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OPINTION

Summary

Apple Valley Ranchos Water Company {(Ranchos, applicant)
requests authority to increasé existing rates $1,881,600 (72.1%)
for the test vyear 1990, $602,400 (13.6%) for the test year 1991,
and $97,700 (1.9%) for the attrition year 1992. Applicant requests
a return on equity of 13% and a return on ratée base for the test
years 1990 and 1991 of 12.52% and 12.57%, respectively. Applicant
alleges the present rates do not produce adequate revenue to yield
a fair, just, and reasonable return on capital invested and to be
invested in plant, property, and other equipment devoted to
providing utility service. Applicant is presently operating at a
loss.

The Division of Ratepayer Advocates (DRA) and the
Comnission Advisory and Compliance Division (CACD) conclude that
the rate increase requested is excessive. DRA/CACD calculate a
réeasonable rate increase to be $1,568,500 in 1990, $454,800 in 1991
and $74,400 in 1992. DRA recommeénds imputing common equity in the
capital structure of 75%, 70%, and 65% for 1930, 1991, and 1992,
respectively. Based upon this imputed capital structure, DRA
recomnends a constant return on equity of 11.4% and a return on
ratée base of 11.37%, 11.38%, and 11.35% for 1990, 1991, and 1992,
respectively. In the area of rate design, CACD recommends a
special rate for the Desert Knolls district, the elimination of
lifeline rates and the increase of fixed costs collected in the
service charge from 15% to 40%. DRA opposes the collection of
interest on revenues deferred from 1990 to 1991 for a period prior
to the effectiveness of this decision.

Public participation hearings and evidentiary hearings
were held in Victorville on November 6-9, 1989. Evidentiary
hearings weré concluded in lLos Angeles on Novenber 13, 1989,
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, Oral Argument before Commissioner Ohanian was hxld in San
Francisco on December 13, 1989 to address applicant's request for
emergency interim reliéf. The basis of applicant’s request is the
undisputed revenue losses now and projected for 1990 and the lack
of opposition to its request by DRA/CACD. Applicant’s requeéest for
interim relief is denied becauseé no financial or operational
emérgéncy preséntly eéxists., The facts adlleged to support the
request for interim relief are considered in setting the returns on
rate base and common equity. However, rates authorized herein are
made effective immediately to minimizeé Ranchos’ undisputed revenue
losses projected under present rates for 1990,

We find reasonable and authorizé a rate increase of
$1,620,100, in 1990 (62.8%), $463,600 in 1991 (11.0%), and $77,100
in 1992 (1.6%). We adopt the rate design recommended by CACD
except the elimination of lifeline rates. We authorize the
collection of interest on revenués deferred until 1990 from the
effective date of this decision. We adopt a return on rate base of
11.71% for 1990 and 11.73% for 1991 and 1992. We adopt a return on
equity of 11.9% for 1990, 1991 and 1992, We agree that Ranchos’
conmon equity ratio is excessive for ratemaking purposés and order
phaséd reductions of 76% in 1990, 72% in 1991 and 69% in 1992. oOur
authorized rates appear in Table 1, below.

We decline to order the preparation of economic studies
upon which to base séparate rates for thé Desert Knolls area of
applidant's service territory. We order Ranchos to comply with
notification requirements for advance contract limits in its Main
Extension Rule 15.

The proposed decision in this matter was filed on
January 25, 1990. Both parties orally agréeed to waive one day of
the 30-day review period required under P. U. Code § 311 prior to y//
the signing of a final decision., Partieés placéd their written
agreement in the comments on the proposed decision. The waiver of
one day will not shorten the 20-day comment period or five-day
reply period. The proposed decision has been revised to reflect
corrections indicated in parties’ comments and to increase the
return on equity.
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l'l' Table 1

Apple Valley Ranchos Water Company
- SUMMARY OF EARNINGS )
Test Year 1990

i Utility
tProposed
Itém ¢ Rates

staff
Proposedt Adopted
Rates ¢_Rates

OPERATING REVENUES
DEFERRED REVENUES
TOTAL REVENUES

OPERATIONS & MAINTENANCE
PAYROLL - OPERATIONS
OPERATIONS - OTHER
PURCHASED POWER - ELEC.
PURCHASED POWER - GAS
CHEMICALS
PAYROLL - CUSTOMERS
CUSTOMERS - OTHER
UNCOLLECTIBLES
PAYROLL - MAINTENANCE
MAINTENANCE - OTHER

SUBTOTAL 0 & M

ADMINISTRATIVE & GENERAL
PAYROLL
PAYROLL - BENEFITS
INJURIES & DAMAGES
FRANCHISE TAX
REG. COMM. EXPENSE
OUTSIDE SERVICES
OFFICE EXPENSE
A & G TRANSFERRED
MISCELLANEOUS

MAIN OFFICE ALLOCATION
A & G EXPENSES
DATA PROCESSING

SUBTOTAL A & G

AD VALOREM TAXES

PAYROLL TAXES

REFUND OVERCOLLECTION

DEPRECIATION

CA INCOME TAX

FEDERAL INCOME TAXES
TOTAL EXPENSES

NET REVENUES
RATE BASE
RATE OF RETURN

(000)

$4,149.5
(8:i5)
$4,158.0

201.6
677
659.1
34.9

92.4
92.4
8.7
135.0
355.3
1,647.1

219.5
106.9
158.9
41.6
19.4
79.1
81.5
(78.6)

261.8
59,5
965.7

77.7
66.5

(116.0)
322,9
62.8
309.1
3,335.8

822,2
7,256!0
11.33%

$4,201.1
(8.5)
$4,209.6

201.6
67.7
659.1
34.9

92.4
92.4
8.8
135.0
355.3
1,647.1

219.5
106.9
158.9
42.1
19.4
79.1
81.5
(78.6)
16.1

261.8
59.5
965.7

77.7
66.5

(116.0)
322.9
68.3
327.2
3,350.2

849.5
7,254.4
11.71%
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.,Pub11c Partlcipatlon

' ~ On August 17, 1989, Ranchos held an informal public'
meetlng in its service area to explain the basis of the rate
request and to answer customér concerns. Approximately 250
customers and CACD attended this informational meeting. After thls
meéting, 11 letters of protest from Ranchos’ customers were
recéivéed by the Commission. Several customérs requested that the
evidentiary hearings bé held in Victorville. This request was
grénted;

on November 6 and 7, 1989, public participation hearings
weré held in Victorville. Approximately 25 customers made
statements opposing the magnitude of the proéoposed increase.
Customers werée not éppéased by the CACD/DRA recommendation in its
opéning statement that a 50% increase in 1990 and a constant return
on equity of 11.4% was justified. cCustonmers believe these
-recommendations are also excessive. In the customers’ opinion, the
increased rates would be difficult to pay by those with a fixed,
retirement income.

Customers raised additional questions which were answered
by the parties: 1. Is Ranchos raising its rates to later sell the
utility at a better price? 2. can a discount rate be given to
senior citizens? 3. Why can a utility receive a return greater
than the 8% interest rate on savings accounts? and, 4. Does Ranchos
realize how ineéquitible and frustrating it is to be énticed to
retire in Apple Valiey by prior owners who were land developers,
only to be assessed rates one cannot afford after retirement?

One customer supportéd the applicantts proposed increase.

The majority of customers opposing the requested increase
stated that the quality of service on the whole was good. However,
several customers, who live in areas targeted for water main
replacement, complained of excessive water leaks.
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Evidentiary Hearings 7 _ o
Evidentiary hearings were held in Victorville 6n

. November 7, 8, and 9 and concluded in Los Angelés on November 15,

1989, HNumerous customers attendéd the evidentiary hearings in

Victorville., Parties presented téstimony to specifically elaborate:

on the issues raised by customers. Ranchos?! witnesses, Jordan and
Clarke, provided the historical background of Ranchos which placed
many of the customér’s concerns in perspective,

Jordan, Vice President-Revenue Requirément, testiffed
that Park Water Company (Park, parent) owns 100% of thé ocutstanding
capital stock of Ranchos, acquiring thé company in 1987. Park also
owns Santa Paula Water Works, Ltd. and Mountain Water Company.
Prior to being acquired by Park, Ranchos was acquired in succession
by Résérve 0il and Gas Company (1966), Getty 0il Company (1980) and
Texaco Producing, Inc. (1984). During the time of ownership by the
oil companies, the water company opeéerations were not of primary
importance, resulting in inadequate maintenance and improvement of
the system. Thus, upon acquisition, substantial delayed
nainténance and improvements were néeded. In addition, the oil
companies had subsidized the water company expenses, such as
payroll, capital improvenments, insurancé and workmen’s
compensation. This subsidization resulted in a level of rates that
does not reflect total water service eXpensés.1 Since compliance
with the Commission’s Uniform System of Accounts has been achieved,
Ranchos’ monthly financial statements show that from 1987 to 1989
the total expenses of water operations have exceeded the revenues.
Ranchos is undisputedly operating at a loss and projects a net
revenue loss of $294,000 fn 1990. The last adjustment to Ranchos’

1 D.82-09-068, Ranchos’ 1982 general rate decision, orders
Ranchos to comply with the Conmission’s Uniform System of Accounts,
These accounting revisions were completed in 1984, as discusséd in
Dn87—08—024, p- 52-
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" rates was made in 1985 pursuant to a step increase authorized in
its 1982 general rate proceeding.? '

» - Clarke, Vice Président and General Manager, supported the
testimony of Jordan and explained that the prior owners’ main
objective was to sell the watér company. when a buyer did not
materialize, the philosophy on capital improvements to the 30-year
old systém was to make only repairs which were necessary. Upon
Park’s acquisition, the newer plant was in good condition.
Howéver, the system condition varied fron good to poor with rany
parts of the system needing major repairs.

Throughout the system, war surplus pipe had been
installed in the late 1940’s and 1950’s. This pipe is now severely
deteriorated because the walls aré thin and it tends to corrode
from moisture in the dirt. Few utilities use it today. 1In 1987,
Ranchos implemented a main replacement program to replace this
pipe.3 Park has advanced over $3 million for Ranchos’ systenm
improvements. Currently, Ranchos has 9 niles of severely
deteriorated mains and 55 miles of mains with small leaks. Clarke
presented the number of leaks for each year from 1986 to 1989.
(Exhibit 6.) This exhibit shows the number of leaks increasing
from 1,044 to 1,513 during this period. Clarke explained as mains
are repaired or replaced, smaller leaks aré more prevalent, 1In

2 D.87-08-024, Ranchos’ previous general rate case decision,
denies a rate increase. The Commission adjusted the rate of return
and return on equity, but concluded that based on these returns,
that 1986 rates were too high and 1987 rates were too low, both in
the same amounts. Therefore, increased rates were not justified.

3 The improvement plan was required as a condition of
acquisition by D.89-03-013., The decision notes that improvements
of $300,000 - $400,000 are needed. Ranchos is perfodically
required to submit progress reports on system improvements.
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. Clarké’s opinion, thé repair of leaks will enhance the consérvation
. of water.? : : 7 '

Clarke described Ranchos’ conservation program which was
implemented in 1985 and is being revised in 1990. Pursuant to its
Urban Water Management plan, Ranchos distributed water conservation
kits to its customers. The kit contains disks to 1limit water flow
in showerheads of faucéts and a bag to limit theée capacity of toilet
tanks. Messages régarding ways to conservé are included in bills
and a periodic newsletter. Ranchos participates in an area
conservation seminar, the Xeriscape Conference, by distributing
various brochures, performing demonstrations and printing samples
of drought resideéent plants. As a result of conservation efforts,
the average amount of water use has decreased substantially.

Clarke explainéd that the lot sizes in its service
territory were 1/2 acre and that many customers attempt to maintain
lawns and trees on their property. Under desert conditions and the
increase in water rates for the years, this becomes an expensive
policy. cClarke was familiar with several of the customers’

. properties who complained at the public participation hearing of
excessive rates. Theseé customérs fit the category of having large
acreage and many plants and trees. Ranchos is presently
constructing a display of landscape comprised of attractive drought
resistant plants. .

Clarke and CACD witness, Loo, agreed that the present -
commission rate design policy eliminates lifeline rates with no
known exceptions.5 In an effort to minimize the impact of a
large increase in the service charge, CACD revised its
recommendation that Ranchos collect 50% of its expenses in the

4 CACD concluded that Ranchos’ present 9% water loss was
reasonable.

5 Lifeline rates were not eliminated in Ranchos’ previous rate
case proceeding because the revenue requirerment was not changed
(Dc 87-08"024) .
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service charge. CACD and RanCﬁbs'stipﬁlated to the collection of
408, ' ' "

During the evidentiary hearings, Ranchos and DRA/CACD
stipulated to numerous test year estimateés and expenses.

(Exh. 24-B, p. 2.) HWe have reviewed these eéstimateées and expenses
and find them reasonable. Thé parties do not dispute that
attrition year rates should be authorized for 1992. The revenue
adjustment is calculated by multiplying opérational attrition (drop
in 1991 rate of return from 1990 assuming no increase in rates)
plus thé financial attrition (changé in authorized rate of return
from 1990 to 1991) times the net-to-gross multiplier times theé
adopted 1991 rate base. The issues discussed below are: those in
dispute; and rate design.

Raté Base

The difference in Ranchos’ and CACD’s rate base estirates
result from differénces betweén their respectivé estimates of
matérials and supplies inventory. This difference is carried
forward into the working cash allowance causing these estimates to
also vary according to the parties’ projected inventories.

Ranchos requests $192,300 in 1990 and $216,900 in 1991
for material and supplies expenses. Ranchos’ estimates are derived
from the average ratio of materials and supplies to the plant-in-
service for recorded years, 1984-1988, (approximately 1%) applied
to the undisputed projection for plant-in-service for 1990 and
1991. Ranchos considers it moré appropriate to estimate materials
and supplies as a function of the plant which this inventory is
kept on hand to repair. Ranchos asserts that there is no direct
relationship between customers and plant, or between customers and
materials and supplies inventory. Ranchos arques that its
methodology in this proceeding was approved by the Commission in

two previous cases, Santa Paula Water Works (D.88-12-082) and Apple
Valley Ranchos (D.87-08-024).
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o ~ CACD’s estimates for materials and supplies arée 36% and -
39.8% lower than Ranchosf‘ésfimatéé_for the test yeérs 1990 and
1991, CACD recommends $156,300 and $177,100 for 1990 and 1991,
respectively, CACD’s estimates aré derived from the average

grécorded 1986 to 1988 ratio of materials and supplies per customer,
escalated to 1990 and 1991 using undisputed non-labor inflation
factors and applied to the undisputed projection of- customers in

1990 and 1991,

_ CACD distinguishes the two prior Commission decisions
cited by Ranchos. CACD argues that the Commission réjeécted CACD
éstinates in these two cases, but did not rejéct thé cost-per-
customer methodology itself. In one case, the comparable utilities
used by CACD included utilities with disproportionate distances
" between the supplier and the applicant. In thé other case, CACD’s
data survey period of one Year was found inadequaté. In CACD’s
opinion, the cost-per-customer method recommended in this
proceeding has not previously been rejected by this Commission.
CACD argues that the matérials and supplies estimate in this
proceeding derived from this method is in compliancé with the
commission’s policy to choose the nost accurate estimate under
reliable methodology.

CACD points out its 1986-88 historical data base includes

data for a period of 18 months after Park acquired Ranchos in 1987,
In comparison, Ranchos’ historical data base from 1984 to 1988
includes 3-1/2 years before Park owned Ranchos. CACD argues that
its average of moreé recent invéntory data is more représentative of

the utility’s current practices for ordering and stocking materials

and supplies. CACD asserts that its methodology excludes the
effects of the older, less efficient inventory methods and
questionable accounting practices of prior owners. 1In addition,

CACD asserts that its estimates are not laraely based upon new

plant which requires little or no repair in the near future. CACD

argues that its methodology incorporates existing inventory levels,
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increased cost of the inventory due to inflation and the expected
growth in inventory as thé customer base grows.

Discussion

CACD accurately summarizes our conclusions in D.88-12-082
and D.87-08-024. Our genéral goal is to choose thée mést accurate
estimate of a future expense which is based upon reasonable,
reliable methodology. The methodology itself may be 4 reliable
néans of deriving an estimate, while the input of data or
subjective decisions madé in using the method may be unreasonable.
‘The cost-per-custoner method is often used and accepted by this
Commission in water general rateé cases to éstimate a variety of
future expenses. (D.87-11-021 and D.87-08-024.) Generally, this
method produces an expense estimate derivéed from a comparative
analysis of similar costs of similar utilities. (Ibid.) 1In
Ranchos’ prior raté proceeding, CACD’s subjeéctive judgement in
deriving an estimate under the cost-per-customer methodology was
criticized and rejected. CACD’s. éestimate was rejected because it
did not consider the longer distance from Ranchos’ supplier in
conparison to other urban and suburban utilities. This was a flaw
in the subjective selection of comparable utilities. We concluded
that the Ranchos estimate was more reasonable because its method
included this important factor. We did not comment on the issue of
which methodology was best.

In this proceeding, CACD uses actual recorded data of
only Ranchos to form the basis of an average ratio of cost-per-
customer. Thus, in this proceeding, CACD provides estimates based
upon Ranchos’ actual inventory for the past two years which
includes the element of Ranchos’ actual two-hour distance fron its
supplier.

In this proceeding Ranchos is able to présent recorded
matéerials and supplies for 18 months which record and track
Ranchos’ operating expéenses under its own management practices of
stocking supplies. This period also reflects the actual econonic
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impact of the ongoing main replacement program. We agreé that
: sélecting_a'period which minimizes past management practices
provides a more accurate estimate of future operations under
Ranchos.

Thé historical péeriod selected by Ranchos includes the
circunmstances of having to maintain a large inventory to make large

system repairs. (D.87-08-024, p. 67.) This is not the same status

of Ranchos’ system today, nor will it bé the same in thé teést
period. 1In the past, Ranchos’ méthod of estimating materials and
suppliés at a 1% of plant may have béen reasonable based upon the
status of its repair program and the need to make large emergency
repairs. However, this period is now over. Wé find that CACD’s
estimate is moreée reliable for 1990 and 1991 and will adopt it.
This finding is in accordance with our goal to choose the most
accurate estimate of future operations.
Desert EKnolls! Special Rate

Desert Knolls is located at one of the highest elevations
in Apple Valley above or near its reservoir. There is no dispute
that service to any new homes built in this area in the future will
require a new pressure tank, booster pumps, an air compressor, an
internal combustion engine, relay controls, batteries and
facilities to house this equipment. No estimated costs for these
facilities were presented by either party. At present there are no
customers in this area. However, Ranchos anticipates providing
service to 6-10 custorers at an undetermined date in the future.

CACD recommends that Ranchos establish special rates in
the Deseért Knolls area of Apple Valley to reflect the higher costs
of providing sérvice to this area. The additional expense to
existing customers in the remaining service area for this
developnent is estimated by CACD to be $10 per month. CACD argues
that this additional cost dictates a special rate to customers in
Desert Knolls. CACD relies upon the Commission’s discussion of
rate design in D.86-12-091 (Pacific, Gas and Electric ECAC) as
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precedénts'for its recommendation in this proceeding. CACD argues
that this recommendation is in compliance with the existing
commission electric rate déesign practice of assessing rates for a
sub-group within a customer class based upon the higher than
average cost of service to the sub-group.

CACD recommends that Ranchos prépare and subnit an
economic study of these additional facilities prior to the filing
of a special tariff containing ratés for this area. CACD
éemphasizés that the total costs of the entire service territory
should not be included in this study, contrary to Ranchos!’
assertion. The recommended economic study need only address the
additional facilities required to serve Desert Knolls.

Ranchos opposes this recommendation. It argueés that it
is thé general policy of the Commission to set rates for a customer
class based on the averagé cost of service for the class, without
geographical distinctions. Ranchos points out that no two
customers in a service térritory have exactly the same cost of
service. 1In Ranchos’ opinion, all customers are either subsidizing
or being subsidized by other customers to a certain extent.
Ranchos argues that other water companies with a greater variation
in elevation in their service territories and have two or more
pressure zones. These different préssure zones require greater or
lesser amounts of pumping, yeét do not have different rates.

Ranchos asserts that the additional $10 per month
additional cost for service to Desert Knolls’ equates to an
additional cost of $0.0003 per ccf. to each éxisting customers.
Ranchos argues that this amount is virtually lost in the rounding
of numbers, while CACD’s recommendation is to charge Desert Knolls
custoners 30% nmore than other customers for service.

Ranchos alleges that there are other factors which affect
cost of service, such as, supply source proximity and customer
density. Ranchos implies that these factors must be included in
any cost study, which it asserts is a large and complex task. 1In

- 13 -
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. ~ considering these two factors, the cost to serve customers in the
Desert Knolls aréa is less than CACD calculates. Ranchos considérs
CACD’'s proposal inequitable sinceé no cost study of all customers is
presentéd to ascertain whether other groups of customers pay less
than the cost to serve thémnm.

Ranchos argues that seétting seéparateé rates within its
service territory would add to its administrative and billing costs
and increase customer dissatisfaction across area boundary lines.,

Discussion

Whilé our general policies regarding rate design may be

, similar for gas, electric, telecommunications and water utilities,
' water utilities alone often have separate geographic districts -
wherée the rates vary. CACD’s recommendation for a special rate in
Desert Knolls equates to a request for a separate district with a
rate higher than that in the remainder of the service territory.
In approving separate water districts with varying rates,
certain factors underlié our approval. The segregated service
. . district is geographically and operationally séparate. It often
has a different weather pattern, different rate base, different
amounts of water use per customer and different water supply costs.
(Suburban Water Company, D.87-01-059.) Under these circumstances
and in the absence of opposition, we have agreed that separate
districts are appropriate.

In this proceeding, it is true that Desert Knolls is not
geographically separate. It is also true that none of the other
ségregating factors described in Suburban above exist for Desert
Knolls. 1In fact, thé parties agree that only a small portion of
the rate base will be dedicated to Desert Knolls customers and the
source of supply is the sane. Thus, we cannot conclude that Desert
Knolls meets existing criteria to justify a separate district.

Although the total cost of the additional facilities is
not clear in the record, the additional cost to serve Desert Knolls

- 14 -
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‘appears negligiblé when spread to a1l customers.ffThisméﬁi&éﬁce

alone dées not convince us that a separate rate is justified.
CACD argues, however,; that the basis of its request is

not geography, but thé additional cost to serve bDesert Knolls and

the resulting inéquity to éxisting customers. While it is true

_that sub-classeés with varying ratés occur in énergy rate design,

the rationale for doing so is not just thé cost of service, but N
includes an analysis of time-of-day use, a concept absent from this
proceeding. . We do not believe the comparison of energy sub-group
rates and separate water utility districts is valid. Wwhile there
may be similarities, there are also crucial differences in the
rationale for the rate design of these two types of utilities.
Ranchos appropriately points out that we have ignored the sub-group
rate distinction in water utility rate design wheré varying
pressure zones have varying costs of service.

In addition, we believe the ramifications on the rate
design of all water utilities by setting this new trend nust be
addressed. The requested separate rate district would set a
precedent for future litigants to follow. Undoubtedly, there are
other water utilities with inequities in the cost of service and
authorized rates. Every water utility with varying pressure zones
potentially has such alleged inequities. 1In fact, similar
inequities may exist in Ranchos’ service territory. We have no
analysis that such precedents should be established for other
regulated water utjlities to follow and we are unable to limit such
an exception to the facts and utility involved in this proceeding.
This issue may be one which is generic to all such utilities. As
such, it is not appropriately addressed on a case-by-casé basis,

While we are aware that customers complain about the
inpact of new customérs on existing rates, Ranchos appropriately
observes that granting CACD’s request may lead to equally troubling
customer complaints about boundaries and corresponding rates. We

- 15 -
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do not believe it is réasonable to trade one set of complaints for
another. o | ' '

Weighing CACD’s evidence to support this request and the
advantages and disadvantages of granting the requést, we cannot
conclude that a separate rate district for Desért Knolls is
warranted. CACD may pursue this issue, if it desires, in a future
forum. - _

Since we find below that Ranchos has surpasseéed Main
Extension Rule 15 limits for voluntary advances, we noteée that
Ranchos must request our approval to extend service to Desert
Knolls,

Interest on Deferred Revenues .

Although CACD concludes that a 60% increase in Ranchos’
présent rates is justified, it recommeénds a 50% increase in 1990
with the remaining 10% deferred until 1991. CACD bases this
recommendation on the Commission’s 50% annual rate increase maximum
established in 1982. 1In making this recommendation to defer part
of the rate increase, CACD recommends that interest accrued on the
deferred revenues bé calculated from the eéffective date of an order
authorizing increased rates. CACD asserts that this is its
position, even if interim relief is denied and the effective date
of a decision in this proceeding is later than January 1, 1990.

At the time concurrent briefs were submitted, Ranchos’
request for interim relief was still pending. In the opinion
herein, this request is denied. However, Ranchos argues that it is
entitled to interest on a full year’s increased revenues, even

though the increased rates may only be collected for a portion of
1990.

Ranchos’ rationale for collecting this interest is
twofold. First, there is no dispute between the parties that a
reasonable revenue requirement is the $4,149,500 recommended by
CACD and this level of revenue is the minimum to be adopted in a
final decision. Second, Ranchos argues that if a full year’s sales




' A.89-07-011 ALJ/PAB/fs

* -

estimate at the adopted rates will bé assumed when calcnlétin§7  

rates to generate the 1990 revenue requirement, it is inconsistent
to prorate intérest on deferred revenues from the time of the final
decision in 1990. Ranchos asserts that even if it will nét receive
a full year of its reasonable 1990 revénues, this fact should not
bée an excuse for withholding a portion of its 1991 rates.

In CACD’s opinion, it is retroactive ratémaking if
Ranchos is allowed to collect interest which accrued prior to the
effective date of an order authorizing a rate increase. If Ranchos
bases its réquest upon interim relief being granted, CACD beliéves
Ranchos misunderstands the nature of interim relief.

Discussion

The sole, final decision heréin which sets general rates
for 1990, 1991, and 1992 is effective the date of this order.
Under theése circumstances, we agree that the rule prohibiting
retroactive ratemaking prevents our authorization for Ranchos to
accrue interest on deferred revenues during a period which is prior
to the effective date of the Commission decision authorizing these
revenues,

Ranchos mischaracterizes our calculation of revenue
requireméent when rates are effective for a period leéss than
12 months. The revenue requirement is set on an annual basis.
However, because Ranchos bills bi-monthly, this annual amount is
divided by six to derive bi-monthly ratés. The bi-monthly rate is
the rate authorized to bé collected. Because of the rule
prohibiting retroactive ratenaking, interest can only be authorized
on rates which are authorized but deferred. This is the prorated
amount, not the annual amount. Accordingly, interest on deferred
revenues will be accrued from the effective datée of this decision.
Main Extension Reporting Requirements

Ranchos’ main extension rule, Rulée 15, Section A.2
specifies:

#a, Whenever the outstanding advance contract
balances reach 40 pércent of total capital
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(defined, for the purpose of this rule, as

proprietary capital, or capital stock and

surplus, plus debt and advances for o

construction) the utility shall so notify the

commission within thirty days. .

”b. Whenéver the outstanding advance contract

balancés plus thé advance on a proposed new

extension would éexceed 50 pércent of total

capital, as deéfined in Section A.2.a plus the

advance on the proposed néew extension, the

utility shall not make the proposed new

extension of distribution mains without

authorization of thé Commission. Such ‘

authorization may be granted by a letter from

the Bxecutive Director of the Commission.

”c. Whenever the outstanding advance contéact

balances reach the above lével, the utility

shall so notify the Commission within thirty

days.”

Ranchos takes the position that the reporting
requirements for advances on construction containéd in Rule 15,

" . Section A.2.a apply to Park and its subsidiaries as a whole and
not to Ranchos as a separate entity.

Ranchos’ advance ratios exceed the 40% and 50% limits of
Rule 15. Park’s advance ratios, on the other hand, do not exceed
these limits.

CACD reécommends that Ranchos be required to notify the
Commission when its advance contracts ekceed Rule 15 limits. CACD
requests that Ranchos be required to specifically request a waiver -
of Rule 15 limits based on Park making all excess refund payments
necessary on the utility’s behalf.

oné important basis of the water main extension rule when
adopted was to protect the water utility and its customers from the
adverse effects of uneconomic and speculative extensions. (Water
Main Extension Rule, (1982) 7 CPUC 2d 778, 783). These limits of
expansion provide our oversight and review of expansions which may

cause undesirable cash flow and financing problems. To expand

- 18 -
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these limits removes our scrutiny of individual utiiity finanpial
status at a time when it may be crucial. We d6 not beliéve this is
desirable even in thé case of a utility being financed by a parent
company. Regardless of the existencé of a parent,. éach utility
must pay its expenses from its own revenues generated by providing
service, an arqument which Ranchos strénuously advances in this
proceeding. We bélieve the limits of Rulé 15 are best applied to
the individual utility in order to assess the utility financial
status to protect the interests of its customers. To do o6therwise
nuddlées the analysis from the perspective of the ratepayers of each
utility. We will require that Ranchos comply with Rulé 15
notification requirements for advance contract limits and request a
waiver should it desire to exceéd those limits., If such a' request
is made in the future, CACD may recommend that any waiver be
conditioned upon Park making all excess refund payments necessary
on the utility’s behalf. We decline CACD’s request to order this
condition in this proceeding where no evidence or analysis of the
amount of excess advance payments has been made.
Rate of Return

Ranchos requests a rate of return of 12.65% for 1990 and
12.72% for 1991. Ranchos did not include a cost of capital request
for 1992. Ranchos bases its request on the projected capital
structure of its parent, Park, which is projected to be 18.46% debt
and 81.54% common equity in 1990 and 16.40% debt and 83.60% comnon
equity in 1991,

Ranchos derives its requested rates of réturn from the v//
méthodology commonly used by DRA to derive rate of return. The
capital structure is divided into the components of long-term debt
and common equity. Each component is assigned a percentage value
of the total capital structure. The efféctive cost of each
component is determined. The total of the weighted cost of each
component eguals the return on rate base requested. Ranchos does
not include debt allocated to Mountain Water Company, a sister
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subsidiary located in Montana. Ranchos requests that 1tsproposed'
capital structure be approved for use in future california rate
caseé proceedings of other Park subsidiaries. )

Park is aware that its proposéd cormmon equity is a
greater percentage of equity than the Commissioén has traditionally
considered to be thé optimum, cost effectivé pércentage of common
equity. Ranchos argues that since it has traditionally beén
recognized as a 100% equity company, the usé of the common capital
structure is a step toward the cost effective objective. Ranchos
assérts that it is entitled to a peércentage of common equity
greatér than thé optimum 50% because of its unique needs. While
this optimum lével of equity may apply-to large utilities, it is
not the appropriate level for Park or Ranchos. Ranchos contends
that it and Park are more comparable to a Class B water company
since Park and its subsidiaries have approximately 45,000
connections in California and 16,000 in Montana.

Ranchos argues that because of Park’s small size, it must
retain a large equity to debt ratio in order to obtain favorable
financing rates, It asserts that its parent may need to raise
additional capital to meet unforeseeable future circumstances.

Ranchos contends that it has increased business risks
because water quality standards and testing requirements are
becoming more stringent and complex. Ranchos considers it
impossible to accurately estimate the economic impact of such
requirements. 1In Ranchos’ opinion, such stringent.reéequirements ray
mandate new sources of supply and unanticipated water treatment,
Ranchos believes the chance of these circumstances occurring has
increased.

Ranchos contends that a policy of not paying dividends
and financing its capital requirements with retained earnings
maintains Park’s borrowing capacity to react to emergency
requirements. Ranchos does not believe that the cost or
avallability of debt placements in the future will necessarily be
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favorable. Park does not want to suddenly need large amounts of
capital and be faced with a lending market so difficult that
capital improvement projects will be delayed. Therefore, Park
believes its proposed high equity is necessary to insure the
continuation of high quality of service to its customers.

DRA, on thé other hand, doés not consider Ranchos’ size
to bée a controlling factor in a capital structure recommendation.
In DRA’s opinion, the projected Park common equity of 81.54% in
1990 and 83.60% in 1991 results in the ratepayers being
economically disadvantaged. According to DRA, ratepayers derive
little benefit from thesé high equity ratios and should not pay for
unwarranted levels of equity. DRA concluded these levels of equity
were too high and récommends the imputed capital structures based
upon an analysis of Park’s business and financial risk and the
examination of the capital structures of nine california Class A
water utilitiés and 14 California and regional water utilities.
Based upon these analyses, DRA recommeéends imputing common equity of
75% in 1990, 70% in 1991 and 65% in 1992. Based upon its
recommended capital structure, DRA recommends a rate of return on
ratebase of 11.33% for test year 1990, 11.37% for test year 1991
and 11.38% for attrition year 1992.

DRA does not agree that Park’s business risks justify its
requested high equity ratio because, in DRA’s opinion, Park’s
revenues are dependable, it has a stable customer base and less
corpetition. In DRA‘’s opinion, Park can assume more debt because
of its assured revenues. DRA does not believe Park’s business risk
is as great as energy or telecommunications utilities because it
does not face the threats of customer bypass. DRA conténds that
unlike energy and telecommunications utilities, water utilities
earn a return on construction-work-in-progress and do not face
regulatory deregulation or competition.

DRA considers Park’s financial risk low because its
contractually fixed obligations are low. DRA recognizes that as
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debt financing increases, a company’s financial risk-increases and
its debt financing becomés more expénsive. DRA does not deny that
the contiﬁuity of service is threatened under financial
instability. However, it does not agreé that Park falls in this
category. DRA considers Ranchos’ requested capital structure to
result in excessive rates and the loss of tax benéfits attributable
to debt. '

DRA contends that financial stability is measured by
ratepayers and investors by a review of company bond ratings
assigned by bond rating agencies. Under this criteria, Park’s
interest coverage and cash flow indicate that its financial ratings
are e%cellent. 1In fact, DRA asserts that this eéXcellent financial
rating can be maintained with lower common equity ratios.

In setting lower equity ratios, DRA is guided by the 1988
avérage range of common equity for nine comparablé Class A
Ccalifornia water utilities, 56.57%, and the average range for 14
comparable california and regional water utilities, 44%.

Using Park’s last authorized equity ratio of 79.65% for
1989 as the starting point, DRA reduced this ratio by five
percentage points for each year of the three years in the test
period. Eveén with theseée reductions, Park remains above the common
equity ratios of the two comparable groups. DRA argues that its
reconmendations are consistent with Commission policy on capital
structure for water utilities, citing D.89-09-048, the San Gabriel
Water Company rate case. DRA contends that imputing equity is not
a concept new to the Commission, citing Roseville Telephone )
Conmpany, D.82-09-030.

Ranchos considers CACD’s conparison with other Class A
water utilities to be in error. Ranchos argues that the rationale
underlying its request is consistent with recent Commission rate of
return policy for energy utilities established in the annual return
on equity proceeding. (D.89-11-068.) Ranchos asserts that this
decision supports its argument that rate of return nust be set
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*according to the uniqun circumstances of each utility.r_since it is
a small Class A water utility, Ranchos considers itself comparable N
with othér Class B, C, or D water utilities which are also closely
held and have 100% equity.

Ranchos argues that in the San Gabriel decision oited by
DRA the Comnission réquired only a 1% réduction in the common
equity ratio in the first test year bécause any greater change
would be abrupt.

Ranchos conteénds that DRA’s analysis of business risk
inappropriately presumés that since Park’s revenués have grown over
the past five years, all revenue growth is attributable to
Ccalifornia utilities, while DRA admits that theée revenués reviewed
included theée revenués of Park’s Montana SUbéidiary. Ranchos
asserts that DRA’s review of Park’s gross revenues, not net
revenués, is unreliable and that the small ratio of net revenues to
opéerating expenses has not been considered. Ranchos considers the
risk of water quality requlation, potential condemnation,
taxability of contributions under 1986 tax law revisions and
continuing product liability to be equal to risks faced by energy
utilities.

Ranchos contends that DRA’s analysis of financial risk
does not include offsetting factors for doubts regarding future
adequacy of supply and quality of water supply.

Ranchos contends that DRA’s bond rating analysis is in
error by not considering that its 1987 debt issuance was obtained
at 10.96%, an interest rate 250 basis points above the then 20-year
treasury rate,

DRA disagrees that Ranchos must pay higher interest on
debt if it is more highly leveraged. First, the higher debt/equity
ratio would affect only new debt offerings since the interest rate
on existing debt is fixed by contract. Second, the cost of debt
has decreased since Park’s last debt issue in 1987. DRA contends
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that interest rates increased July-oOctober, 1987, but have steadily
déclined since that period.

DRA disagrees with Ranchos’ allegatlon that Park would
not have adequate equity to borrow to meet uneéxpected capital
expénditures under DRA’s imputéd capital structure. A lender looks
at actual, not imputed debt, in detéermining borrowing capability of
‘a company. In addition, DRA’s imputed capital structure does not
violate the terms of Park’s indenture agreéement with Security
Pacific Bank. This agréement contains a restriction that Park
cannot issue more than 50% debt. DRA asserts that Ranchos’ alleged
unexpected capital expenditures which create a need for a debt
issuance are speculative and unaudited.

DRA asserts that Ranchos has failed to show that water
utilities are riskier than électric or telecomnunications
utilities. According to DRA, Ranchos’ witnesses conceed that
bypass is not a significant contribution to business risk, the
taxes paid by Ranchos for contributions are recoverable through
rates and Ranchos faces no contamination probléems at present. In
DRA’s opinion, any increased risk faced by water companies is
offset by accounting mechanisms which minimize these risks, such
as, balancing accounts, construction work in progress and the
collection of up to 50% of fixed costs in the service charge. DRA
points out that the same Ranchos arguments were rejected in its
last general rate case proceeding.

Although the parties agree upon the cost of existing
debt, if the Commission adopts DRA’s recommended imputed capital
structure, the cost of imputed debt for the teést year is disputed.
Ranchos alleges that based upon DRA’s testimony, the cost of debt
in the futurée will be higher than existing debt and that under
Ranchos’ calculations, the current cost of debt is above 11.9%. »///

DRA believes the ratépayer should not be assessed an
additional cost facter for nonexistent debt. Even if Park were to
obtain additional debt, DRA believes the cost of new debt would be
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:,the,same or lower based upon the currént downward trend of intereSt

rates, _

Discussion

We have previously héld in the San Gabriel decision that
ratepayers will not bear the increased financial burden of
excessive levels of conmon equity and forégo the advantages which
debt provides. 1In arriving at this conclusion, we rely on the
presumptions that water utilities are not as risky as energy and
telecommunications utilities, water utility financial status can be
evaluated by equivalent bond rating analysis, individual utility
interest coverageé, and cash flow factors. Weé are not persuaded by
the evidence and argument in this proceeding that this policy, its
basis of quantitative analysis or its presumptions should be
changed. .

In setting imputed lower levels of comnon equity, we rely
on the analysis of theé common equity levels of comparable water
utilities. We are not persuaded that this analysis in this
proceeding is flawed becausée Ranchos is allegedly smaller than the
average Class A water utility. Park has éxperienced no injurious v///
financing arrangements or any inability to obtain financing due to
its size. Ranchos’ evidence and argument of a need for extensive
financing are speculative at this timeé. There are no facts to
indicate that the events alleged will occur or that they will
create financing needs in the magnitude projected by Ranchos.

However, while adhering to previously approved principles
of analysis of business and financial risk, certain undisputed
facts in this proceeding have not beén weighéd in this analysis.
In ordéer to set a reasonable leveél of common equity for Ranchos, we
believe these facts warrant consideration. Park purchased Ranchos
in 1987. At that time the estimated system improvements needed
were $300,000 to $400,000. However, Ranchos’ witnesses have
testified in this proceeding without disputé that Park has advanced -
over $3 million since 1987 for Ranchos’ capital improvements. We
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_believe this occurreénce increéases the business risk of Ranchos.m_
Therefore, in sétting a réduced common equity rutio to corréspond
to Ranchos’ business risk, we believe imputing a level somewhat
higher that DRA recommends is réasonable.

We also believe thé degree of reduction in thée common
equity ratio recommended by DRA is too sévere. We will order that
common equity be imputed at 76% in 1990, 72% in 1991 and 69% in
1992, This capital structure is baséd upon the circumstancés of
Ranchos and, therefore, may not be appropriate for sister
subsidiaries or for future Ranchos tést periods not consideréd in
this proceeding.

We agree that since the trend in interest rates for
1990-1992 is substantially the same as that in 1987, future debt
coupon rates and costs should be substantially‘thé same. Moreover,
it is unreasonable to assess costs for debt which does not exist.
Ranchos voices no intent to incur debt in the future. Therefore,
the existing cost of débt should be used for imputed debt.

Return on Equity

Ranchos reéequests 13% return on equity baseéd upon its
alleged similar business risk of electric, gas and ‘
telecommunications utilities. Because Park and its subsidiaries
are smaller companies than energy companies, Ranchos alleges that
the potential relative magnitude of the impact of unexpected
occurrences can be greater. Therefore, Ranchos argues that it
should not be pénalized by authorizing a reduced return on equity.
Ranchos considers the resulting slight increase in revenueé
requiremént from a commensurate return on equity to be a légitimate
cost of business for a company of its size and circumstances.

DRA recommends a return on equity of 11.4% based upon
quantitative analysis using the discounted cash flow and risk
premiuvm analyses and its judgenent.

The DCF analysis indicates the expected investor return
based upon the current and estimated dividend yield added to the
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estimated historical and sustainablé growth rate of a similar
inVestmént.' This analysis preédicts an eXpeétéd investor return in
the test period of 11.90% based upon a three-ronth average expected
yield of 6.70% and averageé growth rate of 5.20%. It predicts a
return of 11.96% based upon a six-month average expécted yield of
6.76% and average growth rate of 5.,20%. Thus, the DCF analysis
estimates an investor return in the range of 11.90% - 11.96% and an
average of 11.93% for the test period.

The risk premium analysis predicts the differential
between the returns of common stocks and bonds. When this
differential is added to the cost of a debt instrument, the result
is the estimated réturn on equity. DRA deveélopeéed the historical
premiums 6n ”AA” utility bond yields, 3-5 year, 10-year and 30-yeéar
government issueés. DRA addéd a premium to the August, 1989
long-range forecasted yields for thesé investments to obtain an
expected range or investor return of 11.14% to 11.72%. The overall
average of the expected returns produced by the risk préemium method
is 11.48%. )

While recognizing that empirical data analysis is not
precise, in DRA’s judgement, it concludés that a range of return on
equity of 11.50% to 12% is an appropriate guideline. However, DRa
reduces its recommended return on equity to 11.4% because of
several factors. DRA concludes that Park has done well
financially, retaining all of its available earnings, which led to
the build-up of equity and concurrently a reduction of financial
risk. In DRA’s opinion, Park’s business does not appear to be
érratic or undependable, indicating a minimal business risk. DRA
recognizes that the authorized rates of return for class A water
utilities has declined from roughly 14.50% in 1984 to 12% in 1989.
In DRA’s opinion, Park’s extremely high equity ratio warrants a
lower return on equity than the range derived from quantitative
analysis. DRA contends that interest rates and the yiéld on AA
rated utility bonds and 30-year treasury bonds have declined since

- 27 -




A.89-07-011 ALJ/PAB/fS %3

-

. . Py
- . _ - B

1987 when Park was authorized an 11.46% réturn on rate base and 12%
return on equity. Thereforé, DRA believes a currént fetﬁrn'onj'
equity lower than the above range, or 11.4%, is reasonable.

Ranchos argués that DRA‘’s analysis is erroneous and
flawed. Ranchos roiterates that water utilities are as risky as
eneérgy utili’tigb,s”. ERanchos advances the sameé arguments of incréased
business risk in setting thé return on equity that it asserted for
establishing the capital structure.

Ranchos presented the béta risks produced by the capital
asset pricing model to verify that a 13% return on equity-
recomméndation is reasonable.® DRA criticizes the data samplé of
six stocks as being too smnall to yield credible results. Ranchos
responds that even though DRA disputes its data size, it does not
dispute that this model produces credible results.

Ranchos alleges its specific circumstances are not
considered, the most crucial being its small size. Ranchos asserts
that DRA ignored the recent condemnnations of other parts of Park’s
system which impacts the stability of its revenues and the actual
cost of debt in its 1987 debt offering. Ranchos considers DRA’s
judgment in recommending a return to be unreasonable, relying
exclusively on financial models.

Ranchos alleges that DRA recommends a réturn on equity of
11.4% while having information that its last debt issuance was at a
coupon rate of 10.96% and an effective cost of 11.37%., Ranchos
contends that its present cost of debt is above 11.9%. Ranchos
disputes DRA’s reasoning that its return on equity should be lower
than the one authorized for its Central Basin division in 1987.
Ranchos updates the interest rate forecast preséented in 1987 to

6 A beta of 1.0 indicates a stock with an average business risk.
Utfilities are estimated to be less than 1.0 because they are
perceived to be less risky than average risk common stocks.
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,;shqw,that,thé cost of debt has inqreaséd in the raﬂgé,of 57% -
1.33%. Therefore, Ranchos asseérts that the return on ‘equity of 12%
authorized in 1987 must be increased to a range of 12.57% - 13.33%.

Ranchos alleges the DCF analysis is erroneous because it:
1) bases dividends upon 1988 data; 2) includés philadelphia
Suburban which is not primarily a water utility and which has
insufficient growth data in the ten years surveyed; and 3) omits
part of the measure of sustainable growth called ”VS growth”.

DRA résponds that: 1) Ranchos’ method of using current
dividends which are annualized by multiplying the quarterly
dividend by four results in an excessive dividend expectation:

2) philadelphia Suburban derives 70% of its revenues from water
seérvicé which meets DRA’s criteria of comparability; and, 3) a Vs
growth factor has never been adopted by this Commission and is
inappropriatée since there is no book value for Park’s stock which
is not publicly traded.

Ranchos alleges the risk premium analysis does not
reflect the increased risk and volatility in today’s market. DRA
responds that the capital asset pricing model which generates these
estimates is not the dominant method for determining return on
equity accepted by this Commission.

Ranchos points out that DRA’s historical analysis
including expected returns on equity of 11.28% and 11.25% in 1987
and 1988 is lower than actual returns authorized for water
utilities by this Commission for the same years. The authorized
returns were in the range of 12.5% to 13%.

Ranchos disagrees with DRA’s representation that recent
authorized returns on equity are roughly 12.25%. Ranchos points
out that in recent energy decisions, the Commission has disagreed
with DRA’s recommendations, finding returns on equity from 1.0% to
1.4% above those recommended, reésulting in authorizations of
12.95% - 13,28% and 13.28% to 13.66% (D.89-10-031, p. 278, Pacific
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Telephone and GTEC) and 12.85% to 13.05% (D.89-11-068, Southern .
california Gas). - '

Discussion

Ranchos’ arguments for comparison with electric, gas and
teleconmunications utilities are not new. Weé decliné to overturn
previous decisions which find this comparison invalid.

We accept DRA’s DCP analysis as a reasonable guide for
setting the return on equity. We believé Ranchos dividend
calculation results in an excessive éxpecteéed réturn on equity
because it does not includé sufficient recorded dividend payments. L///
We concur that Philadelphia Suburban is an appropriate comparable
utility. DRA accurately points out that the capital asset pricing
model is not the predominant methodology used by.this commission in
sétting return on equity. We find DRA’s risk premium analysis
reasonable.

We agreé that a reasonable range of return on equity is
11.5% - 12%. However, wé consider Ranchos’ continuing systen
improvements due to past neglect to constitute an increase in its
business risk. While the inverse relationship between common
equity and the return on equity points to a rate of return toward
the lower end or below this range, the unique circumstances of
Ranchos nust also be considered. Ranchos is still undergoing
system improvements inherited from its prior owners. These
improvements will continue during test periods. We consider these
future circumstancés to be above the normal business risk incurred
by the averageé utility. Accordingly, we will authorize a return on
equity of 11.9% for a péricd of three years.

The following table contains the authorized capital
structure and rates of return.
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Table 2

Authorized Ccapital Structure and-
‘ Rates of Return

capital cost . Weighted
Ratio Pactor Cost
(a) - (b) (c)
Test Year 1990: -
Long-Term Debt 24.00% X 11.12% = 2.67%
common Equity _76.00% X 11.90% = _9.04% '
Total 100.00% 11.71%
Test Year 1991:
Long-Term Debt 28.00% X 11.30% = 3,16%
Common Equity 72.00% X 11.90% = _8,57% ]
Total 100.00% 11.73%

Attrition Year 1992:

11.35%

Long-Term Debt 31.00%8 X = 3.52%
common Equity 692.00% X 11.90% = _8.21% \
Total 100.00% 11.73%

Raté Design

Both parties in this proceeding concur that lifeline
rates should be eliminated bécause existing Commission policy is to
do so. However, we will decline to remove lifeline rates at this
time. Just as we seek to minimize the financial impact of system
improvements on the company and its parent, it is equally
appropriate to minimize the impact of significantly increased rates
on customers residing in a district which is experieéncing service
improvément. We must give customers under such a strain an
_incentive and opportunity to conserve and reduce consumption
without the increased penalty of high rates. To remove the
incentive of reduced rates at this time would be a disservice to
Ranchos custorpers.

Ranchos presently has three metered service schedules
filed in its tariffs. Two are for the former Apple Valley
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Resourcés, Inc. territory which it acquired in early 1989. The
staff agrees with the Ranchos’ proposal to combine basic rates for
service in all territories into one rate schedule, with the
éxception of Desért Knolls, discussed above. ’ Therefore, concurrent
with the adoption of new rates for service, the tariff schedules
for the territory formerly served by Applée Valléey Reésources, Inc.
should be cancelleéd and withdrawn and néw service maps prepared.
The parties agree that Ranchos’ tariff schedules on file
with the Commission require revising to reflect current format and
languagé requirenents. We will require updating of the Preliminary
Statement, the user fund schedule, and the rules and regulations in
Ranchos’ tariff schedules.
Findings of Fact

1. We have reviewed the estimates for the test years and
attrition year stipulated by the parties and find that they comply
with Commission ratemaking policy and are reasonable.

2, Banchos provides satisfactory water service and the water
furnished meets current state drinking water standards.

3. Ranchos requests $192,300 for 1990 and $216,900 for 1991
material and supplies expenses. Ranchos éstimates are derived fron
the average ratio of materials and supplies to the plant-in-service
for recordéd years, 1984-1988 (approximately 1%), applied to the
undisputed projection for plant-in-service for 1990 and 1991.

4, CACD estimates $156,300 and $177,100 for 1990 and 1991,
respectively, for material and supplies expense. CACD’s estimateés
are derived fron the average recorded 1986 to 1988 ratio of
materials and supplies per customer, escalated to 1990 and 1821
using undisputéd non-labor inflation factors and applied to the
undisputed projection of customers in 1990 and 1991.

5. The period of data analyzed by CACD in estimating
materials and supplies expenses, 1986-88, includes data for
18 months after Park acquired Ranchos in 1987. 1In comparison,

- 32 -




A.89-07-011" ALJ/PAB/fs

.-
L3

Ranchos’ period of 1984-1988 includes 3-1/2 years beforé Park owned
Ranchos., ' ' 7 .

6. CACD’s average of morée recéent inventory data is more
represéntative of thé utility’s current practices for ordering and‘
stocking materials and supplies. CACD’s methodology excludes thé
effects of the older, less efficient inventory méthods and
questionablé accounting practices of prior owners. CACD’s
estimatés arée not largely based upon new plant which requires less
repair in the test period. CACD’s methodology incorporates
existing inventory levels, incréased cost of the invéntory due to
inflation and the expected growth in inventory as tha customer base
growvs.

7. The historical data sélected by Ranchos upon which to
base its estimate for mateérials and suppliés expense includes
circunstances of having to maintain a large inventory to make large
system repairs, a period which is now over.

8. At the presént, there are no existing customers in Desert
Knolls. Ranchos estimates this area will sérve 6-10 custorers in
the future.

9. There is no geographical difference, nor difference in
weather pattern, total rate pase, amount of water usé per customer
or water supply cost which warrants a separate rate for future
Desert Knolls service.

10. The parties agree that a portion of rate base, namely, a
pressure tank, booster punmps, an air compressor, internal
combustion engine, relay controls, batteries and facilities to
house this equipment are needed to serve this area.

11. The estimated additional expense to serve future
customeérs in Desert Knolls is $10 per month to Desert Knolls’
customers, or $0.0003 per ccf. for each existing custorer.

12. Current water utility rate design does not distinguish in
rates charged customers in different pressure zones.

- 33 -
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13. To authorize the collection of interest on deferred
revenues for the period January 1, 1990 féfthe effective daté of
this decision would be to authorize the collection of rates before
they arée approved by the commission. ' v//

14. Applying the main extension rulé advance contract
reporting requirements to Ranchos protects its customers from any
adverse effects of unéconomic and spéculative extensions; whereas,
applying thesé limits to its pareént, Park, lésséns this protection.

15. 1In order to provide protection from cash flow and
financing problems, it is reasonable to réquire that Ranchos notify
the Comnmission when main extension advance contract limits are
reached, should Ranchos desire to exceed these limits, it must
request a waiver. A waiver of these requirements and any
conditional approval of a waiver must be evaluated on a case-by-
case basis.

16. The ratepayer bears an unreéasonable financial burden for
excessive levels of common equity.

17. Estimated common equity levels of 81.54% in 1990 and
83.60% in 1991 are éxcessive.

18. Water utilities and energy utilities bear different
financial and business risks.

19. Theé small size of a water utility does not justify
éexcessive levels of common equity.

20. Significant financing requirements and the need for new
sources of supply due to more stringent water quality standards and
testing requireméents are speculative at this time.

21. Although Ranchos’ revenues arée dependable, they are
insufficient to coveéer operating expenses.

22, System improvenments in an amount which is 10 times
greater than estimated is an increased business risk.

23, Ranchos faces no contamination problems or potential
condennation at this time,

_34_
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24. Taxes paid by Ranchos for contributions is recoverable
through rates.

- 25.  Balancing accounts, construction-work-in-progress and the
collection of up to 50% of fixed costs in the service charge
ninimize Ranchos’ business risk.

'26. Theé 1988 average range of common eéquity for nine
comparablé Class A water utilities is 56.57% and for 14 comparable
california and regional watér utilities is 44%.

' 27. Ranchos is comparable with other Class A water utilities
selected by DRA except for the increased business risk associated
with system improvements.

28. Reducing common equity to the amount of 75% in 1990, 70% \///
in 1991 and 65% in 1992 is unreasonable.

29. Por ratemaking purposes, imputing comnon equity in the
amounts of 76% in 1990, 72% in 1991 and 69% in 1992 is reasonable.
. 30. The trend of intérest rates for 1990-1992 is the same as

that which existed in 1987, indicating a cost of debt for the
. future which is substantially similar to existing debt.

31. It is not reasonable to assess a cost factor for imputed
debt which is greater than existing debt because there is no
present intent to incur future debt.

32. The capital structure imputed for Ranchos may not be
appropriate for other Park subsidiaries or for Ranchos in future
rate case proceedings.

33. DRA’s DCF analysis is reasonable. The DCF analysis
indicates an expected invéstor return for the test périod in the
range of 11.90% to 11.96% for the test period, with an average of
11,93%,

34. DRA’s risk premium analysis is reasonable. The risk
premium analysis projects an éxpected investor return for the test
period in theée range of 11.14% to 11.72%, with an averageée of 11.48%.

35. An overall reasonable range of return on equity is 11.5%
to 12%. Due to the level of common equity imputéd, DRA recommends \//
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~ a return on equity of 11,4%. However, because Ranchos will )
continue in the test years to incur costs for past neglegted system
improvements, a reasonablé return on equity is 11.9% to reflect
this continuing business risk.

36. Park is financially stable according to Standard & Poors
financial indicators. Park could retain its financial stability if
the levél of financial indicators is lowered.

37. Theé capital asset pricing model is not the predominant
methodology approved by this Commission for setting return on
equity.

38. 1In applying the DCF analysis, the use of current
dividends derived from multiplying quarterly dividends by four
achieves eéxcessive annual dividends resulting on an excessive
investor expectation.

39. Philadelphia Suburban which derives 70% of its revenues
from water operations meets DRA’s criteria of comparability.

40. Ranchos réequested return on common equity of 13% is
excessive.

_ 41. FEliminating lifeline rates is not in the best interests
of customers faced with significant rate increases and will
interfere with conservation efforts.
conclusions of law

1. The ratemaking principle prohibiting retroactive
ratemaking prevents our authorization for Ranchos to accrue
interest on deferred revenués during a period which is prior to the
effective date of the Commission decision herein authorizing the
collection of these revenues.

2. The rates herein authorized are reasonable,

3. _An annual rate increase should not exceed 50%.

4. Because of the neéd to establish the authorized rates
immediately, this order should be effective today.

5. The application should be granted to the extent provided
by the following order.

-~ 36 -
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‘_Liféline rates shoula not be eliminated.
ORDER

IT IS ORDERED that Apple Valléy Ranchos Water Company
(Ranchos) shallt

1. File the revised rate schedules in Appendix A in
compliance with General Order Series 96 after the effective date of
this order. - The revised schedules shall apply only to service
rendered on and after that effective date, which shall be 5 days
after filing. Concurrent with the adoption of revised rate
schedules, the tariff schedules for the territory formerly served
by Apple Valley Resources, Inc. should be cancelled and withdrawn.

2. Within 30 days after the effective date of this order,
Ranchos shall update its tariff to conform to the currently
required format and language and revise its service and maps to
correspond with the revised rate schedules.

3. Conmon eéquity of 76% shall be imputed in Ranchos’ 1990
capital structure effective today. Common equity of 72% and 69%
shall be imputed on January 1, 1991 and January 1, 1992,
respectively.

4., On or after January 1, 1991, Ranchos is authorized to
file an advice letter, with appropriate supporting workpapers,
requesting the step rate increases for 1991 included in Appendixes
or to file lesser increases, in the event that the rate of return
on rate base, adjusted to réflect the rates then in effect and
normal ratemaking adjustments for the 12 months eénding December 30,
1990, exceeds the later of (a) the rate of return found reasonable
by the Commission for applicant for the corresponding period in the
then most recent rate decision, or (b) 11.73%. This filing shall V//
comply with GO 96. Thé requested rates shall bé reviewed by the
staff to determine their conformity with this order and shall go
into effect upon the staff’s determination of conformity. staff
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shall inform the Commission if it finds that the proposed rates are
not in accord with this decision, and theée Commission may then

modify the increase. The effective date of the revised schedules
shall bé no earlier than January 1, 1991, or 40 days after filing,
whichever is later. Theé revised schedules shall apply only to
service reéndered on and after their efféctive date.

5. On or aftér January 1, 1992, Ranchos is authorized to
file an advice letter, with appropriate supporting workpapers,
requesting the step rate increases for 1992 include in Appendixes,
or to file lesser increases for any district, in the event that the
rate of return on rateée base for that district, adjusted to reéflect
the rates then in effect and normal ratemaking adjustments for the
12 months ending December 30, 1991, exceeds the later of (a) the
rate of return found reasonable by the Commission for applicant for
the corresponding period in the then most recent rate decision, or
(b) 11.73%. This filing shall comply with GO 96. The requested V/’
rates shall be reviewed by the staff to determine their conformity
with this order and shall go into effect upon the staff’s
determination of conformity. Staff shall inform the Commission if
it finds that the proposed rates are not in accord with this
decision, and the Conmmission may then modify the increase. The
effective date of the revised schedules shall be no earlier than
January 1, 1992, or 40 days after filing, whichever is later. The
revised schedules shall apply only to service rendered on and after
their effective date.
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6. Ranchos shall comply with the advance iimit notification
requirements contained in its Main Extension Rule 15.
This order is effective today.
©23.1950

Datéd FE“ 23 ; at San Prancisco, California.

G. MITCHELL WiLK
President
FREDERICK R. DUNA
STANLEY W. HULETY
JOIEN B. OiHANIAN
PATRCS. M. ECKERT
Commiselonss's

| csfznr’_Y,mAr THIS DECISION
V/AS APPROVED BY THE ABOVE
COMMISSIONERS TODAY

N/AL%J?% . Exécutive Direcior

Ao
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Schedule No. 1
GENERAL METERED SERVICE
APPLICABILITY
Applicable to all metered water service.
TERRITORY

Town of Apple Valley and vicinity, San Bernardino
County.

RATES

Quantity Rate:
Pér Meter Bimonthly
(Every two Months)

First 600 cu. ft., per 100 cu. ft. ... § 0.44
. OVer 600 cu, ft-‘ per 100 Cu.ft. a8 a8 b $ 0.55

Thé above rates shall be reduced by $0.02 per
100 cu.ft. for a period of 12 months from the
effective date of this schedule to amortize
overcollection in the balancing account.

The above rates are authorized to be increased
by $0.06 for a period of 12 months beginning
January 1, 1991, to recover revenue which was
deferred in 1990 for the purpose of limiting the
1990 revenue increase to 50%.

Service Charge:

For 5/8 % 3/4-inch meter....... $ 16.57
For 3/4-inch nmeter....... 18.23
For 1-inch metér..coven 24.86
For 1"1/2"1“(3}1 meteér..cvses 33.14
For 2-inch metér....se. 44.74
For 3-inCh meter-..ua-o 82.85
For 4-inch meter...vee 112.68
For G-in(:h metero as s nen 187.24
For 8-inch meteér.....«., 278,38

The Servicé Charge is a reéadiness-to-serve charge

which is applicable to all metéred service and to

which is to be added the bimonthly charge computed
at the Quantity Rates,
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Schedulé No., 2

NON-METERED FIRE SERVICE

APPLICABILITY

Applicable to water service for privatély-owned fire-
hydrant and firée-sprinkler systems where water is to be used
only for the purpose of firé suppression or for périodic
systen testing.

TERRITORY

Town of Apple Valléey and vicinity, San Bernardino County.

RATES
Per Service
size of Service Per Month
z-inCh R R R T I $ 8.00
3-iHCh b e s i e B aasbbatass b bsanss 12.00
4-inCh E R RN B R R B N R N R I R I N R R 16-00
G-inCh TR B O BRI SN B I R A A B R R A A A N ] 24-00
B-iHCh N N A I R R N N N B R N N I R N R A R ) 32-00

SPECIAL CORDITIONS

1.

The fire service connection shall be installed by the _
utility with the cost thereof paid by the applicant. Such
paymént shall not be subject to refund.

The mininum dianéter for fire seérvice shall bée two (2)
inches, and the maximum diameter shall be not more than the
diameter of the main to which the service is connected.

If a distribution main of adequate size to serve a private
fire system in addition to all other normal service does
not éxist in the street or alley adjacent to the premises
to be sérved, then a service main from thé néarest main of
adequate capacity shall be installed by the utility and the
cost thereof paid by the applicant. Such paymént shall not
be subject to refund.
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Service heréunder is for private fire systeéms which are .
regularly inspected by thé local fire protection agency
having jurisdiction and to which no c¢onnéctions for other
than fire suppression purposes shall bé madé. Service
shall bé¢ installed accofdin? to specifications of the .
utility and shall be maintained to the satisfaction of the
utility. The utiiity will install a détéctor meter listed
by the Underwritérs Laboratories, Inc. or other device to
indicaté unauthorized use, leéakage, or wasteé of water. The
cost of such installation but not the cost of the meter or
other device shall be paid by the applicant. Such paymént
shall not bé subjéct to refund. :

Thé utility undertakes to supply water only at such .
préssures as may bé availablé at any time through the
normal operation of its systen. :

Any unauthorized use of water shall be charged at the
regular established rate as set forth under Schedule No. 1.
Réepeated unauthorized use shall warrant the immediate
disconnection of the service without 1iability to the
company.
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The following tariff schedules shall be withdrawn and canceélled!

Schédule No. E-1 .
Schédule No. W-1
Schedule No. TRA-1.

The Servicé Area Map shall bé révised to reflect withdrawal and
consolidation of schedules authorized heréin.

(End of Appendix A)
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Each of the following incréases in rates may bé placed into
efféect on thée date indicated by filing a rate schedule which adds
the appropriate incréase to the rate which would otherwise be in
efféct on that date!

Schédulé No. 1

General Metered Service

Per Meter Bimonthly H
{Every two Months) H
1, 1991 ¢ Jan. 1}, 1992

Quantity Rate:

First 600 cu. ft., ,
pér 100 0.06
Over 600 cu. ft.,
per 100 0.07

Service Charge:

For 5/8 x 3/4-inch
For 3/4-inch
For 1-inch
For 1-1/2~-inch
For 2-inch
For 3-inch
For 4-inch
For 6-inch
For 8-inch

(End of Appendix B)
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Adopted Quantities

Apple Valléy Ranchos Water Company

Net-to-Gross Multiplier: 1.6941
FPedéral Tax Rate: 34.12%

State Tax Rate: 9.30%

Local Franchiseé Tax Rate: 1.00%
Uncollectible Rate! 0{21%

Ad Valorem Taxés (not including main-officé allocation):

Tax Year ! Tax Year ! Tax Year
1989-90 :_1990-91 ! 1991-92

Assessed Value (000) $5,584.5 $8,739.5  $10,389.4
Bffectivé Tax Rate 1.05% 1.05% 1.05%
Ad Valorem Tax (000) $ 68.6 $ 91.8 $ 113.8

tTest Year Test Year
H 1990 1991

Groundwater Reépleénishment Tax $ 0 0
Water-Quality Laboratory Expense 31,750 16,643
Watér Sales and Production:

Residential, ccf 4,238,234 4,391,630
commercial 613,070 634,119
Industrial 1,000 1,500

Public Authority 176,300 184,900
Total Sales, Ccf 5,028,604 5,212,192

Water Loss, Ccf 497,334 515,492

Consumption, per Customer:

Residential, cof 414.7

Comnmercial 657.8

Industrial 500.0

Public Authority 4,300.0

Overall Average, Ccf 449.8
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tTest Year t Test Year
! 1990 $ 1991

Number of Customeérs:!

Residential 10,590
Commércial 964
Industrial 3
Public Authority 43

Total Customers 11,600

10. Power (Natural Gas and Electric):

H Type ¢ Test Year Test Year
Well ¢ Rate of H 1990 1991
Number:Schedule Enéergy ! Amount ! Expense Anount {_ Expensé

GN-6 Gas 44,902 $17,434 46,539 $18,059
PA-1 Elect. 16,185 1,966 16,775 2,018
TOU-PA-5 Elect. 852,545 63,373 883,616 65,300
PA-2 Elect. 62,138 8,159 64,402 8,331
TOU-PA~5 Elect. 464,157 36,831 481,073 37,842
TOU-PA~5 Elect. 619,446 48,506 642,021 49,949
GS-TP Elect, 37,831 4,297 39,210 4,449
TOU-PA-5 Elect. 955,106 70,509 989,915 72,668
TOU-PA-5 Elect. 774,139 56,511 802,352 58,285
TOU-PA-5 Elect. 1,161,071 86,219 1,203,386 88,873
TOU-PA-5 Elect. 942,188 70,772 976,526 72,900
TOU-PA-5 Elect. 982,721 75,765 1,018,537 77,954
TOU-PA-5 Elect. 480,448 48,554 497,958 49,398
TOU-PA-5 Elect. 514,906 42,721 533,672 43,887
TOU-PA-5 Elect. 430,614 44,876 446,308 45,848

TOTAL $693,938 $713,831
Expenses are based on the amounts of gas energy in therms and

eléctric enérgy in kiloWatt-hours calculated under the July
1989 rate schedule shown.
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11. Adopted Income Tax calculationst

: ¢ _Test Year t
H Item H 1990 s 1991 H
(000)
Operating Revenue $4,209.6 $4,673.2
Expensest
Operating & Maint. 1,647.0 1,746.9
Administrative & Gen’l 965.7 1,046.1
Ad Valorem Taxes 77.7 105.2
Payroll Taxes 66.5 71.0
Refund Overcollection -116.0 0.0
Unbilled Révenuée Adjustment -23.9 0.0
Subtotal 2,617.0 2,969.2
. California:

. Tax Depreciation 671.3 764.6
Interest 186.4 242.6
Taxable Incone 734.2 696.4

Tax 68.3 64.8
Federal:
Tax Depreciation 376.6 447.0
Interest 186.4 186.4 e
Taxable Incone 960.6 949.2
Tax 327.7 323.9
Investment Tax Credit 0.5 0.5
Net Tax 327.2 323.4
Total Income Taxés 395.5 388.2
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12. Reveénue Calculations:

Item AmOUﬂt
(000)

Téest Year 19990

Billed Révenue at Présent Rates $ 2,587.5

Authorized Rateé Increasé, 50% abové Present 1,293.8
Total Collected Revenue 3,881.3

Plus! Refund of Balancing Aécount Ovérage ’ ' "116.0
Total Revenue for Rate Design 3,997.3

Adopted 1990 Operating Revenues # 4,199.1

Annual Béferred Revenue (Revenue
Requirenment less Collected Reévenue) 317.9

Monthly Deéferred Revenué: $ 26.5
Value of 10 months Deferred Revenue on
12/31/90 including interest

Test Year 1991:

Adopted 1991 Operating Revenues ¢

Monthly Repayment of 12/31/90 Value
of Déeferred Revenue for 12 months: $ 24.6

Annual Repayment of Deferred Revenue 294.7

Total Réveénue for Rate Design 4,957.9

Indicateés amount shown is less $2,000 per year revenue fron
reconnection chargés.




‘A89-07-011 *

13. Rate Baset

Itenm

Test Year

1390

1991

Plant in Service
Work in Progress
Materials & Supplies
Working Cash

Subtotal

Léss

Accunulated Depreciation

Advances

contributions

Unamortized ITC

Déferred Income Tax
Suhtotal

Plus:

Method 5 Adjustment
Reésources AgQjustment

Het District Rate Base

Main Office Allocation

Total Rate Base

$16,749,859
12,500
156,300

273,855

17,192,514

3,918,281
3,215,220
2,346,074
167,839
615,982

318,885,571
12,500
177,100

309,368

19,384,539

4,302,394
4,164,121
2,307,494
163,001
782,292

10,263,396

41,576

7,020,694

233,727

11,719,302

53,589
50,000

7,768,826

216,189

7,254,421

(End of Appendix C)

7,985,015
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Apple Valley Ranchos Water Company '
RATE SUMMARY AND BILL COMPARISON

Test Year 1990

~ comparison of Bimonthly Servicé charges:

Meter Size { Préesent i Requésted ¢! Adopted ¢

5/8 x 34”7 $ 8.27 $19.93 $16.57
3/4” 9.13 22,00 18.23
g 12.53 30.20 24.86
2 22.27 53.67 44,74
3” 41.50 100.02 82.85
4n 55.90 134.72 112.68
6" 93.80 226.06 187.24
g -— 339.00 278.38
guantity Rates:
. t__Rate Block (Bimonthly) t Present ¢ Requested : Adopted $
First 6 ccf, per Ccf $ 0.30 - $ 0.44
Over 6 Ccf, peéer ccf 0.39 - 0.55
All Water, per Ccf - $ 0.62
Comparisons for Bimonthly 5/8 X 3/4” Metered Bills
H H H H H Incréasé Over ¢
: : : St t_Present Rates !
¢ Ccf per Bil) :Present:Requested : Adoptéd : Anount : Percent !
0 $ 8.27 $ 19,93 $ 16.57 $ 8.30 100.4%
6 10.07 23,65 19.21 9.14 90.8%
10 11.63 26.13 21.41 9.78 84.1%
25 17.48 35.43 29.66 12,18 69.7%
50 27.23 50.93 43.41 16.18 59.4%
70 (Average) 35.03 63.33 54,41 19.38 55.3%
100 46,73 81.93 70.91 24.18 51.7%
200 85.73 143,93 125,91 40.18 46.9%
500 202.73 329.93 290.91 88.18 43.5%

(End of Appendix D)
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Apple Valley Ranchos Water Company
"~ SUMMARY OF RARNINGS

Test Year 1990

&

Item

: Utility
i1 Proposéd
¢__ Rates

Staff

¢

Proposed: Adopted

¢__Rates

OPERATING REVENUES
'DEFERRED REVENUES
TOTAL REVENUES

OPERATIONS & MAINTENANCE
PAYROLL - OPERATIONS
OPERATIONS - OTHER
PURCHASED POWER - ELEC.
PURCHASED POWER - GAS
CHEMICALS
PAYROLL - CUSTOMERS
CUSTOMERS - OTHER
UNCOLLECTIBLES
PAYROLL: - MAINTENANCE
MATNTENANCE - OTHER

SUBTOTAL 0 & M

ADMINISTRATIVE & GENERAL
PAYROLL
PAYROLL - BENEFITS
INJURIES & DAMAGES
FRANCHISE TAX
REG. COMM. EXPENSE
OUTSIDE SERVICES
OFFICE EXPENSE
A & G TRANSFERRED
MISCELILANEOUS

MAIN OFFICE ALLOCATICN
A & G EXPENSES
DATA PROCESSING

SUBTOTAL A & G

AD VALOREM TAXES

PAYROLL TAXES

REFUND OVERCOLLECTION

DEPRECIATION

CA INCOME TAX

FEDERAL IHCOME TAXES
TOTAL EXPENSES

NET REVENUES
RATE BASE
RATE OF RETURN

(000)

(8.5)
$4,360.8

201.6
67.7
659.1
34.9

92.4
92.4
9.2
135.0
355.3
1,647.6

219.5
106.9
158.9
43,6
19.4
79.1
81.5
(78.6)
16.1

261.8
59.5
967.7

77.7
66.5

(116.0)
322.9
86.1
386.7
3,439.2

921.6
7,285, 6
12.65%

Rates

$4,149.5
(8.5)
$4,158.0

201.6
67.7
659.1
34.9

92.4
92.4
8.7
135.0
355,3
1,647.1

219.5
106.9
158.9
41.6
19.4
79.1
81.5
(78.6)
16.1

261.8
59.5
965.7

77.7
66.5
(116.0)
322.9
62.8
309.1
3,335.8

822.2
7,256.0

11.33%

$4,201.1

(78.6)
|

261.8
59.5
965.7

77.7
66.5

(116.0)
322.9
68.3
327.2
3,350.2

849.5
7,254.4
11.71%
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-  Apple Valley Ranchos Water Company
 SUMMARY OF EARNINGS
Test Year 1991 .

“Staff @

-t ¢ Utility @ ; A B
: tProposed ¢ Proposed: Adopted i
H Iten ¢  Rates !¢ Rates ¢ Rates @

(000) '

OPERATING REVENUES 4,874.1 4,604.8 4,665,2

DEFERRED REVENUES (8.0) (8.0) (8.0)
TOTAL REVENUES $4,882.1 $4,612.8 4,673.2
OPERATIONS & MAINTEMNANCE

PAYROLL - OPERATIONS 222.3 222.3 222.3
OPERATIONS - OTHER 71.9 71.9 71.9
PURCHASED POWER - ELEC, 667.7 667.7 667.7
PURCHASED POWER - GAS 36.1 36.1 36.1
CHEMICALS ) .

PAYROLL - CUSTOMERS 102.0 102.0 102.0
CUSTOMERS - OTHER 97.9 97.9 97.9
UNCOLLECTIBLES 10.3 9,7 9.8
PAYROLI, - MAINTENANCE 149.0 149.0 149.0
MAINTENARCE ~ OTHER 380.3 380.3 380.3

. SUBTOTAL O & M 1,747.5  1,746.9 1,746.9

ADMINISTRATIVE & GENERAL \

PAYROLL 241.1 241.1 241.1
PAYROLL - BENEFITS 132.6 132.6 132.6
INJURIES & DAMAGES 175.6 175.6 175.6
FRANCHISE TAX 48.8 46,1 46.7
REG. COMM. EXPENSE 19.4 19.4 19.4
OUTSIDE SERVICES 76.6 76.6 76.6
OFFICE EXPENSE 85.9 85.9 85.9
A & G TRANSFERRED (85.8) (85.8) (85.8)
MISCELLANEQUS 17.5 17.5 17.5
MAIN OFFICE ALLOCATION

A & G EXPENSES 274.2 274.2 274.2
DATA PROCESSING 62,9 62.9 62.9

SUBTOTAL A & G 1,048.8 1,048.1 1,048.1

AD VALOREM TAXES 105.2 105.2 105.2
REFUND OVERCOLLECTION 0.0 0.0 0.0

- DEPRECIATION 378.7 378.7 378.7

CA INCONE TAX 93,2 57.5 64,8

FEDERAL INCOMRE TAXES 418.0 299, 4 323.4
TOTAL EXPENSES 3,862.4 3,704.8 3,736.8 -

NET REVENUES 1,019,7 908.0 936.,7

RATE BASE 8,017,2 7,987.0 7,985.0
. RATE OF RETURN 12,72% 11.37% 11.73%

(End of Appendix E)




