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OPINION

This proceeding was heard on a consolidated record with
Applications (A.) 87-04-067, A.87=-04-068, and A.87-04-069 hefore
Adnministrative Law Judge (ALJ) John Lemke in Los Angeles August 31
through September 3, 1987. An informal public meeting and the
evidentiary hearings were noticed by Southern California Water
Company (SCWC) to each customer in the district in accordance with
the Commission’s Rules of Practice and Procedure. The matter was
taken under submission subject to the filing of concurrent briefs
October 5, 1987.

By this application, SCWC requests auvthority to increase
rates for water service in its Arden-Cordova District by 13.45% in
1988, 3.48% in 1989, and 2.58% in 1990.

SCWC renders public utility water sexvice in various
areas in the counties of Contra Costa, Imperial, Lake, Los Angeles,
Orange, Sacramente, San Bernmardino, San Luis Obispo, Santa Barbara,
and Ventura. It also renders an electric service in its Big Bear
District. '

The Arden—~Cordova District is located in the County of
Sacramento, and is comprised of two systems - the Arden system and
the Cordova system. The sexrvice area is comprised primarily of
residential customers, with some small commercial users. Of 10,064
customers served in the district as of December 31, 1986, 97% fell
in the commercial classification consisting of residential and
business customers. The district is primarily unmetered.

The source of water supply for the Axden system consists
of eight company-owned wells, all equipped with turbine pumps. The
Cordova system water supply source consists ¢f 18 company-cwned
wells and includes a full treatment plant. All wells are equipped
with turbine pumps driven by electric motors.
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The company’s Coloma Treatment Plant is rated at 4.3
million gallons per day, and treats surface water coming via the
Folsom=South Canal f£rom Folsom Dam. There are distribution mains
in the district ranging in diameter up to 24 inches. Storage
facilities in the district consist of two l-million gallon steel
resexvoirs at the Coloma plant. '

On Decembexr 31, 1986 the historical cost of utility plant
in service in the district was $11,929,800, the depreciation
reserve $1,943,400, and the net depreciated cost $9,986,400.

Present rates for the district were established by
Decision (D.) 82=03-014, dated March 2, 1982 in A.60798. Step
increases were authorized pursuant to advice letter filings in 1983
and 1984. ,

SCWC alleges that at present rates its rate of return on
rate base will be 8.07% based on test year 1988 and 7.37% based on -
test year 1985. It asserts that this low rate of return is mainly
caused by increases in the costs of purchased power, labor, payroll
taxes, income taxes, liability insurance, administrative and
general expenses, depreciation, increased rate base, and increased
cost of capital. At rates proposed herein by SCWC, it estimates it
would earn a return on rate base of 11.63% in 1988, 11.74% in 1989,
and 11.79% in 1590, based on a 13.50% return on common equity
(ROCE). However, SCWC reduced its ROCE request to 13.25% (Exhibit
41) and maintains that this sought ROCE of 13.25% is necessary to
attract capital at a reasonable cost and to maintain adequate
borrowing capability or credit.

Under its proposal SCWC’s quantity rate would increase
from the present $0.173 to $0.2156 in 1988, $0.2306 in 1989, and
$0.2418 in 1990. The service chaxge for a 5/8 X 3/4-inch meter
would increase from the present $3.80 to $4.20 and $4.40,
respectively, in 1988 and 1989, and would not change in 1990. Flat
rate serxvice chaxges would increase for each single unit of
occupancy, including premises not exceeding 12,000 scquare feet in
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area, from the present $7.90 to $8.55, $8.70 and $8.90 in 1988,
1989, and 1990, respectively. Rates for duplexes would increase by
the same percentage amounts.

Table 1 (Table 4-C of Exhibit 1) depicts the percentages
used by SCWC to allocate common costs to its various districts,
based on 1986 operations.
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Arden-Cordova
Barstow

Bay

Big Bear
Calipatria-Niland
Clearlake
Desert

Los Osos
Netropolitan
0iai

Orange County
Pomona Yalley
San Bernardine
San Dimas

San Gabriel
Santa Maria
Siay Valley
Wrightwood

Total Water
sear Valley Elec

Total Utility

Table 1
SOUTHERN CALIFORNIA WATER COMPANY

——— P Sl rit-tal e
——11

Allocation of gereral office
expenses and revenue (d—ractor)

—fstisated Years—-
Four
Factor 1987 1568 1989

3460 867 8%.6 949
$.01T 986 1040 1:0.2
L0 369 3.9 42

507 152 1426 MSLL
0.85% 200 2.5 233
L2 3.2 3.3 357
1.9 46,9 495 5.4
1.09% 26.9 28.4 30.1

32,870 807.3 62,0 902.8
L442 355 0 . 3

12,54 308.1 3243 3443
5320 1307 (378 1460,
0,008 0.0 0.0 0D
6487 159.3  168.0 1781
.65 851 0 %8
5,220 1037 109.4 ° 115.9
£ 105.5 112 1179
1,200 29.5 31 35.0

91.55% 2,249.8 2,57L.8 2,514.4

8.457 207.6 213,00 WD

100.00Z 2,457.4 2,533L.8 2,746.4
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Rate of Retuxn

SCWC has acceded to all of the financial recommendations
made by staff witness Karen Shea except the one concerning return
on equity. Staff’s recommendations are shown in Table 2 below.
SCWC and the staff are agreed on capital structure, cost of long-

term debt, and return on preferred stock. SCWC requests a constant
13.25% return on equity.
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Table 2

: Capital : Cost : Weighted : Weighted Costa:
Component : Ratio : Fagtor 1/: Costs - With Taxes 2/ °

PSD'QmRegommended Rates of Return

1988
Long Term Debt 9.75% 4.58% 4.58%
Preferred Steck 4.47 0.09 0.15
Common Equity 11.75 5.9 10.19
Total 10.67% 14.92%

1989
Long Term Debt 47.0% - 4.60%
Preferred Stock 2.0 0.09
Common Equity 51.0 5.99
Total 100.0% 10.68%

1990
Long Term Dedbt 47.0% 9.82% 4.62% 4.62%
Preferred Stock 2.0 4.45 0.09 0.15

Common Equity 51.0 11.75 5.99 10.19
Total 100.0% 10.70% 14.95%

1/ Midpeint of Recommendation
2/ Assumed a net-to~gross of 1.70
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For 1988 through 1990, staff recommends a common equity
return in the form of a range - from 11.50% to 12.00%.

The staff recommendation is based on an analysis of three
separate equity determining methodologies: The discounted cash
flow (DCF), risk premium analysis, and the capital.asset pricing
model (CAPM). SCWC’s recommendation is based on the DCF method,
plus the testimony of its president and chief.

Staff has relied upon two quiding principles contained in
Fedexal Powexr Commission v Hope Natural Gas cCompany (1944) in
arriving at its recommendation:

1. An investor should be able toe earn a return
comparable to the returns available on
alternate investments of similar risks.

The return should be sufficient to enable
the utility to attract additional equity
capital on a reasonable basis and maintain
the firm’s financial integrity.

Staff alsco relied upen an analysis of the financial
. history and performance of the following water utilities in

arriving at its recommendation for SCWC:

American Water

Cal American Waterw

Cal Water Servicew
Connecticut Water Service
Consumers Water Company
Dominguez Water*

E’Town Corporation
Hydraulic Company

IWC Resources
Middlesex Water
Philadelphia Suburban
San Gabriel Waterw

SIW Corporation*
Southwest Water*

The California companies, indicated with an asterisk, are
Class A water utilities regulated by the California Public
Utilities Commission. The other (comparable) companies were
selected because they represent those investor-owned water
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companies in California and nationally that have recoxded market
data. Cal Water Service and SJW Corporation are part of the
Comparable group as well as the California group. (See Table 4.)
The following table shows selected year-end statistiecs
for the company during the past ten years. Staff believes that the

low return on equity in 1986 is a reflection of lower inflation and
interest rates:
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- | Table 3

Selected Year End Statistics
SoCal Specific
1977 - 1986

Authonzed.' Earmed : Dividend: Book Value: Divxdends: BEarnings: Market:

Return on : : Return : Payout : Per : 2. Per :to Book
Equity :on ggyg,tx' Ratio M g_w : Share : Value
(b) (d) (g) th)

12.83%  11.61X 63X  $16.02 $1.18  $1.86 88%
12.83  11.33 67 16.66 1.27 .89 88
13.00  11.18 17.28 1.32 80
13.40 7.99 g 15.68 1.38 - 74
14.35  10.07 15.85 1.42 67
14.50 11.33 16.16 1.48 73
14.50  10.90 16.38 1.57 1.80 89

14.50 12.71 16.91 1.65 95

14.7% 13.24 17.49 1.78 ' 120
13-50 9-40 20‘020 1-88-

Source: Annual Report to Stockholders, Standard and Poors Stock Guides
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Table 4 demonstrates SCWC’s return on average total
capital, and shows that the utility’s average return lags both the
California and Ceomparable companies during the five-year periecd.
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Table 4

Return on Average’ Total Capxtal
Trend and 5-Year Averages
1982 - 1986

ScCal ! 3 :  Comparable
Water : i 2 Companies
(®) : (d)

9.74% . 9.64%
9.40 10.56
10.62 10.99
10.55 11.01
10.27 1.11
10.12% . 10.66%

Source: Annual Reports to Stockholders,

Annual Reports to Cnlxtornla PubLic Utilities
Comminsion
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Table 5 shows average common ecquity ratios for the past
five years for SCWC, California companies, and Comparable
companies. By the end of 1987 SCWC expects to realize a common
equity ratio of 51.8%, placing it in a much better financial
position. ‘
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Table 5

Average Common Equity Ratio
Trend and 5=-Year Avernges
1982 - 1986

(L)

38.06X
35.82
35.72
36.35
44.11
38.01%

Source: Annual Reports to Stockholders,
Annual Reports to California Public Utilities
Coominsion
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Table 6 indicates average dividend payout ratios for
SCWC and the same groups.
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-

Table 6

Average Dividend Payout Ratio
Trend and 5-Year Averages -
1982 - 1986

: : California
Year @ : Compeanies  °
(&) (e)

1982 53.00%
1983 53.68
1984 47.63
1985 52.58
1986 : 52.74

S5~Year Average 52.91%

Source: Annual Reports to Stockholders,
Annual Reports to California Public Utilities
Comaission
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Comparable group data for average after=-tax interest
coverage is demonstrated in Table 7, below.
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) . Table 7

Average After-Tax Timea Interest Earmed
Trend and 5-Year Averages
1982 - 1986

: : Califormia : Cooparable :
: Yeoxr : Gompanies companjes  :
() A{e) . .

1982 2.47x
1983 2.57
1984 3.09
1985 3.08
1986 3.8

S=Year Average 2.88x

Source: Annual Reports to Stockholders,

Annual Reports to Californis Public Utilities
Coanmission
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The DCF model utilized by the staff contemplates that
stock investors require a return bhased on expected stock yield plus
expected dividend growth rate. The DCF formula is as follows:
~ r = DL/Po + ¢

where r = investor’s total rate of return

D/1/Po = expected dividend yields at purchase date

g = expected future dividend growth rate

The following tables show group v SCWC’s Historical
Growth Rates (Table 8), Dividend Yields (Table 9), DCF Analysis
(Table 10), Risk Premium Analysis (Table 11), and the Summary of
Indicated Investor Required Returns on Equity (Table 12):
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| . Table 8

Historical Growth Rates
(1977 ~ 1986)

s Ten Yeaxr Crowth Rates Per Share
Conpany :_Earnings : Dividerds : DBook Value : Avernge

(a) (b) (e) (@) (e)

American Water 11.25% 12.45% ' 8.00% 10.57%
Cal Water Service 9.33 8.87 4.86 7.69
Coan Water Service 3.92 3.47 .75 2.72
Coum Watexr Company 12.95 8.62 5.03_ 8.87
B'Town Corporation 4.96 8.82 4.31 6.03
Rydraulic Compeny 6.30 4.90 2.983 4.68
IWC Resources 8.95 4.19 1 3.22 5.45
Middlesex Water 2.99 8.66- . 3.01 4.87
Phil Suburben 20 1.28 1.43 97
SJW Corporation 10.75 9.26 . 6.93

SoCal Water Company 4.69 5.44 2.95

Couposite Average

Sources: Anmml Reports to Stockholders,
C. A. Turner’a Financial Stntis}icp of
Telephone and Water Companies
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Table 9

Dividend Yields
January-June 1987-

Monthly Pividend Yiclds
: Feb : Mar : Apr : May =© Jun
(e) (d) (o) (£) (2)

Averican whr 2.63% 2.64% 2.99% 3.25% 2.95%
Cal Water .+ 5.32 5.22 5.15 5.40 5.36
Conn Water 6.27 6.43 6.95 7.20 6.76
Consumers Wer 4.32  4.14  4.51 4.89 446
E'Town Water 5.42 5.50 6.01 6.04 5.93

' Hydraulic Co §.02 4.81 4.83 5.25 4.87
IWC Rewources 6.17 6.49 7.26 7.51 6.84
Middlenex Wer 5.66 5.58 5.12 6.29 5.96
Phil Suburban 5.20 5.51 5.2 5.0 5.61
SIW Corp 4.91 4.60 4.54 4.44  4.72
SeCal Wtr 6.79 7.00 7.20 6.79

5.25% 557X 5.76% 5.47%

1‘I' Source: Standard and Poora Stock Guide

- 21 -
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.

Table 10

Discounted Cash Flow Analysis -

Growth Bxpected tIndicated Ircvestor:
Rate Yield : Required ROCE

: (L) (D1/Po) ()

(a) (c) (d) ) (e)

Coapany

ag 4% W0
a9 00 9

Aperican Vater 10.57% 3.39% 13.96%
Cal Water Service ' © 7.69 5.72 13.40
Conn Water Service ' 2.71 7.16 9.87
Cons Water Compeny 8.87" 5.03 13.90
E'Town Corporation 6.03 6.3 12.38
Hydraulic Company 498 5.45 5.25 10.70
IWC Resources | . 4.68 . 7.54 12.22
Middlesex Weter 612 4.87 6.42 11.28
Fhil. Suburban : .87  © 5.8T  6.8%
SIW Corporation 8.98 4.98 13.96
SoCal Water Compeny 436 7.31 11.67

Composite Average 5.92%

where: Current Yield (Do/Po) = 3 Month Average Yield (Table No. 15)
Growth Rate (2) = Average ten-year historical growth (Table No.14)
Bxpected Yield (D1/Po) = (Do/Po) x (1 + &)
Required ROCE (r) = Rxpected Yield + Growth Rate (D1/Po + g)

-
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. Table 11

Risk Premium Aralynis
Couposite Average

Return @ Yields on
on Avemvze Debt,_Securities
: Adond : 20 Year
Ecm_z__._m__'r_&;nds
(b) () (d)

"y B9 ¥ VR

10.92% 8.61X% 7.6T™%
10.34 9.28 8.48
12.29 10.49 9.33
12.07 13.34 11.39
12.57 15.86 12.92
14.00 13.66 11.34
14.43 14.03 12.48
14.37 12.47 10.97
13.28 9.58 7.86

Risk Premiuna (excluding negatives)
10-Year Average (1377-1986)
S=Year Average (1982-1986)

Forcasted Rates - 1988

T nvesto '
using 10-Year Risk Premiums
using 5-Year Risk Premiuns

. Sources: Annual Report to Stockholders, Federal Remerve Bulletins,
Moody’s Bond Survey, Data Resources Inc,
Blue Chip Financial Forecasts

- 23 -
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' . Table 12

Suomary of Indicated Inveator Required Peturns oca Equity

"

Discounted Cash Flow Analvwis
SoCal Specific
Composite Average

11.58 - 12.21

11.50% - 12.00X

-— ——
= -

. Note: SoCal is included in the Coqmlite Avernge.

- 24 -
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follows:

SCWC’s request for ROE of 13.25% is summarized as

. ted Cash Flow Analysi
Dividend Yield 6.69%
Growth Rate $.62%
Required ROE 13.31%
Rounded 13.25%
The above recommendation presented in Exhibit 41 is based

on the information contained in the following two tables also set
forth in Exhibit 41:
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SOUTEERN CALIFORNIA WATER COMPANY
RETURN ON COMMON PQUITY
DISCOUNTED CASH FLOW ANALYSIS
DIVIDEND YIELD CALCULATION

Average Annoalized Dividend
Stock Price (1) Dividend Rate (2) Yield

January 1986 $ 24.10 § 1.80 7-47%

February 25.17 1.80 7.15
25.81 1.80 6.97
25.93 1.90 7.33
26.60 1.90 7.14
31.26 1.90 .08
32.88 1.90 5.78
32.76 1.90 5.80
31.81 1.90 5.97
31.04 1.90 6.12
29.98 1.90 6.34
28.31 1.90 6.7

January 1987 27.70 1.90 f.R6
February 28.06 1.90 6.77
29.35 1.90 ¢.A7
27.25 1.90 - 6.37
26.15 1.90 7.27
27.28 1.90 6.6
27.14 1.90 7.00

Average

(1) Average of daily high and low stock prices for each month.
(2) Iatest declared quarterly dividend rate annualized.
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.

SOUTHERN CALIFORNIA WAYER COMPANY
“  RETURN ON COMMON EQUITY
DISCOUNTED CASH FLOW ANALYSIS

GROWTH RATE CALCULATION

Dividend Earnings Per rook Value Por
Growth (1) Share Growth Share GCeawth (1)

4.23% 15.00% O 1.96%

6.08 217> 1.36
1984 5.10 21.11 3.24
1985 7.58 7.34 3.43
1986 5.63 15.49

Five Year .
Average 5. 7% . S5.10%

Three Factor ,
Average : 6.62%

(1) Calculated £rom information included in 1986 Annual Report to
~ Shareholders.
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The CAPM is based on the assumption that investors
generally hold portfolios of securities, and the riskiness of a
security is viewed in terms of its contribution to the overall
riskiness of a portfolio.

The formula for CAPM model is shown below:

r = Rf + b x (Rm=Rf)
where the expected rate of return (r) is the sum of the risk-free
rate of return (Rf) plus the security’s beta coefficient (b) tinmes
the market return minus the risk-free rate of return (Rm=-Rf). The
expression (Rm-Rf) is called the market risk premium.

The market risk premium is assumed to be 8.3% based on
the classic Ibbotson and Sinquefield study of historic market risk
premiums. The .595 beta used in the staff analysis was developed
from data on SCWC’s average returns on common eguity and average
year Standard & Poor’s 500 earnings. The proxies for the risk-free
rate are U.S. Government securities. Staff used short-term debt
forecasts to minimize interest rate risk. Staff selected 3-month
and l2-month forecasted rates to capture a range of forecasts over
short term:; Data Resocurces, Inc. forecasts for 3-month treasury
bills are 6.13% and for 12-month treasury bills are 6.94%.

r = _Rf + L % (Rm-RL)
11.07% = 6.13% + .595 X 8.3%
11.88% = 6.94% + .595 x 8.3%

The results of the CAPM analysis indicate that the
investors’ expected return' for SCWC for the test period is between
11.07% and 11.88%.

. Thus, while the staff-recommended range is based upon
three methodologies = DCF, risk premium analysis, and CAPM, SCWC’s
request is based solely on its DCF analysis. Furthermore, SCWC
considexed only its own financial information, while the staff
considered comparative figures for several comparable water
companies, both in and outside of California.
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SCWC’s DCF analysis included five years of financial
history in considering long=-run growth in dividends:; the staff
based its recommendation on 10 years of financial information.

' william Caveney, President and Chief Executive Officer of
SCWC, contends that data used should be most indicative of the
future; that the present company is quite different from the one
operated more than five years ago. This is because its current and
planned common equity ratio is significantly greater than the one
experienced several years age, and alse because company-financed
portions of plant additions in the earlier five~year period totaled
$32,673,000; whereas in the most recent five-year period the figure
rose to $57,571,000, an increase of 76%. Caveney expects the level
of plant additions funded from company funds in the near future to
be similar to the most recent five-year period.

Of further concern to Caveney is the 1986 ‘Tax Reform Act,
requiring all advances and contributions to be taxable at the
outset as income. The uncertainty over who may have to be liable
for these taxes, Caveney believes, argues for a greater capital
need than might otherwise be required. (Since this matter was
submitted, we have issued D.87=-09=-026, dated September 10, 1987 in
Order Instituting Investigation (I.) (OII) I.86~11-09. The
decision, effective October 10, places the major tax burxden for
contributions in aid of construction on c¢contributers. However, the
Commission expressed its sympathy for the competitive problems
which may be experienced by water companies, i.e., the argument
that any additional cost to developers may force them to deal with
municipalities who are not required to pay the tax, or start their
own water company to avoid the tax.)

Further commenting with respect to risk, Caveney noted
that if the Commission authorizes a higher rate of return in a
future proceeding for a different district, the subject district is
not allowed to automatically increase its rate of return to get a '
step rate. However, he maintains, if the Commission authorizes a
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lower rate of return in a future proceeding, the subject district
cannot have a separate step increase unless its rate of return is
below the latest authorized by the Commission for any district.
(Note: This has been, but is no longer Commission policy. See,
e.g. D.§7=09-071 in A.86-11-021.)

The witness also asserted that there is much more sales
volatility within the water utility industry than within the energy
uwtility industry: yet, energy utilities have mechanisms which
protect them in the case of declining sales. And he emphasized the
product risk of water utilities - that while most water is not
actually ingested, all of it has to meet Department of Health
standards. More money is required for blending and testing
requirements, and more stringent requirements are anticipated from
the Environmental Protection Agency at the federal level.

Increased storage may be required to aerate some of the
hydrocarbons contained in certain wells. .

SCWC’s need for capital is greater than the needs of
othexr water utilities, Caveney contends. Citing a recent study by
the California Water Association of the 12 largest water companies
in California, Caveney testified that SCWC’s company-financed
additions amounted to approximately $60 million during the period
1981-1986; while the additions by California Water Service Company,
the largest company in the state, were about $50 million, and those
of San Jose Water Company were only $26 million. He stated that
those ranges will continue into the future, i.e., SCWC will be
investing more dollars in utility plant than any other water
conpany, reéardless of size. Furthermore, he declared that SCWC is
the only major water utility in Califormia that has had extensive
sales of common stock in the public market. In 1980, 550,000
shares of stock were sold, having a value of over $6 million:; and
in 1986 the company made two public offerings —one in May of
330,000 shares raising $8.2 million, and another in December of
560,000 shares raising $12.2 million. Caveney anticipates that
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this program must continue to raise the capital for necessary plant
improvements. He stated that SCWC’s shareholders are primarily
buyers of dividends. .

Another significant risk facing the company, Caveney
testified, and o¢ne shared by other water agencies, is the specter
of a major claim by the Internal Revenue Service (IRS) for taxes
not paid in the past. The claim, for $3.2 million, invelves the
treatment of tax benefits from plant financed by advances for
construction. Caveney has testified regarding this situation in
rate proceedings over the past several years. The threat, he
emphasizes, is much more imminent now because the IRS just recently
turned down SCWC’s appeal, necessitating court action. He stated
that the ¢laim for $3.2 million involves the years 1976 through

1980; that the years since 1980 are still open with respect to this
issue.

The following takle illustrates recent Commission action
with respect to return on equity for large water utilities:
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Return on Equity

Large Water Utilities

-~

Application
No.

A.86=05-037
through

JA-36-05—04l

A.86=05-016
A.86-05-017

A.86=04-002
A.86-06-048
A.86=05-047

A.86=07-010
A.86=-07-011
A.86~07-012
A.86-07-028
A.86-07-029
A.86-07-030

A.86-11-022

1987

Decision

D.87-03-078
(3=25=57)

D.87=03-030
(3=-6-87)

D.87-01-060

(1-28-87)

0.87-01-064.

(1-28-87)

D.87=01~059
(1-28=37)

D.&7-04~069
(4=22-87)

0.87-09~071
(9-23-87)

15.00%

15.00%
14.75%
16.00%
16.00%

16.00%

13.00%

Return on Equity
No., (Date)  Resmested i

13.00%

13.00%
13.00%
12.75%
12.75%

12.75%

12.00%

Prior
Returp
en_Eouity

14.50%

14.25%

13.50%

13.20%
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The ALY informed the parties by letter that he intended
to take official notice of the recent increases in the prime
lending rate. .

After consideration, it is our decision that a fair
return on equity for SCWC, for purposes of this proceeding, will be
one-half percentage point over the high point of the staff
recommendation, or 12.5%. 2adoption of this figure will result in
cost factors and rates of return as set forth in the following
table:

Recommended Rates of Retuxn
1988, 1989, 1990

Capital Cost
sonponent Ratios Factors
1988
Long=-Term Debt 47.0% 4.59%
Preferred Stock 2.0 .09

Common Equity _6.38
Total © 100.0% 11.06%

2280

Long-Term Debt 47.0% T 4.60%
Preferred Stock 2.0 .09

Common Equity 5.9 6.38
Total 100.0% -11.07%

1220

Long-Term Debt 47.0% 9.82% 4.62%
Preferred Stock 2.0 4.45 -09
Common Ecuity 21.0 12.50.

£.38
Total 100.0% 11.09%
Authorization of a 12.5% ROE for this district, as well
as those considered on this common record, will afford SCWC
opportunity to earn a reasocnable rate of return and give adeguate
consideration to the rollowing.factors:

1. SCWC is a regqulated public utility engaged
in a business which affects the public
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interest and must provide service at
reasonable rates.

Fair and reasonable rates must balance the
interests of investors and ratepayers.

Capital requirements.

SCWC’s capital structure, capxtal costs,
and financial history.

The recent increase in the prime rate.

(Although an ROE of 12.5% is reasonable

here even without this change.)

We recently issued a decision on a large water utility
rate case (D.87=-09-071, A.86-11~022) where we authorized a 12.0%
ROE, and in which the company’s equity ratio was 80%. Caveney
referred to the ALJ’s proposed decision in that proceeding. SCWC’s
ratios of 51.0% must be considered riskier than the utility with
the 80% ratio. The IRS claim testified to by Caveney has the
potential for adversely affecting both the present and future
holders of SCWC’s common stock. SCWC’S long term debt cost is
increasing. The most recent five~-year period of SCWC’s financial
history is probably a more accurate indicator of SCWC’s near future
ability to pay dividends plus its growth rate, than the l0-year
history presented by the staff. The company’s need to raise new
capital is continuing. All these factors combine to suggest that a
greater ROE is needed than than the range recommended by the staff,
although not as great as the 13.25% requested. TFinally, recent
stock market upheavals may suggest to investors greater risk and
the need for greater returns than they previously sought.
Rate Base
SCWC estimated a $2950,000 expansion project for the

Coloma Treatment Plant in 1989. Staff recommends that such a largé
amount ke included in rates only after it is built; that an advice
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letter filing be authorized for the plant expansion when it is
completed. We concur with the staff and will authorize the advice
_letter filing.

Genexal office

SCWC agreed with the staff recommendations concerning
rate base set forth in Exhibit 14 in most instances, but disagreed
on three items: General Office Renovation, Replacement of
Mainframe Computer, and Customer Information System.

SCWC had requested $100,000 in its application for
renovation of its main office in Los Angeles. Company witness
Young testified that SCWC was reducing its request for beginning of
year 1988 to $50,000, stating that about that amount will have been
spent by the end of 1987. This amount was %o be spepnt for a
comprehensive study comparing costs of renovating the current
offices with costs of other options, including moving to a
different location. Study costs will include architect fees, an
asbestos audit, and property appraisals (Tr. 208). sStaff witness
Hirsch testified (Tr. 241) that the staff would prezer 0 have more
time to evaluate the proposed study.

As the time of hearing the proposed study, perhaps to be
completed sometime in October, was too problematic to be included
in rate base. Young stated that another rate case filing will be
nade early in 1988. If SCWC has made adequate progress on its
renovation/relocation plans by then, including a completed study,
it can include such information in that filing. Young conceded
that SCWC had already received $100,000 additional in rate base for
renovation of its general office in its last rate case which
covered the Bay, Calipatria, Clearlake, and Simi Valley Districts
(D.87=04-069, Tx. 227). The $50,000 requested for the study will
not be included in our adopted summary of earnings at this time.

There is no dispute over SCWC’s need to purchase a new
mainframe computer. The controversy concerns the timing and
mechanism for inclusion of the computer in rate base. SCWC has
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State Income Taxes

The staff state income tax calculation reflects the
effect of Senate Bill 572, signed by the Governor on Septembexr 29,
1987, and which reduces the applicable tax rate from 9.6% to 9.3%.

Adopted Summary of Eaxninds

'\ Our adopted summary of earnings shown below will reflect
adoption of a 12.5% ROE for 1988, 1989, and 1990, subject to
further orders of the Commission t¢ change the ROE during the
review of future rate cases involving other districts of SCWC: as
well as the exclusion of the three general office rate base items
discussed supra and the Coloma Treatment Plan expansion.
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‘I’ ' TABLE 1

SOUTHERN CALIFORNIA WATER COMPANY
Arden-Cordova District

Adopted Summary of Earnings

1988
Present Authorized

(Thousands of Dollars)

Total Revenues 1,394.1 $ 1,490.9

Operating Expenses

Oper.& Maint. 554.1 554.5
Adnm.& Gen. , 90.2 90.2
Gen.QfLf.Alloc. 84.3 84.3
Depreciation 222.8 222.8
Other Taxes 79.0 79.5 |
State Franch.Tax - 29.3 38.5
Federal Inc.Tax 63.8 93.3
Total 1,123.5 1,163.1

. "Net Income 270.6 327.8

Rate Base - 2,963.0 2,963.0
Rate of Return _ 9.13 1l.06

1989
Authorized

(Thousands of Dollars)

Total Revenues 1,447.1 4 1,582.7

Operating Expenses

Oper.& Maint. 579.0 8579.6
Adm.& Gen. 94.3 94.3
Gen.0ff.Alloc. 88.2 88.2
Depreciation T 230.0 230.0
Other Taxes 83.9 84.6
State Franch.Tax 28.8 41.7
Federal Inc.Tax 65.9 107.2

Total 1,170.2 1,225.6

Net Oper. Revenue 276.9 357.1.

Rate Base 3,225.1 3,225.1
Rate of Return 8.59 11.07
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requested $400,000 in 1988 for the purchase of the computer. Staff
recommends that the computer be excluded from rate base until
actually purchased. The computer was included in rate base for
purposes of the Bay, Calipatria, Clearlake, Santa Maria, Ojai and
Simi Valley Districts. But SCWC’s witness Romines testified that
the company has just begun its competitive look at different
computers. He stated that SCWC is anticipating ordering the
computer in December or January, with delivery about 90 days
thereafter. In the circumstances, we will disallow inclusion of
the computer in rate base for purposes of this proceeding. SCWC is
already recovering the cost of the yet-to-be purchased computer in
the above six districts. It may request inclusion thereof in rate
case filings for other districts in 1988.

SCWC requested $100,000 in 1989 to expand its Customer
Information System (CIS). Young testified that the system grew out
of two Commission decisions ordering the company to upgrade its
customexr relations program in certain districts. Staff witness
Hirsch conceded that a CIS would help'customer relations: that most
other large utilities have on-line data retrieval for customer
accounting information, and that there is possibly a need for it.
However, he stated, given the indefinite status of the computer
replacenent, SCWC does not have the'capacity for additional
terminals. He does not believe the CIS would be operative by 1989.

It is apparent that an effective CIS will depend upon the
company’s f£irst securing and installing its mainframe computer.
Thereafter, terminals would have to be installed in the various
districts. The indefiniteness surrounding this general office rate
base addition is a recurring theme and we believe that in view of
the fact that these general office items - renovation, mainframe
computer,'and CIS, are not yet on line. There is inadequate
Justi®iration for including them in rate base for the test year.
SCWC will have adequate opportunity to include these general office
rate base items in appropriate future rate case filings.
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State Ingome Taxes

The staff state income tax calculation reflects the
effect of Senate Bill 572, signed by the Governor on September 29,
1987, and which reduces the applicable tax rate from 9.6% to 9.3%.

Adopted Sumpary of Earnings

‘ our adopted summary of earnings shown below will reflect
adoption of a 12.5% ROE for 1988, 1989, and 1990, subject to
further orders of the Commission to change the ROE during the
review of future rate cases involving other districts of SCWC: as
well as the exclusion of the three general office rate base items
discussed supra and the Coloma Treatment Plan expansion.
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. ' TABLE 1
SOUTHERN CALIFORNIA WATER COMPANY
Arden-Cordova District

Adcpted Summary of Earnings

1988
Present Authorized

(Thousands of Dollars)

Total Revenues : 1,394.1 $ 1,490.9

Operating Expenses

Oper.& Maint. 554.1 | 554.5
Adm.& Gen. 90.2 90.2

Gen.0ff.Alloc. 84.3 84.3
Depreciation 222.8 222.8
Other Taxes 79.0 . 79.5
State Franch.Tax - 29.3 38.5
Federal Inc.Tax 63.8 93.3

Total 1,123.5 1,163.1

. "Net Income 270.6 327.8

Rate Base 2,963.0 2,963.0
Rate of Return 9.13 11.06

1989

Authorized
(Thousands ©f Dollars)

Total Revenues 1,447.1 $ l,582.7

Operating Expenses S ‘

Oper.& Maint. 579.0 579.6
Adm.& Gen. 94.3 94.3
Gen.0LL.Alloc. 88.2 88.2
Depreciation T 230.0 230.0
Other Taxes 83.9 84.6
State Franch.Tax 28.8 4.7
Federal Inc.Tax 65.9 107.2

Total 1,170.2 1,225.6

Net Oper. Revenue 276.9 357.1.

Rate Base 3,225.1 3,225.1
Rate ¢of Return 8.59 11.07
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1986 _Tax Reform Act
On September 10, 1987, the commission issued D.87-09-026
relating to the effects of the 1986 Tax Reform Act on contributions
in aid of construction (CIAC) and advances for c¢onstruction (AIC).
In accordance with that decision, SCWC informed the staff
on October 28, 1987, that it was choosing Method S5, as designated
in that decision, as its methed of handling the taxes affected by
CIAC and AIC. This has been reflected in the Summaries of Earnings
previously discussed. |
Rate Design
In its proposed rates for 1988, 1989, and 1990, SCWC is
requesting that the following tariff schedules be changed to
reflect the increased revenue requirements:
Schedule Slass of Sexvice
AC-1 Genexral Metered Sexvice
AC-2 General Flat Rate Sexrvice
AA=4 Private Fire Service

The sexrvice charge rates presently in effect under the
General Metered Service tariff schedule were designed to recover
approximately 23% of the fixed costs. The utility’s proposal for
the general metered service maintains that ratio.

The following tables show the effects of the utility=~
proposed increases and the staff bill analysis for the 5/8% x 3/4”
meter for the respective years:
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PRCPQOSED CHANGE IN RATES
SoCwl. Water CO.

Arcen=Cordova, District

SIWEDULE NO. AC+1, GENERAL NETERED SERVICE

1087 cvssrsveenlOffentsivenssce nsosrenseslOB0eransscivass sassincsselPOfeccarnantnne
Cescription proposed  Daliar Porccpc Proposed Dollar Percent Proposed Dollar Percent

‘Rages Rates Charge Chmgfr Rates Change Chomge, Rates Chamnge Change
SERVICE CNARCE

5/8™ meter 34.20 10.93% . 3,20 4, 76% 3440
376" mater 4,73 17762 23 5.26% 5.00
™ meter . 5.50 14.,58% -50 .09 6.00
Tt/ mator 8.00 19.40% 1.00  12.50% 9.00
2 meter 10.00 17.45% 1.60  10.00%  11.00
3™ mever 15.00 23.00% 3.00 20.00%  13.00
& mater 29.00 11.56% 2.00 6.90%  31.00
4 meter $3.00 10.462% 1.00 1.89%  54.00
& meter 466.00 10.00% 2.00 3.05% 468.00

.
.

CoMMCDITY CWARCE
For all water,perCCr 0150 6.96%

BILL ANALYSIS = 5/8" meter

.

_ 1987 ccevconsenclGlfisacenmnncen srnsncscnaslP80ecccnnsvane nassssssccalQ0loscnconrasray
Monchiy Usage Proposed Dollar Percent Proposed follar Percent Proposed  Dollar Percent
ccr Rates Rates Change Oharnge Rates Chamge Change Rates Change Change

S3.80 3620 540 033X SL.0 320 476 328 $.00 L0k
432 45 53 122 589 .25 5.05% Sa3 .03 .oex
553 636 M3 WX LT 33 S.51% 0 682 1 1.4
813 9.59 18.03% 10,17 6.00% 1045 .28 2.7%
12,65 1698 20,328 1395 95 6 1849 .56 TS
100 .10 2.7 R.00% 2746 6.60% 2838 1.2 Lo
138¢avg.) 27,67 3595 2.60% 6.2 6.89%  3TT 185 Lam
200 340 4732 B.% 30.52 678X STTS 226 Ludx
300 55,70 e8.88 Bubox  73.38 682 | 7696 336 48T
400 T5.00  90. B.89% 96.64 6.86%  OTIT L8 4ubiz
560 90.30  112.80 %055 119.70 6.53% 12530 5.0 4.48%
1000 176,38  219.80 %320 235.00 697 620 120 4T
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As shown in the table for the General Metered Service,
increases were applied to both the service charges and the
commodity rates for 1988, 1989, and 1990.

On May 28, 1986, the Commission issued D.86-05-064 in
OIX 84-11-041, which established a water rate design peolicy.

That policy, among other things, established fixed costs
as they relate to the service charges to be those direct costs that
are necessary to provide customer access to water. These fixed
costs were defined in the decision as:

1. Maintenance expense

2. Transmission and distribution expense

3. Customer account expense, excluding
uncollectibles.

Adninistration and general expense

Rent expense

Depreciation expense

Property tax expense

Gross return on investment (rate base)®

In the interest of balancing the utility’s interest with
customers’ needs, the Commission established as a statewide goal
the setting of a utility’s service charge to recover up to 50% of
its fixed cost.

The above described rate design policy applies only to
the metered customers (about 9% of total customers). For the flat
rate customers (91%), the rate increase should be equal to the
percentage increase authorized by the Commission. Staff recommends
that the utility be allowed to increase the rate for private fire
protection as recquested. :

Staff recommends that the balance of the revenue recovery
should be obtained from the metered services, and that the utility
be allowed to recover approximately 23% of the maximum 50% of fixed
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costs pursuant to the water rate design policy. This
recommendation is reasonable and will be adopted.
Complaints _
’ SCWC keeps records of the complaints that it receives
from customers. A tabulation of the complaints received over the

last four years and the first quarter of 1987 is shown below, from
staff Exhibit 16.

Main
Year Billing Bressure ouality Qthex Leaks
81 [ 90 18
195 36 89 20
12 27 81 9

28 22 64 29
19 2 10 1

%1987 data are for first quarter.

The utility classifies the complaints into several
categories. The billing complaints include high bills, possible
misreads of the meters, and billing errors. Some of these are
caused by excessive use or leaks on the customer’s premises, e.g.,
after the meter. Pressure complaints include high or low pressure
at the customer’s premises. These complaints are sometimes caused
by reduced flow rather than just low pressure. The watex ¢uality
complaints include complaints about the taste, odor, and appearance
(e.g., dirt or color) of the water, and sometimes include suspected
problems where there is no physical evidence. Any complaints that

cannot be classified into the above categories are listed under the
“Other.”

The number of complaints is relatively constant except
for billing complaints in 1984. Staff states that the records of
complaints in the district office showed that the utility persomnnel
and the district manager went to a great deal of effort to resolve
complaints and talk to the customers about problems and perceived
problems. In addition, the utility personnel would in some cases
change the customer‘’s gate valves if the customer provided the
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replacement part. This courtesy valve replacement is more than the
usual turning off of the water service to the customer so that a
plumber could effect repairs to the customer piping.

customex. Relations RProqgram

Commission D.86-10-025 issued October 1, 1986, in
conjunction with the rate applications for Barstow, Desert,
Metropolitan, San Bernardino, and Pomona Valley Districts included
an oxder requiring SCWC to prepare a plan for the augmentation of
its maintenance program and for the improvement of its public
relations program for these districts. The next decision,
D.87~04-069, ordered SCWC to include in the public relations
progranm the following six districts: Santa Maria, Ojai, Simi
Valley, Clearlake, Bay, and Calipatria-Niland.

Realizing that inadequate public relations was not
limited to those districts, SCWC has taken the initiative to
develop a public relations program for the entire company. SCWC
expanded the program with the public relations firm that they had
been using. In addition, SCWC hirxed another firm to survey all of
the customers with a “report card” type of grading form to
initially determine customer perceptions. The results of this
survey were compiled in graphical form and are being used to
develop a public relations program. SCWC sends periodic reports of
its public relations program to the Commission staff.

SCWC is stepping up public relations activities, and in
time the results should be appreciable. SCWC bas a preliminary
plan for a customer information department which would provide up-
to-date customer account information and provide a convenient
method for customers to report problems. A customer information
department may provide a method for the ratepayers to contact the
utility and receive service with a minimum of frustration.

This department was scheduled in the 1989 budget for the
general office. Since the plans for the general office are running
behind schedule and the method of operation and relaying
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Balancing Accounts :

In July 1987 SCWC provided the recorded June 1987
balances in its balancing account set up pursuant to Public
Utilities Code Section 792.5. The balance as of June 30, 1987, was
$152,619 undercollections or 1ll% of the gross annual revenue for
Arden—-Cordova.

In accordance with established Commission procedures
recorded balances exceeding 5% of gross annual revenues should be
amortized over a two-year period. Accordingly, the appropriate
surcharge has been included in Appendix A.

In accordance with Public Utilities Code Section 311, as
amended by Assembly Bill 3383, the ALJ’s proposed decision was
mailed to appearances on November 16, 1987. Comments were received
from the staff concerning our adopted return on equity of 12.5% for
the Axden-Cordova, San Gabriel Valley, and Wrightwood Districts.
Nothing in the comments persuades us that the proposed deczsxons
should be changed in this regard.

Findi . F

1. The Coloma Treatment Plant expansion, scheduled for
completion in 1989, should not be included in rate base at this
time. An advice letter filing to cover this expansion should be
authorized by this order.

2. The requests by SCWC for general office rate base
increase - renovation, mainframe computer, and CIS - are not
reasonable at this time because plans for and assurance of their
completion are indefinite. Their inclusion in rate base should not
be allowed until they are completed, at which time SCWC may submit
an advice letter filing to cover such costs. .

3. 7The prime lending rate has 1ncreasad since . subm;ssxon ot
this proceeding. ’

4. Undxr The circumstances discussed herein under “Rate of
Return,” a constant ROE of 12.5% will afford SCWC adequate
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information to the districts is not complete, this may be delayed
to 1990 or later until the plans are fully developed. (See
discussion under General Office - Rate Base.) .

astrition Allowance

An attrition allowance is needed when increases in
revenues and productivity to offset increases in expenses
(including the effects of cost of capital) are insufficient,
thereby causing a decline in the rate of return for the following
year. Attrition consists of two parts: financial and operation.
Financial attrition occurs when there is a change in the utility’s
cost of capital. Operational attrition is the result of changes in
operating categories, e.g., revenues, expenses, and rate bhase.

For the third year, an attrition allowance should he
granted for the operational attrition at the newly authorized rates
fronm the adopted summary of earnings for 1988 and 1989. The
slippage in rates of return for the respective years is projected
into the third year. '

The financial attrition allowance is noted in the report
on the cost of capital and rate of return.

On or after October 30, 1989, the utility should be
authorized to file an advice letter, with appropriate workpapers,
in its request for the attrition increase, or file for a lesser or
greater increase in the event that the rate of return on rate base
adjusted to reflect the rates then in effect and normal ratemaking
adjustments for the 12 months ending September 30, 1989, differs
from the rate of return adopted in this proceeding or a then-
current rate of return adopted for another district of this
utility, whichever is later. Such a f£iling should comply with
General Order 96-~A. The staff shall inform the Commission. if it
finds that the proposed attrition rate increase is not in
accordance with current Commission practices, and the Commission
may then modify the increase.
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Balancing Accounts : :

In July 1987 SCWC provided the recorded June 1987
balances in its balancing account set up pursuant to Public
Utilities Code Section 792.5. The balance as of June 30, 1987, was
$152,619 undercollections or 1ll% of the gross annual revenue for
Axrden=Cordova.

In accordance with established Commission procedures
recorded halances exceeding 5% of gross annual revenues should he
amortized over a two~year period. Accordingly, the appropriate
surcharge has been included in Appendix A.

In accoxdance with Public Utilities Code Section 311, as
amended by Assembly Bill 3383, the ALJ’s proposed decision was
mailed to appearances on November 16, 1987. Comments were received
from the staff concerning our adopted return on equity of 12.5% for
the Arden=Cordova, San Gabriel Valley, and Wrightwood Districts.
Nothing in the comments persuades us that the proposed decisions
should ke changed in this.regard.

Findi ¢ !

1. The Coloma Treatment Plant expansion, scheduled for
completion in 1989, should not be included in rate base at this
time. An advice letter filing to cover this expansion should be
authorized by this order.

2. The requests by SCWC for general office rate base
increase - renovation, mainframe computer, and CIS -~ are not -
reasonable at this time because plans for and assurance of their
completion are indefinite. Their inclusion in rate base should not
be allowed until they are completed, at which time SCWC may subnmit
an advice letter filing to cover such costs. ‘

3. The prime lending rate has 1ncreased since subm;ss;on of
this proceeding.

4. Under the circumstances discussed herein under *Rate of
Return,” a constant ROE of 12.5% will afford SCWC adequate
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opportunity to earn a fair rate of return during the period 1988-
1990, subject to further orders of the Commission to c¢hange the ROE
during the review of future rate cases involving other districts of
SCwWC. ) | _

5. The rate design recommended by the staff is reasonable.

6. The revenue requirement increase for attrition year 1990
is estimated to be $37,000.

7. The increases in rates and charges authorized by this
decision are justified and reasonable; the present rates and
charges, insofar as they differ from those prescribed by this
decision, are for the future unjust and unreasonable.
conclusions of Law

l. Revenue increases of $100,900 or 7.3% in 1988, $56,900 or
3.5% in 1989, and $37,000 or 2.3% in 1990 are reasonable bhased upon
our adopted results of operations for this district.

2. SCWC should not be allowed to include the Coloma
Treatment Plant expansion cost, nor the costs for general office
relating to renovation, mainframe computer, and CIS until these
items are coméleted and in use.

3. SCWC should be authorized to file the rate schedules
attached as Appendixes A and B, as specified in the following
order.

4. This order should be effective today to meet SCWC’s need
for rate relief.

OQRDER

IT IS ORDERED that:

1. Southern Califormia Water Company (SCWC) is authorized to

file for its Arden—-Cordova District, effective January 1, 1988, the
revised rate schedules in Appendix A. The filing shall comply with
General Order (GO) 96-A. The revised schedules shall apply only to
service rendered on and after their effective date.
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2. On or after November 15, 1988, SCWC is authorized to file
an advice letter, with appropriate workpapers, requesting the step
rate increases attached to this order as Appendix B, or to file a
proportionate lesser or greater increase which includes & uniform
cents per 100 cubic feet of water adjustment from Appendix B in the
event tbhat the Arden-Cordova District rate of return on rate base,
adjusted to reflect the rates then in effect and normal ratemaking
adjustments for the 12 months ending September 30, 1988, differs
from the later of (a) the rate of return found reasonable by the
Commission for SCWC during the corresponding peried in the then
most recent xate decision, or (k) 11.07%. This filing shall comply
with GO 96-A. The requested step rates shall be reviewed by the
staff to determine their conformity with this order and shall go
into effect upon the staff’s determination of conformity. But the
staff shall inform the Commission if it finds that the proposed
step rates are not in accord with this decision, and the Commission
may then medify the increase. The effective date of the revised
schedule shall be no earlier than January 1, 1989, or 30 days after
the filing of the step rate, whichever is later. The ravised
schedule shall apply only to service rendered on and after its
effective date.

3. On or after November 15, 1989, SCWC is authorized to file
an advice letter, with appropriate workpapers, requesting the step
rate increases attached to this orxder as Appendix B, or to file a
proportionate lesser or greater increase which includes a uniform
cents per hundred cubic feet of water adjustment from Appendix B in
the event that the Arden—-Cordova District rate of return on rate
base, adjusted to reflect the rates then in effect and normal
ratemaking adjustments for the 12 months ending September 30, 1989,
differs from the later of (a) the rate of return found reasonable
by the Commission or ~IWC during the corresponding period in the
then most recent rate decision, or (b) 11.09%. Such filing shall
conply with GO 96=A. The requested step rates shall be reviewed by
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the staff to determine their conformity with this order and shall
go into effect upon the staff’s determination of conformity. But
the staff shall inform the Commission if it finds that the proposed
step rates are not in accord with this decision, and the Commission
may then modify the increase. The effective date of the revised
schedule shall be no earlier than January 1, 1990, or 30 days after
the filing of the step rates, whichever is later.

4. SCWC is authorized to make an advice letter filing for
the cost of the general office renovation, mainframe computer, and
custonmer information system, and for the Coloma Treatment Plant
expansion, subject to approval by the staff, after these projects
are completed and in operation.

This order is effective today.
Dated December 17, 1987, at San Francisco, California.

STANLEY W. RULETT
President
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILK
JOBN B. OHANIAN
Commissioners

| CZRTIFY THAT YHIS DECISION
WAS APPROVED. BY TME ABOVE
COMMISSIONERS TODAY. -

Ul

Victor Waisser, -Exocurive Dicector

g
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. ) Southern California Water Co.
Arden-Cordeva District

SCHEDULE NO. AC-1
GENERAL METERED SERVICE

Applicability

Applicable to all general metered water service.

Terxritory
Arden Manor area located approximately six miles northeast
of Sacramento and Rancho Cordova and viecinity, Sacramento County.

Rates

Per Meter
Sexrvice Charge: Per Monthw*

Por 5/8 x 3/4-inch meter......'......' 4.00
For 3/4=inch meterececencns 4.40
. For l-inch meterecesness 5.00

-~
Hoer o 40 00 0 0 00 H

~—

-~

FOZ‘ 1 1/2-inCh meter-t-...ooo.----..‘--n- 7-00
FOI‘ 2-inCh meter-------............. 9.00
FOI‘ 3'inCh meter---—---o:.-----.-o-. 12.50
For 4=inch meter.cecccececcoovrncecns 27.00
For 6-inch meter cececssnne 50.00
For B-inCh meter arvevererren 63-00

Quantity Rates:
For all water delivered, per 100 cu.ft 176 (I)
The Service Charge is a readiness-to-serve charge which is

applicable to all metered service and to which is to be
added the monthly charge computed at the Quantity Rates.

Special Condition

1. Due to the undercollection in the balancing account,
an amount of $0.014 per Ccf is to be added to the quantity
rates as shown above until twenty-four months from the
effective date of this filed tariff to amorxrtize the
undexrcollection.

* All rates are subject to the reimbursement fee set
forth on schedule No. UF.
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. Southern California Water Co.
Arden=Cordova Districe

SCHEDULE NO. AC-2
FLAT RATE SERVICE

Applicability

Applicable to all flat water service.

Territory

Axden Manor area located approximately six miles northeast
of Sacramente and Ranche Coxdova and vicinity, Sacramento County.

Per Service
Connection
Rates Per Monthw*

. 1. For each single unit of occupancy,

including premises not exceeding
12,000 sg. ££. in ared.c.eccenccvonces 8.45 (I)

For a duplex including premises not
exceeding 12,000 sg. ft. in area..... 16.90 (1)

For each additional detached unit of

occupancy on the same premises and

served from the same service

CONMNECEION ceevevcnerennncosancncnanss 8.45 (L)

For each swimmimg pool equipped with

recirculating filter system, on the

same premises and served from the

same service connectioN.seecevscccens 2.00 (I)

Special Condition

1. Due to the underxcollection in the bhalancing account,

an amount of $0.45 and $0.90 is to be added to the monthly
rate for single units (including detachments) and duplexes,
respectivity,as shown above until twenty-four months from the
effective date of this filed tariff to amortize the
undercollection.

* All rates are subject to the reimbursement fee set
forth on schedule No. UF.
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’ . Southern California wWater Co.
All Districts

SCHEDULE NO. AA-4
PRIVATE FIRE SERVICE

Applicability

Applicable to all water service furnished to private fire
systems and to private fire hydrants.

Territoxy
Rate A -~ Applicable within the Arden-Cordova, Bay, Calipatria- (T)
Niland, Clearlake, Los 0Osos, Metropelitan, Ojai, San (T)
Gabriel Valley, and Wrightwood Districts. (T)
Rate B - Applicable within the Barstow, Big Bear, Desert, Orange

County, Pomona Valley, San D:x.ms, Santa Maria, and
Simi Valley Districts.

Rates . Per Month

A B
. For each inch of diameter of service commnection $ 4.00 $ 3.00

(End of Appendix A)
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Each of the following increases in rates may be put into
ffect on the indicated date by filing a rate schedule which
dds the appropriate increase to the rate which would otherwise

be in effect on that date.

Bffective Dates
. 1-1-89 1=1-90

Schedule AC~1l General Metered Service

Service Charge: Per Meter Per Month

For 5/8 x 3/4-inch meter..ceeceae. $ .10 $ -10
For 3/4=inch meterececeencees .10 .10
Fox l-inch meter.......... .10 .10
Fox 1 1/2=inch Meter.ececceccsns .15 15
FOI 2-inCh meter- saewssasew -20 .20
Foxr 3=inch meterecceccases «30 ate]
FO].’ 4-inCh meter...-.--.-. 1.00 1-00
For 6=inch Mmeterececereees 1.00 1.00
For 8=inch meter.cceceeeas 1.00 1.00

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

,. -

Schedule AC=-2 General Flat Rate Service

For each single unit of occupancy,
including premises not exceeding
12,000 sg. f£t. in area |

For 'a duplex including premises not
exceeding 12,000 sq. ft. in area.....

For each additional detached unit of
occupancy on the same premises and
sexrved from the same service
CONMNECLELON teveeccvecscnansnncnsarons

For each swimmimg pool equipped with
recirculating filtexr system, on the
same premises and served from the
same sexrvice conmectioN.ecceececencnas

(End of Appendix B)
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Southern California Water Company

PURCHASED POWER
Supplier:

SMUD 3/87
PGSE 1/87

Wells: _
Total Production (KCef)
Kwh per CCF
Total Kwh (1000)
SMUD Xwh (1000).
Unit Cost S/kwh
Total SMUD Energy Cost
Pyrites Well Xwh (1000)
Pyrites Cost
Enexqy Cost

Boosters:
Total Production (KCecf)
Kwh per CCF
Total Kwh (1000)
Unit Cost S$/kwh
Enexqy Cost

Gas (Total Therms):
PG&E Cost S$/therm

Total Gas Cost

Total Purchased Power

Total Chemical Cost

APPENDIX C
Page 1

Arden~Cordova District

Adopted Quantities

1988

0.898
4365.8
3974.2

0.05373
$213,533

391.6

$0
$213,533

5422.4
. 511.4
0.05373
$27,478

10888
0.56558
$6,158
$247,169

$25,500

5063.9
0.898
4544.0
4136.6
0.05363
$221,845
407.5

$221,845

5621.0
0.094
530.1

0.05363
$27,432

11287
0.56561
$6,.384
$255,661

$25,500

S0 .
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Southern California Water Company
Arden-Cordova District

Adopted Quantities

Number of Sexvices by Meter Size 1988

Schedule AC-1 ,
5/8 x 3/4 19

, 374 81

302

70

438

58

TOTAL CCr 1,709,500 1,820,300

No. of Services Usage (Kccf) Avg.Usage CCL/Yr
g - 1988 1989 1988

1989 l98sg 1989
Commercial Met. 973 1,040 1609.4 1720.3 1654.1 1654.1
Industrial

Public Auth. : 25 25 100.0 100.0 4001.9 4001.9
Other '

Total Metered 998 1709.4 1820.3

Flat Rate 9,253 3208.0 3277.4 346.7 346.7
Private Fire Prot. 275

Total 10,526 4917.5 5097.7

Water Loss: 8.9% 481.5 $00.90

Total Water Produced 5422.4 5621.0

Number of Flat Rate Services 1988

Single Unit 8264
Duplex 292
Single Unit with Swimming Pool

Single Unit with Additional Unit 2

‘I’Total
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. Arden=Cordova District

Utility Plant, Depreciation Reserve, and Rate Base

(Thousands of Dollars)

TUTILITY PLANT

Plant BOY
Utility Add.

Advances
Contributions
Total Additions

Retirement
Plant EOY

Wgt.Plant € 38.1%
Wgt.Avg. Plant

DEPRECIATION RESERVE
Resexve BOY
Contrib.
Depr Exp.(1.92%)
Clear.Chg.
Total Accrual

Retirement
Resexrve EOQY

Wgt.Accr.@ 50%

Wgt.Avg.Deprec.Reserve

RATE BASE

Utility Plant
Material & Sup.
Work.Cash Allow.

Depreciation Reserve
Advances For Constr.
Contributions-in-2aid
Gen.Office Alloc.
Unanmort.Defer.Taxes
Unamort.ITC

CIAC FTC
Capit.Items

Avg RATE BASE

12,571.2
626.3

141.9
59.4
827.6

5.1
13,393.7

424.1
12,995.3

12,995.3

6.9 |

=145.1

-2,294.1
-5,653.3
-759.2

75.5

=319.7
8L.5
3.2

2,963.0

13,393.7
345.9

257 .4
8l.9
685.2

4.2
14,074.7

259.5
13,653.2

13,653.2
6.9
=-155.1

-2,538.5
=5,984.9
=809.2
86.5

=-8£54.1
=-312.9
130.0
3.2

3,225.1
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Arden-Cordova District

Income Tax Calculations

1988

{(Thousands of Dollars)

Total Revenues 1,490.9 1,582.7

Purch. Power 247.2 256.7
Purch. wWater -0 : -0
Punp Tax -0 .0
Purch. Chem 25.5 25.5
Payroll X79.3 189.2

OM Othexr 106.8 1L2.7
AG OQther 25.9 26.5

Pension 25.% 26.5
Inj.Damage 28.7 30.2
Gen.0ffice Alloc. 84.3 . 88.2
Payroll Tax 13.2 13.9
Ad Valorem Taxes $9.0 63.0
Uncell. .00418 6.2 6.6
Loc.Franch..00489 7.3 : 7.7
subtotal 808.5

Interest 142.7 155.5
Total Deductions - 951.2 '

State Tax Deprec. 138.8
State Tax 9.3 38.5

Federal Tax Deprec. , 226.8
FPed Tax 34% 93.3
Total Federal Taxes 93.3

Net/Gross 1.685800

(End of Appendix
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Arden-Cordova District

Comparison of typical bills for commercial metered
customers of various usage level and average usage level at
present and authorized rates for the year 1988.

General Metered Service (5/8 x 3/4) Inch Meters

¢ Monthly Usage: At Present :At Authorized : Percent
:  (Cubic Feet): Rates : Rates : Increase

300 4.53 4.8 %
500 4.88 4.6
1,000 5.76 4.2
2,000 | 7.52 3.6
3,000 s.28 3.2
5,000 12.80 2.8
10,000 ' 21.60 2.4
13,784 28.26 2.2
20,000 39.20 2.1
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Arden-Cordova District

Compaxison of typical bills for residential flat rate customers of
various classes at present and authorized rates for the year 1988.

Flat Rate Service

At Present At Authorized  Percent
Rates Rates Increase

For each single unit of

occupancy including

premises not exceeding

12,000 sg. f£t. in area..... $ 7.90

For a duplex including
premnises not exceeding
12,000 s¢g. ££. in area......

For each additional
detached unit of occupancy
on the same premises and

served from the same service
connection

For each swimning pool
equipped with recirculating
filter system, on the same
premises and served from the
same service connection

(End of Appendix D)
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State Income Taxes :

The staff state income tax caleulation reflects the
effect of Senate Bill 572, signed by the Governor on September
1987, and which reduces the applicable tax rate from 9.6% to
Adopted Summary of Faxninds

Our adopted summary of earnings shown below w¥ll reflect
adoption of a 12.5% ROE for 1988, 1989, and 1990, as Xell as the
exclusion of the three general office rate base it discussed
supra and the Coloma Treatment Plan expansion.
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information to the districts is not complete, this may be delayed
to 1990 or later until the plans are fully developed. (See
discussion under General Office - Rate Base.)

Attrition All

An attrition allowance is needed when increases j
revenuves and productivity to offset increases in expense
(including the effects of cost of capital) are insuffiglient,
thereby causing a decline in the rate of return for
year. Attrition consists of two parts: financial/and operation.
Financial attrition occurs when there is a changg in the utility’s
cost of capital. Operational attrition is thefesult of changes in
operating categories, e.g., revenues, expenseé, and rate base.

For the third year, an attrition ZAllowance should be
granted for the operational attrition at the newly authorized rates
from the adopted summary of earnings £or/ 1988 and 1985. The
slippage in rates of return for the regpective years is projected
into the third year.

The financial attrition aYlowance is noted in the report
on the cost of capital and rate of/ return.

On or after October 30/ 1989, the utility should be
authorized to file an advice lefter, with appropriate workpapers,
in its request for the attrityon increase, or file for a lesser
increase in the event that the rate of return on rate base adjusted
to reflect the rates then jn effect and normal ratemaking
adjustments for the 12 moxths ending Septembexr 30, 1989, exceeds
the rate of return adopteéd in this proceeding or a then-current
rate of return adopted /for another district of this utility,
whichever is later. uch a filing should comply with General
Order 96-A. The staff shall inform the Commission if it finds that
the proposed attrition rate increase is not in accordance with

current Commissior/ practices, and the Commission may then modify
the increase.
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Balancing Accounts .

In July 1987 SCWC provided the recorded June 1987
balances in its balancing account set up pursuant to Publzc/
Utilities Code Section 792.5. The balance as of June 300 1937 was

$152,619 undercollections or 11% of the gross annual/revenuc for
Arden~Cordova. o
In accordance with established cOmmisi}éh procedures
recorded balances exceeding 5% of gross annua%/revenues should be
amortized over a two-year period. Accord;ngly, the appropriate
suxcharge has been included in Appendix A.
indi r Fact

1. The Coloma Treatment Plant egpansion, scheduled for
completion in 1989, should not be included in rate base at this
time. An advice letter f£iling to cé%er this expansion should be
authorized by this order.

2. The requests by SCWC ox general office rate base
increase - renovation, mainframe computexr, and CIS - are not
reasonable at this time beca@se plans for and assurance of their
completion are indefinit:)//mheir inclusion in rate base should not
be allowed until’ they are’ completed, at which time SCWC may subnmit
an advice letter filing/to cover such costs.

3. The prime lemnding rate has increased since submission of
this proceeding.

4. Under th/ circumstances discussed herein under ”“Rate of
Return,” a cons ROCE of 12.5% will afford SCWC adequate

opportunity to e a fair rate of return during the period 1988-
1990.

5. The rate design recommended by the staff is reasonable.

6. The/revenue requirement increase for attrition year 1990
is estimated/te be $37 000.
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Balancing Accounts

In July 1987 SCWC provided the recorded June 1987
balances in its balancing account set up pursuant to Public
Utilities Code Section 792.5. The balance as of June , 1987, was
$152,619 undercollections or 11% of the gross annual fevenue for
Arden—-Cordova.

In accordance with established Commissifén procedures
recorded balances exceeding 5% of gross annual Fevenues should be
amortized over a two-year period. Accordingly, the appropriate
surcharge has been included in Appendix A.

In accordance with Public UtilithAes Code Section 311, as
anended by Assembly Bill 3383, the ALY’s/proposed decision was
mailed to appearances on November 16, 87. Comments were received
from the staff concerning our adopted/return on equity of 12.5% for
the Arden-Cordeva, San Gabriel Vallgy, and Wrightwood Districts.
Nothing in the comments persuades that the proposed decisions
should be changed in this regard

indi : !

1. The Coloma Treatment/ Plant expansion, scheduled for
completion in 1989, should n¢t be included in rate base at this
time. An advice letter fillng to cover this expansion should be
authorized by this order.

2. The requests by SCWC for general ofifice rate base
inecrease = renovation, painframe computer, and CIS - are not
reasonable at this timé because plans for and assurance of their
completion are indefifiite. Their inclusion in rate base should not
be allowed until they are completed, at which time SCWC may submit
an advice letter f£iyling to cover such costs.

3. The pripe lending rate has increased since submission of
this proceeding.

4. Under/the circumstances discussed herein undexr “Rate of
Return,” a congtant ROCE of 12.53% will afford SCWC adequate
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7. The increases in rates and charges authorized by this
decision are justified and reasonable; the present rates and
charges, insofar as they differ from those prescribed by this
decision, are for the future unjust and unreasonable.
conclusions Of ILaw

1. Revenue increases of $100,900 or 7.3% in 1988, 556,900 or
3.5% in 1989, and $37,000 or 2.3% in 1990 are reasonable bhased upon
our adopted results of operations for this district.

2. SCWC should not ke allowed to include the Coloma »
Treatment Plant expansion cost, nor the costs for generg}férfice
relating to removation, mainframe computer, and CIS until these
items are completed and in use. yd

3. SCWC should be authorized to file the rate schedules
attached as Appendixes A and B, as specified in/éhe following
oxder.

4. This order should be effective today to meet SCWC’s need
for rate relief.

O R D E/RB

IT IS ORDERED that:

1. Southern California Water Company (SCWC) is authorized to
file for its Arden-Cordova D%strict, effective January 1, 1988, the
revised rate schedules in Appendix A. The filing shall comply with
General Ordex (GO) 96-A. The revised schedules shall apply only to
service rendered on and after their effective date.

2. On or after Né;ember 15, 1988, SCWC is authorized to file
an advice letter, witll appropriate workpapers, requesting the step
rate increases attashed to this order as Appendix B, or to file.a
proportionate less?r increase which includes a uniform cents per
100 cubic feet of water adjustment from Appendix B in the event
that the Arden-Cordova District rate of return on rate bhase,
adjusted to rezxéct the rates then in effect and normal ra%emaking
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opportunity to eaxrm a fair rate of returmn during the period X958~
1990.

5. The rate design recommended by the staff is rezxsonable.

6. The revenue requirement increase for attriti year 1990
is estimated to be $37,000.

7. The increases in rates and charges authordzed by this
decision are justified and reasonable; the preseny rates and
charges, insofar as they differ from those presgribed by this
decision, are for the future unjust and unreasénable.
Conclusions of Xaw

1. Revenue increases of $100,900 or/7.3% in 1988, $56,900 or
3.5% in 1989, and $37,000 or 2.3% in 1990/are reasonable based upon
our adopted results of operations for tlis district.

2. SCWC should not be allowed include the Colema
Treatment Plant expansion cost, ner e Costs for general office
relating to renovation, mainframe ¢ nputer, and CIS until these
items are completed and in use.

3. SCWC should be authoriZed to file the rate schedules

attached as Appendixes A and B,/as specified in the following
order.

4. This order should Ye effective today to meet SCWC’s need
for rate relief.

QRDER

IT IS ORD that:
1. Southern 9&iizornia Water Company (SCWC) is authorized to
file for its Arden-Cordova District, effective January 1, 1988, the
revised rate schedules in Appendix A. The L£iling shall comply with

/
Genexal Ordex (GO) 96-A. The revised schedules shall apply only to

service rendered on and after their effective date.
2. On dé after November 15, 1988, SCWC is authorized to file
an advice letter, with appropriate workpapers, requesting the step
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adjustments for the 12 months ending September 30, 1988, exceeds
the later of (a) the rate of return found reasonable by the
Commission for SCWC during the corresponding period in the then
most recent rate'decision, or () 11.07%. This filing shall comply
with GO 96-A. The requested step rates shall be reviewed by the
staff to determine their conformity with this order and shall go
into effect upon the staff’s determination of conformity. But the
staff shall inform the Commission if it finds that the proposed
step rates are not in accord with this decision, and theféommission
may then modify the increase. The effective date of tﬁe revised
schedule shall ke no earlier than January L, 1989, ,0or 30 days atter
the filing of the step rate, whichever is later. The revised
schedule shall apply only to service rendered on and after its
effective date.

3. On or after November 15, 1989, §;wc is authorized to file
an advice letter, with appropriate workpapers, requesting the step
rate increases attached to this order as Appendix B, or to file 2
proportionate lesser increase which xncludes a uniform cents per
hundred cubic feet of water adjustment from Appendix B in the event
that the Arden-Cordova District rdée of return on rate base,
adjusted to reflect the rates thén in effect and normal ratemaking
adjustments for the 12 months endmng September 30, 1989, exceeds
the later of (a) the rate og/return found reasonable by the
Commission for SCWC during the corresponding period in the then
most recent rate decxs;on or (b) 11.09%. Such filing shall comply
with GO 96-«A. The requested step rates shall be reviewed by the
staff to determine thelr conrormlty with this ordexr and shall go
into effect upon the staff's determination of conformity. But the
staff shall inform tﬁe Commission if it finds that the proposed
step rates are not {h accord with this decision, and the Commission
may then modify the increase. The effective date of the revised
schedule shall be’no earlier than January 1, 1990, or 30 days after
the filing of the step rates, whichever is later.
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rate increases attached to this order as Appendix B, or to file a
proportionate lesser increase which includes a uniform cents per,
100 cubic feet of water adjustment from Appendix B in the even

that the Arden=Cordova District rzte of return on rate base,
adjusted to reflect the rates then in effect and normal ratemaking
adjustments for the 12 months ending September 30, 1988, fxceeds
the later of (a) the rate of return found reasonable by/éze
Commission for SCWC during the corresponding periocd iﬂrthe then
most recent rate decisioen, or (b) 11.07%. This filing shall comply
with GO 96~A. The requested step rates shall be Yeviewed by the
staff to deternine their conformity with this oyder and shall go
into effect upon the staff’s determination of conformity. But the
staff shall inform the Commission if it £indé that the proposed
step rates are not in accord with this decision, and the Commission
may then modify the increase. The effective date of the revised
schedule shall be no eaxliex than Janu 1, 1989, or 30 days after
the filing of the step rate, whichevey is later. The revised
schedule shall apply only to service/ rendered on and after its
effective date.

3. On or after November 15, 1989, SCWC is authorized to file
an advice letter, with appropriAte workpapers, reguesting the step
rate increases attached to this order as Appendix B, or to file a
proportionate lesser increasé’which includes 2 uniform cents per
hundred cubic feet of watev/;djustment from Appendix B in the event
that the Arden-Cordova D"@rict rate of return on rate base,
adjusted to reflect the srates then in effect and normal ratemaking
adjustments for the 12 months ending September 30, 1989, exceeds
the later of (2a) the/rate of return found reasonable by the
Commission for SCWC/during the corresponding period in the then
most recent rate)gécision, or (b) 11.09%. Such filing shall comply
with GO 96-A. The requested step rates shall be reviewed by the
statf to determﬁne their conformity with this order and shall go
into effect uﬁén the staff’s deternmination of conformity. But the
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4. SCWC is authorized to make an advice lettexr filing for
the cost of the general office renovation, mainframe computer, and
customer information system, and for the Coloma Treatggnt Plant
expansion, subject to approval by the staff, after these projects
are completed and in operation.

This order is effective today.

Dated , at San ancisco, California.
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staff shall inform the Commission if it finds that the propoged
step rates are not in accord with this decision, and the C

may then modify the increase. The effective date of the /revised
schedule shall be no earlier than January 1, 1990, or days after
the filing of the step rates, whichever is later.

4. SCWC is authorized to make an advice lettedr filing for
the cost of the general office renovation, mainfrahe computer, and
customer information system, and for the Coloma reatment Plant
expansion, subject to approval by the staff, agter these projects
are completed and in operation.

This order is effective today.
Dated 0eC 17 wg7 , at Francisco, California.

STANLEY W. HULETT
4 President
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILK
- JOEN B. OFIANIAN
Commissioners




