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By this opinion we authorize rates of return on San
Gabriel Valley Water Company’s (San Gabriel) Los Angeles County
Division (LA Division) rate base for 1990, 1991, and 1992 of
10.97%, 11.01%, and 11.07%, respectivelv. The related return on
common equity is 11.90%, 12.00%, and 12. 10% for 1990, 1991, and

1992,‘respect1vely; The revenue requzrements authorzzed by this
opinion are: -

- Amount of ‘Percentage
$2,763,900  19.59%
795'00”0 ' . 5‘-.6‘3Z
744,500 . 4.21

Background

On January 4, 1989, San Gabriel filed an application to
increase the rates it charges for watexr sexvice in its YLos Angeles
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County Division. San Gabriel’s last general rate proceeding was
' filed in February 1983 and a decision was issued in October '1983.

San Gabriel’s stock is wholly-owned by Utility Investment
Company. The capital stock of San Gabriel and Utility Investment
Company. are not listed on a national securities exchange. |

San Gabriel, a California corporation, is engaged in the
"business of producing, distributing, and selling water through two
separate divisions, the Fontana Water Company and the Los Angeles
County Division (LA Divisxon). The Fontana Water Company
distributes and sells water in San Bernardino County to
approximately 25,000 customers. The LA Division produces,
distributes, and sells water in Los Angeles County to approximately
43,300 active services including private fire service.

Nature of Rate Relief Requested

San Gabriel requests approval to increase its LA Division
rates for the years 1989 through 1992. It requests approval of
rates which would produce a constant 14.00% return on common equity
in each of the four years. The return on common ecquity last found
reasonable for the LA Division was 14. 50% in 1983.

Accord;ng to San Gabriel, the rate increase is necessary
because of a combination of circumstances, particularly the effect
of substantial increases.in‘major‘expense itens for which rate
relief cannot be cbtained through the water utilities offset
procedures, increases in rate base and plant investment, and
. increases in costs of long-term debt..

‘ San’ Gabriel’s proposed revenue 1ncreases are summarized
as’ rollows.‘ : ' ’

Year = 2noun% Percent
| $2,976,500 . 20.5%
776,500 . 4.4
748,700 - 4.1
539,600 2.8
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Informa)l Meeting . : .
As part of its investigation, the Commission Advisory and
Compliance Division Watexr Utilities Branch (CACD) conducted an
intormal public meeting in South El Monte on February 15, 1989.
Nine customers attended the meeting. In response to a customer’s
ingquiry of pollution problems, a San Gabriel representntive stated
that San Gabriel has no serious water pollution problems. |
Evidentiary hearings were held in Los.Angeles before
Adninistrative law Judge (ALJ) Galvin on May 8, 9, and 10, 1989.
Testimony on behalf of San Gabriel was presented by its
Chairman of the Boaxd, Robert Nicholson, Jr., its Vice President
and Secretary, Raymond E. Heytens, its Vice President-Engineexing,
Frank A. LoGuidice, its Vice President and Treasurer, J. Donald
Taylor, and its Vice President of Operations, Gerald J. Black.
CACD’s testimony was presented by Project Manager‘nehdi
Radpour, Regulatory'AnaIyst II Petexr O’Donnell, Utilities Engineer
Mohsen Kazemzadeh, and by the Division of Ratepayer Advocates (DRA)
Regulatory Program Specialist I, Carol Siegal. _
In addition, 'L item and 12 exhibits were received into
evidence during the hearing. ’An,additional'exhibit, Exhibit 13,
identified during the hearing as a San Gabriel and CACD joint
comparison exhibit was received into evidence on May 30, 1989,
Appendix F. This applicatxon was submitted upon the filing of
concurrent briefs on June 5, 1989.
Regults of Overations '

- San Gabriel’s application requests that it be authorized
increased rates for a 4 year period. It request'increased rates
for the remainder of 1989, test years 1990 and. 1991, and attrition
year 1992. Notice ot the :our-year rate request was given to its
cuntomers thxough public notices and. bill inserts '
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Iest Years

Although DRA’B rate of return witness testified to a 1989
capital structure, CACD did not present any results of operation or
rate base estimates for 1989. CACD’s reports were bagsed on the two
test years and one attrition year period, pursuant to .the water
utilities regulatory lag plan (RLP).. :

San Gabriel’s prior rate decision author;zed rates for
test years 1983 and 1984, and attrition year 1985, consistent with
the RLP. If San Gabriel followed the RLP it would have filed a
rate application in 1985 for test years 1986, 1987, and attrition
year 1988. However, because of relatzvely stable expenses and
revenues experienced from 1ts-pr1or rate decision, and from timely
offset rate relief, San Gabriel Aid not file another rate
application until now. Although water utllity rate applications
are set for a three-year cycle, there is no requirement that a
water utility must file every three years.

Heytens testified that earnings began: slipping in late
1987 and that in 1988 San Gabriel: decided that it would need to
file for a general rate increase. San Gabriel recommends that if
this decision is signed prior to January 1, 1990, San,Gabriel
should be allowed to implement 1990 authorized rates immed;ately'in
1989.

All water utilities, including san Gebriel, were invited
to comment on the RLP before the RLP was implemented in 1979. The
purpose ©f the RLP was to remedy regqulatory lag problems in the
water utilities industry and to secure a just, speedy, and
inexpensive determination of water utility rate proceedings. as
adopted, the RLP applies to all Class A weter utility rate
proceedings and new advice letter general rate increase requests
filed subsequent to April 1979. '

Now, San Gabriel proposes to change the regulatory lag
. Plan. This is not the proper proceeding to request such a change.
It San Gabriel wants to change the plan, it should pe:ticipate An
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R.89-03=003, our rulemaking to consider revision of the water rate
case plan. San Gabriel is well aware of the RLP and is in control
of when it files its rate applications. It is also aware that
ratesﬁare,authorized‘on a calendar yea:cbasis-' Although San
Gabriel was aware of its erosion of earnings in late 1987, it did
not tender its request for rate relief until December 1988.

Because this proceeding. strzctly adhered to- the RLP tinme
schedule, a decision will be issued prior to the start of. San’
Gabr;el's 1990 test year. Had San Gabriel filed for rate’ relier by
Aprxl of 1988, it would have had rates in efrect for a 1989 test
year period.

In brief, San Gabriel asserts that it has clearly
demonstrated a need for rate relief priox to test year 1990.
However, its own witness, Heytens testified that he could not
recommend 1989 revenue, expense, or rate base estimates because
there is insufficient lnzormat;on on the record. We concur.

Absent a showmng of revenue, xpense, and rate base estimates for
1989 there can be no finding that San Gabrlel's ‘current rates are
not reasonable for 1989.

San Gabriel'sqrequest for rate relief prior to its test
years should be denied because San Gabriel did not demonstrate that
its 1989 rates are unreasonable and because such.ralier is not in
accordance with the RLP.

Inflation Factors .

Both San Gabriel’s and CACD’s labor and non-labor
inflation factors used to derive test year expense estimates are
outdated. San Gabriel’s January 1988 filing used factors developed
in the last quarter of 1988, and CACD’s April 1989 report generally
used factors developed in February 1989.

"CACD’s inflation factors trequently-relied on. by the
Commission are derived trom the Data Resources, Inc. (DRI) ,
Publzcation, 'Review of the U. s. Economy.,_ The labor inflation
tactor is the cOnsumer Price Index tor Urban Whge and c1¢r1ca1
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Workers (CPI-~W).. The non-=labor factor is derived rrom the weighted
average of ten producer price indices and CPI-W.

CACD’s inflation factors are updated monthly. However,
because of the intervalfbetween_thevcompletion of CACD’s work in
March for its April report and the May hearings, CACD was not able
to use the most recent inflation factors for its test year
estimates. At the hearing, CACD read into the record, without
revising any test year estimates, intlation factors developed in
May 1989. o :

The following tabulation compares inflation factors
derived by San Gabrzel with the factors CACD used in its test year
estimates and CACD's most recent inflat;on !actors. .

-“Iayp'gr’ - Non-Laboxr
San Gabriel - 5.0%  5.0% 4.0%  4.0%
CACD - 4.4 4.6 4.8 . 4.9
‘May 1989 Update 4.6 4.8 5.2, 5.3

It is not uncommon for inflation factors to change
between the time San Gabriel and CACD prepare their expense
estimates and the time the evidentiary hearing takes place. By
definition, an estimate is an appfoximate.computation,of probabie
cost. Therefore, the use of the noet recent inflation factors will
produce the most current estimate and will provide San Gabriel an
opportunity to recover reasonable operating expenses.

In this proceeding, the May 1989 non~labor inflation
factors are higher than the non-labor inflation factors used by San
Gabriel and CACD to develop their respective estimates. Regardless -
.of ‘the direction.that inflation may be heading, the. May 1989

inrlation tactors are the nost recent intlation factors in the ;“1
record and should be used._ | -
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This is not the first proceeding that we have used
factors that are more current than the factors used by utilities or
Other parties of record. DRI znterest rate factors are
consistently updated at the time financial attrition evidentiary
hearings are held for gas and electrie utilities, irrespective oz

whether the updated factors are higher or lower than the factors
used by parties to the. proceedings.

There are several. important issues on which San Gabriel
and CACD differ, as addressed in the remainder of th;s opinzon.
These pr;nclpal issues are: ’

a. Transportat;on Expenses.
Employee Benefztsz& Lunchroom Supplies..
Legal Fees.‘_ ,
Tax Erfect of Unbzlled Revenues.

: Interest Expense Deductible ror Income Tax
Purposes.

Plant 1n Service.
Working Cash._
M;nlmum Bank Balance.

Capital Structure and Return on Common
Equity. _
Tables 1 and . 2, rollowing on. the next two pages, show the
adopted results of operat;ons at present rates and at authorized
rates for test years 1990 and 1991, respectively. g
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TABLE 1 .

San Gabriel Valley Water Conpany
Los Angeles COunty Division

Adopted Results or 0perations
R . Teﬁ; x§ar

1290 - 1991
“ 7 (Dollars in Thousands)
Operating Revenues =~ ‘$14,108.8‘ $14,184.3

Item

“Purchased Water & Assess. S 3 890.7" - 3,921.0.
Purchased- Power - : f , 0 2,341.6 : 2,348.4
Payroll ' ‘ -1,892.3" 1,983.2
" Materials and. ‘Supplies o 190.8 202.3
Other Operation & Maint. . .564.6 : 595.5
Employees Pensions & Ben. 634.4 663.0-
~° Admin. & General ‘ : 184.1 - 189.1.
- General Qffice~Prorate . o 1,566.8 1,665.1
Min;mum Bank Balance

_ — L 1) gpam— T 50}
- Subtotal - - $11,309.3 $11,621.6

Depreciat;on Expense ! ' ' 840. 5 . 965.7
Taxes Other Than Income 542.0 . 577 .4
Iocal Franchise Tax S 115.9 - 115.9
State Corp. Franchise Tax ‘ - 0.2 . 0.2
-Federal Income Tax = D —ld e O
‘ Total Deductions o o $12,867.0" - $13 270.31‘

Net 0perat1ng Revenues S  '157’1;251583': ' 913 5.
RateBase .. 26,3884 28,463.7.
Ra;glof Return, _ o ,': ' 4?26*f o “.“vzl*ﬁ
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TABLE 2

San Gabriel - Valley Water Company
Los Angeles COunty Drvision

Adopted Results of 0perat1ons

iten 4299 4291
(Dollars in Thousands)

Operating Revenues ‘ | $16 872 7 © . $17,667. 7'.

Operation & Maiﬁtenance-‘ : 8,910;8r 9;081.7
Administrative & General 836.7 - 871.2
General Oftice-Prorate

—4.266,8 . __1.641.0
Subtotal g ‘ $11,324.3 $11,593.9

Depreciation Expenses ‘ . 840.5 965.7
Taxes Other Than Income y . 542.0 ‘ 5774
Local Franchise Tax , 137.9 144.4
State Corp. Franchise Tax 230.8 , 254.8
Federal Income Tax = —211.2 —_—297.7

Total Operating Expenses -$13,976.8 $14 533.9

| Net Operating Revenues: = 0 : 2,895.8 3,133 8"
' Rate Base A | 26,398.4 28, 463 7
Rate of Return | | 20.97%¢ 11.01%

orexating Revenues | |
' CACD’s operating revenuve estimate is $455,600 lower than
San Gabriel’s $14,564,400 estimate for test year 1990 and $457 800
lower than San Gabriel’s $14,642,100 estimate for test year 1991,
at present rates.

CACD and San Gebriel‘used;the 'ModifiedABean Method” to
obtain a weather-normalized estimate of consumption in the 1987
recorded year by analyzing various time spans. The Modified Bean
Method is a regression.enalysis that uees time, precipitetion and
temperature as independent variebles to‘predict nornalized




A.89-01-004 ALJ/MFG/btr

consumption. This normalized estimate is then used as the estimate
for the two test years.

There are no areas of dispute between CACD and San
Gabriel regarding the number of services ox; average consumption pexr
serv;ce. Therezore, we will adopt the :ollowing nunber of services
and average consumption estimates-for test years 1990 ‘and 1991'

A!ﬁzﬂﬂﬂ_uﬂmbﬁz_ﬂz_ﬁﬂzzlﬁﬁﬁ L T 1229 1221 .
"~ Residential o R , 42,42$;' 42, 711
\COmmercial o R . | “ 502 . 504
Industrial . S 162 166
Public Authorities | ‘ ‘353 . 358
Irrigation-Sales ' - _ 33. 33
Private Fire Protection o 700 721
Total Average Numbexr of Services 44,179

. . i Per Service (QCF: 'ngz- year ‘ , o
Residential = ‘ S 278.4 278.4.
commercial R 1 4,982.0  4,982.0
Industrial - Large - S 16,868.0 - 16,868.0
Industr;al - Small = - o 858.0 858.0.
Public Authority - Large 1 10,314.0 10,314.0

_Public Authority - Small | | 420.0 ~ 420.0

The only difference in present revenue estimates between
CACD and San Gabriel is due to San Gabriel’s inclusion of a $0.026
per CCF surcharge derived from an undercollection in a balancing
account scheduled to end April 13, 1989. As shown in the
comparison exhibit, San Gabriel concurs with CACD that the
‘surcharge should not be included in test year Tevenue estimates.
We will, adopt CACD’s revenue estimates for. tast ycar 1990 and 1991.
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Qnﬁ:a:;9n_s_naxnsgnanss.zxngn&g&
The following tabulation shows the major operation and
maintenance expense components and compares the difference in

estimates between CACD and San Gabriel tor test year 1990 at.
present rates- :

. ,San-Gabriel
o - Exceeds CACD -
Iten | ~ CAQR  San Gabriel '  Amount - Percent
' - (Dollars in Thousands) :
Purchased Water cLT T T : '

& Assessments $3,890.7 $3,890.7 . ' 0.0%
Purchased: Powexr 2,345.2° . 2,206.1 -1 -5.9
Payroll. - 1,863.4 . 1,902.9 39.5 2.1
Materials & Supplies 189.0  196.9 | .9 4.2

_ Transportation - . 281.7 . 342.6 0.9 21.6
- Other Operation - : R o “. . -
‘& Malintenance ‘ —16.9 —295,6 —tfeZ 6.8
Total Opefation‘ a , _ ’
& Maintenance 8,846.9 8,834.8 =12.1 =-0.1

Major operation and maintenance expense differences
between CACD and San Gabriel are due to differences in labor and
non-labor;inflation\factors and differences in methodology as
applied by CACD and San Gabriel. . Because the May 1, 1989 labor and
non-labor inflation factors are being adopted in this opinion,
there is no further need to address differences caused from
inflation. The remaining methodology différencés in the Purchased
Power, Transportation and Other Operation & Maintenance Expense
estimates are addressed below.

Rurchased Pover -

The $139,100 difference in the purchased power estimate
results fxom CACD using more recent gas and electric tariffs. CACD
used tariffs with a 1989 effective date and San Gabriel used
tariffs with a 1988 effective date._ Subsaquontly, CACD.reduced its
‘purchased power estimates by $3,600 to corract a calculation orror,g_:]

L
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as shown in the comparative exhibit. San Gabriel concurs with
CACD’s revised estimates. CACD‘s revised purchased power estimate
of $2, 341 600 and $2,348,400 for- test 'years 1990 and. 1991,
respectively, should be adOpted because it re:lects the current
costs of gas and electricity. ' '

Irapspoxtation

By the joint comparison exhibit, CACD increased its
transportation expense estimate from $281,700 to $288,200 to
reflect the correction of a calculation error and to allow the
recovery of transportation costs incurred by employees using.
utility vehicles to~commute between work and home. This adjustment
reduces the difference between CACD’s. and San Gabriel’s
transportation expense estimate from $60,900 to 352,400.

The remaining difference in transportation. expenses
result from CACD’s executive commute .expense adjustument and
differences in the use of inflation factors previously addressed.
Executive commute expense of $20,100 is classified by CACD’s
Kazemzadeh as the estimated cost incurred by executives who use
utility vehicles to commute between home and work. No adjustment
is proposed for executives or employees who use a utility vehicle
to commute if they are required to respond to emergency calls.

San Gabriel’s Taylor disagrees with CACD’/s proposed
executive commute expense adjustment. Based on the analysis of
various executive compensation surveys, Taylor concludes that
vehicles are routinely provided to executives as part of their
overall compensation package. According to Taylor, the use of a
company vehicle is a major consideration of executives in deciding
whether to work for a company, and that absent this benefit,
executives will expect additional compensation. Further, San
Gabriel asserts that these expenses should be allowed Dbecause of a
1ongstanding cOmmission practice allowinq -such’ cxpenses.
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Although San Gabriel believes that there is a
longstanding‘practice allowing these expenses, it offered no
support for its statement. The prior rate'proceeding decision'is
silent on this issue. Such silence cannot be construed as an
automatic acceptance of the practice or cost, especially in. the
absence of any indication that.the issue was. tully litigated in a
prior proceeding-‘ Even if an issue was previously addressed in a
proceeding, changing times and- conditions do occur and may require
a.new analysis.

' San Gabriel’s remaining argument that executives expect
the use of a vehicle for commute purposes as a condition of
employment is not persuasive. Although ne salary figqures orx
documentation were provided, it is-dirticult to believe that an
executive will turn down a job because there is no vehicle
available for conmuting;betweenjhomeiandlwork, particularly with
the compensation San Gabriel provides to its executives. San
Gabriel’s 1987 General Ordex 77-3 £iling- shows that six executives
received salaries in the $61,000 to $116,000 range. COmparable
figures for 1988 have not yet been filed. :

- Commuting: between home and work is not a utility
function. Therefore, ratepayers should not be required to
conmpensate San Gabriel for such cost, unless a’ person is required
to respond to emergency calls. CACD’s transportation expense
estimates, adjusted to reflect the May 1, 1989 labor and non-labor
inflation factors should be adopted. '

Qther Operation & Maintenance

Other than differences from the use of inflation factors
discussed above, there is a difference in methodology between San
Gabriel and CACD in two categories of Other Operation & Maintenance
Expense. These two categories are other expense and miscellaneous
expense.- The following tabulation compares CACD’s 1990 test‘year
estimate with San: Gabriel's estimate by'category. g.'




A.89-01-004 ALJ/MFG/btr

San. Gabriel
. Exceeds
) CACD | San Gabxiel  __.CACD _
Other Expense $ 88,600 = $ 86,800 . $(1,800)
Miscellaneous Exp. _1.700 __18,000 _16.300
Total 90,300 104,800 14,500

San Gabriel used different base years to develop its
estimate, whereas CACD utilized one consistent method. San
Gabriel’s other expense estimate is based on its 1987 recorded cost
adjusted for inflation and its miscellaneous expense estimate,is
based on an estxmated 1988 cost adjusted for. inflation. CACD’s
estimate is based on San Gabriel's 1986 through 1988. recorded
expenses ‘averaged on a per customer basis and adjusted for
inflation. :

San Gabriel used the nost recent cost, or in the case of
m;scellaneous expense uses a $80,600 projected cost which is higher
than the $71,200 most recent recorded cost. The application of
these base amounts to inflation factors xncorreétly assumes that
these costs will continue to rise. According to San Gabriel’s
Exhibit 5, other expenses‘actuhlly'decreased_from $84,600 in- 1986
to $71,200 in 1987, and miscelxaneousvexpense from $14,300 in 1986
to a minus $8§,300 in 1987. San Gabriel did not provide a reason
why this trend is changing.

CACD’s method normalizes fluctuations within each account
over a period of time and results in a reasonable level of expense
for future periods. Therefore, CACD’s other operation and
maintenance expense estimates, adjusted to reflect the May 1, 1989
labor and non-labor inflation factors should be adopted.
Asminigtrative & General Expenses

- The following tabulation shows the major administrative
and general expense components and conpares-the ditzerence in
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the CACD and San Gabriel estimates tor test year 1990 at present
" rates:

- San Gabriel
—EXceeds
SACD San_Gabriel - Amount PRexcent
(Dollars in Thousands) - .

Payrcll

Rents

Property Insurance
Injury & Danages

Employees Pensions

- Franchise Tax:
Miscellaneous

$ 18.1

1.7

19.6
281.9 .
626.8
115.3

1.5

$  27.9°
13.9.
21.6

279.3

176.5 .

9.8
2.2
2.0

~2.6

35.6.
4.1 !

54.1%
18.8
10.2
-0.9
5.7
3.6

175.0  100.0+
-181.8 -35.9 24.6
. 1,592.1 39.4 2.5
‘ 12319‘ -Q;l; 0.0
2,723.4 229.5 9.2

Admin.. Expense Transferred
 General Office
other COmpcnents
Total Admin. & Gen.

1,552.7
2,493.9

Exployee Pensions

Differences in employee ﬁensions estimates result from
CACD excluding San Gabriel’s lunch room supplies and employee
awards cost, and differences in the use of inflation rates
previously addressed. '

CACD excludes $10,145 of costs representing lunches,
lunchreom supplies, and awards from its estimate of expenses in the
employee pension category because CACD believes that the emplcyees'
salary is adequate compensation. It does not believe that
ratepayers should be required to pay for employee lunches,
lunchroom supplies, ox awards. However, it does not object to such
costs if they are borne by San Gabriel’s stockholders.

Heytens clarified that the 1unchrocm supplies consist of
cotfee, sugar, cream, and cups. No meals, other than an annual
awards dinner or lunch are provided to employees. - At this annual
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awards meal employees with outstanding service and work performance
are recognized with a small award, such as a pin or money clip,
which bears the utility’s loge.

On brief, San Gabriel arques that the provision of
lunchroom supplies to its employees eliminates the need for
employees to leave the workplace at lunch time and promotes.
efficiency. As to the awards, San Gabriel believes that employees
should be recognized for outstanding service and that such
recognition awards foster eﬁploYee pride and morale. We concur.
Absent nominal recognition awards and incidental lunchroom
supplies, employees’ morale may be adversely affected and result in
higher operating cost to the ratepayer.through increased. employee
turn-over rates and substandard service.' CACD’s employees
lunchroom supplies and awards adjustment should not be adopted.

N 1 )

Miscellaneous expense consists of legal costs. CACD’s
miscellaneous expense estimate is $175,000 lower than San Gabriel’s
test year 1990 estimate. CACD’s test year 1991 estimate is
$195,000 lower than San Gabriel’s. These differences result from
CACD exclud;ng legal fees, lxtlgation costs, expert witness’ fees,
and- court cost for utillty anticipated lawsuits. against palluters_
of San Gabriel’s groundwater supply'in the San Gabriel valley
Basin.

San Gabriel’s witness, Black, orfered testimony on'the
extent of water pollutants and on the cleah-up(process~in'the'
basin. Acceording to Black, pollutants were discovered in basin
well water in 1980. Sanvcabriél has reduced the number of its
operating wells in the valley from 26 in 1980 to 19 in 1989 because
of a high presence of volatile organic contaminants (VoC) in the
well water. Water from wells that had a low presence of VOC was '
either blended with uncontaminatad water or procassad through an
aeration systen. Currently; ‘San Gabriol has 23 active wells in the
basin. ' The increase in: active wells from: 19 to 23 is the rcsult
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of San Gabriel drilling four new wells at a greater depth than
_‘preVLOusly drilled.. . :

Effective January 1, 1989, new water quality and drinking
water standards were implemented by the State Department of Health
Services. These new regulations revised the water quality and
drinking water standards and classified all wells in the basin as
susceptible to pollutants. Black represents that the pbllutants
move in plumes with the natural flow of water from the northeast to
southwestern direction which will eventually pollutefother wells.

Black testified that the Regional Quality Control Board
(RQCB) conducts on-site investigations to identify polluters; Once
polluters are .xdentzt:.edr RQCB-may'requlre such. polluters to clean
up the on-site pollutants. San Gabriel believes that in certain
cases, these polluters.are responsible for long-term groundwater
pollution that has traveled beyond the confines of the identified
property. San Gabr;el proposes to- sue the entities identified as
polluters to force a clean-up of the groundwater pollutants.

Although the. upper San Gabriel Munzcipal Water District,
the ‘San Gabriel Municxpal Valley Water Dlstrict,_Waternaster, and
the upper San Gabriel Valley Water Association bave agreed to.
particxpate ln a concerted effort with federal, state, and local
agenc;es to prevent additional pollutants and the spread of the
plumes, no decision has been made on what is to be done.

San Gabriel believes that the polluters are responsible
for the spreading of the pollutants: and-proposes to sue the
identified polluters to clean up the groundwater pollutants.

CACD removedrantiéipated‘1awsuit costs from its estimates
because it believes: (1) litigation should be coordiuated with
federal and state agencies involved in administering groundwater
- contamination laws and regulations, {2) ratépayers should not carry
_ the sole burden of the lengthy. litigation, and (3) ‘there is no
'assurance that San Gabriel will actually incur :uch costs-
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However, during the evidentiary hearing CACD agreed with
San Gabriel that groundwater pellutant lawsuit costs should be
recovered when and if such costs are actual incurred. Any recovery
of damages through such litigation should be used to reduce the
cost of the litigation. CACD changed its recommendation because it
believes that San Gabriel’s evidence axplained the extent of water
pollutants, denonstrated that polluters are. being identified by a
governmental agency, and that liability can be established.

Both CACD and San Gabriel‘reconmend that the utility be
allowed to seek recovery of litigation costs associated with
groundwater pollutants through advice letter filings.

There is no dispute that groundwater pollution exists in
the basin. Pollutants in the basin have been an issue in other
water utilities’ rate proceedings, such as in California-American
Water Company’s 1985 rate proceeding (D.86-03-011).

RQCB is taking the lead in identifying basin polluters
and recquiring such polluters to clean up onsite pollutants.
However, of all the federal agencies,,state agencies, local
- agencies, water districts, water utilities, and water associations,
only San Gabriel proposes to seek recovery of costs associated with
remedying the effects of such pollution in its basin water supply,
San Gabriel’s major source of water. _

We share San Gabriel’s concern for providing its
customers poliutant free water; however, there are deficiencies in
San Gabriel’s and CACD’S agreement .to allow San Gabriel to recover
its litigation costs through advice letter filings. Such a
procedure gives San Gabriel blanket approval to recover all
litigation costs solely from its ratepayers without presenting any
showing on: (1) the impact on its ratepayers and its stockholders,
(2) projected long-term- litigation costs, (3) the cost to clean up

pollutants, (4) expected judgments, and (5, the ability to collact
judgments from such polluters.- <
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This is a regional problem, which is shared and being
addressed by all watexr dxstrlcts, water utilities and water
associations in the basin. We do not want to duplicate actxvities,
especially if San Gabriel, as a member of these various districts
and organizations, is required to provide financial support to
these other agencies for similar clean up- activities. |

We will not authorize San Gabriel to seek recovery of
pollution litigation costs through the edv;ce letter tiling
procedure. However, San Gabriel nay eccumulate such litigation
costs in a memorandum account during its test years end attrition
yeer. If the memorandum account is used, San Gabr;el shall file as
part of its next general rate proceeding workpepers that show that
San Gabriel conducted a cost benefit analysis prior to embarking on
groundwater litigation,. and benefits derived by its ratepayers and
its stockholders fiom-incurring such costs. San Gabriel should
also provide a proposal to seek recovery of reasonable litzgation
costs from its ratepayers and from its stockbolders. .

San Gabriel and CACD also disagree on the level of normal
outside legal expenses for test years 1990 and 1991. CACD
subtracted San Gabriel’s expected pollution litigation costs from
San Gabriel’s total estimated expenses. The resultant $1,500 and
$1,600 in test year 1990 and 1991, respectively) represent normal
legal expense estimates.

CACD reviewed San Gabriel’s normal legal expenses. and
believes that they are reasonable expenditures. Although CACD had
available 1988 recorded data, it discounted the 1988 $55,700
expense because it represents expengses incurred in a lawsuit -to Pe
concluded in 1989. Actual legal expenses for the years 1984
through 1986, excluding water pollution costs, are compareble to
Sen Gabriel’s test year estimates.

. San Gabriel arguee in its brief that normal legal
expenses should be based on ‘a three-yeer recerded average, adjusted
tor 1n£1etioe.. Accordingly, Sen Gabriel requeste that- it be '
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allowed $21,400 in 1990 and $22,500 in 1991 for normal legal
expense. . ' :

We remind San Gabriel)that it has the burden of proof in
a rate proceeding to demonstrate that its estimates are reasonable.
In its brief, San Gabriel proposes for the first time to increase
its test year 1990'ahd 1991 test year'estimates“by $19,900 and
$20,900, respectively without explaining why the additional
expenses are necessary. San Gabriel’s revised legal expense
estimates were not provided within, the time period allowed under
the water utilities’ regulatory lag plan and were not justified on
the record. ,

CACD’s legal expense estzmates for test years 1990 and
1991 are reasonable and should be. adopted for the test years.
Taxes Othexr than Income

Payroll tax is a component.of Taxes Other than Income.
Minor differences exist between San Gabriel and CACD on their
respective test year estimates for payroll taxes. For exanple,
CACD’s test year 1990 estimate is $178,000, that is,. $3,000 lower
than San Gabriel’s $181,000 estimate. This differences results
from CACD applying San Gabriel’s tax rates to a lower payroll base.

On examination by the ALY, San Gabriel testified that it
applied a 7.51% FICA (Federal Insurance Contributions Act) tax rate
to the first $46,800 of eacd individual. employee’s annual wages in
1989. However, the statutory tax rate is 7. 51% of each employee’s

- tirst $48,000 of annual salary. San Gabriel estimuted zuture FICA
tax rates and base salary levels as 1ollows. '

" Individual
Salaxy Bage

Year - - Tax_Rate »:
548,600
~so;400cw“
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San Gabriel did not explain why the FICA tax rate or
individual salary base for test years 1990 and 1991 should be
different than the statutory tax rate and individual salary base.

'Estimates for purchased power and state and federal
income tax expenses are based on established tariff and statutory
rates without any inflation ezzect. ‘San- Gabrzel’s and CACD’s FICA
tax rates are 1nconsistent with the statutory tax rate and should
not be adopted. :

- Unless we Xnow that the FICA statutory rate will change,
San Gabriel’s FICA tax expense should be based on current statutory
rates. We take official notice of Commerce Clearing House’s 19895
Federal Tax Guide wh;ch.identiries the 1989 statutory FICA rate as
7.51% of the first $48,000 of each employee’s annual wages. For
test years 1990 and 1991 the 7.51% is increased to 7.65% and is
applied to the 1989 base salary of $48,000. CACD’s and San
Gabriel’s FICA tax rates are inconsistent with the statutory FICA.
rates and should not be adopted. We will adopt the statutory FICA
rates identified above :or«testfyears'199o and 1991. |
Income Tax Calcylation .

Income tax estimates d;rter between CACD and San Gabriel
because of differences in estimated expenses, and dzzrorences in
the methodology used to calculate interest expense deductions and
1987 unbilled revenue tax deductions.

Intexest Fxpense Deduction

San Gabriel calculates its long-ternm debt interest
deduction by multiplying San Gabriel’s projected weighted'cost of
debt by its average test year rate base, less working cash. The
resultant interest expense is reduced by the amount of interest
requmred to be capitalized pursuant to the Tax Reform Act of 1986.

CACD’s method is similar to San Gabriel’s. However, CACD
uses a weighted cost of debt derived from an imputed capital
stxucture, instead of the p:ojected weighted cost o£ debt derivod
:ron an actual projected oapital struoture. ' CD's nethod will
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produce a higher interest deduction for tax purposes than San
Gabriel’s because it is based on an imputed debt ratio that is
higher than the debt ratio that San Gabriel expects to actually
experience in the test years.

‘ San Gabriel asserts that its method should be used to
calculate interest deductions because it will more accurately
project its. income tax expense. Although it may do that, it will
not produce an income tax expense cons;stent with ratemaking plant
additions, revenues and expenses, which are based on normalized
projections. Further, adoption of such a method may nullify
ratemaking adjustments-andcdisallowances. Therefore, the interest
deduction for tax calculation purposes should be based on the
adopted weighted cost of debt, which is addressed in a subsequent
part of this opinion, and applied to the adopted rate base.

Although CACD did not reduce its interest deduction by
the amount of interest needed to be capitalized pursuant to the Tax
Reform Act of 1966, CACD concurs with San Gabriel that such a
procedure should be adopted in this proceeding. We concur.

San Gabriel proposed to include in its 1990 test year tax
expense an additional $16,800 of state income tax and an additional
$61,300 of réderal'tax'expense-tovcompensate'iﬁ‘tor its 1990 tax
impact of 1987 unbilled revenues.

At the evidentiary hearing, the ALY, concerned that this
issue has been litigated in Order Instituting Investigation (OIIX)
86-11-019, an investigation into the tax effects of the Tax Reform
Act of 1986, and in a California Water Service Company and San Jose
Water Company January 28, 1988 petition for modification of
D.88=-01-061 (Phase I Decision in the OII) requested arguments on
whether this issue should be addressed in this proceeding.

‘ San Gabriel asserted that it is providing a showing to
justity recovery of its additional 1990 tax liability incurred from
the Tax Retorm Act ot 1986. It arguod that it is complying with -
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D.88-01-061’s Finding of Fect No. 11 which provides utilities an
opportunity to make a showing for revenue requirement adjustments
due to the unbilled revenue.

CACD argued that the proposed recovery of taxes
associated with unbilled revenues is not just or reasonable.

Upon consideration of the arguments, the ALY denied
parties an opportunity to provide‘testihony on the 1990 income tax
effect of San Gabriel's 1987 unbilled revenues. . Instead, parties
were invited to address the ALY’s ruling in brier.- San Gabriel was
also invited to seek a modification of the OII’s Phase I Decision,
if it desired to pursue this issue further.

Subsecquently, D.89-05-065 issued on May 26, 1989
addressed California Water Sexvice Company’s and San Jose Water
Company’s petition. In summary, the decision stated that the
unbilled revenues phenomenon at issue affects only the recognition
“of revenues for Intermal Revenue Service purposes. For eVery cubic
foot of water projected to be taken.in a test year, the utilities
will recover the associated costs, retu:n on equity, and income
texes - C

We concur with the ALY’s ruling that the 1987 unbilled’
revenue tax impact was litigated in the OII and should not be
~ addressed in this rate application.‘ San Gabriel should review our
discussion in D.89-05-065 prior to any further request for recovery
of additional taxes incurred,from-19877unbi11ed revenues.

Ttility Plant in Sexvice ' ' ‘
| 'Differences between CACD's and San Gabriel's utility.

plant in service (plant) test year estimates are cunmarized as’
follows: - R g jl,__“»" e

CACD.

CACD San_Gabriel
(Dollars in Thousands)

$49,669.0 = $51,708.4 . $2,039.4
'53,180-1"  56,096.7 2,916.6
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San Gabriel’s test year estimates are based on its 1984
recorded budget, extrapolated at a 10% yearly increase. The
resultant: budget is used as a spending ceiiing on average plant
additions for test years 1990 and 1991. San Gabriel then estimates
its yearly need for plant zaczlzties by'primary'plent category.
Once the needs are identified, estimated costs are assigned to each
plant category. :

There are two reasons for dirferences between San
Gabr;el's and CACD’s plant estimates. The first reason is that
CACD used 1988 recorded data, resulting in a 1988 plant difference
of $1,154,000. The second reason is that CACD reduced San Gabriel‘s
1989, 1990, and 1991 estimates by 19. 18%. This adjustment is the
result of the average difference between San Gabriel’s budgeted
additions and actual additions for the years 1984 through 1988.

San Gabriel acknowledges that approximntely 10% of its
budget is resexved for cont;ngenc;es to keep abreast of nunzcxpal
projects and that its actual additions average approximntely 83% of
its budgeted estimate for the five-year period 1984 through 1988.
However, it asserts that it has more projeCts to construct than
there are budgeted':unds‘available;,'xz projects are not completed
within a given calendar year San Gabriel will either carry them
over to a subsequent year or substitute other projects.

Although there is no dispute on the reasonableness oz San
Gabriel’s estimated plant additions, actual experience shows that
San Gabriel’s plant additions for the test years will only reach
approximately 81% to 83% of budgeted plant additions. CACD’s test
‘year- plant estimates based on recent recorded data and historical
experience should be adopted.
¥orking. Cach

Wworking cash is a rate base component used to compensate
investors for funds used by the utility to pay operating expenses
in advance of receipt of offsetting revenues from the utility’s
ratepayers and to maintain minimum’ bank.balances.' As a rate base
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component, San Gabriel is allowed to earn a tair return on the
amount of working cash. -

Major differences exist between CACD and San Gabriel on
the need for a minimum bank balance and on the method used to
compute the'working cash allowance. |

Minimum Bank Balance ,

San Gabriel includes a '$317,000 minimum bank balance for
test year 1990 and a $330,000 requirement for test year 1991 in its
working cash requirement. CACD incltdesAa‘$44,ooo allowance for
bank charges in operating expense and_oxcludes the minimum bank
balance from the working cash requirement. ‘

CACD recommends that its operating expense treatment be
adopted because it is the least cost to ratepayers. If the
$317}000 ninimum bank balance is included in working cash,
ratepayers will be required to pay approximately $60,000, because
of the gross multiplier effect on rate base items. However, if
there is no minimum bank balance, San Gabriel will be liable for
only'$44 000 of bank charges.

San Gabriel asserts that if CACD’s proposal is adopted,
San Gabriel will still need a minimum bank balance to cover the
average daily bank float for deposits.which San Gabriel has not
received credit from the bank. The daily.minigum bank balance is
estimated at $70,300 in test year 1990 and $74,100 in test year
1991. ' -

San Gabriel has not demonstrated that it will be
adversely affected if CACD’s expense treatment is adopted.
Further, we note that similar treatment was given to San Gabriel’s
minimum bank balance in its prior rate proceeding. Therefore, we
will adopt CACD’s propesal to- allow $44, 000 of operating expense¢e in -
test years 1990 and 1991. for. minimum bank charges.‘ No- m;nimum bank

balance allowanco should bo inckudod 1n working cash. f
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¥oxking Cash Calculation
| CACD’s working cash estimate is $1,143,600 lower than San
Gabriel’s 1990 estimate and $1,207,320 lower than San Gabriel’s
1991 estimate. The difference iShettributable‘to-two factors.

The first factor is the use of different estimated
revenues and expenses. CACD’s caleulation was based on present
rates and San Gabriel’s calculations was based on proposed rates.
CACD recommends that the working cash allowance should be
calculated on rates authorized by this decision. We concur with
CACD’s preposal and will calculate workxng cash based on adopted
rates. This will enable us to provide San Gabriel a working cash
allowance based on ratemaking adjusted revenues and expenses and
exclude costs tied to abnormalities of plant and expenses.

The second factor is the epplicat;on of standard Practice
U=-16, working cash standard practice, and in the use ot ditrerent
lead lag days. CACD used the cost method prescribed by U-16 and
San Gabriel used the retail method. The retail method assumes that
the prof;t is advanced by the investors to-operate the utility.

The U-16 cost method assumes’ thet the profit is zurnished by,
,ratepayers.
CACD asserts that the U-16 cost method is the proper

- method to use because,it has been accepted by the Commission in
‘numerous decisions. This is substantiated on page 3-9 of U-16
which states that the cost method has been used consistently since
1930. San Gabriel’s witness acknowledged that he does not
understand the distinction between the two methods; however, he
believes that his calculation is reasonable.

Although the U-16 is dated September 1968 no- ‘evidence was
presented to demonstrate any . devietion from the cost ‘method since
that date. Therefore, we will use- the cost method end CACD's lag

~ days developed in- its study*to~adopted estimates in this
‘proceedxng.‘v,u,, . ) oL . _
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San Gabriel also disputes the application of CACD’s
working cash allowance, based on present rates,_becauee CACD
calculated a negative working cash allowance for the test years.
This igsue was addressed and decided in San Gabriel’s prior rate
proceeding. San Gabriel did not present any new evidence; '
therefore, it will not be considered again. Consistent with the
deoxs;on, ‘the working ‘cash allowance, whether a’ positive or
negative, should be a component of San: Gabriel’s test years rate
base.

Rate of Return \

Rate of return is an expression of the capital costs of a
utility stated as the total of the weighted cost of long-term debt
and common equity. The determination of the cost of long-term debt
is based on recorded embedded interest costs and projected debt
financing at estimated .future interest rates. The determination of
the cost of common equity is muchwmore'diftioult.since it requires
the consideration of many factors, such as:bueiness and financial
risks, investor expectations, ratepayer interests, and economic
conditions, and, as\sucn, is based largely on informed judgment.

San Gabriel, currently authorized a 14.50% return on
common ecuity for its Los Angeles County Division, requests a
constant 14% for estimated years 1989; test years 1990 and 1991,
and attrition year 1992. This constant return on common equity
results in rates of return on rate base from 12.24% to 12.33%.
Because we have already discussed and denied San Gabriel’s request
to provide rates for its estimated year 1989, we will not address
the return on common equity for estimated year 1989. -

DRA recommends. a constant 12.00% return on common equity,
the midpoint of its recommended range of 11.75% to 12.25%. This
12.00% rate of return on cCommon. equity will produce a. 10. 93% to
11~ 01& return on.rate bese tor the three year period.
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The following tebuietion coﬁperes the elements of rate of
return requested by San Gebriel and that recommended by DRA for
test years 1990 and 1991, and attrition year 1992.

Sﬁn gakriel ) DRA
Rate Rate
Capitel COst of Capital Cost of. -
mmxﬂm Ratios -Factors Return

Long-Term Debt 39.09%|;-9.60% . 3.75% 44.00% 9.57%  4.21%
Commgn Equity  _€0.91 14.00 _§,53  _56.00° 12.00 _§,72
Total = 100.00% | 22.28% . 100.00% . . 10.93%.

1221 o | |
Long-term Debt  39.18%  9.74% 3.82% . 45.00%
Common Equity  _60.82° 14.00 _8,51 55.00

STetal 100.00% 12.33%  100.00%

Long-term Debt’ 39.30% 9. - 3.-83% . - 9.80% 4.41%
Common Equity — _60.70 14.00 _8.50 . 12.00 _6.60
Total ~  100.00%  12.33%  100.00 11.01%

Capital Structure

San Gabriel’s 60.91%, 60.82%, and 60.70% equity ratio for
test years 1990 and 1991, and attrition year 1992, respectively, is
based on projected eernings and earnings growth, anticipated
financing, and projected dividend pay outs.

DRA’s 56% equity ratio for test year 1990, and 55% for
test year 1991 and attrition year 1992 is based on its projected
balance of San Gabriel’s business risks and financial risk.

Business risk is associated with the dependability of
revenues ‘based on the stability of the. customer base, and level of
technologicel changes. DRA believes~that water utilities, such as
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San Gabriel, face more stable and reliable revenue streams than
other types of utilities because water utilities use a renewable
resource, face minimal threat of bypass, and are allowed to earn a
return on construction vork-in—progress.

Financial risk is associated with the proportional level
of debt to capital. Financial risk increases as the level of debt
increases. This is because as the level of debt increases, the
utility’ s contractual fixed: obl;gat;on to make interest payments
increases and the cost of marginal debt issues increase.

Debt financing is less expensive than equity financing
because interest payments on debt are generally less than returns
paid to common stockholders and because interest payments are tax
deductible while returns on common equity‘are not. The tax savings
generated by interest expense directly benefits ratepayers through
2 proportional reduction of revenue reQuirement needs.

‘ Siegal’s Table 10 shows that San Gabriel’s recorded
equity ratio has steadily increased from 45.00% in 1983 to 61.19%
in 1988. Siegal believes that San Gabriel’s equity ratio should be
reduced to prevent San Gabriel’s ratepayers from paying for an
unwarranted high level of equity capitalization. This reduction is
based on an analysis of comparable compahies, Comparability was
based on three factors: (1) companies listed in C.A. Turner’s v
Telephone and Utility Reports, (2) that realize at least 70% of
revenues from water operations, and (3) whose stock is publicly
traded. Accoxding to Siegal, her recommendation reasonably
balances San Gabriel’s debt and equity structure because it enables
San Gabriel to competitively attract capital in the market place
and-provide<servicé to ratepayers with less equity capital than it
currently maintains. San Gabriel’s 1988 common equity ratio of
61.19% is approximately 18 percentage points hzgher than the 43 00%

average common equity rat1°~of S;egal's group of. comparable
utilit;es ror the same year.
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San Gabriel counters that it needs to maintain higher
equity ratios to protect itself from earnings fluctuations and to
invest in necessary utility plant additions required to mitigate
groundwater basin contamination effects. Nicholson testified that
the accumulation of its high equity ratio occurred because of the
cumulative effect of hzgher rates of return previously authorized
and tax law changes related to normalization of investment tax
credits and accelerated tax depreciation.'

Although San Gabriel does not have a specific equity
goal, it attempts to keep its equ;ty-rat;o'between a kigh of 60.00%
and a low of 45.00%. Nicholson concedes that San Gabriel’s equity
ratio is heading downward. This 1s,because it expects to spend
more money in the next rew.years-to~clean.upfwater pollution.
However, San Gabriel‘still;p:ojects»iﬁs.eqdity ratio at 60.00%, the
high end of its equity range.

As discussed previously, the higher the equity ratio, the
lower the financial risk. If we adopt San Gabriel’s high equity
ratio, a commensurate downward adjustment to its return on equity
is in order because of this reduced risk. San Gabriel’s test year
projections show that the equity ratio will remain at the high end
of its equity ratio range. As San Gabriel indicates, however, its
equity ratio-should;begin‘to-dec:eese when it invests funds to
correct water pollution. Present ratepayers should not be required
to subsidize San Gabriel’s future ratepayers through higher rates
in the interim due to its currently bigh equity ratio.

Based on all the evidence, we will adopt- a ratemaking
equity ratio which will balance ratepayers’ andvstockholders'
interest. San Gabriel cannot be expected to bring its equity ratio
down to a reasonable level overnight. Therefore, the equity ratio
should be reduced in a gradual manner. We will adopt a 60.00%
equity ratio for test year 1990, a 58.00% equity ratio for test.
year 1991, and a 55.00% equity ratio for attritionnyear 1992. In
gadopting these declining equity ratios ror the tcst years and '
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attrition year, recognition should be given to the increased
financial risk through a higher return on common equity over the
period.

cost of long=Term Debt . ‘

. The effective cost of long-term debt is the ratio of the
annual charges for the debt outstanding to the net proceeds of .the
debt outstending, There is no significant difference between San
Gabriel’s 9.60% to 9.75% cost of debt and DRA’s 9.57% to 9.80% for
the test years 1990 and 1991, and attrition year 1992. Although
the parties used different methods, both San Gabriel and DRA used 2
10.50% debt rate for $6,500,000 of new debt to be issued in 1991.

The only'digference between San Gabriel’s and DRA’s cost
of long-term debt is in the method used to calculate the embedded
cost of long-term debt. DRA used the simple*arithhetic average of
San Gabriel’s beginning and ending year effective interest rates.
San Gabriel used a weighted average method.

Although the weighted average method is a more precise
method, it is dependent on the specific timing of retirements,
sinking funds, and new issues during the yeer. Iz any of these
factors deviate from the projected timing, the embedded cost of
long-term debt may change substantially compared to the simple
average method used by DRA. The simple average method is
reasonable end should be used to develop the embedded cost of long-
term debt. DRA’S 9.57%, 9.64% and 9.80% cost of long-term debt
should be-adopted for the 1990 and 1991 test years, and the 1992
attrition year, respectively. :

Cost of Equity -

San- Gabriel’s requestedl;4.oo% return on equity for the
test years and attrition year is based on a 3.503% risk premium
above the 10.50% rate for new “A* rated bonds. .

DRA. recommends a-12.00% return- on equity, the mid point
of its 11.75% to 12.25% range, derived from the use of two
financial nodels and inzormed qualitetive judgment. "DRA’S
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recommended return will provide San Gabriel a pretax interest
coverage of 3.67 times to.3.54 times for test years 1990 and 1991,
which is within Standard & Poor’s benchmarks for an ”AA” rated
water utility. S |

DRA used the discounted cash flow model (DCF) which
meaSures an investor’s expected return on equity. Because San
Gabriel’s stock. is not publicly traded, the DCF method was applied
to a group of comparable utilities. Three factors, previously
addressed, were used to obtain 12 comparable utilities.

The DCF analysis suggests a 12.24% return using the most
recent three-month average. expected. yield ‘and a 12.19% return using
the most recent ‘six-month" expected yield for the oomparable group
of utilities. :

DRA then used the risk premium model CRPM) to verify its
DCF results. The RPM measures the additional compensation that
investors in common equity capital expect over investors‘inlbonds
because of increased risk. The RPM”model suggests a 1l1.33% to
12.16% return on common equity. ,

DRA. balanced the results of its DCF and RPM models with
San Gabriel’s past earnings pertormance which led to a build up of
equity and reduced financial risk.

San Gabriel’s brief testimony to justify its 14. oo%
requested return on equity is not convincing. On the other hand,
DRA’s detailed analysis, using DCF and RPM, which are normally
used in rate of return proceedings( and its analysis of San
Gabriel’s debt coverage and equity build up convinces us that DRA’s
rate of return range presents‘a'reasonable range of return on
equity for San Gabriel. Consistent with the adoption-of an
increasing imputed debt structure, San Gabriel’s authorized xeturn
on equity should increase in the test years and attrition year to
compensate its shareholders for increased risk. Based on the
consideration of all the evidenoe, we will adopt a2 11.90% return on

common equity for test year 199q,,e ;2,00* retq;n on ooqmon‘equity .
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for test year 1991, and a 12.10% return on common equity'for
attrition year 1992.

Adopted cCapital Structuxe

The following tabulation summarizes San Gabriel’s adopted
capitalization ratios, cost factors, wezghted costs and authorized

rates of return for test years 1990 and 1991, and attxition year
1992.

Capipal s Cost Weighted
. ~Ravie.  fagtor . _Qost
Test Year 1990 S S L
n Long-term Debt 40.00% - 9.57% © 3.83%
Common -Equity 60,00 1190 Z.14
Total | 200.00% P © 10.97%
Long-term Debt 42,00 . 9.64 - 4.05
Common Equity 58,00 12.00 © | __6.96
Total ’ . 100.00% . 11.01%
- Long-term Debt 45.00" 9.80 4.4
Common Equity ~55.00 - 12.10 6,66
Total 100.00% - S 11.07%
Balancing Account

San Gabriel maintains a balancing account to accumulate
increased costs, such as purchased water and power. The increased
costs, or undercollection, is recovered from San Gabriel’s
customers through a billing surcharge.

CACD recommends that San Gabriel’s billing surcharge
continue if the current undercollected balance is under 2.0 % of
gross annual revenues and that the undercollection be: amortized
over a thxee-yoar poriod if the balance is over 2. 0. *.

-33 -
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Subsequent to the evidentiary proceeding, San Gabriel
provided an update of its balancing account undexcollection. San
Gabriel’s April 30, 1989 undercollection of $525,440 was reduced to
$485,458 at May 31, 1989. This $39,982 decrease, expected to
continue, is partially attrlbutable to a 3.3% increase in surcharge

rates authorized by Resolution No. W-3438, dated
April 22, 1989.

Because San Gabriel’s undercollection balance is
decreasing on a monthly basis and because rates in this application
will not be effective untll January 1, 1990, San Gabriel should
continue its current balancing account surcharge rate. However,
when the undercollectionvbalahce‘reaches $50,000 or less, San
Gabriel should file an advice letter with CACD setting forth a
proposal to terminate its surcharge collection.

Rate Design

There are no disputed rate design issues. CACD c¢concurs
with San Gabriel’s proposal to apply as much of the revenue
increase as necessary to the service charge to bring up service
charge revenues from 40% to 50% as long as no group of customers
receives an increase greater than twice the system=percentage
increase. CACD also concurs with San Gabriel’s proposal to
eliminate the first block (300 cf) of the schedule LA~I, San
Gabriel’s General Metered Service Tariff.

San Gabriel proposes to discontinue its tariff schedulé
applicable to LA Division’s Vallecito Zone IX tariff area and to
provide general metered service throughout the division pursuant to
its tariff schedule LA-I. The Vallecito rate differential pertains
to only a small part of that system. The application represents
that there is no need to maintain a separate rate schedule because
the system is fully integrated into-the LA DlVis;on for operating
and: ratemaking purposes. :

~ San Gabriel’s rate design proposal is in compliance with
D. 86—05-064 which authorized water. utllxtxes tolrecover up-to'so%
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of their fixed costs through the service charge and to limit the
number of commodity blocks to three. We will adopt San Gabriel’s
rate design proposal as long as no group of customers receives an
increase greater than twice the system percentage increase.

CACD’s Radpour performed an analysis of San Gadbriel’s
tariffs which disclosed that San Gabriel was providing utility
service to customers who receive service through two or more meters
in parallel rates not identified in a util;ty tariff. CACD
recommends that San Gabriel be required to f£ile a tariff to provide
cuatomers service through a battery of meters.

on May 10, 1989, San Gabriel filed an advice letter with
a proposed tariff to render service through- a battery of meters.
Notice of the filing appeared on the Commission’s Daily Calendar of
May 12, 1989. Because San Gabriel complied ‘with CACD’s
recommendation and because: it has no inpact on rates, thls issue is
moot and need not be addressed further.

The rates for 1992 are calculated using an operational
and financial attrition allowance. The operational attrition
allowance is used to compensate San Gabriel for the decline in the
rate of return between test periods caused by expense and rate base
increases not offset by increased productivity and/or operating
revenues. The financial attrition allowance is used to compensate
San Gabriel for the deterioration in the realized rate of return to
cemmoh equity caused by a change in the utilitY's-cost of money
between test: per;ods.

San Gabriel’s cperat;onal attrition rate for the 1992
year is 1.49%, and the financial attrition allowance is 0-06%. The
gross revenue requirement dexived from the operational and |
rinancial attrition is-$744 500.
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Section 311 Compents :

On August 7, 1989, the ALJY’s proposed decision on this
matter was filed with the Docket Office and mailed to all parties
of record pursuant to Rule 77 of the Commission’s Rules of Practice
and Procedure.

Both CACD and San Gabriel filed comments on the ALJ’s
proposed decision. Comments pertaining to nonsubstantive changes
were adopted and included in the approprmate place of this
decision. :

A substantive comment regarding our denial to increase
rates in 1989 was raised by San Gabriel. San Gabriel correctly
cites testimony showing'that it present rate bhase, revenue, and
expense estimates for 1989. However, the record does not
substantiate the need to increase rates in 1989 or the need to
deviate from the Regulatory lag Plan (RLP) for water utilities.

Even if San Gabriel substantiated the need to deviate
from the regulatory lag plan, there is no basis to adopt a rate
base, revenue, and expense estimates for 1989. San Gabriel’s own
witness, in response to the ALY’s inquiry of what rate base,
revenue, and expense estimates should be used for the 1989 year,
testified ”Well, if I was the ALJ and I had the recoxd in front of
me, I. couldn’t do it e;ther on 1989 because I don't bave adequate

anormatlon to do ;t."l We shall not dev;ate trom the RLP‘ror
water. utxlztles.

Pindi ¢ Fact
1. The adopted estimates of operating revenues, operating

expenses, rate base, and rate of return for test years 1990 and
1991 shown on Tables 1 and 2 are reasonable.

2. A 10.97% rate of return on the $26,398,400 adopted rate
base for test year 1990 is; reasonable.,'

1 Reporters Transcript, page 94, lines 17 through 19.
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3. A 11.01% rate of returm on the $28,463,700 adopted rate
base for test year 1991 is reasonable.

4. A 11.07% return on rate base for attrition year 1992 is
reasonable.

5. Customers’ participation at the public meeting shows that
San Gabriel’s level of service is adecquate.

6. Notice of the four-year rate request was provided.

7. CACD did not present any results of operations or rate
base estimates for 1989.

8. This is San Gabriel’s first rate applicatlon since 1983.

9. The RLP does not require a water utility to file a rate
application every three years.

10. San Gabriel’s earnings began slipping in late 1987:
however, it did not tender its Notice of Intent to file a rate
application until Decenber 1988.

1l1. San Gabriel“wants.tofimplementv1990 authorized rates in
1989.

12. San Gabriel had ample opportunity to comment on the RLP
before it was implemented in 1979.

13. San Gabriel concurs that 1989 revenue, expense, and rate
base estimates cannot be developed from the record.

14. San Gabriel’s and CACD’s labor and non-laber inflation
factors are outdated.

15. The May 1989 inflation factors are the best known
inflation factors in the record.

16. There is no dispute on the number of services or average
consuﬁptionlper service.

17. San Gabriel concurs with CACD’s revenue estimates.

18. San .Gabriel concurs with CACD’s revised purchased power
estimate of $2 341,600 and $2, 348 400 for test years 1990 and 1991,
respect;vely;

9. chmutxng between.home and work is not a utilzty
- function. ' /
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20. CACD’s method to estimate other expenses and
‘miscellaneous expenées normalizes fluctuations within each account
over a period of time.

21. The provision of incidental lunchroom supplies to San
Gabriel’s employees eliminates the need for employees to leave the
workplace at lunch time and promotes,etticiency.

22. The upper San Gabriel Municipal Water District, the San
Gabriel Municipal Valley Water District, Watermaster, and the San
Gabriel Valley Water Association have agreed to participate in a
concerted effort with federal, state, and local agencies to prevent
additional pollutants and the spread of‘theaplumes.

23. CACD and San Gabriel recommend that pollution litigation
costs be recoverable through an advice letter filing-

24. Pollutants in the basin have been an issue in other water
utilities’ rate proceedings.

25. San Gabriel revised its estlmates for normal legal
expenses subsequent to its test;mony and without justlflcatzon.

26. San Gabriel’s and CACD’s FICA tax rates are inconsistent
with the statutory tax rate.

27. San Gabriel’s long-term interest deduction for tax
purposes will not produce an income tax expense commensurate with
ratemaking plant additions, revenues, and expenses.

28. The 1987 unbilled revenue tax impact was litigated in
OII 86~11-019. " |

29. San Gabriel’s test years plant in service estimates are
based on its 1984 recorded budget, extrapolated‘et a 10% yearly
increase.

30. CACD’s plant in service estimates are based on recorded
1988 data and actual experience factors based on a comparison of
budgeted and recorded plant additions.

31. San Gabriel includes a mlnimum bank balance in its

‘working cash calculation requiring ratepayers te-pay approxzmately
$60, ooo to mainta;n the. minxmum balance.
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32. San Gabriel is only liable for $44,000 of bank charges if
it doesn’t maintain a minimum bank balance.

33. San Gabriel’s equity ratios are based on projected
earnings and earnings growth, anticipated financing, and projected
dividend pay outs.

34. DRA’s equity ratios are based on its projected balance of
San Gabriel’s business risks and financial risks.

35. Debt financing is less expensive-than equity financing.

36. San Gabriel’s recorded equity ratio has steadily
increased from 45.00% in 1983 to 61.19% in 1988.

37. San Gabriel’s 1988 common equity ratio of 61.19% is
approxlmately 18 percentage points h;gher than the 43.00% average
common equity ratio—o! DRA’s group of comparadle utilities for the
same year.

38. San Gabriel attempts to maintain an equity ratio between
a2 high of 60.00% to a low of 45.00%.

39. San Gabriel’s equity ratio is heading downward.

40. There is no significant difference between San Gabriel’s
and DRA’s cost of debt factors.

41. DRA’s detailed analys;s on the cost of equity produces a
reasonable range of return on common‘equity for San Gabriel.

42. San Gabriel’s kalancing account surcharge was authorized
by Resolution No. W-3438 on April 12, 1989.

43. San Gabriel’s rate des;gn proposal is in compliance with
 D.86~05=064. ' :

Sonclusions of Law .
1. The May 1589 labor and non-labor inflation factors should
be adopted. ,

2. San Gabriel’s estimates on the number of services and
average consumption estimates for the test years sbould ke adopted.
3. CACD’s revenue estimates for the test years should be

adopted. I B '
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4. Ratepayers should not be required to compensate San
Gabriel for executive commute expenses.

5. CACD’s estimates for other operating expense and
maintenance expense should be adopted.

6. CACD’s employee lunchroom supplies and awards reduction
should not be adopted.

7. Proposed pollution litigation costs should not be
recovered through the advice letter filing procedure.

8. CACD’s legal expense estimates should be adopted.
9. Statutory FICA rates should be used for test years 1990
and 1991. |

10. Interest deductions for tax calculation purposes should
be based on the adopted weighted Ccst of debt.

11. The 1987 unbilled revenue tax impact should not ke
adopted in this proceeding.

12. CACD’s test year plant estxmates should -be adopted.

13. A minimum bank balance should not be included in the
working cash calculation.

14. San Gabriel’s equity ratio should be reduced in a gradual
manner.

15. San Gabriel’s return on equity should bhe increased in
each test year and attritxon year to compensate it for the
addxtional risk it will incur from the yearly reduction in the
common equity ratio.

16. San Gabriel’s rate design proposal should be adopted as
long as no group of customers receives an increase greater than
twice the system percentage increase. ‘ ‘

17. The increase in rates and charges authorized in
Appendixes A and B are just and reasonable, and the present rates
and charges insofar as they ditter‘rrom‘thcse prescribed are for
the future unjust and unreasonable. |

‘1&;_ San Gabrzel's request for ‘rate relief prior to its test
years should: be denied-
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19. CACD’s working cash allowance method should be used and
the working cash allowance should be based on rates authorized by
this decision.

20. The appl;cation should be granted to the extent provided
by the following order.

IT IS ORDERED that:

1. San Gabriel Valley Water Company (San Gabriel) is
authorized to file the revised schedules for its Los Angeles County
Division (LA Division) attached to this order as Appendix A. This
filing shall comply with General Order (GO) Series 96. The
effective date of the revised schedules shall be January 1, 1990.
The revised schedules shall apply only to service rendered on and
after their effective date.

2. On or after November 5, 1990, San Gabriel is authorized
to file an advice letter, with appropriate workpapers, requesting
step rate increases for 1991 included irn Appendix B, for the second
year’s step rate increase, adjusted to reflect the rates in effect
and normal ratemaking adjustments for the 12 months ending
September 30, 1990, exceeds the later of (a) the rate of return
found reasonable by the Commission for San Gabriel during the
corresponding period in the then most recent rate decision, or
(b) 11.01%. This filing shall comply with GO Series 96. The
requested rates shall be reviewed by Commission Advisory and
Compliance Division (CACD) to determine their conformity with this
order 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 the decision, and the
Commission may then modify the increase. The effective date of the
revised schedules shall be no earlier than January 1, 1991, or 40
deys.a:te:'thetfiling~o£‘the-stepirate; whichever is later. The




A.89-01-004 ALJ/MFG/btr *

revised schedules shall apply only to service rendered on and after
their effective date.

3. On or after November 5, 1991, San Gabriel is authorized
to file an advice letter, with appropriate workpapers, requesting
step rate increases for 1992 included in Appendix B, for the third
year’s step rate increase, adjusted to reflect the rates in effect
and normal ratemaking adjustments for the 12 months ending
September 30, 1991, exceeds the later of (a) the rate of return
found reasonable by the Commission for San Gabriel during the
corresponding period in the then most recent rate decision, or
(b) 11.07%. This filing shall comply with GO Series 96. The
requested rates shall be reviewed by CACD to determine their
conformity with this order and shall go into effect upon CACD’s
determination ¢f conformity. CACD shall inform the Commission if
it finds that the proposed step rates are not in accord with the
decision, and the Commission may then modify the increase. The
effective date of the revised schedules shall be no earlier than
January 1, 1992, or 40 days after the filing of the step rate,
whichever is later. The revised schedules shall apply . only*to '
service rendered on and arter their erzective date.

4. San Gabriel’s request to 1mp1ement 1990 authorized rates
in 1989 is denied.

S. San Gabriel may accumulate pollution litigation costs in
a deferred debit account during its test years and attrition year.
If the deferred debit account is used, San Gabriel shall file, as
part of its next general rate proceeding, workpapers that show that
a cost benefit analysis was conducted priox to embarking on such
litigation, and beneflts,derzved by its ratepayers and its
stockholders from incurring such costs. It shall also provzde a
proposal to seek recovery of reasonable 1zt1gation costs - rrom its

,ratepayers and :rom its stockholders.

'v' .
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6. San Gabriel shall continue to use the balancing account
surcharge rate currently in'effect. When its undercollected
balance reaches $50 000 or less, San Gabriel shall file an advice
letter with the Commission Advisory and Compliance Division

Director settxng forth a proposal to terminate its surcharge
rate._

This order is e:t_ective today. |
Dated. SEP. 71989 . , at-San ,Francisco,. California.

'G MTTG-!ELL WILK.

- President
FREDERICK R. DUDA
STANLEY ‘W. HULETT
JOHN B, OHANIAN

' PATRICIA’ M.- ECKERT
- - Commissioners. .

/m’;'f(DECISTON
TAC L ABO
’CSS‘OMRS 'T-GDAEO i
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~ APPLICATION A.89-01-004 APEENDIX A
Page 1

T San Gatriel Valley Water Comperry
. Lo Angeles Courtty Division
] Schedule IA-] .

' .
Applicable to all mtemdwa.tar sexvice.
TERRITORY |

Portions of Arcadia, Baldwin Park, E1 Monte, & of Industry, Irwindal
1a PuexF'xtg, Montebello, Mémerey Park, Pico RiVen;, Rgenead,San G:;briel, ®
o6 Argeles comty. o Moree, West Covine, ihittier and vicinity,

Sexvice dm:ges. a
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First 20,.000 Cu. £t., Pexr 100 CU. PLececrvrcverorevnaces .72
Over 20,000 Cu. £t., Per 100 Gl PEenononmonoonoree oo, :5’, 503 E%

Charge is a readiness-to-sexve »
e 2 5 VL 5 e e o ey SEeLicable to P11 asterst
Quantity Rates. All rates are. subject to the reimbursed fee set forth on
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Appendix A
_ Paggf'z

_ schedule No. IA-3L

Agplicable to al) measured irrigation service limited to existing
irrigation customers at Jamuary 1, 1975, who anmually utilize this service.

 Portiens of the camnmity of Hacierda Haights and vicinity, 1oe Angeles
" Quantity Rates: o . Zone I . Zooe IX

Fi.ISt 1,800 .mt- mv Or 1255- « °o o = ‘. .. * & » = a slz.oo * sn-m (I)
OVe.'I' 1,800 U ft.,,'mrxloo u. ft.. * * o s s . . - . -649“_ ’ .728‘ (I)

Minsmm- d')a:ge:' _ . ,
FOI.' eadl iﬂ'ig&tion dﬂliVeIY mulw * ¥ wo & & @ 1-2-00 ) 13-50 CI)

The Minimm Charge will entitle the custamer to the quantity of water which that
mindmam. charge mill purchase at the Quantity Rates. ‘ ' :

SEECIAL QONDITIONS.

1. Due to the under collection in the balance account, an amouant of $0.044
p&i(fcr’ is to be added to the quantity rates as shown above, o
April 11, 1990. W o L
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o oplicable to water service fumished to private fire systens and to
private fire hydrants. , .

Porticons of Arcadia, Baldwin Park, EL Monte, City of Industry, Irwindale,
La Puente, Montebello, Monterey Park, Pico. Rivera, Rosemead, San Gabriel, Santa
Fe Springs, south El Monte, ‘West: Covina, Whittier and-vicinity, Los Angeles

RATE

'For each inch of diameter of service comnection . ..  $ 4.90 (I) .
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Page 4
. - Schedule No. TA-9C

Applicable to temporary water service furnished :o:.; construction
ard for water delivered to tank trucks from fire hydrants or other outlets.

Portions of Arcadia, Baldwin Park, El Monte, City of Industry, Irwindale,
La Puente, Montebello, Monterey Park, Pico Rivera, Rosemad, San Gabriel, Santa
Fe Springs, South EL Monte, West Covina, Whittier and vicinity, Ioe Angeles

RAIES

, , Unit Rates
For sidewalk construction, per 100 square feet . . . . . 24 (D)
For stxeet curb construction, per 100 lineal feet . . . . .48
For trench settling, per lineal foot of section of

msztby4!&t-,-.-.osnobroolo -013
For sprinkling subgrade of street and roadway .

constructzolxlx in application of oil arfany tg:{m of

patented oil paving or surfacing, or for xolling

ard settling subgrade, pexr 3,000 square feet of

mﬂy--..-'.--‘....-..-.-----o--‘ 3-35
For compaction of £ill, per cubic yard of £ill material. . .030
For water delivered to tank wagon or truck, per ,

' loo wlm Ll - . -~ I: -» .' ‘- I‘ - - - -’ .: - .. [ ] -. - - - -077

MINIMOM CHARGE: .

For any servim mm th'is 'M‘Qf"""""";'"v" s 12000 o (J- .,-‘
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Applicable to water service for house construction where houses. are being
constructed. as part of a real estate develq:ment S

Los Angeles County Divisien, Los Angeles Courrty
Foreachlatfortheconsm;ctionpedod'. L - 4.80 (X)

1. This sexrvice is available only to real estate developers or builders
who-make application prier to installation of mains and services and who-
undertake the construction of houses as part of the development. At its eption
the utility may provide the service if application is made after mains and
services have been installed. ,

2. - Water service under this tariff schedule is only to be used for house
construction. It dees not ude water use for landscaping or other tract

. 3." When each house passes ﬂ.nal mspectim water serviée under: this

schedwle will be terminated.

™ .

(END OF APPENDIX A)
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Each of the following increases in rates may be put intorleﬂect on the
indicated date by £illing a rate schedule which
to-thememichmldathexwisebemeﬂectm

For 5/8 x 3/4~inch meter
For- 3/4=-inch meter
For s

For
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N
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popnnpan

N T T * » o e =

For One 8=inch meter, One 2-inch

Quantity Rates:

ﬁm 20,000 Qe '-ttl-,» m 100 QAl.. ﬂ’- LA XN ER TR Y ¥ RN Iy
m 20’000 Q.l- ft-’mr 100&. rt--.‘- .‘.l—..‘."ll"_.‘.r."..“?..
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San Gabriel Valley Water Comparty
Los Anceles. County Diviss

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

Effective Dates
1-1-92, 1-1-92

~Rex Metex TPex Month
harge '
For each irriqation delivery scheduled. $  0.60-
Quantity Rates
First 1,800 cu. ft.orless . . -« . . .
Over 1,800 cu. f£t., per 100 cu. £t. . .

Zone I Mindmom Charge
For each irrigation delivery scheduled
Quantity Rates :
First 1,800 cu. ft. orless. . . . . «
Over 1,800 cu. ft., per 100 cu. ££ . .

For each inech of diameter of sea:vzce .

Rates

' For sidewalX constructien, per 100 sq. ft. .
For street curb construction, per
200 Lineal feet. & v ¢ 4 e v e o e . ..
For trench settling, per lineal foot of
section of trench 2 feet by 4 feet . . . .
For sprinkling subgrade of street and
roadway constxuction in application of oil
or any form of patented oil paving or
subgradesurmcingr or for rolling and set:t:ld“:.:g
r pexr 3,000 sg. £L£. of roadway . .
For cempaction of £ill, per cubic yard of ‘
tillmm—'--.:;--l.--.u-o-. )
For water delivered to tank wagen.or truck, =
per 100 gallons. . . . - ' '

Minimm Charge:

For any service rendered under this .
schedul

'e..--.-..-.....--'. . = »
Schedule TA=OCL
For each lot for the construction peried . .
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"~ Net to Gross Mualtiplier:

. Uncollectible Rate: -

Page 1

Sancabﬁelvmeywaterompany
Los Angeles. County Divisi

 1.6874%
Faderal Income Tax Rate: 34%

~ State Income Tax Rate: 9.3%

Local Tax Rate: 0.8171%

camst

CEMWD « Purchased Water
Central Basin - Replenishment

- Leased Water Rights.

- Watermaster Assessment
Make-up Obligation Assessment
USGS Basin Replacement Water Assessment
USGS Basin Leased Water Rights
USGS Basin Watermaster Assessment

Total (Sum of A=, B-1 and F-1)
Year Safe Yield - 175,000 A. F.

CBVWD = Purchased Water o
Central Basin - Replenishment

- Leased Water Rights

- Watermaster Assessment
Make=up obligz;tion Assessment
USGS- Replacement Assessment
USGS. Basin Leased Water Right
USGS Basin Watermaster Assessment
Total (sum of A-2, B2 and F-2)
Year Safe Yield - 175,000 A. F.

L/ ptfective pate: Sy 1, 1986
2/ gtective Date: “July 1, 1988

Quantity
- Basis
—BE

981.12

5,248.51
2,691.51
18,308.80
17,860.79

1,000.00
 36,169.59

42,399.22

985.47

5’271085

2,694.85

18,308.80
18,021.58

1,000.00

36,330.3¢

42,587.70

1290

Unit

st

")
232.30%

61.00%

87.718/

3.00%
158.00%
139.208/

2-’.502/

. 199

232.30%
61.004

87 ._712/

3.0¢

158.0%

139.22/
508/

Total Cost
Cof
Assessment
(Thousands)
227.9
320.2
234.3
1.8/
54.9
2}822’-0
139.2

90.4
3,890.7

2,847.4

139.2
90.83
3,921.0 -
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APPENDDCC
Page A

San Gabriel Valley Water

fos argetes codry Division

Pover Qost

A.

Natural Gas Requirement :
Camposite Cost per Therm ~ S/nm

Power Recuirement — XWH -
Camposit Cost per KWH = $/INH
Expense ~--§ .

Electrical
‘Effective: Feb:uary 1, 1989

-m

- Power Requirement
Camposite Cost per .'gm -S/KWH

Electric’
E!f.ect;vg* Febrtmy 1, 1989

| SCE = Schedule TOU-2A
‘ PwerRequiremmt‘—m

coposite Cost pe.r wa-r S/KH
Electric:

Effective: Feb:uaxy 1, 1989

- KW

‘ Raqxﬂmm
Cmpositemstperm-r S/KWH

Electric Expense -

Effective Rate: Februa.ry 1, 1989

Fower Requirement — XWH -
Ompositemteperm-qﬂm
Electric. -8

Effective Rate: Febnaxy 1, 1985

r-'mem

Natural Gas Expense - $-
Effective: . Jama.ry 1, 1989

_ 1990

12,278,677

0.096881

1,189,565

0.098135
. 661,874

0.116034 .

- 232,743

1,748,091
0.077636
135,714

- 212,425
0.094337
20,040

1991

12,333,260

1,192,300

6,774,514

0.098170
665,052

1,149,089

0.115570
- 133,260:

1,755,862
136,021 .
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ADOFYIED CURNTITIES

B-W_Mﬂzg 1229, -1221..

Ia-l 5/8'x 3/4 ' 34,136 34,366-

S 34 73,169 3,191, ' .
1 o 4,021 4,046
11/2. 921 923L .

. o 979

15. -
20
-
il
3,
L
129
28
6
L.
l .
4
3
1 .

11,505,700 »
6,042,100 6,041,200

17,547,800 17,625,800

;-
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Residential

Imusmal-m

| e
. Industrial - Small

Public Authority ~ Large
Public Authority - Small
Metered Irrigation Sales
Private Fire Protection

: , .

Ioss ~ 4.99%
‘Water Supply:
Pumped Water

1990 -

42,429

502"

90
72
150
203
33

1991
42;7'11
504

89
%

150.

208
33

1990
11,813.9
2'501.0

'1,518.1
R 5 1 -

1,547.1

20.6

1991

11,802-5.

2,510.9
1’501 03

.66.‘0‘

1,547.1

87.4
20.6

43,479
700

. 43,772

44,179 |

‘1715‘47;81'
721 ‘

921.3
18,469.1

. 427.3 .
18,041.8

17,625.8.

429.2".
118,122.0

-

1991
- 278.4

. 16’868.0

858.0
1°f31400
420.0°

6%-2 . ‘,
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APPENDIX C
Page 5

San Gakriel Valley Water Comparny
Los Anceles County Divisi

Plant BOY
vtility add.
Advances.

Cantributicns o
Tbtal A@ditlonS'

Plant EOY:

Weighting Factor
Welghted Average FPlant

Reserve BOY

Vkumnm:hug ‘Factor
Wéighted Average Deprec. Reserve

RATE BASE

Whighted Average Utal:ty Plant
Material and Supplies

Working Cash Allowance
Depreciation Reserve

Adv. Construction

Contribution = -
Gross Up for Adv. and Contxidution
General Office Cammon Iﬂzuﬁ: .
Deferred Tax Reserve - '
De:erred ITC ¥

Awexage Raxe Ease

(Inousards of Dollars)

47,989.9

2,762.3

323.3
464.7 .

3,550.3

192.2
51[ 348—0

50-0%

149,669.0°

12,980.7
- 0.1

68“00‘- ’

205.5

840-5" o
rmvl b

1.92.2.'_ '
13,902.6

50.0%

13,4427

49,669.0
243.4
-533.3
-13,441.7

=3,321.1

=6,933.4

582'-7;
- 2,291.9
=1,759.1.
- =400.0

26,398.4

51,348.0
3,054.3

323.3
464‘--7 o ‘

3,842.3

178.2
55,012.2

50.0* :

53,180.1

$13,902.6. "

0.0";
74.%5

- 228.8

965.7
1,269.0°

178.2
14,993.4

50.0%
14,448.0.

53,180.1
248.3
-527.5
-M ’ 448'0 0
=3,428.5
~7,173.2
. 665.7
2,383.3,

. =2,048.3

-388.2‘

v

,463;7 ‘//
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. APPLICATION A.89-01-004 -

Genexral, Oﬂ.':.ce Alloca.t:.onl '

Payroll Tax
Ad Valorem Taxes

Uncollectibles 0.001819
. local Prmchise 0.008171
_ Subtotal ‘

'Ibtal Deductions g

‘State'raxnep:ec-
vStateTaxQ 3

‘.Fadml 'I‘axDeprec
 Federal Tax 34% . |

Total Federal Taxes.

APPENDIX C
Page 6

.

('nmsmﬂs ot Dollm:s)
16,872.7 c

3, 890.7

2 341 6
1,892;3"

729.8
818.5"
1’566'.8", l

178.9
363.).
30.7 .,

137.9:"
11,950.3

- 979.7
,930.0

- 1,460.6

230.8

| 1,03:..6

911.3 '

911.3

: (m‘-oi?\‘mpncq .

5

852.1
1,641.0

2.1

12,271.7
h 1,107-2 E

1,099.6° ¢
o97.7 . .
9977

17.,.667.1 :

©3.921.0

2,348.4~ .
1,983.2 .
CTI2L.

1
1

1,548.7
254,87
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" "APPLICATION A.89-01-004 APPENDIX D

Comparison of typical bills for comercial metered customers of

various usage level and average usage level at present and authorized rates
for the year 1990. L o : :

General MetexedSezvn.ce (5/8 x 3/4) Inch Meters

: Monthly Usage @ At Present ¢ At Authorized
. (Qak:'g‘ﬁeﬂ Y s Bﬂm' - - m :
50 § 7.4 S 986"
1,000 027 . 1336
2,000 . 1673 Lo 2037

2,320 (Avg.) 18.80 - 22.68
3,000 wmas . mae
5,000 - zem a0

(END OF APPENDIX D)




“’APPLTCATION A.89-01~004

APPENDIX &
San. Cabriel Water Company
Los Angoles County Division

KreoossverDae{gp{ON-cecrveaecy geeouDgeinion-cop

description

Operating Revenue

OPERATING EXPENSES
Purchase water .
‘Ce.B.Replenishment
Lease Right
W/M Assessment
Make up Obligation.
U.5.6. Replacement
Leased Wer,
W/N. Assessm-
PUCKASED WATER
Purchased: Power
Payroli :
Uncollectible
Franchise Fee

Other: Expenses -
1nsyrance
Koliday ‘ .
Health Insurance
SED-IRA Pensfon
Regulatory Expense
DMV -
Misc.
Depreciation
Ad Val, Tax’
FICA. ’
FUTA
L3TH
Total Payroll Tax
T
cerr
Deferred F1Y

LA 1.7.C.
PG fee

1990

Lag Day . Amt. - S Day
3.0 168727 LTS

3890.7 2089857.2

23416 T5165.4.

~1892.3- 22707.6

' 30.7 B : olo

43338.3 .

000'
14233.5

20.5 . 978,90
37.9 8.3 35195.0
37.9 0.2 7.6

0.0 0.0 0.0-

0.0 0.0 0.0’
60.0  253.1 15185.4

38675

1991 =
Amt, 'S Dsy

17667.7 4416925,

3921.0 2021145
25484 75383.6
1983.2 23798.4 -
32.1‘,‘,‘ o-o
164.4 . 38833.6. .

“1589.8. 45295.0-
965.7 0.0
39,3 15339.0

186.1  3815.1
0.0' 0.0
0.2 7.6

265.0- 15900.9

AR AR A S L L N L T Y R YT Y T Y N o N N gy gy

Total Div. Expence

Allocated Payroll
Other E£x
D.p"o
Total G.O,.
Total Expense
30ay EXperses . -
$0ay Reverue

Working: Cash -Lud‘-l.nn

_Working: Cash~ Oper.
Total Working Cash

11533.9 504443.5-
12.0  668.7 802.6
21.0 7940 164731

0.0 1043 0.0

1567.0° 246977 .

13100.9 529141.2
0.4
. 25.0

154
-ssz.‘,a .
19.1.

553,38,

11826.7 510487.7

700.9 8410.3
830,53 17435.3
109.4 0.0
16405 - 25B45.6 .
13467.2 536353.3 !
"8

(END OF APPENDIX E) -




" APPENDIX F

'EXHIBIT No. 13 CPUG Proz

————————— BRI | Sponzor/ \Witness JU/NL
APPLICATION NO.. 89-01~004 [ Dateident. : [al

L

CALIFORNIA PUBLIC UTILITIES COMMISSION

Development ot Summary of Earnings "
cOmparmson Between Staff & Utxlity

- BY

- Commission Staft,&-ﬁtility

Fox
San Gabriel Valley Water Company

TEST YEARS 1990 ‘AND 1991

San. Francisco, California
. May 30, 1989 '




APPENDIX F

. Appln. No. 89-01-004 -~ -San Gabriel Valley uWater Coupmy‘ e

Test. yénr 1990 Util. estimete Staff estimate

L A R P R R T Y YTy ¥y LR T Y TR L P P P Y T Y T ¥

original Adjust Final Utility Final  Adjust Original  Basis of
and:  Applicant Exceeds Staff  ‘tand’ Ditference
: Exh.S  Correct Position Statf  Position Correct (Exh. 9)
PRESENT RATES K : e . a
Opersting revenrues 14,564.4 (455.6) 14,108.8 S 14,1088 © 16,108.8 (1)
0L expenses . o ‘
Purchased waterl Asse 3,890.7 3,800, 7 . 38007 3,8900.7
Purchased powsr. 2,206.1  135.5 2,316 0.0 « 2,3%.6. (3.6 2,35.2 ()
Chemicals 1.1 , 1.1 L A VA )
PayrollL(Total) 1,9%0.8 0.0  1,950.8 0.5 1,888 1,881.5-  (3)
Contracted Maint. 102.1 " S 02,1 Q.3 1044 1006 (&)
Naterfal & Supply  196.9 196.9 7.9 189,00 1 189.00
Tramsportation. 32.6 32,6 Sk, e BLY ()
utflity & Rent: . 48,5 ‘ 4.5t Gra | Al
Others - . 104.8 1048 %S . 903 | 90.3..
MG Expenses. ' : Sy
Rent ' 13.9 - 139 2.2 "y ! CNg
Property Ins. 21.6 216 2.0 9.6 19.6
Injuries and damages 279.3 .3 (2.6 281.9 . . 281.¢9
© gmployee's pensions 662.4 X 35.6. 626.8.' 626.8
Misc.(Legal Exp.) 176.5 0.0 176.5 . 175.0 5 us
Admin transferred:: €181.8) 0.0 C181.8) (35.9)  (145.9) €145.9
Payroll tax 181.00 - 0,0 181.0° 3.0 178.0: 178.0
Ad-valorem tax b o 0 SN 3774 4.3 . 343.1 . . 363.1
Depreciation 933.,5. 933.5 95.00 80,5 80,5
Gen. O, Alocs. 1,592.9" 1,502.1 . 39.4°  1,552.7 1,552.7
0f4ice Supl & Main. & 77T 0.0 - T 0.1 7.8 0.0 7.5
Regulatory Exp. 4l bub 0.0 bob- by’
Bank Charges, 0.0 0.0 . 000 . (4hu0) 440 4O - 0.0
Sub- Total 12,901.6  135.5 13,037.1  408.8- 12,628.3  46.9 12,581.4
Business/Franch. tax 194 (3.7 0 1157 (0.2) 1S9 15,3
Uncollectibles 94 0.9 2.2 24 . B8 , 5.7
State fncome tax 17.0 0.0 17.0 6.8 0.2 0.2
Federal income tax 163.00 0.0 . 165.00  131.9 31 ‘ na
Total cper expenses  13,230.1. 130.9 13,361.00  359.7 12,8013 4.9 12,758.7
Net oper reverves 1,3%.3 . TeT.8 (S59.7)  1,307.5 ' 1,355.1
Rate Sase 20,161.2  0.0' 29,961.2° 2,744.0- 26,417.2 ' 28.7 26,388.5.
Rete of Return 458% T 86X e23K  4.95% '8.14%
PROPOSED: RATES. o .
Operating revenues 18,338.3 18,5583 ' 0.0 18,3383 18,533.3
Operating expenses ! o . .
Subtotal 12,901.6 13,0371 4088  12,628.3  46.9 12,58%.4
uncoliectibles 3.6 56.6 3.2 B4 L\
Business/Franch. tax 150.4. 1506 0,6 %9.8. 149.8
State fncome tax 9.7 S HST A3 380 000 3580
Fedaral income tax 1,319.9 1,319, Q3.0 4,331 0.0 1,583.1

. " Total oper expermen 16,758.2 14,893.7 391.1  14,502.6 48,9 14,455.7
NeT oper reverves 3,580.1 3,404.6  (9N.1)  SE35.T (469 3,882.6
_Rate Base 20,161.2° 0.0 29,16%.2" 2,744.0 26,417.2 28.7 26,388.5-
Rate of Return 12.20% TLBIX 27X 14528 R,

>

onNnoaono>>

)ﬂ@pﬂﬂOO?nﬂn




h . Appln. No. 89-01-004

Test year 1991

"PRESENT RATES. -
Operating revenues
OkM ‘expenses
Purchased waterl Asso
Purchased. power
Chemicals
Payroll{Total)
Contracted Ma{nt,
Material L Supply
Transportation
Utitity & Rent
Others .
ALG. Expenses
Rent
Property Ins,
Injurfes’ and damages
Employee's perafons
Misc.(Legal Exp.).
Admin. tramsferred
Payroll tax
Ad- valorem tax
Depracfation
Gan, Off, Alocs.
Office-Supl & Main. G
Regulatory Exp.
Bank Charges

Sud Yotal
Business/Franch tax
uncollectibles
State fncome tax
Feceral fncome tox
Total oper expenses
Net: oper revenues
Rate Base.
Rate of ‘Return
PROPOSED: RATES
Operating revenues
Oparating experses
Subtotal.
Uncollectibles
Business/Franch tax
State {ncome tax
Federsl income tax

Total. oper expenses
NeT oper. reverues
Rate Base

Rate of Return

APPENDIX F

San Cabriel Valley Water Company

Util. estimate

Bessssapiidonvonspssannadone

utitity
ExXceods
Staff

orfginal Adjust Finsl
. and  Applicant

Exh.5  Correct Posftion.

1%,642.1 (4ST.8) 1h,184.3

3,921.0
2,212.0
1.5
2,027.0- -
106.4
204.9
XThib .
50.4
109.4

3,921.0

2,348.4
1.5

2,027.0-
106.4
2049
hie
5044
109.4 .

136.4 0.0

0.0 59.0°
a5
5.3

1.0+
1%.2

13.9
2.8
29%.4
698.6
196.6
€196.8):-
191.5
£19.3
1,019.6:"
11“5’.1
8.0
4.4
0.0
13,349.4
120.1
2.3
0.2
0.00
135,499.0
1,143,
31,924.2
3.58%

3.9
3.8
203.4
693.6
196.6
€196.8)
191,58
4193
1,019.6
1,665, .
8.0°
bk
c.00
13,4858
116.3
28.4
0.2
0.0
13,630,7
553.4
31,926.2 - 3,440.0°

1.6

2.2)

0.0
0.0
0.0

195.0:
(8.9
307‘

53.9
4.7
€0.2).
0.0+

0.0

136.4
¢3.8)
€0.9)-

0.0
0.0
131.7

4301

2.6
0.0“

. 433.1.

0.0'

19,195.0 19,195.0-

0-0‘
13,349.4
. 38.4
157.46

| 3%6.8.
1,356.8-

13,4858
38.4°

1574
3568
1,356.8

5.5

. (32.0).
(85.0)

" 15,258.8 -
3,936.2

31,924,2°

12.55%

15,3952 T2
3,799.8 CIT.D
31,92.2" 3,440,0
11.90%  -2.55%

0.0

1.6

2.7

3.3

39.9 -

28-0‘.'.' .

¢4h.0)

0.4

0.0 °
4383

LK DX

430.1

0.6

- Staff eutimate
Finsl  Adjust Original
CStatf  tand- N
Posftion Correct (Exh. 9)
%,184.3 14,184.3
3,927.0
2,348.4
. 9.9
-1,968,0-
T109.9
199.6.
303.7
494 -
95.2

3,921.0
2,352.0:
9.9
1,968.0:.
L 109.9
199.6.
296.8
49,4
5.2

C (3.6)

12,3
20.5
205.6
653.7
1.6
¢157.9)-
187.8
0.3
9857
1,628.4"
o %3
bk
+ 00
13,008.4
115.9
2.8
0.2
0.0-.
13,15%0.3
1,034.0
‘28,6381

123
20,5
- 295.6
[ 653.7T
1.6 -
157.9)
187.8 .
0.3
965.7
1,623.4 -
8.2
4
4.0
13,055.7
15.9
2.3
0.2
0.0
13,197.6
986.7
- 28,486,2
I X7 ]
19,195.0- 19,195.0-
15,008.6 -
3%.9
156.3
" 388.8
1,461.8-

13,085.7-

.9

156.8
3888

, 0.0 "
C1,6k1.8

0.0-

ArS
T3
" ABY

15,078.0-

- 4,117.0:
28,4842
43X

18,030.7
4,166.3

Y 6h%

Besis of

Difference
1y

2

(3

%)

©

B

28,6361

>

0N OoOnNO0>» >

»ao9AnNO®gonon




APPENDIX F

APPLICATION NO. 89=01-004

SAN GABRIEL VALLEY WATER COMPANY
- (Dollars in 1,000)

Explapation on Rifferences
(1) To-eliminate'undercoile¢tionvcu:charge;w

1990 455.6
1991 457.8

(2) Using 1§test Power rate.

1990 . 135.5
1991 236.4.

Adjustment for exror inuusing'power rates.

1990 3.6
1991 - 3.6

(3) Use of laber inflation k& 1989 - 19%0 1991
factors. : - Staff  4.5%  4.4% 4.6%
S vtil. 5.0 5.0 - 5.0

(4) TUse of non-labor Staff 5.2%  4.8%  4.9%
inflation factors. Util. 4.0 4.0 4.0

(5) Staff reduced transportation for those employees who
‘take company cars home(54.4 and 70.7 for test year)
and staff adjusted its estimate on the record (6.5 for
1990 and 6.9 for 1991) to take out the effect of the
Fontana Division which were included by exror.

The differences are due to'ditréréhces in utility plant
estimates. S ,

start recommended~$44,ooo as bank c¢harges in lieu of
the minimum bank balance in rate base

pifferences are due to staff having actual record of

end-of~the-year plant in 1988. Also, see attached.
revised Tables L=-1 and L-2.

Note: State and Federal income taxes. should- be .
recalculated after authorised revenues, axpenses,
rate bases 'and . rates of ' return . are
determined. - . . - o i




A,

L et

"t Application A.89-01-004 . APPENDIX F

[

Utility's Statement

A = SGV and sStaff agree.

B = SGV accepts Staff,s figqures.

C = SGV is willing to.accept staff's figure if it is
adjusted to reflect the applicable staff labor. &
noen~labor 1ntlation :actors as of the date ot the
hearing. .

SGV ‘and. Starf disagree.,

P
R




- ¥application A.89-01-004 - APPENDIX F CTF?“‘§°°“ - fa |

‘ ' _ o w;-P:-: ..m‘: % ,
‘ . A ' v . B : De.pf’ﬂg TM@‘-P'/" :
Gon T

“ ‘I'; | TABLE L-1 \ N4@élvﬁ7,
o San Gabriel Watexr - Los Angeles District '
'AVERAGE DEPRECIATED Ramz BASE (000's of $)
rzsr !zxk 1990

Ueilit

‘ . : ' ' PP exceeds Staff
ITtem ' ‘Staff veility Axount x

Customer advances - BOY $3,266.2  $3,419.6

‘adv. (this year) 123.3 400.0 76.7
H Cust.\retunds (this 203.4 - 203.4

0.0
lLess : Trnsf to contrib. (t 10.0: 10.0 0.0

ECust adv. (this year) 109.9 186.6 76.7
ghting factor 50 oo% . 50, 00% , '
wtd. avg. Net Cust. Adv. - , 93.3 38.4

wtd. Avg . Cust - Advances 3321.1 3512.9 191.8
Contributions ~ BOY ' . 6810.1 7030.7

Add;tions 1‘.:’ is ear) 464

.7 '. 110.3
:rozu Cust. Adv 10.0 ‘
T.aess : Depreca.at:.on (this y 228.2 . o o

Econtribut:.ons (this yea 246.5 356.8 110.3
.w ghting factor 50.00%

d. ‘avg. net contr:.butions. 123.3
wWtd. Avg. Contributions 6933.4 7209.1

Deferred Tax Reserve 1,793 Wmo . 1'783 .8-'" | gt'g

Deferred ITC ) (410 2 s 400.0

Rate Base Deduct::’.ons 2EIBTI™  12905.8
, ' ) ' l?—*!?—f-i""

55.1
275.7

467.5
0.0
86.7

2039.4

Common Utility Allocation 2291.5 2378.2
wtd. avg. plant in service 49669.0 51708.4
Ard&gter‘fgiﬁingsﬁagii 3 43 .4
vcvggﬁnvpcggﬁ-% ei‘agggnggn' 523_ ' g:g
working Cash- Lead lag —531.0-'5'37'.'2 2.6
Total working capital J.2L308v0 1520.5

393.7%
Add : Common Utility All. 2291.5 2378 2 3.8%
ILess : Wtd. avy. depr. I'srv 13441.7 n, .1 . o.a
Less : Rate Bade Deductions  -d-438v314 12905

Avg. depreciated rate base ~26380r5 - 29161.2

, - AL Yo 08 %

10.5%
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 APPENDIX FT . C?:N«:&J;?’f/ |
- T Leferr ed —rﬂo)f?“" ves

TABLE L-2 ~Q¢(h 7
San Gabriel Water - lLos Angeles District '
AVERAGCE DEPRECIATED RAEE BASE (OOO'I ot $)
' TEST. m 1991

= . | DLy,
- ‘ ‘ exceeds Staff
Itenm \ Stare vtility : Anount = %

Customer advances - BOY - $3,376.1 $3~,606‘.‘2'

Cust. adv. (this year) 323.3 400.0
Less : Cust. refunds (this 208.4° 208.4
- Less : Trnsf to c¢contrib. (t 10.0 -

E Cust. Adv. (this year) 104.9 181.6 -
qht:.ng factor 50. oot ~ 50.00%
4. avg. Net Cust.’ Adv. 52.4 . . 90.8

Wtd. Avg. Cust. Advances 3428.5 3697.0 -
Contributions - BOY' 7056.6 7387.5.

Additions éthis ear) | 464 7- 575.0
Add : Trns Cust. Adv 10.0-
Less’ : Deprecilation (this y. 241-6 241.6

Egcontributions (this. yea 233. T 343.

hting factor : 50. 00& - 50, oo*
a: avg. net contributions - %16.6 171.7

Wtd. Avg. Contributions 7173.2 7559.2

‘' : 0 o 0—0
Deferred Tax Reserve 2 oq'rq 309=.!=3— 2093.3
Rate Base Deducti’ons ~308T2— 13737.7

18e37-3

c:»mmon Utility Allocation 2380.3 . 2504.6

Wtd. avg. plant in service 53‘186'.1' 56096.7

Add : WOr}cing capi al ‘ .
Materials & sue J. 24 8.3 248.3 o.
o Rt R S O

S - - . - -
Wor' Cash-Lead lag -524.9 s 349.9 Yo § 3

Total working capital <of| 40679 1704.0
COmnon Utilit All. 2380.3

124 .3
T Wtd. av 8rVv _14448.0 : : 195.4
Iess : Rate 2& ch ct Ong o PkIVEITY 13737 654.5

Avg. depreciated rate base  28436Tr  31924.2 . . 3488.1
, . . 484,23, ‘ o

1297.1

. (END OF APPENDIX F) .




- :
ALT/MFG/btr o ' Item 3 '
: Agenda 9/7/89

Decision RROPOSED DECISION OF ALY GALVIN (Mailed: 8/7/89)
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Appl;cation ot ‘ :

San Gabriel Valley Water Company (U-337-W) Applicagion 89-01=004
for authority to increase rates oo (Filed Januaxy 4, 1989)
charged for water service in its ‘ _

Los Angeles County Division.

i , Attorney a Law,
for San Gabriel Valley W
Company, applicant.
. Attorngy at Law,
and Mehdi Radpour, for the Commission
. Advisory and Compliance Dmviszon, water
Ut;lxties Branch.ﬁ, o

Summary

By this opinion we uthorize rates of retuxrn on San
Gabriel Valley Water Company’s (San Gabriel) los Angeles County
Division (LA Division) raté’base for 1990, 1991, and 1992 o!v
10. 97%, 11.01%, and 11.07%, respectively. The related return on
common equ;ty is 11. 90%/.12.00%, And -12.20% for 1990, 1991, and .

1992 respectively; The revenue requirements authorized by-this h
op;n;on are:z ' 3

Amount of -~ ‘Percentage
$2,763,900 19.59%
795,000 5.63
744,500 = 4.21°

Background
- On January 4, 1989, San Gabriel filed an application to
increase the rates it charges tor water service in its Los Angeles 5




'A.89-01-004 ALY/MFG/btr

County Division. San Gabriel’s last general rate proceeding was
filed in February 1983 and a decision was issued in October 1983, ‘

San Gabriel’s stock is wholly-owned by Utility Investment
Company. The capital stock of San Gabriel and Utility Investment
~ Company are not listed on a national securities exchange.

San Gabriel, a California corporation, is engaged in the
business of producing, distributing, and selling water through two
separate divisions, the Fontana Water cOmpany and the Los Angeles
County Division (LA Division). The Fontana Watex Company
distributes and sells water 1n San Bexrnardino ounty to
approxzmately 68, 400 customers. The LA Division produces,
distributes, and sells water in Los Angeleé’County to approximately
43,400 active services including private/fire service.

Nature of Rate Relief Requested

San Gabriel requests apprcval to increase its IA Division
rates for the years 1989 through 62. It requests approval of
rates which would preduce a constant 14.00% return on common ecuity
in each of the four'years; ch return on common equity last found
reasonable for the LA Division was 14.50% in 1983.

According to- San abr;el, the rate increase is necessary
because of a combination ot cmrcumstances, partxcularly'the effect’
of substantial increasei/gn major expense ;tams for which rate
relief cannot be obtained through the water utilit;es offset
procedures, 1ncreaseg/én rate base and plant - investment and
1ncreases in costs’ 9: 1ong-term debt-

. San Gabriel's proposed revonue increases are sumnarized '
as rollows~

Amount = Pexcenk.
’ $2,976 500, . 20.5%¢
o 776-,500l ' 4.4
748,700 4.1
| 539,600 2.8




A.89-01-004 ALJ/MFG/btr

San Gabriel, face more stable and reliable revenue streams than
other types of utilities because water utilities use a renewable
resource, face minimal threat of bypass, and are allowed to earn a
return on construction work—in—ptogress,

Financial risk is associated with the proportiopal level
of debt to capital. Financial risk increases as the level of debt
increases. This is because as the level of debt increases, the
utility’s contractual fixed obligation to make interest payments
increases and the cost of marginal debt issues i roose-v |

Debt finarcing is less expensive tharp/equity financing
because interest payments on debt are generally less than returns
paid to common stockholders and because intérest payments are tax
deductible while returns on common equity/are not. The tax savings
generated by interest expense directly Kenefits ratepoyers through
a proportional reduction of revenue r¢quirement needs.

“.Siegal’s Table 10 shows thAt San Gabriel’s recorded
equity ratio has steadily increased from 45.00% in 1983 to 61.19%
in 1988. Siegal believes that § n’Gabriel'swequity_rotio~should be
reduced to prevent San Gabriel/s ratepayers from paying for an
unwarranted high level of equié:"capitalization. This reduction is
based on an analysis of comparable companies. Comparability was
based on three factors: (A1) listed in C.A. Turner’s Telephone and
Utility Reports, (2) thgt’reaiize at least 70% of revenues from
water operations, and 03) whose stock is publicly traded.
According to Siegal, her recommendation reasonably balances San
Gabriel’s debt and equity structure because it enables San Gabriel
to competitively ottract capital in the market place and provide
sexrvice to ratepeyers with less equity capital than it currently
maintains. San riel’s 1988 common equity ratio of 61.19% is
approximately 18 percentage points bigher than the 43.00% average
vcommon oqpit ratio of Siegal’s group or comparablo utilities for




A.89-01-004 ALJ/MFG/btr-

Subsequent to the evidentiary proceeding, San Gabxriel
provided an update of its balancing account undercollection. san .
Gabriel’s April 30, 1989 undercollection of $525,440 was reduced o
$485,458 at May 31, 1989. This $39,982 decrease, expected/io.
continue, is partially attributable to a 3.3% increase n. surcharge
rates authorized by Resolution No. W-3438, dated 4
April 12, 1989. ‘

Because San Gabriel's undercollection balance is
decreasing on a monthly basis and because rates/in this application
will not be effective until January 1, 1990, an Gabriel should
continue its current balancing account surcharge rate. However,
when the undercollection balance reaches 50 000 or less, San
Gabriel should file an advice letter with CACD setting forth a
proposal to terminate its. balancing account.v
Rate Desidn o :

There are no disputed rAte design issues. CACD concurs
with San Gabriel’s proposal to apply as much of the revenue
increase as necessary to the service charge to bring up, service
charge revenues from 40% to 50% as long as no group of customers
receives an increase greater than twice the system percentage
increase. CACD also concéis with San Gabriel’s propesal to
eliminate the first blodi (300 cf) of the schedule LA-I, San
Gabriel’s General Metered Service Tariff.

San Gabrie)Y proposes to discontinue its tariff schedule
applicable to 1A Di ision’s Vallecito Zone IXI tariff area and to
provide general matered service throughout the division pursuant to
its tariff schedule LA-I. The Vallecito rate differential pertains
to only a smal}/fart of that system. The application represents
that there is /Mo need to maintain a separate rate schedule because
the system is fully integrated into the LAiDivision‘for operating
and rat ng purposes.

an Gabriel’s rate design proposal is in compliance with
'D 86-05-064 which authorized water: utilities to-xocover up to 50%
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o 1. The ‘adopted estimates of operating revenues, operating
expenses, rate base, and rate of return for test years 1990 and
1991 shown on Tables 1 and 2 are reasonable.

2. A 10.97% rate of return on the $26/,398,400 adopted rate
base for test year 1990 is reasonable.

3. A 1l. 01% rate of return on th $28,463,7oo adopted rate

- base for test year’ 1991 is reasonabl

e.
4. A 11.07% return on rate bad//;or attxztion year 1992 is
reasonable. ' ' -

5. Customers’ participatiod at the public meeting shows that
San Gabriel’s level of service i adequate.

6. Notice of the.fouzeyéar“rate request was provided.

7. CACD did not preoen% any results of operations or rate
base estimates for 1989.

8. This is San Gabriel’s :;rst rate applicat;on since 1983.

9. The RLP does npot require a water utility to file a rate
application every three?:ears.

10. San Gabriel’s earnings began slipping in late 1987:
however, it did not/tender its Notice of Intent to-f;le a rate
application until ecember 1988.

11. San Gabrxel wants to implement 1990 author;zed rates in
1989.

- San Gabriel had ample opportunity to-comment on the RLP

: before it was/zmplemented in 1979.

13. San Gabr1e1 concurs that 1989 revenue, expense, and rate
base est;mates cannot be developed from the record.

14. /@an Gabriel's and CACD’s labor and non-labor inflation
factors are outdated.

15/ The May 1989 intlation factors are the best known
inflation factors. in the record. '

‘f%, There is" no dispute on: the number ot services or average .
consumption per service.ﬂ”;v : :

4 ) , “
f . SRR

‘

v
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17. San Gabriel concurs with CACD’s revenue estime, -

18. san Gabriel concurs with CACD’s revised purciased power
estimate of $2,341,600 and §$2,348,400 for test year 1990'and-1991,
respectively. :

-19. Commutzng between home and work is no a utility
function. :

'20. CACD’s method toiestimote other expenses and -
miscellaneocus expenses normelizesytluctua ions within each account
over a period of time.

2l. The provision of incidental AAunchroom suppl;es to San
Gabriel’s employees eliminates the peed for employees to leave the
workplace at lunch time and promotes-erfzcxency.

~ 22. The upper San Gabrzellxuniczpal Water District, the San
Gabriel Municipal Valley Water MDistrict, Watermaster, and the San
Gabriel Valley Water Assoc;a n have agreed to participate in a
concerted effort with rede5a1 state, and local agencies to prevent
additional pollutants and /the spread of the plumes.

23. CACD and San Gabriel ‘recommend that pollution lztxgatzon
costs be recoverable tuxough an advice letter. £iling. .

24. Pollutants An the basin have been an issue in other water
utilities’ rate pro¢eedings. ; |

' 25. San Gabriel revised its estimates for normal legal
expenses subsequent to its testimony and without justification.

26. San Gabriel’s and CACD’s FICA tax rates are inconsistent
with the statufory tax rate.

27. San/Gabriel’s long=term interest deduction for tax
purposes wild not produce an income t&x'expense commensurate with
' ratemakzng lant additions, revenues, and expenses.

' e 1987 unbxlled revenue tax impact was 1itigated in
OII 86-11 0l19.
' San Gabriel's test years plant in service estimates are

basged og,&ts 1984, recorded budget extrapolated at a 10% yearly
increeae.v.v - :
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30. CACD’s plant in service estimates are based on recorded
1988 data and actual experience factors based on a comparison of
budgeted and recorded plant additions. , ”

31. San Gabriel includes a minimum bank balance in its
working cash calculation requiring*ratepayerslto PRY app;dﬁdmately
$60,000 to maintain the minimum balance. B

32. San Gabriel is only liable for $44,000 of fank charges if
it doesn’t maintain a minimum bank balance.

33. San Gabriel’s equxty ratios' are base on projected
earnings and earnings growth anticipated b anc;ng, and pro:ected
dividend pay outs.

34. DRA’S equity ratios are based n its projected balance of
- San Gabriel’s business risks and fina £ial risks.

35. Debt financing is less expensive than equity financing-

36. San Gabriel’s recorded ity ratio bas steadily
increased from 45.00% in 1983 t¢/61.19% in 1988.

37. San Gabriel’s 1988 goOmmon equity ratio of 61. 19% is
approxzmately 18 percentage oints higher than the 43.00% average
common equity ratio of DRA's group~o£ comparable utilities for the
same year.

38. San Gabr;el tempts to ma;ntain an equity ratio between
a high of 60.00% to a Jdow of 45. 00%.

39. San-Gabrzex/; equity ratio is head;ng downward.

40. There is /o signlficant ditterence between San Gabriel’s
and DRA’s cost og/é:bt factors. :

41. DRA!s/detailed analysis on the cost of equity produces a
reasonable range of return on common equity for San Gabriel.

42.. Sa /Gabriel'e baiencing account surcharge wae‘authorized
by . Resolutzon No.. W—3438 on April 12, 1989.

43, ‘/San Gabriel's.rate design proposal is in.compliance with
.86—05- 64. ‘ } . o
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conclusions of Law

1. The May 1989 labor and non—labor inflat;on factors should
be adopted. '

2. San Gabriel’s estimates on the number of ervices.and
average consumptxon estimates for the test yea ould- be-adopted-

3. CACD’s revenue estxmates for the test/§sars should be
adopted. . | R

4. Ratepayers should not be required/to compensate San
Gabriel for executive commute expenses.

5. CACD’s estimates for other. operating expense and
maintenance expense should be edopted(

6. CACD’s employee lunchroom/;upplzes and awards reductzon
should not be adopted.

7. Proposed pollution litrigation costs should not be
recovered through the advice’}etter f£iling procedure.

8. CACD’s legal expense estimates should be adopted.
9. Statutory FICA x tes'should;be used for test years 1990
and 1991. '

10. Interest deduCtions for tax calculation purposes should
be based on the adopseﬁ welghted cost of debt.

11.. The 1987 unbilled revenue tax impact should not be
adopted in this prd@eedlng-

12. CACD's/test Year plant estimates should be adopted.

13. A mlnxnum bank balance should not be included in the -
working cash calculation.

4. Sa Gabriel’s equity ratio should be reduced in a gradual
manner.

15. t/SanGabrxel's return on equity should be increesed in
each tes year and attrition year to compensate it for the

.eddit:/ﬁel risk it will incur trom the yearly'raduction in the
;. CoOmmo quity ratio.: o o .




A.89-01-004 ALJ/MFG/btr

16. San Gabriel’s rate design proposal should’be adopted as
long as no group of customers receives an increae/'greater than
twice the system percentage increase.

~17. The increase in rates and.charg Gthorized in
Appendixes A and B are just and‘reasonabl and the present rates.
and charges insofar as they differ from those prescribed are for
the future unjust and unreasonable. . ‘

18. San Gabriel’s request for xate: relief prior to its test
years should be denied because it/ id not demonstrate that its 1989
rates are unreasonable and because such requested: reliet is not in
accordance with the RLP. :

19. CACD’s working cash allowance . method should be used and
‘the working cash allowance s should be based on rates authorized by
this decision.. B n/// . = o o o

20. The applicatior’ should be granted to the extent provided
by the following order. L - '

Ie ISVORDERED that:

1. San Gabriel Valley Water Company (San Gabriel) is
authorized to zdle the revised schedules for its Los Angeles County
Division (LA DiviSion) attached to this order as Appendix A. This
£iling shali/éomply with General Order (GO) Series 96. The
effective date of the revised schedules shall be January 1, 1990.
The revnsed schedules shall apply only to service rendered on and
after their effective date.

2./ on or after November 5, 1990, San Gabriel is authorized
to- fil an advice letter, with appropriate workpapers, requesting
step I, te increases for 1991 included in Appendix B, for the second
Yyear’g step rate increase, adjusted to reflect: the rates in effect
and normal ratenaking adjustments for the 12 months ‘ending
Septtnber 30, 1990, exceede the. later ot (a) the rate of retumn
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found reasonable by the Commission for San Gabriel during the

(b) 11.01%.

requested rates-shall be reviewed by Commission Adviso

Compliance Dmvms;on (CACD) to determine their confornf%y with this
order and shall go into effect upon CACD’s determi tion of
conformity. GCACD shall inform the commission if/it finds that the
proposed step rates are not in’ accord with th ,decision, and the
Commission may then modify the increase. Thé/etfective date of the
revised schedules shall be no earlier thap/January 1, 1991, or 40
days after the filing of the step rate, reve ' The
revised schedules shall apply only to service rendered on and after
their effective date. :

_ 3. On oxr after November 5, Y991, San Gabriel is authorized
to file an advice letter, with & ropriate workpapers, requesting
step rate increases for 1992 inCluded in Appendix B, for the third
year's‘step rate increase; adjusted to reflect the rates in effect
and normal ratemaking adjusgments for the 12 months ending
September 30, 1991, exceeds the later of (a) the rate of return
found reasonabkle by the Commission for San Gabriel during the
corresponding period i - the then most recent rate decision, or
(b) 11.07%. This f£ilAng shall comply with GO Series 96. The
requested rates shaXl be reviewed by CACD to,determine their
conformity with s order and shall go intc effect upon CACD’s
determination of /conformity. CACD shall inform the Commission if
it finds that t}e proposed step rates are not in accord with the
decision, and the commission.may'then nodify the increase. The
effective d;Zé of the revised schedules shall. be-no—éarlier than
January 1, 92, or 40 days after the filing of the step rate,
whichever ﬂé later. The revised schedules shall. appry‘only to
service rendered on and after their effective date.

Sanlcabriel's request to inplement 1990 auﬁhorized rates
‘in 1989 8. denied.’ o .
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5. San Gabriel may accumulate pollution litigation costs in
a deferred debit account/gﬁring its test years and attrition year.
If the deferred debit account is used, San Gabriel shall file, as
part of its next generdi rate proceed;ng, workpapers that show that
a cost benefit analyslis was conducted prior to embarking on such
litigation, and bencﬂ;ts derived by its ratepayers and- its'
stockholders from: nncurrzng such costs. It shall also provide a
propcfal to seek recovery of reasconable litigatmon costs from its
ratepayers and frém its stockholders.

6. San Gdbrlel shall continue to use the balancing account
surcharge ratc/éurrently in erfect. When its undercollected
palance reaches $50,000 or less, San Gabr;el ‘shall file an advice
letter with tbe COmmisslon Advmsory and COmpliance Division
Director seﬁ%mng tcrth a proposal to-terminate its balancing
account. )

This order is ettectxve today.

, Dated L . at San Prancisco, Calitornia.
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 APPLICATION A.89-01-004 . APPRDIXB

Los Broeles Qourty Division /

!ollmngimreasesinratesmyheputﬁmd!ectonthe
fnlmganuesd:edulemdzaddsmappmpﬂmm
wwldothmisebeineﬂectmthatdata.’

wec!::i.va Dates.
' 1=1~91 1=2-92-

s Ser_Fer M o

Over 1,800 al. rt., per 100 cu.

ZOne II Minimm. Charge .
For each irrigation deln.very sc:heduled

Quantity Rates.
First 1,800 cu. ft. or Jess. . . . . .
Over 1,800 cu. £t., per 100 cu. £t . .

For sidewalk construction, per 100 sq. f£t.
For street curb construction, per
loolmealfeet...........-..
For trench settling, per lineal foot of
on of trench 2 feet by 4 feet . . . .
Forspr:i.ﬁclmgsa.:bgmdeozstreetarﬂ
mdway construction in application of oil
oranytomof.patmtedoilpavmgor
/surfacmg or for rolling and settling
subgrade,. pex 3,000 sq. f£. of roadway . .
or compaction of f£ill, per cubic yard of
!:.llmtanal.....'...-..‘...-.
For water delivered to tank wagen or truck,
perlOOgallm..-.....-.......

!ﬁnmmma:ge

Foruwmcemﬂe:admﬂarthis
schadul,

e.-..--.......--..-

-

| ~ For each lot :crtheca‘stnict':im'periodu. .

(END OF APPENDIX B)
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i

1.

2.
3.
4.

e

6.

'Net to Gross Multiplier:
State Income Tax Rate:

Uncollect;ble Rate.l

- Year Safe Yield -~ 175

San Gahmiel Valley Water Comperry
Los Angeles County Diviei

1.6874%
Federal Income Tax Rate:  34%
9.3%

I.ocnl Tax mte' '0.8171%

CEBMWD - Purchased Water
Central Basin - Replenishment
= Leased Water R;ghts

= Watermaster AsseSsment ‘

MaKe—up Obligataon,Assessment/’
USGS Basin Replacement Water/ Assessment

USGS Basm Watermastex M/se:ssmnt
Total (Sum of A=1, B=1 “F=Y)
OOAo F.

~ Leased Water Rights
~ Watexmaster Assessment
Make—up Obligation Assessment
USGS_Replacement Assessment
USGS: Basif Leased Water Right

‘ :. USGS.Bméhmikﬁzuxusta:'Assassment

"I'Dliirhctiva Date:

2/ E!!ectiva Pate:

h . .‘lwal

(b of A-2,. B=2- and F-2)
var Safe Yield - 175,.000 A. F.

July 1, 1988

inSiSifi? ‘

APPENDYX C .

981.32
5,248.51
2,601.51

18,308.80

17,860.79

1,000.00 .

36,330.38:
42,399.22 -

985.47

SI271.85‘
2,694.85

18,308.80

18,021.58

1,000.00 -
36,330.38 -
. 42,58’7-70'

Comit
.- BSsesament
cnx:uanrmo:

232 .3

61.004/
.712/

3.00
158.004

139.20%

2502/

Total Cost

227.9
320.2
234.3

1.8%/
54.9

2,822.0

139.2

90.4
3,890.7

’
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»

,
‘

:W. .- u’ g 0
'5/8 x'3/4
34
o
112

uupq¥uh
by

-3
. 129

28
6
pi
7
4
3
1

b

RPUaHRPAROR

o
L
2
R

43,739

11,505,700 - 11,584,600
. 6I°42r1°° 6,041'200'

17,547,800 17,625,800
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* Plant BOY
- Utility Add.
Total Additions
Plant BOY
. Wedighting Factoer
Waightad Ave:rage Plant

Rese:ve BOY

‘ Weighted Avar:age Utility Plart
Material and Supplies

Wo Cash. Allowance

tion Reserve

Adv.. ccnst:ruct:.on '

Contribution ‘

Groes/Cp- for :Adv, and cmtrimtim
Genexal Office Camon Flant
Defexrred Tax Reserve

mfermd ITC

Avwage Rate Base

7,989.9

2,762.3

- 323.3-

- 3, 550.3"'

192.2‘

51,348.0

- 50.0%.
_49,669}0“

22,580.7
0
" 68.0

205.5:

840.5
1,4.1°

192.2

13,902.6
50.0%

13,441.7

53,180.1
248.3 |
~14,448.0 .
=7,173.2
665.7 |




