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OQPINION

Sumgaxy of Decision RN

This decision authorizes Park Watex Company... (Pa:k to.
anrease rates for.water.sexvice. prov;ded in. its: Central:Bas;n
Division in test years 1991 and 1992, as well as attr;txon ;yeax .
1993. The decision authorizes a constant return on equxty of 12 0%
dur;ng the three-year period, producing a rate of return of 11:80%
in each year. .Increases amount to.$910,000 oxr 10.5% in 1991, -
$288,700 ox 3 0% J.n 1992, and $286 600 or 2. 9% in 1993.‘ o

By this application Park Water Company (Paxk) seeks
authority to increase rxates for water sexvice provided in"its
Central Basin Division. Increases.sought.are.$1,522,216,0r 19.42%
in 1991, $203,387, or 2.16% in 1992, and $204 846 ox 2. 13% in .o
attrition yeaxr 1993. The increase for 1991 includes the meact of
balancing account undercollection recovery. Without this’ recovery
the sought increase is $1,376,916 oxr 17.56%.

Paxrk estimates that the requested increases will produce
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’s Central Basin Division
on November 29 before Administrative Law Judge (ALJ) John Lemke.
Evidentiaxy hearings were conducted in Los Angeles duxing the week
of Decembex 17, 1990. Evidence was presented by Park and by the
Commission’s Water Utilities Branch (Branch) and its Division of
Ratepayer Advocates (DRA). The application was submitted subject
to the filing of concurxent briefs on January 18, 1991.
Background
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.:-:Operations:were expanded: . ..
into San. Bernardino County.in~1950; and these sorvice.areas were
known collectively as the Southern.Division.” Inv1l973,+the" <. =
Vandenberg Utilities Company and the Vandenberg- Disposal” Company"-
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 serxvice areas in San-Bernardino-County in 1965
and in Montebello in 1972. . In 1977, also-under threat:of" -
condemnation, Park sold facilities and service areas within the
cities of Downey and Pico Rivera. Additional smaller systems were-
sold under threat of condemnation in 1978 and 1979 to the cities of
Commexce, Paramount and South Gate and to Valley County*Water ’
District in Baldwin Park.: - L T e
. Following these 'sales, Paxk: purxchased the stock- of: Pomona
Valley Water Company serving the Chino-area”in San Bernardino -
County, Santa Paula Water Works, Ltd. serving the'city 'of 'Santa
Paula in Ventura County, Uehling Water Company sexrving part of-the’
city of Compton in Los Angeles County, and- a company- serv;ng»the ,
city of Missoula in Montana. Each is opcrated as.a aubsidiary of
Park. In 1980, severxal service areas were exchanged with Southern
California Water Company, resulting in more compact service axeas .
fox both companies. In 1983, Paxk transfexred its Chino sexvice
area in San_Berna:dinoﬁcountyAt0~i;§hsubsidiary, Pomona.Valley . .
Water Company. The remqiningIService‘aieas located in ﬁpe Central
Basin of Los Angeles County have since been identified.as.Park’s. .
Central Basin Division. . . : f( o ey ': ,‘ o
Uehling’s serxrvice, terr;tory was . geographically. adjacent .
to a system of Park’s_CQntral,Basxn‘D;vzsxonﬁ_and sexved with . ..
Central Basin Division equipment and personnel. By Decision.
(D.) 87-05-079 Park was authorized to mérge Uehling. into.the .
'~ Central Basin Division, . and.to cease .maintenance of. separate‘
records in order to achieve more efficient and ‘economical .
operations. Uehling has since been operated as a separate rate

R
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area of -the. Central Basin Division in-accordance:with D..87-09=079.
With-the. sale, under threat of condemnation, of Park’s:Vandenberg-:
Water and Sewexr Divisions..in 1988, the Central Basin-Diwvision is«::'
currently Park’s only operating division-in California.. At the end
of 1989, the numbexr of customers in the Central Basin Division was .

Park,owns cndﬂconrrols;the.common,stock;oqupplewvalley
Ranchos Water Company, Mountain. Water Company, and&approximately.
98% of the-stock of Santa Paula Water Works, Ltd.:-Operations of:
these subsidiaries arxe ;ndependent of those-in its Central Basin-
Division. - L A R B P
Sowceeof Swoply ST T TR

Most of the water supply for Park'’s Central,Basin
Division is provided from 19:company wells and:6-connections w1th
the Metropolitan Water District. (MWD). -The company also has .
intexconnections with several other retail water agencies: servmng
adjacent-areas. .- I L T S AP A e LT ST

Distribution Mains, Storage, ... ..~ .. . AR S A AR
Water Treatment, and Pressure

‘Mains range' in size £rom- - 1/2" ineh’ to 24~ inch dfnmeter
and total about 280 miles. About §0% of ‘total ‘main footage “is
cement lined cast iron and asbestos- cement, with the balance welde&
steel and ductile cast iron. There are two 500,000 gallon ground
level storage tanks and a 2,000,000 gallon concrete reservoir in
service. In all service areas it is necessary to add ‘chlorine to
well water, applied by hypochlorinators.' 'The: service’ terrmtory is
genexally flat; consequently, there are only" small differences in
static pressures. Pump controls have been set to marntamn a
minimum of 50 psi at pumps. There are no’ areas where pressures are
maintained at less than 40 psz. St L A T
Public Relations - Y

" Informal complaints’ concern;ng high- water bills’ durxng
1989 totaled 6. No Lnformal complaints were fxled regarding

M oL ey
g T LT ey
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discontinuance of ‘sexvice, ‘deposits andrreconnection ‘charges.
Thexe no formal complaints filed by customers during 1989.
Connexvation TN T
','xPark”s.tariffs.includeﬁaWrulefdiscouragingvtheﬂwasteful
use of water and promoting use of water.saving devices. - Watex .
conservation kits are offered to customers at no cost. ..The -
company’s ongoing program includes regular mailing of: bill inserts .
and imprinting of bills with slogans promoting water consexvation.. .
Pamphlets on water conservation are furnished in the lobby of the
company’s office where customerxs. pay their bills. .- Lol
Park has increased efforts to reduce water waste by
reducing its ‘routine hydrant flushing program, -has contracted to '
have all large meters tested every three years or less, reduced
system pressures to 50 psi where possible, and repaired all leaks =
imnediately regardless of size. Field employees have received:
special training in detection of leaks and signs of..unauthorized
water use, and-are also instructed to notify customers. observed

-

wasting water. TR ot et e s
Prescent Rates L B R R R RS

Park’s present”sérviéé”¢hakge“fo£ 8'578‘i?§74”méter in
both the pr;nc;pal and. Uehlmng sexrvice areas’ is: 56,80-1 The single
block per 100 cubic feot (Ccf) quantmty rates are 95 cents and
85.2 cents, respect;vexy, for the pr;ncipal areaAandfthe Uehlxng
sexvice arxea. =~ . .. ﬁwum~¢;

During the proceeding, Park and Branch consulted
regarding their respective test year estimates. ‘As & result, Paxk
has agreed with some of Branch’s estimates. 'A comparison exhibit
(Exhibit 25) was received into evidence on January 15, 1991. The
issues addressed in the concurxent briefs are d;scussed as.’
follows: ' K - Dar
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.-Evidence concerning Park’s..estimated cost .of capital was
presented. through Leigh Joxdan,  the:company’ s Vice: President of .
Revenue Requirements, and through. Thomas-Zepp, Vice .President-of. ...
Utility Resouxces, Inc., a consultant. - The staff’s .recommendations.
were presented. through. the testimony 'of DRA witness C. B...Brooker. ..

‘Park conducts its California operations throughs its ...
Central Basin Division, the applicant herein; and . through: two. .. - -
wholly-owned California subsidiaries, Apple Valley: Ranchos wWatex
Company (Apple Valley) and Santa Paula Water Company ‘(Santa Paula).-
Park borrxows all funds for its subsidiaries and provides them with
required capital through intercompany transactions. . Thus, Park and
its subsidiarxies have, in effect, a single common ‘capitalization. -
Park holds all debt; its subsidiaries incur and maintain :no debt.

In Application (A.) 85-07-011 (In the Matter of Apple.-
Valley Ranchos Water Company) the company proposed: . :...w ,.

"that the common California capitalization for -
the Company and its California subsidiaries
that exist in fact should be reflected in
ratemaking. The only other reasonable .
methodology would be to considexr 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 could raise the question of cross-
subsidization between the Company’s customers”
and the customers . of the .Company’s - :
subs;dxar;es :

-In the Apple: Valley pxoceedlngy DRA accepted»the use of a
common capital structure 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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-

capital;structureninithatmproceeding,witerecommendednthatrthehiéﬁme
company’s-actual.capital structure-be. ignored, and:recommended” an-*
imputed capital :structure-having equity percentages:of:758% fox . -~/
1990, 70% for 1991, and 65% for 1992 (D.90-02-045).- Butithe® = "'«
Commission rejected DRA’s recommendation: and adopted: an:imputed -
capital structure having equity percentages.of 76% for 1990, 72%
for 1991, and 69% for 1992. While Park believes that its actual
equity ratio is reasonable and appropriate for its specific: .-
cixcumstanceg, it has recommended:-that:.the capital structure foxr .
1991 and 1992 adopted in the Apple Valley proceeding:be used. in’
this proceeding as well, in ordex to avoid relitigating this issue-
in this proceeding. However, DRA does wish to relitigate the ' .«
issue, and recommends that a capital.structure.containing: 65%.
equity be imputed to Park for each of test. years 1991 andi’'1992,"as
well as for attrition yeaxr 1993.. . ... . . AN
_ -, Park believes that the: Apple:Valley capital structure was

adopted: with the understanding that:it would be:the Park- Calrfornxa
consolidated capital structure which-would then be applicable . to:
Park’s other divisions and subsidiaries. - However, ‘DRA pomnts out
that Finding 32 0of D.90-02-045 :stated: ' - S e

"The capital structure imputed “for Ranchos may:

not be appropriate for other Paxk. subsxdxarxes -

or for Ranchos in future rate case

proceedings.” (Emphasis added.):
Park notes that the above language did nct appear in the ALJ s ,
proposed decision, only in the flnal declslon, so that the company
had no opportunity to file comments on that f;ndlng. Park ‘did ‘not’”
file an application for rehear;ng ‘of the dec;s;on. )

DRA believes an ;mputed capxtal structure 13 necessary h
for ratemaking purposes to bring Park more in rine wmth those .
structures of comparable water utilities regulated by thzs e
Commission, and’ that ratepayers benef;t l;ttle from a h;gh equlty
ratio, and should not have to pay for an unwarranted 1level cf
equity. DRA refers us to recent Commizsion decisions where meuted
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capital  structures were adopted —.D.89-09-048. (San Gabriel vValley:>

Watex .Company) and D.90-02-045 (Apple.Valley Ranchos:Watex Co. )i

However, in a morxe recent-decision - Dv90-12-069"(Azusa Valley: "
Water Company) -.the Commission’ rejected imputation of~a lower .- ::

equity ratio because the rates of the utility were about the lowest
of any of ‘the Class A water utilities rxegulated by this:Commission.

DRA also observes that in.a-competitive market, as‘equity

rises, other factors being equal, financial risk:is reduced~and -- -
shareholders demand less return on equity. DRA also points-out '

that its recommended imputed equity ratio is still much higher than
the industry average.. This:analysis.is shown in Table 4 ofDRA - -
witness Brocker’s Exhibit 8, where: the industry common equity

average of 12 water companies is.45.4%. Ofwthenrzucompanies showmf

four are California utilities. ... . . 7 ouwelad g el
Park believes that DRA wishes to relitigate this issue
because it -is not satisfied with the: Commission’s prior - decision.

The company notes that while acknowledging that DRA has ‘accepted

the use of a common capital structure for “the Company ‘andiits .= ™
subsidiaries in this proceeding, DRA states that "...it looked at

the Company as if it wexe nothing more than just Central ‘Basin
Division for this. particular.rate case.™ At another: po;nt,
however, DRA observed that the Company's subs;dxarles should be
regarded on a stand alone bas;s as .100% equity companies.' Park

submits that if thxs were the case, DRA should have. advanced this .

pos;t;on when the common capxtal st:uotuxe was presented by the..
company Ln ‘the Apple Valley rate case. ‘ o

Table 1 of DRA Exhxbmt 8, set forth below, compaxes o
Park’s requested capxtal ratios, cost factors, weighted costs, and
total rate of return,. wmth the recommendatzons ©Of DRA... The .
compar;son shows that Park requests debt and equity. ratmos of 28%
and 72% in 1991, and 31% and 69% in 1992.“ DRA is urging adoptxon
of constant 35% debt and 65% equmty factors during test years .
1991- 1992, as well as attr;txon year. 1993.,
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.

'ra.ble No. -
PARK WAEER COMPRNY

chparLscn of °ark’s Recuestad Ratas of Re
to DRA’s Recommended'Rates of Return, l991-l°°3

. Qapizal. ;oI CQS*‘“HW'?“’WEiGhted{
R_Cie .. Factor . ... Cos.
(a) =~ ()" B CC)
Test Year 159%: LR

" Long-Term' Debt -":stOb%”“““i” iﬁ~5c% e gl rew
~Common- Equity . 72.00 07 X 1300 _g;gilgva.

“Y TOTAL - “L00.00%

L ohee e e
. . ‘

Tl e st " he R o R e e

Long-rern Debt “.,31,00tm._ X
x

Comion” Equiry” ' _69.00

. T e E
o~ ! e "o

' mm T 100”00%_' L ST

Wezghtéd
COS*”‘“

Long-Term-Debt. ~ 35.00% - -%o¢ I1.30% oo
Common Equity . . .€2.00 . .X% . 11.70.

.

100.00% 115730 e o
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The subject of capital ratio is intrinsically involved
with equity considerations which will be discussed later. Park has
utilized the imputed capital structure.authorized in the Apple
Valley Ranchos Water Company'dec;szon (D.90~ 02 045) ) DRA'
recommendation lncludes a.constant ROE . factor of 11470%, wh;le the
conmpany requests an ROE of 13.00%. Park has chosen not to include
an estimate of capital structure, cost of caprtal, or rate of
return for 1993, stating that "...such-estimates are-not necessary
for this proceeding since the attrition increase for 1993 is
determined solely from the difference rn results of operation
between 1991 and 1992." L lm e

DRA’s reason for its recommendations in this.proceeding
is to continue to signal Park that DRA.would have theuCommxss;on
bring its capital structure, for ratemaking purposes, c¢loser to a
typical water utility’s capital structure. DRA witness .Brooker
testrf;ed that the reason for not usrng the caprtal structure

are different from those found in this proceedrng, i. e., Apple
Valley requirxes a heavy construction program necessary “to “correct
the numerous maintenance problems caused by the neglect of the
prior ownexr, and that this situation is not true for the central
Basin Division. Brooker states that his proposed caprtal structure
~approximates Park’s intentions to ‘increase its debt financing."”

DRA considers the company s business xisk to be no
greatexr than éhat of other ‘water utrlxtxes, ‘and less than that of
other utilities. DRA states that business risk is associated with
the dependability and reliability of its revenues. But Lergh
Jordan testified that as of June 1990 Park’s-revenues were-:
insufficient to provide the interest coverage requ;red byurtsg
indenture (1l.75-times) to ‘allow the company—to issue‘aTl ‘of" xts
proposed debt. . : : -l

Paxk argues that it is reasonable for & small Class A

water utility, such as Park, to have a larger equity ratio more
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nearly resembling "the capital: structure:of the smallex~100% equity
Class B, C, and D utilities, rather than the capital 'structure of:’
substantially larger Class A utilities. Park:notes that: the' "
average equity ratio of the companies 'shown in DRA Table 4: (Exhibit
8) is 45.4%, substantially lower than'Park’s approximate 80%. - ¢
However, the average 1989 operating revenues of ‘the-comparable.
group shown in Table 4 exceeds $100 million, compared with: Park"s
approximate $8.6 million in its Central Basin Division,-and: $2.5.
million in Apple Valley. Some of the comparable companies arxe'
publicly traded. DRA urges that.all .Class A water utilities, .
regardless of size, should have.comparable capital structures for -
ratemak;ng purposes. R R T

" In Table 3 of Exhxbxt 8, DRA has 'shown three:Standard &
Poor’s: fxnanc;al rating criteria to show.that by these. crxter;a,
Park would be rated between "A" and "AAA"™ under DRA’sS imputed
capital structure of 65% 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 23 Jordan has "
presented extracts from: Standaxd & Poor’s: Credit Overview, showing'
the Rating Methodology Profile of the Utilities Criteria section: -
The document sets forth six non-financial and six financial
cxitexia, then goes on to state: - T T

*In establishing a profile for a. utml;ty,ﬁ
Standaxd & Pooxr’s fixst analyzes the loag-term.
non-financial oxr qualitative credit factors and
then addresses past and prospective financial-
xesults. This sequence. is not.chosen .
arbitrarily; qualitative aspects are l;kely—to
control the nature of financial results 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 qual;ty
assessment.”
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. Exhibit 23 also includes Standard.& Poor’s. "Rating . .-
Aspects Applicable to-Water Utilities," which ‘statesz::"The water.
utility bond rating process is-similar in most respects.tOuthe¢~ﬂ.
analytical process followed fox other utilities, yet it differs-in.
emphasis.” - The report further.notes that "(a) primary .
distinguishing aspect is the importance placed on evaluating-:the.- -
long=-term adequacy of supply...” and that "...doubts regarding :the
future adequacy and quality of the watex supply may offset strong.-
coverage and capitalization levels."” In.yet another section-the.. .
report xefers to "...satisfactory long-texm water supplies based .
upon reasonable assumptions and including contingency planning.”.. -

Park asserts that DRA, by applying only three of ;Standaxd
& Poor’s financial rating criteria, cannot arrive at.an-accurate
picture of Park’sz risk. Moreover, one can do more than.estimate.. -
Park’s bond xating, because . the company would not qualify . for-a. . .
Standard & Pooxr’s rating since its bonds - are not publicly traded. -

Jordan testified that if Standaxd & Poox’s were to xate
the company, the rating would be BBB or lower; for Park to then go-
out and increase its financial risk by reducing its equity .ratio
would put it in an even worse situation. B - S el

‘Practically all of Park’s .debt is in the form of flrst
mortgage bonds secured by and issued under the provisions of Park’
indenture. The texrms of this zndenture-preclude Park from
acquiring debt to an extent that- debt exceeds 50% of the company s
total cap;tal;zatlon. This. condition funct;ons as.a perpetual
ceiling on the amount of debt which Park may incur, and Yimits its
borrowing capacity. Thus, Park’s borrow1ng capacity 'is .the
difference between its equity and’ debt, oxr the amount of additional
debt that would result should Park's outstand;ng debt equal its
outstanding. equxty.

Since Park’s stock is. closely held and not publzcly
traded, it is unable to raise capital in the equity market, Joxdan
stated. Hence, the only two real sources of capital for Park are
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debt and: retained earnings.: :.And even retained:earnings.can provide.
capital only to the extent xetainable earnings 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 -sexvice,.
assuming the authorized rate of return is achieved.  -Park maintains
that this capital source is not adequate  to respond to .large
capital requirements, especially if Park were to lessen: 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. . . : O S S A P D

Gaxy Lynch, Park’s Director of Watexr Quality, sponsored .
Exhibit 16 and testified concerning. situations resulting from. .
Environmental Protection Agency (EPA) proposed Maximum Contaminant
Levels (MCL) in connection with the reduction of radon and
inoxganic chemicals, for promulgation within one or two years,.. - .
which may xesult in Park facing capital requirements. of $10 million
to $14.7 million. The amounts 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 Parxrk 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.90-09-038, Park’s request for
authority to issue debt.

Row B shows Park’'s approximate capital structure for the
test years, including the impact of acquixing 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
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average capital structure for 1991 is 'about 78% equity.. 'Fox '
purposes of illustration, an approximate $7.5.million'.average debt
has been .assumed for the test period, including effects of ‘adding': -
new debt and paying off existing debt.. Also for illustration, the':
increase in retained earxnings has been assumed to bo”that'requlted“
to achieve the 72% equity adopted for Apple Valley, even: though
Park’s actual capital equity xatio may well be higher. a
Row C shows a capital structure resulting from DRA‘g
recommendation that reduced equmty be imputed to arrive at 65%
equity. : ‘ , P :
Row D shows a capital structure withwthe<equityﬂincreaSed:
to a level at which the borrowing capacity, measured by equity less
debt, is sufficient to meet a $12.35 million capital requirement,
the mid-point of the $10-$14.7 million range testified to by Lynch..
" The table puxports to demonstrate that DRA’s recommended
capital structure of 65% equity does not provide the company with
adequate borrowing capacity; -and that even the 72% equity ratio

adopted in the Apple Valley decision and proposed here- by Park does
not quite provmde that borrowing capacity. o : L
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PARK.WZIER ‘COMPANY & CALIFORNIA SUBSIDIARIES

COMMON CAPITAL STRUCTURE
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Park contends that the situations outlined by Lynch in

Exhibit 16 are the threats to water quality and long-term adequacy
of supply which are mentioned by Standard & Poor’s (Exhibit 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: suppl;es ‘based upon reasonable
assumptions and contingency plannlng mentioned by Standard &
Poox’s. It asserts that the maintenance of borrowing capacity is
part of its contingency planning; that it needs the reduced
financial xisk of the higher eduity ratio to offset the
unacceptably high risk to water supply if it is not prepared to
respond to these MCL problems._
Discussion

7. ‘The issue of ;mputat;on of capital ratios has been ‘before
us several times recently, in proceedings lnvolvmng utxlxt;es
having'a financial relationship with-park, and in other proceedlngs

as well. In D.90-02-045, the Apple Valley request, we imputed a

capital structuxe of 72% for 1991 and.69% for-1992, which the’
company has requeosted be alao‘edopted for purpoaes of this
proceeding. On the other hand, we rejected the DRA xecommendation™
to impute a capital structure in the proceeding involving Azusa
Valley Water Company (A.90-03-015, D.90-12-069) because the current
and proposed rates of Azusa are among the lowest of all wate~
utilities regulated by this Commission,. and the use of .an imputed .
capital structure would have made only a. negligible dxfference in -
the resultant rates when compared with those resulting from\h
adopt;on of the actual equ;ty/debt ratlo._'” . .

' '~ 'In this case, Park is requesting author;zatmon of a
quantity rate of about $1.07 and a service charge of $8.20 for a
5/8 x 3/4 inch metex. These rates are not high when compared with
rates of other Class A water utilities, and would not be reduced
significantly if the DRA 65% equity recommendation were Tto be
adopted. In the Apple Valley decision we stated that the degree of

PA s el
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reduction 'in the company’s:common equity ratio recommended by DRA. .
was too severe, and oxdered that common equity be imputed at 76% in
1990, 72% in 1991, and 69%:in 1992. We.also stated that: the
authorized capital strxucture is based upon.'the c¢ircumstances.of
Apple Valley, ‘and may not be appropriate for sister subsidiaries or
for future Apple Valley test periods. We also. found (Finding.of . -
Fact 20) that significant financing . .requirements and ‘the-need for '.
new sources of supply due to more stringent water quality-standards
and testing requireoments were speculative at that time.. And, as -
stated, we also found that the capital structure imputed.for Apple’
Valley may not be appropriate for othexr Parxrk subsidiaries, or.for. -
Apple Valley in future rate case proceedings. om0
The expenses associated with the two sxgnificant MCLs
confronting Park. are speculative:.. Lynch testified at-length' -
concerning .the two contaminants .- radon and sulfates.- and: about .
the possible costs involved ‘in order to meet EPA:standards. His. -
testimony is that EPA was expected to propose an MCL for radon in
January 1991, and that the least expensive treatment plant:
currently known would cost about-$250,000 per well site, .with'
larger wells requiring up to another $100,000. The witness stated
that all but three of the 16 wells operated in Apple Valley exceed
the expected proposed MCL; all nine of the Santa Paula Water Works °
wells will fail to meet the proposed radon MCL. - The potential =
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 concexning the actual proposal or
final disposition of an EPA proposal with respect to MCLs involving
radon or sulfates.. In our Apple Valley decision we were dealing '
with definite plant additions of between .$2 and '$3 million in each:
of test years 1989, 1990, and 1991; whereas in this proceeding we
are concerned with definite plant .additions of between $183,000 and
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$188,00 in- 1990, :and additions:of $230,000 'in 2991, and  $404,000:4in
1992. R D ": VR IR E VLRI R S I LI G Sl PRES
-After consideration, we"deemrtheiimputedfcupitalﬁxt
structure- found proper in.our Apple Valley .decision, .and sought ..o
here by Park, to be suitable for purposes of this proceeding. That
structure is 72% equity for 1991, and 69% for 1992.. .The 1992 xatio
is-also appropriate for 1593. 'The MCLs proposed by EPA,.while ..
speculative, constitute the type of threats to watexr quality and-
long-term adequacy of supply mentioned by -Standaxd & Poor’s -as.
factors which influence water company risk. .The company and its.
subsidiaries have, in effect, a single common capitalization ..
because the company holds all debt and its subsidiaries have .none. -
The 69% equity factor is not significantly different  fxom the 65%
recommended by DRA. This is a faixly close judgment call, . . -
influenced by the fact that we are .alrxeady adopting a reduced -
equity ratio so that ratepayers will not . be unreasonably. impacted. .
Moreover, -Park is-a small Class. A watexr . utility, considexrably . -
smaller than many of the Class A utilities regulated by this . ...
Commission. It -is c¢loser in size to.many Class..B water.utilities.
It is usual for Class B water utilities to be 100% equity ‘financed..
- We also take notice of A.90~10-031 in which Paxk has

requested authoxity to sell part of its Central: Basin Division to-:.:
the City of Bell Gardens. : The requested sale includes -at least  a
portion of water production facilities for the Central Basin
District.  Such a sale would represent a significant reduction in ..
the risk associated with water quality.. .- S

‘Park asserts that an additional - problem,associated wmth;m
DRA‘’s recommended capital structure of. 65% equity fox :1991-1993 is
that it is not.achievable. Joxdan testified that the .company is .-
required to have 1.75 interest coverage. - He said-that Paxk could ..
not, under the terms of its indenture, .borrow enough debt to reduce
its equity to 65 pexcent during:199l. :-The company’s current . -
projected borrowing during 1991 of $4.5 million will get it to a
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position wherxe its average:capital .structure during:l99Y will-be: .
about the 72%-imputed in the AppleiValley.decision. i Im oxder too«:
incur sufficient debt to.get to 65 percent, Paxrk would have to ..~ :
borrow at least an additional $4 million. .. Thus, the witness .. w.
concluded,. Paxk will not have sufficlient interest coverage :;to. .-
borrow enough additional money to-get-to 65% equity during 1991.. .
This latter unrefuted testimony, in particular, is persuasive that:
the capital structure imputed in the Apple Valley decision
continues to be propexr at this time for Park. - Ny
Order Instituting. Investigation 90-11-033 was issued for-

the purpose of addressing the issues surrounding risk, both -
business and financial, of. water utilities regulated by this : .-
Commission. We expect that the imputation of capital .structure
will, perxforce, be considered duxing .the.conduct of that. - .
proceeding. Meanwhile, the imputed .capital structure  adopted-in
our. Apple Valley decision.will be reasonable and .appropriate for
purposes of this proceeding. The capital structure:foxr 1992 will
also be reasonable and fair for 1993. P LE e

1 bt .. S o - Tl ‘

A ‘Park’s estimates of the cost: of debt are 11.30% for 1991,
and 11 35% for .1992. . The company. did not propose a 1993-debt cost,:
stating that it was not necessary to do so since the 1393 increase .
is based on the operational and financial differences’occurring
petween 1991 and 1992. These estxmates axe based on the cost of
intexest and insurance expenses of the company s:exlstlng debt as
descxibed in Branch’s cost. of capztal exh;bxt (Exh;b;t 8, page 5).

Park did not aniude its: proposed 1991 new-fxnancmng in

its estimate since the effect was not known at the txme " DRA notes
this fact and also notes that, on review, it conszders the impact
of the new borrowing on the embedded cost of debt to be mmn;mal.
Accordingly, DRA also .has not.included the new £xnancxng~1n the
development of its debt cost.for the company.s .DRA states that
"(DRA) and the company agree on the effective cost o£ debt for the
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testyears.” . ((Exhibit 8,.page‘6.): Table-2.0f DRA"~s Exhibitwg s oo
shows an-effective Cost  of "Debt 'Summary which agrees  .with Park, .=
showing 11.30% for 1991, .11.35% for 1992, and 11.37% for: 1993 ~
However, 'DRA has recommended: in Table 10 of 'Exhibit & a constant "=«
debt cost for the years 1991-1993 ‘of 11.30%. The ‘actual costs.of =
11.30%, 11.35%, and:11.37% are. appropriate and.‘should be .used..” ="

Park has requested-a ROE of 13.0%. R P

DRA (Brooker) -has based. his ROE recommendation of ‘11.7% .
on a discounted cash flow (DCF) analysis of '12 water utilities.
Brooker concluded that through his DCF and risk premium: (RF):: -
analyses that, while a range of 11.75% to 12.25% 'ROE is reasonable-
and appropriate for a typical water utility, it would be excessive .
for Park due to its high equity ratio and: the resulting :lowex,
financial risk associated with its actual capital structure.

‘Brookexr was guided:in his recommendation regarding a: fair
and reasonable ROE by two landmark decisions of the U.:S. Supreme

Court, the Bluefield case (Bluefield Watex Woxks & Improvement Co.
vs. Public Sexwvice Commission of West Virqginia (192’) 26Z°U. S. . ™

679), and the Hope case (Fedexal Power Commission 'wvs. Hope Natural
Gas Co. (1944) .320 U. S. 391).. The pertinent wording from the .. .

Bluefield decision relating to this proceeding is: :

"A public utility.is entitled to such rates as' ' -
will permit it to earn a rxeturn on the value of.
the property which it employs foxr the
convenience of the public equal-to that - .

. generally being made at the same time and ln
the same generxal part of the country on =
.investments on other business undertakings -
which are attended by coxxesponding risks and
uncertainties... the return should be - o
reasonable, sufficient to assure confidence in-

- the financial soundness of the utility, and.
should be adequate, under efficient and
economical management, to maintain and ‘support:
its cxredit and enable it to raise money ,

' necessary for the~proper d;scharge of ;ts‘

¢ public duties." - oo
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The relevant wording from the Hope case is as follows:. @ o Lonl
. "From.the investor or company point-ofiview it ..

is important that thexe be enough revenue not ..

only for operating expenses but also for the

capital cost of the business. These include

sexrvice on the debt and dividends on the. o

stock.... By that standaxrd 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, 8¢ as to marntaln its credrt and

attract capital.”

Brooker testified that the percentage of a company '3 debt
to permanent caprtal (leverage) determrnes the level of frnancral
rlsk Thus, greater financial risk follows from h;gher ‘debt _
ratros, because the larger the proportlon of flxed oblrgatrons ﬁ “
(debt) the greatex the rrsk that resldual earnxngs wrll fall short'
of investor expectatlons. ' ' a3

~ Debt frnancrng is less expensive than egulty frnancing
because stockhoIders are residual clarmants to earnrngs, after f
bondholders.‘ Equrty holdexs therefore face more rrsk and demand
hlgher returns. Furthermore, debt lnterest is tax deductrble, B
while returns on common equlty are not. In unregulated 1ndustr1es“
these tax sav;ngs may be kept fox shareholders, rather than berng ’
passed on to. customers while regulated utllltles must pass such
savings on to customers in the £orm of reduced rates. ‘""’

" 'Brooker testified that there is an inverse relatronshrp
between equrty ratio and the return on equlty. As equity i
rncreases, ROE should decrease because of the reduced rlsk
resulting from the lessened debt ratro. S e

o In’ hrs DCF analys;s Brooker has attempted to estimate the
return on common equrty reasonably expected by Park s rnvestors.'”h
DCF model recognlzes that the current market prrce '0f"a share of
common stock eguals the present value of the expected future stream

of dividends and the future sales prrce of the share of’ stock,

L
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discounted at: the investor’s-discount rate..:This:discount.rate 7
ropresents the investor’s. opportunlty-coat'of capital,ﬂi:e., the
ROE that could: be earned on an alternate investment ot comparable
risk. - ‘ GO D T L H.m..:::x:s:’;

Brooker has calculated three-month drvidend yrelds for a
group of 12 compaxable watex utrlitres located throughout the
country. Four of these companres are located in’ Californra. He
calculated group average yrelds of 7.52% for three. months, and

7.34% for six months. He next increased these yiclda by a growth
rate, which ranges from 4.0% to 4. 5% relylng upon historical ten-
year average earnings pexr share, drvrdends per share, and
sustarnable growth rates to ‘estimate an expected dlvrdend gzowth
xate. The results of Brooker s DCF analysrs show-returns on equity
ranging from 11.63% (combrnrng the current srx-month expected.yreld

of 7. 63% and the 4.00% growth rate) to 12 36% (combrnrng the three-
month expected yield of 7. 86% and the 4.50% growth. rate)

L Brooker also performed an RP analysrs to. determlne a
reasonable ROE. An RP analysrs recognrzes that there are L
drfferences in risk and return factors for rnvestors holding common
stocks as compared thh utrllty bond° ox. government securrtles.p”“
Since equrty returns axre resrdual returns relatrve to-bonds in the(
case of default, an equrty rnvestor requrres a greater return to
compensate for the addrtronal zisk. Risk d;fferentlal between o
common stocks and bonds lS expressed as a premrum and rs added to‘v
the estrmated cost of a debt rnstrument to determrne the requlred'u
ROE.

The witness stated that there is a drffrculty an applyrng
an RP analysis, which results from the calculatron of the premrum
Measurements based on hrstorrcal holding perrod returns can be
different fxom investoxrs’. expected returns. Part of the problem .
can be elrmrnated, he stated, if one assumes the expected return on
a bond, if held to maturrty, will equate to its yleld at the tlmev;
of parchase. The expected return for the common equrty rnvestor rs
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more difficult to measure as stocks:-are:¢onsiderxed perpetual ..i. il
instruments without a fixed maturity. One method which can be ‘used
to determine’ the investors’ expected common equity return is to
apply a DCF analysis. By backcasting recorded: information .over a '
historical period, Brooker was able to . compare expected yields on'::
utility bonds and U. S. government issues with expected.returns on:
common equity. . e e e e e
In Table 8 of Exhibit 9, Brooker has shown ‘the'most
recent ten-year average premiums over "AA"™ utility bond yields,. . :
along with 30-year government issues. The premiums were derived by
comparing DCF estimated ROEs with "AA™-utility bond yields and
30-year government issues. for years 1980 through .1989. Estimated -
ROEs were determined by combining each company’s annual -dividend:
yield with its historical ten~year average dividend and earnings
growth rates, and its sustainable growth rate.  He then added Data
Resources, Inc. (DRI)/McGraw Hill‘’s November 1990:-long range
forecasted yields (Table 9) on "AA" utility bonds and 30-year. .~ =
government issues for the test period to the résPective;average'-‘
equity risk premiums to derive a. :ange of expected ROEs of 12.05% -
to 12.36%. . ‘ O AN UL DL
Brooker describes the range-of average expected returns. -
developed through utilization ¢f his DCF and RP analyses to be . ™
quite narrow - between ll1l.63% and 12.36%. He asserts.that a range -
of 11.75% to 12.25% for ROE .would:be xreasonable and appropriate -for
a typical water utility, but, as stated, uxges adoption of an ROE
for Park of 11.70% because .of .its lesser: rxsk, based upon its
unusually high equity ratio.. BREEET SN T meesn v an
- Park argues in- Exhibit 3, Lts,Report on-Cost - of Capmtal,
thatvwater.companles are as risky as other utilities, because.of -
the ongoing drought, the lack ¢of sales adjustment mechanisms, the
threat of condemnation, and because water companies 'tend to - have-a
smaller ratio of rate base to operating expenses than do-enerqgy .

] .--4
»




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

companies..: Impending safe:drinking water regulations pose ‘furthex::

risks. . oo e oo D S T A AT A S D S P S S I

Park asserts- that there are:flaws -in:the DRA DCF.iwc-r - o
analysis.. The company’s-rebuttal ‘testimony was presentedthrough .
the testimony of Dr. Thomas Zepp. Zepp discovered that.the. data
base used by DRA to prepaxe estimates of earnings pexr share. growth .
contained erxoxs for two of the companies included in its .analysis.

The first company was Consumexs Watex. -That company had
a stock split in 1983 which requires a xestatement of the eaxnings..
per share (EPS), Zepp maintains. This alleged erxor-was undisputed
by DRA. Once the erxor in Consumexs Watex data is corrected, the: -
estimate of historical EPS for Consumers Water is 7.66%, not 0.54%,
as was shown in DRA Exhibit 8, Table 6.  Zepp stated that this
single correction in data increases. the average EPS growth rate
computed by DRA in Table 6 from 3.83% to 4.43%. T L

- Zepp also corrected an error in EPS data for a second ..

company,. United Water Resourxces. ' Zepp testified that data used by
DRA does not match that reperted in United Water’s annual .Xepoxts,
ox in Value Line. United Water has had several stock splits and.
recorxded a substantial drop in earnings in 198l. He detexmined
that correct data for United Water Resouxces indicates-past EPS
grxowth of 5.50%, not 2.27% as computed by DRA. . When the exrxors in- .
EPS data foxr both companies axe corrected, average historical EPS -
growth foxr the DRA sample of 12 watexr companies increases from -
3.83% to 4.70%. . T P

Based upon the coxrxections in EPS gxowth, Zepp has =
revised the growth rate range selected by Brooker to make: his DCF
ROE ‘estimates.. Brooker had selected a range of 4.0% to 4.5%
growth. In Exhibit 21, Zepp has shown that both average: EPS growth
of 4.70% and average dividends pexr share (DPS) growth of 6.94% are -
above the top of Brooker’s range, and none of the growth -rates is .-
as low-as 4.0%. Brooker’s smallest estimate of average growth. for-
the sample of water utilities is his estimate of sustainable growth




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

of 4.17%. Based upon this corrected-data, Park: insists,:estimated:
growth, and thus equity cost estimates, must: be: increased.  : .. .. .-

, Zepp emphasizes that the DCF: model needs current:dividend
yields to compute Do/Po (dividend yield:at. time of purchase),.and
notes that DRA 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. October  and:November
1990. Zepp updated the three-month dividend yield- to: base: it on -
the most rxecent three-month period - September through Novembexr.
1990. This update increases dividend yield, and-therefore the DCF
estimate of the cost of equity, by more than 36 basis points. The:
current dividend yield (Do/Po) increases from the 7.52% computed by
Brooker to 7.88%, as shown in-Exhibit 20, page 6.  Furthermore,. the
DCF equity ¢ost estimate would .increase more because the 36 basis
point increase in currxent dividend.yield would be multiplied by the
growth rate to estimate current dividend yield. . :

The company also notes that DRA has made certain
subjective choices in performing.its DCF analysis which-are. ,
inconsistent with similar choices it made both in. (i) its risk: . -
premium analysis in Table 8 of Exhibit 8, and (ii) estimating DCF-
equity costs for Azusa Valley Water Company several.months ago. ..
Paxk contonds that if DRA’s choices axe modified to be consistent,
its DCF equity cost estimates would increase and support the
company'’s requested 13 percent equity return. IRV
In support of the above contentions,. Park arguesJas
follows: ‘ AR -
l..

In computing equity costs. for his RP analysis, Paxk. -
observes, Brooker gave weights: of 25 percent to EPS growth, 25
percent to DPS growth, and 50 .percent to his measure of sustainable
growth... That weighting: method would-produce a growth rate. in_the: .
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DCF analysis of 4.78%, which exceeds' the 4.0% toI4.5%:DCF growth -°
rate range- adopted by Brookex:to compute Table 7. The-4.78%. growth
would indicate an equity cost.of 12.66% (7.52:x 1.0478) " plus 4.78,'
fxom Tables 5 and 7 in Exhibit 8. Thus,-the single DCF estimate of
the cost of equity (12.66%) would exceed the 'range of costs: shown":
by Brooker in Table 7 (11.63% to 12.17%).  Moxeover, this 12.66% '
equity cost developed by Zepp does-not ‘include corrected-EPS growth
and updated dividend yields.  If those were included,: the-equity-

cost would increase to 13.07%, as shown in’ Exhibit 20, page 0. o

Growth For Fach Utility Was Used In Both Cases.

During ¢xoss examination of Brooker, Park introduced
Exhibit 18 which showed that Brooker relied upon the same:data on
growth in EPS, DPS and sustainable growth for utilities in both-the
Azusa Valley case and this proceeding.- ' In both cases, Brooker
determined that those measures of growth were appropriate to-
compute DCF equity cost estimate. - In Azusa, Brooker determined.
that an appropriate growth rate range to use to make DCFwequity
cost estimates was 4.75% to 5.25%, while in thxs‘proceeding ‘he”
chose to use a range ¢of 4.0% to 4.5%. . . : P

- Had. DRA consistently used the 4.75% to’ 5.25% growth'
range, its conclusion with respect to DCF cost of ‘equity for-a
typical water utility would: fall-in the range of 12.44% to 13. 16%,
which includes Park’s request of 13.0%. Do

" Park contends that the increase in equity cost’ estimates
has occurred because increases in dividend: yields indicate that the
cost of equity has increased.. ‘Brooker’s testimony, the company
maintains, indicates that dividend yields increased'by 76 basis
points for three-month yields, and by 68 basis points: for six-month
vields between the periods he used to prepare his Azusa 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' xeported DCF equity cost .
ranges which were virtually:identical in each case. .In-Azusa, he
reported- a. range of 11.72% to' 12.36%, .while in-this: proceedxng he:
reported a range of 11.63%.to 12.36%. ' Sy \ B TRt T R
pPark concludes that DRA ignored objective changes -in..the~
cost of equity revealed in financial: markets through.changes in.
dividend yields; and it chose to maintain the same DCI equity cost.
range by selecting a different range -of growth rates to compute the
DCF estimate’ in-each case. ~ . . oo oo L e e
The company also argues that investors. expect sustainable
growth from sales of stock as well as: from retained:earnings.. Zepp
alleged that DRA’s method ¢of estimating sustainable growth-is:
incomplete, because it recognizes only. growth from retained
earnings. The othex source’ of growth 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.. And- to:the extent
that investors expect 2 utility to-issue new shares.of common. stock
to maintain a balanced capital structure, this source of - :
sustainable growth is also expected. ™ Because DRA has ignored: this-
potential book:'value increase, Zepp states, it has.biased downward:
the estimates of the cost of equity facing water utilities. :Zepp:
computed: this book value growth which investors.can expect at this.
time to 0.55%. Combined with the ' DRA estimate of.growth in-
retained earnings of 4.17%, he projected what he. deems a more
complete estimate of sustaxnable growth €o be 4.68% for. the-samplew
of water utilities. I S N S
- When the estimate of sustainable growth: calculated. by
Zepp is included in the DCF analysis, the' equity cost estimate
increases. He demonstrated in Exhibit-20: that when combined with'
the corrected EPA growth, the updated dividend yields, and the
method DRA'uses to weight' EPA, DPS and sustainable growth,: the'.
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revised sustainable growth. indicates: that.a.typical; water»ut;lxty
faces: an equ;ty cost 0f-13.33% .0 s oav sl e meerned gl s

-Brooker computed the growth-component: of his DCF equ;ty -~

cost estimates as a weighted.average. of three: growth-estimates: . -
25% to ten-year historical growth. in EPS, 25% to ten-yeax:. :
historical growth in DPS, and 50% to a ten-year estimate of
sustainable growth. .This avexage growth rate is then.added to
annual dividend yield to. get the respective annual equity -cost: - -
estimates. Two risk premiums are computed. - one the: premium-above-
T-bond rates, the other the premium above AA uwtility bond. rates. : -
Equity cost estimates are forecasted by combining- the estimated
premiums with forecasts of T-bond rates and AA utility bond:rates-
for 1991-1993. . . : P - AT e e g
In Exhibit 19 the company has demonstratedﬁthe mmportance
of the weights given to various growth rate estimates-used. 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 12.80% to 13.10%. .If:
past EPS werxe given the most weight, the ROE. range would-.be 13.32%-
t0.13.62%.. Thus, each of these weighting methods produces a:range.
of ROEs which includes the 13% ROE requasted. The weighting, :
assigned by DRA arbitrarily- produces, the least possible estimates. -
of the cost of equity, Park emphasizes.: . . .. .~ FURRY IR
Zepp also performed a measurement of the rxsk of watex. .
utilities based upon the capital asset pricing model”(CAPM),,.The.A
risk index is called "beta" and the CAPM is based.upon finance .
theory.. - Through beta estimates for gas, electric, and 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 effective cost.
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of 11.20%, which'is veryclose to vthe cost of ‘debt rt incurxred in
1987 when its last debt issue was prxced.‘ The witness noted that
DRA’s recommended equity-return of II. 7%’1s only/50 ‘basis points
above the debt cost. He maintains. that thia moagor difforonco is
unrealistic. Finally, he noted that ROE’s fox watex utrlrtres in
other sections of the country have averaged 13. 1%, whrle those of
Class A water utllltres operatrng wzthrn Calrfornra have been R
12.25% in several rnstances.‘ v

D;sggss;on
~ The company has presented through ev;dence a showung that

water utxl;t;es are just as rrsky as energy companxes, aﬂ "
rndependent r;sk prem;um analysrs rndrcatrng that water utilrtres'“
require an equzty return in excess of 13 percent, evmdence that -
water utrl;tres in other parts of the Un;ted States are authorrzed
equity returns averaging 13. 1%, and several company-speczf;c o
estimates rndrcatrng that Park has an equrty cost above 13 percent.
Park has also noted that large energy ut;lrtres Ln o
Calrforn;a have requested ROEs for 1991 approach;ng 13. 75%. But
these companies have been authorized ROE’ 'S about the same as those‘
allowed durrng 1990, approx;mately 13%.‘ ‘Market based rrsk measures
presented by Zepp indicate that the rrsk faced by rnvestors holdrng
water utrlrty common stocks is’ just as hrgh as that of those .
holding energy company stocks.“ Indeed by most quantmfrable purely
financial risk measuxes, such’ as DCP/RP analyses,_Park's request o
foxr a 13% ROE appears justrfred. Tt 15 because of thrs ' _,' o
Commission’s perceived lesser busrness rrsk faced by water :fff ”j”
utilities operxating wrthrn Calrfornra that ROEs have been held Tﬁh"
below those authorrzed the energy utrlrtles. Those have been"”rlw
recrted by Brooker, i.e., o |
o._mWater a renewable resource-:“

O P

bom;Mrnrmal threat of customer bypass,fipﬁr 3' .

¢. Allowance of construction work in progress
(CWIP);
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. Allowance.of up to 50% of fixed. costs. . A
through servzce charges,vﬂ .

Cmen

Expected. reduct;on in risk- from the impact
of droughts, based ugon anticipated
decision in I. 90 1l
On the other hand, with respect to busxness rlsk water‘:

ut;l;t;es do ‘not have sales adjustment mechanrsms, and face the
ever present threat of condemnation. If courts provide fair |
compensation in the event of condemnation, ‘the utrlxty ;s at rxsk
when it reinvests the proceeds of a condemnation sale. '

P

Purthermore, water ut;l;taes generally have 2 smaller ratmo of xate
base to operatlng expenses than energy‘ut;lxtles,‘whnch means that
the return on common equ;ty is more leveraged for water utal;txes
with respect to expenses than lt 1s forx energy\utllztles.v Water _
utxlxtxes may have to make major aneatments to meet water qualxty
standards under expected new EPA requ;rements, and these large N
investments can pose. a major rrsk to small water utalat;es having

limited access to f;nancxal markets. Thus, even in the area of
business rxsk there are cons;derat;ons which, whrle drffxcult to |
quantxfy, and perhaps not as def;n;te as those czted by DRA watness
Brooker,_may be s;gnrfxcant depend;ng upon ‘the c;rcumstances
surrounding the requrrements £ac;ng a partacular company., .

We have often stated that we deem water ut;lxtres 1ess |
rxsky than energy utilities. It would be ;nappropraate’tdhalter (
that general observation based upon the record of a sxngle o o
proceeding. Thxs LS especxally 50 at thas trme because of the
impending conduct of hearzngs ;n I 90 ll 033, the gener;c B ‘
proceedlng Ln which operatlonal r;sk, both f;nanc;al and bus;ness,J
of water utilities will be thoroughly cons;dered by the Commxss;on.

We are persuaded after cons;deratlon that an approprlate
ROE for purposes of this proceedlng will be 12. 00%.‘ ‘This will
balance the financial risk considerations discussed-above with what

PR S . . T .
N Y . se e D 0 LY
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Park contends,. it has established:that its actual.medicalipremium::
increase for 1990 was 34.9%, and not 17.4%. . e Dod mnes ol
In August 1990, Park increased from 50%-to. 65%-the '
portion of its employees’ dependent. coverage premium:paid by the
company. - Park had surveyed the benefits .offered by five Class'A.
investor owned utilities in southern California and-found that at..:
50%, Park was. well below average. Exhibit 15 contains .this: .. ..o
compaxrison. ' Xt shows the amounts paid.by company and:.employee for-
four Class A water utilities regqulated by this Commission. ~The. - =
amounts paid-by. Park compare favorably with those amounts paid:by.-
the other utilities. Of the four utilities, one pays 100%:0f a. .
dependent’s medical insurance, one pays.85%, one pays.60%, 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 medic¢al insurance costs include an W
additional increase of $13,400. B I T R A VR S
‘Branch’s witness testified that his estimate-of 1991
medical insurance expense . is $188,815, 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 dependent: premiums paid: by Parxk. ...
Discussjon - = SR Soow o T Ll e
The evidence clearly shows that fox. policy year-1990-1991
Park’s medical insurance expense increased by 34.9%, anduwill be
further increased by $13,400. due-to. the policy .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.: . - o
estimates of medical insurance costs are fair and- xeasonable and-. .
should be adopted. . : nic oo L ' .
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increasing medical costs and the*factvthat“the-company'Sfclaims“” €
experience had been very high! (claims:.exceeded: premxums during o
policy years 1987-1988 and 1988-1989) .- ...  [0u Joomonoal
Branch introduced -Exhibit:10:,- purporting to-showothat. -
Park’s employees seldom use .PPO facilities. The exhxbit~shows-that
during the xating period March 1, 1989 to March 1,:19%0,~employee"’
claims at PPO . hospitals amounted to $4,510 out ©0£.35145,000 in total
hospital claims. However, the exhibit does not . show whethexr these:
claimg relate to the seven-month period when the PPO plan-was’in ..
effect, or to the five-month period prior to institution of the 'PPO
plan. Nox does the exhibit provide information.concerning the.use:
of physicians, dentists, pharmaceuticals, or any other non-hospital
providers by Park’s employees, nor:deoes it show which of:i.the listed
non-PPO: hospitals are-in Montana, where Park’s: insurance company '
does not offer the PPO plan. The exhibit does not demonstrate what
it puxports to show. e e e e
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 and its benefits. ' Exhibit 13, "Highlights: Of ‘Your n
Travelers Preferred Employee Benefit Program" describesthe various
applicable benefits and: ¢o-payments, and. clearly shows'the.
financial incentives fox using the PPO option. The document- has: -~
been distributed to all employees.. — v © .. o i

~Park argues that Branch’s -use of Exhibit-9, .which .shows:
that average annual medical insurance.premiums increased by 17.4%.,:
should be discredited.: for purposes: of. this proceeding becauserit: o
relates only to increases from 1989 to 1990 for :the Califoxmiac : - -
Public Employees Retirement System, which'.covers tens, perhaps = . -
hundreds of thousands, of state employees. Thus, Park suggests, .
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 Park’s medical plan. Moxeover,
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... Portions of employee:benefits expense:are recharged-to™ =
other capital or expense accounts-as is:payroll.:"Both'Park:and.. .’
Branch have:used percentage recharges based on payroll expense. '
Although Park’s and Branch’s recharge percentages vary: slightly: due
to the payxoll difference, both have recharged about 10% of 'all" -
employee benefits expenses. The following table: portrays both
medical: insurance expenses, net.of recharge. o e

1991 ' $198,600. - ,5159,300., .$29,300
1992 265,200 .. - 205,100 - ' 60,100 ..
The .primary reasons for the differences are that: . l).Park-assumes-
a 30% increase in 1991 and 1992, while Branch assumes 20%; and 2) . .
Park increased its 1990-1991 premiums by the amount of its
increased premium cost resulting from paying 65% rather than 50% of
its employees’ dependent coverage premium, and carried that
increase forward to 1991 and 1992. Branch assumed ‘that its 20%
increase included this increased cost. e e
Branch looked f£or a method of testing the reasonableness
of Park’s request. It collected in. Exhibit 9 the percentage
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 § data Branch concluded that the company’s request
is excessive. Branch also urges that more use be made of preferred
provider provisions (PPO) of the company’s medical insurance.
Branch understands that Park’s 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 curxent plan, introduced in August 1989, provides-
employees with the option to use PPO and facilities. . Previously, -
Park-had a.straight 80/20 indemnity insurance plan...The .company . :
introduced the new opticonal PPO plan to:moderate an expected large-
increase in its medical insurance costs due to the combination of. -
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elected to request the 6.3% factor for 1991, and its.S5%-estimated
COLA for 1992. Branch:asserts that Park.should:be awardedﬂfxgureSﬁ
based on Branch’s--inflation. factors, because. its- request A
constitutes. a.rejection of Branch’/s:offer. ‘ g

- The 5% factor used by Branch is fair.and reasonable in- -
these circumstances, because it is:the increase-projected-at the.
time the application was filed. While thexe is no evidence that
the 6.3% granted by Paxk- is not proper,.it was not brought to the
attention of the Commission or Branch until the hearing, and thexe
was no. opportunity by Branch to validate or verify the- escalation o
factor used by Park. Co B U T

. . , : o - o R T
= N .
. - . S -
. . . . v
PR o .

“The. methodologies utilized by Park and: Branch.for:. ..
estimating medical insurance costs are set forth in Exhibit 25, ..
page 6. . S ST A
Branch has used recorded 1589 expenses, divided by an
average 1989 inumber of employees to get:a cost per employee;,. .
increased .that cost by 34.9% (the actual1990~-1991 policy year:
increase) for 1950 and 20% for each of 1991 .and 1992, :then used an~
average numbex of employees 'to arrive-at its 1991 and.1932 - = .
expenses. . . S LR A AR Y SRR

- Park used the followxng method: ‘it began.with-the . .. .-
monthly premiums in effect for the 1989-1990 policy yeax, reflected
the 34.9% premium increase in August foxr the 1990-1991 policy year,
added $13,400 to the 1990-1991 policy .year premium to reflect. ..o
Park’s .increase of the percentage of its employees dependent
coverage. premiun it pays from: 50% to 65%, estimated premium ../ .. -
increases in August 1991 and 1992 of.30%.for the next:two. policy.
years, and adjusted each yeax by the percentage change R 3 average
number of employees. - R SR - : S
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199)_Labor Escalation

‘Both Branch and Park, in arriving at labor-expenses ‘for -
this proceeding, have made estimates of labor escalation, ox €ost-'
of-living (COLA) increases for 1991 and:1992. Branch hadi . ' - 7
stipulated to Park’s estimates; however, the company revised its
1991 labor escalation number because it -has now established its -
actual labor COLA for 1991. Ordinarxily, Park’s general -rate case °
proceedings occur prior to the availability of this information. -

. 'The COLA granted Park’s employees each year, effective
January 1, is based upon the annual increase in the regional ~
Consumer Price Index measured through Octobexr of the prior year, as
published by the United States Bureau of Labor Statistics. - 'Based -
thereon, Park granted a 6.3% COLA to its employees during1991. -
While Park is a non-union-company, and not obliged to: use the COLA -
formula by any union contxact, .it believes the formula used'is’
equitable and prudent, and that it tends to reduce the amount of
employee turnover. R R R :

* A memorandum from the Economic Branch dated November 29,

1990  addressed to- Enexgy and Telecommunications’ Branch Managers. -
DRA, contained escalation factors higher -than those used by Water
Branch staff a Commission Advisory -and Compliance Division “(CACD) -
branch, which in turn were extracted from a memoxrandum issued: by ' -
the CACD dated September 19, 1990 based on August DRI forecasts.
In most cases the labor and non-labor escalation factors 'contained
in the November 29 memorandum are highexr "than either Branch’s ox =
Park’s figqures. The factors in the Enexgy and- TelecommunxcatxonSJv
nmenoxandum werxe subject to an adjustment mechanism. o L.

‘Branch offered Park a choice:  -Park couvld elect to take:
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 numbexr. Thus, the company
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Discussion B e kTR ST S,
As stated, there is no dispute here regarding the
accuracy. of data In eithexr the-Branch~or*companyldevolopmenta. The
issue -is methodology. In this regard, we should, .wherever ..
possible, be concerned primarily with correctness of data and of
the best estimates based upon that: data. It is hardly arguable . :
that specific data based upon actual circumstances provide  -a basis
for estimating future ‘test years that is more accurate and o
therefore better than can be achieved from merely escalating 1989 -
recorded payroll expense by a general labor escalation factor.
Park’s point is well taken that for purposes of estimating
appropriate test yeaxr data, smaller utilities present a much: -
different problem than do those of significantly greatex-size.:
This is so simply because of the much greater numbex of employees
whose records must be taken into account when dealing, for . . ,
instance, with a giant enexrgy utility, ox even with a very-laxge -
Class A water utility with many districts. o co

Park’s Central Division work force is a mere 40
employees.  The company is able to ascertain and monitor .the
precise payroll expense incurred. in connection with:that. force with
little apparxent difficulty. - While Branch’s methodology- considers ..
1989 data per se, it does not give appropriate effect to payroll . -
increases which occurred during the latter part of 1989.. . -Thus, a
merit increase granted at the middle of 1989 is included.in the
year-end 1989 analysis only to the extent. increased. earnings :
occurred aftexr the middle of the yeaxr. But the more appropriate
measure should considexr the rate of earnings in existence at the.-
end of the year, if increases are to be projected.from that date. .
The company’s methodology does. this, -and should be adopted.
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Park maintains that its payroll.expense.estimates
propexly give-full effect to.merit increases-occurring:in: 1989 and-
1990, and- will continue to occux in test years: 1991 and:1992. It -
has done this by basing its: estimates on personnel salaries and . .-~
hourly wages as of January 1, 1990 and making adjustments for mexit
increases, employee retirements and their rxeplacement by lowexr paid
employees., and escalating these figures. .to test years: 1991 and
1992. S . O ST TP TR

The  company maintains. that since it grants.mexit: .. ..
increases to employees at various times 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 recorxded 1989
payroll does not fully reflect: 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- occux in- 1991 and-
1992. Park contends, however, that- Branch’s method ignores . - .
specific changes occurring during 1990, and which -will occur: in .
1991 and 1952, and that Branch’s method assumes that increases in .-
payroll expenses resulting from merit increases in- 1990, 1991, 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. , o

~ 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 mexrit increases and the exact: - -
retirements and replacements occurring. R E

Branch argues that its methodology,-used in connection-
with all Class-A water utilities, propexly 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. e :
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‘Branch concurs' with“the company-that-it.is desirxable to
have a full sized automobile:for usein company:business, which: =
will involve primarily. travel within-the CentralJBasinfservice area
but w;ll ‘also entail trips to Park“s ocher subsidzary service:
areas. . .. nmoneor SR . P T e e
M S O PN

‘After consideration, we believe that a:cost allowance .of
$19,000 is reasonable for purposes of this proceeding. We base "’
this decision upon the convincing testimony of -the‘'company witness
that the Ford automobile will provide. greater safety, as well as"
bettexr fuel ‘economy than the comparable Chevrolet, -and upon- the. .
witness’ moxe specific testimony concerning currxent prices.

IV.  Pa

- Paxrk and Branch differ concerxning respective estimates- of
Park’s payroll expense in test.years 1991 and 1992.  Apart:from the
disagreement resulting from varying 1991 escalation factoxrs™ ‘
(discussed in Section V below), this difference results fxrom the
use of dissimilar methodologies by branch and the company. -Branch
has used-a general methodology not specific to Park, while ‘Park has
employed a methodology which ;ncorporates the specific facts -
applicable to the company. . B A O

In arriving at its estimate of Park’s payroll” for 1991
and 1992, ‘Branch has escalated the company’s 1989 recorded payroll
by its labox escalation factors. This results in lower estimates. .’
of Park’s 1991 and 1992 payxroll expenses, Paxk contends, because it
does not give full effect to merit increases occurring-throughout .
1989, i.e., 1989 recorxded payroll expense includes only a partial
year’s expense at the higher figure. - Furthexr, Park maintains. that:
Branch’s method does not properly take into account. merit: increases
which have occurred in 1990, as-well as 'those' that- wmll occur:in.

1991 and 1992. S
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involvement on'the part.of Commissionrpersonnel..: Theccompany-has:
presented adequate  evidence in support.of:its. position: that these::
routine expenditures will .be accomplished.in-199)1:and~1992,-and.=: .
that costs will approximate $458,000 in 1991 and $404,000:in:1992..

III- CC = t

Park-had originally sought $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:$16,000: in -
rate base for this purchase. ' Branch’s. recommendation-is based on -
its opinion that Park can purchase a reéasonably sized passenger .car
for $16:5,000, and its belief that full-size cars: fail to meet
certain federal gas mileage. standards and are:subject to- gas-— .
guzzler surtaxes. Park presented evidence. that the: American: =
automobile it intends to purchase,:a Ford Crown Victoria, currently
meets the federal gas mileage standards-in' effect . regaxrding gas--. -
guzzler automobiles, and therefore- is not subject.to:the gas-.-
guzzler surtax. . - - = T RS N;;M;~ew
'As. indicated by the testimony, Park's decision to. .
purchase the full-size Ford Crown:Victoria is based upon its. desmre
to provide safe and reliable automobiles to its employees. . The . .
company. witness also stated.that numerous quality problems have-. .
been experienced with the Chevrolet Caprices presently. provided. its
employees. Joxrdan testified:that the.Ford automobile has:a: ..
heavier, stronger frame, but nevertheless provides bettexr fuel.
econonmy than the Chevrolet: Caprice. - . . : P UL T SRR
Jordan testified that he had contacted- the~Chevrolet
dealexr with whom Park has been doing business, and was: informed-
that the sticker price on a Caprice ;s.about.slarooo, k.e.tout the
doox* the price would be $17,000. to $19,000. He was told:that an..
extremely basic, stripped down no. frills model would cost: $17,400.:
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construction of reservoirs, and .an_intexconnection:between the .-
utility’s system-and one.operated:by a neighboring municipality. .-
Park arques 'that both decisions required.that -the utility-file .- .-
applications.oxr advice letters because they were majox plant. .
additions and of such substantial financial cost ($4.5 million) as
to be considered extraordinary. :Park asserts.such is not the case
with the backbone mains involved here. Evidence presented by Park
indicates that these backbone mains are being.constrxucted in the
usual couxrse of business; and they are part of an- ongoing master .
plan prepared by the company to. alleviate water pressure-and: flow
problems and provide adequate fire flow. : This ongoing:plan. has. .
been done in various stages for several.years, and will-¢continue
beyond 1992. o B P o
. 'Branch. also recommends against xnclus;on of the costs of
the backbone mains because it is not. satisfied that they will 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. However, Park witness-
May testified it would take about three months for. the: 1991 -
project, and about five to six months for the two projects: ;
comprising the 1992 construction to be completed.. He stated that
the 1989 work on Studebaker, which just preceded: the 1951-project,
was completed in about seven weeks,. and extended more.than:a mile,:
compared with the 1991 project which will extend 3,000 feet. -May .
further testified that there is a proposed construction -schedule .
for both the 1991 and 1992 projects, commencing in Februarxy -1991: ..
and 1992, and that as far as he can'recollect .the company:has nevexr
had any of its capital expenditures in CWIP. ... = - ... ..
-After consideration, we will allow both projects in the
company’s Utility Plant as proposed by the company. This:will '
avoid any unnecessary adverso financial impacts. to Park due to -
delayed inclusion- of the costs in rate base. It will-also.obviate-
the need for unnecessary administrative. expense and staff .. . -
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. Our .adopted.: capital ratios. and-.cost factors,.resulting: in:
authorized ratesz of return of 11.80% during the two test years . !
1991/1992 as-well as attrition year:1993, result in interest
coverages of 3.73x during: 1991 and.3.35x during 1992/1993. -« :

~In its brief the company: included a presentation ‘of the
effects on gross revenues. at proposed: rate of return of the.various
amounts at issue.  For differences -in Operating Expenses, Taxes .- .-
Other Then Income, Income Tax Deductions, and-DepréciationWJthelgyc
effect is about equal to . the amount: at.issue. . Fox differences in . -
rate base items, the effect is about 17% of the.amount - at .issue. ... -
For differences in rate of retuxn, 0.1% .of difference in rate of .
return 'on rate base (e.g.-12.0% vs. 12.1%) results:.in about: $16,000
difference.in gross revenue. Park further points out that:each: . .
$10,000 increase in gross revenues results in.an- increase in:the: -
average .bi-monthly residential bill of about $0.03. ' -.: - :

IX. Ut;lxty Plant - Backbone o

a ns

Paxrk has included a total of $458,000 in utility plant
for test year 1991, and a total of $404,000° for test yeaxr 1992.
Branch recommends that only $228,000 be included in plant for ‘1991,
and nothing in plant for test ye6§w1992. Branch’s $230,000
reduction foxr 1991 is the cost of the Phase II extension of a 12-
inch backbone distribution main (backbone main) in' the Studebakex
area in the City of Noxwalk. The $404 000 diffexence.:in 1992 is
the cost of the Phase III extension of this 12-inch backbone main,
plus the extension of a backbone main of l2-inches and 8-inches in
the West Compton area.

Branch recommends that Park file an application or advice
letter in the future requesting inclusion of the two backbone mains
in Park's Utlllty Plant. In support of his recommendatxon, the
Branch witness cited D.87-03-050 and D. 90-03-034 (both involving
California American Water Company) ‘These decisions anolved the
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we perceive to .be.the lessex. busmness xisk faced.. by»Park<and other
class A 'watexr utilities. L e St L ST SO A L S AP o B SN S G ST NN
There is always an ‘elenment: c£ judgment,;nvolved In“our :
decisions concernlngkROEuallowances,..Wevhave‘recently.allowedvav=:
ROE of 12.25% .in connection with a general rate proceeding
involving Azusa Valley Water Co. . That same: ROE-has been -~ :
recommended in .a proposed decision involving several:districts: of '
California Water Sexvice. But Park- -has an unusually high-equity:.
ratio, which traditionally has equated to. a lesser ROE requirement.
than might be otherwise applicable. Nevertheless, Zepp~s DCF and: -
RP presentations, combined with his coxrections to the DRA‘analysis
concerning the two c¢omparable water company”’s EPS and DPS data,.
clearly show that from a standpoint of financial risk, ‘Park’s
investors should reasonably be expecting to receive about-a 13.0% .
return. We find that, in light of the reduced business: risks .
discussed above, as well as our recent allowances of 12.25% granted
in the Azusa Valley and and- other proceedxngs whexe much lowex
equity ratios were involved, an ROE of 12.0% should be authorized
here. In summary, we will adopt for purposes of this proceeding
the follow;ng capital structures, debt costs,. and commen, equ;ty
allowances: o
T oL Cost L o Wexghted
~Capital ... Ravie . _Eagtox sgg;
" . Long=Texm Debt . .28.00% . . . XI.30%: vo.U BJT6 Lol
Common Equity . _72.00% . . . 12.00% . .. _8.64 .
Total S 3 100.00% s s A L a80% . L e

N

Long-Term Debt 31.00% 11.35%/11.37% 3.82 ©
Common Bquity —  _69.00% . . 12.00% = ... .28+

JTotal T 100,008 Y UIigty

»“ " .v,;,,.n‘“__,
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VXX 0peratxons Other cOnxract Outside Gt N

In Chapterv4-o£ Park's“Revenue Requirement*Reportu:
(Exhibit 2) the company included in the line item entitled :~ .~
*Operations-Other Expense™ an amount -for Contract Outside Services
Expense of $42,698 for 1991 and $44,619 for 1992 representing
estimated laboratory water testing.costsS. . - . 7o
During the hearing, Park introduced Exhibit- 5,’ent1tled
Revised Operations-0Other Contract Outside Services Expense. ... -,
(Laboratoxy Testing), in support of budgeted laboratory.costs-for.
oach of the years of $62,676.  This represents additional. amounts- ..
of about $20,000 in 1991 and $18,000.in./1992.  The original.. 6. ...
estimates included in the company’s report were based on 1989-... .
recoxded cdata, escalated to 1991 and 1992. Park asserts that the .
1989 recoxded data is no longex the best. indicator of  laboratory. ..
costs in 1991 and 1992 because Park has engaged a new laboratory -
subsequent to 1989, and additional testing procedures are now
requrred which wexe not regquired.in-1989. Pl am
- A major factor in Park’s decision to engage: th15<new
laboratory,“Ecologrcal‘Systems Lab, is .its ability to better serve.
Park with respect to the pexformance of bacteriological .analysis. ::
Exhibit 5 indicates that this analysis is the most significant part
of Park‘’s budgeted laboratory costs for 1991 and 1992. Moxeover,
the company argues, a new federal rule effective January 1, 1991
requires additional bacteriological analysis. This additional
analysis will xesult in the doubling-of the cost of.
bacter;ologrcal analysis. .. o el D ol 0 T L DL LETE L
. - Park’s witness testified that ‘he has surveyed other: . . .
laboratories. and determined- that .none .in theu;mmedxateﬂareaels:able
to provide the same quality.sexvices: regarding bacteriological: -
analysis at a lower price.. Several rof .those. surveyed perform the .~
services at significantly highex .costs, some as.much-as three times
the cost chaxrged by Ecological Systems Lab. Cross-examination of
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Park witness Gary Lynch domonstratad thatall:of the ‘'water tests
included in Exhibit 5 are required by governmental bodies; that
while certain-tests might be subject to discontinuvation if there is
a record of excellent testing results, that option-isisubject to::
the discretion of the . Department of Health Services (DHS).:w It .«
is equally possible that the frequency of tests could be increased’
by DHS if there is a recoxd of poor test results. = . v ‘
Branch’s problem. with Park’s approach is that the company
increased its:laboratory costs by about 50% -over those:it<had " . ~
submitted to Branch for the first time at the hearing.' Hence, .-
Branch has been 'unable to verify the cost increase. :‘Lynch'
testified that some of the bactericlogical testing pexformed by
Ecological Systems is in excess of the amount required by
governmental regulations, .and acknowledged that there .are:"
provisions for discontinuing the sampling-of certamn’constituents.\
Dagcugszgn : . - Cah L IR o
~+ In the cirxcumstances we believe it would be unfair .to the
ratepayexs to allow these fairly substantial increases over -the
amounts originally requested. - Park should have presented the
information it relies upon.to the 'staff in sufficient time to allow
tox validation of the need for the: incroanoa, cortainly prioxr .to" -
the hear;ng-' e e e PRy

In its Revenue Requirement Report - Exhibit 2 ~-Paxk - @
included $183,561 in 1990 utility plant additions for :the'cost of -
replacing cexrtain 4 inch steel 'lines located behind ‘homes on White
Street and Cockacre Street with mew 6 ‘inch mains located in “front ...
of homes (Projects 3 and 4). Branch did not originally include ther
cost.of these two projects in utility plant'additionsfbecause-at'f‘
the .time it prepared its xeport (Exhibit.7) it was not satisfied"
that Projects 3 and 4 had been completed. . Lo TennnT
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During the hearing- Park 'provided Branch with _
documentation to support its contention that the projects had, in
fact, been-completed. The documentation (Exhibit-24). showed that
Park’s-actual completed cost . of the project was $188,415.20:;,  about:
$5,000 over the $183,561 originally included- in-the company’s
Revenue Requirement Report. -Park’s witness testified that this
$5,000 excess was due to the company incurring somewhat higher
contractual costs than originally estimated. ' :

Branch objects to’ inclusion-of the extra: amount because
it understands that this extra cost was incurred’ in”Decembex 1990.%
Thus, if placed on the company’s books, it will xeflect a plant-
investment of six months commencing- July 1990, and’Park”will“gétflf
credit for several months durlng ‘which 1t had not made thes"
investment. . S o . R N T WAL
7 Exhibit 24'is a‘comprehensive and detailed portrayal of -
inventory descriptions,  journal entries, and payroll -expendituxes- "
showing: the entire financial record 'of these projects. ‘We would
have no problem with including the extra: amount had Branch'been =~
able to verify the prudence of the ‘extra costs.  As Branchiwitness:
Van Lier acknowledged, Park uses a half-yeaxr convention with &t
respect 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 this convention ‘for“all-”
plant additions. We will disallow this' amount because, while Paxrk-
has provided abundant evidence of the extra:cost, that information
was not presented to Branch until the hearing. - Unless such extra -
cost were to-have a significant’ impact upon the utility if denied,-
we cannot allow’ fts inclusion in Park's utillty plant for purposes?
of this proceedlng. T T
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Ix-;«BBESLDEQAQB
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SO By D. 86 05-064 dated May 28,\1986 in. I 84 11-041 T
(Rulemak;ng)“the;followung;qspects;of;rateudesxgn%wexehaddressedc”:
~-a&. .Sexvice charges . as.-a percentage of:fixed costs .~

- . b.- Number of commodity-blocks ... - -

.-c._.Phasing~out»lifelineggpu o
d. Seasonal rates:. C oLl \

L.l €., nAddressing of water conservation . or
Commission policy requires that sexvice. charges be ‘8et to recover:
up to-50% of: fixed. costs. Park?s;Preqenzﬁserv1cefchaxgem;evenuer
develops about 43% of fixed costs. -Its -present.and: proposed-rates
are composed of a metexr sexvice. charge~andna=single~commodity-blc¢k
in compliance with D.86=05-064. Branch believes that Park’s . .-,
proposed rate structure for l2-inch metexed customers should not ‘be
thevsamg_asﬁthe;thatgfor,lo-xnch~mete;edﬂcustomers;anthe company’s
proposed Central Basin General metered- Sexvice Tariff-PR=l.: .. . ;.
Branch’s recommendation is to increase rates. for different metex-. .
sized customers pxoportionally in accordance with California-Public
Utilities Commission Standard Practice No. U=25. Park does not. . .
oppose this recommendation..: . .. . ... S S TR -

- .. Paxk’s Centxal Basin D;vxs;on and .Uehling wexe granted
authority to. mexge by D.87-09-079-. However, the area,formerlywuuua
sexved by .Uehling Watex Company has been: operated-as.acseparate . -
rate area of Central Basin Division in accordance with-that: .
decision.. -Branch concurs- with Park.that with the-merging-of.- ..
Uehling and the Central Basin a single set.of tariffs.will. ..
accommodate the;combinedaaxea;asgrequested;in;thismproceeding, PR
Branch: thexefore recommends that the Uehling- and Park!s non- .. -
applicable tariffs be canceled. : BT e e e
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_ An-.attrition allowance “is ‘needed when . increases .in~. .
revenues and productivity to offset ‘increases in-expenses '/ . :
(including:-the effects of cost of capital) are-insufficient, . = %
thereby causing a decline in the.rate of xeturn for . .the following .
year. . Attrition consists of two factors - financialirand .. -
opexational. Financial attrition occurs when there is .a change .in~
the company’s cost of capital. Operational attrition:isithe result
of ‘changes in operat;ng categormes, e.g. revenues ;. expenses, and
rate base. ... - T B S N A S Bk B T R

The operational attrition is:computed as follows: '~ %
Step l. Determine the-adopted rate of ~return '~

(on xrate base) for .the .first test.
year.

Step 2. Determxne the rate of return (on rate

' base) for the second test year by -
constructing: a summary of earnings TR
using revenues based .on the first test .
year adopted rates and second test
year number of customexs, and second
test year expenses and rate base. .

The attrition year -increase is the .
product of the rate of xeturn.
difference between Step 1 and Step 2
the net~to=gross multiplier, and ‘the
second test year rate base.

. The operational attrition is 1.71%..

XI. Summaries of Eaxmings = @

The tables shown Ln'the attached appendxxes deplct ﬁhe 7
adopted results of’ operat;ons at’ present and proposed rates. etiied
Adopted quanurt;es, tax calculatrons, and rate schedules are also :
shown. " R ) Tt LT 1" PR 3 SN RS L T
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We will here take notice of our Order Instituting
Investigation (I.) 91-03-046, involving the transfer by Park of
¢ertain of its pumping rights to the:City 'of Bell' Gardens, and
which may result: in the eventual need for a recalculation: of rate: >
base and operation and maintenance expenses, with resultant rate: -
impacts. It will be appropriate to adopt the rates. found:.:-
reasonable in this proceeding subject to refund,. dependlng upon the-
outcone of I.90-03=046. . - o ol LN L R
coxments and REPLY .. & . . oo Do L anu U el mrar

- In accordance with Public Utilities Code §:31%, tho: ALY’s:
proposed decision was mailed to the parties on March 11, 199%.. -
Comments were filed by DRA-on April Ll.. ... | ool o sl

DRA objects to. Park’s rprolonged” rebuttal testimony
which had not surfaced until the hearing, " and asserts that it (DRA)
was not afforded the necessary time for analys;s of what was said
oxr presented by Park watnesses._ DRA" refers us, to D.90= 08—045,
dated August 8, 1990, issued in the Order Instatutang Rulemaking to
revise the schedule for process;ng rate case appllcataons by water
utilities. The decision addresses updates of. applicant showings,
allowing such updates until the 30th day before hearing. The
decision, issued in OIR 89=-03-003, has no effect except .in
connection with appllcatlons flled January 1, 1991 and later.
Furthermore, DRA did not object to~the ev;dence presented by Park
during the hearing.

DRA refers to -the wording on page 29 of. the proposed
decision stating that a 13% _ROE appears, Justzfxed and classifies
the statement as conspzcuous oblter dictum havang no place in the
decision. The full statement lS° "Indeed, by most quantmflable
purely rlnanc1al rxsk measures, such as DCF analyses, Park' L
request for 2 13% ROE appear. justmfled.; It 1s because or ‘!:h:x.s_.“~
Commission’s perce;ved leescr business risk raccd by water o
utilities operating within California that ROEs have been held
below those authorized the energy utilities.” This statement is
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merely discussion, not obiter dictum. DRA concedes:that the 2% *.
ROE. set forth: in :the. proposed deci ioni is-within the range
recommended by DRA. ~ : ..ol Lo lvoTm annetmoo oty Tl i nnno . I
DRA also notes, in connect.xon with the /issue of capital .
structure,. that the proposed decision, :on page ‘18, 'states’ that the
69% equity ratio requested by Park for 1992 is not significantly . =
differxent from the 65% recommended by DRA, but does not address the
difference hetween the 72% requested by: Park for 1991 and. the. 65%
recommended by DRA for the: same ycar.: Further, DRA states, ' 'the. :
proposed decision acknowledges at page 17 that:in the Apple Valley -
decision we were dealing with definite plant ‘additions of between
$2 and $3 million, which was the reason for adopting a 72¥ equity "
ratio in 1991 and a 69% equity ratio in 1992 for that specific: =
subsidiary;: but that such reasoning . does not support the''same
trecatment in . the Central Basin Da.va.sn.on, where the' additions: are ' =~
consldcrably lower. B A S PR ST T N i T
. - - Park filed its Reply to DRA’s .comments on:April” 8..: Park
replies that DRA apparently did not notice'the reference in the . =%
proposed decision, pages 18 and: 19, to 'the unrefuted: testimony of
Park that it would not be possible for Park to- achieve a'65% equity’
ratio in 1991. Park also observes that thetotal plant additions -
discussed in the decision at pages: 17 and 18 (between :$183,000 and
$188,000:in 1990, and additions of $2305,000° in 1991, and. '3’404;”‘”000‘ o
in 1992) are not the total plant additions for Central’ Basin,” but
only the  amounts of plant additions'at issue’ between Park:and :
Branch. -‘Furthermore, Park replies, a large portion of the '$2. to $3
million of plant additions per year ‘in the Apple Valley case were..\
not company funded, but' funded by advances: or. contributions.:. .:oin
> I the' circumstances, there is: no reason.to modify. the
proposed decision.’ A i R L B
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Findings of Fact. .. ... .. ML Tyl Ll s SRR T SO I R Y
1. On August 22, 1990 Park. :iled»1ts»applmcationnrequesting“?
rate increases for water service provxded during 1991,/:1992,and"
1993 ‘in its Central Basin Division. - :o ) oo mroanlL SED
2. » The quality of Park’s water: service is excellent, its -
rates reasonable, and there 'are no -outstanding complaints against'
the company relating to water taste or water pressure... . I..Toll.
; Adoption of an imputed .capital structure for purposes. of .
this proceedxng.ofﬁzs% debt and -72% common: equity during 1991, and-
of 31% debt and. 69% common equity during 1992 and 1993 will afford -
proper consideration to, .and balance the needs of Park’s ratepayers-

and the -company’s capital requn;rementc durlng this three-year .

perxod. R T S T
. Adoption: of Park's actual . long term.debt Cost! 0f,:11.30% -
during 1991, 11.35% in. 1992 and 11.37% is. rcasonable and:: ‘
appropriate for purposes of this proceeding. B A et RO LI Rt
5. Allowance of a ROE .0f .12.0% ‘during the three-year period

covered by this proceeding will balanca. the needs of ‘Park’s
ratepayers and its common equity holders, and. give appropriate: .
consideration to. the company’s unusually high equity .ratio, whlch
is about 80% at. this time. - B LT TR A R S A g
6. Park ‘has justified its xequest Lor ;ncluszon.of costs of .
backbone mains. during 1991 and 1992. @ Allowance .of these costs =i
3458,oopwina199lrand'$4045000‘inm1992m-mrwithoutnrequiring.the&:r
filing of additional advice letters or applications .for ratc: base
‘offset, will avoid unnecessary adverse financial impacts-on the .~ ..
utility, and will obviate ‘the need for -administrative: expense and -
staff involvement on.the part-of Commission persomnel. ' oo &

- 7. The company has justified an amount of: $19,000- for the
cost of a new full-sized automobile 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-development:of™
its payroll expense, a methodology which ' incorporates spacific
facts ‘applicable to its circumstances;“rather‘than“the*generai
methodology utilized by Branch. : The more specific .approach: is
appropriate in' these circumstances because it is more accurate..”

9. With respect to: labor escalation, while the 6.3% - increase
granted by Park to its employees.during 1991 may be proper, -there
was no opportunity by Branch .to verify its propriety because: the
increase was not brought to Branch’s attention until the hearing. -
Therefore, the 5% labor increase recommended by Branchuduring-boﬁhf
1991 and 1992 is appropriate. S SR A A

10. Evidence adduced by the company demonstrates that its
recommended expenses of $198,600 in 1991 and $265,200 in 1992 for
medical insurance have been and will be reasonably incurred.

11. The increases of about $20,000 in 1991 and $18,000 in
1992 for laboratory expenses requested by Park were not broughbt to- -
the attention of Branch until the hearing. . Since 'Branch had:no -
opportunity to verify the need for these incroases, it wduld be
unreascnable to allow their inclusion for purposes of th:s
proceeding. . e . . : R STl

12. The extra costs requested by ‘Parxk for Projects 3 ‘and 4,
totaling about $5,000, were not included in the company’s orxiginal
request, and not brought to Branch’s attention until the hearing:
therefore it would be unrcasonable to'allow the inclusion of this
additional cost in rate base.

13. Park has agreed with all of Branch'SJrecommendatlons
except those expressly contested. . =.. =~/ wa Terw st

14, Park has some filed tariffs that  should:-be canceled. -

15. T.91-03-046 involves the transfer by ‘Park of certain’.
pumping rights to the’City‘of‘Bell‘Gardens; which may result: .in the
need for a recalculation of rate base ‘and operat;on and ‘maintenance:
expenses, with resultant rate 1mpact,.v = . - Tl

Lt e
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1.- . The adopted Summaries. .of Earnings-set forth-in Appendix:A
of this order correctly -summarize. our .decisions on the:contested: : :
issues, as well as those not contested, -and indicate the resultant.:
revenues and expenses which would.be. experienced by Park.at its . -
present and authorized rates during 1991 and 1992. -

2. Based upon our adopted Summaries of Earnings, Park should
be authorized to increase rates for water. service rendered to:. ...
levels necessary to earn a return on rate base:of 11.80% during - .
1991, 1992, .and 1993. - . I T P T SRR

3. The increases in rates and charges. authorlzed by this .
decision are justified and reasonable; present rates -and-:charges,
insofar ac they differ from those prescribed by this decision, will
be for the future unjust and unreasonable. = .. oo -

4. The application should be granted to the extent prov;ded
in the following order. = Because. an immediate need .for .rate-relief .
has been. shown, the effective date of this orxder should:-be teday. .

5. The rates found reasonable by this decision should.be .- -
authorized subject to refund, depending upen the outcome of. the
Commission’s investigation in 1.91-03-046, involving the transfer .
by Park of certain of -its pumpzng rzghts to the C1ty -of: Bell .
Gardens.. \ I L T

HE L

P v

v b . -

. Golie Y
-

L IT IS ORDERED thats .« 1o oo Joown ol wons z

1. Park Water Company (Park)..is: authorized. to~f:leaon or;w.
after the effective date of this oxdex the revised: rater.schedules
for 1991 .shown in Appendix B .and concurrently to cancel' the ..:.
following tariff Schedules No.- U-1, .General Metered Service; PR=..
4FH, Private Fire Hydrant: Service:; U-4, Private Fire Protection .. .-
Service; and U-6, Limited Metered Resale Service.. This' filing. .. - .
shall comply with General Order (GO) 96=A. The effective date of
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the revised rate schedule:shall-be~the date.of filing,-but now v.7
sooner than May ‘15, 199L. . The: revised-rate.schedulas shall ‘apply:
to service rendered on and.after theirceffective date. -y .wwoinas

2. On or after November 5,:-199) Park.iscauthorized-to file:
an advice letter, with appropriate-supporting.workpapers, - o
requesting the step rate increases for: 1992 shown in»Appendix~c,~
attached to this orxder, or to file proportionate lesser increases "
than those rates in Appendix € in the event that Park’s Central ' -
Basin Division’s return on rate base, adjusted to reflect the rates
then in effect and normal ratemaking: adjustments for ‘the'l2 months:
ended September 30, 1991, annualized, exceeds the later:of.(a) the
rate of return found reasonable by the Commission for Apple Valley
Ranchos Water Company, or Santa Paula Water Works, Ltd., or 11.80%.
This f£iling shall comply with GO:96~A.  The requested step rates
shall be reviewed by the staff to determine their conformity with
this order and shall go into effect upon the starff’s determination
of conformity. staff shall Lnform the Commission if it finds that
the proposed rates are not in accord with this decision, and the
Comnmission may then modify the increase. The effective date of the
revised schedules shall be no ‘earlier than January 1, 1992. The
revised schedules shall apply'only te service rendered on and after
their effective date.

3. On or after November 5, 1992, Park is authorized to file
an advice letter, with appropriate supporting workpapers,
requesting the increases -for 1993 shown in Appendix C, or to file
lesser: increases‘in.theevent that the rate of return on rate base,
adjusted to reflect ‘the rates then in effect and normal ratemaking
adjustments for the amonths between the effective date of the
increase ordered ln *he’ prevzous paragraph and September 30, 1992,
annualmzed -exceeds the 1ater or (a) the rate of return found
reasonable by “the chma.s..,xon fo:: ‘Apple Valley Ranchos Water
Company, or Santa Paula Water Works, Ltd., or 11.80%. This filing
shall comply with GO 96-A. The requested step rates shall be
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reviewed by the staff to determine:their conformity with ‘this oxrder
and shall go . into.effect upon:the.staff’s determination of.~ ° e
conformity. Staff shall .inform the Commission if it . finds:that the
proposed rates are not in.accord with- this decision, ‘andthe -
Commission may then modify the increase. The effective date of the
revised schedules shall be no earlier than January 1, 1993.'..The . -
revised schedules shall apply: cnly to serv1ce'rendered.on,and,arterr
theix effective-date. - o R R T Pt S R
4. Rates authorized by this decxsion are granted subjoct to
refund, depending upon the outcome;of the Commission’/s< .-« X
investigation in I.91-03-046. T K L RSO
5. The application is granted to¢the extent set.rorth A e
this order. o LD s e ey e
This order is eftectLVe today. . . lLalm o lesn mollo
Dated May 8, 1991, -at San: Francmsco, Caleornaa- s

.41.,,. o v e s
i

e PA’I‘RICIA M., ECKERT
e T PR H‘eslden‘t
e GelMITCHELL WILK

., JOHN B. OHANIAN. .

" DANIEL Wm. FESSI.ER

©-«NORMAN' D. SHUMWAY ...t Lo o™
cOmmissionegqch,,?\,W.Hi“

{ CERTEY THAT. THIS DEC .s_;oxf
* WAS: APPROVED -BY THE ABOVE. ...
commsssxom»w YODAY gz e

-




APPENDIX A
(Page 1)
.....Park Water Company. -
Central Basin Division
1992
SUMMARY OF EARNINGS
($000)

¥50-80-06°V

~o- -

W e

-~ Brangh > o - Present Adopted-

PrQnQ2ed_____2reaeuL_____2x9nQz9ﬂ______Ratga_______Bnngz___

_Items Present

N ey -
-)u"’

- [ f
ERREY ‘»« >

Oper. Revenuesh
Def.’

Total Revenues

Expenses b
0O'&M Expenses

Uncollecpiblesx
Subtotal 0 & M

Xj#féfttpeneee
Franchise’

G.0J Expense .
Subtotal A& G

Ad‘Valorem .Taxes

Payroll Taxes

“Revenues R

Depreciation C.B.
Deprecn.ation M.0.
‘Balancn.ng Account

-0 Income Tax

$7 839 2
0.0

39?561:4
-18.9

7,839.2
4,528.3
— e
4,568.9

- i", 372’-2
20.1

2,182.9

s 1_25'2.
. 124.2
"367 1
77v°
v e vo
(lyO)

““Federal Income '.raxes _2_252,

Total... Expegees

Net Revenues . . - - wn oo o

Rate Base

Rate of Return

9,176.1
3.99%

9, 380 3
4, 528 3
4, 576 8

13ﬂh2
24. 0

2, 186 8

125.-
1242
' 367.1
oY TT0:
~145: 3
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12 sz% ’

$8,672.8

$1o:ié§:&
18,9

$8 672 S
~ 050
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2,089.9
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2 X207

362.6
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—22:7
5,073.9
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A DR
"“'124 2
2 L2007
362.6

hEVRr A ]

i ¢
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8,827.4
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1/ At 1991 authorized rates with 1991 adopted. numbeb of customers

8, 672r8
.-u.; -
5,077.8
”44L9

—18.9
9, 582 8

. o
'.Ju' -

5,077.8
74936

367.1
$.777:0
070
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Nxf873a7~~

212573
367.1
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md1,26643"

T O

9,148.2
6.22%

1,079.5-
9,148.2

‘$9;$63.9 1/

11.80% ©
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Central Basin Division
AR 1992
'SUMMARY OF EARNINGS
($000).-, -

Park Water Company Company

PS0-80-06°V

Oper. Revenues
Def. Revenues .

Total: Revenues

Expenses’ .| = .
O & M Expenses
Uncollectibles
Subtotal 0 & M

A& G Expenses
Franchise

G.0O. Expense
Subtotal A" & G

Ad~Valorem.Taxes
Payroll Taxes
 .Depreciation C.B.
i “Depreciation M.0.
“Ca. Income Tax

Utility

1
4,728.24
—48.9
4,777.1
1,511.4
T24.2
2,361.8
18042
1131.3

" 392.3

.. .80.4
-5 10347

i Federal Income Taxes —372,2

Total Expenses

Net Revenues i
Rate Base

Rate of Return

8 369 0

%, 072 ou;gf

9 504 7

11.28%
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_ﬂé
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4, 778 2 5,151 1
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1 384.4
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&
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T LOZ .

150 2
1131.3
392.3
+-80.4
12227

1 187 z B
8,861.0
"15.83%

9,504.7

8 798 1

$10;5§bzh
' —_—18e9
9,?9418-

I
B S o

5,167.4

m
10,411.0

5,098.4
5,152.2

f-.,». ety

1 384 4
26 6

1743054
| 246
z, 234 3 2,277.9
~14650 1
2112556
382.9
“79:2
‘““fivi -8

149 1
11325
392.2

R A° 4

[Emy——

BT. 4/

'“g 889.6

v o i
\..\..ui.. ..w'

1752174

$9,575.9 1/

$9,862.9
—20,6
9,883.5
28T
5,167.4
____51;2
5(21§_6
1 ,430.4
. 25'3'
_1".‘ ! .
2,278;6V
ERRELN

e o

1497
L'132:5
392.2
_Elarscz
1160

t‘f\g'

*i:}:w%

8,861.0 9,409.8

17.17% 10.09%

1/ At 1991 authorized rates with 1992 adopted number- of customers

T
'

9,409.8
11.80% -
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Park Water cOmpany"“”

Central Basin Division
1991 - .
INCOME TAX
($000)

v we oy w

Itenms

Deility

Branch

Present

Total Re@enues

Expenses -
Operations & Maint.
Admin. & General

- Taxes-0/T Income
Subtotal

Deductions
CA - Tax: Depreciation
Interest :
CA Taxable Incone
CCFT @ 9 3%

Deductions

_-Fed.. Tax Depreciation

Interest
F*T Taxable Income
FIT (Before Adjustment)

A @ 34%
Prorated Adjustment

Investment Tax Credit

Net Federal Income Tax

$7,839.2
4,568.9
2,182.8
7,001.1
577.7
271.5
(11 0)
Cl 0)

' 455 3
271 5

' 103 -

0.0
(7.8)

29.2

$9,380.3

7,013.0

37;0;fwnm'”

$8,672.8

5,066.1
2,089.9

4,576.8
2,186.8
7,401.0

oW
W

532.0
349.6

577.7
271.5
1 372 8 390 3

127 T 36 3

413 8
349.6

459 3
271 5

S —
O-O :‘:‘- v‘v 0.0
(7.8ﬁﬂmm ;~(7 8)

5024 : 15r 6

(Negatzve)

wom Y
B

159.4°

BRI

$10,169.6

T
(Y irs
]

5,073.9
2,093.8

7 412 G

‘h\"'

532.0
349.6

1, 875 5

\

174.(
413 8
349 6

* o
\',1 «

IR

R S

0.0
(7.8)

658.3

Present

$8,672.8

$,122.7
2,107.2

7,480.4

541.0

285.3

_”1 492 3MH“‘f"D 467 2_.mm:;1 952.4

$9, 582 8

oy
- ™
LRI W

5,127.4
2,109.5

l)

7. 487, 4

)-w" )

541‘.’:032

285330-

X, 269 o

\b ‘.,I-i\/ *
e e

o

T “118. ov

”J ! _l.:: S
423.5
285.3

¥S0-80-06"'V
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Park Water Company
Central Basin Division
1992
. INCOME TAX =

($000) -

S utility Branch.
Items Present 3/

 ¥50-80-06°V

v .«,.P .

Total Revenues $9,441.1 $9,646.2  $10,181.7  $10, 390.4 $9,594.8

Lo RPN

N s '

Expenses L P T KRR CiEe PR
Operations & Maint. 4,777.1 4,778.2 5,15%.1 5,152.2 5,217.1
- Admin. & General 2,361.8 2,362.3 2,233.7 2,234.3 2,277.9 2 278 6 ,
.~ Taxes-O/T Income —z8l:5 — 281,05 —_—Zle —2Z)T __"28156
" ‘Subtotal 7,420.4 7,422.0 7,656.5 7,658.1 7,776.6 7 778 8
T S T TR A Stiime T .'vxﬁ‘q PR TTEQSTO
Deductions
CAﬂrax‘Depreciation 593.9 593.9 $33.5 533:5 552.0 555200
Interest .. ... 311.4 311.4 351.8 351:8 326.5 232675

CA‘Taxable Income 1,115.3 1,318.9 1 639 9 l 847.0 939.7 1,226.2"

"'.r’l"f‘ A‘,‘, \\-
Al 4 USRS Y T

L

RPN Ry e g
W dw w PNt W

ey M ) PN LR
4

CCFT. € 9. 3% e “103.7 1227 152 ‘5 17r d Y
Deductions o . ﬁ'&é;'; i'&;; ; o oA T RIS

_.Fed. - Tax Depreciation 467.8 467.8 431 5 . 431.5 438.9
" Interest 311 4 311 4 351 8 351.8 326.5

- s I’ «'--«‘-‘\ -y
N mTONIeE e SEwURNLTT

FIT Taxable Income 1 113 8 ”1 317 3”¢m “w ”1 .5

it i e 1 st o o :
_:(.‘- \J it

FIT (Before Adjustment) v I et ) _*‘“;ﬁfjsz_ ,””Oﬂ

I T 7' St 7 10 1o | Ry’ 71 24 534860508 31778 416.
Prorated Adjustment 0.0 0.0 0.0 0.0
Investment Tax Credit (7.8) : aonl (7.8) ; (7-.8) (7.8)

Net Federal Income Tax 372.2 441.7'””M74??séb 0 310.0 408.9
(Negative) :

1/ $9,594.8 = 7,776.6 = 438.9 - 326.5 - 11&{§M- $§34'8 (FIT Taxable Income)

2/ $9,883.5 = 7,778.8 - 438.9 - 326.5 - 118,0 = $1,221.3 (FIT Taxable Income)

3/ @ 1991 Proposed Rates with 1992 customers . .
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Park Water Company
Central Basin Division
1991
RATE BASE
($000)

¥50-80-06°V

Itens Utility Braiach ' Adopted

'

R P e

Utility Plant—in-Service $18,785.1 $18, 5735 3~ $18,780.1°
CWIP — 62,90 —_—62:0" — 62,07
Total Utility Plant R 18,847.1 18,635.3- 18,842.]-
Add:... -
... Working Capital
Materials and Suppliou 46.2 46.2 46.2
. Working Cash — 585,35 —440,8~ —562.1
Total Wbrking‘Capital 631.8 487.0% 608.3

M.O. Allocation- A 489.6 _489.6~ .. ...489.6
Method 5 Adjustment - 7106.2 106 2 IQQ‘Z

Lesg: . - - ',
Adjustments L
' _Customer Adv. for Contr. o 77558 77558 R v i 8
" ‘Contribution’ 72776602 2,766,270 ) z,ys‘o.
Deferred Fed. Tax Res. nr 650 L6 6500, 5
' Unamoratized ITC —17.3 _ _217.5 M,WWMMM“M”____ZLZLEm.
-Total Adjustments*‘“"”“‘ T & X007 T 4406 9 4,409.9
I,ess’ cor o AU Bl
Depreciation Reserve 6,488.4 6 483 9 Y Y 3 :£: 35

Awg. Depreciated Rate Base 9,176.1 8,827.4 9,148.2
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Park Water Company

Central Basin Division

1992
RATE BASE
($000)

" Ttems

m‘ﬁ‘fy

Branch

AT

Adopted

CoNT G

Utility Plant—;n—Service.
cwip -

Total. Utility Plant.
Add:. Q\w.
. Working Capxtal

Materials and Supplies

- Working- Cash ..

Total ‘Working Capital

M..0. Allocation: - -
Metppd;S:Adjustment

Less: ; - o
Adjustments
-Customer Adv. for Contr.
" “Contxibution
-.-Deferred Fed. Tax Res.
Unauthorized ITC

~--Total-Adjustments T

Less: -
Deprecxat;on Reserve

Awg. Depreclated Rate Base

1

$19, 705 2

—_—0n0
19,705.2

46.2

-

704.3

445:.0
TT12105

' 790.)
2,755:2
b 7_4:4'-'4.

6 971 6

mwgggwmew.ww

$19 zse 7

15,256.7
 46.2
a0,
49449

©437.9
121 5

W

$19, 688;7

RN

19,688.7

46,2

630.7

437~9
121 5

S

9,504.7

r—

B

]

(End of Appendix“A)

¥G0-80-06°V
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Park'ﬁaﬁéévéompany
Central Basin Division

‘Schedule . No.. PR=]
- GENERAL METERED SERVICE

APPLICABILITY

Applicable to general metered Gaféf Qétéiéé..d ”

NN IR T

ZERRITORY

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

RATES

Quantity Rate:
For all water delivered, per 100 cu.ft. .... $ 1.003

Service Charge:
Per Meter

Pexr Month
For 5/8 X 3/4-inch meter ....cece. S 7.20
For 3/4=inch MELOY .cvvevcvcccerccnnes 10.80
For l-inch meter - " & 58800 S 18‘. 00
For 1-1/2-1n¢h meter YRR 36’000
For 2=inch meter : 57.60
For 3-inCh meter - ® 50000 PSS S 108.00
For 4-inCh meter e s B FEOTETSINES 18‘05 oo
For 6-inch meter 360.00
For 8-inch neter 576.00
For lo-inch meter L A B BN S BN N S BN N BN BN BE N R BN BN BN AN 828’. oo
For ~ 12=inch meter ....cceccsasnsesens 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 for water use computed at Quantity Rates.

SRECIAL CONDITIONS

1. The above rates shall be increased by $0.023 per 100
cu.ft. for a period of 12 months from the effective
date of this schedule to amortize an undercollection
in the balancing account.

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
forth on Schedule No. UF.
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Park?Water Company

Schedule No. U-1

This schedule is cancelled. ,
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‘Park Water.Company
Central Basin Division

. ~“Schedule No. -PR=-2L
TIMITED FLAT RATE _SERVICE

e N L P e

o, . B E o -
ER T Y

Applicable to all flat rate residential and commercial water
service.

ZERRITORY
Portions of Norwalk, Los Angeles County.

RATES .
Per Service Connection

—Poxr Month
For a single-family residential unit,
or a commercial UNAt .c.ccscecacccccencanes $19.25 (IX)
SPECIAL CONDITIONS

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 balancing account.

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

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

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

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

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

All bills are subject to the reimbursement fee set
forth on Schedule No. UF.
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-Park Water Company
‘Central Basin Division

Schedule No. PR-4FH
PRIVAIE _FIRE HYDRANT SERVICE
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.Park Water Company
~Central Basin Division

‘Schedule No. PR-4F -
NON-METERED FIRE SERVICE

LR ¥ o S
. - [ K PRI -
: . . +

D L T - S

Applicable only. for water éérvié;3f8¢pr19afe1§¥ownedf
non-metered fire sprinkler-systems. and-hydrants where (T)
watexr is to.be used on1Y<in-casa;o££ti:e.”t‘“f‘ifmwtw
" Within all service areas in Los Angeles County as:delineated
on the service area maps included in the tariff’schedules.

Cwm s . T - : o e,
,Ei . :- e e .
.

e, ety
W

D S 'Pe‘r""'s“‘e'rvi;CQ
LR AR TN $6-V10 ‘
3:inchh,,.,,,.,,_h\_ﬁ,m;@-g;;.ggg.;;;,:Qgihw*lf@Tos'“
Q-inch AR R S R S s e meles e nieere o' B 1'2:;
G"i.nCh) Sesan s wsvees s esee’se sasiae —eere - -:
’ 8"~5..Dc‘h’ [eeses s s ess sl aeisaeale sie e -.—- .o et
. 1o-inCh1 AL R A SN AR T S .'.'f.o-.:.,'. o:'-“--":. aen o ola ‘o’

’ 12-in-Ch" ....".......-..‘.................-.

' i;wuiﬁé'fiig;pr§tect£onlséibi¢é 66ﬂhéctionWshd111béhibstalled
by the,utilityJatgthe“costhpaidLby:theuapplibanttﬁ Such
payment shall not be subject to refund. .- . .7i.

The minimum. diameter. for fire protection service-‘shall be
two (2) inches, and the maximum diameter shall’ be- not more
than the diameter of the main to which the service is
connected.

If a distribution main of adequate size to serve a private
fire protection system in addition to all other normal
sexrvice does not exist in the street or alley adjacent to
the premises to be served, then a service main from the
nearest main of adequate capacity shall be installed by
the utility and the cost paid by the applicant. Such
payment shall not be subject to refund.

(Continued)
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Park"Water*Compnﬁib
Central Basin Division

NQN-METERED FIRE SERVICE

SPECTAL CONDITIONS (Continued)

4.

Service hereunder is for private fire protection systens
to which no connections for other than fire protection
purposes are allowed and which are reqularly inspected by
the underwriters having jurisdiction, ‘are installed '~
according to specifications of 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 refund. o

The utility undertakes to supply only such water at such
- pressure as may be available at any time through the
- normal operation of its system. .

Any unauthorized use of water, -other than for fire
extinguishing purposes, shall be charged ‘for at ‘the
regular established rate .as .set forth under Schedule No.
PR-1, and/or may be the ground for the ‘immediate " .
disconnection of the fire service without liability to the
company. . o Lo : e

The utility reserves the right to limit the installation
of private fire hydrant service to such areas where public
tixevhydxanttdoe34not.exist*orfwhereﬁpublic*:ire\hydrant
service is limited in-scope to: the detriment of the
applicant. - - . .7 - S ol

.. All.bills are subject tOftheireimbursement~:éé set
-. . forth on Schedule,No. UF.. & .0 . 0L e, e

(T)
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-Park Water Company

.Schedule No. .U-6

This schedule is cancelled.
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Park Water Company

Schedule. No. U-4
- PRIVATE FIRE PROTECTION SERVICE

This schedule is cancelled.
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. Park Water Company
Central Basin Division

Schedule No. PR-SCM
CONSTRUCTION AND OTHER TEMPORARY METERED SERVICE

ARRLICABILITX

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

JTERRITORY

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

RATES

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

SPECIAL _CONDITIONS

1. Where it is necessary to install or relocate a meter to
furnish service under this schedule, and such meter may
be 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

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.

In case 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/8 x 3/4 or 3/4=inch $ 30.00
1-inch disc 60.00
1-1/2 inch 125.00
2—-inch disc of torrent 200.00
2-1/2 inch Sparling Fire Hydrant 250.00
3-inch disc or torrent 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 for which the
metor was installed.

(End of Appendix B)
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Park wWater 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.

Effective Dates
|-!—22 I-I—gz
Schedule No. PR=1. Gepnexal Metered Service :

Quantity Rate:

Fox all water delivered, pexr 100 cu.ft. .. $0.031 $0.032

Service Charge: Pex NMeter Pex Month

For 5/8 X 3/4-inCh meter s s s e e d s 0-20
For 3/4=inCh MELOX .ocvrnvenvenronnns 0.30
For 1-inCh meter 9 B PR ESErSEESESES 0.50
FOI 1-1/2-in¢h meter 800 FsLBEsBEESEEEBS 1-00
For 2=inch meter 1.00
For 3=inch meter » 3.00
Foxr 4-inch meter 5.00
For 6-inch meter 10.00
For 8-inch meter - 16.00
For' lo-iDCh meter s s e ssRPLIERREFESIEFPFORRERS ol 23‘00
For 12-inch meter ...eevvee. : 33.00

N [ ! m R i ‘

Per Service Connection
Per Month

For a single-family residential unit,
Or 2 commexcial UNAL vevvvvevvresssnsnssassas S 0.60 S 0.60

-4 -
Size of Service:

z—iRCh LIS A A N )

3-inCh ss s 00

4-inCh LI B B A I I A A A N A A B N I SN S Y xS
GHiRCh S E PP PSP ESIEIEPIEPEFERTTETERIRREOESERES S S 25088 msas
B-inCh L N N N Y YN
10-inCh LI R RN A R R N I I I N O i N N LA
lz-inCh LI S A AN

(End of Appendix C)
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Paxk Watexr. Company
Central Basin Division

ADOPTED- QUANTITIES

‘r IR T2 - B e N R LY
mm Ay e "~
w 3 e St li-u

*Assessed Value (000) $11 923.8 “7814,200.0
. -Effective Tax Rate 0 01055 . Ui-%0.010.5
"“Ad Valoxrem Taxes (000) $125.2 $149.1

B f’) iy u'.)"'
Burchased Powex-Costs -
Se. Cal. Edison (SCE)

- 2 JKWR Used Sl N e NSNS

PA=1, Wells 485, 376 485,376,
PA-2. Wells (anet w3890 168017 707389, 65
GS=TP, Wells 77,944 77,544

GS~TP, Boosters 14 5‘§QQ N e 14
1,098,085 1, 098 085

M W»f - w’".‘ [l t\--_f\.; .nw- 1 ../
%i7PA-1l, Wells:. ' £0L7u565V mUnifiY 568
*ﬂi"”Pﬁ-2 Wells. " h;w;ﬂ L4300 azen _430
. GS-TP, Wella L TowS190 I 2o v i5lg

: S o oo r‘»"l“:l ETNe SR ?N“(‘ .4,' ."t...Jk
‘SQB_QQQE ” :

. GS=TP, Wells - - Y0865 wiraW ~10/865
"7 GS-TP, Boosters ek La Q2T 2L 027, .
To;al $111,501x 7% $1T1,50L5

.. -:SCE.Rates Effective: 2=1=90- 1 . 20 @ 7w
,“QQmRQDﬁH&&;*T,SS*T" PA=1
E_Base Rate - o 80.04673 5501036664 $0 03666 -~$0 F05762
" ECABF ' 0.03678 0.05347 0.01019 0.04993
Energy Rate 0.00381 0.00381 10003817 7000381
CLMABF 0.00000 0.00000 0.00000 0.00000
Energy Commission -  0.00020: 0.00020 .. 0.00020.2 0200020
ERABF (0.00178) (0.00178) (0 00178) (0 00178)
MAABF 0.00112 2 S Q00
Total Enerqgy Charge 0.08686 0.09348 0 05020 0.11090

(Continued)
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Park Water- Company
Central Basin Division

ADOPTED - QUANTITIES

Soi Cal. Gas (SCG)

oo THERM Used . © 0. 707
S GN=10, Boosters

Jnow

2CG Cost
GN=10, Boosters

SCG Rates Effective: 1-15-90
$-114 438

-~
L=
e me

=
T
R

Central Basin MWD 11, 076 7 A 11 095.7

. Minimum Violation

=+ Total Central Basin 11, 156 7“’ ;;‘11 175 7

. :City of Bellflower 2,570:0" “"“2,570 0
Total Purchased Water 13,726.7

"oRumped Watex:eT.. b 1,915:3
Total Water Suppky X

Rnrshnnnd_ﬂnnﬁx_ﬁgn&n

Central Basin MWD & $23S/A.F.7-1-7 142,603, 025‘ “T$25607, 490
Minimum Violation ‘ N
. Total CentralBasin . et T s 2, 621 825-~~~w2~626,290
City of.-Bellflower '@ $262/A. Ee. . .. 673,340 673,340
»-Total Purchased Watez Costs j\v;f-f* $3,295,165" '“’333299 630

e A

: $ "Y03 ,:'4:'2'67"'7":"

Total Watexr Supply 6,813.8
Conservation (5%) (340.7)
Unaccounted wWater (5%)

Total Watexr Sales ' . 6,813.8

(Continued)
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Paxk ~wm:ex?.'. éompany
CentraJ. B_as.m Division

A
L

342,698  $44,619

24 \w""\.

$10,090 $10,000

£ Ty 4Ty q,’«“
o n)..b o, » L ‘» g

r PP P
SN b D it ATl

gy g ke oy oy T
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T o o it

o gy £
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Park Water Company
: Cen:ral Basin D;v;sxon

‘ ADOPTED QUANTITIES

26,300

116 o 116
LN a3

Ctoe man2T8
mlonimnii3es

76 76
27 27
18 18

_ N —
Total Dy on D rmns) ’ i 27,854

Usage-KCcf Avg. Use Ccf/Yr
19917 1992 1391 o 1997

Resi.(Flat) . 3.0 3.3
Commexrcial ’ ' 5,798.5 5,806.3 221.8
Industrial 67.8 67.8 3,566.0
Public Auth. : 484.8 484.8 2,664.0 .
Temporary 20.6 20.6 8982.8

Sub Total ‘ 6,377.4 6,385.5
Pub.Fire
Private Fire 2115

Total 26,510

Water Consefvation 5.0% (318.9) (319.3)
Water Loss 5.0% 318.9 319.3
Total Water Supply 6,377.4 6,385.5

Central Basin

Uehling
No. of Sexvice Usage-KCcf Avg. Use Ccf/Yr

A9l 1992
Commexcial 1,442 1,441 390.8 390.8& 271.2
Public Auth. 11 11 12.9 12.9 1,176.0
Resale b 1 32.7 32.7 32,733.0
Sub Total 1,453 1,453 436.4 436.4
Private Fire 2 2
Total 1,455 1,455

Watexr Consexrvation 5.0% ( 21.8) ( 21.8)
Water Loss 5.0% 21.8 21.8
Total Water Supply 436.4 436.4

(End of Appendix D)

(End of Appendix D)
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APPENDIX E

Park Water Company
Central Basin Division

AT PRESENT AND ADOPTED RATES
Schedule No. PR-=1

(For a 558 x 354-Inch Meter)

1231

Present Adopted Amount Percent
—Rates —Rates increase increage

$ 6.80 $7.20 $
11.55 12.22

16.30 17.23

24.38 25.76

25.80 27.26

35.30 37.29

54.30 57.35
101.80 107.50

[ ] . L] . L] L L
L L] L] L] [ ]

VMIWHRPEROOO
~NOVEWWR .
ONMVAPWIO
vininirntninnin
L]

OO0

2222

7.20 7.40
12.22 12.57
17.23 17.74
25.76 26.53
27.26 28.08
37.29 38.42
*57.35 59.10
107.50 110.80

1393

7.40 7.60
12.57 12.93
17.74 18.26
26.53 27.32
28.08 28.92
38.42 39.58
59.10 60.90

110.80 114.20

(End of Appendix E)




