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Decision _» (Mailed 12/14/88)
BEFORE THE PUBLIC UTILITIE&yC@MMISSION OF THE STQ&W-Oﬁ ORNIA

In the Matter of the Application of ) U UUL, """ JJ @&

the SQUTHERN CALIFORNIA WATER COMPANY)
(U 133 W) for an order authorizing Application 88«05-019
it to increase rates for water (Filed May 11, 1588)

sexvice in its Barstow District.

In the Matter of the Application of
the SOUTHERN CALIFORNIA WATER COMPANY
(U 133 W) for an orxrder authorizing

it to increase rates for water
servige in its Desext District.

Application 88-=05=021
(Filed May 11, 193&)

In the Matter of the Application of
the SOUTHERN CALIFORNIA WATER COMPANY
(U 133 W) for an oxder authorizing

it to increase rates for water
gsexvice in its Los 0Osos District.

Application 88-05-023-
(Filed May 11, 1988)

In the Matter of the Application of
the SOUTHERN CALIFORNIA WATER COMPANY
(U 132 W) for an order auvthorxizing

it to increase xates for water
service in its Metropolitan District

Application 88-05-024
(Filed May 11, 1988)

In the Matter of the Application of
the SOUTHERN CALIFORNIA WATER COMPANY
(U 133 W) for an ordex authorizing

it to increase rates for electric
sexvice in its Bear Valley Electric
District.

Appl;catlon 88-05-026
(Filed May 11, 1988)
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O’Melveny & Myers, by Thomas N. Haxding, Attoxney
at Law, for Southexn California Water Company,
appllcant.

in, Paul Carver, and Claude Booker, for
Clty of Bell "Gaxdens; and Kathy A. Davis, for
Citizens for Better Water; interested parties.
, Attormey at Law, and Rgul_gngg fox

Division of Ratepayer Advocates. \
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QP INION

Sumnaxy of Decision
This decision authorizes the following rate increases to
Southern California Water Company (SoCalwater):
1989 1999 1991

Ristrict Amount  Pexcent Amount Pexcent Amount Rexcent
Barstow $320,200 13.02 $163,200 5.79 $163,100 5.47
Los Osos 43,800 6.18 40,200 5.19 40,200 4.94
Metropolitan 528,900 1.98 527,100 1.94 527,100 1.90

Bear Valley
Electric 200,600 2.30 82,200 0.0 76,400 0.83

The increases are based on rates of return on
SoCalwatex’s rate base of 10.91%, 10.95%, and 10.99% for 1989,
1990, and 1991, respectively. The related return on common equity
is a constant 12%.

This decision also orders further evidentiary hearings to
address service problems in the Desert District and defers the rate
revision for the Desgsert District until the hearings are completed
and the Commission issues a decision.

Background

SoCalwatexr is an operating public utility corporation
with headgquarters in Los Angeles, California. SoCalWater provides
watexr sexrvice in 17 operating districts and electrxic sexvice in Big
Bear Lake, California.

On May 11, 1988, SoCalWater filed applications requesting
rate increases for water sexvice in its Barstow (Application (A.)
88-05-019), Desext (A.88-05-021), Los QOsos (A.88-05-023), and
Metropolitan (A.88~05-024) Districts. SoCalWater also filed
A.88-05-026 requesting rate increases for electric sexrvice in its
Bear Valley District. SoCalwater is requesting ratesrwhiqh'would _
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produce rates of return on its rate base of 11.43% in 1989, 11.49%
in 1990, and 11.52% in 1991 with a constant rate of return of
13.5% on common equity in each of the three years.
SoCalwater requests the following rate increases:
1989 1990 ‘ 1993
District Amount  Percent Amount Pexcent Amount Rexcent
Barstow $ 394,000 16.12 $188,700 $142,000 4.83

Desert 174,000 12.48 80,200 65,300 3.89
Los Qsos 64,900 9.17 46,400 40,300 4.81
Metropolitan 1,159,700 4.36 580,500 548,900 1.98

Bear Valley :
Electrxic 1,195,600 13.75 84,600 0.84 48,700 0.48

This decision addrcesses these applications which were
filed simultaneously and consolidated for hearings. Following is a
brief description of the five districts:

Baxstow District

The Barstow District is located in the City of Barstow,
community of Lenwood and unincorporated terrxitory in the County of
San Bernardino. The district consists of three separate systems
which are scheduled for integration in 1988.

The entire water supply for the Barstow District is
obtained from 21 company-owned wells located within the district
near the Mojave River. The pumping capacity of the wells is
dependent on the volume of groundwater in the Mojave River, which
in turn is dependent on flows of storm watexr run off and on
releases of water from Lake Silverwood in the San Bernardine
Meuntains.

The water produced from the wells has historically been
of good quality and required little treatment. However, the
Barstow District wells will require additional watexr treatment and
testing beginning in 1989 to meet California Department of Health
Sexvices’ (DHS) revised regulations and standards.
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As of December 31, 1987, thexe wexe 774,325 feet of
distribution mains in the Barxstow District, ranging in size up to
16 inches in diameter. Storage facilities in the district consist
of 12 steel or concrete tanks and reservoirs with a total capacity
of 3,404,600 gallons. Also as of December 31, 1987, the district
had 8,065 metered customexrs and 41 private fire sexvice schedule
customers. Of the total metered customers in the district,
approximately 99% are in commercial classification which consists
of residential and business customers.

s¢ istri

The Desert District is divided into two main service
areas known as Moronge Valley and Victorville which are furthex
divided into separate systems. In the northerly area, Victorville,
customers are served from five separate systems spread between
Lucerne Valley on the east and Apple Valley-Victorville on the
west. The Morongo Valley service area subdivided into two separate
systems is located in the high desert of Southern Califormia,
northeast ¢f Palm Springs and just southwest of Yucca Valley.

The water supply for both the Morongo Valley and
Victorville service areas is obtained from water wells. In the
Moxongo Valley service area there are two wells in the Del Noxte
system and six wells in the Del Sur system, two of which are not
producing and are scheduled for abandonment in 1989.

The water produced from the wells is curxrently being
served with little or no treatment except at one of the wells
supplying Victorville No. 3 System. The water from this well is
high in flouride content and is used only in an emergency. The
wells will require additional treatment and testing to meet the
requirements of DHS. During the public participation hearings
(PPHs), there were many complaints by the customers about the
quality of water as well as rates in the Desext Distriét., The
watex quality problems are discussed under the héading"scrvicev
Problems in the Desexrt District". . ‘ S
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As of December 31, 1987, thexre wexre approximately 714,580
feet of distribution mains in the Desext District. Of this,
approximately 590,970 feet are in the Victorville service area and
the remaining 123,610 feet are in the Morongo Valley sexvice area.

Storage consists of 12 steel tanks. There are 7 tanks in
Victorville with a combined capacity of 1,003,000 gallons. The
other 5 tanks, with a combined capacity of 496,700 gallons, are in
Morongo Valley. '

There were 859 customers in the Morongo Valley service
area and 1,963 customexrs in the Victoxville sexvice area as of
December 31, 1987. Approximately 99% of the customexs are in the
conmmercial classification which consists of residential and
business customers.

sos Distxi

The Los Osos District, located in the unincorporated area
of the County of San Luis Obispo, consists of two separate systems:
the Los 0sos System and the Country Club-Rolling Hills System.

The majority of the area is residential with a small
commexcial area. Of the 2,690 total metered customers served in
the Los Osos District as of December 31, 1987, over 99% arxe in the
commercial classification which consists of residential and
business customers.

The water supply for the district is obtained from a
total of 9 wells located within the service territory: 5 wells are
in the Los Qsos System and 4 are in the Country Club-Rolling Hills
System. The water produced is of good quality but will require
some additional testing and treatment beginning in 1989 to meet DHS
revised regulations and standards.

Storage facilities in the district consist of seven steel
resexrvoirs or tanks with a total capacity of 962,000 gallons.

The Metropolitan District consists of three service
areas: Central Basin, Culver City, and Southwest serving all or
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part of 24 cities and adjacent communities in the southern portion
of Los Angeles County. Five operating headquarters and five
customer sexvices offices sexve the district’s customers.

water supply for the district is obtained from 70
company-owned wells and from 16 connections with member agencies of
the Metropolitan Water District of Southern California. Some
supplemental watex is also puxchased from other water purveyors.

The water produced from wells is treated with chlorine
before delivery to the system as necessary. However, anticipation
of revised DHS regulations have necessitated the installation of
additional chlorine disinfection equipment and facilities to meet
new regquirements.

Storage facilities in the district consist of 42 tanks
and reservoirs with a total capacity of 25,892,000 gallons and
4,435,640 feet of distribution main ranging in size up to 18 inches
in diameter.

As of December 31, 1987, the district was providing water
serxvice to 89,572 customers. A majority of the area is residential
with some commercial and industrial sections. Of the total
customers that are served in the Metropolitan Distrxict, as of
December 31, 1987, approximately 57% are in the commexcial
classification which consists of residential and busginess
customers.

Beaxr Vallgg' Electric District

The Bear Valley Electric District is located in the San
Bernardino Mountains and the service arxea surrounds Big Bear Lake.
Axea served includes City of Big Bear Lake and communities of Big
Bear City, Fawnskin, Ixwin Lake, Moonridge, and Sugarloaf. The
area is primarily a mountain resort with many vacation homes and
cabins. The billing address for approximately 70% of the customers
is othex than a Big Bear Lake Valleéy address, mainly the greatex
Los Angeles axea. All enexgy distributed is. purchased fxom
Southern California Edison Company (Edison) under its Federal

!
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Energy Regulatory Commission Resale Rate Schedule TOU-R. The
energy is furnished to the applicant through two separate Edison
transmission lines, one terminating at the metering station at Gold
Hill at the easterly end of Baldwin Lake and the other terminating
at Camp Radford in Santa Ana Canyon with metering at the company’s
Harnish Substation. Applicant operates 29.5 miles overhead and .87
miles underground of 34.5 kV transmission lines and approximately
205 miles of 2.4/4.16 kv distrxibution lines and 16 substations with
a combined capacity of 32,750 kVa.

As of December 31, 1987, there were 18,387 customers
sexved. Service is also provided to 460 photo-electric controlled
stxeet lights.

Public Meetings and Heaxings

As part of its investigation, the Water Utilities Branch
(Branch) of the Commission Advisory and Compliance Division
conducted informal public meetings in each of the water service
districts. In addition to the project manager £frxrom the Branch, the
meetings werxe attended by SoCalWater’s vice president, manager of
operations, and local district managers.

Based on the comments received at the informal public
meetings, the Branch project manager recommended that PPHs be held
for the Desert (Morongo Valley and Victorville service areas), Los
Osos, and Metropolitan Districts. Accordingly, PPHs were held
before Administrative Law Judge (ALJ) Garde in Moxrongo Valley,
Apple Valley (fox Victorville service area), San Luis Obispo (for
the Los Osos District), and Los Angeles (for the Metropolitan
District). '

The PPHs in Morongo Valley and Apple Valley wexe attended
by over 100 people. The customers complained about the quality and
cost of water sexvjice provided by SoCalWater. The concerns |
expressed at the PPH for the Los Osos District focused mainly on
the delay in construction of the Calle Coxdoniz reservoir. The
sexvice problems associated with the Desext District and the issue
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of the Calle Cordoniz reservoir, are discussed separately in this
decision. No members of the public were present at the PPH for the
Metropolitan Distrxict.

Informal public meetings are not required for genexal
rate case applications involving electric service. However, a PPH
was held in the City of Big Bear Lake for the Bear Valley Electric
District. The hearing was attended by approximately five members
of the public. Only one customer provided comments in opposition
to the proposed increase. The mayor of the City of Big Bear Lake
provided comments in support ©f the agreement between SoCalWater
and the City of Big Bear Lake regarding undergrounding a portion of
SoCalWatexr s facilities in the City of Big Bear Lake. SoCalwWatexr
will £file a separate application to recover the cost of
undergrounding its facilities in the City of Big Bear Lake.

The project manager from the Commission’s Division of
Ratepayexr Advocates (DRA) was responsible for preparing the xeports
for the Bear Valley Electric District. However, since the same
counsel represented Branch and DRA, there is no distinction made
between Branch and DRA in this decision.

Evidentiary hearings wexe held in Los Angeles and San
Francisco during the periocd September 21, 1988 to September 30,
1988. The proceeding was submitted upon the receipt of concurrent
briefs on QOctober 31, 1988.

Issues

Throughout these proceedings SoCalWatexr and Branch
conferred regarding their xespective test year estimates. As a
result of these meetings SoCalWater stipulated to most of Branch’s
estimates, so only & few issues were litigated during the
evidentiary hearings. There were two kinds of contested issues
raised in the evidentiary hearings. The first kind applied to all
districts and the second kind applied to specific districts.

The disputed items common to all districts were:

1. Rate of return | o




A.88-05-019 et al. ALJ/AVG/bg

’

a. Cost of future long-term debt issues.
b. Return on equity.

Treatment of general office expenditures
for the feollowing outside services

a&. Recruiter fees.

Y. Training expenses.

¢. Internal Revenue Service (IRS)
litigation expenses.

Treatment of tax on unbilled revenues.

Working cash allowance, specifically
calculation of lead/lag days.

Tax on unbilled revenues.

disputed items in relation to individual districts

Los 0Osos District - overpayment for the
Calle Cordoniz resexvior.

Bear Valley Electric District - exclusion
of certain rate base items.

Metropolitan District - City of Bell
Gardens’ request for system improvements
and financing arrangements.

9. Desert District - ratepayers’ request for
relief from high xates and poor sexvice.

Tables 1 through 10 show a comparison of SoCalWater’s and
Branch’s estimates of results of operations for 1989 and 15950 for
the five districts under considexation for rate increase. The.
tables also show the adopted and authorized results of opexatiohs
for 1989 and 1990. .

The adopted quantities, tax calculations, and compazison
of xates are included in Appendixes C, D, and E, respectivexy.f“<
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Table 1

Southern Califoxnia Water Company
Barstow District
Summary of Eai:gxgggs Reconciliation
{Dollars in Thousands)

at | at
$2,459.6 § $2,459.6 $2,459.6 $2,779.8

770.6 770.6 770.6 770.6

0. 0.0 0.0 0.0

1.4 1.4 1.4 1.4

0-0 0-0 0.0 0'0

347.4 347.4 347.4 347.4

218.3 218.3 218.3 218.32

Other AsG and Misc. 121.1 121.}1 121.1 - 121.1
Business License 0.0 0.0 0.0 0.0
Ad Valorem Taxes - District 59.0 59.0 59.0 59.0
Payroll Taxes = District 26.3 26.3 26.3 26.3
Depreciation 198.8 198.8 198.8 198.8
Genexal Office Allocation 120.9 117.6% 120.2 120.2
Uncollectible 8.2 8.2 8. 9.3
Business License Tax —_28.8 —_—28.8 —_28.8 32.6

Subtotal 1,900.8 1,897.5 1,900.1  1,905.0
Net Before Taxes 558.8 562.1 559.5 874.8
Income Taxes 110.1 98, 0w 97.0 1223.6
Total Operating Expenses 2,010.9 1,995.5 1,997.1 2,128.6
Net Revenue 448.7 | 4641 462.5 651.2
Rate Base 5,994.7 5,969.7%%*  5,969.7 5,969.7
Rate of Retuxn 7.48% 7.77% 7.75% | 10.91%

%, ww_sww Soe page 20 for ccments.
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Table 2

Southerm California Water Compary
Barstow Distxict
Surmazy of Ea:cggzags Reconciliation
1
(Dollars in Thousands)

$2,491.5 § $2,491.5 $2,491.5 $2,5979.0

779.0

0.0

6.6

0.0

364.5

237.2

120.6

0.0

Ad Valorem Taxes - District 64.5
Payroll Taxes - District 27.9 27.9
Depreciation 223.9 223.9
General, Office Allocation 130.0 - 128.6
Uncollectible 8. ' 9.9

Business License Tax - 29.2 34.9
Subtotal 1,991.7 1,987.8 1,990.3 . 1,997.6
Net Before Taxes 499.8 503.7 501.2 981.4

~
~3

779.0
0.0
6.6
0.0

364.5

237.2

120.6
0.0 ’

64.5

L

B8
*

MooV BOROW
L

mwmombmbmoo

N
NN Y
[ 7%

:

Income Taxes 71.4 59.4%* 58.4 251.1
Total Operating Expenses 2,063.1 2,047.2 2,049.3 2,249.3
Net Reverme 428.4 444.3 442.2 729.6
Rate Base 6,688.1 6,663.1%%  6,663.1 6,663.1
Rate of Return 6.40% 6.67% 6.645  10.95%

w, ww_ wiw  Soo page 20 fcroc:mmi:s.
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Table 3

Southexn California Water Copany
Desext District |
Sumary of Earnings Reconciliation
1989
(Dollars in Thousands)

SoCalwater Dif-  Staff = Present Rates Auth. Rates
$1,397.4 $ $1,397.4 $1,397.4 $1,497.6

144.7 144.7 144.7 144.7
0-0 0.0 0-0 0-0
1.0 1.0 1.0 1.0
0.0 0.0 0.0 0.0

267.6 267.6 267.6 267.6

119.8 119.8 119.8
83.3 83.3 83.3
0.0 0.0 0.0
15.2 15.2 15.2
20.3 20.3 20.3

134.3 114.3 124.3°

56.0% 57.2 57.2
4.2 4.2 4.5
Z:3 Z:3 7.8

Subtotal 833.7 834.9. 835.7

AWLNOWE

Ad Valorem Taxes « District
Payroll Taxes - District
Depreciation
General Office Allocation
Uncollectible

Business License Tax

LaubsEogh
N

x

Net Before Taxes 562.1 563.7 562.5 661.9
Incame Taxes 175.7 164.9%  164.4 204.3
Total Operating Expenses 1,011.0 998.6 999.3 2,040.0
Net Reverme ' 386.4 398.8 398.1 457.6
Rate Base 4,199.0 4,194.3%%  4,194.3 4,194.3

Rate of Retwmn 9.20% 9.51% 9.49% 10.91%

Y, ek ik &emﬁzoﬂmdmmML,




A.88-05-019 et al. ALY/AVG/bg
Table 4

Southern Califoxrnia Water Comparny
- Desert District
Sumary of Earnings Recenciliation
1990
(Dollars in Thousands)

at at
ScCalWater Dif.  Staff  Eresent Rates 2uth. Rates
$1,491.5 $ $1,491.5 $1,491.5 $1,672.6

153.5 153.5 153.5
0.0 0.0 0.0 -
1.2 1.2 1.2
Purp 0.0 0.0 0.0
Payroll - District 280.7 280.7 280.7
Cther OM 137.3 137.3 . 137.3
Other A5G and Misc. . 85.7 : 85.7 85.7
Business License 0.0 0.0 ‘ 0.0
Ad Valoren Taxes - District 17.7 17.7 17.7
Payroll Taxes - District 21.5 21.5 21.5
Depreciation 136.5 136.5 136.5
General Office Allocation 61.8 61.2 61.2
Uncollectible 4.5 4.5 5.0
Business License Tax 7.8 7.8 8.8

Subtotal 908.2 " 907.6 909.1
Net Before Taxes 583.3 \ 583.9 763.5
Inccme Taxes 179.5 167.7 239.8
Total Operating Expenses 1,087.7 1,075.3 1,148.9
Net Reverue 403.8 416.2 5237

Rate Base 4,787.8 4,783.1 4,783.1
Rate of Return 8.43% 8.70% 10.95%

%, %k, dek See page 20 for comments..
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$ 709.2 $ $ 709.2 $ 709.2 $ 753.0

119.9 119.9 119.9

0.0 0.0 0.0

0.5 0.5 0.5

106.9 106.9 106.9

55.9 55.9 55.9

39.0 39.0 - 39.0

0.0 0.0 0.0

19.7 19-7 19-7

Payroll Taxes ~ Distxict 8.1 8.1 8.1
Depreciation 70.1 70.1 701
General Office Allocation 31.8% 32.6 T 32.6
Uncollectible 1.7 1.7 » 1.8
Business License Tax Q.0 0.0 0,0 0,0

Subtotal 454.5 453.6 454.4 454.5.
254.7 255.6 254.8 298.5
69.0 64.0M 3.7 81.2
523.5 517.6 518.1 535.7
185.7 191.6 191.1 - 217.3
1,993.4 1,991.8%%%  1,991.8 1,991.8
9.32% 9.62% . 9.60% 10.91%

*, %k Wk See page 20 for coments.
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Table 6

Southexn California wWatexr Company
léos Osos District .
Sumaxy of Earnings Reconciliation
1990
(Dollars in Thousands)

$ 728.6 $ $ 728.6 $ 728.6 $ 813.8

5
5

122-6
0.0
0.5
0.0

111.3+

61.4
40.1
0.0
22.1
8.5
79.9
34.0* 3.9
1.7 1.7
0.0 0.0

Subtotal 483.8 482.1 483.0
Net Before Taxes 244.8 246.5 245.6
Income Taowes 63.5 6.8 56. 7w 56.3

Total Operating Expenses 547.3 538.8 539.3
Net Reverue 181.3 189.8 189.3

L
Ld

»
*

[
=
WRNOOKRKFHFOOON
[
VNFEORPAWLWONOND

HUOVORNOOHMNOOO
L]
—
oy P

& o
L]
.

[

Ad Valorem Taxes - District
Payroll Taxes - Distxict
Depreciation

General Office Allocation
Uncollectible

Business License Tax

N

14
L4

~3

w3
[ ]

Libhitorbwolion

o
L
o

Rate Base 2,185.0 2,193.4wew 2,193.4 2,193.4
Rate of Return 8.26% 8.65% 8.63% 10.95%

%, Wk, Wik See page 20 for coments.
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Table 7

Southern Califormia Water Company

Metropolitan District

Surmary of Earmings Reconciliation

1989

SoCalwatex
$26,697.3

Ad Valorem Taxes = District
Payroll Taxes — District

Depreciation

Dif.
$26,697.3

1,250.8
11,380.6
48.6
1,565.8
1,995.4
1,341.2
634.1
0.0
73L.8
151.1

Genexal Office Allocation

Uncollectible

Business License Tax

Subtetal

1,173.1

27.1 957 .2
126.8
—2:0

21,756.5
4,940.8
1,545.8

23,302.3
3,395.0

36,415.5

9.32%

27.1 21,729.4
4,967.9

225.6 1,320,200
23,049.6
3,647.7

249.9 36,165.GHwn
20.09%

$26,697.3

1,250.8
11,380.6
48.6
1,565.8
1,995.4
1,341.1
634.1
0.0
731.8
151.3
1,173.1
978.5
126.8
—T30

21,750.7
4,946.6
1,311.7

23,062.4
3,634.9

36,165.6

10.05%

*, Wk ik See page 20 for comments.

Adeopted
at
$27,226.3

1,250.8
121,380.6
48.6
1,565.8
1,995.4
1,341.1
634.1
O'.O‘
731.8
151.1
1,173.1
978.5
129.3

—380.4
21,760.5
5,465.8
1,520.1
23,280.6
3,945.7
36,165.5
10.91%
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Table 8

Southern California Water Company
' Metropolitan District
Summary of Eammgslsgo Reconciliation

(Dellars in Thousands)

Adopted Adopted
scCalWater Dif. Swaff mm.mm Eﬁ':h..&&ﬁ
$26,702.4 $ $26,702.4 $26,702.4 $27,758.6

1,251.0

11,363.0

54.0

1,565.8

2,073.2

1,423.8

656.2

0.0

Ad Valorem Taxes ~ District 765.3
Payroll Taxes - District 160.3
Depreciation 1,221.9
. Genexal Office Allocation 1,058.5
Uncollectible 126.8
Business License Tax _373.0

1,251.0
11,363.0
54.0
1,565.8
2,073.2
1,423.8
656.2
0.0
765.3
160.3
1,221.9
1,026.3*
126.8
373.9

32.2

Subtotal 22,092.8
Net Before Taxes 4,609.6
Income Taxes 1,408.3

Total Operating Expenses 23,501.1
Net Revenue 3,201.3

22,060.6
4,641.8

32 .2

234.4

23 ,234 -5'
3,467.9

1,173.9%*

Rate Base 37,471.6

8.54%

245.9 37,221 . 7vww

Rate of Retarn 9.32%

1,251.0
11,363.0
54.0
1,565.8
2,073.2
1, 423 8
656.2
0.0
765.3
160.3
1,221.9
1,047.2
126.8
373.0

22,081.6
4,620.8
1,165.5

23,2471
3,455.3

37,221.7

9.28%

%, e, www Gee page 20 for comments.

1,251.0
11,363.0
54.0
1,565.8
2,073.2
1,423.8
656.2
0.0
765.3
160.3
1,221.9
1,047.2
131.9

387.8
22,101.4
5,657.2
1,581.5.
23,682.9
' 4,075.7
37,221.7
10.95%
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Operating Revernue

Opexating Expenses
Supply .
Operation & Maint.
Admin. & General
Uncollectible

Table 9

Saugthern Califoxrnia Watex Coxparny
Development of Summaxy of Earmings
1 between Staff & Utility
Test Year 1989 at Present Rates
? el &
(Dollars in Thousands)

M.opted

Mopted

Socalwater Dif. Staff WW

$8,716.6 $ $8,716.6

5,411.9 5,411.9
728.3 728.3
527.0 11.4 515.6*

62.0 62.0

Labor Escalation 2mount 43.3 43.3
Nonlabor Escalation Ameant £9.2 __1.2___ 68,0

Subtotal

Depreciation

6,841.7 2.6 6,829.1
467.0 2.6 464.4

Taxes other than on Income 124.3 0.7  123.6

Franchise

1.1 L.

Requirements
CA Corporation Frar. Tax 59.7 8.6 51.1

Federal Income Tax
Total Oper. Exp.
Net Operating Revenue
Rate Base
Rate of Retbrn

—xl6.2 34,8 __28L.4%

7,880.0  59.3 7,820.7
836.6  (59.3) 895.9

9,333.6 300.3 9,033.3%w*
8.96% 9.92%

(Red. Figure)

%, ek, dik  See page 20 for caments.

$8,716.6

5,411.9
728.3
521.3

62-0
43.3°

——58,6
6,835.4
467.0
124.3

111.2
49.2

—3:0

7,820.9
895.7
9,287.9

9.64%

$8,917.2

5,411.9
728.3
521.3

63.4

—5%.6

6,836.8

467.0
124.3
m.7

67.5

—224.6
7,903.9
1,013.3
9,287.9

10.91%
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. Table 10

Southern California Water Conpany

Development of Summary of Earnings

Comparison between Staff & Utility

Test Year 1990 at Present Rates
% e piin

(Dollars in Thousands)

Mopted Moypted
] at at

Operating Reverne $eg,883.8 $ $8,883.8 $8,883.8 $9,170.4

Supply 5,470.4 5,470.4 5,470.4 5,470.4

Operation & Maint. 733.0 733.0 733.0 733.0

Admin. & General 534.1 3.9 520.2* 525.9 525.9

Uncollectible 5.8 5.8 51.8 53.5
Iabor Escalation Amount 7.8 7.8 71.8 7.8

Nenlabor Escalation Amount 108.6 2.2 _._106.4 ——07.3 —07.3

Subtotal 6,969.7 l6.2 6,953.5 6,960.1 6,961.8
Depreciation 504.0 5.5  498.5 504.0 504.0
Taxes qther th.?n on Incame 132.0 0.6 132.4 132.0 132.0

Franchise Requirements 123.4 113.4 113.4 117.1
CA Corporation Fran. Tax 52.5 8.2 44.3 42.3 68.5

Federal Incane Tax —_—i2.8 _ 32,7 . 240.Q%  __ _231.6 —28a2
Total Oper. EXp. 8,044.4  63.2 7,981.2 7,983.4 8,200.7

Net Operating Reverue 839.4 (63.2) 902.6 1900.4 1,068.8
Rate Base 9,809.5 301.5 9,508.0%%  9,761.3 9,761.3
rate of Return 8.56% 9.49% 9.22% 10.95%

(Red Figures)

*, Wk Ak Seepage:Oforcammt:s.‘
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Foctnotes for Tables 1 = 10

This difference is due to SoCalWater’s update of Outside Services in
the General Office, and the allocation of that additiomal expense to
this district.

This difference is due to two factors. Onme is the reveme lag day
difference in the carputation of allowande for working cash.

Socalwater used a lag day figure of 54.85, while Branch used a figure
of 50 days. This difference gives rise to a difference in working cash
allowance, which is also a function of differing expense (including
tax) estimates.

In adda.ta.on, Branch has recammended disallowance of certain plant
additions in 1988 for the Big Bear Electric Distxict.

Same of the differences in income taxes flow from different expense
estimates as well as from interest relating to differences in rate
base. In additicn, SoCalWater includes one~fourth of the tax on
unbilled reverme booked in 1987 in each test year. 'misuzectsborth
state and federal income taxes.
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Rate of Return

The capital structure of a firm genexally consists of
three components: long-term debt, preferred stock, and common
equity. The ratio in which the three components axe included is
known as the capital ratio. Rate of return is a ¢omposite value of
capital costs expressed as the total weighted cost of long-term
debt, preferred stock, and common equity. The determination of
long~term debt and preferred stock is based primarily on recorded
costs; however, estimates must be made foxr the ¢costs associated
with future debt or preferred stock financing. Determination of
the cost of common equity is more difficult because additional
factors, such as business and financial risks, investor
expectations, ratepayer interest, and capital ratios.

SoCalWater agrees with Branch’s proposed capital
structure, cost of current long-term debt, and preferred stock
costs. The only dispute involves the appropriate ¢costs %o
associate with the future long-term debt issues and the return on
common egquity (ROE).

The interest on long-term debt (through the issuance of
utility bonds or securities) paid by a utility depends on the
rating it receives from financial rating agencies such as Standard
& Poors and Moody’s. Most utilities that issue bonds in large
amounts, usually in excess of $40-50 million, seek ratings from
rating agencies. A bond rating is a prerequisite to the
marketability of bonds of this magnitude. The rating of utility
debt issues by such agencies is based on various financial criteria
such as ROE, capital ratio, dividend payout xatio, dividend yvield,
market-to=-book ratio, pretax interest coverage etc. The rating
received by a utility is an indicator of the rxisk‘involved in
investing in the utility’s bonds, which correspondingly impacts the
cost of equity. SoCalWater has secured 1ong—term*debts in much
smallexr amounts and consequently did not see the~néedﬁto‘get'q-
financial rating from such rating agencies. |
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Since the rxating SoCalWater would receive from a rating
agency, if it proposes to seek one, would have a bearing on the
interest it would have to pay on its long-term debt, there was a
considerable discussion as to whether SoCalwater would receive an
"A" or "AA" rating from the rating agencies.

Long-texm Debt

In its original report on the cost of money, SoCalWater
estimated an interest rate of 10.50% for future long-term debt
issues. SoCalwater‘s revised xeport on cost of money in
September 1988 estimated the cost of new debt issues to be 1l%.
Branch contends that SoCalWatexr’s cost of new debt will remain at
10.50%.

In estimating SoCalWater’s long-term debt c¢costs, Branch
relied on long-range forecasts for 30-year maturity "AA" and "A"
rated utility bonds with S-year call protection shown in Table 1l.
According to Branch, SoCalwater’s new debt issues are going to be
issued for l5-year maturity and, therefore, will have a lower yield
than debt issues with a 30-year mzturity by approximately 25 basis
points. Therefore, Branch adjusted the 10.76% yvield for "AA" rated
bonds in Table 1l by 25 basis points to arrive at its recommended
10.50% yield for SoCalWater’s future debt issues. Branch contends
that SoCalWater meets all the criteria foxr "AA" bond rating.
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Table 11

Southern California Water Company
Ixends in Ingerest Rates and Utility Bond Yields

United States Government
L 1 B-Month 3=5 Years 30=Year
AR A Bills. __Notes . _Ronds

15.30% 15.95% 14.28% 14.06% 13.44%

14.79 15.86 10.61 12.83 12.76

12.83 13.66 8.61 10.60 11.18°

13.66 14.03 9.52 12.10 12.39

12.06 12.47 7.48 9.9% 10.79
9.30 9.58 5.97 . 7.80
9.77 10.10 5.82 7.83

10.52 10.76 5.90
9.91 10.10 5.69
9.92 10.09 5.69

10.29 10.54 5.92

10.53 10.81 6.27

10.52 10.79 6.50

10.76 11.04 6.97
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SQUTHERN_CALIFORNIA_WATER COMPANY
Selected Financial Indicators

Comparable Group of Related California and
Rogional Water Public Utility Companies

:Parcent Return: +7 r74 T 27 P - 7

S&P  :_op_Book Valua:Operating:Percent:Common:Dividend:Dividend: Market: Protax

Bond gon-om Total: Revenue : Water :Equity: Payout : Yield :To Book:Intorest
= Rating : e H W b i i i

a) () (c) (d) (@) () (x) (b) (€9 (¢}

*
H

I
H

American Water Works 13.2X 10.6X 3433.4 5% 2.54x

3.72
2.51

Connecticut Water 13.3 10.6 26.7 39
nsuners Water 1z2.8 11.0 82.0 37

38%

4/ Calif. Water Service 6.2 13.3 115.1 54 58 4.30
8%
6s

E'Town Corporation 4.4 11,1 63.3 3s 7 43 2,80
The Bydraulic Co. 13.8  11.1 70.0 83 67 413
IWC Resources Corp. 4.4 11,0 49.9 4s 78 , : 4.67
Middlesox Water Co. 12.0 9.1 22.6 ( 4" 86 3.39
Philadelphia Water 9.9 8.9 107.3 37 87 _ 2.2¢
4/ 53w Corporation 3.1 1.2 66.8 60 56 5.66
Unitod Water Res. 15.3  10.5 127.7 39 66 3.37

California Co.’s 14.7%  12.3%  $91.0 sTX 33 4.98x
Regional Co.'s 3.2 10.4 115.3 91 40 T ‘ 3.26

AVERAGE 13.5  10.8 110.9 92 43 (1.3 3,57
So. Calif. Water N/A 13,6 11.3 79.3 89 51 72 N 74

é; Income Statement Figures are for the Latest 12 Months as Availadble
3 Based on Per Share Value

‘/ For 1987

/ California Companies

SOURCE: C.A. Turner Dtility Report = August, 1988
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SoCalwater believes that it would receive an "A" rating
for its bonds. According to SoCalWater, the rating agencies
considexr many other criteria in addition to the financial
indicators included in Table 12. SoCalWater contends that even if
one were to rely solely on the c¢riteria used in Table 12, one would
still not conclude that SoCalwater would receive an "AA" rating on
its bonds. SoCalWater points out that The Hydraulic Co., which is
shown in Table 12 to receive "A+" bond rating, scores better than
SoCalwatexr on the important criteria comsidered in Table 12.
SoCalWater points out that California Water Service, the only "AA"
rated utility in Table 12, far exceeds SoCalWater on the important
critexia.

SoCalwater states that its contention that it is moxe
likely to be rated an "A" company ig confirmed by the advice it
received from E.F. Hutton & Company, Inc. in late 1986.

with regaxd to the question of appropriate cost of long-
term debt for "A" rated utilities, SoCalwWater relied on Blue Chip
Financial Forecasts shown in Table 13 and 14. Table 13 shows that
the Blue Chip Financial forecasts consenses for the first three
quarters for 1989 to be 10.9% for "A" rated utilities. SoCalWater
contends that these more current estimates show higher projected
interest rates than the forecasts upon which Branch relied.
According to SoCalwater, the noticeable increase in actual interest
rates over the same period, shown in Table 14, supports this ‘
analysis.
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. Table 13

Southern Califoxnia Watex Company
Comparison of March 1, .1988
Blue Chip Forecasts to
Septembexr 1, 1988 Forecast

i *A* Utility 3 Mo. 1 ¥Yr. 5 ¥r. 10 ¥r. 30 ¥r.
BExime Bond mmﬁmmﬁm

Maxch 1, 1988
Concensus for 1989 8.7% 10.3% 6.4% 7.2% 8.3% 8.8% 9.0%

September 1, 1988
Concensus for

1989~ 10.2 10.9 7.4 8.2 - 9.1 9.5 9.6
Increase 1.5% 0.6% 1.0% 1.0% 0.8% 0.7% 0.6%
*  September 1 consensus only goes through third quarter of 1985. To

obtain average for 1989, fourth quarter assumed to decrease 0.1%
from third quarter c¢onsensus. ALl figures rounded.

Source: Blue Chip Financial Forecasts March 1, 1988 and September 1,
1988 editions.

Table 14
Southern California Water Company
nd in nth
) "A" Utility 3 Me. 1 ¥r. 5 ¥x. 10 Yx. 30 Yr.
Brime __Bond _ T-Bill T-Note I-Note T-Note T-Bond
%

-4
»

December 1987(1)
January 1988
February

March

April

May

June

July

Avgust

LS
.
o0

»
]

.

(Yol Vol Vo YooNaoReoXNeoXoeNeo
* * [ ] L ] * L ] [ ] . L[]
ONOINNA®N O
[ AN EXENEN Yo W RN EN |

L] L ] [ ] L] L] L] [ [
NI WOINRHN
WO WMHIIWM

| ]

o IIwaa
W NWEMNEW
[ ]
WOWUWOIWNDO

(1) Month that Commission issued its oxder in 1987 rate case
proceedings. : ,

Source: Blue Chip Financial Forecasts "Actual Fox: Mdnthﬂxxxxf

‘ll' ¢column.
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Discussion

In the absence of an actual rating by rating agencies it
is hard to determine with any degree of certainty whether
SoCalwater’s long-term debt bonds would be rated "A" or "AA". Even
if one were to rely solely on the financial indicators used in
Table 12 to make that detexmination, one could rate SoCalWater "A*
or "AA" depending on which rating would best serve one’s purpose.
Therefore, rather than attempt to make a determination of which
rating SoCalwWater would possibly receive, we will consider other
evidence in making a determination of the appropriate interest rate
for SoCalwater’s future long-term debt.

Both SoCalwWater and Branch have reasons for choosing
their particular financial forecaster. SoCalWater has relied on
Blue Chip Financial Forecasts shown in Tables 13 and l4. We note
that according to Table 13 the September 1, 1988 consensus for 1989
interest rate for "A" rated bonds with 30-year maturity is expected
to be 10.9%. We also note that in Table 14 the actual interest
rate as August 1988 for "A" rated bonds with 30~year maturity as
10.5%. In making its estimate of the long-texrm debt interest rate,
Branch has made an adjustment of 25 basis points to intexest rates
for bonds with 30-year maturity to account for the lS5-year maturity
of SoCalwater’s new debt issues.

We recognize the imperfections of forecasts. After
carefully weighing both forecasts and giving due consideration to
Branch’s proposed adjustment for lS5-year maturity of SoCalWatex’s
long-term debt, we believe that Branch’s proposed rate of 10.5%
is the best estimate of SoCalWater’s long-term debt costs.
Therefore, we will adopt a cost of 10.5% for future bond financing
in this proceeding. The adopted cost of 10.5% for futﬁre»long-term
debt would result in the weighted average cost of long-term debt to
be 10%, 10.06%, and 10.13% for 1989, 1990, and 1991, respectively
(see Table 15). R -
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Re n i

This is the most difficult component of the rate of
return equation. SoCalWater is requesting a constant ROE of 13.5%
for the years 1989, 1950, and 1991. Branch recommends a range of
11.75% to 12.25% as the proper return for the three years. Both
SoCalwater and Branch support their recommendations by the use of
two market based financial models, the discounted cash flow model
and risk premium analysis model. These financial models provide a
range for ROE. SoCalWwater chose to select approximately the mid-
point of the range suggested by its model whereas Branch chose to
recommend 2 range for reasonable ROE. Each party c¢laims that its
models are superior. In addition, both Branch and SoCalWater
compare their proposals for ROE on the relative risk shared by
water utility and electric utility shareholdexs.

In concluding that water utilities wexe more risky than
electric utilities, SoCalWater’s Caveney testified that watex
utilities face increased product risks because of the expanded
number contaminants required to be tested for and dealt with in the
near future by the Federal Environmental Pxotection Agency (EPA).
Caveney also testified that California water utilities are faced
with water shortage because of the reduction of the allocation of
Colorado River water to California, the impending drought and the
loss of other water sources due to political reasons.

Accoxrding to SoCalWatexr, in addition to the problems
faced by other major Califormia watexr utilities, SoCalWater’s risks
are increased due to the massive construction plan it has
undertaken which regquires high yearly expenditures. SoCalWater
believes that its need for additional capital exceeds that of any
other comparable water utility. Therefore, SoCalwWater maintains
that it needs a sufficient ROE to raise the needed capital.

SoCalWater points out that another specific risk facing
the utility arises from a dispute with the IRS over the treatment
of investment tax credits and tax depreciation on advances. While
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SoCalWater believes that its position will prevail, it is concexned
about the c¢ost of litigating the matter and the possible adverse
effect on its level of pexceived risk if SoCalwater does not
prevail in such litigation.

Branch contends that the Commission and bond rating
agencies have recognized that water utilities are less risky when
compared to enerxgy and communications utilities. Branch asserts
that in rating watex utilities bond rating agencies apply more
relaxed financial standaxrds, such as higher debt leverages and
lower pretax interest coverages than other utility companies. In
support of its contention Branch provides the followxng chart used
by Standaxrd & Poors for rating utilities.

S&P Benchmark Definitions

_Pxetax Interest Coverage —_Debt Levexage
Watex Telecom. Enexqy Watex Ielecom. Enexqy
Above Above Below ' Below
3.75x% - 4.5x 48% - 41%

Above Below S
3.0-4.25 4.5x 3.5=5.0 46~54 42% 39-46

2.0-3.25 3.5-5.5 2.5-4.0 52-60 40~52  44-52

Below Above
2-5 2-7-4.0 1.5-300 58 50-62 50-58

Branch asserts that in addition to the relaxed standards
by bond rating agencies, water utilities, including SoCalWater, do
not face the same business risks as energy and telecommunications
utilities for the following reasons:

a. There is no real competition in the water
distribution business.

b. Water is an indxspensable product. There
is no substitute. o
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Water is a renewable resource. Watex
storage facilities are replenished through
rain and snow.

wWater utilities are not as capital
intensive. Construction programs are much
smaller and are financed to a laxrge degree
by advances for construction and
contributions in aid of construction.

Water utilities do not capitalize interest
on construction projects. Construction
work in progress is included in rate base
which results in enhanced earnings and
better cash flow. ’

Water utilities axe allowed offset
increases in highly wvariable costs such as
purchased water and power by advice letterx
£ilings concurrently with such increases.

Discussion

Both Branch and SoCalWater relied on financial models in
arriving at their recommendations. SoCalWater and Branch agree
that the results of various financial models are good starting
points as well as analytical quides for establishing ROE and that
the actual determination of a reasonable ROE should be tempexed by
judgment and examination of particular circumstances surrounding
the utility. .

Because these models are used only to establish a range
for ROE, we do not repeat the detailed descriptions of each model
contained in this record. Additionally, both parties have advanced
arguments in support of their analyses and a criticism of the input
assumptions used by the other party. These arguments are not
addressed in this decision, given our assessment that they do not
altex the model results. These models provide a reasonable range
from which to choose, and we will use them as & rough guidepost in
selecting SoCalWatex’s ROE. Nonetheless, in the final analysis, it
is the application of judgment, not the pxecision‘of‘theseﬁmodel;,-
which is the key to our decision. S o :
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In applying this judgment we assess the arguments
presented by SoCalWater that it faces increased risk during the
period covered by this general rate proceeding. SoCalWater asserts
that water utilities face a greater volatility of earnings than
electric utilities and thus are riskier than electric utilities.

We acknowledge that water utilities may in future years
experience some increased risk due to more stringent water quality
requirements by the EPA. We also recognize that SoCalWater’s risk
may be affected by the need to borrow money for its capital
improvements and the litigation involving the IRS. But we doubt
that these specific risks make water utilities riskier than enexgy
and telecommunications utilities. We also question whether these
kinds of xisk justify an increase in the ROE. For the rxeasons
cited by Branch, we find that water utilities do not face the same
overall risks as energy and telecommunications utilities.

The mid-point of Branch-proposed ROE of 12% would result
in pretax interest coverage of 3.18x in 1989, 3.17x in 1990, and
3.16x in 1991 (see Table 15). This coverage with SoCalwatex’s
debt leverage of 47.5% would easily qualify it for "AA" rating
according to the benchmark definition used by Standard & Poors.

While we recognize that interest coverage and debt
leverage are not the only indicators used by rating agencies when
assigning bond rating, an ROE of 12% would certainly improve
SoCalwWatex’s probability of receiving an "AA" rating. After
reviewing all the evidence regarding SoCalWater’s risk and its need
for capital improvements we believe that an ROE of 12% is just and
reasonable for SoCalWater for the years 1985, 1990, and 1991, and
will enable SoCalWater to raise the necessarxy capital to finance
its construction plan in these years. This adopted ROE produces
overall rates of return of 10.91%, 10.95%, and 10.99% for 1989,
1990, and 1991, respectively. Columns a, b, and ¢ of Table 15 show
the adopted capital ratio, cost factors, and weighted cost (zate of
return) for 1989, 1990, and 1991, respectively. -
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- .

Table 15

THERN CALIFORNTIA WATER MPANY

Recommended Rates of Return at 12.00% Return on Equity
With Tax Effect and Pretax Interest Coverages
1989 through 1991

1/
H H Net €0 : Rate of
tWeighted: Gross :Return With:
z i Tax

Component
=My

Capital : Cost
R r F

-

(b)
Taat Year 1989
Long=Term Debt 47 .30% 10.00% 4.73%

Preferred Stock 1.50 4.43 .07
2/

Common Equity 2100 12.00 -1 Wy
Total 100.00% 10.91%

Pretax Interest Coverage
Test Year 1990
Lomng=Term Debt 47.30% 10.06% 4,797

Preferred Stock 1.30 4.44 0.07
2/
Common Equity %100 12.00 & 12

Total 100.00% 10.95%

Fretax Interest Coverage

Attr n_Year
Long=Term Debt 47 .30% 10.13% 4,.81% 4.81%

Preferred Stock 1.30 4.44 0.07 Q.12
. 2/ . \ -
Common Equity 81,00 12.00 b 12 L 10.2%

Total 100.00% 10992 . - 1sas.

Pretax Interest Coverage o J.16x

AN

i/

Pased on Federal Tax Rate of 34%Z and State Tax Rate of_?.sx'"

2/
Mid=point of recommendation

- 32 -
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nexa c n

SoCalwWater’s general office expenses are incurred at its
headquarters in Los Angeles. Expenses in this category arxe
incurred by the company as a whole and allocated to the various
operating districts. Typically these expenses include salaries and
expenses of offices and genexal office employees, general office
supplies and expenses, fees for legal and other outside services,
regulatory commission expenses, insurance, pension prxovision, group
life insurance and hospitalization cost, trustee fees, transfer
agent fees, depreciation, ad valorem taxes, repairs on common
utility plant, and other corporate costs. SoCalWatex’s general
office also performs the billing of water and electric customers.
The general office expenses are allocated to the districts by the
Commission-approved four-factor allocation method.

State and federal taxes on income are considered to be
direct district expenses and are shown only in the district
reports. However, certain income tax deductions applicable to
SoCalwater as a whole are allocated to the districts for the
purpose of computing income taxes for rate setting for each
district. These deductions include interest deductions, tax
depreciation, and amortization of deferred investment tax credit.

The rate base items of utility plant, depreciation
reserve, deferred income taxes, unamortized investment tax credit,
materials and supplies, and working cash allowance are also
allocated to the districts by the four-factor methoed.

Only two items, outside service expenses and working cash
allowance, are in contention between SoCalwater and Branch. These
are discussed below.

Qutside Sexvice Expenses

The expenses in this categoxy include payments made by
SoCalwater for legal services, recruitment fees, and training
auditing services. . - S
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SoCalwater had orxriginally estimated outside service
expenses to be $334,200 and $350,300 for test years 1989 and 1990,
respectively. SoCalWater’s estimate of expenses for outside
services was developed by escalating the recoxded 1987 expenses for
inflation. Branch estimated ocutside service expenses for the two
test years by averaging actual expense for the years 1983 through
1986 and then adding $17,000 to that average for each of the test
years. The $17,000 amount was added for additional legal fees to
be incurred by SoCalwatexr for its pending litigation with the IRS
which was cited earlier. According to Branch, SoCalWatex
experienced unusually high expenses forxr outside services in 1987
for recruiting fees, accounting fees, and legal expenses for
litigation with the IRS.

During the hearing, SoCalwater introduced Exhibit 37
which revised its estimates for outside services expenses to
$277,900 for 1985 and $293,900 for 1990. SoCalWater developed its
revised estimates by adding to Branch’s estimates allowances for

additional recruiting fees, management training, and audit and
legal support. The revised estimates wexe developed as follows:
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Summarxy of Revised
! i nse

Branch estimate
w r
Recxuitment foes
Amortized 1987 recruitment fees
Community relations executive
Division manager - Big Bear
Subtotal
Txajining
Customer service
Management/supexvisor
Company compensation plan
Performance Evaluation
1986 tax law change effects
Subtotal
Audit and legal suppoxtw
Audit and legal suppert f£or IRS suit
Subtotal
Total additional allowances

SoCalwater‘’s revised estimates for
general office expenses

2989
$192,900

18,000
16,000

34,000

15,000

25,000
5,000
5,000

—2.000

51,000

85,000

277,900

1990
$192,900

18,000
16,000

34,000

15,000
25,000
5,000

50,000
17,000

17,000
101,000

293,900

* CPUC staff has allowed an additional $17,000 in 1989 and 1990.
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SoCalwater maintains that in D.£6-10~025 it was ordered
to develop a plan for augmentation of the company’s maintenance
program and for the improvement of its public relations.

SoCalwater contends that its planned expansion in recruiting and
training are appropriate responses to the Commission’s oxder, and
therefore, appropriate ratemaking expenses.

Branch contends that since it did not have adequate time
to review SoCalWater’s revised estimate for outside services
contained in Exhibit 37, it should not be adopted. SoCalWatexr
maintains that information regarding the estimates contained in
Exhibit 37 was provided to Branch well in advance of introduction
of the exhibit.

Discussion

SoCalwater realizes that its original estimate was
excessive and developed from the xecorded data for an unusual year.
In its revised estimate, SoCalWwater has augmented Branch’s
estimates with allowance for additional expenses. In order to
arrive at the appropriate level of expenses for outside services we
need to examine only the additional expenses.

SoCalWater is seeking to recover recruiting expenses
in 1987 through theixr amortization by including $18,000 in the test
year estimates for outside services. These are not extraordinary
expenses and according to Commission practice, recovery of
previously incurxed expenses in future test years is allowed only
if specific provision has been made in a prior proceeding to accrue
such expenses for future amortization. Since no provision was made
for the accrual of the recruwiting expenses incurred in 1987 and
since they appear to be ordinary operating expenses, we will not
allow SoCalwWater’s xequest foxr the $18,000 in the test year
estimate. '

SoCalWwater has provided adequate justification for the
expected expenses for recruitment fees in 1989 and 1990 through the
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testimony of its witness Romines. Romines justified the need to
£ill the positions as well as the reasonableness of the fees for
recruiting. '

SoCalwater’s witness explained that the training program
is being proposed in response to the Commission’s oxder in
D.86-10-025. The program will include the training of customer
services representatives in order to improve customer relations as
ordered in the decision. Thexefore, we will allow the inclusion of
expenses associated with the training program in test year
estimates.

SoCalWater has also included an allowance of $17,000 for
avdit and legal fees for test year 1990. The only explanation
SoCalwater provides for these additional expenses is "Recently we
have become aware of the specific costs associated with this area.
The 1989 figures axe the same as the staffs’ estimate. However,
the 1990 figqure is estimated to be $34,000 in fees paid to our
auditors and attorneys for representation in this matter.”

We do not believe that the justification provided by
SoCalwater is adegquate to find the amount reasonable for inclusion
in test year 1990 estimate for outside service expenses.

Therefore, we will adopt the following expenses for
outside services:

1989 - 2990
Branch estimate $192,900 $192,900
Recruiting fees 16,000 16,000
Training —21:000 —=20.000
259,900 258,900

Woxking Cash

SoCalWater’s general office rate base is allocated to
each district by the four=factor method. The common rate base
includes common utility plant, depreciation reserve, defexred
income taxes, unamortized investment credit, materails and
supplies, and working cash allowance. SoCalwater'andfsrénch agree .
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on all items of general rate base except the working cash
allowance.

The working cash allowance is a component of rate base
and generally is a small percentage thereof. The reason for
inclusion of the working cash allowance in the rate base is to
compensate investors for funds provided by them which are
permanently committed to the business for the purpose of paying
operating expenses in advance of receipt of offsetting revenues
from its customexrs and in order to maintain minimum bank balances.

The procedure by which the working cash allowance is
developed is to determine the operational cash requirement and then
subtxact from the operational cash requirement such amounts as are
available to the utility in forms of tax accruals or other funds
not supplied by the investors. The operational requirement is made
up of working funds in the form of cash, special deposits, and
other curxent assets which the investor is required to supply to
the utility in oxdex for it to perform its day-to-day operational
requirements efficiently and economically. On the other hand, the
amount subtracted from the operational cash requirement represents
a source of interest-free working funds available to the utility
due to the fact that rxevenues axe collected prior to the payment of
employees’ wages, taxes, and the utility’s creditors. The net
amount then represents the allowance for funds supplied by the
investors.

Since the primary purpose ¢of the working c¢ash allowance
is to compensate the investor for funds needed to meet the
operating expenses in advance of the receipt of offsetting
revenues, an important element in the development of working cash
allowance is the passage of time between incurring of expenses and
receipt of revenues. The passage of time from when the expenses
are incurred until the utility receives-offsetting revenueS i$¢
known as revenue lag. ' ’
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The revemwe lag is determined by the "lead-lag" study
detailed in the Commission’s Standard Practice U-16. Standard
Practice U-l6 requirxes utilities to conduct periodic lead-lag
studies. SoCalWater last conducted a lead-lag study in 1968.
According to that study, SoCalWater’s revenue lag was 54.85 days.

The only disagreement between SoCalWater and Branch is
over the appropriate number of revenue lag days to be used for
calculating the working cash allowance. While SoCalwater uses the
revenue lag of 54.85 days developed by the 1968 lead-lag study,
Branch uses a revenue lag ¢of 50 days. Branch developed its revenue
lag of 50 days by estimating the various stages of the revenue
collection process. Branch witness Radpour testified that in
estimating the number of days involved in each stage of the revenue
collection process, he made an allowance for the hand-held metex
reading devices which SoCalWater will have in operation at all of
its districts in 1989. Radpour calculated SoCalWater’s revenue lag
to be 47 days. He adjusted that figure of 47 days to 50 days to
make an allowance for any possible errors in his estimates.

Radpour testified that he discussed the issue with Joseph Young of
SoCalWater and they agreed to the use of 50 days for revenue lag.

SoCalWatexr contends that Radpour made his analysis
without any input from SoCalWater or other water utilities.
SoCalWater believes that the use of hand-held devices will not
reduce the revenue lag by such a large margin. According to
SoCalwatexr, other utilities that have used hand-held meter reading
devices for varying periods of time have experienced savings of
only 1 to 1 1/2 days.

SoCalWater proposes to conduct a new lead-lag study once
the hand-held meter reading devices are in use for the entire
system. SoCalWater requests that until the completion of the lead-
lag study the Commission should continue to use a revenue lag of
54.85 days as it has done in all previous SoCalWater’s rate
applications.
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Discussion

An accurate determination of revenue lag days can only be
made after SoCalwater completes a new lead-lag study that includes
use of hand-held meter reading devices. In the interim we can
either use a revenue lag developed by a 20-~year old lead-lag study
as SoCalWwater suggests or we can use the Branch-developed estimate
of revenue lag days.

We believe that Radpour’s study, though not as precise as
a lead-lag study, is based on realistic estimates of days involved
in the completion of the revenue ceollection process. Radpour has
rnade an allowance for any possible errors in his estimate for
increasing the c¢omputed 47 days to 50 days. SoCalwater made no
such study to develop a new xevenue lag estimate, but relied on a
20-year old lead-lag study which makes no allowances for changes in
revenue collection techniques. SoCalWater has ¢learly failed to
rebut Radpour’s computation, other than characterize it as
arbitrary. SoCalWater has failed to meet its burden of pxoof to
establish that the revenue lag has remained at 54.85 days for the
past 20 years. Therefore, for the purpose of this proceeding, we
will adopt a revenue lag of 50 days for the calculation of working
cash allowance.

ax_on i s

The Tax Reform Act of 1986 (TRA 86) required utilities to
calculate and pay their federal income tax (FIT) by including
unbilled revenues in their taxable income. Before the enactment of
TRA 86, the taxable income for a given year was based on the
amounts of revenues billed to the customers. TRA 86 requixes
utilities to include, in their income, the "unbilled revenues" for
services provided during the taxable year. According to TRA 86,
income from serxvices provided during the taxable year but after the
final meter reading or billing date must be estimated if xt cannot
be determined.
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The provisions of TRA 86 apply to taxable years beginning
after December 31, 1986. TRA 86 included a phase-in mechanism
which required an income adjustment to be made in the first taxable
yvear following December 31, 1986 to prevent income from unbilled
revenues from being included in taxable income moxe than once.
Utilities were allowed to pay taxes on unbilled revenues over a
four-year period beginning in 1987. To match expenses and
revenues, expenses which relate to revenues taken into taxable
inconme as service is performed can be deducted in the same period
that the revenue is taxable.

SoCalwater’s unbilled revenue f£or 1986 was approximately
$4.8 million (companywide basis). In accordance with the
provisions of TRA 86, SoCalWater has elected to include one quarter
of this $4.8 million revenue in its taxable income for each of the
years 1987 through 1990. This treatment of unbilled revenues will
increase SoCalWater’s ratemaking FIT for the 1987 through 1950.
Branch opposes this addtional FIT for ratemaking puxposes.

According to Branch, before the enactment of TRA 86, the
utilities have always enjoyed a ratemaking tax benefit because in
setting rates the Commission has always assumed that the taxable
income on the revenues generated for providing service for the
entire year (January 1 through December 31) includes revenues fox
services not billed during the taxable year. Branch contends that
TRA 86 will require the utilities to pay the same taxes to the IRS
which were adopted for ratemaking purposes. Therefore, Branch
believes that allowing SoCalwater to recover taxes on $4.8 million
of unbilled revenues will result in recovery of taxes that were
already allowed in rates.

Discussion

The Commission, in setting rates, has always based a
utility’s test year revenues on sales that are expected to occur
during the entire test year (January l through Decembexr 31);i.e.
the ratemaking taxes have always included the taxes on unbilled
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revenues. TRA 86 has merely synchronized the actual taxes paid by
the utility with the ratemaking taxes. Therefore, SoCalwWater has
been collecting in rates the taxes on the unbilled revenues, in any
given year, although the actual taxes it paid to the IRS were only
on the actually billed revenues, which were almost always lowex
than the revenues based on the actual sales during the year which
included the unbilled revenues. If we were to allow SoCalwater to
amortize, ovexr four years, the additional 1986 taxes on $4.8
million of unbilled revenues, the ratepayers will be charged twice
for & poxtion of 1986 taxes. Therefore, we will not allow
SoCalwater to amortize the taxes on $4.8 million of unbilled
revenues.
Los Osos Distrig% ~ Construction

niz Re

D.83-04-069, dated April 20, 1983, approved the
construction and inclusion in rate base of a reservoir in the Los
Osos District referred to by SoCalWater as the Calle Cordoniz
reservoir. Since that decision SoCalWater has been unable to
construct the Calle Coxdoniz resexvoir because of the denial of
approval by the County of San Luis Obispo.

The rates adopted in D.83-04~069 wexe based on the
inclusion of the Calle Cordoniz reservoir in rate base. Since the
reservoir is not in the rate base, the ratepayers have been
overcharged. Branch recommends that the overcharges be refunded to
the ratepayers. A similar recommendation wias made by Shauna
Sullivan appearing on her own behalf and for the San Luis QObispo
County Community Service Area 9§ Advisory Board.

SoCalWater contends that its inability to construct the
reservoir results from foot dragging by the bureaucracy of the
County of San Luis Obispo. According to SeCalWater, it has been
making continucus good-faith efforts to construct the xeservoir.
Therefore, SoCalWater believes that it should not be required to
refund the portion of rates associated with the Calle‘Cordonii
reservoir. B According to ScCalwatex, the most equitdbleVapbroach

- 42 -
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would be to wait until the reservoir is constructed and then
determine if equity requires any refund. BRBranch arques that
regardless of whether or not SoCalWater has been diligent in its
efforts to construct the reservoir, the ratepayers should not be
charged for any plant which is not in sexrvice.

Although SoCalwater is opposed to the refunding of the
overcharges related to the Calle Cordoniz reservoir, in 1987 it
filed Advice lLettexr (AL) 759-W proposing an adjustment to rates for
the overcharge. AL 759-W was filed at the insistence of the
Branch.

In addition to the question of the appropriateness of the
refund, SoCalwWater and Branch disagree about the amount to be
refunded. In AL 759-W SoCalWater proposed to refund, through a
rate reduction, $71,663 between June 1987 and Decembexr 31, 1988.
According to Branch’s analysis, the total amount of overcharge by
the end ¢of 1988 will be $380,600 for a net ovexcharge, excluding
the refund in AL 759-Ww, of $308,900. SoCalwWater conceded that the
amount of refund in AL 759-W was in error and provided the
recomputation of the refund in Exhibit 42. SoCalwater’s revised
calculations represent an overcharge of $200,600 by the end of 1988
for net remaining overcharge of $128,900.

The approximate $180,000 diffexence between Branch’s and
SoCalwater’s estimate of unrefunded overcharge depends mainly on
whether rates set in attrition year 1985 provide for the inclusion
of the cost of the resexvoir for the full year in the rate base.
SoCalwater contends that the reservoir was given only S0% weighting
for 1985 in D.83-04-69, while Branch believes that the reservoir
was given full 100% weighting for 1985. Both agree that in D.83-
04~69 the reservoir was given only 50% weighting for 1984.

In addition to the issue of the appxopriate weighting for
1985, SoCalWater also contends that Branch’s calculations do not-
include the effects of items such as amortized investment tax
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creéit, deferred income taxes, and effect of interest for the
computation of federal and state income taxes.

Discussion '

Branch contends that SoCalwWater should refund an
additional $308,900 for overcollection of revenue associated with
the Calle Cordoniz rxeservoir. SoCalWater, by £filing AL 759-W, has
consented to refund the overcharges for the xeservoir. SoCalWater
has also conceded that the amount of refund in AL 759-W was in
erxor and that according to SoCalwWater’s calculation, the
overcharge for the resexrvoir was $200,600 by the end of 1988 for
net remaining overcharge of $128,500.

Branch’s disagreement regarding the amount of refund
stems from pexceived weighting of the Calle Corxdoniz reservoir in
the attrition year 1985 in rate base. The reservoir was to come in
service during test year 1984 and, therefore, the reservoir would
be given a 50% weighting in the 1984 rate base. This treatment is
consistent with the ratemaking procedure used for water utilities.
Since the reservoir was to come in service during 1984, it was
expected to be in service for the entire year of 1985. The
ratemaking proceduxe for water utilities allows a 100% weighting in
rate base for plant items expected to be in service for the entire
year.

The basis for our refund order herxe is SoCalWater’s
consent to a refund and its concession that the amount of the
refund previously ordered is incoxrect in the amount of $128,900.
Therefore, we will limit the amount of the additional refund to the
anount that SoCalWater concedes is correct. However, we do find
considerable mexit in Branch’s ¢ontention that SoCalWater is still
undexstating the amount of its prioxr overcollection by failing to
include a full year’s revenue requirement for the year 1985.

Since the rates in these proceedings are expected to be
in effect in January 1989, the overcharges are computed through
December 31, 1988. We believe that the refund'Bhouldﬁbe‘CQmpletéd‘
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over this rate case cycle for the Los 0Osos District i.e. fxom 1989
through 1991. By refunding the overcharges during this rate case
cycle, the next rate case Cycle beginning in 1992 will not have any
leftover ratemaking impact of the Calle Cordoniz reservoir.

Interest on the Qvercharges

Branch recommends that the overcharges of the Calle
Cordoniz reservoir should be refunded with interest at the rate of
12%. SoCalwater contends that even if the Commission decides that
a refund is justified, it would be inappropriate to charge interest
on the refund because, unlike the enexrgy utilities, SoCalWater is
not allowed to earn an interest on its balancing account.
SoCalwater argues that any interest charged would be a penalty
against it in a situation where there has been no showing of wxrong
doing. Accoxding to SoCalWater, the 12% rate of interest
recommended by Branch is especially unfair because it is well above
the 7% interxest rate that the Commission allows on balancing
accounts for its Bear Valley electric operations.

Discussion

SoCalwater is corxrrect in pointing out that no interest is
allowed on water utility balancing accounts. However, water
utility balancing accounts are established on the premise that the
overcollections and undercollections will offset each other in the
long term. Under this situation the ratepayers and the utility
share equal risks. In the case of the Calle Corxdoniz reservoir,
SoCalwWater has had the use of the additional revenues for over a
period of approximately four years with no possibility of the
ratepayers getting an offsetting benefit. Therefore, an interest
in this special situation is justified.

As to the question of the rate of interest to be charged,
we will, as we have done in the past, apply the interest rate used
for the energy cost adjustment clause (ECAC) balancing accounts.
Since a 7% interest rate is allowed for SoCalWater’s electric
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operation balancing accounts, we will apply the same rate to the
overcharges for the Calle Cordoniz resexrvoir.
va E 3 i ict Plant R

There is disagreement between SoCalWater and Branch
regaxding the plant additions for 1988. SoCalWater’s and Branch’s
estimates of gross plant additions in 1988 for the Bear Valley
Electric District are $1,366,300 and $1,110,300, respectively. The
$256,000 difference in estimated plant additions stems fxom changes
made by SoCalwWater to the original 1988 capital budget included
with the application.

In its revised budget SoCalWater deleted certain projects
and supplanted them with other projects that SoCalWater believed to
be more important. The changes to the budget were provided to
Branch in mid-July. Branch accepted the deletions from the
original budget but did not accept the substituted projects.

The plant additions in question result from SoCalwatexr’s
agreenment with SKI Corporation, one of SoCalWater’s major

customers, which required a set of new projects to provide adequate
service to SKI Corporation. The projects recommended for
disallowance are required to improve the reliability of the Bear
Valley system and to improve the veltage in the upper Moonridge
area.

Branch contends that SoCalWater did not provide the
necessary information regarding the revision t¢ the capital budget
until the day before its draft report was due. Accoxding to
Branch, as a result of this delay it accepted the SoCalWatexr-.
proposed cancellations of projects but did not accept the inclusion
of any new projects. Branch maintains that this late submission
did not allow it sufficient time to review the additional items.

SoCalwater’s witness Thompson testified at length
regarding these projects. Thompson explained the need for each
project and noted that several of these projects are either under
construction or already completed. ' -
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Discussion

While we agree witk Branch that it is the applicant’s
responsibility to provide timely information regarding its budgets,
we do not believe that projects needed to provide adequate service
should be excluded from rate base for that reason alone. Branch
assexrts that it received the explanation for the revisions to
SoCalwatex’s budget in mid-July, the day before its draft report
was due. On that basis we can understand Branch’s position to
exclude the projects from its report. However, the Branch witness
for rate base did not testify until September 29. He had
sufficient time to formulate his opinion regarding the
reasonableness of the projects before he testified. He did not do
S0.

Especially where the applicant fails to provide timely
budget information, it is SoCalWater’s responsibility to fully
Justify the inclusion of the project in rate base. The testimony
provided by SoCalWater’s Thompson does provide necessary details
for the inclusion of the projects. Thompson has also testified
that most of the plant additions in question axe either constructed
oxr are under construction. We believe SoCalWater has provided the
necessary justification. Thereforxe, we will adopt SoCalwater’s ’
estimate of plant additions of $1,366,300 for the Bear valley
Electric District for 1988.

The City of Bell Gaxdens (Bell Gardens) is sexved by the
Metxopolitan District of SoCalWater. Bell Gardens protested the
proposed rate increase because it was concerned about needed system
improvements within the city and expressed dissatisfaction with its
negotiations on "install and convey” ¢ontracts with SoCalWater.

During the heaxing Bell Gardens, SoCalWater and Branch
reached & stipulation regarding the resolution of Bell Gardens*
problem. Parties outlined the terms of the- stipulation and
requested that the Commission adopt it. '
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. The stipulation was filed on Novembexr 14, 1988. The
dispositive provisions ¢f the stipulation axe:

"l. The City of Bell Gardens and the Southern
California Water Company shall negotiate in
good faith to determine what system
improvements are necessary within the City
boundaries and to formulate a program for
financing the system improvements.

Southern California Water Company shall, no
later than June 30, 1989, file a wrxitten
report with the Public Utilities Commission
on the status of the negotiations.

The Public Utilities Commission staff shall
assist said negotiations and monitor them
to ensure that they are carried out in good
faith. In the event the Public Utilities
Commission finds that Southern Califorxnia
Water Company’s conduct has been impxudent
in not negotiating in good faith with the
City of Bell Garxdens, any step rate
increases for the yeaxrs 1950 and 1991 which
are approved in this proceeding shall be
stayed within the Bell Gardens sexrvice

. area."

Discussion

We will adopt the stipulation. We encourage parties to
carry out the terms in good faith.

At the PPHs in Morongo Valley and Apple Valley for the
Morongo Valley service area and the Victorville service area of the
Desext District, numerous customers expressed theixr dissatisfaction
with SoCalWatex. Therxe were approximately 25 speakers at each
meeting. They complained about excessively high rates and poor
sexvice. The attendance at those meetings was perhaps four times
as large as the numbex of persons who signed up to speak. In
addition, petitions were presented at each of the PPHs with
hundreds more signatures expressing the same dissatisfaction. It
is clear that therxe is a high level of discontent in the Desert
District. . ' I
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In addition to the petitions presented at the PPHs, over
700 customexrs of the Victorville service area sent a letter to
Governor Deukmejian expressing dissatisfaction with the handling of
SoCalWater’s past and current rate applications.

The Branch report on the results of operation for the
Desert District undexstates the reported service problems in the
both service areas of the district. The report also does not
contain any recommendations regarding remedies to the serxvice
pxoblems. However, after hearing the c¢omplaints at the PPHs,
SoCalwWater and Branch had several meetings to attempt to exploxe
possibilities for providing relief to the customers. Although
SoCalwater did not agree with the proposals made by Branch, both
parties agreed that no significant relief could be provided to the
customers in the context of this proceeding.

Branch recommends that the Commission order an
investigation into ways to relieve the problems of the Desert
District. Branch recommends that the investigation considexr the
following remedies:

1. Institution of connection fees.

2. Institution of availability charges to be
applied to empty lots for fire protection.

Condemnation and acquisition of the water
systems by local community serxrvice
districts.

Using the gain on sale of the La Quinta
service area of the Desert District for
improving the Morongo Valley and
victorville service axea. The La Quinta
sexvice area was the third service area of
the Desexrt District. The La Quinta service
area was condemned by the Coachella Valley
Water Distxict and final judgment on the
sale was issued by the court in Riverside.
County in December 1987. The gain of sale
over book value was approximately $900,000.
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SoCalwater opposes Branch’s recommendation to institute
an investigation on grounds that Branch was vague on what option
should be investigated.

Discussion

It is evident from the testimony provided at the PPHs and
the evidentiary hearings that the Desext District has high rates
and serious service problems. The primary cause of high rates in
the Desext District is that those districts are sparsely populated.
Fewer customers bear the cost of building and maintaining the plant
needed to provide the sexvice. Unlike energy and communications
utilities, water utility districts are treated as self-contained
systems for rate setting purposes. Therefore, customers of small
watex districts frequently have high rates for theix service
compared to customexrs of larger districts.

In addition to the high rates, public witnesses stated
that both sexrvice areas of the Desert District have sexious
problems with the quality of service. The service problems include
quality of water as well as poor response to customer-reported
complaints such as leaks in the water mains. Service problems were
reported by almost every member of the public who spoke at the
PPHs. These problems are summarized in the testimony of Kathy
Davis on benalf of Citizens for Better Water.

We believe that SoCalWater needs to take prompt action to
address the service problems in the district. We will rxequire
SoCalwater to submit a report outlining its short-term and long-
term plan to impxove the water systems in both service areas of the
Desert District. The report should also address the suggestions
made by Branch to provide relief from the high cost of service.
SoCalwatexr should submit this report within 120 days of the ,
effective date of this order. Branch should prepare & response to
SoCalWatexr’s report within 90 days of its issuance. Upon
completion of the report, SoCalWater should notify each customer in
the Desert District, through bill inserts, that the repor;‘will‘be‘,
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made available to individual customexs upon request. We will
schedule further hearings to consider the proposals contained in
SoCalWater’s xeport. Since the proposals made in SoCalWater’s
report will have an impact on the Desert District revenue
requirements, we will defer the rate revision for the Desert
District (A.88-05-021) until the hearings are completed and the
Commission issues a decision. The proceeding in A.88-05-021 will
remain open to rxeceive further evidence regarding the service
problems in the Desert District.

Turning to the question of the impact on SoCalWater’s
earnings resulting from deferring the rate increase for the Deserxt
District, we note that by its own estimation SoCalwWater, at current
rates, will achieve rates of return ¢of 9.2% and 8.43% with net
revenues of $386,400 and 403,800 (Table 3) for 1989 and 1990,
respectively. It is clear that even if the rate increase for the
Desert District is deferved, SoCalWater will continue to earn a
positive rate of return. '

at i —_Wat _

SoCalwater and Branch both agree that the established
rates should follow the guidelines set forth in D.B6-05-064 in
1.84-11-041. The guidelines to be followed in setting rates herein
are as follows:

1. Service charges shall be set to allow
utilities to recover up to 50% of their
fixed costs.

Lifeline rates shall be phased out.
There may be multiple commodity blocks,

with the number of commodity blocks to be
limited to no more than three blocks.

Seasonal xates may be implemented in xesort
areas. : o
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, These quidelines should bhe implemented in such a manner
hat a customer’s bill will not be increased by more than twice the
overall percentage increase.

The service charges in the Metropolitan, Los 0s0s, and
Desert Districts produce revenues equal to approximately S50% of the
fixed costs. Most of the increase for the Barstow District has
been applied uniformly to service charges to recover approximately
50% of the fixed costs.

The limited flat rate serxrvice will be discontinued in the
Metropolitan District.

ate si = LC

SoCalWater has stipulated to Branch-proposed rate design
which takes into account the effects of Senate Bill (SB) 987.

SB 987 amends Public Utilities (PU) Code § 739 and directly affects
how residential baseline and nonbaseline rates are to be set for
gas and electric utilities.

PU Code § 739, before it was amended, required the
Commission to set baseline rates at a range of 15% to 25% below the
system average rate. SB 987 deletes this requirement and allows
the Commission greater flexibility in establishing the rates and
quantities for baseline usage. S5SB 987 requires the Commission to
avoid excessive rate increases for residential customers and to
establish an appropriate gradual differential between rates for the
respective blocks of usage.

To accomplish these objectives, Branch recommends that
the baseline quantities be set at 50% of average aggregate
consumption for basic (including water-heating) customers in the
summexr and winter seasons and for all-electric customers in the
summex. The baseline allowances for all-electric customexs in
winter be set at 60% of average aggregate consumption.

Branch determined the baseline allowances for test year
1989 by using monthly billing frequency analyses of domestic -
billing from January 1987 to April 1988. Branch recommends the
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following baseline quantities for single-family dwellings for test
years 1989 and 1590:

Summexr wWintexr

P 14 ouanti

Basic 320 320

All-Electric 560 1,200

Based on similar analysis, Branch recommends a baseline
allowance of 120 kWh/month customer for domestic multifamily
residences.

Branch’s recommendations for baseline allowances are for
permanent residents only. Branch maintains that 99% of the
nonpermanent residents are California residents who own second
homes in Bear Valley service territory, and therefore, do not
qualify for baseline allowance.

Turning to the question of rates for baseline quantities,
Branch recommends that the baseline rate be set at 70% of the
system average rate. According to Branch, this rate will avoid a
large bill increase as well as simplify the implementation of the
baseline structure.

In addition to its recommendations regarding residential
customers, Branch has made several other recommendations regarding
purchased power balancing account amortization in Exhibit 22 and
rate design in Exhibit 23. SoCalwater has agreed to comply with
all of Branch’s recommendation. Branch’s recommendations are
contained in Appendix F. There are no disagreements between
SoCalwater and Branch regarding revenue allocation between customer
classes and rate design for other customer classes.

DRiscussion

Branch’s proposed rate design for residential customers
is in compliance with the requirements of SB 587. The Branch-
proposed rate design for other classes of customers is in -
compliance with the Commission guideline. Therefore, we will adopt-
the rate design proposed in Exhibit 23.
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In addition to modifying the baseline program, SB 987
requires the Commission to establish a program of assistance to
low-income electric and gas customers. The Commission will address
this matter in the second phase of 1.88~07-~009.

Attxition

Rates for 1991 are calculated using an operational and
financial attrition allowance. The financial attrition of 0.04%
results from the expected change in capital ratio and the weighted
cost of long-term debt due te acquisition of new debt issues.
Operational attrition is the result of the additional cost of
providing sexvice including opexating expenses, depreciation,
taxes, and return on investment increasing at a faster rate than
revenues at a'given rate level. The following table shows the
attrition allowance for each of the five districts:

D3 Lct . e ) Fi {a) Total
Barstow 1.40% 1.44%
Desert 0.88 | 0.92
Los Osos 1.05 1.09
Metropolitan 0.79 ‘ 0.83
Bear Valley Electric 0.42 0.46
Balancing Account

In November 1988 SoCalWater provided the recorded
October 1988 balances in its balancing account set up pursuant to
PU Code § 792.5. The balance as of October 31, 1988 for the Los
Osos District was $89,200 undercollection or approximatley 1l2% of
the gross annual revenue.

In accordance with established Commission policy on
balancing accounts, recorded balances exceeding 5% of gross annual
revenues should be amortized over a period of time greater than 12
months. Branch recommends amortization over a three-year period.
This coincides with the rate case cycle. We will_édopt‘Branch’s
recommendation. Accoxdingly, the appropriate surchargefhas‘been/‘ .
included in Appendix A-2. S S - |
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Comments on_the Proposed Decision

SoCalwater has filed comments on the ALJ’s proposed
decision. Based on our review, we believe the following
modifications and/oxr corrections to the decision should be made:

Tax_on_Unbilled Revenues

The proposed decision states that:

"SoCalWater’s FIT for the unbilled revenues for
1986 was approximately $4.8 million
(companywide basis). In accordance with the
provisions ¢f TRA 86, SoCalWater has clected to
pay this additional FIT evenly over the four-
vear period 1987 through 1990. In oxder to
recover the $4.8 million, SoCalWater has added
$1.2 million (4 8+4 to each of its test year
FIT estimates."”

This statement is not correct; $4.8 million is the amount
of unbilled revenues, not the amount of the federal income tax on
the unbilled revenues. SoCalWater proposes to include one quarter
of this $4.8 million in its taxable income in each of the years
1987 through 1990. Accordingly; we have modified the language on
pages 41 and 42 to reflect this correction.

c oblems jin the e st

The proposed decision defers the rate increase in the
Desert District pending xeports from both SoCalwater and Branch and
further hearings regarding the service problems in the district.
SoCalWater opposes the delay in the rate incxease for the Desert
District. According to SoCalwWater, such a delay would leave in
place rates in the Desert District that would produce a rate of
return less than 10.91% (based on 12% return on equity) which has
been found to be Jjust and reasonable for 1989 in this pxoceeding.
SoCalwWater contends that rates that do not yield a reasonable
return to a utility are confiscatory and violative of the
Fourteenth Amendment to the Constitution.

SoCalwater correctly points out that the»decxsxon £1nds a.

12% return on equity reasonable fox the three test years, wh;ch

e
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would correspond to a rate of return of 10.91% for 1989. However,
it should be noted that ROE is a function of risk and a district
with service problems has a different risk factor than a district
without service problems. Therefore, the 12% ROE found reasonable
for SoCalwater’'s othexr four districts (Barstow, Los Osos,
Metropolitan, and Bear Valley Electric) would only be applicable to
the Desexrt District after its service problems have corrected.
Accordingly, we will defer the rate increase for the Desert
District until further Commission action proposed in this oxder.

Branch Recommendations Reqarxrding
h; V. i istxi

Branch has made certain recommendations regaxding
purchased power balancing account amortization and rate design in
Exhibits 22 and 23 respectively. SoCalWater has agreed to comply
with Branch’s recommendations. Although the proposed decision
mentions SoCalWater’s agreement to comply with Branch’s
recommendations, it does not order SoCalwater to do s¢. We believe
that SoCalWater should be ordered to comply with Branch’s
recommendation. Accordingly, we have modified the language on
page 53 and added the necessary orxdering paragraph.
Eindings of Fact

1. On May 11, 1988, SoCalWater filed applications requesting
rate increases for water service in its Barstow, Desert, Los Osos,
and Metropolitan Districts and for electric rate incxease in its
Bear Valley Electric District.

2. SoCalwater requests rates which would produce rates of
return on its rate base of 11.43% in 1989, 11.49% in 1990, and
11.52% in 1991 with a constant ROE of 13.5% in each of the three
years.

3. Branch recommeads a range of 11.75% to 12.25% as the
proper ROE for SoCalWatexr for the three years.

4. SoCalwWater revised its estimate of the cost of future
long-term debts from 10.50% to 1ll%. '
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5. Branch contends that the cost of future long-term debt
will be 10.5%.

6. The estimates for the cost of future long-term debt are
based on long-range forecasts for 30-year maturity "AA" and "A"
rated bonds.

7. SoCalWater proposes to issue bonds with lS5-year maturity,
which yield lowexr interest rates.

8. In making its estimate for the cost of ScoCalwater long-
texrm debts with a l5-year maturity, Branch made an allowance of 25
basis points to the long-range forecasts for intexest rates for
bonds with a 30-year maturity. SoCalWater made no such adjustment.

9. Branch’s estimated cost of 10.50% for SoCalWater’s future
long-term debt is most likely to occur. _

10. Water utilities do not face the same business risks as
energy and communications utilities.

1l. Bond rating agencies apply more relaxed standards to
water utilities than energy and communication utilities.

12. An ROE 12% would provide a pretax interest coverage of
3.18x in 1989, 3.17x in 1990, and 3.16x in 1991.

13. With the interest coverage of over 3.0x, SoCalwater is
most likely to qualify for an "AA" rating for its bonds.

14. An ROE of 12% will adequately cover SoCalWater’s xisk
and its need for additional capital.

15. An ROE of 12% will produce overall rates of return of
10.91%, 10.95%, and 10.99% for 1989, 1990, and 1991, respectively.

16. SoCalwater estimates the expenses for the general office
outside sexvices to be $277,900 and 293,900 for 1989 and 1990,
respectively.

17. Branch estimates for the general office outside service
expenses are $192,900 for 1989 and 1990.

18. In preparing its estimate for expenses for outside
services, SoCalWater has added to Branch’s estimatenthe'additional
expenses for 1987 recruitment fees, training, and legal feés, '
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19. The Commission does not allow recovery of past expenses
in future test years unless specific provision has been made to
accrue them for future amortization.

20. No provision was made for the accrual of the recruiting
expenses incurred during 1987 and they appear to be ordinary
operating expenses which are provided for in test year ratemaking.

2]1. SoCalwater has jugstified the need for the additional
allowance for training.

22. SoCalWater has not justified the additional expense for
legal fees.

23. Disallowance of 1987 recruitment fees and the additional
legal fees would result in SoCalWater’s outside serxrvice expenses
estimates of $259,900 and $258,900 for 1989 and 1990, respectively.

24. In calculating the working cash allowance SoCalWater and
Branch have used revenue lag days of 54.85 and 50, respectively.

25. SoCalWater uses the revenue lag of 54.85 days developed
by a lead-lag study conducted in 1968 which did not take into
consideration the improvements in revenue collection process.

26. Branch developed its estimate of revenue lag by
estimating the various stages of revenue collection process.

27. In developing its revenue lag estimate, Branch took inteo
consideration improvements in revenue collection process.

28. TRA 86 xequired utilities calculate and pay their FIT by
including unbilled xevenues in their taxable income.

29. SoCalWater’s unbilled revenue for 1986 was approximately
$4.8 million.

30. SoCalWater has included the amortized portion of the
unbilled revenues in its taxable income for each of the test yeaxs
in this proceeding.

31. SoCalWater’s ratemaking taxes included an allowance for
taxes on unbilled revenues.




A.88-05-019 et al. ALJ/AVG/bg *

32, Allowing SoCalWater to recover the additional taxes on
$4.8 million of unbilled revenues would result in the ratepayers
being charged twice for the same tax expense.

33. D.83-04-069 adopted rates which werxe based on the
inclusion of the Calle Cordoniz xeservoir in the Los Qsos District
rate base. '

34. The Calle Cordoniz reservoir is not in sexvice at this
time.

35. Ratepayers have been overcharged for rates associated
with the Calle Coxdoniz reservoir.

36. SoCalWater has consented to refund the overcharges.

37. SoCalwWatex’s estimate of overcharges is $200,600 through
December 31, 1988.

38. SoCalWater has refunded $71,663 of the overcharges
associated with the Calle Cordoniz xesexvoir.

39. The net overcharges for the Calle Coxdoniz reservoir are
$128,900.

40. The refunds for overcharges associated with the Calle
Coxdoniz reservoir will be easier to track if they are refunded
over this rate case cycle.

41. Branch recommends that the ovexrcharges be refunded with a
12% interest.

42. SoCalWater opposes any interest on the overcharges .
because there is no interest allowed on water utility balancing
accounts.

43. In water utility balancing accounts the risks of
overcollections and undercollections are shared by the ttility and
the ratepayers.

44. The overcollection for Calle Cordoniz reservoir has
allowed SoCalWater the use of additional funds wmth no offsettxng
benefits to the ratepayers. :

45. SoCalWater is allowed an interest rate of 7% for its
ECAC balancing account for the Bear Valley Electric District.
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46. The Commission’s practice has allowed the use of the ECAC
balancing account interest rates for other balancing accounts.

47. Branch rxecommends the disallowance of $256,000 of plant
additions from the 1988 SoCalWater’s estimated plant additions of
$1,366,300 for the Bear Valley Electric District.

48. The information in support of SoCalWater’s disputed plant
additions was provided only one day before its draft report was
due.

49. Branch witness had adequate time to review the
information regarding the proposed plant addition before he
testified.

50. SoCalwWater has provided adequate justif;cat;on in support
of the plant additions in contention.

51. The two service axeas of the Desert District have
service problems as well as high rates.

52. SoCalwater has not taken the necessary steps to address
the service problems.

53. Thexe is an immediate need to address the service
problems in the Desert District.

54. The steps needed to address the service problems in the
Desert District may have an impact on the district’s revenue
requirements.

55. SoCalwater will continue to have a positive net xevenue
and rate of return in 1989 and 1990 for the Desert District at
present rates.

56. Bell Garxdens protested the proposed increase because it
was concerned about needed system improvements within the city.

57. Bell Gardens, SoCalWater, and Branch filed a stipulation
xegarding the resolution of Bell Gardens’ problem.

58. The stipulation requires Bell Gardens and SoCalwWatexr to
negotiate in good faith to develop program for implementing the
system improvements. According to the stipulation, the step
increases for 1990 and 1991 within the Bell Gardens’ aervzce axea
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are contingent upon SoCalwater’s good faith effort in negotxatxng
with Bell Garxdens.

59. Bell Gardens, SoCalWater, and Branch regquest that the
Commission adopt the stipulation.

60. Branch-proposed rate design for water as well as electric
service is consistent with the Commission policy.

61. SoCalWater has stipulated to Branch-proposed rate design. \/’

nclusions w

1. A cost of 10.50% for SoCalWater’s future long-term debt
is reasonable and should be adopted.

2. BAn ROE of 12% is just and reasonable for SoCalWatexr for
1989, 1990, and 1991.

3. The estimates for the general office outside service
expenses of $259,900 and $258,900 for 1989 and 1990 are reasonable
and should be adopted.

4. The working cash allowance should be computed with a
revenue lag of 50 days.

5. SoCalWater should not be allowed to recover the
additional taxes on $4.8 million of unbilled revenues. \/,

6. SoCalWater should refund the balance of overcharges of
$128,900 associated with Calle Corxdoniz reservoix over this rate
case cycle. _

7. An interest rate of 7% should be applied to the
overcharges.

8. SoCalWatex’s estimate of $1,366,300 for 1988 plant
additions should be adopted.

9. TFurther evidentiary hearings should be held to address
the problems of service and high rates in the Desert District and
the rate revision for the district should be deferred until the
hearings are completed and the Commission issuves a decision.

10. The stipulation filed by Bell Gardens, SoCalwater, and
Branch should be adopted. ' ,
1l. The Branch-proposed rate desxgn ahould be adopted.‘
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12. The applications should be granted to the extent provided
by the following order.

13. Because of SoCalWater’s immediate need for rate—relxef,
this ordexr should be made effective today.

QRDER

IT IS ORDERED that:

1. Southern California Water Company (SoCalWater) is
authorized to file revised schedules for its Barstow, Los (0s0s,
Metropolitan, and Bear Valley Electric Districts attached to this
decision as Appendix A. This £filing shall comply with General
Order (GO) 96. The effective date of the revised schedules shall
be 5 days after the date of filing. The revised schedules shall
apply only to sexvice rendered on and after theixr effective date.

2. On or aftexr November 15, 1989, SoCalWater is authorized
to file an advice letter, with appropriate workpapers, requesting
the step rate increases for 1990 included in Appendix B, oxr to file
a proportionate lesser increase for those rates in Appendix B for
Barstow, Los 0sos, Metropolitan, and Bear Valley Electric
Districts, respectively, in the event that district’s rate of
return on rate base, adjusted to reflect the rates then in effect
and normal ratemaking adjustments for the 12 months ended
September 30, 1989, exceeds the later of (a) the rate of return
found reasonable for SoCalWater during the coxrresponding period in
the then most recent rate decision or (b) 10.91%. This filing
shall comply with GO 96. The requested step rates shall be
reviewed by the Commission Advisory and Compliance Division (CACD)
to determine their conformity with this orxrder and shall go into
effect upon CACD’s determination of conformity. CACD shall inform
the Commission if it finds that the proposed step rates are not in:
accord with this decision. The effective date of thehreéigéd’ ‘
schedules shall be no earlier than January 1, 1990,{qrf50fd&ya_h.:
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after filing, whichever is later. The revised schedules shall
apply only to service rendered on and after their effective date.

3. On or after November 15, 1990, SoCalwWater is authorized
to file an advice letter, with appropriate workpapers, requesting
the step rate increases for 1991 included in Appendix B, or to file
a proportionate lesser increase for those rates in Appendix B for
Barstow, Los Qsos, Metropolitan, and Bear Valley Electric
Districts, respectively, in the event that district’s rate of
return on rate base, adjusted to reflect the rates then in effect
and normal ratemaking adjustments for the 12 months ended
September 30, 1990, exceeds the later of (a) the rxate of return
found reasonable for SoCalWater during the corresponding peried in
the then most recent decision or (b) 10.95%. This f£iling shall
comply with GO 96. The requested step rates shall be reviewed by
the staff to determine their confoxmity with this orxder and shall
go into effect upon CACD’s determination of conformity. CACD shall
inform the Commission if it finds that the proposed step rates are
not in accord with this decision. The effective date of the
revised schedules shall be no earlier than Januvary 1, 1991, or 30
days after the £iling of the step rate, whichever is later. The
revised schedules shall apply only to service rendered on or after
their effective date.

4. WwWithin 120 days frxom the effective date of this oxdex,
SoCalwater shall file a repoxt including short-term and long-term
plans for improving service in the Desert District. The report
shall also address the proposal made by the Water Utilities Branch
{Branch) to provide relief from high rates in the district.

5. Branch shall review SoCalWater’s report on the Desert
District and file its comments 90 days after the report is made
available. ‘ o

6. SoCalWater shall notify each customer, through billiv
inserts, that the report on the Desert District will be available
upon request. | | o
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7. Further hearing on the Desert District problems will be
held after SoCalWater’s report and Branch’s response are made
availabe.

8. The xate revision for the Desert District shall be
deferred until further Commission order following the hearing on
the Desert District problems. '

9. SoCalWater shall comply with Branch’s recommendations
contained in Appendix F.

10. The proceedings in A.88-05-019, A.88-05-023, A.88-05-024,
and A.88-05-026 are closed. The proceeding in A.88-05~021 remains
open for further evidence. '
' This oxder is effective today.

Dated JAN'27 7939 » 4t San Francisco, Cal;foma.

.o ' .

WASTATBROVED. S CE ASOVE,
COMMISSIONERS TODAY.. .

Vo Wotioarity, St -.uw

g
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APPENDIX A-l

Southern Califormia Water Company
Barstow District

Schedule No. Ba-l
GENERAL _METERED SERVICE

ARPLICARILITY

Applicable to all metered water service.

TERRITORX

Barstow and vicinity, San Bernardine County.

RATES Pexr Meterw
Per Month
Quantity Rates:
First 10,000 cu.ft.,per 100 cu.ft. '$0.500
Over 10,000 cu.ft.,per 100 cu.ft. 0.409

Service Charge:

FOI‘ 5/8 x3/4‘inCh meter e RSP AAED AT, $ 6-35
For 3/4=-1nch Mmeter v.oveerecnccnssssnnes 7.20
For 1=inch meter .c.cecscscesransrsnne 8.50
FOr l 1/2"5.an. meter cesssroenErssane 10‘-80
For 2=inch meter ..iccecicncinencnaane 20.00
FOr 3"inCh meter I'.h.....i.‘.lt.‘...-. 2’6-00 f
For 4~inch meter ...cececcvvcecresrresr 46.00 .
For 6~-inch meter ...cecvscvcnvennccees 74.00
For 8=inch meter ....cceveceeccecceas 102.00
For 10~-inch meter cees 187.00

o,

The Service Charge is a readiness-to-sexrve charge which
iz applicable to all metered service and to which is to
be added the quantity charge computed at the quantity
rates.

* All rates axe subject to the. rexmbursement :ee '
set forth on Schedule NOm U?. L . ,

(END OF ADPENDIX A-1)
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APPENDIX B-1

Southern California Water Company
Barstow District

Each of the following increases in rates may be put into
cffect on the indicated date by £iling a rate schedule which adds
the appropriate increase to the rate which would otherw;se be in
effect on that date.

Effective;Ddte

SCHEDULE BA-1

Service charge:

For5/8x 3/4-inch meter .......

For 3/4=inch meter cceeeccnvecennes
For 1=inch meter ...ccecvcncvscan
For 1 1/2=-inch meter teceeroes
For 2=inch meter ..c.ccceccnnrecons
For 3=inch meter ...ccesverccrsse
For 4=inch meter

For 6=inch meter ...cececcvnceces
For 8=inch meter .v.cevccccrsvceen
For 10=inch MeLer .ceceveecevereanes

Quantity Rates:

First 10,000 cu.ft.,per 100 cu.ft........ 0.028
Over 10,000 cu.ft.,pexr 100 cU.ftececense 0.024

(END OF APPENDIX B-1)
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APPENDIX C-1
Page 1

Southern California Water Company
Barstow District

AROPTEDR OUANTITIES

Name of Company: Southern California Water Company

District: Barstow

.
2.
3.
4.
S.

Net-to-Gross Multiplier: 1.6960
Federal Tax Rate: 34%

State Tax Rate: 9.3%

Local Franchise Tax Rate: 1.172%
Uncollectibles Rate: 0.333%

Qffsetable Items
1989

Rurchased Powex
A. Ccf/KWwh=- Electric Pump 0.814

Electric Boosters
B. XWh (Total) 9,054,078
C. Average Cost/KWwh $ 0.08711
D. Total Cost of Power $ 770;600

7. Ad Valorem Taxes $ 59,000

1990

0.814

9,159,381
$ 0.08706
$ 779,000

$ 64,500
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APPENDIX C-1
Page 2

Southern California Water Company
Barstow District

5/8 x 3/4

0 = 100 2,637,602 2,678,506
over 100 1,793,498 - 1,804,094
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APPENDIX C-1
Page 3

Southern California Water Company

Barstow District
ARQPTED OUANTITIES

10. Number of Services:

commercial-Metered

Industrial
Public Authority
Contract

Other

Subtotal

Private Fire Protect.

Total

water Loss: 10.2%

1989 1950
8,171
9 9

78 78

b 1

b 8 1

8,260
41 41

8,301 8,431

503.1

8,301 3,

8,390 4,

v

1990 1989 1990
287.2  396.0  396.0
101.5 11,275.0 11,275.0
494.0 6,333.0 6,333.0
597.4 . 597,460 597,460

2.5 2,486.6 2,486.6

482.6

Total Water Produced (KCecf)
Pumped Water (KCcf)

4,934.2

Purchased wWater (XKCcf) 0.0

-(BND oP'APPEﬁDix C-1Y  "
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APPENDIX D~1

Seuthern California Water Company
Barstow District

Income Tax Calculations

1989 1990
(Thousands of Dollars)

Total Revenues 2,779.8 , $ 2,979.0

Purchased Power
Purchased Water
Purchased Chemical
Punp Tax
Payroll
Other O&M
Other A&LG

usiness Licence

'd Valorem Taxes
Payroll Taxes
Depreciation
General Qffice alloc.
Uncollectible
Business License Tax

Subtotal
Interest

Total Deductions

State Tax Deprec.
State Tax @ 9.3%

Federal Tax Deprec.
Federal Tax @ 34%

Total Income Tax

. (END OF APPENDIX D-1)
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l APPENDIX E-l1

Southern California Water Company
Barstow District

Comparison of typical bills for residential metered
customers ©f various usage level and average usage level at
present and authorized rates for the year 1989.

General Metered Service

(5/8 %X 3/4=inch meters)

At Present At Authorized : Percent :
Monthly Usage Rates Rates ¢ Increase :

- . - - - S -

(Cubic Feet) ‘
300 6.65 , : 18.0 %
. 500 7.56 27.2
2,000 9.85 . 15.2
2,000 14.32 | 14.2
3,000 (Average) 18.83 - 13.4
4,000 23.34 : 12.9
6,000 32.36 S 2.3
10,000 50.40 : S 1.8

2

(END OF APPENDIX E-1)
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APPENDIX A-2

Scuthern California Water Company
Los Osos District

Schedule No. 10-1
GENERAL METERED SERVICE
ARRLICABILITX

Applicable to all metered water service.

ZERRITORY

Unincorporated areas south of the city of San Luis Obispo in
the vicinity of Los 0sos, San Luis Obispoe County.

RATES Per Metex
Per Month
Sexrvice Charges: o

For 5/8 X 3/4=inch meter ....ccecececs... $ 8.15
For 3/4=-inch meter cracenes 9.20
For 1-inch meter cecesanvse 12.70
For 1 lfz-inCh meter P A N A N N N W Y 18-00‘
FOI‘ z-inCh meter sbsvesboanssenEEE 23000
For 3=inch Meter cccecccsnvcsceces 40.00
FOZ" 4-inCh meter ce v bsesrEBEren 56&00
For 6=inch Meter ceccervvevracses 92.00
FOI' 8-inCh meter sesaassrveassessea 109 00
For 10~inch meter : canw 130 00

Quantity Rates:
For all water delivered, per 100 cu.ft. 0.789 (i)

v

Due to the undercollection in the Balancing Account, an
amount of $0.05 pexr Ccf is to be added to the quantity
rates as shown above for thirty six months from the
effective date of the decision to amortize the
undercollectin.

Due to the overcollection associated with the Calle
Coxrdoniz reservoir, an amount of $0.105 per C¢cf is to
be reduced from the quantity rates as shown.above for
thirty-six months from the effective date. of the’
decision to amortize the overcollection.

(END OF APPENDIX A-2)..
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APPENDIX B-2

Southern California Water Company
Los Osos District

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

Effeétive‘Date :

1-1-90 1-1-91

SCHEDULE IO~1

Service charge

For 5/8 x 3/4=-inch meter ....cccececcanes $ 045
FOL’ 3/4-inCh metel' ssseampvrevrecsesasn 0-50'
For 1-inch meter .....cceecevee.. 0.70
For 1 1/2-inCh meter seserrnnssennsren 1-00
For z-inCh Mneter .ececocscresnsenas 1-20
For 3=inch meter .ceceecececcccee. 2.00
Foxr 4-inch meter 3.00
FOJ‘.‘ G—inCh. meter Tesssrsrnraasenaay 5‘-00 ’
Fox 8=inch meter .c.ceeeecceceeess 6.00
For 1°-inCh meter evesrsenrssseannsy 7000

Quantity Rates:

For all water delivered, per 100 cu.ft. 0.041

(END OF APPENDIX B-2)
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Southern California Water Company
Los Osos District

ADOPTED QUANTITIES
Name of Company: Southern California Water Company.

District: Los Osos

1. Net=to-Gross Multiplier: 1.6745
2. PFederal Tax Rate: 34%

3. State Tax Rate: 9.3%

4. Local Franchise Tax Rate: 0.000%
S. Uncollectibles Rate: 0.237%

Itenms

W
A. Xwh/Kcef = Electric Power 0.614
B. Xwh (total) 1,183,735
C. Average Cost/Kwh (PG&E) 0.10084 0.10038
D. Dates Rates Effective 6/1/88 6/1/88
E. Total Cost of Power $ 119,970 $ 122,620

7. Ad Valorem Taxes $ 19,700 ' $ 22,100
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Southern California Water Company
Los 0sos District

ADOPTED OUANTITIES

}! 1 : s. - - 1[ ! su

5/8 x 3/4

9. Metered Water Sales—Ccf

Range Ccf
0-=300 90,479 92,996
Over 300 485,021 '498,104

Total 575,500 ‘ 591,100
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Southern California Water Company
Los Osos District

ADQETED OQUANTITIES

10. Number of Services:

No. of Services Usage-KCcf Avg.Use~Ccf/yr.

1989 1990 1989 1990 1989 1990

Commercial-Mete’d 2,785 2,863 560.1 575.7  201.1 201.%
Industrial 0 0.0 0.0 0.0 S 0.0
Public Authority 4 12.9 12.9 3,227.1 3,227.%

Subtotal 2,790 575.5 591.2

Private Pire Prot. 7

Total 2,797

Wwater Loss: 8.4 %

Total Water Produced (KCcf)

(END OF APPENDIX C-2) = - -
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APPENDIX D-2

Southern California Watexr Company
Los Osos District

Income Tax Calcﬁlations

1989 1990
(Thousands of Dollars)

Total Revenues 753.0 | _ $ 813.8

Purchased Power
Purchased Water
Purchased Chemical
Punmp Tax
Payroll
Other Q&M
Other A&G
siness License
d Valorem Taxes
Payroll Taxes
Depreciation
General Office Allec.
Uncollectible
Business lLicense Tax
Subtotal
Interest
Total Deductions
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State Tax Deprec.
State Tax @ 9.3%

Federal Tax Deprec.
Federal Tax @ 34%

Total Income Tax

. (END OF APPENDIX D-2)
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APPENDIX E-2

Southern California Water Company
Los Oses District

Comparison of typical bills for residential metered
customers of various usage-level and average usage level at
present and authorized rates for the year 1989.

; ; .
(5/8 x 3/4-inch meters)

At Present At Authorized Percent
Monthly Usage Rates Rates- Increase

(Cubic Feet)
300 $ 9.78 $ 10.52
500 1l..28 12.09
1,000 15.04 16.04
2,000 (Average) 22.54 23.93
3,000 30.05 31.82
4,000 37.55 39.71
6,000 52.57 55.49
10,000 82.59 87.05

(END OF APPENDIX E-2)
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APPENDIX A-3

Southern California Water Company
Metropolitan District

Schedule No. ME=-1
GENERAL METERED SERVICE
ARRLICABILITY

Applicable to all metered water service.

RERRITORY

Portions of the cities of Artesia, Bell, Bell Gardens,
Carson, Compton, Cudahy, Culver C;ty, Downy, El Segundo, Gardena,
Hawaiian Garden, Hawthorne, Huntington Park, Inglewood, Lakewood
La Mirada, lLawndale, Long Beach, Norwalk, Paramont, Santa Fe -
Spring, South Gate, and the communities of Athen, Lennox, and
Moneta and vicinity, Los Angles County, and portions of the city
of Los Alamitos and vicinity, Orange County.

BATES Per Meter+
Per. month
. Service Charge: '

For 5/8 X 3/4~3inch meter ..ccececccccssvccese $ 3.85 .
For 3/4~inch Meter ...cceccececcscencsns 6.00
For l-inch meter ..ccccvavcecrcsancen 8.80
Fox 1 1/2~inch meter 14.15
FO]‘.‘ z-inCh. meter sscssssmrss s 23-80‘
FOZ’ 3-inCh meter P Y R L T E IS 3‘1-00
FOI‘ 4"'inCh meter cessssssrstansennsRa 56‘-00
FOI’ 6-inCh meter ssserserassBENEEDEEE.. 80-00
FOr B-inCh meter ll......l..ﬁ....‘.l... 128.00
For lo-inCh meter arsesmessssessosarnns 206‘.00

Quantity Rates:
For all water delivered, per 100 cu.ft. eee. 0.753

The Service Charge is a readiness~to-sexrve charge
applicable to all metered service and to which is
to be added the quantity charge computed at the
Quantity Rates.

* 2Al)l rates are subject to the re;mbursement tee set
forth on Schedule No. UF. _ .

(END OF APPENDIX A-3)
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. APPENDIX B-3

Southern California Water Company
Metropelitan District

Each of the following increases in rates may be put-into
effect on the indicated date by filing a rate schedule which adds
the appropriate increase to the rate which would otherwlse be in
effect on that date.

Effective Date

1-1=90 1=1=91

SCHEDULE ME-1l

Service charge:

For S/8 % 3/4=inch meter .....cecececvaee
For 3/4-inch meter ...veccecccoacens
For 1=inch Meter .ceccesceseraanes
For 1 1/2-inch meter .....ccecvecccen
For 2=-inch meter .c.cecevecrsncens
For 3=inch meteY .ceccevescenssane
For 4=inch meteY .ccecoceccasnneve
FOr G-inCh mete: R R R R R Yy
FOI’ 8-inCh meter se s seE TR rE e
For 10=-inch MEter c.ccvevoncrsnson:

Quantity Rates:

For all water delivered, Per 100 cu. ft.. 0.015 0.015

(END OF APPENDIX B-3)
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Southern California Water Company
Metropolitan District

ARORTED OUANTITIES

Name of Company: Southern California Water Company

District: Metropolitan

1. Net-to-Gross Multiplier: 1.7024
2. Federal Tax Rate: 34%

3. State Tax Rate: 9.3%

4. Local Franchise Tax Rate: 1.397%

5. TUncollectibles Rate: 0.475%

offsetable Items Test Yeaxrs
1989 1990

9,606,400
22,053.3.
' 7%

9,606,400
22,053.3
71 S

Pumped Water (Ccf)

(A.F.)
Pump Tax Rate
Punp Tax

$ 1,565,800 S 1,565,800

W. ‘

A. West Basin MWD (A.F.) 33,168 33,117
Rate Effective (7/1/87) $ 231 $ - 232
West Basin Cost

Central Basin MWD (A.F.)
Rate Effective (7/1/87) $
Central Basin MWD Cost

14,894
232.30
$ 3,459,876

MWD Credit Intruptible Water (A.F.)4,000
Credit Effective (7/1/87) (44.44)
Total Credit $ (177,800)

City of Cexxito (A.F.)
Rate Effective (7/1/87) $
Total Cost $

1,791
422,676
City of BHuntington Park (A.F.)

Rate Effective (8/1/84) $
Total Cost $

$ 7,661,808

236.05

1,567

'$ - 291.85.
$ . 1,567 -

$ 7,650,027

14,872
$ 232.30
$ 3,454,766

4,000
(44.44)
$ (177,800)

1,788
$ 236.05

$ 422,057

5
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Southern California Water Company
Metropolitan District

ADORTED QUANTITIES

City of Downey (A.F) 16 16
Rate Effective (8/1/84) 232.30 232.30
Total Cost $ 3,717 3,717

Suburban Water System (A.F.) 0.23 0.23
Rate Effective (5/13/87) 326.70 326.70
Total Cost s 1,328 1,328

City of Inglewood (A.F.) 10 10
Rate Effective (10/1/87) $ 629.83 $ 629.83
Total Cost $ 6,298 $ 6,298

Total Purchased Water Cost § 11,380,600  $11,363,000

Purchased Power

DWP, KWh 180,349 180,349
Average Cost/Kwh , I

Effective (3/1/88) $ 0.25483  0.25483
cost $ 47,054 - 47,341

Southern Calif. Edison

KWh,Schedule GS~TP 277,230 . 277,212
v, " GS~2 92,410 92,404
", " PA-1l 9,451,165 9,450,550
L " PA=2 4,903,696 4,903,377
Total Xwh 14,724,501 14,723,543
Cost $ 1,199,215 $ 1,199,145

‘Southexrn Calif. Gas (SCG) _ '
Total (Therms) 6,087 6,086
Avg. Cost/Therm ‘

Effective (1/1/88) $ 0.069175 $ 0.069175
SCG Cost $ 4,572 & 4,570

D. Total Purchased Power Cost § 1,250,800 § 1,251,000

9. AQ Valorem Taxes o R o
Tax $ 731,300 - 765,300:
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Southern California Water Company

Metropolitan District
ADORIED QUANTITIES

10. Adopted No. of Service by Meter Size

5/8 x 3/4
3/4

1

1 1/2

2

2
Total
11. Metered Water Sales
RBange Ccf

0==300
Qver 300

1989

73,771

185

8,511
2,932
274
128
29

23

4

— e i p— — —

88,636

2,034,594
24,694,206

3,119,416
24,595,884

27,728,800

27,715,300
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Southern California Water Company
Metropolitan District

ADROPTED QUANTITIES
12. Number of Services:

No.of Sexvices Usage-Kcef Avd,.Use-Ccl/vx
1989 1990 1989 1990 1989 1990

Commercial=Metered 87,610 87,834 25,074.0 25,138.0 286.2 286.2
Industrial 323 298 1,003.2 925.6 3106.0 3106.0
Public Authority 700 700 1,602.8 1,602.8 2289.7 2289.7
Resale b 1 45.4 45.4 45364.4 45364.4
Other 2 2 3.4 3.4 1683.1  1683.1

Subtotal 88,636 88,835 27,728.7 27,715.2

Private Fire Protect. 1,337 1,382
Public Fire Protect. - —

Total 89,973 90,217
water Loss: 11.5 % 3,607.2 3,587.4

Total Water Produced (KCcf) 31,335.9 31,302.6
Punmped Water (KCcf) 9,606.4 9,606.4

Purchased wWater (KCcf) 21,729.6 21,696.3

(END OF APPENDIX C-3)
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APPENDIX D-3

Scouthern California Water Company
Metropolitan District

Income Tax Calculations

1989 1990

(Thousands of Deollars)

Total Revenues S 27,226.3 $ 27,758.6

Purchased Power 1,250.8 1,251.0
Purchased Water 11,380.6 : 11,363.0
Purchased Chemical 48.6 54.0
Pump Tax 1,565.8 1,565.8"
Payroll : 1,995.4 2,073.2
Other O&M 1,341.1 1,423.8
Other ALG 634.1 656.2
usiness License 0.0 0.0
Qi Valoren Taxes 731.8 765.3
ayroll Taxes 151.2 160.3
Depreciation 1,173.1 ‘ 1,221.9
General Office Alloc. 978.5 1,047.2
Uncollectible 129.3 131.9
Business License Tax 380.4 387.8
Subtotal 21,760.6 22,101.4

Interest 1,752.0 1,822.7
Total Deductions 23,512.6 23,924.1

State Tax Deprec. 1,685.2 1,931.7
State Tax @ 9.3% 292.7 ‘ . 285.5

Federal Tax Depree. (140.5) (214.6)
Federal Tax @ 34% 1,227.4 , - 1,296.0

Total Income Tax 1,520.1 . . 1,582.5

. (END OF APPENDIX D-3)
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Southern California Watexr Company
Metropolitan District

Comparison of typical bills for residential metered
customers of wvarious usage level and average usage level at
present and authorized rates for the year 1989.

Genexal Metered Sexvice

(5/8 x 3/4=inch meters)

At Present At Auvthorized Percent
Monthly Usage Rates Rates Increase

(Cubic Feet)

300 $ 5.75 $ 6.11

500 7.25 7.61
1,000 10.98 1l.38
2,000 18.46 18.91
2,400 (Average) 21.45 21.92
3,000 25.93 26.44
4,000 33.41 33.97

5,000 40.88 41.50

(END OF APPENDIX E-3):
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Schedule No. A
RA RY

APPLICARILITY

Applicable to all general power service including lighting
and power, also for heating service.

IERRITORY

Big Bear Lake and vicinity, San Bernardino County.
RATES
Effective 1/1/1989:

Per Meter
Energy Charge: RPex Month

Base Rate pexr kWh .....eceveenee-ae  § 0.04281
PPAC Rate per kwh LB I 2N B S B B R A B I QIQ§1§4
Total per kWh ..cevcnccescoecns  $ 0.10465

Customer Service Charge ...cceeceeeeees $ 3.00

Effective 1/1/1990:

Pex Metex

Energy Charge: - Bex Meonth

Base Rate pex XWh ....cecenneennees S 0.04425

PPAC Rate per kWh 0.06125
Total pexr kKWh .cceceecneen $ 0.10550

Customer Service Charge ......... ceenes $ 3.00
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Schedule No. A

SEECIAL _GONDITIONS

1. Purchased Power Adjustment Clause: All service under
this schedule will be subject to the Purchased Power Adjustment
Clause described in the Preliminary Statements. The adjustment
amount shall be the product of the total XWh for which the bill
is rendered times the adjustment rate per kwh.

2. Sexvice connection having been made, the customer is
notlpermitted to increase the load without first notifying <the
utility.

3. An applicant for service shall pay an $8.00 connection
charge. ‘ ‘
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Schedule No. D _
ROMESTIC SERVICE = SINGLE-FAMILY ACCOMMODATION

ARPLICARILITY

Applicable only to permanent residents of Bear Valley forx
domestic single-phase serxvice, including light;ng, heating,
cooking and power oxr combination thercof in a single-family

accommodation; alse to permanent domestic sxngle-phase farm
service when supplied through the farm operator's domestic meter.

IERRITORY _
Big Bear Lake and vicinity, San Bernardino County.

BATES
Effective 1/1/1989:

Per Meter Per Month

Energy Charge: Baseline Nonbkaseline
Base Rate per XWh ...... $ 0.04281 $ 0.04282

PPAC Rate pexr kWh ...... __0,03017 05883

Total per XWh ...... $ 0.07298  $ 0.10164

Customer Service ChAYGE .vecacceccvenes $ 3.00

Effective 1/1/1990:

Pexr Meter Pexr Month
Energy Charge: - i

PPAC Rate per KWA ...... __0,02941  __0.05818
Total per XWh ...... $ 0. 07366 $ 0. 10243u

Customer Sexvice Charge .ccccsvecceccas K3 3 oo
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Schedule No. D

SRECIAL CONDITIONS

l. Purchased Power Adjustment Clause: All service undex
this schedule will be subject to the Purchased Power Adjustment
Clause described in the Preliminary Statements. The adjustment
amount shall be the product of the total kWh for which <the bill
is rendered times the adjustment rate per Xwh.

2. A permanent resident of Bear Valley is one vwhe
maintains only one residence and that residence receives electric
service from the Bear Valley Electric District and who regqularly
receives wmail, including bills by this utility, through the
United States Post Office located at Big Bear City, Big Bear
lake, Fawnskin or Sugarloaf. ‘

3. An applicant for service shall pay an $8.00 connection
charge.

4. Baseline rates under this schedule are applicable only
to separately metered residential usage. The utility may require
the customer to complete and file with it an appropriate
Declaration of Eligibility for Baseline Rates. The following

quantities of electricity are to be billed at <the rates for
baseline usage:

Basic Allowance
Sumnmer
wWinter

All~-Electric Allowance
Summex
Winter
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Schedule No. D

All-electric allowances arxe available to theose
customers with permanently installed electric heating as the
primary heat source. Summer allowances shall apply between May 1
and October 31, and winter allowances shall apply between
November 1 and April 30. For billing purposes, the mnonthly
allowances given above shall be converted within each season to
daily allowances, rounded to the first decimal place and
maltiplied by the number of days to which the billing applies.

5. Supplemental Baseline Allowance = Life-Support Devices:
Eligible permanent residential customexs may be allowed standard
additional baseline quantities of electricity if a member of the
household regularly recuires the use of life support equmpment
which utilizes mechanical or artificial means to sustain,
restore, or supplant a vital function, or mechanical equipment
which is relied upon for mobility both within and outside of
buildings, oxr if a member of the household is paraplegic or
quadruplegic. Eligible customers shall make application to the
Company that use of an essential llfe-support device is requlred.
The Company may additionally require that the customer provide
the Company with a letter, acceptable to the Company, from a
medical doctor or osteopath licensed to practice medicine in the
State of Calmtornxa, describing the requirement of such life-~
support device. The Company may require a new or renewed

application and/or certificate when needed in the opinion of the
Company .
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Schedule No. DM
' - -

ARRLICARILITY

Applicable to domestic service including lighting, heating,
cooking and power or combination thereof in a multi-family
accommodation on a single premise where all single-family
accommodations are not separately metered. This schedule is
closed to new installations.

IERRITORY

Big Bear Lake and vicinity, San Bernardino County.
RAIES
Effective 1/1/1989:

. Rex Meter Per Month
Energy Charge: Baseline Nonbaseline -

Base Rate per XWh .ceeeceeeceee $ 0.04281 $ 0.04281
PPAC Rate per kWh ..

—~0.Q3017  __0.05883
Total per XWh ...c.evce... $ 0.07298 $ 0.10164
Customer Service Charge ...veeeeccccccnnneeesd 3.00

Effective 1/1/1990:

Pex Meter Pexr Month
Energy Charge: Baseline  Nonkaseline

Base RAte PEX XWh e..c.eeeeo.. $ 0.04425  § 0.04425
PPPAC Rate perm teeenossnsayw e ' .

02941 —0-05818
Total per kwh seasse L] $ 0007366 s 0010243

Customer Sexvice ChATXGE cececcccccsssacanenead 3.06
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Schedule No. DM

SRECIAL CONDITIONS

l. Purchased Power Adjustment Clause: All service under
this schedule will be subject to the Purchased Power Adjustment
Clause described in the Preliminary Statements. The adjustment
amount shall be the product of the total kWh for which the bill
is rendered times the adjustment rate per kWh.

2. An applicant for service shall pay an $8.00 connection
charge.

3. The following quantltles of electricity are to be
billed at the rates for baseline usage: _

BASELINE QUANTITIES :
(kWh pex Month per Dwelling Unit)

Sumnmer 120
wWintexr 120

4. Multiplier: In determination of the multiplier it is
the responsibility of the customer to advise the Company within
15 days following any change in the number of single-family
accommeodations on the meter.

5. Miscellaneous lLoads: Miscellaneous electrical loads
such as general lighting, laundry rooms, general maintenance and
other similar usage incidental to the operation of the prenises
of a multi-family accommodation will be cons;dered as domestxc
usage.
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Schedule No. DM

6. Exclusions: Electric enexqgy for nondomestic
enterprises such as rooming houses, boarding houses, dormitories,
rest homes, mzlltary barracks, transient trailer parks, stores,
restaurants, service stations and other similar establishments
must be separately metered and billed under the General Service
schedule.

7. Supplemental Baseline Allowance - Life-Support Devices:
Eligible permanent residential customers may be allowed standaxd
additional baseline quantities of electricity if a member of the
household regularly requ;res the use of life support equxpment
which utilizes mechanical or artificial means <to sustain,
restore, or supplant a vital function, or mechanical equipment
which is relied upon for mobility both within and outside of
buildings, or if a member of the household is paraplegic or
quadruplegic. Eligible customers shall make application t¢ the
Company that use of an essential life-support device is required.
The Company may additionally require that <the customer provide
the Company with a letter, acceptable to the Company, from a
medical doctor or osteopath licensed to practice medicine in the
State of California, describing the requirement of such life-
support device. The Company may Yrequire a new or . renewed
application and/or cerxtificate when needed in- the oplnlon of the
company. _
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Schedule No. DMS

SUBMETERED
ARRLICARILITY

Applicable to domestic service including l;ghtlng, heating,
cooking and power or combination thereof in a malti-family
accommodation on a single premise where all sxngle-ramlly
accommodations are separately submetered. This schedule is
closed to new installations except for mobile home parks.

IERRITORX |

Big Bear Lake and vicinity, San Bernardino County.
RATES
Effective 1/1/1989:

Pex Metex Pex Month
Energy Charge: Baseline Nonkaseline

Base Rate per XWh ....... $ 0.04281 $ 0.04281
PPAC Rate per XWh .......

—0.030L7 —0.05883
Total Per kWh sevesens $ 0007298 s 0-10164

Customer Sexvice Charge .......... $ 3.00

DiSCQunt L B I B I BB R BN R R R AR O ] $135‘ per dwelllng unlt
per month

Effective 1/1/1990:

Pex Metex Pexr Monih

Energy Charge: Baseline Nonbaseline
Base Rate per XWh ....-.. $ 0.04425 $ 0.04425
PPAC Rate per m ssssssse Q.Qzaﬂl Q.Qigza
Total per XKWh ....... $ 0.07366 $ 0.20243

Customer Service Charge ...cceeve. S 3.00

DiSCOUNE .cevcencccscncscsconcnveancn. $ 1.35 pex’ dwelllng un;t
_ per month .
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Schedule No. DMS

SRECIAL CONDITIONS

1. Purchased Power Adjustment Clause: All service under
this schedule will be subject to the Purchased Power Adjustment
Clause described in the Preliminary Statements. The adjustment
amount shall be the product of the total kWh for which the bill
is rendered times the adjustment rate per kwh.

2. An applicant for service shall pay an $8.00 connection
charge.

3. The following quantities of electricity are to be billed
at the rates for baseline usage:

BASELINE QUANTITIES
(kWh per Month per Dwelling Unit)

Sumner 120
wWinter 120

4. Multiplier: In determination of the multiplier it is
the responsibility of the customer to advise the Company within
15 days following any change in the number of single-family
accommodations on the meter.

5. Miscellaneous Loads: Miscellaneocus electrical loads
such as general lighting, laundry rooms, general maintenance and
other similar wusage incidental to the operation of the premises
of a multi-family accommodation will be considexred as domestic
usage.
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Schedule No. DMS

6. Exclusions: Electric energy for nondomestic enterprises
suc¢h as rooming houses, boardxng houses, dormitories, rest homes,
military barracks, transient trailer parks, stores, restaurants,
service stations and other similar establishments nust be
separately metered and billed under the General Sexvice schedule.

7. Supplemental Baseline Allowance - Life-Support Devices:
Eligible permanent residential customers may be allowed standard
additional baseline quantities of electricity if a member of the
household regularly requires the use of life support equipment
which utilizes mechanical or artificial means to sustain,
restore, or supplant a vital function, or mechanical equipment
which is relied upon for mobility both within and outside of
buildings, or if a member of the household is paraplegic or
quadruplegic. Eligible customers shall make application to the
Company that use of an essentjal life-support device is required.
The Company may additionally require that the customer provide
the Company with a letter, acceptable to the Company, from a
medical doctor or osteopath licensed to practice medicine in the
State of cCalifornia, describing the requirement of such life-
support device. The Company may require a new or renewed
application and/or certificate when needed in the opinion of the
Company. _
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Schedule No. DO
DOMESTIC SERVICE = OTHER

APPLICABILITY

Applicable to nonpermanent residents for domestic single-
phase sexvice, including lighting, heating, cooking and power or
combination <¢thereof in a single~family accommodation; also to

domestic single-phase farm service when supplied through the farm
operator's domestic meter. :

TERRITORY
Big Bear lake and vicinity, San Bernardine County.
RAIES
Effective 1/1/1989: .
Energy Charge: Ber Meter Pexr Month
Base Rate per kwh ' $ 0.04281
PPAC Rate per XWh ...cevecmeee __0,05883
Total per KWh ..cvcincncen $ 0.10164
Customer Service Charge ............-.; $ 3.00

Effective 1/1/1990:

Enexrgy Charge: Rex Meter Per Month

Base Rate per XWh ...... '$ 0.04425
PPAC Rate per kXWh ........ ceww . 0,05818
Total per kWh ..... $ 0.10243

Customer Service Charge feeeesseneeonan $ 3.00




A.88-05-019 et al.

APPENDIX A-5
Page 13

Schedule No. DO

SRECIAL CONDIXIONS

1. Purchased Power Adjustment <Clause: All service under
this schedule will be subject to the Purchased Power Adjustment
Clause described in the Preliminary Statements. The adjustment
amount shall be the product of the total kwh for wh;ch the bill
is rendered times the adjustment rate per kwh.

2. An applicant for service shall pay an  $8.00 connection
charge. : :
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Schedule No. SL
STREETLIGHTING

ARPLICABILITY

Applicable to municipal ox public street, highway and
outdooxr lighting service supplied from overhead lines whexe the
utility owns and maintains the entire equipment.

RRITOR |

Big Bear Lake and vicinity, San Bernardino County.
BATES
Effective 1/1/1989:

All Night Sexvice Pex_Lamp Per Month

Lamp Rating in watts, Monthly  Streetlighting Total Cost
mean Lumens and Kwh Cost Facilities Cost

average kwh
consumption pexr month

Incandescent Lamps:

150 watt, 2,310 Lumens,
50 kwhs (closed to new
installations)

Mexcuxy Vapox Lamps:

100 Watt, 3 1§8h§umens, 5.23 7.03 12.26

175 watt, 6,600 Lumens, 9.19 7.08 16.27
58 Xwhs . -

400 watt, 18,200 Lumens, 21.06 9.13 0 30.19
133 kwhs .

Enexgy Charge Components: The above xates include the following
energy components: ‘

Base Rate per Xwh eece.oe.... 0.0428)
PPAC Rate per kwh sececece..e 0.21555
Toul per )Wh L L B BN BRI B Y 0 l5836'
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Schedule No. SL
Effective 1/1/1990:

All Night Sexvice Rer Lamp Pex Month

Lanmp Rating in watts, Monthly  Streetlighting - Total Cost

mean Lumens and Kwh Cost Facilities Cost Pex Month
average kwh _

consunmption per month

n n ) m :

150 watt, 2,310 Lumens, . .20 - $24.33
50 kwhs (closed to new ,
installations)

Mexcuxy Vapox Lampg:

100 watt, 3,120 Lumens, 5.37 7.38 12.75
33 kwhs :

175 watt, 6,600 Lumens, 9.43 7.43 16.86
58 kwhs

400 watt, 18,200 Lumens, 21.63 9.58 '31.21
133 kwhs

Energy Charge Components: The above rates include the following
energy components:

Base Rate per kwh ...ceevecs.. 0.04425
PPAC mte mr kwh L L LR B N w
Totdl Per kwh ---o..-)-o-- 0-1626‘4 .
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Schedule No. SL

A NS 2

Purchased Power Adjustment Clause: All service under this
schedule will be subject to the Purchased Power Adjustment
Clause deseribed in the Preliminary Stateéments. The total
charge shall be the Streetlighting Facilities Cost, plus the
product of the average kwh consumption per month times the

sum of the base energy rate and the energy adjustment rate
per kwh.

Standard Equipment Furnished: The above rates are applicable
to street lighting equipment mounted on wood poles and
installed on bracket arms.

Hours of Service: All night service will normally be from
dusk to dawn which will be considerxed as 4,000 hours per year
or an average of 333 hours per month.

Contracts: A contract for a period of not less than one year

and not more than five years may be required for service
under this schedule and will remain in effect from year to
year thereafter until cancelled. ' : ‘ :
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Schedule No. TOU
=QOF = RV
PP A
Applicable to nondomestic customers whose mohthly'demand
in any time period is expected to be 500 kilowatts or greatexr, in

any three of twelve consecutive months, and to customers whose
demand is expected to exceed 500 kilowatts.

JERRITORY

Big Bear Lake and wicinity, San Bernardinouéounty.
RATES |
Bffective 1/1/1989:

Per Meter
Demand Charge:
On-Peak: Per kw of Billing Demand .....ccve... $11.77
Maximum: Pexr kw ¢f Billing Demand ..vevecec.. 5.10

Energy Charge:
71—

Qn-Peak Mid-Peak Qff-Peak
Bage Rate per kwh ......$0.04281 $0.04281 50.04185
PPAC Rate pex kwh ...... 0.00907 _0.00503 _0.00000

customer SeWice Ch&rge: --.-....-......---33'-00
Minimum Charge: |

Per kw of Contract Maximum Demand cesesae$0.75
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Schedule No. TOU

Effective 1/1/1990:

- Per Meter
Rex Month
Demand Charxge:
On=-Peak: Per kw of Billing Demand ..... veoans
Maximum: Pexr kw of Billing Demand voesnen

Energy Charge: '
n- Mid-Peak Qff-Peak
Base Rate per kwh ......$0.04425 $0.04425 $0.04269
PPAC Rate per kwh ......_0.0C875 004 .
Total per $0.05300 $0.04888 $0.04269

Customexr Service

Minimum Charge:

. Per kw of Contract Maximum Pemand .......S$0 .75

P A I N

Purchased Power Adjustment Clause: All service under this
schedule, including sexvice rendered under the minimum
charge, will be subject to the Purchased Power Adjustment
Clause described in the Preliminary Statements. The total
charge shall not be less than the minimum charge plus the
adjustment amount, which shall be the product of the total
kwh for which the bill is rendered times the adjustment rate
pexr kwh. Customer bills shall state both the base rate and
the PPAC adjustment rate, as well as the total effective
rate.

Maximum Demand: The maximum demand in' any month shall be the
highest coincident measured maximum avexage kilowatt input to
the gustomer's serxvice during any 30 minute interval in the
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Schedule No. TOU

Contract Maximum Demand: The maximum demand that customer
requests the utility to provide. The utility may disconnect
service (via automatic equipment or otherwise) if the maximum
demand exceeds the contract demand. Service will not be
re-established unless customer reduces its demand to the
contract maximum demand or below.

A three-year contract may be required for service under

this schedule with the monthly minimum for three years to be paid
in advance. Such advance payment will be credited €& customer’s
monthly bill on a proration basis over the three years.

4.

Billing Demand: The billing demand in any month shall be the
highest coincident measured maximum average kilowatt input to
the customer’s service during any 30-ninute meterxed intexval
in the month occurring during the on-peakx and mid-peak
periods defined in Special Condition 5.

Time Periods: The on-peak period is defined as from 1:00 pm
to 7:00 pm weekdays except holidays commencing May 1 and
ending Octobex 31 of each year from 5:00 pm to 10:00 pm
weekdays except holidays commencing November 1 and ending
April 30 of the following year. The mid-peak period is
defined as from 9:00 am to 1:00 pm and 7:00 pm to 11:00 pm
weekdays except holidays commencing May 1 and ending October -
31 of each yeax and from 8:00 am to 5:00 pm weekdays except
holidays commencing November 1 and ending Apxil 30 of the
following year. The off-peak period consists of all other
hours. Holidays are: New Year’s Day, Washington’s Birthday,
Memorial Day, Independence Day, Laboxr Day, Veteran’s Day,
Thanksgiving Day, and Christmas. When any holiday listed
above falls on Sunday, the following Monday will be
recognized as an off-peak period. No change in off-peak will
be made for helidays falling on Saturday.

Connection Charge: An applicant for sexvice shall pay an
$8.00 connection charge. -
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Schedule No. I
ANTERRUPTIBLE SERVICE
ARPLICABILITY
Sexvice under this schedule is provided under contxact at the
mutual option of the utility and the customer, and is applicable to all

general power and time-of-use sexvice, in combination wzth serv;ce‘under
schedule A and TOU.

TERRITORY
Big Bear Lake and wvicinity, San Bernaxdino County.
RATES _
The regular service schedule otherwise applicable shall apply, less .

the following discounts per kw (to the neaxest 0.5 kw), to be app xed to

the customer’s monthly bill through a reduction in billing for purchased
power adjustment costs:

Effective 1/1/1989:

Per Meter
Pex Month

Per kw of interruptible load LN B R B I Y B L N ] $ 0.37

Pex kw of curtailment relative to customer’s
maximum operating demand, per interxruption:

Schedule TOU customers:

On-Peak or Mid-Peak ...... ++« 50% ox Regular
Demand Charxge

Off—Peak ---oooo-t----o.osoo-o-to—---“ $ 0—37

Schedule A CUSLOMEYS: seveseesnsosnrsseme & 0.37
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Schedule No. I

Effective 1/1/1990:

Per Meter

Rex Month
Per kw of intexruptible load ...cvcceeecere... $ 0.37

Per kw of curtailment relative to customer’s
maximum operating demand, per interxuption:

Schedule TOU customers:

On-Pe&k ox Mid-Peﬂk -v- sv e s s et rsne So%or Regulﬂr
Demand Charge

Off-Peak ..D.l...'IID'...-...;DOOIUUD- $ 0037

Schedule A CUSEOMETS: evevececcncnccanees $ 0.37

Provided, however, that the total bill for service shall not be
less than the minimum bill under the regular service schedule otherwise
pplicable to customer.

NS 2

1. Purpose: Interruptions in serxvice to customers under this
schedule will be the result of anticipated demands on the utility’s
system that may overload that system’s capacity. This schedule does not
apply to unanticipated emergencies that may result in disruption ¢f the
utility’s sexvice.

2. Initiation of Interruption: Durxing emexgency conditions as
determined by the utility, interruption of all or part of the customer’s
interruptible load may be initiated by the utility for such time as ‘
needed while the emergency condition lasts. At the utility’s option, an
interruption may be controlled by the utility, or by the customer at the °
utility’s request. If controlled by the customer at the utility’s .
request, the utility shall notify‘tgé customer at the end of the period .
of interruption. o _— B o
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. Schedule No. I
3. Notice: The utility shall provide at least one hour notice
to customer before the start of any interxrruption. The utility shall
specify the kw to be curtailed, measured relative to customer’s maximum
operating demand as defined in Condition 7. The discount paid pex
interruption shall be based on the requested curtallment relative to
customer’s maximum operating demand. Regarxdless of whether contxol is
by the utiliity or by the customer at the utility’s rxequest, the utility

shall inform the customer at the start of the intexrxuption of the
expected duration of the interxruption.

4. Excess Load: If the intexruption is controlled by the
customer at the utility’s request and the customer fails to reduce his
demand by the requested amount, the utility may discount sexvice (via
automatic equipment or otherwise). The requested reduction in demand
nmay not exceed the customer’s interruptible load, as defined in
Condition 7. The utility may not disconnect service prior te one hour
after the request to reduce demand.

5. Time Periods: The time periods for determining discéunts to
customers regularly served under Schedule TOU shall be the time periods
applicable to that schedule.

6. Control Facilities: Control mechanisms and associated wiring'
‘hall be installed, tested, and maintained at the direction of the

tility at locations selected by the utility and at no expense to the
customer. Upon termination of this schedule with respect to any
customex, all wiring shall be returned to normal operating condition at
the utility’s expense.

7. Contract: This schedule is applicable only on annual
contract. All or part of a customer’s maximum operating demand may be
designated as interxuptible load. The poxtion of the customer’s demand
that is designated as interruptible load shall not be less than 100
kilowatts. The interruptible load shall be specified in the annual
interruptible sexvice contract, upon mutual agreement of the utility and
the customer. For purposes of designating the customer’s interruptible
load, the customer’s maximum operating demand shall be the customer’s
highest demand recorded in any time period during the twelve months
preceding execution of the annual contract, not to exceed the customer’s
contract maximum demand under the regular service schedule.
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NAR A

1. Purchased Powexr Adjustment Clause

(a) The monthly charges for service otherwise applicable under
each of the utility’s rate schedules shall include an adjustment
amount per kilowatt-hour reflecting in part the utility’s cost of
purchased power, resulting from the basic rates and fuel clause
adjustment factoxr contained in the Scuthexn California Edison
Company Resale Service Schedule applicable to Southern California
Watex Company.

(h) The average adjustment rate shall be comguted'by dividing the
utility’s estimated cost of purchased power, less demand charge
revenue from the TOU schedule by the estimated kwh purchased.

For allocation of revenue regquirements to customer c¢lasses (general
service, domestic, streetlighting, and time-of-use), the Equal
Percentage Marginal Cost Change shall be computed as: the
utility’s total sale revenues prior to adjustment for changes in
Edison’s rates less the revenue from streetlighting facilities
charges, divided by the total revenue requirement from sales afterx
adiustment less the streetlighting facilities revenue. The revenue
collected from each customer class, except streetlighting, prior to
adjustment shall be multiplied by the Equal Percentage Marginal
Cost Change to c¢alculate the revenue to be collected after
adjustment. The total effective rates for enexgy sales shall be
increased or decreased by equal proportions to produce the customer
class’ required revenue, to maintain the percentage relationships
between total effective enexgy rates within a class that have been
established in the most recent general rate case decision. The
results so obtained, rounded to the nearest hundredth of a mill
($0.00001) shall become the new total effective rates per kwh, and
the total effective rates minus the established base rates shall be
the PPAC adjustment per kwh.

For the streetlighting class, the Equal Percentage Marginal Cost
Change shall be applied to the enexgy charge component of monthly
rates by the same procedure, and the resulting energy rate shall be.
added to the established streetlighting facilities charge to
calculate the total monthly rate. _
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In the event of changes in demand charges or time perieds under
Edison’s resale service schedule applicable to Southern Califorxnia
Watex Company, the following adjustments shall be made in Southern
California Water Company’s TOU schedule:

(1) TOU demand charges shall equal Edison’s demand charges,
less any applicable voltage discounts, multiplied by a
factor representing average transmission system and
substation losses and during the most recent five~year
recoxrded period.

Maximum demands and kwh sales in each time pexiod shall be
averaged ovexr the most recent two-year recorded pexiod.
The revenue estimated to be produced by the calculated
demand charges and average maximum demands shall be
subtracted from the total revenue to be produced by the TOU
class. The resulting kwh-charge revenue shall be divided
i& kwh sales to indicate the "required average cost per
h".
The on-peak, mid-peak, and off-peak kwh charges Edison’s
resale schedule shall be multiplied by kwh sales by time
period for the TOU class to indicate the average cost per
kwh if billed at Edison rates.

(c) Each adjustment per kwh may be filed with the California
Public Utilities Commission for approval on or before the first day

of the month preceding the billing month during which such
adjustment per kwh is intended to be effective. The adjustment per
kwh shall be applied to bills rendered on and after the effective
d;%e and thereafter until the next such adjustment becomes
effective.

(d) The adjustment amcunt to be included in each bill shall be the
product of the total kwh for which service is rendered, multiplied
by the applicable adjustment pexr kwh, except that for purposes of .
applying the purchased power adjustment to Schedule SL, the monthly
consumption per lamp rating contained in Schedule SL will be used.
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(e) A Balancing Account shall be maintained to recoxd the
difference between the accumulated revenue billed to reflect
Edison’s purchased power rates and the accumulated actual costs of
purchased power. Monthly entries to the Balancing Account will be
determined from the following calculations:

(1) PPACR revenue plus TOU demand charge revenue billed
during the month reduced by 1.3% to offset the effect of
street franchise taxes.

(2) Less: Energy purchased from Edison billed at Edison’s
rates in effect during the month.

(3) Less: Refunds from Edison to the extent that a
corresponding rate increase has been passed on to the
utility’s ¢ustomexs.

If the above calculation produces a peositive amount (over-
collection) such amount shall be debited to "Revenue-Enexrgy Cost
Balancing Account” and credited to "Other Deferred Credits-Energy
Cost Balancing Account”. If the calculation produces a negative
amount (under-collection) such amount shall be credited to
"Revenue-Enexgy Cost Balancing Account” and debited to "Other
Deferred Credits-Enexrgy Cost Balancing Account”. Effective
March 1, 1980, interest at 7/12% per month of the average of the
beginning and ending balance of the "Other Deferred Credits-Energy
Cost Balancing Account”, debit oxr credit, will accrue to the
Balancing Account.

At intervals not exceeding one year the adjustment per kwh computed
as prescribed by Paragraph 1l(b) and stated in the tarxiff schedules
shall be adjusted to cause the accumulated revenue billed to offset
Edison’s rates to substantially equal the accumulated actual cost
of purchased power. S _

(END OF APPENDIX A-5)
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BEAR VALLEY ELECTRIC DISTRICT
Ingome Tax Calculation

(Deollars in Thousands)

Operating Revenues $8,917.2 $9,170.4

Operxating Expenses $7,303.8 $7,465.8
Taxes Other Than ' ,

On Income S _238.0 $ 249.1
Subtotal $7,541.8 $7,714.9

California Income Tax Adjustment:

Tax Depreciation $ 663.6
Interest Charges S 463.9
Other Sch. M Items $ (13.2)
Book Depreciation $ (467.0)
Fiscal/Cal. Yr. Adj. .7
Total CCFT Adjustments $ 650.0

Calif. Taxable Income $ 725.4 $ 736.4
CCFT Tax Rate 9.3% - 9.3%

Federal Income Tax Adjustment:

Tax Depreciation
Interest Charges
Other Sch. M Items
Book Depreciation
Fiscal/Cal. Yr. adj.
Total FIT Adjustments

Federal Taxable Income

FIT Tax Rate
Total FIT

(Negative Figuxe)

(END OF APPENDIX‘D?55 
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Branch’s Recommendations

Rate Design

1. SoCalwWwater should provide a maxginal cost stﬁdy in its
next general rate case application. SoCalWater ¢an use Southern
California Edison Company’s TOU-R wholesale rates of energy and
demand to derive its marginal enexgy cost and generation-related
marginal demand cost, or use any other appropriate method.
However, SoCalWater should also develop for its own system
transmission and distribution-related marginal demand cost and
marginal customer ¢ost by class of customers.

2. SoCalwater should develop its own load research data and
keep records of each class of customers’ coincident and non-
coincident peak demand. These recorxds axe essential in
constructing appropriate marginal costs, which are used to allocate
a fair share of cost among customer classes.

3. Revenue allocation should be based on marginal costs.
These ¢osts should include energy, demand, and customer marginal
costs, which are developed in Chapter 1 of Exhibit 23.

4. Demand costs related to generxation and transmission
should be allocated to customex classes on the basis of class
coincident demand imposed on the systems. _

5. Demand costs related to distribution should be allocated
to customer classes on the basis of class non-coincident demand
imposed on the distribution system.

6. Streetlighting facility charges are unique to
streetlighting customers and should be excluded from total revenues
before allocating revenue requirements among customer classes,
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7. Branch recommends full equal percent marginal cost
revenue allocation in test year 1989 for all the rate classes with
a cap on rate increases for the streetlighting class. The revenue
requirement of the streetlighting class is increased at the same
rate as that of the TOU class. And, Branch recommends system
average percentage change (SAPC) revenue allocation for test year
1990. '

8. Baseline allowances for permanent residents should be set
at 50% of average aggregate consumption for basic customexs in the
summer and wintexr seasons and for all-electric customers in the
summex. The baseline allowances for all-electric customers should
be set at 60% of average aggregate consumption.

9. Branch recommends no baseline allowances for second homes
since the customers have been granted baseline allowances at their
primarxy residence.

10. The lower cost second baseline tier should be eliminated.
California Public Utilities Code § 739(c) requires electric
corporations to have increasing block domestic xates.

11. The baseline rate should be set at 70% of system average
rate.

12. The discount applied to DMS customers should be retained
in the tariff.

13. SoCalwater’s customer charge of $3.00 per month is
reasonable.

14. Branch concurs with SoCalWater on the rate structure for
Schedule A customers. However, Branch recommends that its general .
service rates, which differ from that of SoCalWater’s due to the
fact that Branch has different revenue allocated to this class and’
different sales forecast should be adopted. '
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15. Schedule TOU-0 should be merged with schedule TOU since
their rates are exactly the same.

l6. Demand charges should be based on marginal cost.

17. The meters for TOU customers should have a battery backup
for meter operation.

18. SoCalWater should keep proper recoxrds on streetlighting
facilities costs and update the costs in each filing.

19. Streetlighting facilities charges should be excluded from
the EPMC and SAPC xevenue allocations since the charges are unique
to the streetlighting class. Other than the streetlighting
facilities charges, the streetlighting c¢lass should be treated the
same as other rate classes.

20. SoCalwater should report to the Commission a schedule for
converting the ex;stxng incandescent lamps to mercury vapor lamps
by June 30, 1989.

Ruxchased Powex Balancing Account Amortization (PPBA)

The overcollection in the PPBA has increased to $941,521
on July 31, 1988 from $794,849 on April 30, 1988 as reported by the
Branch auditer on page 2-3 of this Exhibit 22. Since this balance
is about 10% of revenue, Branch recommends that the PPBA
amortization be adjusted by amortizing the balance over 24 months
at the time of the decision in this matter. Branch further
recommends that SoCalWater reporxt the PPBA balance to the
Commission at least once a year.

1l Branch’s recommendation request this informatxon by Januvary 1,
1989. However, in order to allow SoCalwater a reasonable period to
compile the information, this date is extended.

(END OF APPENDIX F)




.
-

A.88-05-019 et al. ALJ/AVG/bg *

- r

‘Subject
Metropolitan District ... cesersen
Discussion - e ® P e s eSS SE e PR e EEES

Service Problems in the Desert District .
Discussion ....

Rate Design -~ Electric .
Discussion .....

Branch Recommendations Regarddng the Bear Valley
Electric District L AR B P4 I N I I LA R R N YR R B I N A Y

order .-e s LI A N R N R S O Y Y O N

Appendixes A through F




A.88-05-019 et al. ALJ/AVG/bg

INRDEX

Subject

Metropolitan District
Discussion L vevecorenns

Service Problems in the Desert District ../ccccescnannana
DisCuasion ..‘...--.......I..........D. ..l............

R&te Design-water P R PR N

Rate Desi@-xlectxic ...l........Ol ..-‘..-....OD-'..'-..'
Discussion .

Attrition

Balancing ACCOUNE eccececvcovrcas tesecescssasmesaresevees
Findings Of FACE cececcccccrcefomcoccccsccccronnononnnccs
Conclusions of Law .ccev-

order evespEacssssssSTRESTES R I N BN




A.88~05-019 et al. ALJ/AVG/bg

revenues. TRA 86 has merely synchrxonized the actual t

the utility with the ratemaking taxes. Therefore, lwater has
been collecting in rates the taxes on the unbilled enues, in any
given yeax, although the actual taxes it paid to the IRS were only
on the actually billed revenues, which wexe almogt always lower
than the rxevenues based on the actual sales duying the year which
included the unbilled revenues. If we wexe allow SoCalWater to
amoxtize, over four years, the additional 1886 taxes of $4.8
million, the ratepayexs will be charged tyice for a portion of 1986
taxes. Therefore, we will not allow SoCAlWater to amortize the
$4.8 million tax assessment foxr 1986.

Los Osos District - Construction
Of Calle Coxdoniz Resexrvoixr

D.83-04-069, dated April/20, 1983, approved the
construction and inclusion in raté base of a reservoir in the Los
Osos District referred to by SoCalwater as the Calle Corxdoniz
reservoir. Since that decisioﬁ(SoCalwater has been unable to

construct the Calle Cordoniz reservoir because of the denial of
approval by the County of San Luis Obispo.

The rates adopted in D.83-04~069 were based on the
inclusion of the Calle Cordoniz reservoir in rate base. Since the
reservoir is not in the/rate base, the ratepayers have been
overcharged. Branch recommends that the overcharges be refunded to
the ratepayers. A.siiilar recommendation was made by Shauna
Sullivan appearing qﬁ hexr own behalf and for the San Luis Obispo
County Community Sexvice Area 9 Advisory Board.

SoCalwater contends that its inability to comstruct the
reservoir results/from foot dragging by the bureaucracy of the
County of San Luls Obispeo. According to SolalWatex, it has been
making continuol good-faith efforts to construct the reservoir.
Therefore, SoCalwWater believes that it should not be required to
refund the pogﬁion of rates associated‘with‘thd‘callo‘cO:dqnizv'
reservoix. According to SoCalWater, the most equitable approach
/
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following baseline quantities for single-family dwellings/for test
yeaxrs 1989 and 1990:

Baseline Quantity

Basic

All-Electric

Based on similar analysis, Branch ¥ ommende a baseline
allowance of 120 kWh/month customer for domegtic multifamily
residences.

Branch’s recommendations for baéeline allowances axe for
pexmanent residents only. Branch maintiins that 99% of the
nonpermanent residents axe California fesidents who own second
homes in Bear Valley service texxitoxry, and therefore, do not
qualify for baseline allowance.

Turning to the question/of rates for baseline quantities,
Branch recommends that the baseline rate be set at 70% of the
system average rate. accordind to Branch, this rate will avoid a
large bill increase as well simplify the implementation of the
baseline structure.

In addition to its recommendations regaxding residential
customers, Branch has made geveral other recommendations regarding
rate design in Exhibit 23. SoCalWater has agreed to comply with
all of Branch’‘s recompendation. There are no disagreements between
SoCalWater and Branch regarding revenue allocation between customer
classes and rate design for othexr customer classes.

Brancl¥s proposed rate design for residential customexs
is in compliange with the requirements of SB 987. The Branch-
proposed rate/design for other classes of customers is in
compliance with the Commission guideline. Thexrefore, we will adopt
the rate design proposed in Exhibit 23. T L
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Findings of Fact

1. On May 11, 1988, SoCalWatex filed appligptions requesting
rate increases for water service in its Barstozg/besert, Los Osos,
and Metropolitan Districts and for electric raté increase in its
Bear Valley Electric District.

2. SoCalWater requeste rates which would produce rates of
return on its rate base of 11.43% in 19899/§2.49% in 1990, and
11.52% in 1991 with a constant ROE of 13/5% in each of the three
yeaxrs.

3. Branch recommends a range of 11.75% to 12.25% as the
proper ROE for SoCalWater for the three years.

4. SoCalWater revised its eftimate of the cost of future
long=-texrm debts from 10.50% to 1)%.

' 5. Branch contends that the cost of future long-texm debt
will be 10.5%.

6. The estimates for rhe cost of future long-term debt are
based on long-range forecasts for 30-year maturity "AA" and "A"
rated bonds.

7. SoCalWater p:gposes o issue bonds with 15-year maturity,
which yield lower interest rates.

8. In making i¥s estimate for the cost of SoCalwater long-
term debts with a 15~year maturity, Branch made an allowance of 25
basis points to the’iong—range forecasts for interest rates for
bonds with a 30-y¢ar maturity. SoCalWatex made no such adjustment.

9. Branch/s estimated cost of 10.50% for SoCalWatexr’s future
long-term debt As most likely to occur.

10. Watqgéutilities do not face the same business risks as

enexgy and iﬁhmunicationz vtilities.

11. %pnd rating agencies apply more relaxed standards to
water utilities than energy and communication utilities.

12. /An ROE 12% would provide a pretax inte:eatYCOveragé of
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SoCalWater has filed comments on the ALJ’s,pig sed
decision. Based on our review, we believe the following
modifications and/or corrections to the decision shduld be made:

Tax_on Unskilled Revenues

The proposed decision states that:

"SoCalwater’s FIT for the unbilled pévenues for

1986 was approximately $4.8 millig

(companywide basis). In accordayice with the

provisions of TRA 86, SoCalWatef has elected to

pay this additional FIT evenly/over the fourx-

year period 1987 through 1990/ In ordexr to

recover the $4.8 million, SofalWater has added

$1.2 million (4.8+4 to eaclfof its test year

FIT estimates.”

This statement is not ¢¢ $4.8 million is the amount
of unskilled revenues, not the agbunt of the federal income tax on
the unbilled revenues. SoCalWayer propeses to include one quarter
of this $4.8 million in its takable income in each of the years
1987 through 1990. Accordingly, we have modified the language on

pages 41 and 42 to reflect Yhis correction.

District. According Lo SoCalWater, such a delay would leave in-
place rates in the Desert District that would produce a rate of
return less than 10.91% (based on 12% returm on equity) which has
been found to be jlst and xeasonable for 1989 in this proceeding.
SoCalWater contends that rates that do not yield a reasonable
return to a utility are confiscatory and violative of the
Fourteenth Amendment to the Constitution.

SoCalwater correctly points out that the decision finds a
12% return on/equity reasonable for the thxee testfyéars;_which‘ |
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13. With the interest coverage of over 3.0x, SoCalWater is
most likely to qualify for an "AA" rating for its bonds.

14. An ROE of 12% will adequately cover SoCalWatexr’s risk//,
and its need for additional capital.

15. An ROE of 12% will produce overall rates of rety
10.91%, 10.95%, and 10.99% foxr 1989, 159590, and 1991, xe

16. SoCalwater estimates the expenses for the gefiexal office
outside sexrvices to be $277,900 and 293,900 for 1989 and 1950,
respectively.

17. Branch estimates for the general offife outside service
expenses are $192,900 for 1989 and 1990.

18. In preparing its estimate for expenses for outside
services, SoCalWater has added to Branch) estimate the additional
expenses for 1987 recruitment fees, training, and legal fees.

19. The Commission does not allow recovery of past expenses
in future test years unless specifi provision has been made to
accrue them for future amortizatic‘.

20. No provision was made for the accrual of the recxuiting
expenses incurred during 1987" d they appear to be ordinaxy
operating expenses which axe rovided for in test year ratemaking.

21. SoCalwater has jugtified the need for the additional
allowance for training.

22. SoCalwater has/not justified the additional expense for
legal fees. ‘

23. Disallowance of 1987 recruitment fees and the additional
legal fees would resd&t in SoCalwater‘s outside service expenses
estimates of $259;2&6 and $258,900 for 1989 and 1990, respectively.

24. In calcylating the working cash allowance SoCalwater and
Branch have used/revenmue lag days of 54.85 and 50, respectively.

25. SoCal¥ater uses the revenue lag of 54.85 days developed
by a lead~lag study conducted in 1968 which didhnotAtaka into
consideration/the improvements in revenue cdllactibnrprbcehs;,
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26. Branch developed its estimate of xevenue lag

27.
consideration improvements in revenue collection
28. TRA 86 required utilities calculate
including unbilled revenues in their taxable
29. SoCalWater’s FIT for the unbilled fLevenues for 1986 was

over the next four years.

30. SoCalWater has included the
additional taxes on the unbilled revejlues in its tax estimates for
each of the test years in this proceeding. ,

31. SoCalWater’s ratemaking raxes included an allowance for
taxes on unbilled xevenues. '

32. Allowing SoCalWater t¢ recover the additional $4.8
million in taxes would result An the ratepayexrs being charged twice
for the same tax expense.

33. D.83-04-069 adoptgd rates which were based on the
inclusion of the Calle Coxdoniz resexvoir in the Los Osos District
rate base. S

34. The Calle Cordoniz reservoir is not in service at this
time.

35. Ratepayexs jhave been overcharged for rates associated
with the

16. SoCalwatdr has consented to xefund the overcharges.

37. SoCalWafer’s estimate of overcharges is $200,600 through
December 31, 1988 '

38. SoCa¥¥ater has refunded $71,663 of the ovexcharges
associated wirh the Calle Cordoniz resexvoir.

39. Thé net overcharges for the Calle - Cordoniz xeservoir are
$128,900. '
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40. The refunds for overcharges associated with the Calle
Cordoniz reservoir will be easier to trxack if they ire refunded
over this xate case cycle.

41. Branch recommends that the overxcharge be refunded with a
12% interest.

42. SoCalwater opposes any interest on/the overcharges
because there is no interest allowed on watexr utility balancing
accounts.

43. In water utility balancing acgbunts the risks of
overcollections and undercollections axe sharxed by the utility and
the ratepayers.

44. The overcollection for Calle Cordoniz reservoix has
allowed SoCalWater the use of addi ional funds with no offsetting
benefits to the ratepayers.

45. SoCalwater is allowed interest rate of 7% fox its
ECAC balancing account foxr the

46. The Commission’s pxactice has allowed the use of the ECAC
palancing account interest rates for other balancing accounts.

47. Branch recommends/ the disallowance of $256,000 of plant
additions from the 1988~SdéaIWater's estimated plant additions of
$1,366,300 for the Bear vglley Electric District.

48. The informatien in suppoxrt of SoCalwatex’s disputed plant
additions was provided/only one day before its draft xeport was
due.

49. Branch witness had adequate time to review the
information xegardﬂég the proposed plant addition befoxe he
testified.

50. SoCalwster has provided adequate justification in support
of the plant additions in contention.

S1. The Ywo service areas of the Desert District have
sexvice probl as well as high rates. o : :

52. Sofalwater has not taken the necessary‘step;'foﬁaqdiess
the service/problems. S
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53. There is an immediate need to address the Service
problenms in the Desert District.

54. The steps needed to address the servigk problems in the
Desert District may have an impact on the dispkict’s revenue
requirenments. ’

55. SoCalWater will continue to have/a positive net xevenue
and rate of return in 1989 and 1990 for Xhe Desert District at
present rates.

56. Bell Gardens protested the proposed increase because it
was concerned about needed system

57. Bell Gardens, SoCalWatey, and Branch filed a stipulation
regarding the resolution of Bell/Gaxdens’ pxoblem.

58. The stipulation requjtes Bell Gardens and SoCalWater to
negotiate in good faith to deyelop program for implementing the
system improvements. According to the stipulation, the step
increases for 1990 and 199Y within the Bell Garxdens’ service area
are contingent upon SoCalWNater’s good faith effort in negotiating
with Bell Gaxdens.

59. Bell Gardens/ SoCalWater, and Branch request that the
Commission adopt the gtipulation. '

60. Branch-proposed rate design for water as well as electric
service is consistgnt with the Commission policy.

61. SoCalWaYer stipulated to pranch~proposed rate design.

1. A cosft of 10.50% for SoCalWater’s future long-texrm debt
is reasonable and should be adopted.

2. An ROE of 12% is just and reasonable for SoCalWater for
1989, 1990, /and 1991. ‘

3. e estimates for the general office outside_serviéo
expenses dé $259,900 and $258,900 for 1589 and 1990 are reasonable
and should be adopted. T

4/ The working cash allowance should be computed with a
revenue lag of 50 days. ' L
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5. SoCalwater should not be allowed to xecover the
additional taxes of $4.8 million on the unbilled revenues £03/1986.

6. SoCalwater should refund the balance of overxchargés of
$128,900 associated with Calle Cordoniz reservoixr ovexr
case cycle.

7. An interest rate of 7% should be applied to, the
overcharges.

8. SoCalWater’s estimate of $1,366,300 for /1988 plant
additions should be adopted.

9. TFurther evidentiary hearings should held to address
the problems of service and high rates in th¢f Desert Distxict and
the rate revision for the district should deferred until the
hearings are completed and the Commission/issues a decision.

10. The stipulation filed by Bell dens, SoCalWater, and
Branch should be adopted.

11. The Branch-proposed rate dgsign should be adopted.

12. The applications should be granted to the extent provided
by the following oxdex.

13.. Because of SoCalWater’s immediate need for rate relief,
this order should be made effective today.

OQRDPER

IT IS ORDERED that:

1. Southern California Water Company (SoCalWater) is
authorized to file revised schedules for its Barstow, Los Osos,
Metropolitan, and Bear Valley Electric Districts attached to this
decision as Appendix A. This filing shall comply with General
Order (GO) 96. The effective date of the revised schedules shall
be S days after the date of £iling. The revised schedules shall
apply only to service rendered on and after their effective date.

2. On oxf after November 15, 1989, SoCalWater is authorized
to file an advice letter, with'appropriateaworkpapert,fxequesting,
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the ‘'step rate increases for 1990 included in Appendix/é; or to file
a proportionate lesser increase for those rates in Appendix B for
Barstow, Los Osos, Metxropolitan, and Bear Valley EYectric
Distrxicts, respectively, in the event that district’s rate of
return on rate base, adjusted to reflect the rafgs then in effect
and normal ratemaking adjustments for the 12 énzhs ended
September 30, 1989, exceeds the later of (ay the rate of return
found reasonable for SoCalWater during the/corresponding perxiod in
the then most recent rate decision or (b)Y 10.91%. This filing
shall comply with GO S6. The requested step rates shall be
reviewed by the Commission Advisory and Compliance Division (CACD)
to detexmine their conformity with 8 order and shall go into
effect upon CACD’s determination ‘,2{ conformity. CACD shall ‘inform
the Commission if it finde that the proposed step rates axe not in

accord with this decision. The/effective date of the revised
schedules shall be no earliefgthan Janvary 1, 1990, oxr 30 days

after £iling, whichever is %} er. The revised schedules shall
apply only to service rendsred on and after their effective date.
3. On or aftexr November 15, 1990, SoCalWater is authorized
to file an advice lettex/ with appropriate workpapers, requesting
the step rate increases/for 1991 included in Appendix B, or to file
a proportionate lesser/ increase for those rates in Appendix B for
Barstow, Los Osos, Mgtropolitan, and Bear Valley Electric ’
Districts, respectively, in the event that district’s rate of
xeturn on rate base, adjusted to reflect the rates then in effect
and normal rate g adjustments foxr the 12 months ended
Septembexr 30, 1990, exceeds the later of (a) the xate of return
found reasonable for SoCalWater during the corxesponding period in
the then most fecent decision or (b) 10.95%. This £iling shall
conmply with 96. The requested 3tep rates shall be reviewed by
the staff tof detexmine their conformity with this ordexr and shall
upon CACD‘’s determination of conformitg.' CACD shall
inform the/Commission if it finds that the proposod~§t6p-rat6s are
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not in accord with this decision. The effective date of/ the
revised schedules shall be no earlier than January 1, 991, ox 30
days after the filing of the step rate, whichever is/flater. The
revised schedules shall apply only to service renddred on or after
their effective date. ' °£/}

4. wWithin 120 days from the effective dote of this orxdex,
SoCalWater shall file a report including shorf-term and long-term
plans for improving service in the Desert District. The xeport
ghall also address the proposal made by thé Water Utilities Branch
(Branch) to provide relief from high ratgs in the district.

5. pranch shall review SoCalWater’s report on the Desert
pDistrict and file its comments 950 days?:fter the report is made
available.

6. SoCalwater shall notify eéch customer, through bill
inserts, that the report on the ert District will be available
upon request.

7. Further hearing on the Desert District problems will be

held after SoCalWater’s report and Branch’s response are made
availabe.

8. The rate revisioy for the Desert District shall be
deferred until further Commission oxder following the hearing on
the Desert District probdems.
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9. The proceedings in A.88-05-019, A.88=05-023, A.88-05-024,
and A.88-05-026 are closed. The proceeding in A.88-05-021 rema

open for furthex evidence.
This oxder is effective today. _
Dated , at San Francisco,
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APPENDIX A~-1l

Southern California Water Company
Barstow District

Schedule No. BA-1
GENERAL METERED SERVICE

Applicable to all metered water seypvice.

ZERRITORY

Barstow and vicinity, San Bernaxdino County.

RAIES Per Meter*
Per Month

Quantity Rates: B "
First 10,000 cu.ft.,pfr 100 cu.ft. - $0.500

Over 10,000 cu.ft.,per 100 cu.ft. 0.409

Service Charge:
FOZ‘ 5/8X3/4-indh meter assesasserrmartrona $ 635
For 3/4-1ych meter 6.20
FOJ." 1- Chmeter cscssscsrossvessarBEEe 8 50
For 1 1/27inch MELEr .secccecnsscssnnncasas 10.80
For allnch MEeLEY ceccverccnconcsenans 20.00
For -lnCh nmeter P N N X A I 26.00
FQr 4-inCh metel‘.' R N I N } 46.-00
For 6-inch meter ....cccccevcccccccees 74.00
Foxr 8-inch meter .cec.ccesveccencrans- 102.00
For lo-inCh meter sPas s EEBR TGS RTRETSIEREES 187-00

The Service Charge is a readiness-to-serve charge which
is applicable to all metered service and to which is to
be /added the quantity charge computed at the quantity
rates.

* All rates are subject to the reimbursement tee
set forth on Schedule No- UF. - . :

(END OF APPENDIX A=1) =




