncollectibles) to $880. RGU's 

revised general expense estimate consists of $253 in uncollect
ible expense and additi01l4l regulatory cODmission expense 
(accounting fees) of $950 for proee8si~ this application. 
Knight did not provide a:ny evidetl.ce of past expenditures which 
had been absorbed by~. 'I'be staff averaging of prior expenses 
is reasonable. However, there should be an allowance for 
amortizing the additional rate ease expense. We will increase 

the staff general expense estimate by $320 to amortize the rate 
case expense over our adopted three-year cycle for processing water 

rate eases • 
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Vehiele Expense 
In Exhibit 3, the staff ineluded a one-third 

al·loc£tion of the cost of a tleW pickup truck to RGU's water 
utility plant. Subsequently, the staff witness agreed that 
this allocation should be redueed to one-sixth of the cost by 
allocating one-half of the truck usage fer the Xnights' personal 
use and the remainder equally to RGU' s water, gas, and sewer 
oper&tions. !'he staff adopted RGU' s $40 vehicle expense est1m.a.te 
based on 1982 expenses. The staff did not accept RGU's upda.ted '6.7% 

allocation of $449 of recorded 1983 vehicle operating expense 
annualizing nine months of recorded data for fuel, oil, service, 
and 1icens ing expense. Asdel questions any allowance for 
vehicle use. Prior to 1983 the Knights or their companies 
paid for almost all vehicle expenses required for utility 
purposes. 

RGU 18 entitled to revenues to compensate it for 
veh1ele use in utility service. !t is inconsistent to allow 
an allocation for vehicles in utility plant and to disallow 
expenses for running the vehicle. Knight's testimony was 
contradictory on the appropriate alloeation of the vehicle 
use for water operations. RGtr has a small compact service 
area. 'We will reduce RGU's revised estimate of $449 to $200 
for this expense. 

Office Rental 
RGO presented updated testtmony showing that it is 

renting an office. The $600 annnal proration of one-third of 
this expense to water operations 18 adopted • 
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Audit Expense 
In A.604SS the certified public accountant (CPA) 

representing DWK (the prior owner of the sewer system) addressed 
the auditing issue 4S follows: 

''He brought forward the utility plant and 
reserve for depreciation records prepared 
by the CPA who had previously prepared 
applicant's accounting records. He made 
deteminations of whether to expense or 
capitalize items pertaining to applicant's 
sewer operations. Be believes that the 
amounts expended by applicant and his 
determinations of whether to capitalize 
or expense items are reasonable. He does 
not provide applicant with audited finan
cial statements because his fees for 
providing audited statements are approxi
mately three ttmes as costly as providing 
unaudited statements. None of his clients 
request audited statements if they do not 
require them." (D.83-03-009~ m1meo. p. 11.) 
That CPA is a member of the same firm represecting RGU 

in this proceeding. In this proeeeding. RGU's CPA testified that 
he did the accounting aud prepared tax retunlS for the Knights 
and for the various corporations controlled by them. He testified 
that RGU issued a check to pay an assessment not related to RGU's 

operations. However. that bill was not included in his estimates 
of utility expense and RGU would be reimbursed for that payment. 
The CPA testified be reviewed information supplied by Dean Kn1ght 
to segregate utility expenditures between capital and expenses 
for RGU's water operations. The staff also reviewed billtcgs 
related to RGU's water utility operations and capital expenditures. 
:aGO's customers were also given the opportunity to look at RGU' s 
water utility books and records • 
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If we required either audited financial statements or 
a management audit the additional cost would result iu a 
substantial addition to RCU'a operating expenses which could 
result in a further increase in water rates... An audit bas not 
been shown to be necessary and will not be ordered. 

Taxes Othe't' Than Income 
We adopt staff's estimates for taxes other than iucome. 

there is no difference on ad valorem taxes... Payroll taxes 
reflect our adopted payroll expenses, which are close to the 

staff estimate. 
Income Taxes 

The adopted income state and federal taxes reflect 
adopted revenues, operating expenses, and state and federal 
depreciation expense including use of the applicable tax rates 
and normalization of the Accelerated Cost Recovery System' (ACRS) 
depreciation required by federal income tax law. 

Utility Plant 
Since the rate increase will be made effective in 1984, 

staff used end-of-year 1983 amounts for all elements of rate base. 
The higher staff estimate for utility plant in service is based on 
actual expenditures 'DOt available to RGtl' at the time RCU prepared 
its esttmate. Included iu staff utility plant estimates are 
$8,925 for two new 25~h? submersible replacement'pumping 

units, $5,590 for dr1ll1ng a fourth lleW well, $3,350 for well 
housi-ng structures, and $S, 743 for a one-third alloeation of 
tbLe $17,228 cost of tbe p1c1a.1p truck used in RCU's water system 
operations • 
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Knight testified that RGU capitalized $3.100 per 
equipped well for each of its first two wells; RCU'. records 
do·~ot show the cost of the retired pump1ug equipment; in 
1983, RGU's pump supplier removed the old pumping equipment 
from the tWo wells in exchange for the scrap value of the 
equipment. 

Asdel contends all facilities and equipment needed for 
ultimate development of the system, including the water distribu
tion system installed in mobile home subdivisions, should have 
been installed in 1965. Asdel's premises would have required 
RGU to install facilities in unsubdivided lands. There is 
no basis for expecting a utility to install all facilities 
ulttmately required for its service area. The Commission would 
likely impute a saturation adjustment on distribution plant in 
unoccupied areas. 

The staff f s use of end-of-year amounts for all elements 
of rate base is reasonable. However, we will reduce the $111,210 
staff estimate to a rounded $103,070 to delete $4,454 for the 
third well and reduce the $5,743 pickup truck allocation to 
$1,436, and to add $619 for clamps to the water main account. 

Initially Knight testified that & ~ allocation of 
the pickup truck should be for his personal use. Be later 
changed his estimates to equal &mounts for utility and personal 
use II RGU has a small compact service area. We conclude that 
& 25: apportionment to utility use is reasonable and one-third 
of that amount or $1,436 should be allocated for water utility 
purposes. 
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RGU should have established separate well and pumping 
plaut costs for each of its original wells. Under the straight
line remaining life method. RGt.T is required to deduct the cost 
of the equipment from its utility plant accounts and to deduct 
an equal amount from it. reserve from deprecation. For rate
making purposes. these aeductions offset each other. Thus we 
need not and will not esttmate and deduct those rctiredpumpiug 
plant costs from RGU's utility plant and from RGU's reserve for 
depreciation. 

Depreciation Reserve 
ana Expense . 

RGU's accountant testified that be calculated 
depreciation on 1983 additio~1 using the ACRS.method he uses 
for RGU' s federal income taxes which requires use of short lives. 
The staff depreciation reserve estimate is based on end of year 
1983 book depreCiation based on the straight-line remafntag-l1fe 
method. 

RGU'. accountant concedes that his method is in error. 
However, be testified that Btaff' s 2S ... year life for pumping 
equipment should be reduced to 15 years, based on actual service 
lives for retired equipment and that the staff's 40~year life for 
''temporary'' structures used to cover RGO's wells shoulcl be 
reduced to 15-20 years. 

!I RGU dicl not ~t any water utility plant acl<:l1tiODS in service 
in 1981 or 1982 • 
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Service lives of 1.5 ycars for pumping equipment and 
20 years for structures housing well sites are reasonable and are 
adopted. The adopted reserve for depreciation of $25,990 reflects 
the impact of those e.cljustments to staff service lives, a $2,003 
accrued reserve adjustment for the capped well 4ud the adopted 
modifications of utility platlt. The $1,436 vehicle allocation is 
depreciated over seven years. The adopted depreciation expense 
is $3,510. 

Advances for Con8t~et1on 

RGU began its development in 1965. At that time the 

Commission authorized use of equity capital for installation 
of the initial in-tract facilities. But the $4,689 cost of 

~ater mains, services, and hydrants for a subsequent main extension~ 
namely, RGU's '1977 extension to serve a mobile home subdivision 
should have been advanced by the developer, DWK, not paid for by 

RGTJ. 
However, this advance would have been fully %'e£uc.decl 

uuder the provisions of RGU' 8 then existing main extension rule 

if 1983 tract revenues were at the same level as 1982 revenues. 
Therefore, no adjustment for advances for construction is required. 

Working Cash and Materials 
aud Supplies 

We wUl adopt the staff estimate of $1,250 for funds 
supplied by RGU needed to meet the lag between collection of 
revenues and P&yment of expenses and for materials and supplies 
Deeded for clay-to-day operations. '!he staff accepted RGU's 

working cash estimate of $750. RGO did not i~lude an allowance 
for 1I8terials and supplies • 
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Investment Tax Credit (!TC) 

Under the provisions of the Economic Recovery Tax Act 
of. 1981 (ERTA) RGU is exercising Option 1. Under ER'rA the 
accumulated reserves for unamortized ITC must be treated as a 
rate base deduction. This deduction, based on RGU's full year 
1983 plant additions, is $2,760. 

Deferred Income Taxes 
For post-198l utility plant additions, an accumulative 

deferred tax reserve is created based on the difference between 
ACRS depreciation expense and book depreciation expense multiplied 
by the applicable tax rate(s). RGU's December 31, 1983 deferred 
tax reserve of $100 must be deducted from RGU's rate base. 

Rate Base 
The adopted rate base of $75,470 is the sum of the adopted 

utility plant, working cash:. and materials 'and supplies allowances 
reduced by the reserve for depreCiation, the reserve for 
unamortized lTC, and the accumulative deferred income tax 
reserve. 

Rate of Return 
Staff concurs with RGO's request for a rate of return 

of 11.0% on rate base. This rate of return is not unreasonable 
and 1$ adopted • 
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Rates 
At present rates RGU is receiving 44.7% of its water 

:r~em1es from service charges. RGt1 concurs with the staff's 
proposal for adopting a rate schedule in conformity with a 

moclel rate structure policy calling for: (a) a service charge 
as contrasted to a minimum charge; (b) a lifeline allowance of 
300 cubic feet per month; and (c) a second block inverted rate 
which is Dot more than S07. higher than the first block. 

The following tabulation compares the rate increase 
percentages aver the rate January 1" 1976 level when lifeline 
requirements for water utilities were established: 

RGt1's Requested 
Present Rates Rates 

Total Ctmnllative Increases 36 .. 21. 159. n 
Lifeline Increases 29.8 133.3 
To maintain. a 25l differential, 

the Lifeline Rate should have 
tnereased 9.0 107.8 

Some of RGU's customers indicated a preference for a 
minimum charge-quan.tity charge rate. that type of rate design 
does not promote water use conservation.. The adopted rates 
shown in Appendix A are in conformity with the Commiss ion's 
general services water rate design. 

Appendix :s contains a bill comparison at various 
monthly consumptions at preSeTlt, proposed" and authorized rates 
for a typical customer suppliecl through a 3/4-1uch meter, 
excluding the l~ utility user fee required to be collected by 

RGlT. Appendix S also contains adopted quantities for test year 

1983 • 
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Past Commitments on 
RGU's Water Rates 

When RGO first began operations. it charged all 
cuitomers in accordance with its flat rate schedule. Duriug 
the 1977 drought RGU read the already-installed meters on its 
services at the request of the Los Angeles Department of Water 
and Power and of Inyo County. This meter reading led. to an 
informal complaint to the Coaznission. Staff stated that RGU's 
billings should be based on RGU's metered rates. not on its flat 
rates. RGU has been billing on a metered .rate since that time. 
with the current exceptions of serviees to the Itnights' home 
and to the recreation center. Since the entire system is 
metered, billings should be on & metered basis and the flat 
rate schedule should be canceled. 

Early representations by Dean Knight or his relatives 
(who may have been acting 1n capacities as sellers of lots in 
the service area) that there would be uo increases iu earlier 
flat rate levels either in perpetuity or for AU indefinite 
period do not bind this Co=miss ion Or require RGU to operate 
at a loss. RGU is entitled to request rate levels to recover 
its reasonable opera.ting expenses and earn a return on its 
investment • 
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Further niscussion 
In futUTe proceedings RCU should estimate the level of 

its estimated revenues and expenses O'll a normalized ongoing basis. 
It should amortize extraordinary expenses over a reasonable 
period. This methodology combined with the use of improved 
records will enable RGU to better support its future proposals. 

The following modification of RGU's procedures are 
appropriate: RGU should set up t1meeard records to determine 
expense by utility ftmctior.:. RGU should bill in full units of 
hundreds of cubic feet for all consumption in accordance with 
its tariffs. (In the past. RGtr incorrectly rounded its meter 
readings. New meters and newly overhauled meters should 
contain registers reading in cubic feet rather than in gallons.) 

Furthermore, as indicated above, RGU should take 
steps to measure well production, to determine the causes of 
its high power bills and/or excessive water losses • 
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Knight testified that he promptly repaired leaks 
which caused interruptions of service. 'but he did not comment 
on a customer complaint that the entire system was shut down 
for repairs; nor did he send the Commission required reports 
of service interruptions (GO 10~ Section II.2.d.). If it is 
necessary to shut down the entire system for repairs, the 
system may not be properly segmented through installation of 
valves to min~ize interruptions (GO 103. Section IV.3.c., d.). 
We will require RGU to file two copies of its system map (GO 103, 
Section I.10.a.). If the valve spacing is excessive, RGU should 
submit a plan for correcting those deficiencies. H1n~izing 

outages are particularly important in this service area because 
of the high water table (averaging about four feet from the 
surface,aecording to Knight) which increases chances of 
contamination during shutdowns and increases the need for 
insuring that the facilities are properly disinfected (GO 103, 
Section rv.2.) • 
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Findings of Fact 
1. The adopted estimates of operating %evenues, operating 

~nses, rate base, and rate of return shown on the tabulation 
on pate 3 of this decision are reasonable. 

2. A rate of return of 111. on the adopted rate base of 
$75,470 is not unreasonable. This rate base is funded entirely 
wieh equity capital. 

S. ReU's earnings under present rates for 1983 would 
produce a net operating loss of $4,030 which yields a negative 
rate of return of 5.347.. 

4. RCU's test year earnings at authorized rat~s 18 $8,300. 
5. The recorded energy use for pumping RGU's wells is 

excessive. RGU should determine the cause of this excessive 
use. 

6. RGtr should implement the rev1sed procedures diseussed 
in this decision to sfmplify its billings and to accarately 
account for the expenses of its water, sewer, and gas operations. 

7. The adopted rate design equitably spreads increases 
to all of RCU's customers consistent with the Commission's 
model rate policy. 

8. Tbe increases in rates and charges authorized in 

Appendix A are just and reasonable; and the present rates and 
charges, insofar as they differ from those prescribed, are for 
the future unjust and unreasonable • 
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Conclusions of taw 
1. The application should be granted to the extent 

provided by the following order. 
2. RGU t 8 flat ra~e tariff achedule should be 

cancelled. 
3. RGU .hould implement the revised procedures discussed 

in this decision and make the filings called for in that 
discussion. 

4. Because of the 1;mmed1&te need for rate relief the 

following order should be effect ive today. 

QB.]'.!!. 

IT IS ORDERED that: 
1. Rolling Green Utilities, Inc. (RGU) shall: 

a. File the revised rate schedules in 
Appendix A in compliance with General 
Order (GO) Series 96 after the effec
tive date of ~his order. The revised 
schedules shall apply only to service 
rendered on and after their effective 
date, which shall be 4 days after 
filing .. 

b. Prepare, keep current, and file with 
the Commission's'sydraulic Branch two 
copies of the system rna? required by 
GO Series 103 within 90 days after the 
effective date of this order_ If the 
se9mentation of the system is not in 
conformity with GO Series 103 the study 
to brin9 the system into conformity with 
that requirement shall be filed within 
180 days a:~er the effective date of 
this order: 
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c. Implement revised procedures to simplify 
its billings and to accurately account 
for its expenses. 

d. Review its depreciation rates at 
intervals of 5 years and whenever 
a maj~r change in depreciable plant 
occurs. 

e. Submit the results of each review 
promptly to the Commission staff. 

f. File with the Cor.:nission s~ff a conplete 
Schedule G, Sources of SUpply "nd Water Developed 
Wells, for incorporation in its 1983 A."'1."'lUal 
Report within 45 days after the 
effective date of this order. 

2. RGU shall cancel tariff Schedule No. 2R" Residential 
Flat Rate Service. 

3. The application 18 granted as set forth above • 
This order 18 effective today .. 
Dated JUL i 8 1984 " at San Francisco. California .. 

P=czident 

:?;{~s·:~:,:r-,,:,, c. GPSll 
D~?;..u:,D V:/J.J 
w:::u.:A."': 'I. BAc:.n 

Co=i~z1ono .. ::: 
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Schedule No. 1 

APP!.ICAEltITY 

Applicable to all =ete=ed vate= service. 

Rolling C;ree~ Te::race and vie1nity~ adjacent to l!;.gbvay No. 395~ 
located approx~ately one mile northvezt o! Big ?ine~ Inyo ~~ty. 

RATES 

~tity Rate:: 

Firct 300 cu.!t., pe: 100 cu.!t • 
Over 300 cu.!t., per 100 cu.!t • 

Service Ch.3.rge: 

.......... 
..•••••.... 

For SiB x 3!4-ineb =eter •••••••••••••••••• 
For 3/4-incb meter •••••••••••••••••• 
For l-ineb ~eter •••••••••••••••••• 

1>0= Mete= 
Pe::- y.on~ 

$ 6.80 (I) 
7.50 1 

10.25 (I) 

The Service Cha..rge is a readil:less-to-se:ve charge 
w~eb is applicable to all metered service and to 
.... bich is to be added the monthly cha:ge co:l:p1.1ted (T) 
a.t the ~tity Rates • 

(00 OF APm-"DIX J..) 
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1. 

2. 

;. 

4· 

~:rx :s 
Page 1 o~ 6 

Rolling Green Utilitie:, Inc. 

Adopted ~~~tities !o~ the Test Yea= 1983 

Vate~ Production: 

Wells 

Purehased Power: 

(Supplier: Southern Cali!o::lia. Edi:;O:l, 
PA-l, 4/1/84) 

Kilowatt-hour (kWh) 
Cost 
Service Charge 
Energy Cha:ge 
SET 

Pa.yroll: 

Field e:ployee Sl z2QQ = $500/%:10. (O&:.~) , 
O!!iee secreta..."j" S 600 = $200/:0. (A&G) 

3 
Y.ana.ge:lent sala...-y $lz~OO • $250/:0. (MG) 

%2 

$950/mo. x l2 = 

Vehicle ~se: 

45,604 Cct 

24,420 kWh 
S 2,720 
$l/:eter/:o./H.? 
$0.07~kWh 
30.0002 k~ 

$11,400 

S 200 
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Rolling Cre~ Utilities, Inc. 

Adopted Su~~~itie~ for th~ Te~t Year 1983 

5· Other Operatin5Expensec: 

O&)r: 

NateriaJ.s 
Co:o.tra.ct Work 

Me;: 

O!!1ce supplies & expenses 
Accounting & legal exp • 
Gene:r:aJ. expenses 
R&gulator,y ~iGs1o~ exp. 
0!!1ce rental expense 

Amortization or Well 

Total ~at1ng ~se 

6. Taxes Other Than Inco:t~: 

Pay.t'Oll T~e$: 
Amo-.mt 
Tax ra.te 

Ad. Valorem ~a.xe:z: 

AmO'Wlt 
Effective tax rate 

Total Taxes Other Tl:lan Income 

$1,800 
920 

680 
2,410 

880 
~20 
600 

4,690 

750 

$1,000 
8.6% 

$2,200 
1 .. 01422% 

$ 8,360 

S 3,200 
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Ro11~ Green vt111ties, Inc. 

Adopted Quantitie~ ro::" the Test Year 1983 

7. Net-to-Grose !1ul ti -o11e:.-: 

s. Uneollectible Rate: o 

9. Mete::"ed Wa.ter Sales Used to Desie;n ?~te::: 

J3loek 1 
J3loek 2 

Co:::cercial 

Ra..'"lee-Ce! 

tr:cacco-.mted Wa.ter (1076) 

~otal Wa.ter Produced 

~o. o! 
Se=vices 

189 

11. N~be::" or Se::"Viees by Meter Size: 

Mete::" Size 

5/8 x 3!4-ineb. 
3!4-ineh 

l-inch 

Flat RA~ Service o 

41,458 
4,146 

45,604 

6,249 Ce! 
35,,209 Cc! 

4l,45S Ce! 

219 

No. or Sem.cet: 

o 
100 

1 

189 
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Adopted ~~titie~ tor the Teet Year 1983 

12. Rate::: 

Q1.1a.::lti ty Rate:;:: 

O-~, per lOO cu.!t. 
• Over 3, per 100 cu.!'t. 

Service Charge:: 

For 5/S x 3/4-ineh meter 
For ~/ 4-inch meter 
For l-ineb :eter 

$ 6.80 
7·50 

lO.25 

Ta.bulated belo,", is a eompa.:-isol'l ot billillgs at present and 
proposed, and authorized rates tor 3. typical custo=er supplied tb:ough 
a 3/4-inch meter, exeluWg the l1f;6utili ty use= tee required to be 
collected by RGU: 

Authorized Rates 
Usage P:t-esent Increa.se 

100 cu.ft. Rates ~unt A::iO'll."'lt Percent 

0 $ 5·00 $ 7.50 $: 2.50 50.0% 
3 5.84 B.SS 3.04 52.1 

lO 8·29 l2.87 4.58 55.2 
18 Avg. ll.O9 17.43 6 .. 34- 57.2 
20 11.79 18.57 6.78 57.5 
SO 22·29 ~5.67 l3.}8 60.0 
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.APmmIX :a 
Page 5 of 6 

Rolling Gree~ Utilitiea, Ine. 

13· Rate Base: 

Utility Plant 

~reeiation Reserve 

Y.aterialz a.."ld Su~:;;>liec 

'" orking each 
Advances 
Cont.."'i butio:ls 

Reserve £or De!e~ed 
InCo:lC Tax: 

Tax De~reciation 

Inve$tme~t C:edit 

Rate Baze 

(Red F1SU=c) 

Test "feu 1,28i 

$103.070 

($ 25.990) 

500 
750 

( 0) 

( 0) 

$ 78,330 

( 100) 

( 2,760) 

$ 75,,470 
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Income Tax Calculation a.t Authorized Rate::: 
tor the Test Ye~ 1982 

Ite= -
Ope:atiogRevenues $40.000 

Deductions: 

O:pr. &. Y..a.int. Ex.,e:l:e ll.440 
A.d:Wl. &; Gen. Expe:lse 10,490 
Well A:o:rtiza:tiO:l 750 
~axes Other 'I'b.a:l ~cCQe 3.200 

Subtotal 25.680 
State ~axa.b1e Illcome ::Be£o::e DQ-~ciation 14,120 

State Tax Depreciation 5,430 
State ~axab1e Income 8.690 
State Tax (4l 9.6% 840 

Fe~eralTax Depreciation 3.510 
Fede:al ~axable Incoce 9,770 
Federal ~ax @ 15% 1.470 
~otal Taxe: on Income 2.310 


