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1. Summary of Décision _

The Fontana Water Company Division (Fontana Division) of
San Gabriel Valley Water Company (San Gabriel) is authorized to
increase its rates by amounts designed to increase revenues by
$929,200 or 6.76% for 1992; $857,400 or 5.84% for 1993; $416,300 or
2.68% for 1994; and $416,300 or 2.61% for 1995. Rates of return on
rate base of 10.57% for 1992, 10.53% for 1993, 10.56% for 1994, aad
10.59% for 1995 are found to be reasonable. The return 6n common
~equity (ROE) authorized by this decision is 11.50%. '
2. Background

San Gabriel on August 20, 1991, filed an application to
increase thé rates it charges for water sérvice in its Fontana
Division for test years 1992 and 1993 and attrition years 1994 and
1995.1 san Gabriel producés, distributes, and sells water
through two divisions. The Fontana Division serves apprOXimately,u
30,000 metered connections (about 100,000 péersons) in the cities of
Fontana, Rancho Cucamonga, and Rialto and adjacent unincorporated
areas in San Bernardino Countyazr The Los Angeles County Division

1 The filing is for a three-year, or 36-month, period beginning
in mid-1992 and extending through mid-1995, pursuant to the Raté
Casé Plan for Class A Water Utility, DeCision (D.) 90-08-045,
Appendix A. San Gabriel is among the first Class A utilities with
a July filing under the Rate Casé Plan. The plan provides that for
utilities with July filings, the calendar year following the year
of filing is the first test year, and attritfon filings are
permitted for both the full calendar year following the second test
year and for the following partial year.

2 Total metered connections for test year 1992 for the Fontana
Division are 29,823, with 404 flat-rate private fire protection
connections, or a total of 30,227 active connections, including

fire protection. (Exhibit (Ex.) 8, Table C-1.)
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serves approximately 45,000 metered cénnections in Los Angeles

County.
3. Summary of Application

In its application, San Gabriel sought authority to
increase its Fontana Division rates by 28.2% (or $3,858,300) for
the remainder of 1992; 5.7% (or $1,004,700) for 1993; 3.5% (or
$649,000) for 1934, and 3.5% (or $670,000) for 1995. The requested
rates were designed to produce & return on equity of 14% over the
1992-1995 period, corresponding to a 12.16% average return on rate
base for the three-year period. At hearing, San Gabriél amended
its application and reduced its réquested return on equity to ‘
13.15%, with a corresponding reduction in requested rates. The
amendmént was made in récognition of current economic trends and
declining interést rates.. |

San Gabriel’s witnésses state that increased rates arée
necessary to enable the company to pay higher costs of furniéhing'
water to customers, to maintain financial integrity in order to
attract capital funds, to service debt, to construct additional
plant, and to provide a fair and reasonable return on equity. San
Gabriel claims that its financial risks have been intensifiéd by
the drought and resulting sales fluctuations, by litigation with
its supplier of water and the City of Fontana, and by a well-
drilling program required to protect and augment water supplies. ~

San Gabriel received authority for its last Pontana
Division general rate increasé on June 5, 1985«4 At that time
the Commission authorized rates designed to increase division
révenues by 9.67% in 19853 6.62% in 1986, and 3.52% in 1987. The

3 See, Re San Gabriel Valley Water Company (1988) 32 CPUC 2d 423
for the most recent general rate case decision for San Gabriel’s

Los Angeles County Division.
4 See, D.85-06-031 in Application 84-08-105.
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authorized return on equity was 14,25%, and rate of return for the
three years averaged 11.76%. San Gabriel elected not to seek a
general rate increase for the years 1988-1991, but rates have been
adjusted during that timé by offset increases, most recently an
8.9% increase in April 1991 to offsét purchased power costs and a
17.2% increase in July 1991 to offsét purchased water costs.” '
4. Procedura) History : 7

San Gabriel filed its Notice of Intent in this proceéding
on July 5, 1991. Notice of the proposed raté increase was giveh‘té'
customers through publication and bill inserts.® The
Commission'’s Water Utilities Branch (Branch) conducted an informal
public meeting on Octobér 17, 1991, in Fontana. About 18 customers
attended. According to Branch, all objécted to thé sizée of the
proposed rate incréase and questioned its necessity.

Two public participation hearings in Fontana were
conducted by the assigned administrative law judge (ALJ) on the
afternocon and evening of Decéember 16, 1991. Four persons, all 7
owners of apartment buildings, made comménts. They opposed any .
substantial rate increase at a time, they said, when thé community
is experiencing increased unemploymént, decréased property values,
and an apartmént vacancy raté averaging 18%. San Gabriel President

5 Since thé last genéral raté increase in 1985, the following
formal rate matters for the Fontand Division have been before the
Commissiont In 1985, Advice Létters 219, 223, and 224 . :
iD.85-06-031), reélated to step increase adjustméent, reviséd privateée

ire seérvicé schedule, and reviséd construction and tank truck -
service; in 1987, Advice Letter 235 (D.87-09-026), gross-up of
income tax on contributions; in 1988, Advice Letter 238
10.88-01-061), Tax Refornm Act surcreditp in 1990, Advice Letter 252
Resolution W-3523), offset for increased purchased water costsj in
1991, Advice Letters 255 and 256, offsets for increased purchased
power and increased purchased water. :

6 The legal notice of application, affidavits of gublication,
and a billing insert notice are contained in the utility’s Ex. 5.
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Michael L. Whitehead responded to comments and answered questions
at the public meetings.' No complaints relatéd to Fontana Division
service were raised at any of the meetings.

Evidentiary hearings were held in Los Angeles and San
Francisco on Décember 17, 18, and 20, 1991, The Commission heard
from five witnésses for the company, and four witnésses for Branch;
including one representing the pivision of Ratepayer Advocates
(DRA). Twenty-six exhibits were received, including a joint
stipulation of the parties resolving their disputes on most expense
and rate base items, and a joint comparison exhibit of the parties,
San Gabriel’s application was deemed submitted on January 17, 1992,
after filing of concurrent and reply briefs.
5. Joint Stipulation of Issues of Law or Pact

San Gabriel and Branch entéred into discussions of
contested findings7 soon after issuance of Branch’s réports on
the application.8 At hearing, the parties announced that they
had settled most of the differences between them related to costs,
rate of return matters, and audit recommendations. On January 14,
1992, the parties filed a motion for approval and adoption of
stipulation, along with the stipulation of settlement (Ex. 25) and
a joint comparative exhibit (Ex. 26). The filing is made in
complianceé with Rules 51-51.10 of the Rules of Practice and

7 The Rate Case Plan providest "Following issuvance of Branch’s
showing, partieés are éncouraged to initiate discussions to clarity
their respéctive positions and identify opportunities for _
stipulations and settlements where appropriate,* (D.S0-08-045,

App. A, p. 2.)

8 In November 1991, Branch issued a limited audit report »
({Ex. 7), a report on results of operations of the Fontana Division
(Ex. 8), and a report on the division’s general office (Ex: 9). At
the same time, the Financial and Economic Analysis Branch of the
DRA issued its report on cost of capital and rate of return

(Ex. 6).
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" Procedure. A5 requiréd by Rulé 51.1(c), it includes an explanatlon_
of agfeed matters and a showinq of each party’s original and
settling positions. - P . : :

: - Relevant pOrt1ons of Joint Ex. 26, reproduced here as

Tables 1 through 4, set forth stipulated ‘éstimates of oPeratiOns

,(including the deVeIOpment of rate bases at present rates) for test

. _years 1992 and 1993. The center columns of . ‘theése tables (" F1na1

'Applicant POSitLOH and 'Final staff Position ) set forth final
estimated results ‘of San Gabriel ‘and Branch. - Thé column entitled
"Differences” shows no dlsagreement betWeen thése final estimates.

" Tablés 5 and 6 contain the adopted summary of earnings at present

and authorized rates for 1992 and 1993.
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Table 1

SAN GABR]EL VALLEY WATER coapauve
FONTANA WATER ANY DIVISION -~ A.91-08-034

JOINT Fﬁﬁﬁiﬁi?f??‘?iﬁ131f NO. 26

=3FsT VEARS 1352 & 1333

TEST

13-Jan-92 _ )
Applicant's Estimates CPUC Staff Estimates:

Final Final

Item: original Adjust- Applicant staff Adjust- Origina)
AT PRESENT RATES!: ’ Filing - ment POsitlon leferencesPosition ment Filing
$ in 000s

) ~$ tn 000 ]
Cperating Revenues : " 13886.10 459.0 142451 O 14245.1 14245.1

Operation Expeénges ,
Purchaséd Water 4618.6 -211.2 4402,4
water Stock Assessmént 36.3 o 3643
Purchased Power 12417.0 18.2 1236.2
Pufchaged Chemicals 45,2 -10.1 5.1
Payroll 1261.3 -85.8 1175.5

Materials & Supplies 16.6 ~-16.3 §0.3
Transportation : 192.4 -19.8 172.6
Utilities 39.8 4.8
Other 0¢ef‘. 3 Maint. 75.7 36‘3
Maintenance Expanses )
payroil 366.1 370.6
Transportaticn ' 112.2 100.7
Mat®ls & Supplies 153.8 140.9
contracted Mainteénance 241.7 210.9
General § Admin. Expénses
payroin 116.3 97.6
office SUpplies & Other 28.8
Property Insuranés 10.4
Injuries & Damages 173.0
Erpl. Pensions & Benefits 707.5
Reg. Comaiasion Exps. 174 .4
Misc., General Exps. - 1442.5
Maint. of Gereral Plant 20.6
Rents 5.2
Admin. Exps Transferred -212.5
sank Charge [}
General) Office Expenses 1232.3
Payroll Tax 218.1
Ad Valorem Tax 245%.0
Depreciation & Amortiz, 906.3
Balancing Account _0
SUBTOTAL 13515.6 -17171.4 11744,2

4402.4 3616.0
“36.3 : '36.3
1236.2 1236.2
351
1115.5
60.3
172.6
39.8
36.3

370.6
100.7
140.9
210.9

97.6
20.0
10.4
173.0
454.9
4.‘
460.0
3Q06
§.2
=212.5%
44,0
1171.5%
183.5
234.%
$06.1

—0
11744.2

)

[T g

W

L X =2

(=X -2 NOO:' owOoOOO

10953.0

53.6 £3.6
161.5 161.5
17.1 . 150.6
435.14 683.0

12475.8 12001.7
2243.4

185212.3
$1.82

Un¢ollectibles 64.0 -10.4 53.6
Franchise Taxes 164.6 = -3.1 161.5
state Corp. Franch, Tax 0 7.1 178
Federal Income Tax : (] 439.1 439,19

TOTAL OPERATING EXPENSES 13744.2 -1268.7 12475.8
NET OPERATING REVENUES 141.9 1621.7 1769.6
RATE BASE, 1992 23688.6 -4651.8 19036.3

RATE OF RETURN 0.60 8.70 4.3

OO0 OO0 © 0000000000000 0 0OOO0O COC0OQOOOOO
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Table 2

TEST YEAR 1943 _ )
Applicant's Estimateés C CPUC Staff Estimateés:
Item: Original Adj 'fiﬁ*" b3t Frat
s rigina ust- Applicant Oifferences Staff Adjust- Original
AT PRESENT RAYVES: Filing meént Position Positicn  ment Fi?ing
$ 1n 000: $ in 000s

Operating Revenues 14316.7 413.3 14730.0 0 14730.0  -185.5 14315,%

Cpération Expenses
Purchased Water 4750.2  -266.1 484,10 - O 4484.1 816.1 3688,

36.3 46.3
1555,3 , 15771.3
36,2 35,3
1215.5 $209.3
63.8 45.3
178.4 124.0
42,2 42,2
37.5 - 24.0
38312 . 38342
104.1 : 101.5
145.6 142.0
217.2 217.2

100.9 100.6
23.0 18,3
1.4 11.4

187.9 187.9

674.0 544.4

5.5 ' 5.5

400.0 5715.0
32,4 32,4
5.8 5.8

’225-2 -
44.0
1267.¢6

184,56

256,0

948.8

o
12420.8 11605.3

5.5 56.2
167.0 : 169.1
.66.‘ '5309
388.7 103.5

Water Stock Assessment 38.3 ) 36.3
182.4 1555.3

Purchased Power 1312.9
Furchased Chemicals 47.9 -11.7
Payroil 1337.0 -12%.5
Haterials & Suppiies 82,3 -18.5
Transportation 204.4 ~26.0
Utilities 42.2 1)
Other Oper. & Maint, 83.3 ~45.8

Haintensnce Expenseés:

Payroll 388.0 -4.8

Transportation 119.2 -‘5n!

Hat’ils & Supplies 163.1 -17.5

contract Maintenance 256.1 -38.9
General 4§ Admin. Expenses

payroll 123.3
.Off'lca Supplies & Otheér 3.4

Property Insurance 11.4

Injuries & Damages 187.9

Empl. Pens. & Benéfits 768.7

Reg. Commission Exps. 184.¢

Mis¢, General Exps. 1443.23

Maint. of General Plant - 32.4

Rents 5.5

Admin. Exps Transferred ~225.2
eank Charge ] ,
General Office Expense 1343.8
payrold Tax 231.0 169.6
Ad Yalorem Tax 214.2 » 2586,0
bepreciation & Amort. 965.3 948.8

Balancing Account
SUBTOTAL 14258.9 -1838.1 12420.8

Uncollectibles 6.0 -10.% 55,5
167.0

Franchise Taxes 189.7 -2.7
State Corp. Franch. Tax 0 64,4 66.4
Foderal Income Tax o 385%.7 3689.7

TOTAL OPERATING EXPENSES 14494,.6 -1395.3 13044.3

NET OPERATING REVENUES -177.9 1808.6 1630.7
RATE BASE 23870.8 -393!;2 20029.2
. o1

RATE OF RETURN -9.75

CO00 COOOO&GOO

13099.3 12693.1
1630.7 2222.4
20039.8 15688.7
8.14 11,517

0000 ©00O0QO o CO0O0Q0OCOOOOOOO0OD




Table 3

¢PUL staff Estimates!

Final
Staff original
Filing

bifferencesPositinon Adjust.

Applicant’s Estimates
Final
Adjust-~ Applicant .

Original
positién

Item:

Filing - _ment

$

UTILITY SLANT, 1§92:
476188

Prlant in S$ervice - BOY

Additions
Utility Funded
Advancés
Ccontributions

s 1006.0
125.0

Total Additions 3341.0

Rétirements

136.1
Transfers L Adjusts. 0

3204.5
50484.1

44282,

Net Additfens
Plant in Seérvice - EOY

Aver. Utiiity pilnt. '992:

AYERAGE DEPR. RATE BASE, 19921
Aver. Plant §n Service: 49282.3
Oepretfation Reseérve 8542.8
Net Plant 40739%.7
Less?

Advances -

Contributions ’

Acéum. Def. Tax Depr.

17C o :

Pub, Agency Reloc., Adj.
Subtotal

14940.7
62330.3
3095.6

666.6

0
18706.56

Plus? ] )
Haterials & Supplies
Min. 8ank Balande
Working Cash -~
Tex on Contributions
Tax on Advances
Other Adjustment
paferred Oebit- Legal
common Allocation - Net

4238.5
421.14
573.7
748.9
1397.7
113.6

1665.4

Avarage Rate Bass, 1932 23688.3

1616.0 -

2629.9

000¢
<788.6

245.2
-50@.0
~125.0

~3719.8

o
6

’31908
-1168.4

-978.5

*97805
13.6

-$92.1

~-5%2,3
-75.3
-4.4
0

a0
-651.1

"1&3-0
~411.1
“488.5
-11.5
R '9'.1
"'3}6
’2629.9
'6‘.‘

-4649.5

46891,2

1861.2
§00.0
600.0

2961.2
136.1

o
2825,1
49716.3
48303.8
48303.8
8556.2
28747.6
14348.4
6255.0
3@91;2
666.6

331.0
15055.4

24
1

1.6
0.0
5.2
7.4
6.0

8
3
130
0
0
1603.3
19036.8

$ in 000S

46891.2

500.¢
§00.0

2%61.2
136.1
o

2825.1
49716.3

48303.8

48303.8
8556,2

39747.6

14346.4
6255.0
3081.2

466, 6
33,0
15055.4

241.5
10,0
85,2

737.4

1306.0
o
0
1601.3

19036.8

o
82.7
I
o
82.1

0
0

46831.2

1178.5
500.0
§00.0
28178.5
136,14
2142.4
49533.6
48262.4
48262.4

8555.1
34706.1
14348.4

6255.0

3091.2
666.6

o

15345.5%

225.4
0
"356.9
137.4
1306.0
113.6
0
1601.3

188712.3
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Table 4-”'“' 

Applicant's Estimates _ ] CPUC Staff Estimates:

Final .=~ Final _

: Original Adjust- Applicant’ - Staff  Adjust- Original

Item: F§Ving ment Position OifférencesPosition _ment Filing

) : $ in 000: $ in 000s
UTILITY PLANT, 1993: ) i )
Plant in Service - BOY 50884.7 -1168.4 43716.3 49716.3

Additions X _ _
utility Funded 1558.6 ~160.9 1397.7 . 1397.7 1335.6
Total Additions 3243.6 -785.9 2491.17 2497.7 5 2435.%

49633.6

141.7 ' 141,17 141,72
0 0

o
2356.0 2356.0 2293.9

520723 51927.5
508%4.4 £0760.6

Retiremants 141.7 0
Yransfars & Adjusts, 0 - )
Net Additions 3141.% -785.8
Plant in Service - EOY 54026.6 -1954.3 52072.3
Aver, Utflity Plant, 1883 £2455.7 -156t.3 50894.4

AVERAGE OEPR. RATE BASE, 1983: _ , _ _
Avér. Plant in Service: 52455.7 50894.4 50894.4 50780.6
pepreciation Resérve $625.3 $626.6 9628.8 ! §625.1
Nét Plant 42830.4 412671.6 41267.6 12.1 41155.58

Less? )
Advances $5380.2 ‘ 14228.3 . 14228.3
. Contributions §888.8 6645.5 6685.5
Accum, Def., Tax Deépr. 3525.2 3508.4 3508.4
iTec 641.2 337.3 g;:.g,
Pub. Agency Réloc. AdJ. 0 3 1.0 i .
$ubt6ta1g ney 16392.0 -524.8 15667,2 15867.2
Plus:
Materfals & Supplies 442.4 -187.9 254.5 254.5
Min, Bank Balance 457,8  -447.8 10.0 10.0
¥orkfng Cash 547.8 -542.4 55.4 s5.4
Tax on contributions 861.4 -30.9 430.5 830.6
Tax 6n Advances 1472.9  -169.3 1303.6 1303.6
Ot?er Adjustment i ‘;ég.g ;;;gsg g g
o Toeation = 2 -58.6 1718.6 1218.6

common Allécation - Net 1717.2
23868.4 -3828.6 20039.8 20039.8 19888.7

14228.3
6685.5
3506.4

647.2

o
16086.1

[
N W
-l

~Orwd >

CrOoOWoE WOOOOO

P
.- s

~

Average Rate Base, 1993
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' Sa.n Gabriel Valley Water Oarpamr

Eontana Water Carpany pivision

(Dollars i:g)g‘nn.lsands)
o 2

'»t ; | - at:
Presént Ratés Authorized Rates

$13,746 7 $14, 675 9

4402.4 4402.4
1236.2 1236.2
36.3 36.3
1175.5 1175.5
35.1 35,1
1132.1 1132.1
1180.6 1180.6
1177.5 11772.5
44.0 44.0
418.4 418.4
51.8 55.3
155.9 - 166.4
906.1 906.1 -
11951.9 11965.9

27.4 112,5
274.1 585,3

12253, 4 12663.7
1493,3 2012,2

19034.8 19036.8
7.84% 10.57%

The table reflects exclusion of surcharge rev
includéd in the stipulated operating revemes (Tablé 1).
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| R TABLE 6
. o San Gabriel Vaney Wate.r Ocupany ’
- Pmtana Watér Oonpany ‘Division

(Dollars i:g\ 'n)cusamls
1993

a ac - :
Presént Rates  Authorizéd Rates

$14,214.4 $15,633,3

4484.1 4484.1
1555.3 1555.3
36.3 36.3
1215.5 1215.5
- 36.2 36.2
11720 1172.0
1267.6 1267, 6 B
44.0 43.0 -
445.6 445.6
53.6 58,6
161.2 176.1
' 948.8 948.8
s.no'mtal o 12635.6 12655.5

15.0 135.8
Federal Income Tax' | 218.9 631.7
Total operating expensés - 12869.5 13423.0
Net operating reverues 1344.9 2110.3
Rate Base - 20039.8 20039.8
Raté of Return - 6.71% 0.8

NOIE: The table reflects exclusicn of surcharge rev
included in the stipulated operating revemues (‘Ihble 2)
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While it is not necessary to discuss in detail all of the
stipulated matters, a review of how the parties reached agreement
on significant natters is appropriate. (See, Rule 51.1(e).)

5.1 General Office Costs

Differences in estimates of administrative expenses
related to inflation factors. San Gabriel has agreed to apply
Branch’s revised nonlabor inflation factors of 2.26% in 1891, 2.62%
in 1992, and 3.36% in 1993. 1In benefits costs, Branch agrees to
permit inclusion of costs rélated to the utility’s Good Friday
holiday, and San Gabriel agrees to either designate a substitute
holiday or give employees the option of another day off.
Differences in éstimates for depreciation are resolved with San
Gabriel’s agreémént to use Branch estimateés as the most curréent
information available.

5.2 Operations Costs '

Differences are resolved by San Gabriel’s agreemént to
apply Branch’s revised nonlabor inflation factors. In determining
operating revenué, San Gabriel agrees to use Branch'’s projection of
308.5 hundred cubic feet annual consumption per residential
customer for 1992 and 1993. San Gabriel also agrees to Branch's
estimates of water production and purchased water for the test
years, with purchased water cost baséd on recorded 1990 data, the
most current documented fnformation. With revisions in utility
plant additions, payroll, revenue, and expensés, the parties’
estimates of income and property taxes are in accord. Branch and
San Gabriel agree that estimatés of utility plant in service is
revised to about 90% of San Gabriel's original estimate, based on
the most current information available.

5.3 Rate Base Estimates
The parties’ estimates of net plant are identical

following agreement on utflity plant in service and the resulting
adjustments in depreciation reserve. 1In settling an audit
recomnendation with respect to gain on sale of properties to




A.91-08-034 ALJ/GEW/vdl

various government bodies, San Gabriel agrees to reduce Fontana
Division rate base by $331,000. In two other audit matters, San
Gabriel agrees to remove from rate base calculations some $400,000
in minimum bank balance requirements and some $1.7 million in legal
fees. (The parties agree that legal éxpenses will be dealt with in
- a subsequent filing.) San Gabriel also agreés to adopt Branch’s
estimates on advances, contributions, and accumulated deferred tax
becauseé those estimates are based on thé most currént décumented

information.

5.4 Audit Issues
, As part of thée review of this application, the
Comnission’s Auditing and Complianceé Branch (Audit Branch)
conducted a limited audit. Financial Examiner Nathaniel Cole made
19 recomméndations. (Ex. 7.) Whilé a number of these dealt with
accounting practices and were quickly resolved with San Gabriel,
Other recommendations were more substantial. Three Audit Branch
recomméndations require consideration and decision by the .
~ Comnission. Among other audit findings that have been successfully
settled by the parties and made part of the stipulation are the
followingt
* San Gabriel agre¢s to reducé general and

ddministrative expenses by $40,715 in 1992

and $42,099 in 1593 to eliminate claimed

salary for a property managér position. The

audit alleged that the position is néw

unfilled and, in any event, is a position
not justifiéd by the utility.

San Gabriel agrees to apply $560,282 as a
reduction of expensé in its purchaséd water
balancing account, thus reducing ratepayer
costs., The audit allegéd that this amount
represénted dividends on shares of Fontana
Union Water Company held by San Gabriel and
had been accountéd for as other income, thus
passing through to sharéholders. The audit
alleges that sincé shares in Fontana Union
are included in San Gabriel'’s rate base,
dividends on those shares should flow to
ratepayers.




ALJ/GEW/vdl -

Branch agrees to withdraw an audit
recommendation to reduce water céosts by
$520,586 that the audit alleged was a water .
cost adjustment not found on the utility’s
books. San Gabriel showed that the entry
relates to the Los Angeles County Division
and is included in a balancing account.

San Gabriel agrees to reduce to $10,000 the
minimum bank balances included in rate base
for 1992 and 1993. The audit alleged that
inclusion of $421,100 for 1992 and $457,800
for 1993 was not appropriate under
Commission Standard Practice U-1§.

Branch agrees with San Gabriel'’s proposal )
that within six months of implementation of
a plan of reorganization approved by the
Unitéd States Bankruptcy Court for the
Central Division of California in 1litigation
involving Fontana Union Water Company,

San Gabriel may file for additions to rate
base to reflect any acquisition of Fontana
Union facilities, and to capitalize incurred
legal costs.

5.5 Approval of Stipulation

We have examined the original computations of San Gabriel
and of Branch, and we conclude that the final estimates agreed to
in Ex. 26 are reasonable in 1ight of the whole record, consistent
with the law, and in the public interest. The estimates are .
adopted for purposes of this decision, and the motion for approval
and adoption of the stipulation is granted.

9 Fontana Union, which i& the primary source of water for the
Fontana Division, filed for bankruptcy ia March 1990. The
bankruptcy proceeding (Casé No. SB-9002535-MG in the Central
Divisfon court) is described in D.91-09-001 {Investigation

90-05-034).
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7",5 6 Add1t10nal Filing Authorized

Pursuvant to Ex. JS-3 of the stipulation, San Gabriel is
authorized to make additional filings subsequent to this case to
ad)ust rates to recognize acquisition of Fontana Union faCLIities,'
if any} to capitalize incurred 1légal costs; and to to make rate
base adjustments for compliance with surface water treatment
regulations of the California Department of Health Servzces.

{Ex. 26, pages 21-22.)

6. _Contested Issues .
o We turn now to the only remaining issues in this
proceéding. These aret
1. Return on Equity. San Gabriel seeks a
13.15% return on common equity. Branch

recommends 11.45% in a range of 11. 25% to
11.75%. We adopt a rate of 11. 50%.

Executive Salaries. Branch recommends an

adjustment of salary allocations betweéen -
San Gabriel and affiliated companies. We
deny theé requeést., '

Transfer of Property. Branch recommends
that San Gabriel be required to obtain
prior approval for transfers of property to
affiliates. We agree.

Intangible Plant. Branch recommends a
change in the accounting entry for San
Gabriel’s shares of Fontana Union Water

Company. We agree.

Notices in Spanish. Branch recommends thet
Fontana Division notices beé printed both in
English and Spanish. We deny the reguest.

7. Rate of Return
Rate of return is essentially a utility’s cost of

capital, with capital in this case defined as cost of debt and
return on equity investment. Cost of debt generally can be
determined, and San Gabriel here has agreed to acceépt as reasonable
DRA's éstimates of cost of short-term and long-term debt. ROE is a
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more difficult computation, since it is based largely on financial.
judgment. San Gabriel has revised its application to ieguest}é'
return on comnmon equity of 13.,15%. DRA recommends that the adopted
ROE be within a range of 11.25% and 11.75%, and it recomménds
11.45% as reéasonable. ‘
7.1 San Gabrieél’s Position _

At the time of its application in mid¥1991, San Gabriel
estimatéd that borrowing costs would range between 10% and 11.5%
from 1992 through 1995. This was based on an expectation that
inflation would accelerate during thé recovery from the recession
.and that this would push up interest rates., San Gabrieél presents
evidence purporting to show that risk premiums for water utilities
historically have ranged from 250 to 466 basis points (that is, 2.5
to 4.66 percentage points) above borrowing levels. This analysis,
San Gabriél argues, supports the company‘’s original request for a
14% ROE. : '

In a supplémentary report prepared in August 1991
(Ex.. 3A), San Gabriel sets forth average yearly yields of 30-yéar
Treasury bonds from 1981-1990. It then compares the relatively
risk-frée return available to bond investors with rates
historically éarned by other water companies and by San Gabriel.
These risk premiums, it states, range from 338 to 378 basis points
and représent the historical difference between relatively risk-
free invéstments and the comparatively riskier investment in water
companies. W#hen combined with San Gabriel’s borrowing costs for
1992-1995, these risk premiums produce an ROE of from 13.64% in
1992 to 15.14% in 1995, or an average of 14.39%,

Finally, San Gabriel presents téstimony that its
shareholders face significant business risks that must be taken
into account in developing ROE, Theése risks includet

* San Gabriel is a closely held company with
stock that is not publicly traded, and thus
does not have access to equity capital
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markets that larger publicly traded
companies use to raise capital.

San Gabriel faces risks related to the
current drought and resulting sales
fluctuations.

San Gabriel faces high litigation costs and
risks related to its water supplier, Fontana
Union Water Company, which has filed for
bankruptcy.

San Gabriel must urgently respond to
unexpected water supply and water quality
requiréments.

At hearing, San Gabriel’s vice president and treasurer
testified that,; with the benefit of having observed a continuing
decline in interest rates and lowered expéctation of inflation, the
paities now agree on costs of long-term and short-term debt. The
parties agree that costs of long-térm debt range from an average -
low of about 9.45% in 1993 to an average high of about 9.7% in
1995, 10

With its adjustment in estimated cost of debt, San
Gabriel also revised its requested ROE to 13.15%. Its ROE witness
testified that a 13.15% ROE recognizes San Gabriel’s traditionally
efficiént operations and ongoing risks in operations whilé at the
same time providing an appropriate risk premium above interest
rates on new long-term debt,

San Gabriel supports its 13.15% recommendation by adding
Fontana Division financial results to the average results of a
group of 12 other utilities selécted by DRA to répresent a o
"comparable group" for purposés of a discounted cash flow analysis.

10 Ssan Gabriel'’s witness adds, however, that the first faint
sign of an upturn in interest rates appeared in December 1991 (a
forecasted 4-basis point increase in 30-year Treasury bonds for
1994) and this causes him concern that rates may be turning,
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Adding San Gabriel data to the group data and dividing by 13
producés a higher average ROE and, when summarized in a discounted
cash flow model, producés an ROE of 13.15% upon dveraging ROE for
the comparable group, for the comparable group plus San Gabriel,
and for San Gabriel alone. (Ex. 4, Table 1-D.)

7.2 Position of DRA

DRA recommends an 11.45% return on common equity, near
the midpoint of an 11.25% to 11.75% range. The range is derived
from the use of two financial models and an analysis of San
Gabriel‘s financial and business risks.

The division uses a discounted cash flow (DCF) model,
which measures an investor’s éxpected return on équity. The DCP
method was applied to a "comparative group” of 12 companies, each
of which i{s traded on a major exchange, derives at least 70% of
révenue from water sales, and is either regulated or has
subsidiaries that aré reqgulated.  The DCF analysis produces an ROE
range of 11.17%-11.71% using the most recent o6né-month averagé '
yield; 11.25%-11.78% using the most recent three-month average
expected yield, and 11.32%-11.85% using the six-month dividend
yield. Of these, DRA believes the rangé produced by the threé-
month dividend yield to be the most reasonable. (Ex. 6, p. IV—S )

DRA then uses the risk premium (RP) model to verify its
DCF results. The RP model measures a premfum over the cost of
long-term debt that investors are presumed to expect because their
risk is greater than that of debt holders. DRA’s witness testified
that the RP model produces an ROE rangé of 11.09%-11.57% based on a
10-year averagé and an ROE range of 10.288-10.57% based on a 5-year

average.

The following shows the expected ROE ranges from the two
models useéd by DRA for the comparable group. DRA contends that the
results show a trénd of declining ROE expectation by investors..
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Comparablée Gréup

DCF Analysis 11,178 - 11,71%

{1-Month Dividend Yield)
DCF Analysis
(3-Month Dividend Yield) 11.25% - 11,78%
DCF Analysis
(6-Month Dividend Yield) 11.32% 11.85%
RP Analysis
5-Year Average 10.28% 10.57%
10-Year Average 11.09% 11.57%

DRA states that other ROEs authorized by the Commission
have been declining in recognition of lower investment returns. In
the final quarter of 1991, an 11.65% ROE was authorized for ‘
Suburban Water Systems} 12% for California American Water Company}
11.75% for San Joseé Water Company; and 12.1% for Del Este Wateér
Company. (Ex. 6A.) The division notes that San Gabriel is the
fifth largest of 14 Class A water companies in the state, with
$28.9 million in gross revenue and 71,595 total service
connections. Based o6n size, at least, DRA believes that San
Gabriel has less risk--and therefore more investor confidence--than -
most other regulated watéer utilities.

Moreover, DRA présents evidence that generation of equity
capital has never beén a problem for San Gabriel. While not rated
by Standard & Poor’s credit rating service, San Gabriel’s year-end
1990 interest coverage of 5.50x, funds flow interest coverage of
4.60x, funds from opérations/total debt of 36%, and total debt
ratio of 38% meet the benchmarks for an AA bond rating from _
Standard & Poor’'s. (Because of increased puxchased water and power
costs, net cash flow to capital expenditures in 1990 would warrant
only an A rating.) - _

DRA states that San Gabriel'’s projééted average year
common equity ratios are 54.63% for 1992, 54.7% for 1993, 54.96% in
1894, and 55.22% in 1995, all somewhat higher than the common:
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equity ratios of the comparable group. Since equity burdens
ratepayers with higher costs than debt, DRA encourages a reversal
of this upward trend and urges that the 1995 ratio be reduced to
55%. DRA présents evidence that 55% is within a reasonable rangeé.
We agrée.
7.3 Discussion

A fair rate of return is measured by such factors as
abflity to attract capital, economic risk, quality of service
provided, and cost of capital. Broad guidelines are set forth in
two United States Supreme Court cases, Bluefield Water Works v.
Public Service Commission (1923) 262 U.S. 679, and FPederal Power
Commission v. Hope Natural Gas (1944) 320 U.S. 591. These cases
teach that a utility is entitled to a return "commensurate with
returns on investments in other entérprises having corrésponding
risk" and "sufficient to assure confidence in thé financial B
integrity of the enterprise, so as to maintain its credit and to
attract capital.” (320 U.S. at 603.)

DRA has presénted a persuasivée case that thé range of ROE

for the Fontana Division should réasonably be sét within a range of

11.25% to 11.75%, based on current market conditions and the
utility’s current costs. San Gabriel attacks as noncomparable the
12 companies selected by DRA as a comparison group, but it then
makes usé¢ of the same comparison group to justify its request for a
13.15% ROE. It does this by adding San Gabriel to the group and-
analyzing the financial averages that result. (Ex. 4.} That
approach is flawed, however, without a corresponding showing that
DRA’s market analysis errs in using only companies listed on a
national exchange. Such a showing of error has not béén made.
Moreover, while adding San Gabriel to the 1list raises the average
expected return, it carries with it the problem of circularity,
whereby past Commission decisions rather than market conditions

could be the basis for future decisions. (See, Re california Water
Service Company (198%) 31 CPUC 2d 403, p. 430.)
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San Gabriel notes that DRA recommends a lower ROE than ‘it -
 did for Park Water Company (recommended 11.75%) even thohgh Park’s
eguity ratio at 60% is higher (and arquably, therefore, less risky) -
than San Gabriel‘’s 55% ratio. The division’s witness responds}
however, that the Park récommendation was made in July 1991 wheén
forecasted interest rates were 85 basis points higher. (Ex. 6A.)

For the most part, risk factors cited by San Gabriel to
justify a higher ROE are the same risks faced by other water
companies and are, therefore, accounted for in the financial
analyses. Interim recovery has been permitted for the Fontana
Division for its increased costs of purchased water and power. A
memorandum account has been authorized to offset some lost sales
caused by drought. (See, D.91-01-042.) Litigation expenses are to
be the subject of a later filing. The company's chairman,
president, and treasurer, each appearing as a witness, do not
seriously challenge Branch’s conclusion that San Gabriel’s héalthy
financial performance, common equity ratio, and stable financial
requirements will continué to assure lenders of the company’s -
strong financial position. -

Branch has found that service in the district is
satisfactory and that customer complaints are handled promptly.
The fact that no service complaints were raised during three public
meetings is further evidence that the Fontana Division is providing
satisfactory service to the public. While we recognize that San
Gabriel’s own interests aré served in settling most cost, rate of
return, and audit issues, we note that San Gabriel has for the most
part reduced its own initial estimates and has committed itself to
operate at the lower cost levels proposed by Branch. Additionally,.
we would be remiss if we did not take notice of our findings in
D.91-09-001 that the Fontana Division has acted promptly in séeking
to protect ratepayers during the bankruptcy proceedings of Fontana
Mutual Water Company, the source of most of applicant’s water
supply, and has proceeded with a successful well-drilling program
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" to establish new sources of water at lower cost: Although we haVe
found that a loss of water supply is nét ifmminent for thé Fontana
Division, the fact that the question was before us in late 1991 is
evidence of a perceived risk that does not confront other water
utilities. For these reasons, and in light of the record as a
whole, we authorize San Gabriel’s Fontana Division to earn an ROE
of 11.50%, which is within the range recommended by DRA but
_slightly higher than DRA’s recommendation.
8. Balancing Account

San Gabriel has submitted to Branch, pursuant to
stipulation of settlement (Ex. 25), certain balancing account
information. The only matter that is certain and that should be
taken up at this timé is the Chino Basin Master’s assessment for
water production during fiscal years 1989-1990 and 1990-1991. The
undercollection in the purchased water balancing account for this

assessment isi ,
Chino Basin water master’s assessment L
for production during 1989/1990 - $ 693,875.26
Chino Basin water master's assessment
for production during 1996/91 _2,134,288.44

Total |  $2,828,163.70

The Commission’s *Procedure for Maintaining Balancing
Accounts for Water Utilities," dated May 31, 1983, provides that -
balancing account balances that exceed 2% of the water company'’s
most recently adopted test year gross annual révenues will be
disposed of in the GRC order. If the total balance is léss than
5%, it should be amortized over one year. San Gabriel's balance at
$2,828,163.70 is approximately 19.85% of the adopted 1992 preéesent
rate gross revenues of $14,245,100. The rates we adopt will
amortize the balance over two years.
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9. Allocation of Salaries o

San Gabriel is a wholly owned subsidiary of Utility
Investment Company (Utility Investment). Utility Investment also
is the parent company of Arizona Water Company (Arizona Water), a
public utility serving about 40,000 connections in Arizona.

Utility Investmént, in turn, is a wholly owned subsidiary of United
Resources, Inc. (United Résources). United Resources also owns
Rosemead Propérties, Inc. (Rosemead Propérties), a real estaté
investment company. San Gabriel’s position in this corporate
arrangement was authorized by the Commission in D.92806, dated
March 17, 1981.

Utility Investmént and United Resources are holding
companiés. They have no employees. Théir assets are COnfidéd to
¢cash and to the stock they own in San Gabriel, Arizona Water, and
Rosemead Propérties. Rosemead Propeérties similarly has no
employees. 1ts assets aré primarily three office buildiﬁgs in
bPiamond Bar, California} Phoenix} and Salt Lakée City. The buildiag
in Phoenix is leased to Arizona Water, while the other two :
buildings are administered by contract management firms.

R. H. Nicholson, Jr. is chairman of the board of San
Gabriel and of Arizona Water. San Gabriel pays 86% of his salary.
Arizona Water pays 14%. Nicholson also is the président and a
diréctor of the two holding companieés and of Rosemead Properties.’
Michael L. Whitehead, president of San Gabriel, also serves on the
board of directors of San Gabriel, Arizona Water, the two holding A

companieés, and Rosemead Properties.
In conducting its review, the Audit Branch concluded that

five San Gabriel employees--Nicholson, Whitehead, General

Counsel [Secretary Timothy J. Ryan, Vice President and Treasurer

J. Donald Taylor, and Tax Accountant Ceceélia Chu--do at least some
work for the other affiliated companies. 1In the absénce of any
measure of the work that they do for affiliates, the Audit Branch
recommended that the weighted average of each company’s percentage
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of total income and assets be used in an allocation of the salaries
of these five individuals. The result would be that 43.43% 6f the
salaries of these five persons would be authorized in rates for San
Gabriel, with the remaining 56.57% allocated to the affiliated
companies.

In opposing this recomméndation, Nicholson testified that
he has consistently spent about 14% of his time (or roughly two
days a month) on matters involving the smaller Arizona watér,' and
that his salary allocation is based on review of that time. ,
Whitehead testified that his only involvement with Arizona Water
and the other companies is attending three t6 four director
meetings each year. Taylor testified that he holds the title of
treasurér in United Resources, Utility Investmént, and Rosemeéad
Properties, but that his work for them is minimal and generally
involves financial transfers that also includé San Gabriel. Taylor
also testified that Ryan simply attends board meetings as
secrétary for the same three affiliates, but pérforms no duty for
Arizona Water (which has its own general counsél). Chu did not
testify, but Taylor described her as a tax accountant who '
consolidates the tax records for San Gabriel, the two holding
companies, and Roseméad Properties and prepares consolidated
financial and tax reports. Arizona Water has its 6wn tax
accountant. '

Taylor further testified that San Gabriel bills utility
Investment each month for services rendered by San Gabriel’s
employees, and that it has done so sinceé 1981. The amount billed,
increasing 5% éach year, is now at $640 per month ($7,680 annually)
and is posted to San Gabriel’s Account 812 to reduce opérating - '
expenses. Taylor testified that this amount is intended to and in
fact does defray the costs of services rendered by San Gabrieél
employees to the two holding companies and to Rosemead Properties.
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.

To support its recommendation, the Audit Branch would - .
have us draw an inference of significant work for affiliates based
on three audit fihdings. The findings, however, did not withstand
examination at hearing.

First, the Audit Branch preseénted what it believed to be
44 notes issued in 1989 représenting $60 million in loans from San
Gabriel to its parent company, Utility Investment. (Ex. 17.) 1In
fact, Taylor, San Gabriel’s treéasurer, showed that the documents
represented a single note, with each preceding note cancélled, for
an average outstanding loan of about $2 million in short-term
surplus funds. Utility Investment loanéd the funds on a shOrt—ferm
demand basis to Arizona Water. Taylor explained that he regularly
invests surplus funds with Bank of America, in short-term ‘
commercial papeéer, or with affiliated companies, depending on the
best interest rate at a given time. He testified that the inter-
company loans offered the best payback at the time for thé notés in
question and that thé transactions actually took him less timé to
arrange than the other forms of investment. :

The Audit Branch also présented evidence of consolidated
tax returns showing that Nicholson, chairman of San Gabriel, is
reported to spend *all" of his time as chairman of Arizona Water.
In fact, Nicholson testified, the company’s tax consultants list -
him as chairman *all® of the time both for San Gabriel and Arizona
Water, but, in a separaté schedule, break out his conpensation
accurately as 86% from San Gabriel and 14% from Arizona Water.

Finally, the Audit Branch showed that Chu, an enployee
paid solely by San Gabriel, was in fact doing consolidated tax and
financial statements for all of the affiliates except Arizona
Water. Branch argued that this service, on the open market, is
worth far more than the $7,680 annual reimbursement for all San
Gabriel services. In its own documents, however, the Audit Branch
shows that San Gabriel, when measured by income, is five to six
times the size of these thrée nonoperating affiliates. Since the
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Cornission has approved San Gabriel'’s consolidated operation, it is
difficult to see¢ how San Gabriel’s consolidated financial returns
could be prepared without preparation and reference to affiliates’
statements. Even if the labor involved were neatly divisible,
therée has been no showing that time spént on affiliatée statéements
merits greater reimbursemént than San Gabriel {s charging. '

Liké the Audit Branch, we would have preferred to have
timé sheets, a representative time study, or other meéasurable
standard to justify the $7,680 reimbursement to San Gabriel for
time spent on affiliate matters that did not directly bénefit San
Gabriel ratepayers. Instead, we are presented with the sworn
téstimony of company executives that thé reimburseément is equitable
and accurate. Since theré is simply no crédible evidence '
contradicting this testimony, and sincé weé are persuaded that much
of thée work involving affiliatés inures to the bénefit of San
Gabriel ratepayers, we décline to order any changé in executive
salary allocation in this proceeding.

10, Sale of Property

In 1990, San Gabriel sold a parcel of land at book value
to its affiliate, Rosemead Properties, Thé utility had déecided
that the property, the site of an abandoned reservoir, was not
necessary or useful in utility service and that thére was no market
for salé of the property. (Ex. 14.) San Gabriel states that
Public Utilities (PU) Codé § 851 authorizes such salés of public
utility property without Commission approval. That part of § 851
upon which San Gabriel relies states: '

*Nothing in this section shall prevent the sale,
lease, encumbrance or other disposition by any .
public utility of property which is not -
necessary or useful in the performance of its
duties to the public, and any dlsfositIOn of
property by a public utility shall be
conclusively présuméd to be of property which
is not useful or neceéssary in the performance
of its duties to the public, as to any
purchaser, lessée or encumbrancer dealing with
such property in good faith for value;
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- provided; however, that nothing in this section

shall apply to the interchange of equipment in

the régular course of transportation between

connecting common carriérs.” _

Branch does not object to this sale, but it urges that
San Gabriel be required in the future to notify Branch and obtain
Commission approval for transfers and sales of assets to affiliated
companies. Branch argues that the "not necessary or useful”
language of § 851 presumes a good-faith purchase for value. When
thé purchaser is an affiliate, and the sale is made at book value,
Branch contends that thé presumption does not apply ab initio, and
the utility should be required to demonstrate that the transaction
has been made in good faith for value, »

At hearing, San Gabriel’s vice president of éngineering
described the circumstances of the sale. The parcel previously was
part of the company’s Los Angeles County Division system1 and was
the site of a reservoir built in 1913 by a prédecessor company as
part of an irrigation system. The reservoir became less useful - -
when it was all but replaced by another reservoir built in 1935,
Until 1987, San Gabriel used the old réservoir for standby storage
of water. :

In 1987, San Gabriel built a 3-million gallon reservoir
that provided all the capacity that was needéd for the irrigation
system. The old réservoir was drained, and it and the parcel of
land it occupied were retired and classified as nonoperating
property. San Gabriel’s witness testified that a brush fire in
1989 damaged the rodf of the old reservoir, and the site became a
potentially costly and dangerous problém for the utility. Cost of
clearing the hillside site would havé been substantial. For that

11 Los Angeles County Division ratés are not at fssue in this
proceeding.,
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reason, the property was transferred from San Gabriél t6 Rosemead
Properties and removed from Los Angeéles County Division rate base,

Since Branch does not challenge this transfer, it has
implicitly agreed that the property was not necéssary or useful in
utility operations. Therefore, San Gabriel arques, Commission
approval is unnecessary. It notes our analysis in a recent case
involving transfer of property a utility to an affiliated companyis

"We réject Branch’s argument that a violation of

PU Code § 851 has occurred: This section

requires that a utility must obtain prior

Commission authorfzation to transfer utility

property which is used and uséful. For

property which is not used or useful, there is

no such reéquirement.* (D.90-10-037, :

October 12, 1990.) _

N However, wé view Branch's position as broader than the
singlé transaction here. In effect, Branch states that, while it
has né quarrel with this transaction, thé practiceé of San Gabriel
in transférring raté base property to a realty affiliatée (diréctors
of which are the same as thosé of San Gabriel) should be reviewed
to avoid any quéstion of impropriéty. While such review may not be
required by § 851, the Commission has broad requlatory authority to
direct such review in particular cases.

12 The Supreme Court 6f California noted reéecently that the
Commission may look behind property transactions to be certain that

a utflity can continué to provide adequaté service. In Camp Neeker
Water Systém, InG. v. Public Utilities commission (1990) 51 Cal. 3d

845, the Court stateéd:

*Furtheér, a public utility may not dispose of
any property necessary and useful in the

- performance of its duties without authorization
by the commission. (6§ 851,) While this
section is most often applied to outright
transfers of property, read together with the

(Footnote continues on next page)

- 29 -
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Indeed, in D.90-10-037 and D.89-10-038, involving & rate
case application by San Jose Water Company, the Commission
éstablished a procedure requiring three appraisals of utility
property transferred from raté base so long as the utility was:
affiliated with a land developmént company. Earlier, in o
D.86-01-026, we required that Pacific Bell solicit competitive bids
in disposing of real property which has been in rate base. In

' D.89-10-038, we commented!
"(I)t is this Commission’s policy to closely

review all transactions between utilities and

their affiliates. This issue has risen in

prominenceé as California‘’s utilities have

diversified into other aréas. The issue of

transferring land from a utility to its :

corporaté land development company has arisen

before. When PacBell requested to transfer

property from raté base to another Pacific

Télesis affiliaté in the business of real

estate..., the Commission [established a

competitive bidding requirement). We believe

this is a sound policy which should be

continued to assure ratepayers are protectéd."

(33 crpuC 2d at 328.)

While we are not asked to to establish similar biﬁding'or

appraisal requireménts here, we are persuaded that San Gabriel_
should be réquired to notify Branch and seek Commission approval

whenever it transfers property, formerly in rate base, to an
affiliated company. The board of directors of San Gabriel serves

(Footnote continued from prévious page)

' above sections which authorize the commission
to reguire that a utility ensure its ability to
provide adequate service, it unquestionably
permits the commission to prevent disposal of
such property by indirection, as by failure to
exercise or safequard rights possessed by the
utility." (51 Ccal. 3d at 862 (citations

omitted).)




A.91-08-034 ALJI/GER/vdl

‘also as the board of directors of Rosenead Properties., In the
transaction examined here, San Gabriel directors voted to transfer
property, thén apparently donned their Rosemead hats and VOtéd t0'
accept the transfer. There is no suggestion that theré is anything
wrong with this, but the process obviously is not arm's léngth. A
review of such transfers will protect ratepayers and, we believe,
will benefit the utility by avoiding any appeéarance of self-
dealing. '

We note that our discussion of the transfer at issue here
is limited to6 its unique circumstances and is not intended to limit
the Commission’s examination of any other property transfer or the
treatméent of gain or loss on salé of such transfer,

11, Intangible Plant Classification .

_ Branch and San Gabriel agree that the utility’s
investment in shares of Pontana Union Water Company (Fontana Union)
is properly included, and should remain, in rate base, since
Fontana Union répresents the utility’s water supply. However,
baséd on its audit, Branch recommends that San Gabriel be directed
to reclassify the shares. Auditor Cole statest

"This investment in this mutval water company
should not be included in the Intangible Plant
Account. This is an investment and not an
intangible asset. The Uniform Systéem of
Accounts provides that such investment be
accounted for in the Investmént and Fund _
Accounts. Moreoveér, including this investment
in intangible plant is not in conformity with
Generally Accepted Accounting Principles
(GAAP)." (Ex. 7, pages 17-18.)

San Gabriel argues that the Commission has éxpressly
recognized the classification of this investment as intangible
plant, and that this overridés the Uniform System of Accounts. The
company’s president testified that when San Gabrieél acquireéd the
Fontana Water Company {n 1945, it als¢ acquired the shares 6f stock
of Fontana Union which represented the water supply for the
utility. The Commission decision authorizing the acquisitfon
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'_(D;39235, dated September 25, 1945) expressly recoghizéd'thé
classification of the investment as intangible plant, as did
subsequént rate proceedings (including D.40718 dated Septémbér 16,
1947, and D.39943 dated February 4, 1947).

With the acquisition 6f Fontana Water Company, San
Gabriél was refinanced, and a new first mortgage trust indentufe
was approvéd by the Commission for the issuance 6f bonds. Undeér
that trust indenture, which is still in effect today, additions to
the company‘s utility plant are the basis on which the company'’s
bonds are issued.

In its brief, San Gabriel states that it "is alarmed that
‘the Commission Staff is now asking the Commission to repudiate its
more than 45-year récognition of San Gabriel’s investment...as
intangible plant.® Branch in its reply counters that *(rj}ather
than a 45-year recognition, what in fact occurred was a 10-year
recognition by the Commission and a 35-year non-compliance by San
Gabriel with the Uniform System of Accounts.® Branch goes on to
statel ‘ .

"In 1955 the Commission adopted the USOA...

[(I)t was expected that water utilities would

conply with the USOA. San Gabriel did not do

so with regard to this account. The 1%55 )

enactmént réscinded the 1945 ‘récognition’ of

the intangible plant classification. 1In

effect, San Gabriel requests that its

noncompliance be approved retroactively and

that it indfvidually bé excused from what the

rest of thée water industry regulated by the
Connission is required to do.* (Branch Reply

Brief, pages 4-5.)

San Gabriel argues that removal of the investmént from
intangible plant will mean that the shares no longer will qualify
as collateral for the issuvance of first mortgage bonds. On the
stand, however, San Gabriel’s president acknowledged that the
results of reclassification would not present a serious problem,
In questioning by the ALJ, he testified as followst




" A.91-08-034" ALJ/GEW[vdl *

What is thé worst case that you could
envision if [this) change takes place?

Possibly, taking the worst scenario,
possibly thé investment in the stocks would
have to6 be withdrawn from the collateral of
the bonds because it would no longer be
considéred plant, and only plant under the
indenture can support the issuance of
bonds. So in that case, [approximately
$300,000]) would have to be withdrawn from
the collateral.

What effect would that have on your
financial dealings?

Oh, I don’t...think that would have aay
material, présent any material obstacle to
future bond issues. 1 think probably as a
practical matter it would be a problem of
explaining to bond counsel why something
that has been in place for 45 years is no
longér that way. That'’s probably the
probléem." (Tr., pages 259-260.)

One reason that the Commission conducts audits during a
utility rate case is to ensuré compliance with the Uniform System
of Accounts: As the namé implies, the system is designed to set
out facts, uniformly, in connection with construction, operation
and financing of water utilities to enableé the Commission to
consider and weigh items set forth in these accounts.13 we are .
présented here with no evidence of substantial hardship that merits
an exemption from the recommendation of the Audit Branch. We will
require that the Fontana Union shares be reclassified in

conformance with the uni€orm system.

12. Bilingual Notices

Requirements for service of notice of rate increase
applications are set forth in Rules 24 and 52 of the Rules of
Practice and Procedure. San Gabrieél has complied with: the notice

13 See, Preamble, Uniform System of Accounts.

- 33 -
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requirements. (Ex. 5.) While Branch has»hd objection to the
notice, it recommends that all future notices by Fontana Division
be presented in English and Spanish. At hearing, Branch’s witness

stated!

"One customer [at the informal public meeting on

October 17, 1991) said that there are a lot of

Spanish- -speaking customers in the division.

Qulte a few of them would have come to the

meeting if the notice was also printed in

Spanish. " (Ex. 8, Appendix A.)

San Gabriel opposes the recommendation on gr0unds-thét it
would require additional cost without any showing of benefit. It
notes, correctly, that the record is bereft of evidence that any
Fontana customer--much less a sizeable number--is unable to read
notices printed in English. Branch, apparently under the
impression that the company would volunteer to. print bilingual
notices, submitted only the hearsay statement cited above in
support of its recommendation.

Thé recommendation is denied. As San Gabriel notes, -

Branch may in future proceedings seek bilingual notice requirements

pursuant to Rule 52.14

13. Comments on_the ALJ Proposed Decision _ _
In accordance with Public Utilities Code § 311 and Rule
77.1 of the Rules of Practice and Procedure, the draft decision .
prepared by the assigned ALJ was issued on February 25, 1992,
Timely comments were filed by DRA and by San Gabriel.
Upon further analySis, we have changed thé authorized ROE
from 11.75% to 11. 5%, which is slightly higher than the specific

ROE rate recommended by the DRA.

14 Rule 52(3) provides: "In addition to the notice required by
this rule, parties shall provide such notice of hearing as the

presiding offficer may designate,"
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DRA notes that its recommended 11.45%'ROBlis‘hithin:itsf
recommended range of 11.25% and 11.75% but is not the “midpoint* of
that range, and we have changed the text of the decision to clarify
that point. DRA also objects that there is no6 evidence of record
to support a statément in dicta that San Gabriel’s Settlemeht‘hds
any effect on investor risk. We agree, and we have changed the
text accordingly. ,

Both parties have identified certain mathematical changes
that should be madé in the appendices and in the text, and those
changes have béen made. ' ' )

San Gabriel has suggested a numbér of changes intended to
clarify the ordér. Some of those changes have been incorporated.
Those that are not are rejectéd. San Gabriel also states that
while the parties stipulated to projected common equity ratios for
1992, 1993, and 1994, they did not agreé on the ratio for 1995. He
have reviewed the record and, as to this matter, we adopt DRA's
imputed 55% equity ratio for 1995, rather than the utility’s
projected 55.22%.

Findings of Fact

1. The Fontana Division is providing satisfactory water
service, and the water furnished meets current state dfinkiﬂg'water
standards. - : _ :

2. The Fontana Division has complied with our order in
D.90-08-055 to submit a water managemént program, and the plan was
approved as complete in D.91-10-042,

3. Thé Fontana Division sérves approximately 30,000 météred
connéctions in the cities of Fontana, Rancho Cucamonga, and Rialto,
and adjacent unincorporated areas in San Bernardino County.

4. The Fontana Division results of operations for test yéars
1992 and 1993 at current and proposed rates are as shown in
Tables 5 and 6 of this decision, to which the parties have
stipulated.

5. The balancing account balance is approximately 19.85% of
the 1992 adopted present raté annual revenues.
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6. San Gabriel initially sought rates of return on rate base
for its Fontana Division of 12.02% for the remainder of 1992;
12.04% for 1993; 12.19% for 1994; and 12.39% for 1995. The rates
were designed to produce an ROE of 14% over the 1992-1995 period.

7. After the application was filed, San Gabriel reduced its
requésted ROE to 13.15% to recognize current economic trends and
declining interest rates. It now seeks rates of return on rate base
of 11.47% in 1992; 11.43% in 1993; 11.47% in 1994; and 11.51% in
1995. I
8. The last Fontana Division general rate increase was
granted on Juné 5, 1985. Authorizéd ROE at that time was 14.25%,
with raté of réturn on rate base averaging 11.76% for the three
years. ,

. 9. DRA recommends that the adopted ROE be within the range
of 11.25% to 11.75%, and it further recommends that the adopted ROE
be 11.45%,

10. DRA bases its recommendation on a discounted ¢ash flow
analysis of 12 companies, each of which is traded on a major stock
exchangé and derives at least 70% of its révenues from water sales.

11. Most risk factors cited by San Gabriel to justify a
higher ROE are the same risks faced by other water companies and,
therefore, accountéd for in the DRA financial analyses.

12. San Gabriel is the fifth largest of 14 Class A water
companies in the state, with $28.9 million in gross revenue and
71,595 total serviceé connections.

13. The financial stability o6f a company may bé méasuréd'by
bond ratings. While not rated by Standard & Poor’s, San Gabriél’s
financial data for year-eénd 1990 meéet benchmarks for an AA bOnd
rating in all but one category.

14. In an optimal capital structure, the costs of differént
methods of financing will be appropriately balanced in accordance
with the company’s financial risk.

15. Debt is generally less expensive than equity financing
because interest payments 6n debt aré usually cheaper than returns -
paid to company stockholders, and interest is tax deductible.

- 36 -
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However, debt increases financial risk, and the more leVeraged a
company becomes, the more expensive marginal debt issues become.

16. The parties have stipulated that San Gabriel'’s projected
average year common equity ratios are 54.63% for 1992, 54.7% for
1993, and 54.96% in 1994. San Gabriel projects an equity ratio of
55.22% in 1995, while DRA projects 55%.

17. The parties agree that costs of long-term debt will range
from an average low of about 9.45% in 1993 to an average high of
about 9.7% in 1995,

18. San Gabriel has acted promptly in seeking to protect
ratepayers during the bankruptcy proceedings of Fontana Union
Hater Company, the sourcé of most of applicant’s water supply,

19. San Gabriel has acted prudently in implementing a well-
drilling program to éstablish new sources of water at the lowest
cost the utility can arrange.

20. The Commission in Investigation 90-05-034 considered the
issue of whéther San Gabriel‘’s Fontana Division faced an emergency
in obtaining an adeguate supply of water to serve its customers.
San Gabriel has complied with Ordering Paragraph 2 in D.91-09-001
by submitting in this procéeding a Supplementary Report on the
Status of Issues in 1.90-05-034.

21. An ROE of 11.75% is within the range recommended by DRA
and gives récognition to the fact that the Fontana bDivision ’
maintains good service standards, handles customer complaints
promptly, and faces a higher risk than other water companies with
respect to its source of water,

22, San Gabriel is a4 wholly ownéd subsidiary of Utility
Investment, which also is the parent company of Arizona Water, a
public utility serving about 40,000 connections in Arizona.

23, Utility Investment is a wholly owned subsidiary of United
Resources, which also owns Rosemead Properties, a real estate
investment company.

24, San Gabriel’s position in the Utility Investment holdings
was authorized by the Commission in D.92806, dated March 17, 1981.




“A+91-08-034 ALJ/GEW/vdl *

25, Utility Investment and United Resdurces are holding"
companies, with no employees. Assets are confined to cash and tb
stock in San Gabriel, Arizona Water, and Rosemead Properties.

26. RosSemead Properties has no employ«es., Its assets are
primarily threé¢ office buildings, one leased to Arizona Water and
the other two opérated by contract management firms. :

27. R. H. Nicholson, Jr. is chafrman of the board of Saﬁ-
Gabriel and of Arizona Water. 7

28. Nicholson spends about 14% of his time, or about two days
a month, engaged in matters involving Arizona Water, and that
utility pays 14% of his salary. San Gabriel pays 86% of his
salary. :

29. Certain officers and employees of San Gabriel spend
limited amounts of time doing work that involves Utility
Investment, United Reésources, and Rosemead Properties.

30. San Gabriel bills Utility Investment each month for
services rendered by San Gabriel’s employeés, and it has done so
since 1981. '

31. sSan Gabriel bills Utility Investment $7,680 an‘nual_l‘y for
work performed for United Investment,; United Resources, and o
Rosemead Properties, and this amount is posted to San Gabriel'
Account 812 to reduce operating expenses.

32. San Gabriel in 1989 had an average outstanding loan of”
about $2 million in short-term surplus funds to Utility Investment,
and the interest rate on these loaned funds inured to the benefit
of San Gabriel ratépayers. :

33. while consolidated tax returns show that Nicholson spends
*all® his time as chairman of Arfzona Water, they als6 show "all®
time as chairman of San Gabriel. A separate schedulé shows that
86% of his compensation is paid by San Gabriel and 14% is paid by
Arizona Water. .

34. 1In 1990, San Gabriel sold a parcel of Los Angeles County
Division land at book value to its affiliate, Roseméead Properties.
The utility répresented that the property, sité of an abandoned and
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firé-damaged reservoir, was not necessary or useful in utility
service and that theré was no market for sale of the property.

35, Sale of the reservoir property was approved by thé board
of directors of San Gabriel and by the board of directors of
Rosemead. The same individuals serve on thé board of both’
companies.

36. Under the Uniform System of Accoeunts, San Gabriel’s
ownership of sharés of Fontana Union Water Company should be
included in its Investment and Fund Accounts, ratheér than in its
Intangiblé Plant Account.

37. The Commission approved classification 6f Fontana Union
shares in intangible plant in 1945 in D.38235, '

38. The Commission adopteéd the Uniform System of Accounts in
1955, and water utilities werée advised at that time to maintain
their records in accordancé with the uniform system. -

39. sSan Gabriel has complied with notice requirements of
"Rules 24 and 52 of the Rules of Practice and Procedure.

40. No party has sought, pursuant to Rule 52(3), to have
notice requirements producéd both in English and in Spanish,
Conclusions of Law 7 ,

1. An ROE of 11.75% is reasonable and should be adopted.

2. The parties’ agreed equity ratios of 54.63% for 1992,
54,7% for 1993, and 54.96% for 1994, and Branch’s proposed equity
ratio of 55% for 1995 Are reasonable and should bée adopted.

3. The parties' stipulated results of operations for test
years 1992 and 1993 aré reéasonable in light of thée whole record,
consistent with law, and in the public interest, and should be

adopted.,
4, The parties’ stipulations with respect to audit issues

are reasonable and should be adopted. _
5. San Gabriel should be authérized to file rates set forth
in Appendices A and B.
6. San Gabriel should be authorized to make additfonal
advice letter filings to adjust rates to recognize acquisition of
Fontana Union facilities if that occurs, to capitalize incurred
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legal costs, and to make rate base adjustments for compliance with
surface water treatment regulations.

7. Branch’s recommendation that salaries of certain san
Gabriel eéxécutives and employees be allocatéd in a different manner
to affiliated companies should be denied.

8. San Gabriel should be required to obtain Commission
approval prior to transferring property in rate base to aﬁy
affiliated company.

9. Disposition of the property transfer at issue in this
case should not limit the Commission’s examination of any other
property transfer. .

10. San Gabriel should be required to comply with the Uniform
System of Accounts in recording ownership of shares of Fontana
Union Water Company.

" 11. Branch’s recommendation that the Fontana Division be
required to produce bilingual notices should be denied.

12. The effective date of this order should be the date of
signature, because revenue and expense projections were made for
partial test year 1992 and test year 1993, and the Fontana Division
requires additional revenue to meet these projections. 7

ORDER

IT IS ORDERED thatt

1. San Gabriel Valley Water Company (San Gabriel) and its
Fontana Water Company Division (Fontana Division) are authorized to
file the revised schedule attached to this ordér as Appendix A and
to concurreéntly cancel its present schédules for such service.
This filing shall comply with General Order {GO) Series 96. The
effective date of the revised schedule shall 5 days after the date
of filing. The revised schedules shall apply to service rendered
on or after the effective date,

2. On or after November 5, 1992, San Gabriel is authorized
to file an advice letter, with appropriate workpapers, réquesting
the step rate increase for 1993 included in Appendix B, or to file
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a proportionate lesser increase in the event that its rate of
return on rate base, adjusted to reflect the rates then in effect
and normal ratemaking adjustments for the 12 months ended
September 30, 1992, exceeds the lesser of (a) the rate of return
found reasonable for San Gabriel during the corresponding period in
the then most recent rateée decision or (b) 10.57%. This filing
shall comply with GO 96. The reguested step rates shall be
reviewed by the Commission Advisory and Compliance Division (CACD)
to deternmine their conformity with this order and shall go into
effect upon CACD’'s determination of conformity. CACD shall inform
the Commission if it finds that the proposed step rates are not in
accord with this decision. The effective date of thée revised
schedules shall bé no earlier than January 1, 1993, or 30 days
after filing, whichever is later. Thé revised schedules shall
apply only to service rendered on or after their effective date.

3. On or after November 5, 1993, San Gabriel is authorized
to filé an advice letter, with appropriate workpapers, requesting
the step rate increase for 1994 included in Appendix B, or to file
a proportionate lesser increase in thé éevent that its rate of
return on rate base, adjusted to reflect the rates then in effect
and normal ratemaking adjustments for the 12 months ended
September 30, 1993, exceeds the lesser of (a) the rate of return
found reasonable for San Gabriel during the corresponding period in
the then most recent rate decision or (b) 10.53%. This filing
shall comply with GO 96. The requested step rates shall be
réviewed by the staff to determine their conformity with this order
and shall go into effect upon CACD's determination of conformity.
CACD shall inform the Commission if ft finds that the proposéd step
rates are not in accord with this decision. The effective date of
the revised schedules shall be no earliér than January 1, 19%4, or
30 days after the filing of the step rate, whichever is later. The
revised schedules shall apply only to service rendered on or after
their effective date.

4. On or after November 5, 1994, San Gabriel is authorized
to file an advice letter, with appropriate workpapers, requestihg
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the step rate increase for 1995 included in Appendix B, or to file
a proportionate lesser increase in the event that its rate of
return on rate base, adjusted to reflect the rates then in effect
and normal ratemaking adjustments for the 12 months ending
September 30, 1994, exceeds the lesser of (a) the rate of féturﬂ;
found réasonable for San Gabriel during the corresponding period in
the then most recént rate decision or (b) 10.56%. This filing
shall comply with GO 96. The réquested step rates shall be
reviewed by the staff to determine their conformity with this ordér
and shall go into effect upon CACD's determination of conformity.
CACD shall inform the Commission if it finds that the proposed step
rates are not in accord with this decision. The effective date of
the revised schedules shall be no earlier than January 1, 1995, or
30 days after the filing of the step rate, whichever is later. . The
revised schedules shall apply only to service rendered on or after
their effective)daté. -+if = :

5.;¢San Gabriel is "atithorizéd to make additional advice
letter fillngé "to adjust rates to recognize the acquisition of
Fontana Unlon_facilitles if that occurs, and resulting changes in
water prbducfiqﬂ costs, to capitalize incurred légal costs, and to
maké rate base adjustments for compljance with surface water
treatment regulations, as more spec{flcally provided in the

Stipulation‘fd} Settlement.
G.IiSan Gabriel is directed to file by advice letter for

Commnission approval prior to selling, transferring, or otherwise.
" conveying any property in rate basé, to any affiliated company or
entity. The propriety of such conveyance, along with treatment of
gain or loss on sale, shall be considered separatély for eéach such
transaction. :
7. San Gabriél is directed to account for its investment in
shares of Fontana Union Water Company:in accordance with
requirements of the Uniform System of Accounts,
8. The Stipulation for Settlement and the Joint Stipulation
(Exhibit JS-3) of Exhibits 25 and 26 of this proceeding are
approved as réasonable.
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 9, The applicatlon is granted as set forth above.
ThlS order is effectlve today.
Dated Aprll 8, 1992, at San Francisco, California.

DANIEL Wm. FESSLER
) President
JOHN B. OHANIAN
PATRICIA M. ECKERT
NORMAN D. SHUMWAY
Commiscsioners

I CERTIFY YTHAT YHIS DEC:S:QN
WAS AFPROVED BY THE ﬁso\m;; [
COMMISSIONERS TODAY“ g

% Jbﬁ Execu)ige Dt:ecio; f-’.‘."’x'
e ) &

’Hm
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APPENDIX A
. Schedule No. FO-1
Fontana Watér Company
APPLICABTLITY
Applicable to all metered water service.
TERRTTORY

g::;tials of Famarat,:yRarxdn Qicamonga, Rialto, and vicinity,

RATES

Quantity Rates:
For all water used, per 100 CUft.sssssecoenss
Service Charges: - .
For 5/8 % 3/4-inchméter .‘
For

“

OO

3/4-mmter taetsssassrasbanbiade
For l”ilﬂlmtér Sestsetssedt bt s ebon s
For I-VZ‘mmter Vébbenstsidbessssabns
For 2-ind'|metér Csesrerbestsateabianes
For 3-inch meter Chesastinssisbonntnina
For 4-ind1meter bobobsssasersbasnbians
Fbr ) s-mmw ......".‘..“.‘.......
For 8-inch meter Q00 br0asasbisasisr s
For 10‘h'd1mtér basssésnissdsonnanitones
For 12-inch meter Seteastesessttenannies

888538

= w3 A A

5"’
R=2-

288843y

i

Two 2-inch metézs.........u'.....;u.s.
m 2-ind‘l mtém.oiooloﬂonoolci-oooo
Four 2-inch DELerS.caiesesnssncasoscnse
WO 3°il'd'l m.nlo.lo-ooéiiluaoocil‘
T™wo 4-inch mtéISocnnaooainc-tﬂoaocaioo
One 8-inch meter, Two 2-inch meters..,..
m 8-1I‘Ki’1 nﬁtets.................uu.

The Sexrvice harge is a readinéss-to-sérve e

applicable to all metered service and to which is added
the quantity charge camputed at the Quantity Rates.

(continued)




UAL91-08-034  /ALI/GEW/vAL *

APPENDIX A
, Page 2
Schedulé No. FO-1
Fontana Watér Oompany
GENERAL, METERED SERVICE
(continued)

SPECIAL, CONDITIONS:

1.

A surcharge ofso.020per0cf,istobeaddédtotheq.zafrti
rates for a 36-month period after Octaber 12, 1990 to amorttLe
a portion of the undercollection in the purchased water _
balancing account. .

A surcharge of $0.022 per Ccf is to be added to the quantity
rates for a 12-month perfod fram April 10, 1991 (A.L. 255, -
Res, W-3554) to amortize an undercolléction in the purchased
A surcharge of$0.097pérchistobeadiedtoth‘quantity
rates for a 24-month period from thé éffective date of this _
tariff schédule to amortize an undercolleéction in the purchased
water balancing account due to chino Basin Watér master’s
assessment for watér production during 1989-1990 and 1990-1991.

All bills are subjéct to the reimbursemérnt fee set forth on
Schedulé No. AA-UF,




Sdaeduleﬂo FO-4
| Fontana Water Compary
. PRIVATE FIRE FIRE SERVICE -
QLMM

Applicable to water service furnished to private tire systems
and to private fire hydrants '

TERRTTORY ,

~ Portions of Fontana, Ramho Qmmmga, Rialto and vicinity,
Bernardino County. )

M , ' ' Per Service

Per Month
Poread1ind10fdiametérofse1vicecaméctim.......... $3 63 (1)

. The éxisting ialcaxiitimscmtabmedincal P, U.C.
Sheets Nos. 1086-W and 1087-W are also applicable. , :
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APPENDIX A
Page 4
Schedule No. FO-9C
'Fontana Water GCampany
CONSTRUCTION AND TANK TRUCK SERVICE

APPLICABITYTY

Applicable to temporary water service furnished for '
construction purposés and for water delivered to tank trucks from
fire hydrants or other autlets,

TERRTTORY

- Portions of I‘o:.fcana, Rancho Qucamorga, Rialto and vicinity, San

Unit Rates
Sq.aréff&tdoo.-.aoain $0¢33 (I’
on, per 100 linéal féet..cesess 0.66
For trench settling, per lineal foot of section of R _
tmme&tw4 f&t!.l.l.l‘.I.!O‘.lel‘l..l....l..‘l 00024
For sprinkling subgrade of street and roadway ,
on in application of oil or any form of
patented oll paving or surfacing, or for rolling and _
settling subgrade, per 3,000 square feet of roadway. .. . 4.61
For campaction of £i11, per cubic yard of fill material.. 0.041
For watér delivered to tank wagon or truck, o
mrlw %llasli......l.l..‘..l‘...ll.l“.‘l.l.ll..!.. 0.107 » (::

For any service rendered undér thé schedule..vivisseresss $16.49 (I)

SPECTAL QONDITIONS

The existing special conditions contained in Revised cal. P.U.C. Sheets Nos.
1232-W and 1098-W are also applicable. ,
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APPRNDIX A -
. - Pges
~ Schédule No, FO-6CL -
Fontana Water Ccmpany

SERVICE TO TRACT HOUS'SS DURING CONSTRUCTION

Applicable to watér service for house oonstmction where houses
arébei.ngconstzuctédaspartofareal&statede&felopment

TERRTTORY
Fortions of tp;ntana Ranchd Qucamonga, Rialto and vicinity, san
County. .

For each lot for thé construction pérfodiccieseee..i$5.62 (1)
SPECTAL CONDITIONS

The existing special conditions contained in cal. P.U.C, shest No.,
1031-W are also applicable,

(END OF APPENDIX A)
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APPENDIX B

San Gabriel valiéey water Company

Fontana Water Oampany Division

... Each of th¢ following incréases in rates may be put into effect on the |
indicatéd date by filing a raté schedule which adds
the rate which would otherwise be in éffect on that
NO. FO-1
Quantity Rates:
For all water used, pér 100 cu.ftiviivesesene
Service Charges:
For 5/8x3/4‘mmter oooulaoo-;iaoclasouoo

For
For
For
For
For
For
For
For
For

For

For
For
For
For
For
For

3/4-inch meter Gtsasdasetbotranisban
1-ird1 meter diitessabsssisssetnaas
1“],/2'1!'!31 météer Seaissebrsinsesvibiae
2-inch meéter Sdeiseseb oo botbsnnins
3‘1@ mter sbbadbobsdadosnaidsisee
4"11"[31 meter Cesasessdssnasdabiing

date,

1993

6-inch mwr.-cccot--;-ii.;--ao‘aa ‘

= Y - <
8-inch meteér brésaerisitasosobras

lo-iw'l ltetér Besssssiniseesdésie IL .

12-inch meter 2etsrcabbbiasistesan

Two 2-inch nét&tS-to-.t'o-oa-isnn-oi-..
Three 2-inch m-.outb_ioato.bcinoo.
Four 2-inch PEterS.eisivseisaissnnsnes
Two 3-inch meters'.'.....u...»..........
Two 4-i.|'ﬁ'l mters......a..'n..u......
a’e 8‘m mtar‘ M 2-1!'!31 mté.rs...
Two 8—ind1 mte.rs.........‘.u....u...

SCHEDULE NO, FO-4

For ¢ach of diameter of séxvléé comection., ...

15.00
20.00
16.40
22,00
36,00
50.00

0.17

ropriate fncrease to

ooo

* = ® & @

0N =

-

W W WN

23338328 uy

&
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ARHNDD(B

San Gabriel Valley w.'ater Oarpany
Fontana Water Oarpany Division

SCHEDULE -~ 9C
1993

For sidewalk canstruction,
100 square f%tct.-lnooo.a.i-ansnaonéaons 0.01

per
For streetmrboonstnxctmn,

= = ft -.In.o.il..lloooliii.biaccs 0002

ing, per 1ineal foot of

Swtim Of trefd'l 2 f&tby 4 feet..........$-0 004
For sprinkiling of strést and

roadway construction in application of

oil or any form of patentéd oil paving

or surfacing, or for rollirng and séttling )
3,000 square feet of madway..$ 0.16

subgrade, -per 3
For campaction of f£ill per cubic yard of

fill mterialo.itcoi:o‘taocitouol.i.aoat&tdos 0 ®1
For water delivered to tank wagon or truck,

pér 100 gallais...........u...........a....$ 0.004

MINIMRM CHARGE
Ebranysérvicemﬂemdmﬂerthesdxedtne...sti)%

Houses duri.rg (!’Jt‘istrt!ctia‘l..c....:..a..-...a..;S 0019

(END OF APPENDIX B)
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APPENDIX ¢
S . Page t . o
‘$an Gabriel Valley water Company
Fontana Water Company Division

ADOPTED QUANTITIES

Net to Gross HUltipiiér:

Federal Income Tax Rate:

State Incomé Tax Raté:

Local Tax ﬁate:

Uncollectiblé Rate!

Water Supply Cuantities & Cost:
Quantity

, , Basis,
Sourcé: Ac-Ft.
6,218
2,610
8,599

11,418

Fontana Watér Company’s Wells
‘Lytle Créek Surface water
Fontana Union, Other Wells
Fontana Union, Chino Basin

Total 28,965

Quantity

gasis,

Source: Ac-Ft.
9,417
2,418
1,181
10,340

fFontana Watér Company’s Weéils
Lytle creek Surfacé Watér
fontana Unfon, Other Wells
Fontana Union, Chino 8asin

Total 29,962

- 1,7907

34.0%
9.3%
1,134%

0.377%

Total Cost
of -
Assassmént
$000
236.9

250.0
805.0 -
2510.4

4402.4

1993 . _
Total Cost
unit ot
Cost Asséssment
$ $000
133.30 1255.3
93.62 226.4
93.62 729,90
214.86 2213.4

4484.1
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- APPENDIX ¢
~ ¢ .page 2 ‘ '
Saﬂ Gabriel Vailey water COmpany7-
Fontana Watér Company Division

ADOPTGD QUANTITIES

1. Power Cost - SCE Rates Effective Jan. 1, 1994 _
_ 1992 1992 1993 1993

A. SCE - Schedule PA-1/ 1725 Amounts Cost! Amounts: Cost!
power Requiremént - KwH 4069807 3823028 ,
Customer Chargé _ $958 $958
service Charge : $23,805 - $23,805
Energy Charge : $3712,749 $350, 190
Energy Surchargeé $814 $765
Electric Expense $398,326 $375,718
Composite Cost pér KwH - $/KWH 0.09787 0.09828

8. SCGE - Schédule PA-2/ 3500 Hp

power Reéquiremént - KWH 6575392 9863087

Customér Charge , $1,919 $1,919

pémand Chargés . o . -
Winter, K« 10105 $13,137 12175 $15,828
summer, KW : 14060 $114,589 17360 - $141,484

1st 300KWH/KHW: 5040866  $590,879 8911299  $886,318

over 300: : 634526 $32,063 §51788 $48,004

Energy surcharge $1,315 41,973

Eléctri¢c Expénse $753,902 $1,005,616

Composite Cost per KWH - $/KWH 0.11466 0.11108

¢. SCE - Schedulé G§-2 N

Power Réquirément - KwH 759000 _ 159000
Customer Charge $406 $406

0émand Charge Kw: KW:
wWinter 1821 $5,312 1821 $5,372
Summeér 912 $8,527 912 $8,521
1st 300KWH/ KW 7481357 $66,574 748357 $66,574
Over 300: 10643 $536 10643 $836
Enérgy Surcharge $152 - $182
Electric Expensé $81,5617 ; $81,567
Composite Cost per KHH - $/KwH 0.10747 - 0.10747

0. SCE - Schedule GSSP, TP
powér Requirement - KWH . 20450 20450
Composite Cost per KWH - $/KWH 0.11855 0.11855
Electri¢ Expenseé _ $2,424 $2,424
Effective Date - Jan. 1, 1991

Total Purch. Power Expensa, $000 1236,2 1555.3




" APPENDIX ¢
. Page 3

'San Gabrié) valley Watér Company
Fontana Watér Company Oivision

ADOPTED QUANTITIES
8. Number of Services - Meter Size 1992

5/8 X 3/4 - Inch . . 24,428
3/4 ’ 21
1 _ 4,078
1-1/2 - $10
564
7
0
15
17
1 : 6
2- 69
3-2 ‘ ‘ 20
4-2 ' ' '
2-3
2-4
1-8, 2-2s
subtotal

2-Tn. Const, Servicés

Total

9. Meteéred Water Saleés , :
4 1992 1993
Range Cc¢i: , o
0-3: : 1,045,001 - 1,076,622
 Over 3! 10,824,412 14,199,773
Subtota) o 11,866,413 12,276,395

Construction . . 221,364 221,040
Total Sales 12,087,777 12,503,435




AP?ENDtx ¢
Page 4 . -

san Qabriél Valley Hater Cémpany
Fontana Water Company Oivision

-AOOPTED QUANTITIES

10. Number of Sérvices S ,
, o No. of Sérvices Usage - Kecf Avg Use- Ccf/vr.

Class: ’ 1992 1993 1992 1993 1992 1993
Reésidéntial 29,182 30,088 9,002.6  9,272.9 308,86  308.5
Commércial - Metered 214 221 1,387.2  1,463.2 = 6,482 6,621
Industeial = Small 59 81 86,2 s8.% - 963 . 483
Industrial - Large - : 671 69  635.9 551.9 7,998 7,998
Pubiié Authority - Smail. 128 132 . 83.2 85.8 . - 650 . 650
Public Authority - targe - 95 98 801.3 - 844.5 8,439 8,817
construction 18 86 221.4 221.0 2,838 2,838

Subtotal 24,823 30,719 12087.8  12503.4
Privaté Fire Protection ' 404 43% o - ]
Tota) L a0 anase w0sns 125084
Wathr Loss - 42% o s slé.é
| | " 13,081.6

.Totai water Supply o - | 12,617.2
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- Apmm PENDIX ©

) ) ‘ - Page 5 R
. 7 San Gabriel Valley Water Ompany
. Fontana Watér Carpany Division

Incéme 'I_‘ax Calcl.llation »

1992 1993
, L (Dollarsintlmsands)
Operating Reverme (authorized rates) $14,675.9 $15,533.3

4402.4 4484.1
1236.2 1555.3
36.3 36.3
1175.5 1215.5
35,1 36,2
1132.1 1172.0
) 1180.6 1215.4
G.0. prorations 1177.5 1267.6
Bank charge o : 44.0 44.0
Takés othér than inocame 418.4 445.6 -
Uncollectibles : - 55,3 58.6
F:andxise tax (local) - : 166.4 176.1
Interest expense 880.2 814.6
Total Deduction - 11940.0 12521.3
State Tax mpreciat;m N 1526. : 1551.3
Net Taxable Inccomé 1209.5 1460.7
State Corp. Franch. 'Iaxsa%, 12,5 135.8
Federal Tax Depreciation o 987.2 ’ 1041.7
State Incomé Tax 27.4 112.5
Net Taxablé Income ‘ 1721.3 1857.8
Fed, Incame Tax Raté 34.00% _
Total Federal Incomé Tak 585.3 ' 631.7

Total Income Tax . - 697.8 767.5

 (BD OF APPENDIX C)
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San Gabriel Valléy Water Campany
Fontana Water Company Division
- Compar ison ‘:pf typical bills 'fér camércial metered customérs of
various usage lével and avérage usage lével at present and authorized
ratés for the year 1992, , '
Genéral Metered Service (5/8 x 3/4) Inch Meters
- _ At Presént At 1692
" Monthly Usage Rates Authorized
(Cubic Feet) A.L 256-A Rateés
500 10.59 11,89
1060 _ 15.38 17.27

2000 24.96 23.54
2570 (aver. usér) 30.42 34,37
3000 M54 38
5000 53.70 60.35

10600 101.60 114.2

Blils do not include the FUC Fée of 1.5%,

(END OF APPENDIX D)




