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OPllfIOJf 

This deeision authorizes ~ark Water Company." (Pm:k) to" " 
I ~ • ~ • ' • • .. • , I • • • ., •• ' •• ~' ~,,,..,, ,,I ,\, ... , ,,' '.1 • ( 

increase, rates, for. water, service, provided ", in, its:Centra:l~'Basin 
Division in test years 1991 and 1992, as well asattrition",year, 

. " " • ~ '" ,~" ,," • • .. • • • . .... ~ .. ~ " ~ • '. ... ~ .... . . " '. 'i", .... .1 : .... '.' .. , , 

1993. The decision authorizes a constant return on equity o,f 12.0% 
d~ring the th:ree~year'period.~ producing'a'rateof returii:::'of 11~:80% 
in each year., ,Increases amount.to,$910,000 or 10.5t,in19'9'l, ." 
$288,700 or 3.0% in 1992, and $29&,&00 or 2.9% in 1993. 

• '.' '. • .... •• , •• r • , • > " I, ,:' 

By this application Park Water Company (Park) seeks 
authori ty 'to increase rates for' water' service' provided in';:i ta 
Central, Basin Division. Increases. sought. are, $1 ,522,216,;:'or19 .. 42%' 
in 1991, $203,387, or 2.16% in 199'2, and $204,846 or 2.13% in '," 

• \ • ... " '" .. , I , ~ , ... ' t • 

attrition year 1993. The increase for 1991 includes the impact of 
balancing account undercollection recovery.. Without th.l:s:':recovetY, 
the sought increase is $1,376,916 or 17.56%. 

Park eetimate~ that the ~equested inereasGs will produee 
a rate of return on equity (ROE) of 13.0%, and a return on rate 
base of 12.52% and. 12.49%, respectively, during test years 1991 and 
1992'. 

A duly noticed public participation hearing was held in 
Norwalk, a chief city located within Park'$ Central Basin Division 
on November 29 before Administrative Law Judge (ALJ) John Lemke. 
Evidentiary hearings were conducted in Los Angeles d.uring the week 
of December 17, 1990. Evidence was presented by Park and by the 
Commission's Water Utilities Branch (Branch) and its Division of 
R~tepayer Advocates (ORA). The application was submitted subject 
to the filing of concurrent briefs on January 18, 1991. 
Bagcground 

Park began operations in California in 1938, in four 
separate service areas, by the establishment of water service in 
new areas and through the acquisition of several small public 
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utilities . and mutual'water ,companies ,;,; :., 'tOpera tions·: .were::'expand:ed;·'·.' '.: ,:, 
into S4n, 'Bernardino County" ini'l:~ 50', ; 'and these eorv.tee· areas ~ ~were:: '.'" 
known collect£vely,as the·Southern·,\Division:;.' Invl;973'/'.'the'· :': . ., ':' .. ': 
Vandenberg Utilities Company and the .Vandenberg· Disposal CCompany", , ,. 

were merged into Park •. While growth 'continued 'in ·most of:· Park'S " 
service areas, customers have been lost through sale under threat ,'. 
of condemnation of service areas in ;San:Bernardino"County in 1965· 
and in Montebello in 19'72.,,' In 1;97,7 ,:also.under threAt-;:of::< 

condemnation,. Park sold,faeilitios andeerv1ce:Areaa within, the 
cities. of Downey and PicoR!vera. Addftional smaller systems were, 
sold under threat of condemnation in 1978 and. 1979 to the cities'of 
Commerce, Paramount and South Gate and to Valley County·~Water' -:' 
District in Baldwin Park~: ,.' '::;..< 

. Following . these 'sales,'''Park: purchased~the';stock·of':Pomona 
Valley Water CompAnY serving the Chino·area"in Sari Bernardino·' 
County, Santa Paula Water Works, Ltd:;.' serving the-':city'of"Santa' 
Paula in Ventura County, uehling Water Company serving'part·of"the 
city of Compton in Los Angeles County, and· a company,·servin~the " 

• ., \ • ," • \ 'I ", • f • ~'. ~ , ,.. • .,. 

city of. Missoula in Montana -: c Each"is 0l?eratedas, a 'subs,idiary of ' 
Park. In 1980, several serviceareas-:were exchanged. .with S~uthern . 
Calif()rnia WAter Company, resulting in, ,more compact, ,seryieeareas: 
for. bo.th companiGs .. In 19,83,. Park ,transferred its Chino,sGrv,ice 
area in San Bernardino County toits.subsidiary, Pomona,Valley 

'.' .' . \ '. ' . .'" 

Water Company. The remaining service areas located;in tI:e Central 
Basin of Los Angeles County have since been identified .. as,,:,Park's 'c',' 

. .', - ..' "" ." " 

Central Basin Division •. 
uehl.inq:'s serviee.territox:y,,~as. geo9raph~eally ,acijae~nt ',c 

to a system of Park's Central. Basin Division,. and served with . . , ' . . . . . "' . ,.-, 

Central Basin Division equipment and.personnel .. By. DeCision, 
(0.) 87-09-079 Park was authorized to merge Uehling into~,the 
Central,.Basin Division,. " and"toce~s~ ,maintenance of.separate 
records in order to achieve more efficient and economical, 

operations. Uehling has since been operated as a separate rate 

- 3 - '-
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area, . of . the .Central BAsin, ,Division:: in:';accordance -:,with: 0.: ,,87:-09'-07.9': ;.; 
With. the. sale, ,under threat of condemnation,. .. of Park's;·:Vandenberg":. 
Water and· Sewer Divisions.,.in 1988, .theCentral -,Bas:1n'!Oivis1on; is':':" 
currently Park's only', operating. div.ision-in<:alif,ornia .. ,;, At· ... the :end 
of 1989, the number of customer8 :inthe Central':Basin,Oivis.ion was·,' 
27,875-. .'" ,"" . , , . "1"", , '. 

Park owns and_ controls, the .common stock .of ~,Apple::'Valley . 
Ranchos Water. Company, Mountain. Water Company, and(.approximately 
98% of 'the'8tock, of SantaPaula.WaterWorks,' Ltd •. ,-' , Operations 'of·; 
these subsidiaries, are independent of those-in its Central Bc!I.sin--
Division .. " .. ,. ',"," . . .. 

, "" 
, " 

\-, " 

Most of the water supply for Park.~.s CentraL Basin ,. 
Division is'.provided from 19,: company :wellsand.: 6'connections with 
the Metropolitan Water District, (MWO} ...';Che company, also, has: "" 

interconnections, with several other ,.retai1:water' agencies ,serving:, ".-, 
adjacent-areas •. -
Distributionllains., Storage" .,." ' ,"'~ __ i~:"':"' __ ' - --- _ '-, 
Water Treatment. and Pressw;e _ . _ , " ..., "." ._ •. _ 

. . Mains rang-e' in size from "3:-1/2' ineh' to 24-ineh"d!amoter" 
's" , ,.', •••• ' 'J ',' 1 -, • ,";'" ''''''f''''' '. 

arid total about 280 miles. ~out 9'0% ·of·totalmain footage "is 
cement linedc~st iron and asbestos' cement, with "the balance:welded 
steel and ductile castirori; 'There 'o.retwo 500, OOOgall'o'n' ground 
level storage tanks and 0. 2,000,OOO"gali'on concrete re'servO:irin"'" 
service-. In all service areas it is'necessaryto,,:dd 'chlorine to 

well water, o.pplied by hypochlorinatO'rs. \'·ThEi:"sen-ice:'territorYis 
generally flat; consequently, there o.re only "small '-di:fferences":irt' 
static pressures. PUmp controls have been set' to 'mainta'in a 
minimum of 50 -psi at pumps • There 'are no' are'as' where 'pres'su-res' are~ 
maintained at les~ than' 40 psi.' .'. .".: ..... ~ ':~, 

; ,":-':',"' .\.' ." Eublic:: Relations \' " ., .. ,-;. - . , 

Informal complaints' concerning- 'hig-h ,"water'bilJ:s: during ,'" 
1989 totaled·"6'.·:' No informal complaints were" filed.' re'qarding ;.::.,,:.:.:," ./:: 

" ': " '.:, ':,; .. ; 

- 4. -



A.90-08-0S4 ALJ/LEM/dyk 

discontinuance of',' service I'~ :'depos-its rAnd . .rreconneet:ion,:chArges • 
There no formal complaints filed by customers during 1989. 
COn8e;rvation ". ;~~>'~.',,~"?"'_ '. ,:,;,"';. 

, .. :PArk's .tariffs include 'e:"ru:le"di:scourAging"the(~wasteful 
use of water ,and promotl:ng ,use"ofwater.,saving,devicea.;' <:Wa.ter'.".,",' 
conservation kits are offered,t:o' customers at no' cost,~; ,"~'rhet '-, '~,", •. 
company's ongoing prog-ram" ine ludes regular maiJ:ing of 'bill 'inserts. : 
and imprinting of bills. with 'slogans. promoting-water conservation.,' 

Pamphlets. on water conservation are furnished. :inthe' lobby of the 
company' $, office where customers; pay their bills. .. " ,-' , :., 

Park has increased efforts-- to reduce water waste",by'. 
reducing itsl:'outine hydrant flushing 'proqraxn,has. contracted, (to, .. ' 
have all large meters tested, every three yearsor:less" :reduced 
system pressures to 50 psi where- possible,. and repaired 'all ,leaks, " 
immediately reqardlessof s.ize.. Field-employees .. have' :received; 
special training in detection of, leaks and signs: of"unauthorized:· 
water use, and 'are also instructed' to: notifycustomers.oDserved 
wasting water. .; , , : ,'I' :>;', '.;,,~, 

~$ent BAte'! ' .;" 
Park's ~resent.servic'e ·c~ar.ge:-,:for a5/8X:.'3'!~>1~ter in 

both the principal and: Uehling service areas: isS&,;'80r~'.':"'l'he single 
• • .-' • ", ,.,., " ,', I .' • '," t'·,." ":,J "," 

block per 100 cubic feet' (Ccf) quantitY,:rates are,:95, cents and 
" . "' .... .. ,' ",' ", 

as. 2 cents, respectively ,.'for· the, prinoipal' :areaandJthe: ;Uehling 
service area. 
Issues 

~ l ~ • r,~:i I'· .~_ ~~ 

.o, .' 

. , 
i ,I 

regarding their respective- test year eat;i.mates'.As. a: result, Park 
has agreed with some of BrAnch's estimates. "A comparison'exhibit 
(Exhibit 25} was received: into evidence, 'on January 15,,., 19:91. The 
issues-Addressed in the concurrent briefs are' discussed',as·: .,", <' 
follows::,· .,'/ " .. " 

, i 

, 1. ", "I " ", I'; ..... ' /.,,: • ,",.: 

- 5 
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capital Structure:,<}:,-:_:,:~: ~;"",~;~' 

: ,'-Evidence concerning·, Park' s-._~estimated:cost ,Of"- -capital was 
presented, ,through Leigh Jordan,;; the ,;company" s: ,_Vice: President,' o:f - . ,; :. 
Revenue Requirements, and through _ Thomas,' zepp , v.1ce' ,Presi.aent-of ,:'~ ',,': ' 
Utility Resources, Inc ... , a consultant· .. ·- -,The e,taf,f:'s,.-recommenci4t.i.ons,· 
were presented, through- the ,teetimony 'o.fORA: witness, ,C,,'rB..:::Brooker.',_, 

Park conducts its California,operationathrough.> its· ' ,,: '" 
Central Basin Division,: the applicant herein, and',through.:- two:, '" 
wholly-owned california,- subsidiaries., 'Apple valley Ranchos Water 
Company (App-le Valley) and, Santa"Paul:a Water -CompanytSanta Paula)".­
Park borrows all fund.s for its. subsidiaries and'proV"ides: them with 
required capital thro'ugh intercompany transactions.,,' Thus, Park and 
its subsidiaries.' have, in effect,,. a single common 'capitalization. " 
Park holds all debt; its subsidiaries incur and-ma:in'Ca.i.n:no deb'C. 

In Ap-plication' (A .. ), 8'9--0-7-0'11 ( In the Matter of Apple'_, 

Valley Ranchos Water Company) the company proposed: 
~that the common California capitalization for 
the Company and i ts ~California subsidiaries, , , 
that exist in fact should be reflected in .', 
ratemaking. The only other-reasonaole 
methodology would be to consider all the debt 
as the Company's 'debt and' regard the ' 
subsidiaries as 100% equity companies. 'The 
Company does not propose this alternative, 
however, since it would not be an accurate 
reflection of the capitalization, and because 
it eould raise the question of cross- , 
subsidization between the 'Company"s customers· 
and the cus tomers.of the ",Company's ,. 
subsidiaries ~ It 

• • .' ,i"~ I 

, "'. 

In the Appl~' Valley _proceeding-, DRA- .aecepted. the use of a: 
eommon capital- structu%e for the company and its, subsidiaries,._ "'<_ 

stating that Apple valley has no debt and that the most appropriate:, 
capital structure to use would be the capital structure of its 
parent, the company. While DRA accepted the use of a common 
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cap.ital·,·structure.~.in' thAt.,proceeding'·'it,;)recommended;:; that.;'the;'::· .~C: ;,'.: 
compdny~s ': actual "capital· ,structure "be.:': ignored:,.. and,: recommended:> an.:.,t: 
imputed. .. capital :5,tructure . having equi tY'"percent~ges~~ of':·1 7 S·% for''-'·· ".,,:,;', 
1990, ,70%. for 1991, and 65% for 1992 (,D· .. 90-02-045).- But: the:':: , ;' ','; 
CoxnnU.ssion rejected DRA' s recommendation, ,and adopted',an'" imputed' ~,:, I',' 

capital structure having equity· percentages, o£o' 76%,',for 1990', 72%':· 
for 1991" and"69% for, 199,2... While Park believes that its actual 
equity ratio is reasonable ,and' appropriate for its, specific· ,:,: 
circumstances, it has recommended,that:,the capital,struetur0',for 
1991 and 19-92" adopted in the Apple Valley ;proceedinq";'be~:used·'in· 
this proceeding a!! well" in order. to avoid' reli tigating,:this,>issue' 
in this., proceeding. However,· DRAdoes wish to relitigate':the ",' ",,', 
issue" and 'recommends that a eapit.al. st.:ruct.ure:cont.ain.i:.ng,:6-5,% ,', 
equity be imputed to Park for each of, test ,years 1991 and:'19'92,' as 
well as. for Attrition yeAr 19913 •. ,; I L ,'. ' , ' :c '\'.~ ::. b;~ 

" :t>ark. believes that, "the, Apple -,Valley eapi tal s.tructure' was 
adopted.: with the 'understanding that: it would, be :thePa:rk':Cal'i,fornia: 
consolidated capital structure·which'woul<ithen be applicable-· to' '. 
Park's other .,divisions and·su:bsidiAries~' . However, ORA points, out' 
that Finding 3.2' :of 0-.90-02-04S· .stated.::·: " ', .. :. .... ' 

"The capital structure imputed~for Ranchos. max '.' 
not be appropriate for other Park subSidiaries" -
or for Ranchos in future rate' case .' . ' 
proceedings." (Emph~sis added,~') . 

'. " 

Park notes that the above lanejuaqe' did not apPear in the': AiJ' s ' 
proposed deciSion, only 'inthefi'nal: decision', so that '"the' company 
had no opportunity to file comments on"that frndinq~ p:drk,'~did':~~t; 

• ',,,' , ,'e \ 'roo 

file an application for rehearinqof the 'decision •. 
DRA' believes" 'an imputed: capital'structureis rieb~~ssal:y 

for ratemaking purposes to'bring "Park more 'in: l\i'ne;~~'ith"those' . . , 
• " ' • • , '" ~. , • - , ,I.. '. r, .... , ,_J '. ('" ,"', " • :':' .:"" '\. 

structureso£ comparable water utilit.ies' regulated bythls,J" , . 
•. _ . ', • l' .~, '. , " .') ,:') ,- , .. , ' ,'" 1,-

Comrnission~ and'that ratepayers benefit 'little from a' 'n£qh' 'equity ,,' 
ratio, and' should not have to' pay' for an' '~unwarrant:ed 'ie;el"of ':> ; ::/ 

equity. ORA refers us to recent' Commi3s1on decfsi~ns:' wher~>'iJnput~'d 
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capital,: structures ' were adopted-.J>.:8-9-09'-048.,,:: (San' Gabr.ter:::Valley:'::;' 
Water . Comp4nY ) and o. 90-02 -0 4 S," Apple '~VAlley, ·Ranchos :"Water; 'Co~~ )<;;r;'~I': 
However, in': a_, more' recent '·decision -:O'.'90-1'2-069i '" (Azusa ::VaJ:ley:; .;':-;;:. 
Water Company) -. the Commission:rejected·imputation~of':a·lower,'~ '.' 
equitY'r~tio because the rates,'ofthe' utility. were Jabout the,lowest 
of any of ·,the- ClASS A water utilities ,regulated' by th1s!Commis,sion~ 

DRA also observes that in .0.' competitive market,' as>:equ:i:ty 
rises, other·factors beingequal-",';financialrisk:·is. reduced~:an:d '-,> " 

shareholders ,demand less return' on equity.' " ORA a1so po1n.ts>'::out~ :,,', 
that its recommended imputed equity· ratio 'is still" mucn .h'!gher than 
theind.ustry average. ,This analysis. is shown in Table ·4' of:':ORA 
witness .Brooker's Exhibit 8,. where·.the industry common" equity 
average ,of 12 water companies is..45.:4%:. Of·thel;2',compan!es. shown:" 
four are California utilities •. ,:. 

Park believes that DRA wishes: to re1itigate thi·s"·:issue· ", 
because, it is not satisfieciiwiththe<Commission 's:pr'ior:;decision. 

The company, note~ that while· acknowJ;edqinq .. thc!lt: ORA has "accepted~ • 
the ,use of a common capital structure for 'the' Com~ny :'an'd; ~it's '.: .: ,~, 

subs·idiaries in this. proceeding,. DRA· states . that· I ..... ·.itlooked: at 
the Company as if it were nothin9' more than' just Centralo',Bas'in 

Division for this., particular ,rate.case.....Atariother' point', . . 
however, ORA observed that ,th~, Company' s'subsidiaries:' sh~~ld be 

regarded. on a stand alone basis ' as' ,.100%:equi ty companies.::: Park 
submits that if this were the case, ORA should have, advanced.this 

., .,'r I , ' '. ,,' . ~, -

pesi tion w~en the common capital s,t:z:ucture was· prese~ted.. by the .. 
company in:,~e Apple Valley ra:te case.,.;.: ,:," ' 

Table 1 of, ,ORA ~xhibit S"I,~e:t forthbelo,w" .. compo;~s ... '<, ,: 
Park's reque,sted . capital ratiOS, cost,.fc!lctors,_ weiqhted..costs, and 

.' J+'. ,~ J' ~ • .,." " .i ',' .,' .. ,'. " J., ',_ ,/ 'A' '" •• ~ "-

total rate of return" with ,the ,recommendations of".ORA •. , The., 
comparison show,~ that Park reques.ts. d.~bt, ":nd. e~i ty 'ra~i~s "~£: 2a~ ... 

• ',.." ., ' ",' ,I •• ' , " _." .• '. c< ',' .,' .," •• ,. A~ 

and 72% in 1991, and 31% and 69% in 1992 .• , ORA is,urg,ing adop~ion " 
of const~t 35% d.ebt a~~ 65%, equity,.f~ctors during~ 1:~~t:: ~~~s. '" " 
1991-:-.1992, as well as attrition year 1993. . ,'. ' " 
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.' I.: .. ,'-- ,,) 
'."1 .Tab1:e 'No .. -, l' , .. , 

, . 
'" .. :! .... '-.: .::. \': -:.::' ,.,~: , .. ;~ ..: iy' .... , ... ~ ,.' -' ,. I 

• ~ .... ~. f'y 

'," , ," .,,! .~. 
•. I ... ,~ ".' 

.....,. .. ' 

~', '. .., ~ '. ~ .... : "< ~:>,' ". >. 
Comparison of ?ark's ReaUest.ad '-bt~s' ot Re-eurn 

.'~' ,~ -.,;." .... "'~ 

to: 'DRA' s . Reeommended'Ra tes of "Return, 1.9'9·1'-l9'9 :f:" ... : 1,.;' '." 

.. ~park~$ 

;, 

Requested R,,'}:es 

Ca:ci~al:. 
:Ratio 
. (a)' , 

",'" 

ot Return.: :,. 

"Cost',····' " 
.Factor 

.. ("Dr' 

','::":,; .. '.' 

'. ',. 

we.:iO',b;teC:~ 
, ,Cost, .. '" " " .". " ''(0)' I ....... , 

'. ..~,. 

::test Year ,'" ''', . ~ r' I' '.' \.~ 't or .' '".i : .... :' ,,, ...... ,, 

" . Long"::Tel;l1l : Debt 
"Commoxl, :Eqc.i ty 

'2'e-~O:o'%"""<-,-x':: l.':t.:iO% ::,;.;. 
72. 00 /,.:<'~~x. .. :.; l::Y .• ·O'O,;, ,';> -

" , 

,,"," 

': " ".~ , •• o • ..,:.~: .,'" • •• '. • • 

Test Year 1992: 

, ioll9'~Xe.rm Debt 
comm~n' . Eqll1:ey' ,. 

.. 
I.·' 

,31.00%. 
/ 69". QQ' 

1.00 •. 0.0% . 
...... • J. 

, .~ .. 

'"r' '. 

capital'" 

.,1, .. 

" .. ~~.' .' 

',¥:" . 

.... Ratio "., 
.'" Ca.),·· ... C 

• )o"~ ,~ 

Cost 
':;"Fac:tor 
.; C~}; .. 

,. , • \~.' I " .: " :. ,:;. 
, ~. '-'; - ~' .. ~ 

\." ". ' ................ ,'.'. 

Lollg'-X&r.m: 'Debt, 
commo:n .~ty .. 

TOTAL 

':~3'5:~ 0.0.t.< 
65, QQ,.,,,, 

100 .. 00% 

" 'X ~,':~i1. • .'3-0% 
,.x. ",1.1.70., 

~ .' ~"'..,.. > - ~ '.' 

., 
,/".. 'r, 

Weiqh:t:e,d. , 
.... -'Cost ,,,', , .. '~~ I , .: .'.' -: <~: ::;, 

. .( c):: .'.: ... ~ ~;',. 

'. ,i:_t~ J:.'';'·96:t~·:>~ ~' ... ::' ',',.;:;. 
- 7,·51, '. ,.,,, .. , '" ,", .. , ~. , ~. /" ,"-;.. ~ 
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The subject of capital ratio is intrinsically involved 
with equity considerations which wil'lbe' dl.scussed later. Park has 
utilized the imputed capitals.tru~:t.urE)".~u:t~orized in the Apple 
Valley Ranchos Water Company decision (O.90~02.-045) • ORA's _. 
recommendation in~lud~8 .a..c.onsta~~ ,ROE:.£~ctor,o,£::~11:.::'70~:;.'~;lii:le the 
company requests an ROE of 13.00\. Park has chosen not to include 
an estimate of capital structure, cost of capital, or rate o,f 
return for 1993, stating. that " ••• such:·"estiniates ·a're-'~not necessary 
for this proceeding since the attrition increase for 1993 is 
determined solely from the. 'difference in:::cesul ts of operation 
between 1991 and 1992." ',' .:~.' .. '~>,',,_::~:,:~' 

ORA's reason for its recommendations in.this .. proceeding 
, .' •• . ' • • • ... >' ....... , '".... I,~ .. , _ ," ,. '" - '.' 

is to continue, to signal Park that ORA:would have 'the:::Cornm::i:s'S:i'on 
bring its cap.~tal structure, for ratemaking purposes, ~l~~e.r to a 
typical water utility'S capital structure. ORA w~tness: .~r_~~~er 
testified that the reason for not using the capital"'st:rUc'ture 
authorized in 0.90-02-045 ~isbecause thecircums1£anc'es-':;1n-tndt: ease 

• . , , ''',. "I '<'., " ' 

are different from those found in this proceeding, 'i~e:', 'Appl'e~ 
Valley requires a heavy construction pro'gram necessary ":to' :eorreet 
the numerous maintenance problems caused by the neglect of the 
prior owner, and that this situation is not true for the central 
Basin Division. Brooker states that his proposed capital structure 
"approximates Park's inte~tions to 'increase'its 'd~bt'~financin9." 

ORA considers the company's business risk to be no .. ., .... , ~,,' .. "' ,., . .,~- . '" ' 

greater than ~.that of other, :,wAter utilities'i,'and less than that of 
other utilities.. ORA st'ates that business risk is associated with 
the dependability and reliability of its revenues. But Leigh 
Jordan testified that as of June 1990 Park" 5:· revenues 'were'~:~ , 
insufficient to provide the . interest coverage required-~b~-its;.::· 
indenture (l~ 7 S- .. times) toal'low the company~-to issue":a,i:i '"6~f':'"its 
proposed debt. ,';'.',:'::' ' 

Park argues that it is reasonable for a small Class A 

water utility, such as Park, to have a larger equity ratio more 

- 10 -
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nearly resembling ·:the capital :st:ructurec.ioft~e smal:ler;···J;O·O% equity 
Class .S, C~ .. and 0. .uti:lities, rather :than·,the'capital~,structure·:of·: 
substantially 'larger Class :A utilities. Park ~'notes . that ";the\ ";. '­
average- equ.i ty ratio of the companies'shown in ORA·'l'able 4:, ('Exhibit 
8) is 45.4%, substantia.lly.lower than':Park':s approximate 80%.. . - , 
However, . the average 19S9· operating revenues of:·thecomparable 
qroup shown 'in Table- 4 exceeds $100 'million,. comparedwith .. ·Park .... s . 
approximate $8-6 million in its ·Central Basin Division,. ··and·$2'~S·· 
nU.llion in Apple Valley. Some of the comparable. companies are', 
publicly traded. ORA urges· that· all .Class A·water utilities, 
regardless of size·, should have . comparable < capital' structures' for' 
ratemaking . purposes.. \ ,. " 

In Table 3' of Exhibit 8,DRA has 'shown three·Standard&, 
Poor"s·£inancial rating'criteria to show.that bythese·cr£teria/·,' 
Park would be rated between '"A''' and H'AAA,'*' under DRA's ',imputed 
capital'structure of&S%" equity.DRA concludes that· Park"would, be ", 

in a sound financial position at that equity ratio, and"does not 
require the higher ratio requested. In,·Exhibit ·2,3- Jordan:::ha:s' -
presented extracts from·Standard & Poor"s: Credit Overview,' 'showing" 
the Rating Methodoloq,y Profile- of ·the Utilities·Criteriasectiori;>·· 
The document sets forth s.ixnon-financia:l: and, six financ·i~l 
cri teria, then goes on to s.ta te : '; " 

~In establishing a profile' for 'auti,lity, -
Standard & Poor's first analyzes the long-term 
non-financial or qualitative credit' factors 'and 
then addresses past and prospective financial· 
resul ts .. 'l'his sequence. is-. not, chosen . , 
arbitrarily; qualitative aspects are likely to. 
control the nature of fin~ncialres.ults'over ",. 
the long term, providing an indication of 
possible future trends in financial 
developments.. Observers-who continue to dwell· 
on measuring year-to-year changes in nominal . 
financial protection alone are' not using sound' 
proxies for accurate long-term credit quality 
assessment ... 

." " 
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Exhibit ,23 also ineludes,"Standard ,.&, Poor~~$(.:,"Rat:in9" '/.' " .. ,' 
Aspects~Applicable- to Water. Utilities.,. II , .. which.·:states:.")t:;,"The ,water;" 

utility bond, ratinq ·process ia· similar in most res,pects:to",the.''-:. ' 
analytical process followed,·,for· other,utilities,>,yet it ·differs~:;in,. 
emphasis.... . The- report further. notes that .'~ (a) primary: " .•. 
distinguishing as.pect is the· importance .. placed on.evaluating':thel "··· 

long-term adequacy of, supply •.• '·'and that .~' ..... ~doubts regal:dingthe 
future' adequacy and quality of, the water supply may offset stronq,.· 
coverage and capitalization .l~vels. II In.yetanother section the ., 
report refers to' ". __ satisfactory; lonq-term water supplies: based ,'. 
upon . reasonable assumptions and :including .contingency planning'_",,: ," 

Park asserts that ORA, by applying only' three·'of .::Standard 
& PoO'r~s financial rating; criteria,; cannot arrive at.an;'accurate 

picture O'f Park'~ risk.: Moreover" one, can do more· than·.:estimate,.· 
Park's bond 'rating, because .:the company would not qualify"for·a .. 
Standard & Poor's rating since-its bonds ·are .not publicly.traded_ '.', 

JO'rdan testified, that if Standard, &. Poor's were, to'" rate 
the company" the rating would be BaS or lQwer; for Park to' .then gO'" 
out and increase its financial risk by. reducing its equity.ratio· 
would put it in an' even worse situation .. : ....,," 

Prdctically all of Park's ·debt is in the form 0·£ .first 
mortgage bonds secured by and issued under .the-provisiQns Qf Park's 
indenture. The terms of this indenture preclude-Park from 
acquiring debt to an extent" that e debt exceeds 50% of' the" 'company's 

I.' ., ,.', ,', , " '" ,:" • .' • 

total capitalization. This·, condition functiQns. as .. a, perpetual 
ceiling on the amount of debt 'wnichl;>a:rk may incur, and' liimits its 
borrowing capaeity. Thus, .Park's ,borrowinq capacity:is ·."the 
difference between i tS'equity and' de,bt,' or the' amQunt Qf, ,additional . .. 
debt that would .. result should,:Park's.outstandinq: de-btequal its 
outstanding,equity-

• _,.' .' I ...... "~ .i.. I r~' . 
Since Park's stock 'is .. closely held· .. and, not· :publicly 

traded, it is unable to raise capital in the equ'ity market, Jordan 
stated. Hence, the Qnly two real sources Qf capital for Park are 
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debt and: ,·retained:.earnings.. ,.~ :.And even retained. : earnings; ~eaJl) provide', 
capital only ,to the extent retainable: earn1nqa are-,available,.,·., 
Based . upon' Park's recent annual :reports.- and recent. Commission'<. 
decisions, the, company asserts it is reasonable to-.assume, that Park 
and its California subsidiaries. combined would have earnings. of,· 
about $1.5 million per year available-·to, retain" after debt'·.,ser'V'"ice". 
assuming the authorized. rate· of return' is achieved.· :Park .. maintains· 
that this. capital source is not adequate.-to, respond· -eo ,large 
capital' requirement~, especially if Park ,were- . to' le8~en, ,its . equity. 
by not retaining those earnings as recommended by DRA, because- it,· 
would leave. only debt as a source .of . funds· .. for large capital 
requirements. ' '. 

Gaxy Lynch, Park"'g ,I>irector of. Water Quality.,. 'sponsor,ed· 
Exhibit 16 .and testified concerning .. situations resulting,from, 
Environmental Protection Agency·( EPA): pro~sed' Maximum Contaminant 
Levels. (MCL.) in connection with the, reduction' of radon and, 
inorganic chemicals, for promulgation ·.within one or' two' years,. '," . 
which may result in Park faCing cap'ital' requirements', of $10 million 

to S14. 7 million. The llmounte do not take into" account other 
problems faced by Park where requirements or timing are more 
speculative; nor does it include large increases in operation and 
maintenance expenses which the company may experience. 

In the following table which Park has presented in its 
brief, the company has illustrated the relationship between capital 
structure and borrowing capacity. 

Borrowing capacity is equity less debt. Row A shows the 
company's actual California consolidated capital structure as of 
July 1, 1990, as set forth in A.90-09-03S, Park's request for 
authority to issue debt. 

Row B shows Park's llpproximate capital structure for the 
test years; 'including the impact of acquiring new debt, paying off 
the principal on existing debt, and retained earnings. Since Park 
will not acquire its new debt until after January 1, 1991, its 

- 13-
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average capital structure 'for 199'l: is-' about· , 18% "equtty.: ,,::'For>', . :~":::, 
purposes. of· illustration, '&l. approximate $'7: .. Sm,ill:'ion:.'avera9&clebt-.:.:, 
has been..4SSumed~ for the test· .period, includ'inq·effeets.'o£', 'adding::· 
new debt and paying off· exis.ting debt .... Also· foriJ:lustration,the" 
increase in retained earnings haa. bean' assumed to be·' that 'required': 
to achieve the 72% equity' adopted". £or·'Apple-'ValleYr' even though > , 
Park'S actual· capital equity ;ratio' may well be higher .. 

Row C shows a capita-l 8tructure result.inq·from,·ORA's; 
recommendation that reduced . equity be imputed to· arrive at,6S-%-· 
equity. 

Row 0 shows a capital structure with the' equity".increased\ 
to a level at which the borrowing capacity, measured by equity les8-
debt, is- suffieient to meet a, $-12 .. 3s..million capital: requj.rement, 
the mid-point of the $10-$-14.7 million· range' testified) to 'byLyncn:~. 

, The table purports. todemons.tratethat ORA's recommended:, 
capital structure of 65,%- equ'ity does not provide the company with, 
adequate borrowing capacity; ·'and· that even the 72%.-equity' ratio: 
adopted. in .theApple Valley deci8ion'andproposed,here by Park does 
not quite provide that borrowing, capacity. 

• ,.' >., • ,. ' .. 

'".". . " ," 

" .• ,. i 

,', .. 

c' .. ..,., !,. "_>.' .',f ' 

'I :', 
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" PARle WAx.!RCOMP~&:.CALIFORND.'S'O'BSIDIAlU'ES:; 
COMMON CAP,I'l'AL S'I'ROC'l'ORE" ,',"' , I 

BORROWING' 
CAPACITY 

$1,4.21 

$1~ •. 79 

,~ 

$- 6.4.3: ,., 

'$1;2' .13:5 . 

,-.' , , 

.... -0 ' 

Borrowinq "Capacity 
Measured: by, 

Eqt.ti ty Less Debt 
(Mi 11 ions'O: ~) 

COMMON 
EOUITX 

"; , 

' .. , . 

,S3,.651,347 
l6.98% 

, S1.7,.:8:S-7,,.8o.a /' $,21.,509,. ~Ss. 
'8:3'. 02~ 

'$7,500,,000,' " $l9,,285:,.714-', "', ,$2'6,.7:8'5,.,714; ,:;' 

.28: 00%, " .,...:,72,_,00%,:" '\ ,,: :.' .. :,:.~ ,~: . ',,' ,'" 

$7 ,SOO; 000 1 

35.00% 
': Sl3", 93 0, ~'OO O~~ ," .', ·S'2:r:::;.~"3'0:;,. dod ;', .,> 

65,.00% "" ' -:","~,' ":.;': \,',,', ,:. '.: 

$7 , SOO ,. 00'0' "'" $19;' 8 50,:<>0'0 '. •... SZ7, 3"50:.,000""( ",. 
27_42~"":,, .' :.: ,72.58'%:"""" '/~;;":"':' ,'" 

, ", ,: ;". \ ..... , .. , .. ', 
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B •. Approxl:mate capital structure l.ncorporatinq borro'W'inq. 

C. Stat! recomm'e.ncie:ci capital s~~ul:-e. '" " '" " ,,' ' '';::.'.'' ';;,,;'; 
o. capital structure necessary. tor" acleqUateDottowin9' c~pacitY. 
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Park contend5 that the situations outlined by Lynch in 
Exhibit 16 are the threats to water quality and lonq-term adaquacy 
of supply which are mentioned by Standard & Poor's (Exhibi t 23) as 
factors which can influence water company risk. The company 
emphasizes that it needs to maintain at least 72~ equity in order 
to ensure the: "long ,term water supplies:, ~ba:sed ' upon: rea~onable 
assumptions and contingency pJ;anning"'mentioned by Standard & 
Poor's. It asserts that the maintenanc:eof borrowing capacity is 
part of its contingency planning; .'that' ,~t need.!I the reduced 
finanCial risk of the higher equi'ty, rat:Lo to offset the 
unacceptably high risk to ~a7~r supply if it is not P:Z::~~~~:~~ to 
respond. to these MeL problems., ,'n ',',', ','- , " 

, " "' "," ~,' ., , ...... 1 

Qiscussion . - ' 
,:, 'The issue of imputation of' capital ~atios has "bee'n' "'befo'r'e 

us several times recently, 'in'l?roceedingsin~olvin9' utilities 
having- ','a finAncial relationship with:"Park'", and. in other 'proceedings 
as well. In 0.90-02-045, the'Apple Valley request, we imputed a 
capital structure of, 72\' for 1991 and;~ 69%,: foi<1992, which' ,the:' 
company has requested be also adopted for puxpoSGS of this 
proceed.ing,. On, the other hand, we rejected. the ORA recommend:ation':", 
to impute a capital structure 'in the proceeding involving Azusa 
Valley Water Company (A.90-03-01S, 0.90-12-069) because the current 

,~ .,., .. ' _,>< ..• , "·'1"~'·'''' ", •.. " , .... " ~ .. 

and proposed rates of Azusa are among the lowest of all water 
utilities regulated by this Commission, ,and the use o£ .. an' imputed· 

, ..' , " • ".', _!.... _.~ 'T"" ~ ~ , 

capital structure would have,made only a,negligible.d.ifference-in,' 
the resul tant:- rates" when: compared,rith 'tho'se ~es~i ti~·9.""fr~~' '.~:, ,~. 
adoption of the actual equity/debt' rati'o~' ',~ ,,".~~ .'~ :~,',' 

In this case, P~~k is requ.~sti~g ';uthorfz'ation'o{a 
quantity rate of about $1.07 and a service charge of $8.2'0 for a 
sjS x 3/4 inch meter. These rates are not high when compared. with 
rates of other Class A water utilities, and would. not be reduced 
significantly if the ORA 6S\. equity recommenaation were to be 
adopted. In the Apple Valley decieion we etated that the deqree of 
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reduction 'in the company's.'common equi..tyratic> recommerided'-by'DAA, ." 
was too severe, and ordered that common equity oe imputed at 76%."in 
1990, 72% in 199'1,. and 69%':in'19'9:2 .. :> We ',al:so stated, that:the 
authorized capital: structure is based' upon ; 'the circumstances. c.of - '-', 
Apple Valley,<and may not be appropriate-'f'or s.ister suosidiaries",or 

for future Apple .Valley test periods .: We also found: .": CFinding.:of .:­
Fact 20) that significant financing .,requirements andthe':needfor,'. 
new sources of supply due to'more stringent water quali ty':standards 
and testing' requiromentg. were speculative at, that ,time'., I And,' as 
stated, -we also found. that the'capital :structure' :imputed,,:for,Apple-' 
Valley may not be appropriate for other ,Park subsidiaries-"or·,for" . 
Apple Valley in' ·future . rate case- proceedings. - " 

The expenses assoclatedwith the two.s-ignificantMCLs 
confronting Park· are speculative;.: Lynch testi'fied at ',.J:ength' ." 
concerning, . the two contaminants, - radon and sulfates,· -and· aoout 
the possiola costs invol ved:in. order to' meet' EPA: standards ;.;~ His.·· 

testimony is that EPA was expected ,to propose an MCL for '<radon' in 
January 19'9~1, and that the least expensive treatment plant: 
currently known would cost about'$ZSO,OO'O per well site"w1th' 
Lu'ger wells: requiring up to another $l'O·OrOOO. . The; witness stated' 
that all but· three of the 1,& wells operated: in Apple Val'ley exceed 
the expected proposed MCL~ all nine of the Santa" Pau.la.,Wa,terWorks' . 
wells. will fail to meet the' proposeel rad'on MeL·. Thepotenti'al. 
costs involved in meeting the EPA proposals, when' they are ',actually 
more than mere proposals, are indeed' formidable... But there :is . 
nothing contained in the record of" this proceeding; nor has ~any 
information·come,to· our attention concerning the'actualproposal or 
final disposition of 4n EPA~proposaJ: . with respect tc>MCLs.,·,1nvolv.fng 
radon or sulfates.· In our Apple Val'ley decision ·wewere dealing , 
with .. definite plant additions.'o·f· between·.$Z and "$3- mi'l,J:;ion in'<each: 
of test years 1989:,· 199·0·, and ,19:9:1'~ whereas in' this:pro'c:eed'ing we ,,; ;', 
are concerned with definite' plant' ,additions ofbetween$l8"3:,.:OrO;O) and 

'" . 
,,~ '.'. ~ " f 
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$l8"8",:OO ,in· 1:9.90, ':a.nd add.itions :0'£. $~30":O'OO' 'in:l;9'9·1-., '·and:S40'4~;.0'O'O,~~-:in. 
1992". ,~ .... ; ::;';.':;"~'~ .. , :~':,.,:. :.;' ':'f.'~~··~:t~, ;;r,,' \;'./ .. :. .... ; .. ../~.~ .. ; ~:.;~~,;~':~ "~l'~' 

After consideration" we "deem ;.the ·':,imputed 'capital ,'~: '": ~" ': (,I •. 

structure·· found proper 'in our Apple Valley.:dee±sion,!, .. and, sought ,:.:: L" , 

here by Park,. to be suitable for .pU%pOses of,th'is', proeeedi::n:g;. That: 
structure is 72%, ~ity for ,1991, and, 69'% for 199,2,'.· ,.~The. 19'92' ratio 
is' Also Appropriate for 1993. The MCLspropoeed .:by ,EPA,,;while, "1.-. 

speculative, constitute' the, type of·;threats. to water quality and, " 
long-term, adequacy of supply mentioned by.Standard :&"Poor,~s ·as·. 
factors which .influence water company ·risk. ,The. company and .. its, 
subsidiaries have-, in effect, aSingl:e, common·,capitali:zation'.·.' 
because the company holds, all· debt and· its subsidiaries' have ... none·. 
The 59%- 'equity£actor is not s.ignificantly different· from' the 65% 
recommended by ORA. 1'hisis . afairlyc:losejudqment :call',," ,: " 
inf 1 uenced,bythe fact that we-, are .. already,' adopting'. a ,reduced, ' .. , 
equity ratio so that ratepayers will not : be- unreasonably> ,:impacted·. 
Moreover, -Park is,'·a .small Class" A water.,;·,utility.,: :cons:iderably.:.; 

smaller than many· of the Class.· A utilities :cegulated<by..this,· : ,', 
Commissi-on· .. , It· is closer in size .',to' .. many C1ass'.:B.'.water"utilities .• ;', 
It, is usual, for Class.S water utilities . ,to be 100'.% equity 'fi·nanced ... 

. We also uke notice of A.;9'O-~0-031 .in 'whic'h; Park has' 
requested, authority to sell part of. its Central, Bas,in, DiviS'ion:to·, 
the City of Bell Gardens. " The reques·ted sale- includesat.l:east' a 
portion of water prod.uction facilities, for the, Central:' ,B4s·in. 
District •. Such a sale would. represent a significant reduction in :.' .. 
the risk associated with water quality'. .' 'j._. ; ".:':, . 

. Park asserts that an. additionalprob,lem ~associated with:;.' 
DRA':s reconunended capital structure.:of>6S%::equity, for::19·9:1·-1.9-93:is. 
that .. it is, not"achieval:>le. Jordan testified· that .the-·company is ... , ... : 
required to have 1. 7S.interes.t covera9e-•.•. He :.8aid .,thatPark . could . ',.: 
not,.. under the terms of its indenture, .:borrowenough"debt. to reduce­
its equity to. 60S· percent dur±nq,.1991 .• ':',The company~'s ,current.,·' .. ' 
projected borrowing during 1991 of $4.5 million will qet it to a 
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position.where; its:average;-capital.st:cucture durinq:il991' .w±11,'.:be· ,'>:,: 
about ,the-~ 7-2:%: ,_.imputed in ,the -;Apple(~Va:lley ;.decis1on;.r l-~Il'li ::orcier. t();'.)c· .,: 
incur _su:ffiC'ientdebt to. get "to 6S'percent, .Park would' :.have to_~·,-··,; ,--~ 

borrow, at least an additional $4 '.:.mi·llion .. ",· 'l'hus--,), the-witnees ~,',",:' ..... ,. 

concluded,,· Park will not have su:tf1c.tent .fnterest· coverage ::,to<',: .:," 
borrow, enough: additional money,to,get·-to 6-5% ,equity during :199·l .. ' . : 
This latter unrefuted testimony, in particular, is pers,uasive, 'that,_,· 

the capital structure imputed in the Apple Valley decision 
continues to be- proper at this time ' ,for Park." -', -;' .J ' , 

Order Instituting ",Investigation 90-11-033, was 'issued, for­
the purpose of addressing ,the 'issues surrounding -rislc,. ,both, 
business and financial',. 'of,water.utiJ:.ities regulated; by;this 
Commission_ We expect that ,the- ixnputationof capital,;structure 
will, perforce-:,. be considered. during',theconduc:t of that· , '.:' < 
proceeding. Meanwhile, the, imputed. capital structure "adopted·:;in. 
our. Apple-: Valley decision .. will be ,reasonableand.,,~ppropr£ate for 

purposes ofthisproceedinq. The "capital structurer::for :199'Z ·will, . 
Also be· reasonable- and fair for '19·93.· 
Cost of Debt:: ',.1, 

Park's 'estimates '0·£ the :cost of<:debt,.are' 1-l·.30·%; for, 1991',: 
And 11.3S%:for ,l992. " The-. company ,did ,no't.:propo8ea'199)3~,debt .. cost'" 
stating that it was .not 'necessary to do so since the '19'9'3: increase-' 
is based on the operational. and,' financial differences':::,o~curring 
between 199:1' and 199-2'. These, estimate's' "are based: on' ,the.'::cost of 

, • _ 'i '. I. ~ '." .\ ". ',,' ", r • , ..... ' 

interest and insurance expenses. 0,£ the company' S', existing, debt as 
described in Branch's cost of capitalexliibit'CExhibi:t'~'\8"t: page 50). 

'. .,' . .,...... ..' . ,,,.... . 
Park did not inc-lude its :.proposed·199'lnew financing in 

its estimate since the effect was n~iknown at thEr.time.' , DRA notes 
. , ~ . . . . ~ ., .:" .'. 

this fact and also- note8, that,- on review,.. it considers:.the impact 
o£ the new borrowing on the embedded cost of debt; ·to,be<_minimal. 

. .' .r'... . .. _, ........... ,' .', 
Accordingly,. ORA also ,has not, incl-uded the-new: financing-I'in the 
development of its debt. cost 'for, the. companY~:-ORAs'~"':te's that 
.. (ORA) and the company agree o~ theeffect1ve:'cos.t. '~f' :debt for the 
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test-:.:years.-.. w:. (Exhibit s.r~pa9'e .~& .. ),. I .;TabJ:e " 'Z;,o·f·'·ORA':'s. Exhi'bi t:;.:8: ,:: '~;;C'(': 

shows: Mo' : effective Cost· of '.:Debt':Summary which agrees:' ~w:Cth~ Park':; ,':<:, 

showing 1·1'.:3:0%.for 19'9·1, ,1l: .. '35%.;for 1992',:" and' 1'1:. l-7 %: :'for:·,iJ:·9:9·J; ..... ::::,;,:. 

However" 'DRA.has.'recommendecl<in Table 10, 'of ::Exhibit· ~ 'a·cons.tant·-,c 
debt cost for the' years. 1991-199:3 'of, 11 .. 30:%":;Tne :actua!- eos,ts.,·o,f;," 
11.30%, 11.35%.,: andll.31t are .. appropriate: and,' should· be-used~:,"',', 

~~ I "': ' ~. ; ! ;.,) ,:: r f" :, ~ J '" ,,',~' ; I • 

, Park' has requested\a ROE' of 13:;O'%.. ~,." : •. 1 .~ 

ORA (Brooker) 'has based· 'his ROE recommendation; ,of :'ll'~7'%:, ' 
on a discounted cash flow (;OCF),analys:Lsof'lZwateruti;Iities .. 
Brooker concluded' that, through his: ·DCF and risk premium> CRoP:)::-: " 
analysesthatr while' a range of 11. 75·' to ',l:2 ~25,t 'ROE-is reasonable' 
and appropr.iate for a typica);water utility,. it 'would· be .excessive" 
for Park due to its high .equ,ityratiol and' the' resu!ting' :'lower; , 
financial risk assoc'iated with ,its; :ac::tual,eapitAl<,structure'., " 

Brooker was guided.r'in his'recommendation' regarding a: fair' 
and reasonable, ROE by two landmark' decisions of the u:~; S ..:$upreme', ' ' 

Court, the Bluefield case (WJl?fi!:J9..;Wat~r Works' UmpA,o,.ve.m§.D:t:.C.2..~ , 
vs. Public: Service Commission of West vi;qinia (1922) 2&Z:'-U:. S~,' ",:' 

679),. and the'Hope case (,Fed,eral Powe; Commission"v$.' Hope Natural 
Gas C2,..( 1944 ),320 tT .. SOc '39-1)., The pertinent' wording from 'the ' 
Bl\16'field dec'ision relating to this' proceeding" is':-, ,', 

"A public utility.isentitled to such rates a$.: 
will permit it to earn a re:t;urn on the value o,f- " ' 
the property which it employs for the' ' , 
convenience of the public equal,' to' that .', " 

. generally being made at the same time ,and, in 
the same generaZ' part of the country on'" ' 

,investments on other business undertakings-" 
which are attended by corresponding risks and 
uncertainties. • .. 'the return should' be ' . 
reasonable, sufficient to assure confidence in' 
the financial soundness o,f ,the utility,. and, 
should be adequate, under efficient and' 
economical manaqement ,.to- ,main'Cain ,and support 
its credit and enable it to raise money 
necessary for the proper discharge' of '. its 
public· duties....', ' , . . I ,. 
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The relevant wording 'from the HOpe case' is" as follows::, ""I,~" ":-::",,,:,' 

, "From, the" investor, or 'company:' point'" of" view 'i t.~;' '. ,:,:.:' 
is important that, there be enough"re,venuenot ,-' . 
only for operating expenses' but also for the 
capital cost of the business. These include 
service on the debt and dividends on the ' 
stock ~ . . . By that standard' the return to the' ' 
equity owner should be commensurate with 
returns on investments in other enterprises 
having corresponding risk. That return, 
moreover, should be 'sufficient, to assure 
confidence in the financial ,integrity of the 

, enterprise, so as to maintain its credit and' 
attract capital." 

Brooker testified that' the percentage of a·' comJ?any;s debt 
to permanent capital (leverage) determines the level' 0"£ fin:ancial' 
risk. Thus, greater financiai;risk f~iiow~5from higher'debt .: ,.::~ 
ratios, because the larger the proport£on"of"fixed' obiigatio~s: '," 
(debt) the greater the risk th~t residual earnings wiil~'fhli' short' 

, • , '. '_.'" , , .' I • ~ " '. • ' ; I t I' I ~" '.. \';' 

of investor expectat!ons. " 
Debt financing is less exPens.ivethan equitY'financing 

because stoCkholders" are residual" claimants: t~ 'e~rnings I ~ftef' ' 
bondholders. " . Equity' hc:;lders therefore': face ~ore' ri'sk' and··de~an.d·· 

• ~ r"' " ',' " • '1",' r " ," j" • ...A; "'.'. r'· ,,"\ , ..... ', : ". ":;" " ", ~'" 

higher returns. Furthermore, debt'interest is tax deductible, 
wh.ile return~ on common equity are not~ , In unregul~ted'iridustries' 

• ~"., ," ., ., • • • , { " • " , I' ~"," , '.:, "'I . '" .:. ~ 

these tax savings may be kept for shareholders, rather than being 
passed on to customers~ while requl~ted"'~tilitle~ '~~st~pas~"S~Ch 
savings on to customers in the form 'of::reduced 'rat~s'~ ',": " ',:, '":} 

"Brooker t~stified that'there .1.S'an invers~:r~i~t'ionship' 
• ,'r-' 

between equi tyratio and the return on equity. As equity 
" .• , '" "".1.." 'I , ... , "", 

increases, ROE should decrease because of ' the reduced. risk 
result'ing. from -'the lessened debt r';:tio.' , 'j " ' , :: ,~" 

In 'his'OCF analysis Brooker has atteIl1pteCi t~ e~timate ~'th~ 
return' on common eqUity reasonably exPected by' Pafk' s: i~~estors': .;,[ i 
DCF'modei ~ec<>gnizestMtthecurrent m~rket "price"of"~'sh~re'6f::'~'":~ 

. •• , ,. " I.," ,-, • /","' ' .. " ..... ~r ... 1 I' 

common stOck equals the present' value "of' the expected" future \ stream 
of dividends and 'the future' sales p;:iee of 'the" shar~ :'or sto~k>";::'\:' 
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discounted at: the investor.'s"discount rate' ... ,·~;.Thi8.i.discount·.'rate ",":' 
represents the investor' 15 ,opportunity', c0l5t'o£'·c4pita.l'':''i'.:e., the 
ROE that could' be earned'on' an alterilate:;tnve8tmerit'~'6f ,comparable 

, ' . . , ' . ' , . ' ",' ,l,., '" , ' ,I,' " \,:.. ',,' ~ . ./ 

risk. , ~' ... ' ,,, 
._'... . ...... .:.., .,~ ... '" 

Brooker has calculated'thi-ee...;.month'·',dividend:~·Yields for a 
• • • I,. ,. • .,., ••• J ,', ' .. 

group of 12 comparable water utilities:.locatecl throughout the 
country. Four of these companies' are 'located in'.'Cal1fornia.. He 

~ .' ' .,.,' . 
calculated group average yields of,7~S2% for three months, and 
7.34 % for six months ~ He next 1ncreas,ed ,these yields .. bY,'a growth 

'. ,,', . _,' " ,_ • ,1;, " .' 

rate, which ranges from 4.0%. to 4.5%, relying upon. historical ten-
year average earnings per share, dividends per share, "and 

, ' , .' J ,.'. ~, '. , ' • ..' ,,_,.'..... I .', _.~ .', _ ,i ,.'.,. 

sustainable growth rates to eetimate an expected div:idend"growth .' 
, . '. . ' ,"" ! ,'". ,I ••• A I • 

rate. The.results of Brooker's DCF analysis show .. returns.on equity 
• '.' • , ' .) ',\' , , , I ~,I ... '"... 

ranging from l1. 53%, (combining the,current Six-month, expected yield 
of 7.63t'and the 4.00% growth rate) to 12.36%: (cOmbini~9"'the thr~e-

• ' " I " , ,I ;' 1,' ,I, " 

month expected yield of 7. 86,%. and the 4 .50% ,g~owth:~~~e,> ',,~,: ". 
Brooker also performed an RP analysis to ,determine a 

1 " ,. I.'..' , ' 'I., " ' 'I", 

reasonable ROE. An RP analysi~ recogniz~s tha,t :~h~re,;,~,~ ';:, , .. :. 
differences' in risk and re~urn ,fact~rs for .inY'es.t0l':s,::h0l.d1.1"l:~, comm~~ 
stocks as compared with utility oonds or government securities ..... ,,' 
Since equity returns are residual returns,relatiye to bonds'.' in the' 

I ,. " _ • ", ' .' , !, .-h-L, , ',," 

case of default, an equity investor requiresaqreater return to 
• ',' I • I I : \ , • , , ':,' I \ ", ~/ + ,\ .,' '-. ~ I 

compensate for the additional risk. Risk differential between 
, .'., " .... , ' '''', , ," 0 :! 0,,, ." I. 1 .. I ... I ,~ 0 " • '., /., 1 

common stocks andoonds is expressed as a premium and i,s added to" 
• , , • " '.' ',~ ." " In' , ,;, ,I ..,1 .. ..1 ' .1 • '._.' " 1 Ii' '. J " 

the estimo.ted cost of a debt instrument to determine, .. the .... required 
. ..' ., ; ... ' , '.. ·'~II·.' ~ i I 

ROE .. 
)0' ,." ,. r" .. ',.. ,.). "I 0 "1'- " 'A' ".', . \ . 

The witness stated that there is a difficulty in.applying 
, " I ,",' .,' '. ' • , ' " • .,./ , • ~.,'" , 

an RP ano.lysis, which results from the calculation ,of .. ,t,he premium~", 
, ,. .' ." •• 0 ' ••••• ;1,',1,.", ,I,',,, ,., .'. 

Measurements based on historical,holding period .returne ,.can be 
1 1 • , ' , ' • • I j, "~ I, I, .• 

different from investors', expected.returns.. Part of .the .problem .. 
, ' " . • '. , '., ~. I 

can' be eliminated, he stated, if one assumes the expected return"on 
a bond, if held to maturity,' will e~ate to its yieicl'-'at~the't'ime'"'_' 

• , o. • 0 ",', ' , • "",', o. , ~ I ,., •• ,':. 1.0 I I,. I, ' ... ' " iJ ' .,: " 

of purchase. The expectedre~urn for the,common equity .inves~~r is 
, '_ .. ' • .' , .1 ..... -'. I < ,~ ~ ,~".. • • " .I 
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more dif,ficult ·to measure asstocks:::are ~:con1!lidered,cperpetual:j.~;:, (;::. ':, 

instruments without a fixed maturity. One method which can be ,used 
to detem.ine~ the investors.' expeeted commonequ±ty, :return: is to 
apply aDCF analysis. By backcastingrecorded :informat.ion ·over:a·"", 

historical period,.' Brooker waaable :to-:compare' expected:yiel:d.s, on;: 
utility bonds. and U. S. government· ;,i;ssues ::withexpected'.returns on ': 
common equity. .,', ~", "' ,I ~~,.'.> '.1'1"·'6 .<.'~'.'.:' ' .... ~ .• !\"'"~':''.''''' ~ .. ~',' ':,,: ,~":'.)f; 

In 'table S. of Exhibit 8:,..' Brooker· has,shown.:the:,:most 
recent ten-year average premiums., over "'A,A"'util.ity bondy.ields.,.'- , 
along with 30-yeargovernment issues. The-premiums .were derived'by 

comparing OCF estimated ROEs· with "'AA''',·u.tility,'bond, yields: and" 
30-year government issues, for years'19"8:0: throu9h.19:8:9~- ' Estimated: 

ROEs were deteJ:'lUined by combining each company's 'annual :'dividend 
yield with ,its hietorical ten-year averag0dividend, ancit earnings'· 
growth rates, and its sustainable-growth. rate _ ' He then: added· Oata.:" 
Resources, Inc. ( DR! ) /MCGraw Hil~l' s November 19:90:, 'lonq:range 
forecasted, yields (Table 9) on ,'''M "utility bonds ancl·· 30-yea:-, " 
government issues for the test period.to the respeetive.:average' 
equity risk premiums to derive a ,range of expected ,ROEs of!2'.0'S% 
to 12·. 3'6,%.~ ' .. : ,.,.; :,:;"'. 

Brooker describes. the range ',of .. average,expeeted' returns, 
developed through utilization of ·his DCF anCi ,RP analyses to 'be: ..... '-", 
quite narrow. - between '11 ~63'%. . and 12 ~3,6%., He asserts<tha't a·:'range:., 
of 11.7S%. to 12.25%. for ROE,woulcl.berea50nable- and'(~ppropriate'~·,for 

a typical water utility, but, as stated, urges adoptio~'.of· an ROE; : 
for Park of 11':70%· because :of, .its:. :lesserrisk,. bAsed upon its 
unusually. hiqh' equity r4ti~ .. · '., ,;'",' ~·.i.~\ '''} .. ~~~~ ;~·>'.r,:~,: \~ ,1'·': 

Park argues .in·Exhibit 3',. its; Report ;:on,~:Cost, of' ;C4pital:;: 
that 'water companies are as risky as.other,ut.:i:J:ities,,:because:of i . 

the' ongoing drought, the. lack, of sales:acijustment"mechanisms';'" the· 
threat of condemnation; and because water compantes 'tend<to- "haver a " 
smaller: ratio of rate base to· operating expenses' than· do:energy . 

- ,'. ,",' "~I I. .1," ,; ,'. . 
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companies .... ::: ,cImpending·· sa£.e~drinking,·~water. regulations .pose:further:,:. 
risks. .. ._' .. . ,., ',: _ .. c, .... ;, , .', , •••• >. :',., .... ." .. :. :..: .;: :.;. ;:-' ,··.:· .... :.:i . '. :'; .' 

Park asserts:· tha.t,thereAX'~ ;·flaws· "in:' the DRA: DCF:.::- ~' '.:: ., . 
analysis •. ".The company's,' .rebuttal .~testimon:y, was. . presentect::through,"~' , 
the- . testimony' of Dr. Thomas,·:Zepp.· Zepp' '. die covered. ~ tho.t" the,' elAtA .': 
base used by ORA. to prepare estimates of, ec.rnings per shc.re .. growth.~. 
contained errors for two of the companies included in .its .. analys:is·~ 

The first company wae. ConsumersWa ter • . That company had 
a stock split in 19-83 which. requiresa,%'estatement'of- the- .eaX"nings .... 
per share (EPS), Zepp. maintains. This alleged, error··was undisputed 
by ORA. Once the error in Consumers: Water data.is. corrected, the 
estimate of historical EPS for Consumers WAter is .7·.66%:,.··.not .0.54%;,. 
as was shown in. ,ORA Exhibit.8,.. Table- &. ,Zepp stAted thAt this. 
single correction in data increAses. the' Average EPS, grow.th:-rate 
computed, by eRA in Table 6. from· 3.8'3:%. to 4.43%. .' 

zepp.also corrected an error in. EPS data for, a, second 
company, OnitedWater Resources o"Zepp' testified that ·data·used bye 

.oRA does not motch thot reported in· United WAter's annual :reports,·,· 
or in Value Line. United Water has had: several s.tock·splits and 
recorded a substantial drop in eArnings in 1981. He determined~ 
that correct data for United Water Resources indicates ... past EPS 

growth of 5.50%,. not 2.27% as computed by.ORA •. Wben.the· errors in· 
EPS data for .both companies 'are corrected·,. average h.is·torical~ EPS 

growth for.·. the. ORA: sample of 12 water companies: increases' from . 
3.8'3'% to 4 .• 70·%·. , .,' . ",'. I' , , 

Bdsed upon the correct.ions- J.n;, EPS growth', Zepphas., 
revised the growth rate range selected by Brooker ·to make-. his, OCF 

ROE estimates.:. Brooker had selected ,a rAnge- .of 4 .• 0%. tQo,·4'.5·% 

growth. In Exhibit 21,. Zepphas shown .that both, average: EPSgrowth: 
of 4.70% .andaverage dividends· per share- (OPS)· growth, of ·6' .• 9'4% are ,. 
above' the" top of Brooker's range, and none-of the .growth,·rates is. 

as low"as 4 .0%. Brooker's sma:llee.t· estimAte' of average, growth. for" 
the sample of water utilities is his estimate of sustainable growth 
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of 4.17\ ... Based. upon this correcteci:data,;·'Parkl'insists',.:·,estimated: 
qrowth, and thus equity,coat'8stimates"mult: be: increased,.,' :." 

, zepp' emphasizes' that. the OCF.', model needs current:> dividend 
yields .. to .. compute.oojPo (dividend yield-: at; ,time of:.purcMse',,-,. and 
notes. thdt ORA reported estimates of. ,the cost .. of equity for·; Park ·in 
September 1990. But there. was not evidence, regarding stock,price.' 
movements and changes in dividends ,paid during.Oct~ber.and·November 
1990. Zepp upclated the three-month· dividend yiel& to; base-' it,on ,'" 
the most recent: three-month period ,- September·throuqh,November 
1990. This upclate increases- dividend yield, and" therefore the ocr 
estimate of the cost of equity, by.,more'than 3& basispo.ints., The 
current dividend yield (DO/PO.) increases. from· the 7,.52%. computed by 
Brooker to 7.88%, as shown .. in',' Exhibit 20" page 6.. rurth~ore, the 
DCF equity CO'st est1JrlAte ,wO'uld . .increase, more because' the.' 36 basiS 
point increAse in current dividend,yield would· be mU'ltipliedby the 
growth rate to' estimate current dividend yield. 

The company also notes that ORA has made certain 
subjective choices. in performing. its ocr analysis which~are::' 
inconsistent with similar choices it. made both· ,in.:.(i·)·its~risk:, 
premium analysis in Table 8 of Exhibit 8 , and,·e ii) estima.tingr OCF. 

equity costs for Azusa Valley Water Company severaL months " ago. 
Park cO'ntend.s th4t if ORA's choicee Are modified to:~ cons.i:Btent, 
its OCF equity. cost estimat9swould increase and s.upport the 
company~.s requested 13 percent,. equity,return. 

In support of the above contentions, PArk: ar9"1es .. / as·, 
follows: . ">,, '.~ 'A: 

1. . The' Method ORA used· To Estimate- Growth· Rates· For Its 
Equity Risk Premium Analysis In :rabIeS o:f .. Exhibit ·S.Produces" An . 

IncX'eo§e In ocr Equity Cost Est:i.mates •. 
In cO'mputinq equity costs· for his.RP analYSiS, Park 

observes, Brooker gave weights of 25 percent to EPS' growth, 25, 
percent to OPS qrowth, and 50 ,percent to his. measure of, ·sustainable 
grO'wth., That. weighting' methodwou-ld.:produce- aqrowth· rate: in_,the: . 
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Dcr analysis·' of, 4.7S%., ,which .exceedS:: the ;4:;.,,0,% to-": 4 .S:%,:OCF groWth ,:, 'j 
rate range· adopted. by, Brooker, to- compute ''l'able 7'~', 'l'he.;-: 4:.78%,· growth 
would' indicate, an' equi tycost ,of l2~ 60S%:, (7 ~'52:X'1(~ O'47'S'):'plus 4.78, 
from 'l'~les. 5 and' 7 in, Exhibit 8'. 'Thus""thesingle-':OCF';;estimate ,of 

the cost' of equity (12. &6.%)" would exceedthe'rang0 of, ,coste;', ,hown"'" 
by Brooker' in 'l'able -7 (11~ .. 5J.:%. tol:2'. 17%') .. : ,·Moreover,· this 1~~ 6 6-% ~ < ~ 

equity cost developed by z.epp, does-' not 'include corrected',-EPS:- growth 
and updated- dividend yields..· If th08'e'were included:,': the"~equity< 
cost would: increase to 1J:.07%-,as...s.hown'in'Exhib1t, 20;,. page '10:. 

2 • Br021ser Chose To Use' Growth' Bates In The' Company's 
Case Which Are 75 Basis 'Points' Lower Than . He' Selected:' For"'UseJn 

Ih~ A~Y&LVillev;. Wo.i&'-c.21l'pcmy; , Co",« When The So.me Ev..iWmce QD' 
Growth For Each Utility Was Use~n Both Cases. 

During cross examination of,'· Brooker, Park introduced 
Exhibit 18- which showed, that Brooker relied upon the same': data on 
growth in EPS, OPS and susta.inable qrowthfor utilities in, ,both/the 
Azusa Valley case and. this proceeding, .... ,' In both, cases ,B'rooker 

determined, that those measures o,f growth were appropriate ,to- " , 
compute OCF equity· cost estimate. ·In,Azusa" Brooker determined· . 
that an appropriate qrowthraterange:to use to make OCF··equ'i ty 
cost estimates was 4.75% to S.;2.5.%:, ,while in this.. proceed1n9~'he 
chose to- use a range of 4:yO%"to ,4.S-%:y ..," ,:':;,." 

Had· O~ consis.tently' used'the4.75%· to:' 5-.25%· growth:' 
range, its conclusion with,respect'to-:OCF' cost' of'equity'for/,a, ,';;', 
typical water utility, would.' fall~-' in'the range': o,f:' '12'.44%·'to' 13.16,%, 
which includes Park's request of 13.0t. :' /'.' .. -, 

.'. Park contends. that the 'increase ' in" equity'cost"cestimates 
has occurred because increases in, dividend-:yields, ind'icate:.that .the 
cost of equity has increased.· 'Bl::'ooker',stestimony~ .:the.company'· , 
maintains, indicates tha tdividend' yields. increased"by'7 6 basis 
points. for three-month yieldS:, and: by' 68:' basis.' points) for six-month 
yields,between the periods ,heused'topreparehis:A-zu'sa:'testimony ,.: 
and his. testimony in this. . ,proceeding • The' same' ,growth" rates, , " '.' 
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combined ,with, higher dividend;, yields,.indicate"'that':.the:: cost of:' ,: '," '~,: 

equity has increased; however, Brooker:' reported ' OCF equity cost, "j c,;' 

ranqes:,which were virtually';1dent'1calin eaChl'CtlSe~" ,In',Azusa, he 
reported· a, range of 11.72t. to; 12. 36%·,,·while',in,'.this proceeding he'~< 
reported a'range of 11.63%,.tO: 12~36·%". "~I .,,' ":"'.~",:, ':',': 

Park concludes that ORA ignored objective changee,',in"the" 
cost of equity revealed in financial; ,markets, 'through,)changes"in. :. 
dividend . yields ; and.· it chose to maintain' the same DC;:' ,equity' cos·t ' 
range by' selecting a different rangel,o·f,· growth rates,',to compute the 
OCF estimate: in/each case. ' . 'l,: .... 

The company also-·· argues· that' investors, expect sustainable 
growth from sales of stock as well~ as~ from, retained,:earnings:~' zepp 
alleged that ORA's method of estimating sustainable growth·,·is 
incomplete, because it recognizes. only" growth from.· retained 
earnings. The other sou'X'ce' of qrowth;' occurs , ,he' contends~, )when: a~ , 
company sells new shares' of, common stock 'at prices above" book; .:, "." ", 

value. This premium above book value- per share increases ,the book 
value of shares; hence book ,value growth occurs. Ancl",to',the extertt 
that investors expect a utility to' ,issue new s,hares· of common. stoc'k 
to maintain a balanced capital s.tructure,' thissource'- of ".J :' 

sustainable' growth is: alsoexpected-. ,', Beeause DAA' has ignored:~ this 
potential book'value increase~' Z,epp g.tates-~ it ,has, biased, doWnward. 
the estimates-of the cost o,f·' equity, facing water utilities,.:zepp 
computed., this. book value' grOWth which>inves.tors-. can expect at· this .. 
time to 0.55%. Combined with the, ORA' estimate' of. qrowth.':in" 
retained. earnings' of 4 .11%-, he projeeted, what he'deems: a:' more 
complete estimate "of sustainable growth ~to be 4:~ &8:% for."the' s.ample, 
of water utilities. ~'.'. f ",., 

·When·theestimateof·sustainable9'rowth~calcul:ated.by 

Zepp. 'is included in the'OCFanalysis., the' ~quity,cos.t es,timate 
increases. He demonstrated' in: Exhibit"20; that, when.: eombined'wi,th: 
the corrected,',EPA growth,' the updat:ed",d'ividend. ,yield.s,.;,andthe 
metnod' DRA'> uses to wei9ht: EPA, DPS'and; sustainable', 'growth,;.:-the' 
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revised sU8tainable growth. indicates·,that .. a·/typical;:water,,.)utilit:y\,<, 
faces' an eqllity eost.,of·13·-33% .. /::.·" , .. '\ ..... :. ~>, .'/ .. :;,~':;;; ':':'.r: \"::~ .. ,~ 

. 'Brooker computed the qrowth'~component:. of· his DCF;':equity;. 
cost estimates .. as a "weiqhted· .. averaqe .. o.f three.·9'rowth~estimates:).' ':: .. 
25% to ten-year historieal growth, in EPS, 25% to" ten-:-year.:. ~:,,; . 
historicalqrowth in OPS·, and 50% too.. ten-year, es·timate· :0£ 
sustain~le,.growth •. This averaqe qrowth rate is. tl:l.en:added to. 
annual dividend yield to. get the respective annual equity.·eost~ .. '" 
estimates." '!'wo risk premiums. are computed. - one the;: premi.uDlc; above· 
T-bond rates, the other the premium above. AA uti·lity~ bond:.ra:tes.·.' . 
Equity cost estimates are forecasted:by,combining,the estimated 
premiums with forecasts of· 'l'-bond·rates· and AA utility bonci'rates· 
for 1991-1993. . , .'.:: .. : .... ;.; :.' ;' 

In. Exhibit 19 the- company,has demonstrated.-: .. the.importance 
of the weights.' given, to various growth· rate·estima:tes.·u:sed, to~·.·.,· .. 

compute equity costs in the- RP':analysis. The-exhibit shows that. if 
equal weights. were given to each measure of· growth·,·i.e .. 33% each. " 
to- EPS, DPS, and' growth: from ·retained· earnings, the, ROE/range would 
be' 12. 72%, to 13.03%. If past dividend. growth were: given-,the--; 
greatest weight, the ROE range would be from l2. g·O%. ,to.. l:3 •. 10.%. , ' I.f,' 
past EPS were qiven the most weiqht"the ROE. range ,would,. be· .13.32% 
'Co 13· .. 6,2%.. 'l'hus, each of these w~igh.tin9,methods. prOduces:' a'· range 
of ROEs which includes the- 13-% ROE requasted.·. The weighting, 
assigned by ORA arbitrarily, produces .. the least ,possible., estima'teg..· . 

of the cost of equity, Park emphasizes.' . 
.. I ~ ~'''' \ I 

Zepp also performed''''' measur.ement· of the risk of wa,ter.·,· 
utilities. based upon the capital asset pricing- model (CAPM).: .The., 
risk index is called "'beta" and. the CAPM is based· upon" finance., 
theory." 'through :beta estimates .for: qas, electric,,·cnd,.:water 
utilities, as demonstrated. in Exhibit· 20, ·zepp- has purported. to:' '. 

show that investors view these utilities· to: be:.equally risky", .. and.,: . 
that the cost of equity facing-.:a.· .typical water.utility .. exceeds:.13.%.. 
He stated thAt~Park. expects·. to .. issue neW', debt .. ,At an ,eff~ctive. co.st:· 
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of ll.20%., whichis'very':.elose to..::the cost','of:debt":it, incurred in 
••• '. p .", "':'. ".:' "., " I ""\ " ',,". ' ",' .' ,- '. /":", ",: ': . 

1987 when its last debt issue was priced. The witness noted that 
ORA's recommended equit'y"~return of rI)~7""is,only'"SO::"basis' points 

, " ' " ,", • I' ' • " ,"'" I I 

above the debt cost. 'He maintains : th~t ,thi'e mQAger, 'dif ference is 
unrealistic. Finally, he noted that ROE's for water ,utilities in 
other sectio~ of the country have averaged l3. it, wh.:i.l~:';those o,f 
Class 'A water 'utili ties' operating: 'with.inC'ali'forniahave '~en ' 

, . ' " " " . '., ", .I,: .I~ \: ~ 

12.25% in several instances~ 
1)isCu~sion' .:., ,'L ,':' ":, d 

The company has pres~nted'>throuq}{E;videnc~'~'~ho;i~g that 
" '.. ,'_ ,", ':'. , . (' . .~.. " . I' ..... , :":"'.,' ,,' :_, ': '" r ,,,' .' \."~.t.,(\:"·,;,~ !~f:; ~'.: ." 

water utilities are just as risky as energy companies, an 
. : ;' ,.,' 1 . ,~' , ' " - > I • .' ! I',: ~ '" I ., r I ': I. • \ ",; r ( , "' " I • ,-' ~ " 'i: ; ,I \ 

independent risk premium analysis indicating that water utilities 
• ~..' • . ' ".' .•.•• • .' . ~ • ~ ." : i - • '",- i'~' ! : ; ;. c (c. '. ..~. ,- '," -': 1 2 ~'.'" "', ". 

require an equity return in excess of 13 percent, evidence 'that . 
waterutili.ties in other parts of the United States are ':~~thc;'~ii~d" 

• • :. • , ,'. . .' I • ", ~ • ,... : ? • \ I "". 'I .~ _ ~ ,.' )'. ~ "1 .:: ,-\: <-

equity returns averaging 13.1%, and several company-specific 
• , ." , : ' I', • • ~ ~. ~ "".." r "I ' • " 'I ""j , .1 f, ,. . I 1\ " ) .' 

estimates indicating that Park has ,an equity cost above 13 percent. 
"Park has also' noted that "iarge 'energy U:fili'tieS: ~ in:' ~ .. ,'; , 

California ha~e requested ROEs fo~ \99'1 app~oaehin9·13~,'7S%'~·:B~t· 
these companies h",vebeen ",uthori~ed ROE' 3 ab'out' th~ 8",nie \~8 :those . 
allowed duri,lg 1990, approximately 13'%.. "Marketb~sed ris'k '~~a~~~es 
presented by Zepp indicate that the risk' faced by invest~'f:shoiding 
water utility common stocks is' jus{ as high a~tha't of )thb~~'~' ,-

• i 'J ".', "", p '.1 

holding energy company stocks. Indeed,'by most quantifi'dble purely 
f ina~cial risk measures ,such as OCF /RP analyses, P';:ik ;'s' i(;cIu:e~ 
for a 13% ROE appears justified •. it is 'b~c~use ~f'this ,,:" ,': 
Commission's"perceived lesser busirie~5 ri~k fac~d by'~ater::" "::-'~:" 
utilities o~rating within California that ROEs 'ha~e';~;~ h~lci '. ,H 

below th~s~ authorized the energy ~tili ties. 'Tho~'e 'ha';e ~~~' " 
-T' "'. ,! ':) I '.1 

recited by Brooker, i.e., 
.. , \ 

Water a renewable resource; (I.. 
.,t,:, ",',' l . , I', 

1>- ···Minimal threat -of .customer bypass i, .: ';";, . '": 

c. Allowance of construction work in progress 
(CWIP); 
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", .d., , Allowance,~of,up to:'So.%. of,:~fi.xed. costs,' :'<',r.'", ,.~::; ::,' " " 
through service charges; 

. • '"... " ' " • ,,:" .. ':" • ~ '.. ' ',,' ,'* '.' .1. • ~ ,';. ;":', ) ',(' 

e.; Expectec:l,·reduction in risk·,from"the impact,:;(:,;,,:: " 

~;c~~~~~hI~' I ?;~'~~l~~~~~,~nt,i,ciPat~~ , .',; '. ' " 

On the other hand.~ with respect to business risk, 'water 
~tilities do not have sales 4d:justIllent .'~echanis'm8, and.'facethe " " 

ever present threat of cond~~ationo.· 'if, ~~urt'~ provid~ ;f~ir ' 
compensation in the event of condemnatio~" the utility"i5",~i ris',,' 
when it reinvests the proceeds of a condemnation sale.." 
Furthermore, water utilities generally have ~ smaile~ r~tio of rate 
base to operating expenses than en~r9Y uti'lities, which' me~ris ~h~t"" 
the ret~rn on common equity is more l~veragedf~r wate~ u~.i.li:ties 
with respect' to expense~ than it is f~r ener97,.~tilities,o." 'water' , 
utilities may have to makemajorin~e8tmontsto'me0t '~~ter quality 

• • '" . ,'" I 1· ., •••• " j, \ 

standards ,under expected ,new 'EPA reqUir.ements; and'these large' 
investments c,,"n Pose a major risk to sm~ll ~ater ~tilities 'having 
limited acc:e'ss to' fina~c'i:almarket~" Thus, even i~ th~; 'area of 

business risk there are considerations'~hich, ~hiie ciiffic'ult ~to ' 
quantify~ ,and perhaps ~ot as defi~ite 'as 'those dited'by'DRA"J~t'ness 
Brook,er, maybe significant depending' 'upon the ,6ir~wn~t~ces " " 

.. • • • • '. ' • , " c ." • ' , • ' • ~' '. • ',.' ; .. • \.' '" • .,' '.' I ": 

s~r:round.ing the requirements facing a paX'tic~lar compAny. " 
We have often st~ted' that we deem' water ~til!ties'''le~~ 

; ", \" ", 

risky than 'energy utilities. It,'wo~ldbe'inappropriate 'to alter, 
that general observation based upon the record ofa single' ,,, 
proceeding. This is esPecially so at 'this time' ceea~seof the 

, • . • .'~ '. ~ .. ' , . , " 0" , "', " ,'~ .' ...• " < 

impending-conduct of hearings i~:i:.90-il-033, the generic ", ' 

procee~in~ i~whieh operational; ~i~~~. ,~th, fi~~~:~e~'~,~~ci\,~~~/~n~.~~ ,;,,~, 
of water utilities will be thoroughly considered by the,Commission. 

We are persuaded after consideration "th~t' 4r(~'~pp~op~:i.at~~' 
" , .' , " .' ." ~., }'" 

ROE for p~rposes of this proceeding will be 12.00%. This will 
balance the financial risk considerations discussed"above with what 
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Park contends,. it has ,established.: that j,ts actual,.medieal:,)premium.-':: 
increase' for·;1990· was' 34 .. 9%',· ·and ... not, 17,.4%.' '.,' ""'.: .:.·:;~i, 'J~):~"', "'.".(;:-~' .. 

In August 1990, Park increased fromr SO%-,·to, 65%:-:the:' '<>" 

portion of its employees" dependent .. coverage : premium: paid by the 
company,. Park had surveyecl the "benef1tsofferod",by five: Class' A. 

investor owned. utilities in southern California ,and ". found· ,that· at. :: 
SOt, Park' was,. well below average.. Exhil>it1S eontains, this::. . , .. ' 
comparison •. It showl5··the amounts,paicl'.by company and:.employee for.-. 
four Class A water utilities requlated,by this Commission~··"~The. ',' " .. : 
mnounts paid·-by. Park compare favorably wj,th,those amountspaid:by~' 
the other utilities. Of the ' four .utili ties, one' ·pays -100%.:0£ a(;,: '-: 
dependent's medical insurance, one'pays,8-S%, one pays.6,0%,·and,the·,' 
fourth pays a fixed amount per month. 'Park pays 65%.. To reflect'·, 
the' impact of the change in coverage occurring, in August·_1990;'·· <" 

Park'S estimates of· its. medical insurance, costs include an '. 
additional increase of $13,400. . .... ::. <:~ .:,·~l.·· -'. 

Branch."s witness testified that his estimate ,of 1991 
medical insurance expense is $'188·,8'15·, the,·total .. ,amount.:prior'~.to··· 
recharges;. hence ,the difference with the amount shown' on·)Exhibit '." 
25, Page 7 of $169,300. Thus, Park argues, Branch's ,: estimates "." 
include only about $5,000' in 1991: and, $·10', 000 ,in·1992, to' account .. '" .­
for the increased percentage of clependenttpremiums paidf::by:Park~: ' .. " 
Discussion) .:, " '", .. :' < .. , .. ' ... 

The evidence clearly shows that for. policy·year',·1990-199·J;; 
Park's medical insurance expenee' increa.sed· .by 34.~9%., and~:will be 
further increased.by $13,400 .. due'"to., the po·licY'.,change. concerning;.:.·.~ 
dependent. coverage • . Moreover, . the· increased; dependent. coverage :. is,:. 
reasonable . when considered,' in .. light of· .. coverages·',enjoyed'.by .",' 
employees of other Class"A water, utilities ... The· ,company's,',::: '.: 
estimates of medical, insurance costs ,are: fair. and.·· reasonable. and.·. . 
should'be ·adopted •.. " .. : .... -- . .. ..', :".. '. (:; ," "':' . ,.~ 

-.," 

1,'" , •. ", I 
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increasing 'medical. costs and the: fact·.:that ; the : company,': sr::c laims.: , .~:,':: 
experience had been very. high:: (claims;,exceeded:premiwns·.~cluring·'i':.::;:·:, 
policy years '1987-1988: and 198:8-·1989) .. ·.j·~ ,'::" '.,. :'. ;";,: 

.: Branch. introduced.·· Exhibit':;· 1 Or,· ',purporting,::to, ". shoW') that .. :· ';: ')C; 

Park'8 employees· selclom usePPO' ·facilities' .. ·.''rhe exhibit,; shows' that 
during the rating perioclMarch 1',. 198:9 to March: 1,: 1990:,Nemployee.'· 
claims at PPO .hospitals amounted to- $4',510 out ·of -$14S,OOO~· in"total 
hospital claims-. However, the exhibit:'does' not ,,'show : whether these'> 
claims' 'relate to the seven-month·period when the PPO plan;-.was:: in-·-, -
effect,. or to· the five-month periocl·.prior. to· institution of the:PPO 
plan. Nordoes-,theexhibit provide information. concerninq 'the ..... u8G' 
of physicians, dentists,·- pharmaceuticals,,' or.any :-other:;non-hosp-i tal 
providers by Park's employees,. nor'-'does-' it show which o·f:.the listed 
non-PPO: hospitals are' in -Montana, ,where Park'~s:insurance company J," 

does not offer the PPOplan-. 'rhe-' exhibit- cloes: not demonstrate . what 
it purports to show. '. , . ,-.: ,. . ' :. 'c, 

Park.believes it has taken~;every reasonable",step to 
encourage its 'employees to use'the PPO option .. , > Meetings;'have been': 
held with employees at all of the,company's.divisions:':to explain.':>: 
the plan ancl· its' benefits •. Exhibit 13,.'· "Highlights.:Of'Your "", :'. 

Travelers Preferred Employee Benefit 'Program" . deseribes·!the various 
applicable benefits and co-payments, and cJ:early'shows,·.,the. 
financial incentives for using the PPO option. The document· has," 
been distributecl' to all. employees. ., ",: ': ' . ,<::' 

.,Puk argues that· Brancn's"use- .of Exhi:t>it",9, A,which·,shows .. "< 

that average annual medical; insurance.premiums increased by 17.4%.,.: 
should. be ,d.iscredi tecl,:; for purposes: of·. this ·proceecling'·,because:.;,i t ;,' ,:;; 
relates only' to . increases"from' 198'9'. toe' 1990" for :the California\.; : .' 
Public Employees' Retirement System, which, ,covers tens'i perhaps 
hund.reds· of::thousands, . of state . employees • 'rhus/'Park sU9gests,. 

the group plan can spread costs and average experience·:over.:a',·, 
larger base, and it may be quite meaningless to compare the premium 
cost of this large group plan to Parkis medical plan. Moreover, 

- 4'1 
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Portions of -employee".:benef:Lts expenae 7; are" 'recharged,·to'\ ' 
other capital or expense accounts· ·as is '" payrolJ;·~, -: Both. ~~'park·:and /,.::' ) 

Branch have. used. percentage'~ recharges' ,based:, on: payroll' :~expense ~, .' 
Although Park's and Branch's recharge percentages vary,sl:i'9htly:du& 
to the payroll difference, :both have recharged about 10% of,' all' ... " 
employee benefits expenses.. Thefollowing,table-,portrayS: both 
medical' insurance expenses, net of recha.rge~ ....;.;. ::'~ " 

~Braneh ' . pJ.fference .. , 
1991 S198:,6,00, :$l:69,300' ";$2'9,3:0,0::- . L' 

'1992, 26-5,200', , 205',100 
The .primary reasons for the' differences,l.are that: "l)::.Park·-::assumes, 
a 30% increase in 1991 and 1992, while Branch assumes-.'20%.;'-:llnd/;Z)·,,', 
Park increased its 1990-1991 premiums by the amount of its 
increased premium cost resultinqfrompaying 6S\·rather than SO% of 
its employees' dependent coverage premium, and carried that 
increase forward-to 1991 and 1992.: Branch assumed':thatits 20% 
increase included this increased cost~ 

Branch looked for a method of testing the reasonableness 

of Park's request. It collected in. Exhibit 9 thc)'percentllge 
increases of 22 health insurance companies. serving:throughout.', " 
California.' The average increase was 17:4 %.. '.Branch- allowed-- :20%. :.to 
cover the premium increase,., including 'dependent' coverage-.: 'Based'.:" 

upon the Exhibit 9 data Branch concluded that the companY'·$; request 
is excessive. Branch also urges that more use be made of preferred· 
provider provisiOns (PPO) of the company's medical'insurance. 
Branch unders.tands that Park" IS employees cannot be forced ":.to,' use ' 
such PPO, but recommends that Park encourage' ,its, employees and', 
dependents to participate' therein in order to 'save money~', '- . " 

Park's eurrentplan, introciuced- in August l'9'8'.9:,::.provic:les.' 
employees with the option to use PPO, and facilities.~ . Previous.ly,. , -­
Park-had a ,straight 80/20 indemnity insurance'plan •. _The i,company·. 
introduced the new optional PPO' plan' to: moderate ,an expected lar9'e' 
increase in its medical insurance costs due to the' combination' of .', 
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electedto .. %'equest ... the &·.3%: factor· .for 199·1 ,;'and its .. 5%r)eetimated 
COLA fer ,,199'2., . Branch.:as8erts thatPa:rk. should.·'~be awardecir-figures';' 
based .. on. Branch's" inflation, factors, 'because . its' request·-,·/ .. : . ,J .. ~. 

constitutes, a.rejection of~Branch.'.s·.:offer •. 

Di89-'8 ion ' '. ::' ' . .-. .. '~::-:,~" 
. ':rhe 5% factor used,.,by.:Branch is ·fair',and·re,,"sonable"·'in, 

these cil:'cum.stances, bec,,"use ,it is:~,the, increase,.projected.':at ',the .. ' 
time theapplic.ation was filed . While there is no evidence that 
the 6.3% granted. by Park· is not proper" it._ was not brought to the 
attention of the Commission.or Branch,until the hearing;: ~,and there 
was- ,no. opportunity-by Branch to validate or verify·the"escalation'· 
factor 'used'by Park. ..'.'.~"::' .. 

,j • -" • 

" ,,'" • 'I >' 

':rhe. methodoloqies. ;utilizedr'by Park,and'Branch . for:., ,­
estimating medical insurc.nce costs are. set forth' in' Exhibit ',25 I' • 
page ,S. ' ,. r 

Br."n,chhas used recorded 1989 expenses,divided by/an' 
average 19'8,9,_number of employees to get a cost. per employee;:., 
increased.that cost by 34 ~9%, (the actual '1990-199'1 policy ,year' 
increase) for 1990 and 20% for each of 1991 ,and':199·2',.~then"llsed an' 
average numl:>erof employees ,to arrive at its, 1991 and:1992 .. ~, 

_. .' ~ '" 

expenses. . ' .; -.: ,: "'-.'::: ' 
, " .. 'Park:used the following. method·:: ,it began. w-ith·the' .,1 ,,',;' 

monthly premi1l1M in effect for' the'1989-1990'poliey'year" reflected 
the 34.9% premium increase in,August for the1990-199l.policyyear,: 
added. $13,400 to the 1990-1991 poliey.yearpremium ·to reflect.':,,·>:,'.' 
Park's' .,increase of, the percentage of its employees dependent 
coverage,premium it pays 
increases in August 1991 
years, and.adj'llsted each 

nu:mberof employees. ' 

from,·50% toSS%-, estimated premium·.·.";'", 
and 1992' of.,30% .for the next.:two .polfcy-:. " 
year by. ,the·percentaqochange,.:.in ::'ave:rage "': ..•.. 

.,,,-' ,'j' 

•• ' •• t, ~ ~. :~. -'" .. : 
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V.. 1991 LAboX'Jscalation 
~ r' r' 

" , I,,:: '" ~ 

, .. ~ 

'Both Branch and: Park; in' 'arriving" at ' labor'·expenses":'for- "" ' , 
this proceeding ,have made estimates of, labOr escalation:," or;:cost-' -, 
of-living (COLA) increases for 1991 'and>199'2. 'Branch:-had~ , ,,',,:",­
stipu14ted to 'Park~s estimates'; however, the company 'revised: its ' ,: 
1991 labor ,escalation number because' it"-has noW' es-t'abl!'shed,:'its 
actual labor, COLA for 19'91. Ordinari.,ly,;' park's general: ~ratecase 
proceedings occur prior to, the availability of ,this 'in£ormc:t'!on.'- .. ' 

-The COLA granted Park'S: employees each year,,: effective' , 
January I, is- based upon'theannua"l~ increase.in the:regiona'l 
Consumer Price Index measured, through, October o,f, the ,prior year" as 
publi$hed~ by the United States Bureau of LaborStat1stics .. ,.' 'Based 
thereon", Park granted· a &.3-t:. COLA to' its: employees during ':1991-. 
While Park is a non-union 'company, and: ,not obliged to; useo'the: COLA', 
formula by any union contract, it believes the formula',used 'is~' 
equitable and prudent, and that it ',tends to reduce 'the "amount', of 
employee turnover • 

. A memorandum, from the Economic' Branch,dat'ed)' November"2'9-, 

199:0 addressed' to· Energy and Te'lecommunications:'Branch'Managers - ' 
ORA; contained.: escalation factors higher ·thanthose used7:bY'Water' 
Branch staff a Commission Adviso:r:y,and ·Compliance Division'{CACO'.) 
branch,' which, in turn were extracted. from a memorandum>.:i:s'suec!::by· 
the CACD dated:· September 19·, 1990,bdsed on AugustORI' forecasts'. 
In most cases the labor and: non-labor' eseal'ationfactors: ',contained'" 
in the· November 2'9 memorandum are higher ,"than either' Branch' s'or·"'· -. (.: 
Park'$ figures. The factors in the' Energy and' Teleeommun'ications" . : 
memorand.um· were subject to anad.'j'ustment mechanism. ' "":: '" 

Branch offered: Park achoi'ce:'-Park could'elect> to.ul<:e',' 
its predicted 5% labor inflation factor, or it could elect to use 
the Economic Branch numbers subject to a true-up mechanism. That 
mechanism would review the yearly attrition filing and: adjust 
inflation for the recorded inflation number. Thus, the company 

- 38' .:.:; 



A.90-08-0S4 ALJ/LEK/dyk 

Discussion . '-.'" .. 

As stated, there is no dispute here regarding the 

accurAcy,of"dAta in either the Bro,ncb ;-or.' company ;developmente. The 
issue: ~is: methoclology.In this. regard, ,we should·" wherever,:> .": ' , 
possible, be. concerned primarily with· c.orrectnesS.of. :data and: '.of "", . 
the best. estimates ~sed upon, that.: data. It is, hardly. arguable : '": 
that specific data based upon actual circums,tances' :provide:ia bas'is .' 
for estimating' future test year~ that is more accurate: and".,: 
therefore, be:tter than ean .. be .achiev:ed from· merely escalating .1989 

recorded payroll expense by a general labor.escalation factor. 
Park's point is well taken that. for purposes of: est.:f.mating, 
appx:opriate test year data, smaller utilities present a .much~ .' 
different problem than do those. of significantly .greater~ .. size.·..,., 
This is- so simply because. of the much greater nwnber, of', employees 
whose records must be- taken into account when dealing, ,for 
instance, with a, giant energy utili.ty, or, even with a very·-laX'ge· 
Class A water utility with many .. districts. , . . ... 

Park's Central Division work force is a mere- 4.0' ,',., 

employees. 'l'he company is able-to<.ascertain- and monitor .·the 
precise payroll expense incurre(l·,·in .. connection with-, that:. force··. with 
little ,apparent diff,iculty .. Wh·ile Branch's methoclol0<T,("-considers:, 
19S"9ciata per se, it dOi~S not qiveappropriate effeet .to payroll, '. 
increases which occurredcluring the latter part,· of 19:89.' •.. ,Thus" a· 
merit .increase granted at the, middle' .of ,19'8:9: is included:in,the 
year-end, 198.9 analysis only, to the extent, inereased.earnings ,~ 

occurred . after the middle-.of the: year,. But the- more .appropriate, 
measure should consider the ~,of· earnings, in existence .. at the·· 
end of the year, .if ,increases are to be· projected,,£romthat:dat~. 
The company's,methodology does, this, and should be- adopted. 

", .' 
, .. ', 

1._ •• 

., } 
", , 

".' '," .,1 

.. ,,', 
,., ' •• '.,~ ,J 
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Park maintains ;that its. payroll ;,expenee'~:estimates 
properly 'give'.full· effe~tto;,merit increases:occurring:;in.:.1989 and" 
1990" and· will continue to occur ,in', test. year~:,1991. and(~1992',... It,,' 
has done,' this by basingits.·:estimates on personnel. salaries:and .. ,' 
hourly wages as of January 1, 1990 and making adjustments for "merit 
increases, employee retirements and their replacement by lowe;r·,paid 
employees., and escalating these figures".to .test years ,·199.1 and 
1992.. , ' '" '. ,; " ", ',') ':, . , '. , 

The, comP4ny maintains, that, s.inceit, grants:;merit" 
increases to ,employees at variou8times ,throughout·the'.~year,.:, ' 
including the , latter half ·thereof, its. recorded 1989· ,payroll 
expense does not reflect 'a full',year':s'''impact.of increases granted,. 
in 1989; thus, Branch's method of merely escalating recorded 1989 
payroll does not fully reflec.t· 1989" increases. 

Branch insists that by escalating Park's 1989 recorded 
payroll expense to the test years, it has properly accounted for 
merit increases occurring in 1990 and which will, occur in"-.,1991 and 
1992. Park contends, however, ·that',:Branch's method ignores·,:, 
specific changes occurring during 1990"and which 'will occur; in 
1991 and 1992, and that Branch~s method assumes that'increases in:, 
payroll'expenses resulting' from merit·, increases in, 1990" 199,1, .and, 
1992 will be offset .exactly by' decreases in" payroll expenses·", 
resulting from retirements of employees and, their replacement·~by, 
lower-paid employees in· these years. ' " 

,Park· notes that it employs only .40 persons ',in its'::,Central 
Basin ,Division·,. and can therefore make ·detailed estimates,.of the ..: 
timing,and amount of projected merit increases ,and the exact: 
retirements and replacements. occurring." .. '.:~ "., 

Branch argues that. its methodologyl"used in-connection 
with all Class·Awater utilities" properly used: ,employee salaries 
as of. January 1, 1990, and estimated' overtime, cost of ,living.­
adjustments, merit increases,. employee replacement,- and "the cost of· 
an additional employee. . : .';: :., .', J, ' 
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'Branch 'concurs' with~,the company.that···.i:tis, desirable to 
have a 'full: sized'automobile ':. for use ·:.in~,company: business; I';!which(':~::·:·': 
will involve··primarily. travel:' .within·,the Central,::sasin: service. area 
but will also entail trips to Park,~s:other subsidiary service:::· ' .. " 
areas •.. 
piSCU$si9Jl ' ". 

After' conSideration, we believe that a' cQst~-:'allowance·,·of 
$l9,000 is reasonable for purposes of this proceed.ing. We base'>:' . 
this d.ecisionupon the·· convincing-testimony of.the"company witness 
that the' Ford. 'automobile will: provide greater ,safety,.:->as.well as 
better fuel 'eeonomy than ·the comparable' Chevrolet,- and' 'upon'" the· .. 
witness" more specific testimony concerning current prices.: .. 

IV • ;eayroll . Expense' 

. Park' and Branch differ concerning respeetiveestimates'-'of 
Park's payroll expense in test years' 199:1 and.' 199'2".' -Apart'from the 
disagreement'resulting fromvarying.1991'escalationfaetors< 
(discussed" in Section V below), this, difference:results-from .. the 

use of dissimilar methodologies by branchand·thecompany~ ;Sranch 
has used a general methodoloqy not specific to Park, while 'Park'has 
employed a methodology which incorporates the :speeific facts 
applicable' to the company." ,J "" " ", , .... 1':" -:. ".~ . . 

In arriving at its estimate of Park's' payroll'~for1991",' 
and. 19-92, Branch has escalated the company""s' 1989'·'reeorded payroll 
by its labor escalation factors~ This. results in lower estimates;,::' 
of Park's· 1991 and, 1992 payroll expenses, Park contends, beca.use'it 
does not give full effect to· meri t inereases: occurring"throughout '"'" 
1989~ i.e., 1989 recorded payroll expense includes only·a partial 
year' sexpense at the higher figure. . Further f" 'Park maintains- ,that' 
Branch ,. 8 method does not· properly' take; into . account. meri t:. inCrQa88S 
which have occurred in'1990, as··wel1as,'those; that:wiJ:l.occur~;in 
1991 and 1992. ',.:-.: ::;" ..... " , 
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involvement on 'the-~part -,of, ,Commissionnpersonnel,;.· ,,;' ''rheccompa.ny.:~has'( ') 
presented,':a.dequate- evidence 'in support· , of··. its"'porsition;·,thAt 'these:: '~' 

routine expenditures will ~be· accomplished in: 1991,;and<1992 ,':and .. ,::::: < 
that costs will approximate $4'58:,000 in 1991 and;$404';..OOO!:in:;1992'.::~, 

;, J.
c 

., ." i ,. , ; J~' • '; ,"' • ,,', '!" "..... 

IXX. :Main Office _. Au,tOlDObil~:·' 
~ .... , ~. '. I ... ~~ 1 I 

Park-hadoriginally'sough.t, .$25<,000:in·,,1992 Main Office.; . 
plant Additions· for a full-size replacement automobile it:'intends ' 
to purchase in that yeAr. . It subsequently reduced this·:.,amount to" ". 
$21,000. Branch recommends that the compAny be··allowed>$16.,OOO·.in.·: 
rate base' for' this purchase •.. Branch's. recommenda.tion·.' is ,based on·, 

its opinion that Park CAn purchase a reasonAbly sized passenger".car 
for $.16:iOOO,and its belief·that full-s:ize- cars·fail .. t~.,meet 
certain. federal gas. mileage" standards and- are·subject.:tO"-qas-, 
guzzler surtaxes. Park'presented evidence. that the'<American:' 
automobile it intends to purchase,:a Ford. Crown .. Victoria.:, ·currently 
meets the federal 9as mileage standaxds.'·in. e££ec.t. regarding gas- .. ' 
guzzler ~utomobiles, and' therefore -is' not, subject, to:, the' gas-,' 

guzzler surtax. . . ~ , ' 

:, 'As indicated by:the testimony, Park's decision .to,.· .. ~.:~. , .. ' 
purchase-the full-size Ford CroWl\',Vietoria: is ,based·upon'·its, desire 
to . provide safe and reliable o.utomobile5to· it5employee~.: '_:'l'he 
company. witness also s.tated. that numerous quality problems have~: 
been. experienced with the Chevrolet .Caprices presently_.provided, its 
employees.· J.ordan. testi:fied 'that'the.,·Ford:· automobile has' a~, 
heavier, stronger frame, :but >nevertheless provides-"better fuel",· 
economy than the Chevrol·et.· Caprice ~ . ,:' ", .,' _ '., 

Jordan. tes.tified' .that :.he had' contacted- the:.'Chevrolet 
dealer· with whom. Park· has been'doing business,. " and.' was;, .. informed: .. :';{~<: 
that the sticker price on a <:aprice is about. $lS,.OOO,i· .. e.':::'out the 
door'" the price would be ·.$.17 ,.000: to $19',,'0'00~' He" was told~: ,that an, 
extremely basic, stripped down: ,no frills· mocielwould.coet:. $1.7,.400:.,' 
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construction ~:'of:' reservoirs', . : and'~,an. ;interconnect.ion::between-,the~ .. :)\ .• :' .:. 
utility's ',system. 'and·: one. operatedi':by '" .. neighboring:.municip",li.ty., ",: 
PArk arques'trut.tboth decisions required.;that,the utility~:file', , .. :: 
",pplications,:or ,advice letters becauee ·,they were major . pl",nt t. 

additions and of such substantial financial cost ($4.5 million) ae 
to be considered extraordinary. 'Park .·asserts " such is not the case 
with the backbone mains involved here. Evidence presented by Park 
indieates that these backbone mains are .. boing ,constructed in the 
usual course of business; and' they are part of ",n,'onqoinq master 
plan prepared by the company to alleviate water pressure' and:' flow 
problems and-provide -adequate ·fire flow., This,ongoingcplan.has. 
been done in. various s.tages for eeveral.years,. and,will,continue 

beyond 1992'.' ',' .. 
. . ,Branch also recommends against inclusion o£··thet:costs 0,£: 

the backbone mains. because it is' not, satisfied that they: Mill '. occur 
in 1991 and 1992' as scheduled. The Branch. witness.also.:stated'that 
he expected it' WOUld"take about nine months.': for :.Park, to complete. ' 
each of the 1991 and 1992' backbone mains· .. · '. HowevC)r, I Park'witnes!5' 
M4y testified itW'ould take about three- months for. the'; 1991 ' 
project, and. about five to six months for the two projects': 
comprising the 1992 cons.truction to be- completed.. He stated that 
the 198:9~'work on Studebaker, which.just preceded, the 1991~~pro·ject', 
was completed'in about seven weeks.,~; and. extended more. than~;a' ·mi·le,: 
compared with the 1991 proj·ect which'will extend,3,OOO"feet.\,;'May , 

further testified that there' ,is a· proposed construction·, schedule " 
for both the 1991 and 1992' projects:,: commencinq. in. February ,·1'9·91 .. 
and 19'9:2, and 'that as' far as.· he can: recollect ;.the company,' has.·. never 
had any of its capital expend.i tures 'in CWIP.· ..• 

. After consideration,. we will allow both projects in the 
company's Utility plant as. proposed by.·the company.:' .This: will 
avoid a:ny unnecessary adverse ,financial :impact:5. to PArk.' clue,to ', .. 
delayed~· inclusion, of the costs in rate.base~ It will":· al~o;obviate:: 
the need for 'unnecess4ry admini.strative,expense' and. staff \ 
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:; ~Our ,adopted.: capital ratios',;,and: "cost: factors ,;:.:\~res.ul.ti.n9';: in,; 

authorized rAtes of return of 11.80% during ,the"twC>;~tf)8tyear8 ,(,,; ,,', 
1991/199'2 as·-.well-,as attrition, year" 1'9'93'" result in interest 
coverages-of 3:':73xduring,:'199.1 anc1\:3~.35xduring :);9'9'2/);9'9"3-:. :,";' 

'In .its brief the ,company, included a presentation. 'of th&,::' 
effects on gross revenues. at proposed<rate of return of, ·the'I.various: 
amounts' at issue .. ' For c1ifferences;' in Operatin9' Expenses,..: 'Taxes."; ';,",': . 
Other Then Income,.. Income Tax, Deductions" and· Depree-iation,:.the ' ... ,:~ 
effect is 4bout equal to, the amount' at"i8sue .. ,For 'differences in 
rate base items.; the effect, is about17tof the.amount ·at:issue .. ,."" 
For differences, .in rate of return,. ,O.l%.of, difference: ,in rate· of: '. 

return 'on rate-baSE) (e.g_"'12 .. 0%. V8, .. ·12.1%)'results·.in about-.$ll>,:OOO·' 
c1if ference.· .in gross revenue .Parkfu-rther points out that -each,; : .' .. 
$lO;OOO increase in gross revenues-. .-results,in:-:an.·increase· inn.the·' 
average .·bi-monthly residential"bill of· about $O~. 03',. : ,.',': 

, :. 

XI.. Utility ':plant . - "Backbone­
Distribution Mains oc •• . , ."' 

Park hAS inclucled. 'a total of: $4SS",O'00"'inutitity'pl,ant'- , 
for test . yeAr 19-91, and A total o'f $40:4,O'00~for test'year 'i99'Z~: 
Branch reeommen:ds that only $228,000 be includ.ed in plAntfor":I9-9'l:;' 

and nothing in plant for test yeo.r1992. BrAnch'~ $230,000 
reduction for 1991 is the eost of .,the PhAse II extension of a 12-
inch backbOne distribution mAin (bAckbone mAin) in: the- StudebAker 
area in the City of Norwalk. The- $4.0'4.,000 difference· ,in'·1992 is 
the cost of- the PhAse' III extension 'of' this 12~'inch baekl:>one mAin, 
plus the. extension of a backbone main'of 12-inches and S-inches in 
the West Compton areA. 

BrAnch recommends" that. Park 'f:ile An application or advice 
letter in the future requesting inclusion of ,the .1;wo,backl:>one,mains 

• _ • '.' 4 •• t'. ". '. ,-' "" •• :'." 

in Park"s Utility Plant. In support of his r~ommendation, the 
Branch witness cited 0.87-03-090 and D .. 90-03-034 (both".involving 

" " •• ',., c " •• I ... : ....... 

California American WAter CompAny). These decisions invo1vec1 the 
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we perceive to. ,))e::the lesser ·bus.iness: ris:k·:'facecl·.l:::>Y'~:ParkCand other 
class;A·water .. 'utilit1es.. , .. ' .';:.:.-. \ :-~ .. ,:':" ... ,'.,.,.:;;,-;;: ;.:'.;~:',:": .. ;~J" 

There is. always: an element_ of'j.udgment.. :invol.vecL iri ;~ou:r: c, .:. 

decisions concern£Iig : ROE. allowances:.· .We'have ·':receritl.y al"'lowed':·a:':·):::: 

ROE, of 12.2'50\: ·in'connection·with. a ,general rate· .. proceedil'lg 
involving Az~ Valley Water Co ... That same: ROE'.MS ,been' ;". 
recommended in·. a' proposed 'decision involving, severaL,dis.tricts cof 
CaliforniA· Water Service ..ButPark, has.. an unu~ually :high ':equi ty ::: ,:." 

ratio,. which tx:adi tionally has. equated, to: ,a lesser; ROE':.requ:irement 
than might be otherwise applicable.. Nevertheless;,. z,eppo'7S DCFand·· , 
RP presentations., combined with 'his'corrections...tothe",ORA/analys.is 
concerning the two comparable 'water company"s EPS and'OPS data,., 
clearly show that from a. standpoint. of financ'ial risk, :-Park"s' 
investors. shoulcl reasonably be expec.tingJ·to: receive' about,a 13;.Ot:';: 

return. We find that" in light of the reduced 'busines:s;:'risks" . 
discussed above, as well as our recent allowances of 12.25% granted 
in the Azusa Valley and-and other proeeedin9s where much lower 
equity ratios were involved, an ROE 'ofi2.'0'% should be authorized 

here.. In. summary, we. will .aclopt f?r :.purp~ses of thi.s, .. p'roceeding 
the ~o~lowing capital structures, debt costs, .. and common.~quity 

" . ' , . ',. ~ '. '. ' ..... \ '. '.. ~ ., 

allowances: 

. Capital 

Long-Term Debt 
Common Equit~ 

. Total 

Long-Term Debt 
Common Equity 

Total 

, . 
. , 

, , 
c ~ " ""'., 

: .: ~" " '," .'~ '. 

• ~ t, ",." • I .' 

' •• ·1.' 

. Cost .:'. Wei:ghted' ~. ~, .. ;~ .:'. ~ :1. , . .',' ':: 
. Ratio . 

I... I 

...•. ,28.;~ 00%:'· 
72.00\ 

100" .. OO%- ,: ..... 

Factor .. ~, 
.,' "" • t·.~ 

1,);.3:0\:'.: ',.:.:; 3;~~:t6:!' :.1:':.., 

12·.00% .',n,. 8.64" , 
. • ,_,I, I '.~ c..' . 

.l9'2'Mdl29'3 . .•. '.' 

31.00t 
6:9 • 'Q:Q:t' .. 

:LOO.OOt 
. ," " - "r I, / " .. ,:',:': : .. ~. , V", .. , ...... , ..... ". ""t 
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·v'[I _' 'Operationat:- Other ~~COD.trAct'::;Out8ide~~ ,-, ".' '. ; ,:. ~ "i >: .~, I , ", 

,'. ServieesJxpeDeea - LaborAtory :reating, '._' " 
• ". ... .,,' .. " ~. ~ , ,~ • I. \ < ,j " 

In Chapter .4'of Park's ,Revenue Requirement ; Report, :;. ., .', 
(Exhibit 2),' .the company included in, the 'line' item "entitled :"",-. 
"Operations-Other Expense'" ,an 4mount 'f,or Contract Outs1de',Serv1ces 
Expense-of $42,698 for 1991 and $44,.619 for 1992representinq;, 
estimated laboratory water tes.tinq".'costs .. ·,", .','v "-;' .~{~ , 

During the hearing, Parkintroduced<Exhibiti·5·, ... ~entitled 
Revised Operations-Other Contract Outside Services, .. Expense~,,·;:, 
(Laboratory Testing,), in support of ":budgeted' laboratory,.costs ~for., 
each of the years of $62,67:&. ,This·"represents additional.cmounts 
of about $20,000 in 1991 and$,lS",000.in,',:19,92. ,·'rhe'origi.nal'",.,:,~· 
estimates included in the company's, report were "based ,on 198.9.,. 
recorded data, escalated to 1991" and 1992., Park, asserts ;that the, 
1989 recorded data is no longer> ,the best, indicator ,of ',laboratory, ' 
costs in 1991 and 1992 because Park has engaged a new laboratory' 
subsequent to' 1989,.. and additional· testinq'procedures,:'are now 
required which· were ,not required, in','1989. ; '. ,:~~ 

A major faetor in Park"s, decision to engage this,::new: 
laboratory", Ecological Systems Lab, is .,its ability to'better . .serve. 
Park. with respect to, the performance of, ,bacteriological"an~lys.is.:, >.: 

Exhibit 5 indicates that this analysis is the most siqnificant:part 
of Park's budgeted laboratory costs for 1991 and 1992. Moreover, 
the company argues., a new federal:rule e-ffective January 1, 1991 
requires additional bacteriological analysis. This additional 
analys.is will result in. the- doubl:ing,':of:.thecost- of 
bacteriolog ieal . analys is •. ', , 

" Park;~switness testified that·,he has .surveyed'.,other~:),. ,.",~: 

laboratories'" and, determined" that '."none ill' the':immediate'::area :,isable 
to provide- the same quality,:service3;,;-:regarding bacteriological.,: . 
analysis at a lower price .. ;, .several :'of "thosesurv:eyed perform··the,"·, 
services at significantly higher ' costs, " some' as .. much· as three .. times 
the cost charged by Ecological: Systems Lab .. Cross-examination of·:: 
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.P4.rk witness GAry .. Lyneh'ldemonatrAted' that··:.all,'~of:~:th8;wa'ter tests 
~'.'" .' _.,.',t, ""~ ",,\ ' .... , " .... -~; .. v',.,,<~ ,··,.'lai .... ,' • .,.,'··~" l'ot ... ~ .. ~f'I."f, I::' 

included in Exhibit "'5 . are required by-governmental bodies; that 
while certain: tests ml.qhtbe subject'to discontinuati'on';£:f there is 
a record of excellent testing re s.u 1 ts;. ,that option' ":is' (subject.:to;·: .­

the "discretion of the ,Department. of Health Services-'(DHS)::.;::: :It·. I
' ' 

is equally possible that the frequency'of testscoU:ld :be increased' 
by OHS if there is a reeord of poor, test results~.'· 

Branch"s problem, with Park':eapproach' i'e that the company 
increased its:·,l~ratory.costsby about;··,s,O·% 'over ·those'~it.(·h'ad:·' ' . './ 
submitted ." to 'Branch" for the first \··.·time' at the heArinq·~~<;-1 Hence';. -',,' ,-,­

Branch has been 'unable to V'erifythe' cost, increase. ~ : Lyncli.' 
testified· that . some' of the: baeteriological· te's.ting performed"'by 
Ecological Systems is in excess of the amount required by 
governmental regulations, ·and acknowl:eclged' that· :there ·are';· 
provisions for discontinuing the sampling of certain· cons.t'ituents.~' , 
Discussion' - ,) ~. I 

. In theeireumstanees' we bel:ieve' "it would' :b-e unfair· . to· the: 

ratepayers to allow these fairly subetantial :increases"over ;tho 
amounts oriqinallyrequested.:. "Park ::should have presentecl~ the 
information i.t relies upon to the :staff·· ·in suffj;cient<tim~'-to . allow 

tor validation of tho no.d, for tht>, ineroaGoe',. ccorto:;tnlY'prior "t<> 
the hearing. 

'. . ,',I" \ -" ," 
~ , ". 

,;.~, '.. .. . . • l,~' 

,,' , ... ' )',t ,', .... , " )"1 

In its Revenue Requirement . Report - Exhibit 2'- '?Park '.' : .,.: 
included $183,561 in 1990 utility plant additions-J:for"the":cost :0£>'­
replacing,'certain' 4 inch steel 'lines.. 'located 'behind ; homeS: on White 
Street and Cockacre Street with 'new & ;.inch: mains: located- in;:£ront . '" 
cf homes (Projects 3 and 4) ..Branch: did . not oriqinallyinclude the" 
cost ,of 'these two projects in utility plant additionS: because at· " 
the ,time -it prepared its xoeport (Exhibit.-7) itwasno.t. satisfied'" '.', 
that Projects. 3 and 4 . had ·been, completed·.. . <)',~'. -'''' .' ; .. 

- 44 -. ,,' " 



A.90-08-054 ALJ!LEM!dyk 

During the hearing,: Park 'provided Branch with 
documentation to support its contention that the projects had, in 
fact, been "'completed. The docUmentation:' (Exhibit - 2:4)C showed that 
Park"s,:aetual:completed cost',of'the'·project. was'$,l8:a:.;415;:20;~'·aboutl 
$5,000 over the $183,561 originally' included"~ in'~the 'company's 
Revenue Requirement Report. ,Park's'witness testi'fied. that this 

$5,000 excess was due to the company: incurring somewhat-higher 
contractual costs than originally estimated~. ..' .. ' '", . ,.,," 

Branch objects to' inclusion:··o£ the extra: amount because 
it understands that this extra cost was incurred7

! :Ln~"~Deceml:>er:'~1919'0";: 

Thus, 'if' placed on'the company"s books, it, wil'r .. reflect,' a p'lant' ' 
investment of' six monthscommenc ing- July 199 0, and:: Park:will,:get',"'" 
credit';'forseveral months d.uring which it' had not madethe::';'·:,r.':~<; 
investment'.' ' '~' ','.1,;'. :~! ';" ,:, ,,:',: .. 

Discussion ~;' ", ' " , ' " ~.'~,:, " :,," ", 

, ' Exhibit 24, is a:, comprehensive' and~ detailed 'portrayal: of " 
inventory, descriptions~' journal' entries', And. payroll'expend:itures",' 

showing;; the' entire financial record.:'of these pro-ject:s;~'We would: 
have no·problem with inel:uding"the-extra'· amount: had Branch::been'·'·, 
able to verify the prudence' of th9"extra: costs. As Braneh~':witness 
Van Lier acknowledged, Park ul5es a half-year; convent'ion with ' . ,;: 'l 

respeet to plant additions, i'~e; the utility assumes' that all plant 
additions in a given year are· placed~ in, service- half' way': through: 
that year. Park has traditionally used~thls" convent-ion~ ':£o'r::al!';" 
plant additions. . We will disallow: thil5',: amount be'cause, \ wh,i'le: 'P'ark:~ 
has provided, abundant evidence- of the extra,' cost:,that",~'info:rmation~' 
was not presented, to Branch until the hearing'. ,: Unless such extra 
cost were' to', have' a signi:f'ieant: impact 'upon: 'theut'ility if;"deniecf" 
we eannotallow its,'inclusion' in Parkrs uti:litY'plant> for "purPose's',: 
of this proceeding. , .. ' , f ,- ,', , " .' :';' L '.~. : ~, 

, , 
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.', c,-' ,I.,,' IX._ ,,' V Rate- 'Design·." ." ,- ", "',.' I" 
\." " •• r', ., ... ~ 

~ .. '. _,' .. By:.D.86-0~064', dated~.May~:.2a-,,.~:1986, in,.,I ... 8:4:-l1-04l:'. '\.;-:;.;.,:~. 

(Rulemaking) .: the.: following,: ~spects;· of .,ra te '. design(:,we:r:e;' addressed-: ,,'.~ 
a,. Service. charges .. as,-:a percentage.'of fixed;"co8t8 . '/~ 
l:>. Number. of commodity' blocks" '.: ..... ,.. ., .;,':. ,.":,.,,,; .. " .. :." 

...... ' 

d. Seasonal rates;~ .. ,; '.,~, ,:':: ... ": .. ~' ... " .J 

\ ,. ~ . ... 

..... ,..', ..... . 
•• ,' ..... -<"" . . "~." 

J • ~ j~~~ '" 

e;_ J.)Addres8.ing .. of~water conservation, '.':;-".,'~.:.; 
Commission policy requires. that sery'ice~ charges be:· set~ .. to~::recoyer:: .. 
up to.· S.O., of:: ·f.ixed: costs •... Parkjs: •. pres.ent:.service",charge.:~evenue.;:-f·· 
devel;ops" about 43% of. fixed,/costs:o. ·:Its.p:r:e5ent-:.and..;proposed..'~rates. 
are composed. of.a meter service. charge-, and,· a ' single. commodity' block 
in compliance with 0.86-05-064. Branch :believes that Park.~.s ... : .... : .. ~ 

proposed rate structure for l2-inch metered customers shoul~· not be 

the same as-· the:- that:: for .. 10-inch· metered·. customers .. in: the company's 

proposed' Central .Ba~in General metered·,Service .. l'ar~ff'::PR,:"l--:·, .. > ... :.':: .. 

Branch·~s recommend~tion .isto. increase rates. for different:;:meter-; 
sized, customers proporti.onally· in . accordance. with' California ~·.Public 
Utilities. Comxniss.ion S:tandard·; Prac1:.ice .. ,No~ U-25,0: Park:does not" .\ ... :~. 

oppose this reconunendation,~.:·. " • ~ r'. , '. ~ ... '.' ':::" f. <" ~ I, 7,t" 

Park's Centrol. ~s.in Diy-ision andUehling.were granted; .. 
authority.' to~.merge by.>D.S.7-09~OJ.9·.,. Howe:ver,. .• t.he area ' ,formerly.: , :;'::,:. 
served: by.: uehling, Water.· Company:. has.b.een·, operated~as·, a(~separate.· .. ' 
rate- area of Centr4l Bas-in ,Division, in,accordo.nce with:that,:;;,. : .". 
deCision.; .. Branch concurs; with .. Park:; tha:t~with the~.merging~~of· .. ,. 
Uehling and· the Centra.l Bas.in .a. single. set:of tariffs:",will;:, " ':.: .,h 

accommodate the.: combined· area; asrequ.ested, in .. :this.:proceeding .... , .. ·.,"' 

Branc~:: ~erefore recommends ,that ·the.·. Uehling" and,.Parkt8 : non~. c',," 

applicable tariffs be canceled. '" ,,, ~·j:'.\~>~)C',-:;~I~~ ". < 'I '. '~>~.:J 

- 4.6 
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.. r' ., 

;: • I .. '~ N '.',1"1 

. .' 

. . A:n:.attri tion. allowance<is:.needeci·.,.when ;,increases ,.j:xv~,. ,.~ ":.: '.<;: 

revenues:. :'and, . productivity, to· offset ::increase8l: '.:tn " expenseS'- '~. ,:: ,':. ;', '''-'' 
(inc~-ud.1.ng: : the ' effects.: of 'cost,>of capital:), ,'are,'''insufficient ;"';" .,' " ; ,,',,: 
thereby causing a decline in' the ·,rate of' return ',for ,'.the:followinq' . 
year •. ·Attrition consis.ts.'of,two,faetors: ,.-' ·f'inancial .. :and : ;';'.' " , ' 
operational. Financial attrition occurs whenthere"£s!.a change',in"" 
the company's cost of capital. Operational attri tion:;is:,::;the -:result' 
of :ch~ges ,in'operat:Ulg categories.,. e.g. revenues,,·;,expenses., and 
rate base""::. -. J -, ~I :P: : ". ~.~ ~~ ~:' ... 'I"J ~: ,'. ";:'<"';' ,'" 

adopted 
Adopted 
shown. 

The oper"'tional ",ttrition:i:s computed ",s. follows.: :', .. 
Step 1..: Determine' the'":",dopted 'rate 0·£ ~,return:'. :,' :~: 

. Step 2. 

Step 3~ 

(on rate ,base) for ".the .. first:test, "", '. ,.' ye",r. . .t., " ... , 

Determine the .. rate of return ( on rate" "'" . 
base) for the second"test year by···· ' .. ' 
constructinq' a sununaryo.f· 'earn,ings .': .... )., .. 
using revenues based ,on the. first, test 
year adopted"rates'and second test . 
year number o,f cuetomGre, and second 
test year, expenses and rate base .. , 

The attrition. year . increase is: the' 
product of the rate of .return . . ". 
difference between'Step' I anci Step 2, 
the net-to-gross multiplier, and 'the 
second test year rate base. 

The operational a.ttrition is ,1 ~ "1%·,; 

. ': .. )~.,':' .', <., .. ,\ .. ,.~' 

'-.' 

The tables shown in' th~ dttachecf appendlxes d~Pict:':tbe~:- ". 
r~suits' 'of:'operati~ns" at::present~"and"pr~pdsed' :rates~: ":';:""~";" 
quantities> tax:calcuL~ti~n.S·,· and'rate :;~ehed~~les"i{re ':'~ii~b)')" 

, '.", ,I', •. -~ ';. ,'~ .', I.~, ,:Y../ ,::'~",-:-.'\'''': "1:':'. I ~' ~I,,:;".A. :.::~~ _, !~~.:,.~~.~(::, 

." ,.r:.--: ,I. ', .. 

',' ." . .'~.' ': 
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We will here take ·notice~·· of our order Instituting 
Investigation CI.) 91-03-046, involving the transfer by Park of 
certain .ot . its- pumping, .rights-,to. the';.City; 'ot, Ball~Ga.rdan&l, and 
which may result· in the· eventual 'need .. for a..reea:.lcul"ation.:;of·'rater·::: 

base and operation and .maintenance . expenses,.. with· resultant'rate:: , ; 
impacts·. It will bo appropriate to adopt the rates, foundl. I ,:>-- .. 

reasonable in· this. proceedinq, ,subj.eet:, to I'.rafund:,.·"dependinq :.upon the' 
outcome of I.90-03-046. ", .... -. -.','-;.:. :-""" 
S:2J11DleJlt1; and Re.J21.Y, .:: - ' , ,.,. . ",";': ~ ::~';' :: ',., 

. In accorciance" with, Public'.,Utilitias ,Coda' §:~'311!,tho~ .. ALJ"S) 

proposed decision was mailed to the parties on March 11, l.99'l.·.,:-' ". :. 
Comments ·were .filed by ORA:, on April .1 ...... ' .' . ':." .. : "";') .... -;';' 

ORAobj eets to, Park.';s.· "prolongccl"'rebuttaJ.:· testimony 
which had not surfaced 'until'the hearing ~ . "and asserts that it (ORA) 
was not afforded the necessary time for analysis of what was said 

, t ' I, " ", ".t 

or presented by Park wl.tnes.ses •. ORA" refers us, ,to 0.90-08'-045, 
• • • ,",J , • . 

dated August 8, 1990, issued in. the Order Instituting Rulemakinq to 
revise the schedule for proce:ssing '.r~:te. 'case'applications by water 
utilities. The-decision addresses ,updates of· .. applicant showin9s, 
allowinq such updatos until tho·30thdaY:beforo hearing. The 

decision, issued in OIR'39-03--003-, has ,.no- effect- except..in 
connection with appliea'ti'ons filed 'January ,1': 1991 and later. 

, " ' ,'," ''-;' 

Furthermore, ORA did notobjoct to-,theevidencc'. presented by Park 

durin9 the hearing-
ORA refers ,to ,the worc1in9 'on ,page 2-9' of, the.' proposed 

decision stating that a,13~ .ROE,.app~ars,justif.ied, and. classifies 
the statement as conspicuous'obiter~di~tUxn havi~9 no place in the 
decision. The full statement is: ".Incleec1., by. most quantifiable 

• . , I.. ~ I. • I . 

purely financial risk measures, such as OCF analyses, Park's 
request for a' l3%. 'RoE. appears justif,ied,~, It i~ "be~ause~f ':this 
Commission's perceived lesser business risk faced' by wat~r' . 
utilities operating within california that ROEs have been held 
below those authorized the enerqy utilities." This statement is 
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merely discussion, not obiter dictum. ORA concedes :.;that,:,the'_:::l::2.%:';::,' ':7. 

ROE ·set ,forth: .in :the ,proposed, decision is: ·wi thJ:n~thei':ran9;e .,: 
recommended,byDRA. ~:' .... : > .. ~:'.",--. ::\~)""""'.;' ~~'<,',; ";rc; ,'~:l;~.":)·:;:::':-:·. :.:"::.--::; 

ORA also notes, in connection' with the .. :issue:<ot::capita:l' :':,: 
structure ,...that ·the proposed· decision,' : on> page '18;.";'. :states~ that the 
69%' equity ratio .requested by. Park> for .1992>'is .not ,significantly··, ::: 
different fron the 6S%: recommended' by ORA, .but does"not address.:' the> 
difference, ,between the ,72% requested~ by.: Park ,for, l:9.9::!:>and:'" the: 6$% 

recommendod by DRA tor thc:·s.am.e year~'FUrther,.ORA:<statQs.~\·the. 
proposed decision acknowlec1gesat page, 17 that· in' : the: Appl'e Valley ,: 
decision we were dealing" with definite plant ·additions:'ot:·between"·, ~ 
$2 and $3 million, which was) the reason torac1optinq' ·a· 12·t::'~equity· 
ratio in 1991 anc1 a 69% equity ratio in 1992 tor that specific';' I! 

subsidiary;:: but,:that such. reasoning,:does not support::the:I'saxne' 
treatxnent in·.the Central Basin DiVision, where the"additi'ons are '" ;:" 
considerably lower., .... - .. :: ',: I' • <;':'" :. .... ' .~ .... 

Park filed its Replyt().ORA'~s ~comments on; Aprir 8.·'~ Park 
replies that OR.A.·apparently did·:not notice·'.the reference: .in:: the:"::·:, 
proposed. deci-sion, pages lS .. and'19', 'to 'the :unretuted;. testimony·:ot:· . 
Park that it would not .be possible';for: 'Park to- achieve fa) ·6'S%:·eqUity' 
ratio in 1991. Park also obsexves that the>total~planta'ddi.tions .,' 
discussed in. the decision.: .at··pages' 17:: anc1:·18- '(between ;$l'S:3, 0.0'0 and 
$188,000: in 199'0, andac1c1itions of $23.0',000' inl:99l:-r) and;. :$404'~000·; . 
in 1992')- are not the' total., plant ac1ditions. :for' Central~:·BasinI;but: ~.,:: 
only the, amounts of plant :additions..<a.t, issue.' between'Park, and: ... '. + 

Branch.:: ·FUrthermore·,. Park' replies-r'c·a '.J:argeportion; 'ot·· the: '$2, -'to:' .$3:' 

million ,of plant"' additions'-per year'in the Apple::'valley :ease, ·were .. ;; 
not company fundec1',. but~ funded·):)y, :advances:: or, 'contributions;;,::; ", ,.; ; .-;:: 

. (.' In' tho' circumstances r there·is:.' no' reason:·.,to. mOdify. the 
proposed- .deeision. ; .' ... ~":···.:.;lJ '. . . , .,:, -: .. ~ ,;';:~ " .... J ::::~~:.' 

. ,. "" 
, ~ '. 
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EimUngfJ Of ·FAd; ... ,' .... / .... 

1. on, ,AuqustZ·2-,.· ,1.990 Park .,tiled!' its: 'appl;iea~on; :requostinq) j: 
rate increases for water service provided during .l:991;(·c199Z,::'.and;~>,·~ 
1993 ·in· its·.Centra.l . Basin Divisl:on!.-:·.;·:, •. ' .' ... '_:' :::. ;,SiC; 

2 •. ; The quality of Park ',5. ·~water florviccais excollant, "-'its:: :' '\; . 
rates . reasonable , and there are- . no-'outstandinq . compl'aints 'aqainst~ " 
the company re-lating. to water taste ,or· water pressure.;,·,".' ::.' '''~'.: " 

3.,; Adoption of· anixnputed .capital s.tructure' for-purposes- ot,." 

this proceeding .. of28%de:bt and··72%. common· equity 'during 19'9'1.,: and·': 

of 31% debt and· 69S'~ eommon equity. during 1992". and 3:9'93 will ,afford " 
proper.consideration to,..and,l:>alanee·thc'needs of'Park~s'ratepayers. 
and· the·company's capital requi-rements durinq·this. :three-year '.J:' 

period.. , , . , .' ,-"'~ ~ <) .... 

4· •. Adoption of Park's: aetua'll:ong.'term. debt :eost: o.t::~11:.;,,3.:0%:'; 
during 199'1,11 •. 35% .in, 1992 and 11,.,3"7% ,is, reasonable <and< ";'; 
appropriate for purposes of this proceeding. ···.,'F.),. ,'<"""" ..• 

5. Al.lowance of a'ROE ,of·.l2 .0% ·during.the three-year period 
covered, by this"procoading will ):)alanCQ, the: neod5,ot,:Park';~ 
ratepayers and: its common equity holders.,: and, ,give., 'appropriate' •. " 
consideration ·to, the. Qompany.'sunusuallyhigh equi.ty··.:r.atio,.:: which: . 
is about 80% at "this time.. '/ "'; ~,( ,'.",." ., '; "" , .... , 

'., 6.... Park :has. justified its request,' .tor inclusion.' of costs of 
backbone mains, during 199·land:·l:992-.Al.lowance ,of these costs -':: :.:: 
$458~OO~"in 1991~ and $4·04,;0'()0· in·.199'2-:,-;c' without',requ:irinq. the~:::' 
filing of additional advice' letters", or: applications ,for"ratc'):)asc '; 

. offset, will avoid- unnecessary advers~.financial impacts"on the,,- " 
utility, and will, oDviatctheneed ·~or 'adlninis'trative:expenso" and 
staff involvement· on·', the, part'· ,of ;Commisscion' personnel·' ... .' L '!\"":.'·,":c"''': .. ::-,l ,/c)~~ 

, .7. The-- company has .. justified an. amount of $19",.:0'00': . .for the 
cost of a new full-sized automo):)ile in 1992. This ,amount .is "'.' 
adequate to purchase a Ford Crown ViCtoria, which the company has 
determined is safer, and more fuel efficient, than the comparable 
Chevrolet caprice recommended by Branch. 
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8. Park has utilized, in connection with the:·,·developnient~.~~·~ 
its, payroll 'oxpense,a metho401oqywhieh' incorporates spocif·;i;'c 
facts 'applicable to- its cireumstances.;,.rather ,than::the ':qeneral 
methodology utilized by Branch· • .':.''l'he~:more ·specif:ie·approach. is: 
appropriate. in, tbeSQ cireum&tances beeausQ, it is',more'accurate'.',·, 

9 • With respect to, labor escalation, . while the: 6-. :>'t . .' increase 
granted by Park to its employees: .during,'1991may be; proper, ·there 
was no opportunity by Braneh,to- vorify its propriety because' 'the· 
increas~ was not brought to Braneb."s.. attention. until the' hearinq~: 
Therefore, the 5% labor increase recommended by Branch: I during both', 
1991 And 1992' is appropriate., ,. '" 

10. ,Evidence adduced,bythe. company demons.t:rates that "its.: ' , 
recommended expenses 'cf $198-,,600 in· 199,1 and $265-,200. in~ 1992' . for, 
medical insurance have been-and'·will be 'reasonably incurred:.-

ll. The increases. of, about, $20',000 in, 1991and'$lS';:000- in 
1992 for laDcratory expenses requested, by, Park were not·"·brought· ,to-', 
the . attention' ,cf·' Branch until' the' hearing .;" .,: Since- ·Branch:had~nO: 
opportunity to 'verify t.l:lc need! for·theseincreasGs" it would, be 
unreasonable to allow their inclusion, torpurposesof'this> ':. 
proceedinq. ' . ", .' 

12.. 'l'he extra cost:>. requcs.ted bY"Park foX'" Prcj'octs-' 3f i'ane);: • 4" 

totaling about $5,000, were not included in the company's original: 
request, and not brought to. Branch's attention until the hearing. 
therefore it would be unreasonable; to' allow the inclusion of this 
additional cost in rate base. 

, ~3. Park has agreed with all of BX'anch's:/:re'commend~;tions 
except. thcse ,expressly' contested. ,. ';'" . .' ': :.' :, 

"14.~ ,- .Park has.' some'tiled tarifts.:that· should····be;··eanceled::. ' 
15. I·.93.-03-046- involves . the' transfer by,t·Park;o!,,-,eertain:, 

pumping -rights..· to the' City,· ot, Bell: "Gard'ens, ·which;, 'may, result; in; ,the: 
need' for:·a.:reealculation'of rate base . and'; operat:Lon'and 'ma:intenance:' 
expenses, with . resultant rate: impacts.. .' •• , •. ,1 
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conclusionsot'·La!i::.'··»·,,';;..···' ," .. """ :.:::>:: .. < ;:.::~,'~: ." 
·;1,,;, . ,~be adopted- :summaries:.·of.·'Earnings'·set .forth::·in ;Appendix.:A 

of this':-order ,correctly>'summarize. our.',deeisions on the'cont~sted'~L': 
issues.J'o as well as those. not ,:contested.:,.' . and indicate' ~the 'resultant·;·;; 
revenues and·, expenses which would .De 0 ·experienced·. by Park. at· 'its,"':;' 

present· .and authorized.ratesduri:nq 1991·,.and 1'9-92". 
·2~. Based· upon. our adopted 'Sllmmcl)::-1es, .of Earninqs,.,,'Park.should 

De authorized, to- increase rates for water, service' ,renclered: .:to 
levels necessary to earn.a returnOD: rate base': of ,11~:80%"during 
1991, 1992,. "and 1993.' '" ," .. ' : ..... " :::" . 

:3 • The increases in rates and charges. authorized: ,by this ",' 
decision. are justified. and ,reasonable'; . present, rates.·and': charges, 
insofar as they 'differ from those' ,prescribed :by this"decision,,:: will; 
be tor the, future unjU:lt and unreasonable:.. , . :.1', , 

, 4. .The :application· shoul,d be granted· to- the ·.extent.' prov.ided 
in the following order .. ' Because, an' immediate, :-nee.ci ,.f.or ~ate 're'lie::f> .: 
has been, shOwn·, the effective 'date of this .order.should:J:)c.today.;· ';' 

5. 'l'her.ates found.reasonab-le· :by this' .decis:ion ,~should;~e.-<,,·· 
authorized s@ject to- refund,' depend-ing. upon·.the' outcome o-f·, the 
com:mission's investigation in I. 91-03-046, involving the ,transfer "J 

by Park of ce:r:tain of -its pwnp-:i;ng: rights,-to, .the City:'of,;,Bell :',: 
Gardens .• ·. ,'~ , . '" ~. '. ',"-' 

, , !'" '. -.J r: . ,: 

. '., : O..R..P 'E;'R,: .; ... 
• 1",. 

:;; •. IT:. ·IS ORDERED that: ,', ... 0," ".,.,'.~:,';" ;'-"::',.":.C::' 

1. Park Water Company (Park).:is:,:authorized: ... to;:.file~,on 0%;,)::;:;<:> 

after the' effective- date' oftbis:orcler ~.the·,revisec:l·,rater.t.sehedules 
for 1992.:shown in Appendix, .~ . and concurrently to 'cancel~ .the .::.~ 

fol-loW'inq:tarift Schedules, No~ .. -.0-1:" . General Meterea,:ServicC"; 'PR-(~.,., 
4FH" Private Fire' Hydrant: Service:-; O~4, Private'.Fire .Pl:otection .,",.;'; 
Service; and 0'-0, Limited Metered:.Resa1e· Service..:.:, ''l'his:·f..il.ing~, ;,," ':'. 
shall comply with General Order (GO) 96-A. The effective date of 
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the revised ,rate .sched.ule:sball:"":be;":tlle'd.ate·.;ot~ilin9;,;but no"';' .... , ,:' 
sooner than.. MaylS,.199"1. ,Tho,rflvisod'''rate "schoduJ;05 ; shall ~apply:" 
to service· rendered on and .,atter'ltheirc·ettective date..: . '~::.';':"/: .:',<.:,:: 

2., On or after NovelDber'5,'··19'9'J;··Park.:is cauthorized":'to"t11e,': 
an, advice letter, with appropriatc":supportinq,:workpapers;, ".' " 
requesting the ,step rate increases·,tor: .1992 shown in .:Appendix, c,. , 
attached to-this order,. or to file . proportionate . l~sser increases'" 
than those rates in Appendix C in the event that Park~'s ~;Central···' 
Basin Division's. return on rate.base,. adjusted to reflect' the rates 
then in effect ancl normal ratemaking :.adj ustments 'forthe<'1'2~ months ::. 
enaea SeptemDer 30, ~991, annualized, exceeds'the .later:ot, (a)' the 
rate of return found reasonable ,;'by:the, Commission for Apple Valley 
Ranchos Water Company, or Santa Paula Water Works, Ltd .. , ·or :11.S:0%·~ 
This filing shall comply with, GO.: 96-A.. The requested step rates 
shall be roviewed by the staff to' determine their: conforral ty with 
this order and sball go into effect upon the staff's determination 
of conformity. Staff shall inform the commission if it finds that 
the proposed rates' are not" irt' accord with this decision, and the 
Commission .may then moclity the increase. The effective date of the 
revised schedules shall be no' earlier than January 1, 1992.. The 
revised. sebed\Ues. sball apply , only to service rendered on and ~tter 
their effective date .. 

3. On or after November S, 1992, Park is authorized to· file 
an advice letter, with appropriate supporting workpapers,. 
requesting', the illcreases·.for:.:l:993 shown in Appendix C, or to file 
lesser:increasesY.tn:~the:'ev~nt·tMt the rate of return on rate base, 
adjusted to-~re'flect',the' ,rat~S: then in effect and normal ratemaking 
adjustments for, the JIlonths be.tween the effective date of the 

'" \ 

increase ordered. in:t:hc"p:revlous paraqraph and September 30, 1992, 
"' ',iIIo '.... , \", '" I ... 

annualized..",.exceeds the later '~.f. (a) the rate of return tound 
re~onable:by·the':com:mission.'foX::'Apple Valley Ranehos Water 

...- ' .. ! ' 

company"or 'Santa Paula Water works, Ltd., or 11.80%. This filing . . . .. . ' ~ 

shall comply with GO 90-A. The requested step rates shall be 
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reviewed by, the "statf .:to determ±ne:their .conformitywith::this""order· 
and .shallJ;Jo.·into.:et,tect upon;~the','statt"$ determination: ot~,:':,; ", <,.",.;,' 

eonformity.. Statf· shall .. ,inform<·the·::commission~it".it·:.:tind$:':that·~the:' 
proposed rates are .not in '.accord:with",this'.decision, ':and':the " 
Commission lUay then modify the increase;, ,The :effecti va' date' of the 

revised schedules shall be 'no' earlier than Janaaryl', 1991:.'. ·:The" ' 
revisecischedules shall apply .only "to service '%endered :on ::and ;"a:tter· 
their effective"dAte·.: ,",):;; "',<::' 

4.' Rates authori,zed by this.r:decision aragrant<Dd' sub;'Gct:to'-" 
refund,. dependinq upon' the outcome ::of .. the Commissionls·~.' '::'" .' ' .. 
investiqation in I.·9J.-03-046~ "',:.",.""., .;< ",::":::',"'" '," ,,~ 

5. 'rhe application "is qranted . to; the' extent'· set':'forthin '\:., '. 

this ,order. ' .... ' 

" .. - ,', .,' -', 
_ ,'. .;, .J",~; • ~'", . 

This .order ,is efteetivetoday~., " "::"~" , IT .' I ~, 

Dated,May 8., 199·1,.'atSan·:Franeisco:;: California:' .< 

,',~. ', ... 
" ~ .1 

., ~" .; . 
, > !.-', 

.'. ,",' ,.1:,1 

"-.,' \.' "", ' 

'S: 'CE~N·j·HAT~TH:Z e>;:CiSKiN,':: '.::'.'~ 
'~WAS APPROVEO;':BY :,n·:E:,.AOqYE~; ~).' :.:":' 
.. ,,:;; COMMlSSI0N£~:·rqD~¥ r:J'"'~;.:. :~~,::, 

,,-:~t ;'~.··;;>~~~;:;::f~~·~ . ~.J../;{t~,t(~.c~~ _.~"I,., 
N~ft.J.· J.J:~.J~.J'i~N,:;E:.t~~~~v ,?"t~~~~: .. ,~~.c 
7. '.' rr'J '.' ',.... ~,~ '., ...... ,::\ .... , •... . . . J-"'., .J',., 4_ r, •• ',Ii,,", .'~ .. '''' ' •..•• 1.\..1 ... .. ;" 

",. WI ~_ •• " 

• ,J'. .... , • :.~,~~, t ~'" 

-54--'" 



'Items 
•• n ~ •• 

Oper. Revenues .. , 
De! ~· .. Revenues 

Total Revenues, . 
Exp 

" ":." ,',,-- ~. enses, " .' . 
0." ,"M,'Expenses 
Uncolleetibles,. 
SubtotaI"O « M 

i. &.: G :'Expenses 
Franchise' ' 
G~O:":"Expense . 
Subtotar"A', 'G 

APPENDIX A 
(Page 1) 

, .... Park Water, ·Company: . '" 
Central Basin Division 

1991 
SUMMARY OF EARNINGS 

($000) 
. ,.', 

" ,'.' . " Btanch" ",'" .' Present: 
Pr~sent Proposed Present Proposed Rates 

Adopted' 
Rates 

,".' , 

$1,839.2 
'0.0 

7,839.2 

4,528.3 
'40,6 

4,568 .. 9 
... "". 'I"e "'." 

··f,372:.2 
20.1 

·790,6 
2,182.9 

$9-,3'61'.;'4 
",18" 9' 

9,380.3 
0'/, , 

$8';672'.8: 
HO,O 

8,672.8 

$1:0;169 ';:6, 
" 18,9' 

10,183~4 

~> O-,'Q 
8, 6.7·2'.:8: 

",< , ..... ., 

. ... ".J ...) 

4,528.3 5,021.2 5,021~2 5·,0,77';'8; 5.,'0'~:8 
-48,6 -44.9 -52;7 -44:9 Y49:6 

4,576.8 5,066.1 5,073.9 5,122'.7 5·,127.4 
-I' " "~. /,' ~.; " ,.. .. ~ ;I.' - ., .. :.:: " :::: \ • :; ~~~ .. :; ~~ ••• :~ ~~ ~ ~::~ s ~ Q 

l;,3:~Z. 2'-1,277.1 '·'1-;'27.7':;']; "1-t~2:9"4-;-4 '1~;i<i4~:-4 
24.0. 22~'2 26;0 22:2 24:,5· 

·792-,·6 "'79Q .'6 " '790; 6 .,. \ 790; 6,;'~ 790; 6 
2,186.8 2,089'.9 2,093.8' 2,107.2 2,109.S 

. "~.. ""'. \ ',' ? r: ~ • ;,~ .. ~. ;>:: • ~~~ ":~ , ::: ,:"" .~' .• : ;! ~ s :-S,· ~? 

Ad:jalo.rem ~Taxes----l;25.2- ... i2:5:;.·2:: .. -.. ··-I24;·2~ -"'1'2,4::-Z --"iiS:'~'2: ---izs::-i 
~ayroll.:·.xaxes ,. 124.2 .12,4: .• "2:: ,) 'J;20~.·7·,: ']20:7.' ,: .. ' 125-; 3' ~.: ':(250:3 

.".,oeprecia1:ion C.B. "3'61:i 367.1 362.6 362'.6 36·1.1 3,61.1 
<:~o.epre'ciation H.O. " ... 7,7 .... 0 .)' .7~7:.·0~ ~'.~" ":,7:7':..-0~ :: G' ('17:.-0, ..:; '7'77:0 :~ ~ S77J:O: 

,.,'" -salanc'lliq: Account -_.,:,. ,: '.0 .. 0': . ·'l"4.5~;;·3':' -···'~·-··"· .. o?:·o·, '-'---'''''~o;:~'o,'---'~'O:-::O; --'$6:0: 
ca'~" Income Tax.' ' .. (1 .. 0) "127."7.~:: :'(: . ~3:6~'3\ '::: ~. ':t7.4').·4' ,-::,~ \ :?34~':0' ':\ ~':·'];l3i.·()l 

:':''::'''"Federal''Income Taxes '. ~ '29',2" 501. 4 151. 6 658,3 145.1 . 453, 7~ 
TOtaJ..-Expe~~S- .... ·,,· '--7;,..473~.;3' , '. 8: ·231.:4·,·· .. --- ". 8:' 028.$'" .... ,,, :8: '68:4'.9:--""" ,: <-:373);"·-(;:':,---: ... 'l'r266· .. 3~:~ 

...... " , .. ' , :-~ ... - .... ,--". '- r:~_ " ... """'." ~.Ci" ~ '.: .• __ .. _" _. ~ _,,_,~~.~'~~'-:'~ ·::~:,_.,..2:~I~~::~::':~·~"': 
365.·9-.. · .. ·,····1'·,'148';;'9· .. ·--· .. ·· .... -64·' .. ;'3" .. _ .... "1-;·$0'375-"" -- . 569.2 1,079'.5 Net ~ Revenues. ,. 

Rate Base 9,176.1 9,176.1 : ;:; ,') .s-, 82'7 .4 8:,827.4 9,148.2 9,148.2' 

)I 
• 

.., 
Rate of Return 3.99t 17.03·t 6,.22t 11.80% '-;" , 

C'C! 

. 
,_ ,~'-" c., .~.. 

l/ At 1991 authorized rates with 1991 adopted"number;.:of customers 



Items 

Oper ~. 'Revenue·s' 
',Def. ',Revenues. 

Total~ Revenues": 
ExpenSes~ .. : ;~ .. '~ 

o '&~K: EXpense's .. 
Uncolleetibles 
Subtotal"O '&M 

A.' ,.: 'G', Expenses 
Franchise" 
G';O;:'~nse 
Subtotal' A" & G 

Ad.~vaiorem,TaXes 
Payroll-Taxes' 

... Depreciation C.B. 
~'~:Depreciation M.O. 
.. "" Ca • Income · .. Tax 

' .• ,.,,< APPENDIX';'A '::. " ':.,,< 

(Page 2) 
Park water .. Company Company 

Central Sasin Division 
",' 1992", 

SuMMARy OF EARNINGS 
($OOOk~ " 

, " ~." 1 

" '. '" 
• ".' ,,1 • 

Uj:11ity Branc:ch 

".""- :' 
t·' .. ,I'.' 

'j -, 'j :3 I :. 

," .," ,~ \> ~"', ,," 
)... ~·' .. ;.r 

"" I., )~, '\ ': • ~\ 
~' ./ ~ ~ ~." , 

Pres90t Proposed Present PrOposed 

$9,4.22;2 
1&,9 

9 ,4,~,J...l 

4, 728:~24 
. 48-,9 

4,777.1 

1,S:11.',4 
. 24.2 

·826·,2 
2,361.8 

·~'150 .. 2 
.131.3 

. 392.3 

$9 ,.~2.S.:6 
2Q.6 

9,~·§..,,'2 

"... '. 

$10,18:1;.,' 
]:8'.'9 

10 , 2'0:0',: 6-
:: ',,\ ~.~ ,- . y, 

',", .. ,', 
\. ' ••• J " 

$10,::390'.'4 
ZO', §. 

10,4.11'.:0 

$9 , ,5.7'S".9' 11 
1e",9' 

9,.S94·~8 
" .. \, '" -.... 

' ........ ..; .i 

$9,:a:62·.~9 
2'Q~.~. 

4,?-28'.:2 5,:09'8'.4 5,09'8· ... 4 5,16-1~4 s.,'l~':~ 
___ 5c.l10:..t,·.·.x,0 ' '52", '7~ '503 " S' 'C 4 9 ; 7 ' ~:- 5l : ~ 

4,778.2 5-,15-1.1 5·,152-.2- 50,.2-17.1 50,2'18 .. 6 
L: • '< l'~' :, .. >: \ ~~ 1,;' ~::' • ~'. :: " :;~) ~ • ~:; ~. , ;- o.~ . ~: ~ , :r 0 ~ • 2 

, "1-, 511.4 1;3$4·~4 ·· .. 1 ~.384~'4--·:r;·43·0~~"4 '-''i";4'30~:~4 
, :2~'.' 2',6'.'1 26~ 6 24; 6 25: 3 

',' \ 82'6-,'2-' 8-23,3 .. ··8'23; 3 ... , 822:9 ... , 842 :9 
2,362.3 2,233.7 Z,234.3 2-,277.9 2-~278.6 

'~'. :":_': .:'-: .... ,_:.Jo#,r: ··'\:)~I::·:: ~.~'\:;~:::" ... \ ~~~"':::;~.~ 

··---15.0·,;·2' .... ·14"6~0 ---'---];4:6;"0 --"-149'-:':-1" -~--~i497;-i 

131.3· -lZS.6 ;:~'lZS;6: :;;'1'32:5- :~\I:32:S 
392.3 382.9 382.9 392'.2- 3·92.2-

, . -80.4 .. " .. ::79.2 :;-:;' :'19';2 ~:' .::7.9;:2: c \ ~;z. 
---"12Z -7'--" "'-152 .. 5 '-'--''171'";':'§'' '~"-'-87>745 --il'4:70) 

> • 
\0-
o 
I 

o 
co 
I 

o 
VI' 
A 

Fed.eral·~ "Income Taxes 
Total Expenses 

. . _.80.4 
-..:::-. ·1,03-.7: 

. 374,2 
'8,369.0 

. - ·441. 7 -, • 527. 0 ~:"'" 527.,..1) '-"'31;0;,'Oc :7.;~, '4'0'80:91 :!'\ 

• n' ... "'_ ........ ,_ ..... ,' ..... < •••• _> ,"0. ,,' 

Net Revenues 
'"' '--'~," ,,;.. 7", .,.. ..... " ~ .....• 

~:1:,:·o-7i~-o- ,-"-
, ,~ " 

8,45-9.0 8,798 .. 1 8,889.6,· 1,150.4 1,2'75.9. 
_. _, _,. , • , ... .,.."'_ < ~'I ,"',- ~.' ~ ..... -..._... . ...... _ ...... ··~j'- .. ...,',,; .. ,:i' ...... :"···,(I--...-"<' .. '·' ... ·-·· .... ' .. j,' .... -;:., ' ... .',,~ ...... - ..... ----.... '-..~ .I;_""(~,'O'";''''''-''' 
.~,,:")'I ', ..... " .. ~"" ~:~! .. 0' , .. ' I ... ~.'., ~ ............. ~., .. ,f...!,~.,;fn~ ,,) ;~\ ... ~_ ~''';'~~ fl ..... 

.. 1", ];8'7'~Z J;"';'4'OZ~5 "', -:... '; '.-<' .l';S21-:4~ ';-'."_<:94:9:':4 \lJ,-=l:];O'$'4 
., _, • ___ " ....... ~ •• _... " -r', ._. _ •• , ' ''.' • ,~ft ..... ,." .~ ... _,_. _+" ••• _ '" __ ''~''' .... - ....... ,_. H"'.·· ,,.' ...... --.. --......... ~- .• -~~ ...... , .... -.-.. --.--,."'~.- -- ........ - ...... --.-

Rate Sase 9,504.7 9,504.7 8,8:6-1.0 8,861.0 9,409.8 9,409.8' 

Rate of Return 11.28t 17.17t 10.09t 

11 At 1991 authorized rates with 1992 a~d~Pted-n~r"Of,customers 
,.', ,,0,' 

" ," .. 



Items 

Total Revenues 

Expenses.·,.. ,,-; , _ 
'" : Operations & Maint ~ 
, Admin. & General 

" ',-
Taxes-O/T' Income 
Subtotal 
", v,' ... · ,-'. 

0e4uet1ona 
CA "Tex. ,Depreeietion 
Interest ". 

CA:·T~i~ie Income 
, ',. ''"", ~ "'.' " . 

CCFT,·@;.9.3' 
•• J ~ • .,; .J' 

Deductions,:,. " . 

APPENDIX ·A.;, .. , 
(p'ag60 :3') . ~ I'" '~" ..... ,',. -,-

Park water Company 
Central. ' Basin .. , Oi vision 

1991 
INCOME TAX 

($000) 

, . ' .,f' .... -. 

utility Branch 
Present Proposed 

.. ' " 

$7,839.2 $9,380.3 

4,563.9 
2,182.S 

249,4 
7,001.1 

577.;7 
271.;5 

(11.0) 
• 'I. ._ .' .~. .. " 

"f ... ,', ,. 

... - «1:-0') 

. ,'''' " 

4,5-76.S 
2,186.8 

249.4 
7,013.0 

, .' 

1,372.8 

"'127~7' 
','. .. ~ 

"l • 

. ," ' . 

Present 
'~" 

$8,672.8 

," 
" ' .. ' 

5,066.1 
2,089.9 

244;9 
7,401.0 

532;0 
349~6 

390.3 

Proposed 
..... .. , , ~. .. . ., -' -\ ~ 

5-,073.9 
2,093.8-

249',' 
7,412'.6 

532:0 
349~6 

1,.875-.5-

Present 
Rates 

;') ~-, ,-", . ',,' . \ 
'", ... ,,~ '.J ..... 

$8,672.8 

5,122.7 
Z,107.2 

25;0;5; 
7,480.4 . '., -, .. , 

,-' " ,~ .. '. 

541~0 
285:3 

36&.1 

e '.: 
. 
\0 
(;) 
I 

0, 
co 
I 

(;) 
VI 

'. ~, . :L .Do 

Adopted 
Rates 

.,' -, ~ " ~':1 
'4 _.1 ...... I.... 

5,127 .. 4 
2,.109.5 

2SO'ZS0 
1,487.4 

.• I ..... ~ .... ~', .. "'i'" 
#' .).,; \". J, 

S41'':0;~ 
285~30 

1,269.0 
... 'I .. , ' ~,.J ... ~~, 

... .....,t .... v '.' 
... ~.~ .. '.oj".....".t;~ .... ,~. 

11S.;0'\::' 

.':<:F:ed .... Tax Depreciation. 
. Interest 

459.3-
271.5 

459.3 
271.5 

418.8 
349 .. 6 

, ~ "~.'~ '.- J' .,' •• .' . ,.. ... ..-'~ '~ .. ' ... ; ' .. 
FIT Taxable Income 

.. , 
FIT (Before Adjustment) 

.. - ..'_.... , .. ,.' -@- 34'% ... -_. 
Prorated Adjustment 
Investment Tax Credit 

Net Federal Income Tax 

,', ',' • I .,",.... .. 

',... ~., .. .. 
10S.4 

37'-0" ' 
0 .. 0 

(7.8) 

29.2 

, .. ,' It. '~1"' ." ~ :: 
.', 
' .. ft _" 

' ... ' ' '. \ 

1,492.3 467.2 
.. ~ .. , :', , "'" 

. 509;2'·'-'''-·''1:S9.4 ' .. 
o • 0 ~ ~:: ,,: ',) ~.j ,~ 0 • 0 

(7 o-).".,:~,.""", '''(7 8) .. 0 ,', I ".,1'_" •. ' ~ .. 

(Negative) 
,\, ..... " 'k 

'. ".' ",oj, •• ' •.• " ~ 

", .. 4~.9 .• 6:",_, •. _,1:,~,5:2;:.~~, ... ,,; 
,,"~ ~ :~., j .- ',' '.. .. '" •• :J ."J ~ ,.} "j" ,,,, ..... . 

:.,,:::;/; '~' .. ,:~:~ ...... :' ;-~,~ ,;/~·J-6'~);--:;::'(:~-""~J,!~ 

, ....... ··666:2·_.._ .. ·· .. _-Ysz:"f·· .. '''·· "---'4 6i:s-- ~ 

0.0 ~.O O~O 
(7.8) (7.8) (7 •. 8,) 

65·8.3 145-.1 453 •. 7 

('1,;' 

o , 

. 
~"'" 
" 



, ' 

Items 

Total Revenues 
.,,1 ... 

Expenses,., ;'. " 
·,.;-·Operations & Maint. 

AdJnin. & General 
" Taxes-OjT Income 

,.' "SUbtotal 

O~d~~t'ions 
CA-:-Tax;.Oepreciation 
Interest:.:,. ..',' 

CA:;T~i~bl~ Income 

CCFT,,@ 9.3% 
"I • 

", •• ,', ._, • • .. t' ~ • 

Deductions ,'~_ .. ' ., " 
,::. .. ;F"ed •.. ::Tax Depreciation 
.. Interest 

Utility 

APPENDIX A 
. ,·(Paqe/4); 

Park water Company 
Central Basin 'Oivision 

1992 
'INCOME TAX . 

($000) 

Branch 
Present it Proposed Present 31 PrQPosed 

$9,441.1 

4,777.1 
2,361.8 

28'1'.5 
7,420.4 

• "t' ... ,', 

5.93.9 
311~4 

1,115.3 
, .. "' .... 

.. ~ .. \.' 
._ .. 103., 

I,' ',. 
I' •.• J 

$9,646.2 

4,778.2 
2,362.3 

2'81 ',5 
7,422.0 

\ " I .. ~ .. f 

593:.9 
311~4 

1,31e.9 

,. ":, ... ' ' .. 

\'" '." 

$10,181.7 

WI, > •• ,., ' 

5·,1501.1 
2,233.7 

271.7 
7,656.5 

533~5 
351~8 

1,639.9 
". ',~ ':.:' • t~1 

".". '"152:-5 
... '" 
• :. I ' 

,~. , ,\"cOo, 'I' , • 

' .. ~ I· ... ~ \, 

$10,390.4 
'-, ~; .;) . ',', 

50,152'.2 
2,234 .. 3 

271;7 
7,653.1 

533':5 
3'51.:8 

1,847.0 

" -, ,'" , ~', . 
r' 1'; •• \ .;. \.-t 

'" .,-~ . 
;'~ " 

, '.,'" -
."\ 

Adopted at 
1991 Bates 

$9,594.8: 
.,. '".: ~-, . '"":' 
'~. '" ~.. I 

5',217.1 
2,277.9 

281:6 
7,776.6 

552:0 
326;5, 

9'39'.7 
, " .,' ("" "" i, "II'" ..10 ',I ''; -..; \0. 

---~!87~;-~ 
...... , ........ ~ .. 'l,;.' 
~;I of .... :- o,.,JI ...... 

r._.' ~ ::" ~ ~ .. ~\ 

I" ••••• " \ 

'. " ... ' ~.I 

.' \, ~ ,:., ~. ..... ,. '.' ( 

AdQp3;ed at 
1992 Bates 

5,218.6 
2,278.6, 

::281q6 
7,778.8 

.. ~' • to.,. '"' ";, '" ,.., 
,; ,,'I;, <.J .... 

~552::.0 
2326·~5 

1,226,.2' 
~ '" ,~ ,} ::1 • v, 

--';rii4-:':0 
:: ~\ ': 0 ~~ • l::~ 
-,' Y"l'" , .. ",'I 
1"'., .. ...,.,..}I • 

467.8 467.8 431.5 43·1.5- 438.9' 438:.9 
311.4 311.4 351.8 3S1.a 326.5 326.5 

~, ' "','" .... ,., .' '. "" , .'" w '", • l ,', \ ". It .' ,. (", .', .... l" '" '- \? ~:., •. p .~: ~~" flo, I',? .. \:; .. ~.~ ~~ ~~ \, ;-,,~ s .. ~; 

)0 . 
\0 
o 
I 

o 
co 
I 

o 
U1 
~ 

\.'" : ~(: /" " :" •. ,. _, .... ~. I. '_.' ,. ',,... '.,' -' .:'. ',.J .;. .~" ' .. yJ .. ' •• : It .... ,,' .... , ." .:..; • • ... " ," , 

FIT Taxable Income 1,113.8 1,317.3 1,567.5 1,774.4 934.8 U 1,221.3..-21 
_ ...... _'" ... _._". '~~ .. " " u. .,. ._ ... _-" . - r'_ .~. --:; :~~. , ,,:' v .. ~ '" or .:' •• ,: ,:;/;:"-:::~:.~~,.; '[~:'-'-" ...... -_ ..... , .:':' :.:' ,"", ,~. ~ .~, ... ~:- .,. ,. -- -" ~~. ;.;\·>:;:;;~;S=;!~.\~·-··" . ''"''''_ ..... --'>!,.;\:; :·;'I~.'~·l'~~"- ,'-- _ ........ -...-.J ',;- ;: "~ ~ -
FIT (Before Adjustment) _._-._--'--' -"', ;';::':"', ';.;::~.-'"" ... __ ... ,-,,-, .. ,,- -- .,. ,_'. ::c·.:"---·~;': .. ,::::;;,,:;~= ':'..,,,,;o1;)';:;.Cj 

.. --......... - ,_.- -_ ...... -...... _f.l' -:.t4't' .. ,,~ -.- ·····-3'80·;0·: .. " ,:...: .. -. ' .. ·-4"4·9 :5""""" ..... "-'53'4-;8"-'-"---"-'-~O'S::-5-'--'--''''-''''''317~:-s.-~-'-4-16.:-7 
Prorated Adjustment 0.0 0.0 0.0 0.0 0.0 0.0 
Investment Tax Credit (7.8) (7.8) :;""'.: (7.8:) (7.8:) (7.8) (7.8) 

.. . "l.'~ 

Net Federal Income Tax 372.2 441.7 >"<~ 527.0 597.7 

l/ $9,594.8 - 7,776.6 - 438.9 
ZI $9,883.5 - 7,778.8 - 438.9 
21 @ 1991 Proposed Rates with 

It 

:." .··,.':(Ne9'ative)~" .... /., 
_,,," ... ,< .~.,f.',,·.: ...... . ;,,~ _:>:' ... ,~~.~_:....., 

- 326.5- - 118.0 ·'$934.8; (FIT' Taxable Income) 
- 326.5 - J.l8,Q'~$1,2'2,1.;3 (FIT Taxable Income) 
1992 customers 

310 .. 0 408.9 

Of)' 
(II 

0 
• m 

I:"'~ 

0 
~ 

", 
,I~~ 

.. 



Items ' 

Utility,' P1Ant:i~":'Sei~:ice:." 
CWIP '," 

Total' otilitY~'P1Mt. 
Add:,.~· . 

Working 'capital 
MateriAls and Supplics 

. . Workinq cash~",:. :. 
To~l Wo;-king ".capital 

M.O.Alloc:ation,',~ , 
Method SAdjustment' . 

"',' .,. .". ," • ': :-~ ,_ 1 :., , 
'. " , ..... ,'. 

LeSs.: ' ,. .' '" . 
. . ,Adjustments 
.. '., ·CUstomer·Adv. "for Contr .. 
.. ,',,' "Contribution.' 
,. '::: Deferred. Fed .. Tax Res. 

Onamoratized' ITC 
, ... Total 'Adjustments -- -, 

LeSS: ,,\" . 
Depreciation Reserve 

Avg. Depreciated Rate Base 

APPENDIX A 
(Page 5) 

,Park Water . Company 
Central Basin Division 

1991 
RATE BASE 

($000) 

$18,~78S' •. 1 
. ' . 62',Q 

18,.847'.1 

4~.2 

5a-5j5 
631~8 

489.:6 
'-"106~2' 

", . ~," 
.' 

.. "7.7:5-.-* 
.. -"2-~-766':':2' 
'. '.' '65~.·S 

217,5 

9,176-.1 
, \ ..... 

:;; l,~ ',." '." ,I 

.. '\ 

Branch 
,\ .. ",' .', '~ ... :'. 

, . 
.... 'pi ",' 

$18, 5-73;~ 3;:­
", ' 62 .;. 0:: 

18, 635·; 3~' 

46 .. 2 
440;Sr! 
4a-7;'0 :: 

489';';6--:> 
"'-iO'6'~'2'; 

:. ~77;5:~~g ,:. 
. i;i6'6 ~:'f:~'" 
..~" ,~647:~.;4~ .\ 

217.5.,_ .. 
4406· .. 9 

8,8:27.4 

Adopted 
'0;' ':: ; ... ~ ;: .. " .. ~~ 

46,.2' 
562:1 
60S.3' 

9,148 .. 2 



,,, ~,. '. ' 

Items' 
" ',' , .'. ~ 

UtilitY.'Plant:-J.n-Sery"ice. ... :, " 
CWIP -,," .... " 

Tot:af. ut'!'lity: .Plant~::;,: ... :. " 
Add~. ~':,,' , ... , 
. ; ... worki'nq capital 

. Materials and SUpplies 
.", Workinq- cash :,:,." .: 
~o:tal .. W~rkin9', capital 

H.. -o. Allocation". ,-. 
He~'~.:. ~:AcljustmEmt 

LesS! .,., 
,,; .J>"d)·ustments . 

.. ,CUstomer ,Adv. ·.for Contra 
. ..,'" Contribution 

.' ~ ·::,.Defen::ed ~ed. ,~~ax."Res. 
" '''Unauthorized ITC 

·,-··-Total· . Adj·ustments .... -, .. _.. ., --.-- .-.. 
Less: .,"'" 

Depreciation Reserve 

APPENDIX A 
(Page 6) 

Park Water Company 
Central Basin Division 

1992 
RATE BASE 

($000) 
, . , L" ,," 

, " . / 
'", .. \ .. ,,' 

utility 
." ,- 'p.: ,flo , 

$19 r.7:O'S·.;2 
. ' .', 0",'0 

19,.705-.:2 

46.2 
658,1 
704~3 

445;0 
"-'121~'5 

',." , .. I" 

,L"',,I .... 

Branch 

46.2 
"4'4fb6 
\494'~9 

, 437··~9 
12i:~s 
,'" 'c" I," 

i '" " 

Adopted 
~; . " :J i~,\ ... (;. 

46.2 
58-5","5 
'63'0,.'7 

d" • __ 4'37. :"9 
li1:S. 

". ~,; .. ~I 

'790. l' . '. "790 ~ 1:"~_~.:,:.790.:':1 
2,755~'2H 'i;'15S~~2 2, 75S.:'-2 

.>. '7.44· .. 4' ::; ~ .. ';; . r.~13'S.~S. ~::::: . "743 :'5-
210.2 210,2_ .. __ .. ___ ... 

m 
2'10,2' 

. ~"~'4"~-4'99;9""'''''''-'''' _ .... - 4,491.0 4,499.0 
.. -" c.. ,".} ::,~':"~'. ;.';C,':; ' .. ":"~' ~')~,;=~ .. (~ 

. , 

.... " .... " .'''.0""''. _, ..... ' ,._"'''',_, .,~ .. r" .. ""'-''''' •• -"., ........ ".,~.-,----- •. ~, ........... '-~'-,.' ~ 

6, 971 :~_._ .................. __ . __ ~ ,_~?9 .. ~.O._ ... "."_.h_ .. " ... ....•.. , .. 6J.9~'7~0 .• ,l, . 

Avq. Depreciated Rate Base 9,504.7 8:,861.0 9',409.8: 

>. . ' 
'" o 
I 

o 
co 
I 

o 
"" tDo 

~ 
('l) 

C 
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APPLICABILITY 

APPENDIX B 
:' :cPaqe':r:J.,)~ 

,,~ "\;-!~:/'~' 

Park 'Water Company 
Central','Basin>:'Division 

'Schedule ~Nc>.: PR-l 

. 'CENERAL'm:::m8EP" SERVICE 

Applicable to general metered wator service. 

TERRITORY 

, ' . . , ~.' 

Within all service areas in Los Angeles County as delineated 
on the service area maps included in the tariff schedules. 

RATES 

Quantity Rate: 

(D) 

eO) 
(D) 

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

Service Charge: 

$ 1 •. 003 eI) 

For 05/8 
For 
For 
For 
For 
For 
For 
For 
For 
For 
For 

x 3/4-inch meter 
3/4-inch meter 

l-inch meter 
1-1/2-inch meter 

2-inch meter 
3-ineh meter 
4-inch meter 
6-ineh meter 
8-inch meter 

10-inch meter 
12-inch meter 

· ................. . 
• • * • • • • • • • • • • - • • • • .. 

• ........ e· .......... . 

· .................... . 

Per Meter 
Per Month 
$ 7.20 

10.8:0 
18.00 
3&.00 
57 •. 60 

10S.00 
180· .. 00 
360.00 
576.00 
82'S. 00 

1,188.00 

The Service Charge is a readiness-to-serve charge appli­
cable to' all metered service and to which is to' be added 
the charge tor water use computed at'Quantity Rates. 

SPECIAL CONDITIONS 

1. The above rates shall be inereased by $0.02'3 per 100 

(N) 
(N) 
(I) 

eI) 
eN) 

cu.tt. tor a period of 12 months from the effective (N) 
date of this SChedule to amortize an undercollection 
in the balancing account. 

2. All charges under this schedule to customers in the 
City of Norwalk are subject to surcharge of 2.04 
percent. 

3. All bills are subject to the reimbursement fee set 
torth on Schedule No. 'O'F. (T) 
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APPENDIX B 
(Paqe 2) 

_.~):", :,~,~~~·/".~t ... ..... ':;.L.-.' 

Pa:rJc:,water .. :company·· 

Schedule : No ..... '0'-1 

·CEHERAL'METEREp·· SERVICE 

, f.., ... · ',' '9" ~ ,. ""-, I' t" T 
'I .' j'" '~ ."_' ... ".-,:1": ., ' •..• "". 

This schedule is cancelled. 

' • .1 

, .. , ,,.. 
• \. ~ .. J ' •• 

,'.1". 
"'- ..... 
, .... " 

.' -.: .::, . ~;~ ~.~ 
.~ I) .. ~J \- ~: 

..... ' ,..., 
.. 1'., 

~'~. " ".' 
, .... 

'". ~ 

.. , .... " 

~, r.,~. ;, .. : 

". 

\ ~ ; f' 

,.~~ .... >~~~:. ... \ '-'I~ , . , .... ''- "" ~ :: ... ./ ~~.~ .",<",.'. ~':.: :::. 

', ..... .. f·.,<:-~: r~·~~ . ..[ ", '.",:' ... ,: ,'.... ,j:.~ ,:-; .. ,,~~ ... t;;.') ;:~ 

.. ; ,', ...... : 

. ' , 
.<.:.):;:.~"",., \I~, 

.. '-., ........ '\\ , .... 
~ ... oJ .. '" ,... ,~ ,"~ 

.. ~: ::;. /1. j . • - J 
I'-~ ':.) :-{ / - ~ '\ .l: - .. : 
I:::;'. ., .. ~ 

I.:: 0::.) ~',I( .• ,..'.' .... , .. ' .... " ' 

':." ~ ,:, ,;'~ ;.} .~j '"" ;.~,~~:;. 

',.,-' 

." " ,:: ::, ~.-.. ~: () ~~ .~~ () "{ -: .. ::. ? 
• ;;r;!):;'~~)I:: 

.. '.";! '., ,: <: .... ~) ,,':; ~),..;" ,\';. . .:. ~C~ .~.~,/ ... 
:~~-:;t :~.I.~·"7,C<'~· 

\j ::,: .... ," • • ~.t~' .. ~/r~::);:'; 

::Ol:'~ 

~:(')-::. 

"::'.:()I.: 

",:r :,'~~ 

--r:O"::,t 
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APPLICABILITY 

,APPENDIX ',:B 
"(Paqe 3) 

~ParkWater::·company 
Central Basin Division 

:Schedule No ... "PR-2L 

LIMITEP FLAT RATE SERVICE 

Applicable to all flat rate residential and commercial water 
service. 

TERRITORY 

Portion..~ of Norwalk, Los Angeles County. 

RATES 
Per Service Connection 

Per Month 
For a sinqle-tamil¥ residential unit, 
or a commercial un.t ••••••••••••••••••••• $19.Z$ (I) 

SPECIAL CONPITIONS 

1. The above rates shall be increased by $0.36 per month 
for a period of twelve months from the effective date (N) 
of this schedule to amortize an undercollection in 
the balancinq account. 

2. The above flat rates apply to service connections 
not larger than one (1) inch in diameter. 

3. All service not covered by the above classification 
shall be turnished only on a metered basis. 

4. If either the utility or the customer so elects, a 
meter shall be installed and service provided under 
Schedule No. PR-1, General Metered Service. 

S. All charges under this schedule to customers in the 
city of Norwalk subject to surcharge of 2.04%. 

6. Service will be provided under this schedule only to 
those premises receiving tlat rate service as ot 
April 1, 1971. 

7. All bills are subj ect to the reimbursement fee set 
forth on Schedule No. 'OF. ('1') 
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'APPENDIX' B 
(Paqe4) 

"Park . Water ·.Company 
Central Basin Division 

Scbeclule No _ .'. PR-4FH 

PRIVATE FIRE HYDRANT"SERVICE 

, .... ,-, , . , 

, 
" 

This schedule is cancelled. 
,-

..... ~ ''W"' 

',' '( '-.,t·' 
1 ..... .-

.. ~ :.,:) 

'.(,/. 

,",", J. ,', 

j~., ~ .••.. ~ .,,":'; ... ~ 

-.-',' 

",i. ,"'j" ...... 
,.1

"
"., 

.. ,,..., .... ,r'o 

,', 
\ 

.£,:. 

,.,+' 

.,' . .:-::< 

'-

" ,'~' ,": 
I,·" "." 

',/1-

... ... ~. '"' . 
.......... ,',l.'. 

..., :' ,", ,0") 
1,,, ' ~ , ." 

,;.'':' .. · . .;·: . .:::i: 

. ".; ,.~: -".:' 

, ., 
, ........ 

. \.~",' .""". ,,':': .. <,~,: . J~ 
.. <'):1 ,~ \_~ ... ;. ,'), ~ 

of • .)::"f'~· 

",:~~':~ 

'" (t".' ,.', " ...... 
~ , ...... ,,-
\/ .... "..-1>&_ 

. '" 

: . (: ,~, .. :.': ;:. ·~v .. ~ ~ .~ \r:::~ ,) :;~ 
" ,,',"~ ,~}, .':~.,,~ .... ,~:,(:JI,~~~' 

. ,) 

>-i" 
. -'(" , 

.o. ...... ,,1'\ 
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, ,APPENDIX'" B 
(Paq." 5) 

,Park, water, Company 
Central Basin Division 

,Schedule No'. PR-4F' , 

NON-METEREP FIRE SERVICE 
" '. ,: ".' . r- •••• - •• " '. 

"'~':~"'" ~"'_ . '" ,"", .~~.'·i, ." .~'''' ... " ','," '~:'t~: 

APplicable only", tor water service ,:,to-,'pri vatelyo'W'l'led::' 
non-metered tire sprinkler';system.s, and ~hydrantst',where 
water!s to, be used only: in case ::..ot" tire.' ~'- ':.~ ::o~ :",~" 

,_. 'i '; '"" 
".,', \,-" 

:tEBBITORY " ' , " 

. ' ~, . ! '" ," 

(T) 

'" .... ~. 'P. " 

Within ,~ll service areas iD. Los, An~eles ' County "as ':del'ineated 
on 'the' ser:vice, area ,:maps incJ:udecl::l.n'the tarit:f:;'schedules. 

RAIES 
,. '., , . ) . ',. ~". 

• I"~ 

" ... -

• 1" ~., .... ' .... 

... ".,. • ~ ~ J, '"', ... .. 

: ,: :Per"S:e'rv:l:c:'e 
,'" ,:.:~ "-Per'"Honth 

, .... ,', i (.'.\':' ...... : ......... '-' ... ' 

SPECIAL, CONDITIONS ,,' d"" ,':." '" ,"::, ',:: ,,' ; ,;,:---':.' .' 

eI) 

I 
(I) 

i'_ ,'The'fir~ p;otecti:on"~s~~ice co~ecti~~: ;~~~~:~':::~,':~:stalled 
by the ,.'util"i ty., at :the-' cost",paid:by: the: appl·:teant~:.:',; Such 
payment shall not be sub:) ect to refund. ..: ,":, '-':> 

2. The minimum diameter for tire:-protectionserVice:"shal;l be 
two (2) inches, and the maximum' diameter' shatFbe- not more 
than the diameter of the main to which the service is 
connected. 

3. It a distribution main of a~e~ate size to serve a private 
tire protection system in addl.tion to all other normal 
service does not exist in the street or alley adjacent to 
the premises to be served, then a service main trom the 
nearest main of aclequate capacity shall be installed by 
the utility and the cost paicl by the applicant. Sueh 
payment shall not be subject to refund. 

(Continued) 
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,'\' APPENDIX!' B 
'(Page'-6) 

Park~Water' '-company. 
Central Basin Division 

NON-METEREP FIRE SERVICE 

SEEClaL ~ (Continued) 

4 .. 

5. 

Service hereund.er is for private fire protection;·system.s 
to which no connections for other than fire protection 
purposes are allowed ,anctwhich are- regularly' inspected. by 
the underwriters having jurisdiction, 'are installed."_ 
according to speCifications: ot the utility',and are' 
maintained to the satisfaction of the utility ... The 
utility may install the standard detector type meter 
approved by the Board of Fire Underwriters for protection 
against theft, leakage or waste of water, and the cost 
paid by the applicant.. Such payment shall not be subject 
to retund .. 

'1'he,utility undertakes to supply only such water, at sueb 
- pressure as may be available at any time'tllrough·-the 

normal operation of its system. 

6.. Any unauthorized ,use .of water, ,other than 'for ~'~:Lre 
extinguishinq purposesr shall be charqed 'for" at"the 
regular established rate ·as ·setforthunder S'chedule No. 
PR-l, and/or may .be the ground ·for the -immediate,' " 
disconnection .of ,the fire service wi thoutl"iabil'i:tY to the 
company .. 

7. The utility reserves the right to limit the' 'installation 
of private fire hydrant service to such areas. where public 
ti:z::e hyc:b:'ant does ,not, exist or:where: publ ic--t,ire'hydrant 
service is limited in, ,scope to· the' detriment." of the 
applican·/:. ' , ,. 

All, bills are- Subject to:' the;, reimbursement tee ~e~ 
forth on SeheaulelNo..; 'OF.;: ,:,' , ~:,".," ,":-

• , .. , ",: .. , j ''''. .' • n"~, :.: • 

8 .. 
('1') 

. I,. ." 
",I, • ' . ,,',.-", '"w 

.. .... -

r' , _. ", _ , . ,,<.::,.~.,,:,., .".,-:~ "~:~''''''''~r:::».'>~'1 

'. . \/ ,,' .. :' . .,;' ( .: 0.-:\ ;. I •. ~:; i: :: .. J-~ :::'~' :'.'l :~: ~' r.' ~ .... ' .• , .... '~ .. 
:' ) ;",/<1 , ::':l,~.,>,I':t>.: l·.~::'.' 
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.-.: APPENDIX.:: B 
, '(Paqe'·S) 

.: Park, Water ',Company 

. Schedule, No·.tr-6 

LIMITED' METERED"' RESALUERYIC,E 

This schedule is cancelled. 

", ~ .'\ - (;,..', 
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, '. APPENDIX'S­
':(Page", 7) 

Park·Water Company 

Schedule- . No-. '0'-4 

PRIVATE-' FlRE"" PROTECTION SERVICE 

This schedule is cancelled. 

'I ., ,', ...'~ I< 

.... ' .. " ' .. J">Of '~. ,.,.. ... ' , .. ," 



A.90-0S-0S4 APPENDIX B 
(Page 9) 

Park Water Company 
Central Basin Division 

Schedule No. PR-9CM 
CONSTRUCTION AND OTHER TEMPORARY METEREP SERVICE 

AEELICABILITX 

Applicable to all metered water service furnished for 
construction and other temporary purposes. 

l'EBRITORX 

Within all service areas in Los Angeles County as delineated 
on the maps included in the taritf schedules. 

RATE:i 

Monthly quantity rates and service charge listed in 
Schedule No. PR-1, General Metered Service will apply ('1') 
to service furnished under this schedule. 

SPECXAL CONDITION~ 

1. Where it is necessary to install or relocate a meter to 
furnish service under this schedule, and such meter may 
Pe connected to the utility'S existing facilities, the 
following charges will apply: 

a. For installation and removal of the meter ••••• $25.00 
b. For each relocation of the meter within the 

same local area as the original installation •• $12.50 

2. Where no suitable outlet exists at the point where 
service is desired, the necessary facilities will be 
installed under the provisions of Rule No. 13, 
Temporary Service. 

3. In ease a meter is installed or used under conditions 
which are considered by the utility to subject the 
meter to unusual hazards, the applicant will be required 
to deposit with the utility the amount, shown in the 
table belOW, which corresponds to the size and type of 
meter installed: 

S/S x 3/4 or 3/4-ineh 
1-inch disc 
1-1/2 inch 
2-inch disc of torrent 
2-1/2 inch Sparling Fire Hydrant 
3-inch disc or torrent 

Amount of Deposit 
$ 30.00 

60.00 
125·.00 
200.00 
250.00 
500.00 (X) 

(D) 

The deposit less the cost of any repairs other than those 
due to normal depreciation, will be returned to the 
customer upon completion of the service tor which the 
metor waG installed. 

(End ot Appendix B) 
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" , .... 

APPENDIX C 

Park Water Company 
Central Basin Division 

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

Schedule No. PR-I, General Metered Service 

Quantity Rate: 

For all water delivered, per 100 cu.ft. 

Service Charge: 

For sis x 3!4-inch meter 
For 3!4-inch meter 

· ....................... ............................ 
For l-inch meter · ....................... 
For l-1/2-inch meter .............................. 
For 2-inch meter .............................. 
For 3-inch meter ................................ 
For 4-inch meter ............................. 
For 6-inch meter · .............................. 
For 8-inch meter ............................ 
For 10-inch meter ................................ 
For 12-inch meter ............................. 

Scbedule No. PB-2Lt Limited Flat Rate Service 

Effective Dates 
1-1-92' 1-1-93 

$0.031 $0.032 

Per Meter Per Month 

$ 0.20 $, 0.20 
0.30 0.30 
O.SO O.SO 
1.00 l.00 
1.90 1.00 
3.00 3.00 
5.00 5.00 

10.00 10.00 
16·.00 16-.00 
2'3.00 23.00 
33.00 33-.00 

Per Service Connection 
Per Month 

For a single-family residential unit, 
or a commercial unit •••••••••••••••••••••••• $ 0.60 $ 0.60 

Schedule No. PE-4Ft NOD-Metered Fire Servic~ 

Size of Service: 
Per Service Per Month 

2-ineh 
3-inch 
4-ineh 
6-inch 
8-inch 

10-inch 
12-inch 

............ ., ............................................... . 

.............................. ., .................................. .. .............................................................. 

............................................. '/I. ................ .. 

.................................................................. 

.................................................................... ......................................................... 

(End of Appendix C) 

$ 0.20 
0.25 
0.35-
0.55 
0.80 
1.15· 
1.70 

$ 0.20 
0.25-
0.35-
0.55-
O.SO 
1.20 
1.75 
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APPENDIX.'; ,0 
(Page: .. l) 

Park· ,Water,::Compa.ny 
CentrAl,. BAs,in,. Division 

ADOPTED,", QUANTIT'IES 

Ad Valorem Taxee 
... ,', I 

'- As'sessed Value -(000 ) 
" . Effective Tax· Rate 
"-'Ad"Valorem TaXes (000) 

Purchased Power-Costs :­

So. Cal. Edis,~ (SCE) 

, . "kWh ye~ ,'1 f:, , 
.' .. " PA-l, Well:s' 

PA-2, Wells 
GS-'l'P, Wells 
GS-'l'P, Boosters 

. :. kWh per AF,"''' .. 
" .' I,. 'DA 1 W 11 " . ~. ~ c, -, e as ~ 

'. ''':;>,-PA-2, WeJ:!s',';"'-,'· 
. ~'.. . GS-TP, Wells -:, ' ,:," 

'" • -..; \ '. \.'" 1,,_." ..... 

... . \ ,~ .' /", 

. '.'.', 'SeE C08!C" , '" " 
PA-l, Wells ,:, . 

. . ':.. 'PA-2 , Wells""" 
, GS-'l'P, Wells·;· 

" 'GS-'l'P, BooBtor8" 
Total 

. "SCE.·Rates.,Effective: 
, . . ', ... , , ."- .. •• ,. " " ' , ., r 

. "Components ... -::: . ;" 
.. \....., ,0 .' " '. '\ 

. .... .' . 
. ,BaSe .Rate .•. .' ' 
. ·Ec:.mF 

Energy .Rate 
CLMABF 
Energy Commission 
ERABF 
MAABF 

Tot41 Energy Ch4rge 

," : _ ~,~ .' I: :1 .~'~ ._;"':~. ~:':, >~: ~"" ~ ;' ... , ... ~~-I,~~~.~-)" t-J,,;.'.~,}:7~~.~: .. ;.,'.,:~r4 ...... lJ ~~ ,~7,,~·~::~~:l 
485,3·76· 485,376 

~.~.: .. ,:~: _,. ,,: -:::~: .3.8.9:"l.6~S::'..::J.:' ... ::'_r;~_::'3;8:9'T,.l.6:S:~ 
77,944 77,944 

14 5, L.600:),: .... ):·.~ .. • 1"'14'5'/600 
1,098:,08:5, 1,098,085-

I,::'~.::<. ('~.~( ~;:,~:~ ~i~~~~::'~X:>~J 

~", <>..:. :; ;;~ 5'·5·'/ .c~ . .!.!::;l.r: j:;.: 5,6,5. 
;"(>:,,.,' ::4'30.;.',: .':,;::,.:70':' 430 

::>,'".;519L:~),::: ';:0 y:~ ·~S19· 
.~( J.' "."/ty .:>j·.i<'~;"\·ir~·?'1.~,f'~' ~:i,;! .~(/:. 

Ph-I, :U-2" .,(", ~'i ;' ',',:;oT GS-TP' 
.. ~: •. '.··.];'83= "Ra;!;e ' .. ..,t;:2nd Rtlte O .. :." - ,,., 

$0. 04673$0;03.&6&-..: ;$0;~03&&& ;,<$0;';05,762 
0.03678 0.05347 0.01019 0.04993 
o • 00381 0 .00 381 :O\~O O~3'Sl::~ ..... '.·O~~·O 0;l8:1 
0.00000 O.OOOOOO~~OOO~ 0.00000 
0.00020 ';:0, .. 000:20 ',,' 01~·00·0·2·0::~~···,·'0·~·00020 

(0.00178) (0.00178) (0.00178) (0.00178) 
0.00112 0.00112 ~, 0'~00'112:;:.· 0;..00'1'12 
0.08686 0.09348 0.05020 0.11090 

(Continued) 

.. ...... '" .'" \' ' .. ~ 
<" .. ' ., ..... ,.." .••. ,,' I 

, ,. ,.', 
'.' ,~. '. I • 

• 1,:<' .. . ~. ,; ,t\-',.'" .~;. ,_, :,~::,: ~-' 

::;'''':) .::: ~~ :;'"J:"':> ',' .• '--<; 
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'APPENDIX'\-D 
(Page','2) 

park~Water .. Compan:Y 
Central, Bas'in: Oiv'ision 

ADOPTED:' QUANTITIES, 

SO,; Col. CiA s (SCG)', 

". , THERM Used~, ': :~," ;' , 
.. -, ,": GN-10, Boosters 

'. ~~ '~ ," .. 

SCG Cost 
GN-10, Boosters 

SCG RAtes Effective~ 1-15-90 

Total Purchased Power Costs 
:.c~ ? .:-.. ..;" _e ' ~ :.: :'~ 

Total ~'Water Supplies'CAen, feet) 
, , , ;1 .. \~: \. ' , 

~'Purchased Water,_,'''. ' ..... :. 
I . ~ ""r , .! ," i~ '::' '_I ,~,.~ ,1.1 \ ... 

. 'Ce~t~Al &u5in MWD 
, ,,' Minimum Violation 

.~ I". .,,, • 

. ,.. ':rotal Central Basin 
: ~City of Bellflower 

Total Purchased Water 

,. ;,~Pumped Water',~~' ~ , ,,', ,~ 
~ ~"<, '''.'' '~ ~ ':,~. ~ .'i: ::~ 

': ::TOtAl Water Supply 

~~h'~'~eg Waleer ',"tosip ,;." 

':rotal Water Supply 
Conservation (5t) 
Unaccounted, Water (5%) 
Total Water Sales 

" ,.,. , > ...... ,.,L 11."\ .. 
... ~. - ... 1 ~ _,,' ....... 

(Continued) 

1 9 9 1, t"" ",'" 1 9 9 2' 
, ' .. , "~ ','; • '.1 :,."',,, ,., '" r ' •• 'e' " .• ", .... 

$114 ,4~8 "~;::: ': .. :L~'~;:~4, 438 
• I J. h 'h't',f~ 'II. .'.. .. ~ ." 

:'~ .~: :' <.~. ';./ ,:: - J\,<~' 
:''', ~~ ~, ,'! f..,' '. 0~: - 2::, 

.' :_~~~. I::" ~":::>:';:':~ \ (~~- ~~~" 

6,8:13.8 
(340.7) 
340.' 

6,813.8 

6-,821.9 
(341.1) 
341.1 

&,821.9' 
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APPENDIX D 
(Page 3) 

park: Water:: Company 
Central Basin Division 

"" : ... 

ADOPTED QUANTITIES 
,"''''' , 

°'1 .j-', "-t.,. ,:-<' 

'. J9§f:'\·::·~,,' ";\:01992 

. ,:~ ~Water Monitoring' Cost 
,), \ c . 

$42,6·9~ 
::\~:-: 

$10,000 

$44,6-19 
''','''' , ,' ....... 

.,:, ::Chemicals .... t~ .' 
• .." ',. I.,. 
" ,'" 

··f ..... 

.... J ...... .' •• : •• "," .. ,::, 
.) ~', i'~ 

. ,', ",' 

/' ,., ... 
.'. 

", 
.", .. ', 

., 'J 

':' 

" ... '. " 
'of ... ' 

, L'_ 

. ...~ . ,'" 
1'.;1 .. ), 

(" ,'-~ 

.~ 

t,· .... ' 

(Continued) 

.. .. -, , . 
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' .... 
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, ~ I. 
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" I • ,", 
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- 'iii ""iI. 
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,-
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;' ,":-' :(P4qe 4) 
.:) ,J::'::\ 

Park Water Company 
Central' Bas.in" Division 

.. ~ .... " 

ADOPTED QUANTITIES 
. ,P.,,!; .~ 
I,' " .. ' .• 

2&,267 26,300 
116 116 

~'_:'::~.1.34.:': :,,::;.:>,:-.:::,/:\'--:~''''): ':';''::734 
277 27a 
302 .. :~:..:~:·.:::,,: .. ~.~:':'-~03 

76- 76· 
27 27 
18 18 

~~~2 2 
'=',1,::": ":;';:~<::: 27,819 27,854 

Number of Service 
Central Basin 

Resi. (Flat) 
Commercial 
Industrial 
Public Auth. 
Temporary 
Resale 

Sub Total 
Pub.Fire 
Private Fire 

Total 

No. of 
1991 

18 
26,143 

19 
182 

21 
1 

26,384 
11 

115-
26,510 

Serviee 
1992 

18 
26,178 

19 
182 

21 
1 

26,419 
11 

115 
26,545 

Water Conservation 
Water Lo88 

5.0% 
5.0\ 

Total Water Supply 

Num))er of service 
Uehling 

Commercial 
Public Auth. 
Resale 

Sub Total 
Private Fire 

Total 

No. of 
1991 

1,441 
11 

1 
1,453 

2 
1,455 

Water Conservation 5 .. 0% 
Water Loss 5.0% 
Total Water Supply 

Service 
19'92 

1,441 
11 

1 
1,453 

2 
1,455, 

Usage-KCcf 
1991 1992 
3.0 3.3 

5,798.5 5,806.3 
67.8: 6·7.8 

484.8 484.8: 
20.6· 20.6 

____ 2u. • .:..,7 2- • 7 
6,377.4 6,385.5 

(318:.9) 
318.9 

6,377.4 

(319.-3) 
319.3 

6,385.5 

'OsAge-RCef 
. ~1991 199'2 
390 • 8 390 .8· 
12.9 12.9 
32.7 32-.7 

436.4' 436·.4 

( 21.8) 
21.8: 

436.4 

( 21.8) 
21.8 

436-.4 

(End of Appendix D) 

(End of Appendix D) 

Avq. Use Ccf/Yr 
1~91 or 1992 

22'1.8 
3 ~56,6.0 
2,6,64.0 

982.8 
2,65,7.0 

Avq. Use Cef/Yr 
1991 0, 1992 

271.2 
1,176-.0 

32,733-.0 
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Monthly 
USAge 

Cef 

0 
5 

10 
18.5 Avg. 

20 
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50 

100 
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5 
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50 
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10 
18·.5 Avg. 

20 
30 
50 

100 

APPENDIX E 

Park Water Company 
Central Ba8in Division 

~. PRESENT AND ADOPTED ~ES 

Schedule No. PR-l 

GENE~ MET,BED SERVICE 
(For a ~ x 3 4-Inch Meter) 

Adopted Present Amount 
Rates Rates Inel;'ease 

$ 6·.80 $ 7.20 $ 0.40 
11.55 12.22 0.67 
16.30 17.23 0.93 
24.38 25.76, 1.38 
25.80 27.26 1.46 
35.30 37.29 l.99 
54.30 57.35 3.05· 

101.80 107.50 5.70 

llll 
7.20 7.40 0.20 

12.22 l2.57 0.35 
l7.23 17.74 0.51 
25.7& 26.53 0.77 
27.26- 28.08 0.82 
37.29 38:.42 1.l3 

. 57.35 59.10 1. 75 
101.50 110.80 3.30 

ill.l 
7.40 1.60 0.20 

12.57 12.93 0.3& 
17.74 18.26· 0.5·2 
26·.53 21.32 0.79 
28.08 28.9'2 0.84 
38.42 39.58 l.l6 
59.10 50.90 1.80 

110.80 114.20 3.40 

(End of Appendix E) 

Percent 
Inereas2 

5.88: 
5.80 
5.71 
5,.66· 
5.66 
5.64 
5.6·2 
5.60 

2.78 
2.86 
2 .. 96, 
Z.99 
3.01 
3.03· 
3.05 
3.07 

2.70 
2.86· 
2.93 
2.98 
2'.99 
3.02 
3·.05 
3.07 


