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

OPINION 

1. Summary of Decision 

The Fontana Water Company Division (Fontana DivisiOn) of 
San Gabriel valley Water Company (San Gabriel) is authorizedt6 
increase its rates by amounts designed to increase revenues by 
$929,200 or 6.16% fOr 1992; $857,400 or 5.84% for 1993; $416,300 Or 
~.68% for 1994; and $416,300 or 2.61% for 1995. Rates of return on 
rate base of 10.S7% for 1992, 10.53' for 1993, 10.S6\ for 1994,a.nd 
10.59% for 1995 are found to be reasonable. The return on common 
equity (ROE) authorized by this decision is 11.50%. 
2 • Background 

San Gabriel on Auqust 20, 1991, filed an application to 
increase the rates it charges for water service in its Fontana 
Division for test years 1992 and 1993 and attrition years 1994 and. 
1995. 1 san Gabriel produces, distributes, and sells water 
through two divisions. The Fontana Division serVes approximately 
30,000 metered connections (abOut 100,000 persons) in the cities of 
Fontana, Rancho cucamonga, and Rialto and adjacent unincorpOrated 
areas in San Bernardino County.2 The Los Angeles county Division 

1 The filing is for a three-year! or 36-month, period beginning 
in mid-l~92 and extending through m d-1995

1 
pursuant to the Rate 

Case plan for class A Water Utility, Decis On (D.) 90-0a-045 t Appendix A. San Gabriel is among the first class A utilities with 
a July fi110g under the Rate case Plan. The plan provides that fOr 
utilities with July filiogs, the calendar year following the year 
of filing is the first test year, and attrition filings are 
permitted for bOth the full calendar year following the second test 
year and for the following partial yeat. 

~ 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 30,2~1 active connections, including 
fire protection. (Exhibit (Ex.) 9, Table C-l.) 
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serves approximately 45,000 metered c6nnections in LOs Angeles 
county. 3 

3. S1UImAry of Appli.cation 
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 1994, and 3.5% (or $670,000) for 1995. The request~d 
rates were designed to produce a return on equity of 14i over the 
1992-1995 period, corresponding to a 12.16% average return on rate 
base for the three-year period. At hearing, San Gabriel amended 
its application and reduced its requested return on equity to 
13.15\, with a correspOnding reductiOn in requested rates. The 
amendment was made in recognition of current econOmic trends and 
declining interest rates •. 

San Gabriel's witnesses state that increased rates are 
necessary to enable the company to pay higher costs of furnishing 
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 intensified 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 Fontana 
Division general rate increase on June 5, 1985i 4 At that time 
the Commission authorized rates designed to increase division 
revenues by 9.67\ in 19851 6.62' in 1986, and 3.52\ in 1987. The 

3 see, Re San Gabriel Valley Water Company (1989) 32 CPUC 2d 423 
for the most recent general rate case decision for San Gabrielts 
Los Angeles county Division. 

4 See, 0.85-06-031 in Application 84-08-105. 

- 3 -
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. ~ authorized return on equity was ·14.25%1 and rate of return for the 
three years averaged 11.76%. San Gabriel elected not to seek a 
general rate increase f6r the years 1988-1991, but rates have been 
adjusted during that time by offset increases, most recently an 
8.9% increase in April 1991 to offset purchased power costs and a 
17.2i increAse in July 1991 to offset purchased water costs. S 

• 

4. Procedural History 
San Gabriel filed its Notice of Intent in this proceeding 

on July 5, 1991. Notice of the proposed rate increase was given to 
customers through publication and bill inserts. 6 The 
Commission's Water Utilities Branch (Branch) conducted an informal 
public meeting on October 17, 1991, in Fontana. About 18 customers 
attended. According to Branch, all objected to the size of the 
proposed rate increase and questioned its necessity. 

Two public participation hearings in Fontana were 
conducted by the assigned administrative law Judge (ALJ) on the 
afternOOn and eveningbf December 16, 1991. Four persons, all 
owners of apartment buildings, made comments. They opposed any 
substantial rate increase at a time, they said, when the community 
is experiencing increased unemployment, decreased property valuesl 
and an apartment vacancy rate averaging 18%. San Gabriel president 

5 Since the last general rate increase in 1985, the following 
formal rate matters for the FontanA Division have been before the 
Commission. In 1985, Advice Letters 219, 223, and 224 .. 
(0.95-06-031), related to step increase adjustment, re~ised private 
lire service schedule! and revis~d construction and tank truck . 
service I in 1987, Adv ce Letter 235 (0.97-09-026), gross-up of 
income tax on contributionsl in 1998, Advice Letter 238 
(0.88-01-061), Tax Reforn Act surcreditl in 1990, Advice Letter 252 
(Resolution N-3523), offset for increased purchased water costsl in 
1991 1 Advice Letters 255 and 256, offsets for increased purchased 
power and increased purchased water. 

6 The legal notice of application, affidavits of publication, 
and a billing insert notice are contained in the utility'S Ex. S. 
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Michael L. Whitehead respOnded to comments and answered questions 
at the public meetings. No complaints related to Fontana Division 
service were raised at any of the meetings. 

Evidentiary hearings were held i~ LOs Angeles and san 
Francisco on December 17, 18, and 20, 1991. The Commission heard 
from five witnesses for the company, and four witnesses for sranch; 
including one representing the Division 6f 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 Fact 

San Gabriel and Branch entered into discussions of 
contested findings 7 soon after issuance of Branch's repOrts on 
the application. S At hearing, the parties announced that they 
had settled roost of the differences between them related to costs, 
rate of return natters, 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 
compliance with Rules 51-51.10 of the Rules of Practice and 

7 The Rate case Plan provides. -Following issuance 6f Branc~/s 
showing, parties are encouraged to initiate discussions to clarify 
their ~espective pOsitions and identify opportunities for 
stipulations and settlements where appropriate.- (0.90-08-045, 
App. A, p. 2.) 

8 In November 19~1, 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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prOc:ed~~a, As requ.t~'6d by Rule 51.1(c)1 itJ.ncludes 'all explanation 
6£ agreed matters and it showing- of each party's origlilal and 
settl ingp¢sitioilf!;. ' 

Relev~ilt porti~i'ls ofJ6int Ex. ~6, reproduced h~re as 
Tables! t.hrougb4 ~,set forth stipulated estimates ofoperati6rts 
(Including the development 6frate bases at prasant ~at(!sf for test 

,years 1992 and 1993., 'l'he ceilter coltlIllt1s of these tables (-Final .. 
Applicant Position" and -Finlll'staff positlc)fl-) set forth final 
estblated results 'of San 'Gabriel 'and Brllnch. '. Th~ c6l~elitftled 
·Differences~ shows no disagreement between th~se final estimates. 

'. Tables 5 and 6 -contain 'the adopted sW'nmaryof earnil'l9s at pr~sEmt 
and authorized rates fOr 1992 and 1993. 
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'labl.e' ) 

SAN GABRJEL VAllEY WATER CWAHY.. . 
fOHTANAWAtER COMPANY DIYISION .~ A.91-0a-O~4 e JOINT COMPARATIVE EXH1§1'i·NO. 26 

TEST YEARS 1992 • 1993 
U-Jan-92 

Applicant's Estfmates CPUCStaff Estflnates~ 
Fine. t final 

Item: Oriffnal Adjust- Applfeant Staff AdJust- Ortginal 
AT PRESENT RATES! Fi 1n9 Ilent PositiOn 01 f·ferencesF'osftl6ri ment F I H& 

$ in OOOs $ tn oOOs 
Operating Revenues 13~8$ •• 359.0 14245. i 0 U245. , 0 14245.1 

Operation Expent6$ 
purchased WaUr 4619.6 -i17.2 4402.4 0 4402.4 786.4 3616.0 
Water StoCk Assessment 36.3 0 36.3 0 36.3 0 36.3 
Purchased power 1217 .0 19.2 1236.2 0 123&.2 0 1236.2 
Purchased Chemita\$ 46.2 -to.l 35.1 0 3$.1 O.S 34.3 
Payroll 1261.3 -&6.8 1175.6 0 1115.6 5.9 1169.6 
Haterlals , Supplies 16.6 -1$.3 60.3 0 60.3 16.2 4'.1 
TranspOrtation 192.4 -19.~ 172.& 0 112.& 3.7 1&8.9 

Utilities 39.8 0 39.8 0 39.8 ° 39.8 
Other ¢Pet. , Hatnt. 75.7 -39.4 36.3 0 3&.3 13.0 23.3 

Haintenance Expenses 
Payroll 36&.1 4.6 370.6 0 370.6 0 370.6 
Transportation 112.2 -11.5 160.1 0 100.7 2.1 98.6 
Hat'ls I Supplies 153.8 -12.9 140.9 0 HO.9 3.0 U1.9 
Contracted Matntenance 241.7 -30.4 210.9 0 210.9 0 210.~ 

General I Admin. Expenses 
PayrOll 116.3 -le.l 91.6 0 97.6 0.4 97.2 
Office $upp\ie$ I Other 28.& -e.8 20.0 0 20.0 2.2 11.8 
property Insurante 10.4 0 10.4 0 10 •• 0 10 •• 

Injuries' Damage' 113.0 0 173.0 6 173.0 () 173.0 

E~'. pensions , ~en$fits 701.5 -S5.6 651.9 0 651.9 124.6 527.3 
Reg. C~issfon Exp$. 17 •• 4 -110.0 ·1.4 0 4.4 0 4.4 e Hisc. General Exps •.. 1442.$ -t042.6 400.0 0 .(60.0 -115.0 515.0 
Hafnt. of Genera\ P\ant 30.6 0 30.$ 0 30.6 0 30.6 

Rents 6.2 0 5.2 0 5.2 0 5.2 

Ad1II1I'I. Exps Transferred -212.5 0 -212.5 0 -212.5 0 -212.5 

Bank Charge 0 '('.0 .... 0 0 44.0 0 4'.0 
General Office Expenses 1232.3 -5 •• 8 1111.6 0 1117 .6 6.& 1110.7 

Payroll Tax 218.1 -3'.6 183.5 0 1&3.5 0 1&3.5 

Ad Ya 'orem Tax 245.0 -10.1 234.9 0 234.9 0.1 234.8 
oepreciatfon , AmOttfz. 90&.3 -0.2 906.1 0 90&.1 1.6 .. 905.1 

BalanCing Account ~ ~ ~ ~ ~ ~ 
SUBTOTAL 13515.6 -1711.4 11144.2 0 11144.2 791.2 10953.0 

Un¢olleetiblu &.(.0 -10.4 53.6 0 53.6 0 53.6 

Franehise Taxes 1&'.6 -3 •• 161.5 0 161.5 0 161.S 

State Corp. Franch. Tax 0 17 .1 7'1.1 0 77 .1 -73.5 1$0.$ 

Federal Income Tax 0 439.' 439.1 0 '39.1 -id.; 683.0 

TOTAL OPERATJNG EXPENSES 13144.2 -12&8.7 12416.$ 6 1247$;5 413.8 120(U.7 

NET OPERATJNG REVENUES 141.9 1627.1 1169.6 0 1169.6 -473.8 2243.4 

RATE BASE. 1992 23688.6 -4651.& 19036.8 0 19036.& &'.5 18U2.3 

RATE OF RETUA.N 0.60 8.10 9.30 0 9.30 -2.62 , 1.82 
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Item: 
AT PRESENT RATES: 

Ooerating Revenues 

Operation EXpenses 
Purchased Water 

Water Stock Assessment 
Purchued Power 
Purchased Chemicals 
Payrol I 
Materials' Supplies 
TranspOrtation 
Utl1ities 
Other Oper. , Mafnt. 

Maintenance Expenses 
Payroll 
TranspOrtation 
Mat'ls , Supplies 
Contract Haintenance 

General , Admin. Expenses a Payroll . 
~OffIC' Supplies' Other 

Property InSurance 
Injuries , oamages 
Empl. Pens. , Ben&fits 
Reg. Commission Exps. 
Hisc. General Exps. 
Malnt. of General Plant 
Rents 
Admin. Exps Trans/efred 

eank Charge 
General Offfce Expense 
Payroll Tax 
Ad Valorem Tax 
Oepreeiation , Amort. 
ealancing Account 
SU~nOTAL 

Uncollectlbles 
Franehhe Taxes 
State Corp. Ftanch. Tax 
federal Income Tax 

TOTAL OPERATING EXPENSES 
NET OPERATING REVENUES 
RATE BASE 
RATE OF RETURN 

Table 2 

TEST YEAA 1993 
Applicant's Estimates 

. finAl 
Original Adjust- Applicant 
Filing ment Posltfon 

$ 1n 000: 
143.6.7 413.3 14730.0 

4750.2 -266.1 

3&.3 
U12.9 

41.9 
1337.0 

$2.3 
204 • .( 
42.2 
83.3 

3&&.0 
119.2 
163.1 
25&. I 

123.~ 
31.1 
II • .( 

187.9 
7&~. 7 
18".9 

l.u, .3 
32.4 
5.5 

-225.2 
o 

1343.$ 
23 •• 0 
274.2 
9&5.7 

b 
1i25'8.'"9 

66.0 
169.7 

° o 

o 
1$2." 
-11.1 

-121.5 
-U.5 
-26.0 

b 
-4$.8 

-4.$ 
-1$.1 
-17 .5 
-3~.9 

-22.4 
-$.1 

o 
o 

. -94. 7 
-179.4 

-1041.3 
o 
o 
o 

44.0 
-7$.2 
-41 • .( 
-1&.2 
-16.9 

o 
-1638 •• 

-H~.$ 
-2.7 
66.4 

389.7 

14494.& -13U.3 
-'77.9 1808.6 

23870.6 -3831.0 
-0.75 ~.89 

.U84.1· 

3&.3 
1555.3 

36.2 
1215.5 

U.& 
17&.4 
42.2 
37.5 

383.2 
104 ~ 1 
145.6 
217 .~ 

100.9 
23.0 
1t.4 

1&7.9 
614.0 

5.5 
400.0 
~2.4 
5.5 

-225.2 
44.0 

12&7.& 
169.& 
2$6,0 
9.C6.8 

o 
12420.8 

55.S 
161.0 
6&.4 

~B9. 7 

13099.3 
1630.7 

20039.8 
8.14 

- 8 -

CPUC Staff Estlmates: 
Final 

6illetenees Stafl Adju$t- Original 
PositIon ment Fi11ng 

$ 10 o.OOs 
o ',(730.0 ~18S.~ 14915.5 

._0 
o 
o 
o 
0. 
o 
o 
0. 

o 
o 
o 
0. 

o 
o 
o 
o 
o 
o 
o 
o 
b 
o 
o 
o 
o 
o 
o 

o 
O· 
0. 
o 
o 

36.3 
1555.3 

36.2 
1215.5 

63.6 
n$ • .c 
(2.2 
31.5 

363.2 
104.1 
ld.& 
217 .2 

lbO.9 
23.0 
" • .c 187.9 

614.0 
5.S 

400.0 
32.4 
$.6 

-225.2 
.U.6 

1261.6 
189.$ 
25&.0 
948.$ __ 0 

12420.8 

55.5 
167.0. 
.66.4 
389.1 

o 13099.3 
o 1630.7 
o 20039.8 
o 8.14 

o 
-22.0 

0.9 
&.2 

18.5 
4.4 

0. 
13.S 

o 
2.6 
3.6 

o 

0.3 
.c.l 

o 
o 

129.& 
o 

-175.0 
o 
o 
o 
o 

S.l 
o 

0.6 
2.6 

_0 
815.5 

-0.7 
-2.1 

-92.6 
-313.9 

40&.2 
-$9t.7 
lSI.' 
-3.03 

36.3 
1577.3 

35.3 
1209.3 

"5.3 
1701.0 
42.2 
24.0 

383.2 
101.5 
142.0 
217.2 

100.6 
18.3 
11.4 

181.9 
54(." 

5.5 
575.0 
32.4 
5.5 

--225.2 
44.0 

1258.9 
169.6 
iS5.( 
946.0 

o 
11605.3 

5&.2 
16~.1 
15a.~ 
703.5 

12&93.1 
2222.4 

19888.7 
11.17 



Item: 

UTiliTY PLANT. 1992: 
Plant In Service - SOY 

Additions 
Utility Funded 
Advances 
Contributions 

Total AdditiOns 

Retirements 
Transf.rs & Adjusts. 

Net Additions 
Plant in Service ~ EOY 

Aver. utility plant. '9~2~ 

Table 3 

ApPllcant's Estfmates 
Final 

Otf91na1 Adjvst- Applicant 
filing ment Position 

$ ,n 0001 

161&.0 
1060.0 
125.0 

3341.0 

13&.1 
o 

3204.9 
50$84. J 

d282.3 

245.2 
-506.0 
-125.0 

-319.8 

o 
o 

-379.$ 
-I16B.4 

-97$.5 

18&1.2 
500.0 
&00.0 

2961.2 

136.1 
o 

2825.1 
d116.3 

"alOS.8 

AVERAGE OEPR. RATE aASE, 19921 
Aver. Plant In Ser~fce: 49282.3 -918.5 48303.8 

&55&.2 DepreCiation Reserve &542.& 13.& 

Net plant 

Less! 
Advanees 
Coiltd but I OIls 
Accum. Def. Tax Dept. 
ITC 
Pub. Agency R.'oc. Adj. 

Subtotal 

Plus: 
Haterial. ~ supplfes 
Hin. Bank ealan~e 
Workfr'l9 Cash 
Tax on tontributtoos 
Tax on Advends 
Other Adjustment 
eef.fred Oebtt- leg.' 
COIMIQI"I Allocation - Net 

Average Rate ease, 1;;2 

4073~.7 -992.1 

14940.1 
&330.3 
3095.6 

&&6.& 
o 

1610&.5 

429.5 
421.1 
673.7 
748.9 

1391.1 
IIl.G 

2629.9· 
1&&~.4 

-S92.3 
-15.3 
-"." o 

331,0 
-&51.1 

-1&8.0 
-411.1 
-4a8.5 
-It .5 
-91.1 

-113.6 
-2629.9 

-U.1 

397,,".6 

241.6 
t6.0 
65.2 

731. " 
1306.0 

o o 
'601.3 

1903&.8 

- ~ -

CPVC Staff Estl~ates: 
Ffnal 

. StAff ori9ina' 
OifferencesPoslti6n Adjust. Filing 

$ In OOOs 

4&991.2 

1861.2 
500.0 
600.6 

2961.2 

U6.1 
o 

2825.1 
491t6.3 

48303.8 

48303.8 
8556.2 

397-41.6 

14348.4 
6255.0 
3091.2 

&&6.& 
331.0 

15055.4 

241.5 
10.0 
a5.2 

131.4 
1306.0 

o 
o 

1601.3 

19036.& 

82.1 
o 
o 

o 
o 

&2.1 
82.7 

Ins.s 
500.0 
~OO.O 

2818.S 

13&. , 
o 

2142.4 
49$33.6 

d262 •• 

-4'.4 "$262.4 
0.5 8555.J 

40.9 39'10&.1 

o 
o 
o 
o 

331.0 
-290.1 

16.1 
10.0 

442.1 
o 
6 

-113.6 
o 
o 

u.s 

14348.4 
&255.0 
3091.2 

6&&.& 
o 

15345.5 

225.4 
o 

-35&.9 
731.4 

1306.0 
113.& 

o 
1&01.3 

1&912.3 



Table 4· 

Applicant's Estimates 
Final 

Adjust- Applicant 
Itelil: 

UTILITY PLANT. 19~~: 
Plant in Service - BOY 
Addit.ions 

Utility Funded 
Advances 
Conttibutions 

Total Addit.Hms 

Retirements 
Transfers & Adjusts. 
Net Additions 

Original 
FiHn~ 

$ in 

sosa".7 
1558.6 
1000.0 
726.0 

3283.6 

U1.1 
o· 

31,(1.9 

ment Posit.fon 
000: 

-1168 • .( 

-160.9 
-500.0 
-125.0 
-185.9 

o 
o 

-785.9 

19716.3 

1397. '7 
500.0 
600.0 

2497.7 

UI.7 
o 

2356.0 

P~ant in Service - tOY 
Aver. Utility ~lant. 1~~I: 

6.(026.6 ~195.(.3 
52.(55.1 -1561.3 

52072.3 
SOU4.4 

AVERAGE OcPR. RJ.TE BASEl 1993: 
Aver. Plant tn Service: 52455.7 
OepteeiattOn Reserve 9625.3 
Net Plant. .. 2830.4 
less: e Advances 

Contributions 
Aeeu~. 0.1. Tax Oepr. 
ITO 
Pub. Agency Raloe. Adj. 

Subtotal 
plus: 

Haterial. & Supplies 
Hln. Sank Balance 
Working Cash 
Tax on COntributions 
Tax on Ad .... neU 
Other Adjustment 
Deferred Oebit.- legal 
COmmOn AI'6eat.i6n - Net 

Average Rate ease. 1093 

15380.2 
&&95.8 
3525.2 

6,(7.2 
o 

16392.0 

.H2." 

.457.& 
59'7.8 
8&1." 

1,(72.9 
113.6 

n53.3 
1117.2 

-.561.3 
1.5 

-1562.6 

-1161.9 
-200.3 
-1~.8 

o 
~31.0 

-52.(.8 

-187.9 
-.4.41.8 
-542.4 
-30.9 

-169.3 
-11).6-

-11$3.3 
-$&.& 

1"228.3 
6665.S 
3$08.4 

647.2 
331.0· 

15867.2-

254.6 
10.0 
55.4 

UO.5 
1303.6 

o 
o 

1718.6 

20039.$ 

- 10 -

CPUC Staff Estimates: 
Final 
Stall Adjust- Orfgfnal 

Oiff~reneesPosit{6n mant Filfn9 
S In OOOs 

49716.3 

1397.7 
500.0 
600.0 

2.497.7 

1.41.7 
o 

2356.0 

52072.3 
S0894.4 

50894.4 
9&26.8 

41267.6 

1.4228.3 
6$8$.$ 
350& ... 
$47.2 
331.0 

15867.2 

254.5 
10.0 
55.-4 

830.& 
1303.6 

o 
o 

1718.6 

20039.8 

82.7 

62.1 
o 
o 

62. I 

o 
o 

6201 

49633.6-

1335.6-
500.0 
600.0 

243$.6 

1.41.7 
o 

2293.9 

I.U.6 $1921.5 
113.8 507M.6 

1 U.S 50780.6 
1.1 9625.1 

112.1 41155.5 

o 
(0 
(; 

o 
331.0 

-218.9 

11.4 
10.0 

""1.3 o 
o 

-113.6 
o 

8.9 

1 .. 228.3 
6$85.S 
3508.4 

$-41.2 
o 

150a6.1 

237.1 
6 

-391.9 
830.5 

1363.6 
113.6 

o 
1709.1 



c:p:uati.rq ReVemes 

Expenses 
Rln:hased water 
Rln:hased power 
water stock as!5essmeirt: 
Payroll < 

Rln:hased cbemicals 
Other 0 &: M 
Other A &: G 
G.O. prorations 
Bank dlarqe 
TruCes other than i.ncx::me 
thX=ollectibles < 

Franchise tax (local) 
Depreciat!oo 

SUb Total 

state O::np. Fran:h. 
Federal. IOOane 'l'a)( 

'lOtal operating ~ 

Net cperat~ ~ 

Rate Base 

RateofRetum 

TABIE 5 

·SariGabrlei ·Valley Waw <nTpany 

. Forrt:ana Water <nTpany Divisim 

~c~ of F.amiJ'gs 
(Collars in 'lllOlisaMs) 

1992 

Adopted 
at 

Adcpted < 
at 

Present Rates AlIthOrized 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 11S0.6 
1177.5 1177.5 

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 

19036.8 19036.8 

7.84\ ~0.57\ 
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. , • Sall'Ga.brlel Valley water Carpany 

Operatlrg PeVEnleS 

Expenses 
I\JrcbasEd water 
Purchased power 
water sttx:k assessment 
Payroll 
PUrdlased chemicalS 
Ot.her 0 & K 
otMrA&G 
G.O. proratlcns 
Bank charge 
TalteS other t:han in:x:JDa 
t.rooollectibles 
Fralx:bise ta)( (lOcal) 
Depreciatim 

SUb'lOtal 

state Corp. F'ran:h. 
Federal Incx:xne TaX 

'lOtal opezatfig ~ 

Net operatJig revenJes 

Rate Blse 

RateofRetum 

I'Cntana wa~ ~Divisl6n 

~ ~ of F.anl!igs 
(1):)11ars in 1hC:osaids) 

i993 

~ 
at 

PreSent Rates 

$14,214.4 

4484.1 
1.555.3 

36.3 
1215.5 

36.2 
1172.0 
1215.4 
1267.6 

44.0 
445.6 
53.6 

161.2 
948.8 

12635.6 

15.0 
218.9 

12869.5 

lj44.9 

20039.8 

6.71\ 

Adcpted ,. 
at· 

Authorized Rates 

$15,533.3 

4484.1 
1555.3 

36.3 
12i5.5 

36.2 
1112.G 
1215.4 _ 
1267.6 

44.0 
445.6 
58.6 

176.1 
948.9 

12655.5 

135.8 
631.7 

13423.0 

2110.3 

20039.8 

10.53\ 
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While it is not necessary to discuss in detail all althe 
stipulated matters, a review of how the parties reached agreement 
on significant matters 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 oonlabor inflation factors of 2.26% in 1991 1 2.62% 
in 1992, and 3.36% in 1993. In benefits costs, Branch agrees to 
permit inclusion of costs related 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 estimates for depreciation are resolved with San 
Gabriel's agreement to use Branch estimates as the most current 
information available. 
5.2 Operations Costs 

Differences are resolved by San Gabriel's agreem~nt to 
apply Branch's revised nonlabor inflation factors. In determining 
operating revenue, 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 Branchis 
estimates of water production and purchased water for the test 
years, with purchased water cost based on recorded 1990 data, the 
most current documented information. With revisions in utility .
plant additions, payroll, revenue, and expenses, the parties' 
estimates of incoma and property taxes are in accord. Branch and 
San Gabriel agree that estimates of utility plant in service is 
revised to about 90\ of San Gabriel's oriqinal estimate, based on 
the most current information available. 
5.3 Rate Base Estimates 

~he parties' estimates of net plant are identical 
following agreenent On utility plant in service and the resulting 
adjustments in depreciation reserve. In settling an audit 
recommendation with respect to gain on sale of properties to 
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~ 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 ninirnum bank balance requirements and some $1.7 million in legal 
fees. (The parties agree that legal expenses will be dealt with in 
a subsequent filing.) San Gabriel also agrees to adopt Branch/s 
estimates on advances, contributions, and accumulated deferred tax 
because those estimates are based On the most current d6cumented 
information. 
5.' Audit lssues 

As part of the review of this application, the 
Comnission/s Auditing and Compliance Branch (Audit Branch) 
conducted a limited audit. Financial Examiner Nathaniel Cole made 
19 recommendations. (Ex. 7.) While a number of these dealt with 
accounting practices and were quickly resolved with San Gabriel, 
other reconunendations were TOore substantial. Three Audit Branch 
recommendations 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 
follOwing; 

* San Gabriel agrees to reduce general and 
administrative expenses by $40,715 in 1992 
and $42,099 in 1993 to eliminate claimed 
salary for a property manager position. The 
audit alleged that the position is n6w 
unfilled and, in any event, is a position 
not justified by the utility. 

* San Gabriel agrees to apply $560,282 as a 
reduotion of eXpense in its purchased water 
balancing account, thus reducing ratepayer 
costs. The audit alleged that this amount 
represented dividends on shares of Fontana 
Union Water Company held by san Gabriel and 
had been account~d for as other income, thus 
passing through to shareholders. The audit 
alleges that since shares in Fontana Union 
are included in San Gabriel's rate base, 
dividends on those shares should flow to 
ratepayers. 
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• Branch agrees to withdraw an audit. 
recommendation to red~ce water costs 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 inoluded 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-16. 

* Branch agrees with San Gabriel's proposal _ 
that within six nonths of implementation of 
a plan of reorganization approved by the 
United States Bankruptcy COurt for the 
Central Division of.Californialn litiyatiofi 
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 Stipulatio~ 

We have examined the oriqinal computations of San Gabriel 
and of Branch, and we conclude that the final estimates agreed to 
In Ex. 26 are reasonable in liqht 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 is the primary source of water for the 
Fontana Division, filed for bankruptcy in March 1990. The 
bankruptcy proceeding (case No. SB-9002535-MG in the Central 
Division court) is described in 0.91-09-001 (Investigation 
9()-05-034). 
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5.6 -Additional Filing Authorized 

Pursuant to E~. JS-3 of the stipulatioti, S~~C~briilis 
authorized to make addition~l filings subsequent to this case to 
adjust rates to recognize acquisition of Fontan~ Union facilities, 
if anYI to capit~lize incurred legal costs; and t6 to make rate 
base adjustments for compliance with surface water treatment 
regulations of the California Department of Health Services. 
(EX. 26, pages 21-22.) 
6. Contested Issues 

We 
proceeding. 

1. 

2. 

turn now to the only remaining issues in this 
These are! 
Return on Equity. S~n Gabriel seeks a 
13.15% return oncornmon 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 between 
San Gabriel and affiliated companies. We 
deny the request • 

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

4. Intangible Plant. Branch recommends a 
change in the accounting entry fOr san 
Gabriel's shares of Fontana Union Water 
Company. We agree. 

5. Notices in Spanish. Branch recommends that 
FontanA Division notices be printed bOth in 
English and spanish. We deny the request. 

7. Rate of Return 

Rate of return is essentially a utility's cOst of 
capltat, with capital in this case defined as cost of debt ahd 
return on equity investment. Cost of debt generally can be 
determined, and San Gabriel here has agreed to accept as reasonable 
ORA's estimates of cost of short-term and long-term debt. ROE is a 
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more difficult computation l since it is based largely on financial 
judgment. San Gabriel has r~vised its application to request:a 
return on common equity of 13.ISi. ORA recommends that the adopted 
ROE be within a range of 11.25% and 11.75%, and it recommends 
11.45\ as reasonable. 
7,1 Sail Gabriel's position 

At the time of its application in mid-1991, San Gabriel 
estimated that borrowing costs would range between 10% and 11.5% 
frOm 1992 through 1995. This was based on an expectation that 
inflatiOn would acceletate during the recovery from the recession 
and that this would push up interest rates. San Gabriel 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 Gabriel argues, supports the company's original request for a 
14% ROE. 

In a supplementary report prepared in August 1991 
(Ex. 3A), San Gabriel sets forth average yearly yields of 30-year 
Treasury bonds from 1981-1990. It then compares the relatively 
risk-free return available to bond investors with rates 
historically earned by other water companies and by san Gabriel. 
These risk premiums, it states, range from 338 to 378 basis pOints 
and ~epreseot the histo~ical difference between ~elatively ~isk-' 
free investments and the comparatively riskier investment in water 
companies. When combined with san Gabriel's borrowing costs for 
1992-1995, these ~isk premiums produce an ROE of from 13.64\ io 
1992 to 15.14\ in 1995, or an average of 14.39\. 

Finally, San Gab~iel presents testimony that its 
shareholders face significant business risks that must be taken 
into account in developing ROE. These risks include. 

* 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 ~raded 
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 supp1iert Fontana 
Union Water Company, which has filed for 
bankruptcy_ 

san Gabriel must urgently respond to 
unexpected water supply and water quality 
requirements. 

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 expectation of inflation, the 
parties now agree on costs of long-term arid short-term debt. The 
parties agree that costs of long-term debt range from an average 
low of about 9.45\ in 1993 to an average high of about 9.1\ in 
1~95.1() 

With its adjustment in estimated cost of debt, San 
Gabriel also revised its requested ROE to 13.15\. Its ROE witn~ss 
testified that a 13.15% ROE recognizes San Gabriel/s traditionaliy 
efficient operations and ongoing risks in operations whil~ at the 
same time providing an appropriate risk premium aboVe interest 
rates on new long-term debt. 

San Gabriel supports its Il.15% recommendation by adding 
Fontana Division financial results to the average results of a 
group of 12 other utilities selected by DRA to represent a 
·comparable group· for purposes o£ a discounted cash flow analysis~ 

10 San 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 lO-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 9roup data and dividinq by 13 
produces a higher average ROE and, when summarized in a discounted 
cash flow model, produces an ROE of 13.15% upon averaging ROE for 
the comparable group, for the comparable group plus San Gabriel, 
and for San Gabriel alone. (Ex. 4, Table 1-0.) 
7.2 Position 6£ ORA 

ORA recommends an 11.45\ return on commOn equity, near 
the midpOint of an 11.25i 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 (OCF) model, 
which measures an inVestor's expected return on equity. The DCF 
method was applied to a ·comparative group· of 12 companies, each 
of which is traded on a major exchange, derives at least 70% of 
revenue from water sales, and is either regulated or has 
subsidiaries that Are regulated. The DCF analysis produces an ROE 
range of 11.17'~11.71% USing the most recent 6ne-month average 
yield; 1L25%-11.78% using the most recent three-month averAge 
expected yield, and 11.32%-11.85% using the six-month dividend 
yield. Of these, ORA believes the range produced by the three
month dividend yield to be the most reasonable. (Ex. 6, p. iv-s.) 

ORA then uses the risk premium {RP} model to verify-its 
DCF results. The RP model measures a premium over the cOst of 
long-term debt that investors are presumed to expect because their 
risk is greater than that of debt holders. ORA's witness testified 
that the RP mOdel produces an ROE range of 11.09%-11.57\ based on a 
lO-year average and an ROE range of 10.28\-10.57% based on as-year 
average. 

The following shows the expected ROE ranges from the two 
models used by ORA for the comparable group. ORA contends that the 
results show a trend of declining ROE expectation by investors. 
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OCF Analysis 
(i-Montb Dividend Yield) 

OCF Analysis 
(l-Montb Dividend Yield) 

DCF Analysis 
(6-Month Dividend Yield) 

RP Analysis 
5-Year Average 

to-Year Average 

Comparable Group 
11.17% 11.71% 

11.25% 

11. 32% 

10.28% 
11.09% 

11. 78\ 

11.85i 

10.57\ 
11. 57\ 

ORA states that other ROEs autborized 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 Jose Water Company; and 12.1\ for Del Este Water 
Company. (EX. GA.) 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 se1vice 
connections. BAsed 6n size, at least, ORA believes that San 
Gabriel has less risk--and therefore more investor confidence--than 
most other regulated water utilities. 

Moreover, ORA presents evidence that generation 6f equity 
capital has never been a problem for San Gabriel. While not rated 
by Standard & poor's credit rating service, San Gabriel's year-end 
1990 interest coverage of S.50x, funds flow interest coverage 6f 
4.60x,funds fron operations/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 purchased water and power 
costs, net cash flow to capital expenditures in 1990 would warrant 
only an A rating.) 

ORA states that san Gabriel's projected average year 
common equity ratios are 54.63% for 1992, 54.7% for 1993, 54.96' in 
1994, 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 presents evidence that 55% is wIthin a reasonable range. 
We agree. 
7.3 Discussion 

A fair rate of return is measured by such factors as 
ability 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 Hater Works v. 
Public Service Commission (1923) 262 u.S. 679, and Federal Power 
Commission v. Hope Natural Gas (1944) 3~O u.s. 591. These cases 
teach that a utility is entitled to a return ·commensurate with 
returns on investments in other enterprises having correspOnding 
risk- and ·sufficient to assure confidence in the financial 
integrity of the enterprise, so as to maintain its credit and to 
attract capital.- (320 U.S. at 603.) 

DRA has presented a persuAsive case that the range of ROE 

for the Fontana Division should reasonably be set within a range of 
11.25% to 11.75%, based on current market conditions and the 
utility'S current costs. san Gabriel attacks as noncomparahle the 
12 companies selected by DRA as a comparison group, but it thEm 
makes use of the Same comparison group to justify its request f6i-a 
13.15% ROE. It does this by adding San Gabriel to th~ group and' 
analyzing the financial averages that result. (Ex. 4.) That 
approach is flawed, however, without a corresponding showin~ that 
DRA's market analysis errs in using only companies listed on a 
national eXchange. Such a showing of error has not been made. 
MoreOVer, while adding San Gabriel to the list raises the average 
expected return, it carries with it the problem of circularity, 
whereby past Conunission decis'ions rather than market conditi6ns 
could be the basis for future decisions. (see~ Re California Water 
Service Company (1989) 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 (reconunended 11.75%) even though park',s 
equity ratio at 60% is higher (and arguably; therefore, less risky) 
than San Gabriel/s 55% ratio. The division's witness respondsl 
however, that the Park recommendation was made in July 1991 when 
forecasted interest rates were 85 basis points higher. (Ex. 6A.) 

For the most part, risk factors cited by San Gabriel to 
justify a hi9her 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 bydrouqht. (See, D.91-01-04~.) Liti9ation expenses are to 
be the subject of a later filing. The company's chairman, 
president, and treasurer, each appearing as it. witness, do not 
seriously challenge Branch's conclusion that san Gabriel's healthy 
financial performance, common equity ratio, and stable fintmciai 
requirements will continue 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 proVidfng 
satisfactory service to the public. While we recognize that San 
Gabriel's own interests are served in settling most cost, rate of 
rettlrn, And audit issues, we note that S~n Gabriel has for tha:m6st 
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 seeking 
to protect ratepayers during the bankruptcy proceedings of Fontana 
Mutual Water Company, the source of most of applicant1s wat~r 
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 not imminent for the Fontana 
Division, the fact that th~ question was before us in late 1991 is 
evi.dence of a perceived risk that does not confront other water 
utilities. For these reasons, and in light of the reco~d as a 
whole, we authorize San Gabriells Fontana Division to earn an ROE 

of 11.50%, which is within the range recommended by DRA but 
slightly higher than DRA's recommendation. 
S. 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 time is the Chino Basin Haster's assessment for 
water prOduction during fiscal years 1989-1990 and 1990-1991. The 
undercOllection in the purchased water balancing account for this 
assessment ist 

chino Basin water master's assessment 
for prOduction during 1989/1990 

Chino Basin water ma.steris assessment 
for production during 1990/91 

Total 

$ 693,875.26 

2,134,289.44 

$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 revenues will be 
disposed of in the GRe order. If the total balance is less than 
5\, it should be amortized over one year. San Gabriel's balante at 
$2,828,163.70 is approximately 19.85\ of the adopted 199.2 present 
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 
San Gabriel is a wholly owned subsidiary of Utility 

Investment Company (Utility InVestment). Utility Investment also 
is the parent company of Arizona Nater Company (Arizona Water), a 
public utility serving about 40,000 connections in Arizona~ 
Utility Investment, in turn, is a wholly owned subsidiary of Uni.ted 
Resourcest Inc. (United Resources)_ United Resources also owns 
Rosemead properties, Inc. (Rosemead properties), a real estate 
investment company_ San Gabriel's position in this corporate 
arrangement was authorized by the Commission in D.92806, dated 
March 17, 1981. 

Utility Investment and United Resources are holding 
companies. They have no employees. Their assets are confined to 
cash and to the stock they own in San Gabriel, Arizona water, and 
Rosemead properties. Rosemead Properties similarly has no 
employees. Its aSsets are primarily three office buildings in 
Diamond Bar, california; phoenix; and Salt Lake city. The building 
in Phoenix is leased to Arizona Water, while the other two 
buildings are administered by contract management firms. 

R. H. Nicholsoo l 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 1s the president and a 
director of the two holding companies 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 
companies, and Rosemead properties. 

In conducting its review, the Audit Branch concluded that 
five San Gabrial employees--Nicholson, Whitehead, General 
Counsel/Secretary Timothy J. Ryan, Vice President and TreAsurer 
J. Donald Taylor, and Tax Accountant cecelia Chu--do at least some 
work for the other affiliated companies. In the absence 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 ift rates for San 
Gabriel, with the remaining 56.57% allocated to the affiliated 
companies. 

In opposing this recommendation, Nicholson testified that 
he has consistently spent about 14% of his time (or roughly two 
days a month) on matters involving the smaller Arizona Water, arid 
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 to four director 
meetings each year. Taylor testified that he holds the title of 
treasurer in United Resources, Utility Investment, and ROsemead 
properties, but that his work for them 1s minimal and generally 
involves financial transfers that also include San Gabriel. Taylor 
also testified that Ryan simply attends board meetings as 
secretary for the same three affiliates, but performs no duty -for 
Arizona Water (which has its own general counsel). 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 ROsemead Properties and prepares consolidated 
financial and tax reports. Arizona Water has its own 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 since 1991. The-amount billed, 
increasing 5\ each year, is n6w at $640 per month ($7,680 annually) 
and is posted to san Gabriel's Account 912 to reduce oparating 
expenses. Taylor testified that this amount is intended to and in 
fact does defray the costs of services rendered by San Gabri~l 
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 f~ndings. The findings, however, did not withstand 
examination at hearing. 

First, the Audit Branch presented what it believed to be 
44 notes issued in 1989 representing $60 nillion in loans from San 
Gabriel to its parent company, Utility Investment. (Ex. 17.)· In 
fact, Taylor, San Gabriel's treasurer, showed that the documents 
represented a single note, with each preceding note cancelled, for 
an average outStanding loan of about $2 Dillion in short-term 
surplus funds. Utility Investment loaned the funds on a short-term 
demand basis to Arizona Water. Taylor explained that he regularly 
invests surplus funds with Bank of America, in short-term 
commercial paper, or with affiliated conpanies, 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 the notes in 
question and that the transactions actually took him less time to 
arrange than the other forms of investment. 

The Audit Branch also presented evidence of consolidated 
tax returns showing that Nicholsbn, chairman of San Gabriel, is 
reported to spend -all" of his t1me as chairmAn of Arizona Water. 
In fact, Nicholson testified, the conpany's tax consultants list 
him as chairman -all- of the time both for San Gabriel and Arizona 
Water, but, in a separate schedule, break out his compensation 
accurately as 86% from San Gabriel and 14% from Arizona Water. 

Finally, the Audit stanch showed that Chu, an employee 
paid solely by San Gabriel, was in fact doing consolidated tax and 
financial statements for all o£ the affiliates e~cept Arizona 
Water. Branch argued that this service, on the open market, is 
worth far more than the $7,680 annual reinbursement for all san 
Gabriel services. ~n its own documents, however, the Audit Branch 
shows that San Gabriel, when measured by income, is five to six 
times the size of these three nonoperating affiliates. Since the 
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Commission has approved San Gabriel's consolidated operation', it is 
di.fficult to see how San Gabriel's consolidated financial returns 
could be prepared without preparation and reference to affillates J 

statements. Even if the labor involved were neatly divisible, 
there has been no showing that time spent on affiliate statements 
merits greater reimbursement than san Gabriel is charging. 

Like the Audit Branch, we wOuld have preferred to have 
time sheets, a representative time study, or other measurable 
standard to justify the $7,690 reimbursement to San Gabriel for 
time spent on affiliate matters that did not directly benefit San 
Gabriel ratepayers. Instead, we are presented with the sworn 
testimony of company eXecutives that the reimbursement is equitable 
and accurate. since there is simply no credible evidence 
contradicting this testimony, and since we are persuaded that much 
of the work involving affiliates inures to the benefit of San 
Gabriel ratepayers, we decline to order any change in executive 
salary allocation in this proceeding. 
10. Sale of Property 

In 1990, san Gabriel sold a parcel 6f land at book value 
to its affiliate, Rosemead properties. The utility had decided 
that the property, the site of an abandoned reservoir, was not 
necessary or useful in utility service and that there was no market 
for sale of the property. (EX. 14.) san Gabriel states that 
Public Utilities CPU) Code § 851 authorizes such sales of public 
utility property without commission approval. That part Of S 851 

upon which San Gabriel relies states. 
-Nothing in this section shall prevent the sale, 
lease, encumbrance otother disposition by any 
publi.c utility of property which is ilot .. 
necessary Or useful in the performance of its 
duties to the public, and any dispOsition of 
property by a public utility shall be 
conclusively preSUmed to be of property which 
is not useful or necessary in the performance 
of its duties to the public, as to any 
purchaser, lessee or encumbrancer dealing with 
such property in good faith for value; 
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prov~dedl howevert that nothing in this section 
shall apply to the interchange of equipment in 
the regular course of transportation between 
connecting common carriers." 

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 
the purchaser is an affiliate, and the sale is made at book value, 
Branch contends that the presumption does not apply ab initio, and 
the utility should be required to demo"l'lstrate that the transaction 
has been made in gOOd faith for value. 

At hearing, San Gabriel 6 s vice president of engineering 
described the circumstances of the sale. The parcel previously was 
part of the compimyts LOs Angeles County Division system11 and was 
the site of a reserVoir built in 1913 by a predecessor company as 
part of an irrigation system. The reservoir became less useful
when it was ail but replAced by another reserVoir built in 1935 • 
Until 1987, San Gabriel uSed the old reservoir for standby storage 
of water. 

In 1987, San Gabriel built a 3-million gallon reservoir 
that provided all the capacity that was needed for the irrigation. 
system. The old reservoir 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 roof of the old reservoir, and the site became a 
potentially costly and dangerous problefl for the utility. Cost of 
clearing the hillside site would have been substantial. For that 

11 Los Angeles County Division rates are not at issue in this 
proceeding. 
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" 
~eason, the property was transferred frOm San Gabriel to Rosemead 
properties and remOved f~om Los Angeles county Division rate base. 

Since Branch does not challenge this transfer, it has 
implicitly agreed that the property was not necessary or us~£ul in 
utility operations. Therefore, San Gabriel argues, Commission 
approval is unnecessary. It notes our analysis in a recent caSe 
involving transfer Of property a utility to an affiliated company. 

·we reject Branchls argument that a violation of 
PU Code S 851 has occurred, This section 
requires that a utility must obtain prior 
commission authorizAtion to transfer utility 
property which is used and useful. For 
property which is not used or usef~l, there is 
no such requirement.- (0.90-10-037, 
October 12, 1990.) 

: However, we view Branch's position as broader than the 
single transaction here. In effect, Branch states that, while it 
has n6 quarrel with this transaction, the practice of San Gabriel 
in t~ansferring rate base property to a realty affIliate (directors 
of which are the same as those of san Gabriel) should be reviewed 
to avoid any questio.n of impropri~ty. while such review may not be 
required by § S51,the Commission has broad regulatory authority to 
direct such review in particular cases. 1i 

12 ~he Supreme COUrt of california noted recently that the 
Commission may look behind property transactions to be certain that 
a utility can cOntinue to provide. adequate service. . In camp Heeker 
Water system, Inc. v. Public Utilities Commission (1990) 51 Cal. 3d 
845, the Court statedt 

-Further, a public utility may not dispose of 
any property necessary and useful in the 
performance of its duties without authorization 
by the commission. (s 851.) While this 
section is most often applied to outright 
transfers of property, read together with the 

(Footnote continues on next page) 

- 29 -



• 

- " 

-A ,91':'08-034 ALJ/GEW/Vdl" 

Indeed, in D.90-10-037 and D.89-10-038, -involving a rat~ 
CAse application by san Jose Water Company, the Commission 
established a procedure requiring three appraisals "bfutility 
property transferred from rate base so long as the utility was
affiliated with a land development company. Earlier, in 
D.86-01-026, we required that Pacific Bell solicit cOllpetitive bids 
in disposing of real property which has been in rate base. In 
0.89-10-038, we commented. 

-[Ilt is this Commission's policy to_closely 
review all transactions between utilities and 
their affiliates. This issue has risen in 
prominence as California's utilities have " 
diversified into other areas. The issue of 
transferring land from a utility to its 
corporate land deVelopment company has arisen 
before. When PacBell requested to transfer 
property from rate base to another ~acific 
Telesis affiliate in the business of real 
estate ••• , the Commission (established a 
competitive biddingrequirementJ. We believe 
this is a sound policy which should be 
continued to assure ratepayers are protect~d." 
(33 CPUC 2d at 328.) 

While we are not asked to to establish similar bidding or 
appraisal requirements here, we are persuaded that san Gabriel 
should be required 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 previous page) 
above sections which authorize the commission 
to require 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 safeguard rights possessed by the 
utility.- (51 Cal. 3d at 862 (citations 
omitted) • ) 
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'also as the board of directors of Rosemead Properties~ In the 
trartsaotion ~xamined her6, SAn Gabriel directors voted ~o trA~~fet 
property, then Apparently donned their Rosemead hats.and voted to 
accept the transfer. 'l'here is no suggestion that there Is anything 
wrortq with this, but the process obviously is not ann's length.· A 
review of such transfers will protect ratepayers and, we believe, 
will benefit the utility by avoiding any appearance of se1£
dealing. 

we note that our discussion of the transfer at issue here 
is limited to its unique circumstances and is not irtter'lded to linit 
the Commission's examirtatiort of arty other property transfer or the 
treatment of gain or loss On sale of such trartsfer. 
11. Intangible Plant Classification 

Branch and san Gabriel agree that the utility's 
investment in shares of Fontana Urtion Water Company (Fontana Union) 
is properly included, and should remain, in rate base, ·since 
Fontana Union represents the utility'S water supply. HoweVer, 
based on its audit, Brartch recommends that san Gabriel be directed 
to reclassify the shares. Auditor Cole statest 

ftThis investment in this mutual water company 
should Dot be included in the Intartgible Plant 
Account. This is an investment and not an 
intangible asset. The UnifOrm System of 
Accounts provides that such investment be 
accounted for in the Investment and Fund 
Accounts. MoreoVert including this investment 
in intangible plant is not in conformity with 
Generally Accepted Accountin9 Principles 
(GAAP).· (EX. 7, pages 17-18.) 

san Gabriel argues that the commission has expressly 
recognized the classification of this investment as intangible 
plant, and that this overrides the Uniform System of Accounts. The 
company's president testified that when san Gabriel acquired the 
Fontana Water Company in 1945, it also acquired the shares of stock 
of Fontana Union which represented the water supply for the 
utility. The Commission decision authorizing the acquisition 
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• (D.38235, dated September 25, 1945) expressly recognized the 
classification of the investment as intangible plant, as did 
subsequent rate proc~edings (including n.40719 dated September 16; 
1947, and 0.39943 dated February 4, 1947). 

WIth the acquisItion of Fontana Water Company, San 
Gabriel was refinanced, and a new first mortgage tnlst indenture 
was approved by the Commission for the issuance of bonds. Und~r 

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 recognition of san Gabriel's investment ••• as 
intangible plant. - Branch in its reply counters that --(r)ather 
than a 45-year recognition, what in fact occurred wAs a to-year 
recognition by the Commission and a 35-year non-compliance by San 
Gabriel with the Uniform System of Accounts.- _ Branch goes on to 
stiltel 

"In 1955 the Commission adopted the USOA ••• 
(IJt was expected that water utilities would 
conply with the USOA. San Gabriel did not do 
so with regard to this account. The 1~55 
enactnent rescinded the 1945 'recognition' of 
th~ intangible plant classification. In 
effect, San Gabriel requests that its 
nonconpliAnce be approved retroactively and 
that it individually be excused from what the 
rest of the water industry regulated by the 
Conmission is required to do.- (Branch Reply 
Brief, pages 4-5.) 

san Gabriel argues that removal of. the investment from 
intangible plant will mean that the shares no longer will quallfy 
as collateral for the issuance 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 
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-Q. What is the worst case that you could" 
envision if (this] change takes place? 

-A. Possibly, tAking the worst scenario l 
possibly the investment in the stocks would 
have to be withdrawn from the collateral of 
the bonds because it would no longer be 
considered 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. 

-Q. What effect would that have on your 
financial dealings? 

-A. Oh, I don't ••• think that would have any 
material, present any material obstacle to 
future bond issues. I think probably asa 
practical ~atter it would bea problem of 
explaining to bond counsel why something 
that hAs been in place for 45 years is no 
longer that way. That's probably the 
problem." (Tr., pages 259-260.) 

One reason that the commission conducts audits during a 
utility rate case is to ensure compliance with the Uniform System 
of Accounts. As the name implies, the system is designed to set 
out facts, uniformly, in connection with construction, operAtion 
and financing of water utilities to enable the commission to 
consider and weigh items set forth in these accounts. I3 We are· 
presented 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 uniform 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 Gabriel has complied with'the notice 

13 See, preamble, Uniform System of Accounts. 
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requirements. (Ex. 5.) While Branch has no 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 171 1991J said that there are a lot of 
Spanish-speaking customers in the division. 
Quite a few of them would have come to the 
meeting if the notice was also printed in 
Spanish.- (Ex. 0, Appendix A.) 

San Gabriel opposes the recommendation on grounds that 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 
notices printed in English. 
impression that the company 

a sizeable number--is unable to read 
Branch, apparently under the 

would volunteer to print bilingual 
notices, submitted only the hearsay statement cited above in 
support of its retommendation~ 

The recommendation is denied. As San Gabriel notes, 
Branch may in future proceedings seek bilingual notice requirements 
pursuant to Rule 52. 14 

13. COIIIIIlents on the AL.J ProPOsed Decision 
In accordance with Public Utilities Code S 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 oRA and by san Gabriel. 

Upon further analysis, we have changed the authorized ROE 
from 11.75% to 11.5%, which is slightly higher than the specific 
ROE rate recommended by the ORA. 

14 Rule 52(3) provides! -In addition to the notice required by 
this rule, parties shall provide such notice of hearing as the 
presiding officer may designate.-
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ORA notes t.hat'its recOininended 11.45% ROE -Js wit.hin its 
recommended range of 11~25i 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 no evidence of record 
to support a statement in dicta that San Gabriel's settlement has 
any effect on investor risk. We agree, and we have changed the 
text accordingly. 

Both parties have identified certain mathematical changes 
t.hat should be made in the appendices and in the text, and those 
changes have been made. 

san Gabriel has suggested a number of changes intended to 
clarify the order. Some of those changes have been incorporated. 
Those that are not are rejected. San Gabriel also states that 
while the parties stipulated to projected common equity rat.ios for 
1992, 1993, and 1994, they did not Agree on the ratio for 1995. We 
have reviewed the record and, as to this matter, we adopt DRA's 
imputed 5S% equity ratio for 1995, rather than the utility's 
projected 55.22%. 
Pindings of Fact 

1. The Fontana Division is providing satisfactory water 
service, and the water furnished meets current state drinking water 
standards. 

2. The Fonta.na Division has complied with our order 1n 
0.90-08-055 to submit a water management program, and the plan was 
approved as complete in D.91-10-042. 

3. The Fontana DiVision s~rves approximately 30,000 metered 
connections 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 years 
1992 and 1993 at current and proposed rates are as shown in 
Tables 5 and E) of this decision, to which the parties have 
stipulated. 

5. The balancinq account balance is approximately 1~.85\ of 
the 1992 adopted present rate 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 it's 
requested ROE to 13.15% to recognize current economic trends and 
deciininginterest 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. 

8. The last Fontana Division general rate increase was 
granted on June 5, 1985. Authorized ROE at thAt time was 14.25%, 
with rate of return on rate base averaging 11.76% for the three 
years. 

9 • ORA recommends 
of 11.25\ to 11.75\, and 
be 11.45%. 

that the adopted ROE be within the range 
it further recommends that the adopted ROE 

10. 
analysis 
exchange 

11. 

DRA bases its recommendation on a discounted cash flow 
of 12 companies, each of which is traded on a major stock 
and derives at least "iOi of its revenues from water sales. 
Host risk factors cited by San Gabriel to justify a 

higher ROE are the same risks faced by other water companies and, 
therefore, accounted for in the ORA 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 service connections. 

13. The financiAl stability of a company may be measured by 
bond ratings. While not rated by Standard & poor's, San Gabriel's 
financial data for year-end 1990 meet benchmarks for an AA bOnd 
rating in all but one category. 

14. In an optimal capital structure, the costs of different 
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 on debt are usually cheaper than returns 
paid to company stockholders, and interest is tax deductible. 
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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 Gabriel1s projacted 

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 high6f 
abOut 9.7\ in 1995, 

18. san Gabriel has acted promptly in seeking to protect 
ratepayers during the bankruptcy prOceedings of Fontana union 
Water Company, the source of most of applicant1s water supply. 

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

~O. The Commission in Investigation 90-05-034 considered the 
issue of whether San Gabriel's Fontana Division faced an emergency 
in obtaining an adequate supply of water to serVe its customers. 
San Gabriel has complied with Ordering Paragraph 2 in 0.91-09-001 
by submitting in this proceeding 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 recognition to the fact that the Fontana Division 
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 a wholly owned 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 0.92806, dated March 17, 1981. 
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• 25. Utility Investment and United Resources are holding 
companies, with no employees. Assets are confined to cash and to 
stock in San Gabriel, Arizona Water, and Rosemead Properties. 

26. Rosemead Properties has no employees. Its assets ate 
primarily three office buildings, one leased to Arizona Hater'and 
the other two operated by contract management firms. 

27. R. H. Nicholson, Jr. is chairman of the board of san 
Gabriel and of Arizona Water. 

28. Nicholsbn spends about 14% of his time, or about two days 
a month, engaqed 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 Resources, and Rosemead Properties. 

30. san Gabriel bills Utility Investment each month for 
services rendered by san Gabriel's employeest and it has done so 
since 1981. 

31. san Gabriel bills Utility Investment $7,680 annually for 
work performed for United Investment, United Resources, And 
Rosemead properties, and this amount is posted to San Gabriel's 
Account 812 to reduce operating expenses. 

32. San Gabriel in 1989 had an averaqe 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 ratepayers. 

33. While consolidated tax returns show that Nicholson spends 
-all- his time as chairman of Arizona Watet, they als6 show -all
time as chairman of San Gabriel. A separate schedule shows that 
86% of his compensation is pAid by San Gabriel and 14% is paid by 
Arizona Water. 

34. In 19'90, San Gabriel sold a parcel of Los Ailgeles County' 
Division land at book value to its affiliate, ROsemead properties. 
The utility represented that the property, site of an abandoned and 
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fire-damaged reservoir, was not necessary or useful in utility 
service and that there was no market for sale of the property. 

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

36. Under the Uniform System of Accounts, San Gabriel's 
ownership of shares of Fontana Union Water Company should be 
included in its Investment and Fund Accounts, rather than in its 
Intangible Plant Account. 

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

39. The Commission adopted the Uniform system of Accounts in 
1955, and water utilities were advised at that time to maintain 
their records in accordance with the uniform system. 

39. San 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 produced both in English and in Spanish. 
Conclusions of Law 

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\ far 1993, and 54.96\ for 1994, and Branch's proposed equity 
ratio of 55~ for 1995 are reasonable and should be adopted. 

3. The parties' stipulated results of operations for test 
years 1~92 and 1993 are reasonable in liqht of the 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 auth6rized to file rates set forth 
in Appendices A and B. 

6. San Gabriel should be authorized to make additional 
advice letter £i1ings to adjust rates to recognize acquisition of 
Fontana Union facilities if that occurs, to capitalize incurred 
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~. iegal costs, and to make rate base adjustments for compliance with 
surface water treatment regulations. 

~ 

1. Branch's recommendation that salaries of certain San 
Gabriel executives and employees be allocated in a different manner 
to affiliated companies should be denied. 

8. SAn Gabriel should be required to obtain COminission 
approval prior to transferrinq property in rate base to any 
affiliated company. 

9. Disposition of the property transfer at issue in this 
case should not limit the Conwission'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. 

ORDER 

IT IS ORDERED that& 
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 order as Appendix A arid 
to concurrently cancel its present schedules 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, requesting 
the step rate increase for 1993 included in Appendix B, or to lile 
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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 JO, 1992, 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) 10.57%. This filing 
shall comply with GO 96. The requested step rates shall be 
reviewed by the Commission Advisory and Compliance Division (CACD) 
to determine their conformity with this order and shall go into 
effect upon CACD's determination of conformity. CACD shall inform 
the Commission if it finds that the proposed step rates are not in 
accord with this decision. The effective date of the revised 
schedules shall be no earlier than January 1; 1993, or 30 days 
after filing, whichever is later. The revised schedules shall 
apply only to service rendered on or after their effective date. 

3. On or after Nov~mber 5, 1993, San Gabriel is authorized 
to file an advice letter, with appropriate workpapers, requesting 
the step rate increase for 1994 included in Appendix B, or 'to tiie 
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, 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 
reviewed by the staff to dete~ine their conformity with this order 
and shall go into effect upon'CACo'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, 1994, 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 NovemMr 5, 1994 , San Gabriel is authorized 
to file an advice letter, with appropriate workpapers, requesting 

- 41 -



A,91-08-034 ALJ/GEW/Vdl *. 
the step rate increase for 1995 included in Appendix Bt or to tile 
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 ratemakinq adjustments for the 12 months ending 
September 30 t 1994, exceeds the lesser of Ca) the rate of return, 
found reasonable for San Gabriel during the corresponding period in 
the then most recent rate decision or (b) 10.56%. This filin9 
shall comply with GO 96. The requested step rates shall be 
reviewed by the staff to determine their conformity with this ord~r 
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 I, 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 
the'ireffecbivei date.!"i,,~f " i,' , 

.. "I • •• # ~ ~ ~ 

5 ~ 1/"_&~n Gabriel is' authorized to make additional advice 
, ... 

letter filin9f!~to adjust rates'to recognize the acquisition of 
Fontana Union facilities if that occurs, and resulting changes in 
water prOduction costs, to capitalize incurred legal costs, and to 
mak~ rate b~se adjustments for compl~ance with surface water 
tr:;~atm~'ht ~eqti~ationst as more spe9itical1y provided in the 
stip·' ulation 'fo~' Settlement. " 

, \ . 

6'.' I S~n Gabriel is directed to file by advice letter for 
Commission approval prior to selling, transferring, or othe~ise 
conveying any property in rate basel to any affiliated company or . 
entity. The propriety of such conveyance, along with treatment of 
gain or loss on sale, shall be considered separately for each such 
transaction. 

7. San Gabriel 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 reasonable. 
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9 •• The application is granted as set forth above. 
This. order ise£fective today. 
Dated AprilS, 1992 1 at san Fr~ncisco, Califor~ia. 

DANIEL Wm. FESSLER 
president 

JOHN B. OHANIAN 
PATRICIA M. ECKERT 
NORMAN D. SHUMWAY 

COlnmissioners 

-. 
I CERTiFV "HAT Tl41S DEClSlOM _ _ . 

WAS_ APPROVED BY TH~. ,it:!O\!E:~ll. 
COMMISSIONERS rODAV-''- ,;' .", . 

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

N ~ J.~~~~~/l~~~~~~~;'~' 
f'J _ ) .-'ff" '.' 

, )1,1\\ 

- 43 -



APPLICABlI..rN 

APPnIDIX A 
Page 1 

SChedule No. FO-l 

Fontana Water Ccltpal1y 

GENERAL ME"I"flm) SnMtE 

AR>licable to all IOOtered water servi~. 

'I'mRI'IORY 

Portions of Fontana, P.atdlo OJcann"ga, Rialto, aid vicinity I 
san Be.mard1no CbWlty. 

~ 

Q.lantity Rates: 

For all water used, per 100 cu. it .••.••..••••• 

Sezvlce Chanjes:' 

For 5/8 ~ 3/4-incn meter 
For 3/4-in:h meter 
For 1-i.n.::tt ~ 
For 1-l/2-irdl meter 
For 2-incn meter 
For 3-irdl meter 
For 4-incn meter 
tor 6-irdt meter 
For 8-irdl mater 
For lO-i.rdl J!leter 
For 12-i.rdl meter 

•••••••••••••••••••••• · ... ,. .............. .; . " . · .. " ...................... . 
, .. ., .......... ., ....... i ... . · ....................... . · ...... ', ............... . · ........ ., ................ . · ........ , ............... . ........................ · ....................... . 
•••••••••••••••••••••• 

For 
For 
For 
For 
For 
For 
For 

'.n.IO 2-.inch meters •••••••••••••••••••••• 
Three 2-inch meters •••••••••••••••••••• 
Four 2-inch meters ••••••••••••••••••••• 
~ 3-inch meters •••••••••••••••••••••• 
'l\,Io 4 -inch meters ••••••••••••••• iI •••••• 
ale a-irdl meter, 'fW 2-inch meters •••• 
'l\,Io s-irdt meters •••••••••••••••••••••• 

( cont.irued) 

0.938 

$ 6.50 
9.75 

13.65 
21.00 
21.50 
55.00 
72.50 

110.00 
l.5O.00 
180.60 
225.00 

FerBa~ 
Per fobJth 

$ 55.60 
82.50 

110.00 
110.00 
144~OO 
204.00 
300.00 

(1) 

(1) 

(1) 

(1) 

(1) 



APPDmIXA 
Page 2 

Schedule No. ro-l 

Fontana water Carpany 

GrnmAL ME:mill> SERViCE 

( c:ontirned) 

1. A surc::.harlJe of $0. ()24) ~ eel.is to be a&tEd to the quanti~ 
rates for a 36-moirth perioo after 0c1:.cber 12, 1996 to amrt1ze 
it portion of the Uirlercollection in the p.lZ'dlaSEd water 
bal~iixJ ila:::o.mt. 

2. A surcharge of $0.022 per eef is to be ad:ieci to the~ity 
rates for a 12-moirth periOd fran April 10, 1991 (A.L. 255, . 
Res. N-3554) to tmortize an UlYleroollectioo in the ~ 
pa...er bal.~itg ~. 

3. A surcharge of $0.097 per eei is to be adledtothe quantity 
rates for a. 24~ perio:l fran the effective date of ~ . 
tariff Schedule to aztDrtize an 1.DideroOllect:im in the p..!Z'"dla.seci 
water balanc.tn:J aoocunt due to Chino Basin water nBster's 
assessroont for water production duriiq 1989-1990 aId i99o-1991. 

4. All bllls are subject to the reintursemetrt: fee set forth ttl 
Sdledu1e No. M-llF. 

(1) , 
(T) 

(N) 

J) 



APPLICABILrry 

APfmDIX A 
... Page. 3 : 

Sdledule . No. Fo-4 

Forlt.c:Ula Water c:atpany 

ffiIYA'iE FiRE SmvIa; 

Al;pHcable to water service fum.tshed to private firesystans 
am to private fire h~. 

~ 

POrti~ of FOOtana, RaidlO OJcan'or'gaj ·RiAlto and vicinitY, San 
Be.mardiro <nmty. 

FAn; Per service 
. .. Per fobitth 

For each in::::h of d.i.aneter of sezvice ~on •• ,........ $3.63 (I) 

SFfcrAI, mIDrrIms 
. .. '!he exist1.r'l] spec1a1. caxuUcns ~ in caJ.. p. U.C. 

Sheets Noo. 1086-W aid 1081-warealso ilWlicable. 
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APPLICABILIT'i 

APPENDIX A 
Page 4 

SChedule No. FO-9C 

Fontana h'ater catpany 

~Ial ANI> TANK 'lHXK SERVICE 

Awlicable to tentx>rary water service furnished for 
construction puposes am for water delivered to tank trucks fian 
fire hydrants or other cutlets. 

TrnRl'roR¥ 

FOrtions of Fontana, Ra.n::h6 Olcaroor'ga, Rialto aid vicinity, san 
Bernardhx> Co.Jnty. 

~ 
Urdt Rates· 

For sidewalk ooostructiool per 100 sq...are foot,.......... $ 9.33 (1) 
For street curb ocnstnict 00, per 100 lineal. feet........ 0.66 
For trerx:n settlin;J, per lirieal. foot of sectioo of 

t:renc::tt 2 feet by 4 feet................................ 0.024 
For spr1nk1itq sutqracie of street ani roadway 

ooostructioo i.n I!R>lication of oil or any fonn of , 
patented oii. pavi.rq or surfaciiq, or for rollin;, am 
settl~ ~, per 3,000 sq.lare feet of roadway. 0" 4.61 

For <X:Irpactioo of ~ill, per aJbic yard of fill material.. 0.041 
For water deliv~ to tank wagal or tzuc::k, 

per 100 gallals ••••••••• 0.0 ............ 0............... 0.107 ·(1) 

MINIM.M CHAR:;E 

For airj service ren:iered urxler the schedule ....... "..... $16.49 (i}-

SfD:4AL octIDITItm 

'!be ex1stin;J special ocniiticns oontai.ned in Psvised caL P.U.c. Sheets Nos. 
1232-N am l09S-H M'e also applicable. 
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APmID:lXA 
Page 5 

SchedtiIe No. ~ 

Fontana Water CCmpany 

SElNICE 'IO mer Jtm'ffi lXJROO <l')NSrnJCrttw· 

APPLlCABILlTi 

A£:plicable to water.SClVloe for hc:oSe ~ion ~ 00lses 
are beirg oonstructed as part of a rciUestate deVelCpneirt:. 

TmRrroR¥ 

lbrtlals of Fcnt.ana, ~ Olcaloor'qa, Rialto airl vId.nity, san 
Bernardino crunty. . . 

For eacn iot for the a:nst.ruction perIod ............. $5.62 (1) 

s~ a::tIDITIOOS 

1M eXisttn;, special <XlI'ditiens a:rn:a.1ns1 in cal. P.u.c. Sheet No. 
lOli.-w are also awlicable. . 

(mI> OF APPfM>i:X A) 
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APmIDnc B 
.. , .. ~i._ .... ,. 

san Gabriel vaHey Water Catpany 
Fontana Water o:rrpany Division 

_- _ Each of t:M follCMitq i..rx:teases in rates nay be p..tt into effect on the 
Wicated date by filiiq a rate ~e lro'bidl ack:ls the awrq,riate ~ to 
the rate Wen would 6thelwise be in effect on that date. 

saIEIlJlE 00. FO-1 

~tlty Pates: 

For all water used, per 100 ru.ft •••••••••••• 

sexvioe CbanJes: 

For 5/8 X 3/4-itdl meter 
For 3/4-ir'dl meter 
For i-inch meter 
FOr l-l/i-Uxh meter 
For i-inch meter 
FOr 3-in::::h meter 
For 4-Uxh meter 
For 6-inc:h meter 
FOr a-inch meter 
For lo-hrh meter 
For 12-in::n meter 

· , .................... . · ........... , ..... , ... . 
• 4i iii .................. .. 

........ 1 ••••••••• " •• 

•••••• ~.ll ••••••••••• 
........ t ................ . 

,. ...................... . 
.............•.. , ... . ....... ~.~ .... ~ ..... . 
." .................... , " .. . 
..... it ................ . 

1993 

0.002 

0.25 
0.35 
3.15 
3.00 
5.75 
8.20 

10.50 
iO.OO 
25.00 
30.00 
35.00 

For 
For 
For 
For 
For 
For 
For 

'l\.1o 2-itdt meters. , •••• -••••••••••• , • •• 10.00 
'Ihree i-inch meters ••••••••••••••••••• 15.00 
Fo.lr 2-inch meters •• , ••• -~ ••••••••••••• 20.00 
1Wo 3-tndh meters .•.•••••••••• , ••...•• 16.40 
1\10 4-i.nc:tt meters ••••••••• -. • • • • • • • • • •• 22. ()() 
One a-inch meter, 'IWo 2-inc:h meters ••• 36.06 
TWo a-Lndh meters ••••••••••••••••••••• 50.00 

SCHEWJ..E 00. &4 

For each of diruooter of ~ioe ocn~!cn.... 0.17 

1994 

0.022 

0.20 
0.30 
0.55 
1.60 
2.25 
5.80 
9.00 

17.00 
26.00 
36.00 
49.00 

6.00 
9.60 

12.00 
11.60 
18.00 
32.00 
52.00 

0.19 

1995 

0.015 

0.35 
0.55 
0.90 
2.00 
3.50 
8.()() 

13.00 
23.00 
36. ()() 
49.00 
68.00 

7.0 
10. 50 
14.00 
16.00 
26.00 

103.00 
72.00 

0.i9 
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APPmDIX B 
c. . .. .." Page 2.. •.. .. .. 

san Gabriei. Valley water Carparty 
Font.ana water o::.rpany Division 

SQiIDJIE-9C 

1993 

For sidewalk cxnst.ruct.ioo, 
per 100 square feet ••••••••••••••••••••••••• $ 0.01 

For st.reet curb oOnst.ructiool . 

per 100 iineai.. it 10 •••••• 10 •••••• i ........ 10 ••• $ O.O~ 
For treidt settlitg, per lireal. foot of 

sectioo 61. treidl 2 feet by 4 feet. ~ ........ $-0.004 
For sprinkllin:3 SUbgrade of Sti'OOt an:! . 

roam.ray ~~a1 .in atPlicatia'l of 
oil or artJ fom of patented oil paviiq 
or slirfaciiq, or for rol1iig am settlW . 
subgrade, per 3,000 square feet of roadway •• $ 0.16 

For o¢mpactia'lof fUl, per aJbic yard of . 
fill ma~ia1 ••• · ••••••••••••••••• ~ •••••••••• $ 0.001 

For water delivered to tank wagal or tru:::k, 
per 100 gallons •••••••••••••••••••••••• , •••• $ 0.004 

KlNlJ.u.f 0iAmE 
For atrj sezvi6e ~ un1er the sdmule ••• $ 0.56 

SQIElXJIE - 9CL 

Hc:useS duri.rg cxnst.ruct.ion •••••••.•• 10 ••••• , ••••. $ 0.19 

(END OF APPENOI~ B) 

1994 

0.01 

O.Oi 

0.M1 

0.16 

0.601 

0.004 . 

0.58 

0.20 

-. ~ -: 

1995 

0.01 

0.02 

0.001 

0.17 

0.001 

0.064 

0.60 

0.20 
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.- .... Page 1 .. .-. . 
San Gabriel Valley Water Company 
Fontana Watef Company Division 

AOOPTEO QUANTITIES 

1- Net to Gross Multipller: 1. 7~O7 

2. Federal Inc6me Tax Rate: 34.0~ 

3. State' Income Tax Rate: 9.3~ 

4. local Tax Rate: 1.134~ 

S. Uncollectible Rate! 0.31H; 

6. water Supply Quantities & Cost: 

1992 
Ouant ity Total Cost 

BasiS, UI"'t 6f 
Source: Ac-Ft. Cost Assessment 

$ $000 
Fontana watet Company's wells 6.~lS 133.30 836.9 
lytle Creek surface water 2,610 93.62 250.0 
Fontana UnlOn, Other wells a.599 93.62 805.0 
Fontana UniOn. ChlnO Basin 11.418 219.80 2510.4 

Total 28.965 4402.4 

1993 
Ouantity Total Cost 

SasiS, Unit of 
source: Ac-Ft. Cost Assessment 

$ $000 
Fontana Water C6mpany's wells 9,417 133.30 1255.3 
lytle Creek Surface water 2,418 93.62 2~6.4 

Fontana Unlon, Other wells 7.181 93.62 129.0 
Fontana Union, Chino Basin 10.340 219.86 ~273.4 

Total 29,962 4484.1 
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APPENDIX C 

• c page 2, C _' 

San Gabriel valley watetCOmpany 
Fontana water COmpany Division 

AOOPTED QUANTITIES 

1. PO'oler Cost - seE Rates Ef(ective Jan. 1 I 1991 
, 1~~2 1992 1993 1~93 

A. SeE - Schedule flA.-II 11~5 Amounts Costt Amounts: cost: 
Power Requirement - KWH 4069807 3823028 
CustOmetCharge $958 $958 
Service Charge $23.805 $~3,80S 

Energy Charg~ $372.749 $350,'90 
Energy Surcharge $814 $165 
Electric Expense $398,326 $375.718 
CompoSite Cost per KWH - t/KWH 0.09781 0.09828 

8. seE - Schedule PA~2/ 3500 Hp 
Power Requirement - KWH 6575392- 9863081 
Customer charge $1,919 $1.919 
Oemand Charges 

winter, KW 10105 $13,137 12115 $15,$28 
Surivner J . KW 14060 $114,5M 11360 $141.484 

1st 300KWH/KW: 5~40866 $590,819 8911299 $886.318 
Over MO: 634526 $32;063 951788 $48.094 

e 
Energy Surcharge $1,315 $1.973 
ElectriC Expense $753.962 $t .0~5,616 

CompOsite cost per KWH - $/KWH 0.11466 0.11108 

C. seE - Schedule GS-~ 
Power Requirement - KWH 159000 759000 
Customer Charge $40t $406 

Oemand Charge KW: KW: 
Winter 1821 $5.372 18~1 $5.312 
Sunvner 912 $6.527 912 $8.527 

1st 300KWH/ KW 148357 $6~.574 148351 $66.674 
Over 300: 10~43 $536 10643 $$36 

Energy Surcharge $152 $152 
Electric ExpenSe $81.567 $81.561 
CompOsite Cost per KWH - $/100{ O.10Hl 0.10141 

o. seE - Sthedule assp, TP 
Power ReQuirement - Kh~ 20450 20450 
Comoosite Cost per KWH - $1 KWH 0.11855 0.11855 
Electric ExpenSe $2,424 $2,42& 
Effective Date - Jan. 1 , 1991 

Total Purch. Power Exoense. $000 1236.2 1555.3 
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APPENOi)(¢ 
__ Page 3 

San Oabtle 1 valley water Company 
Fontana water COmpany 01v1$loo 

AOOPTEO QUANTITIES 

Numb~r of Services ~ Heter Size 

6/s X 3/4 - Inch 
3/4 

1 
1-1/2 
~ 
3 
4 
6 
8 

10 
2-~ 
3-2 
4-2 
2-3 
~-4 
1-8. 2-25 

Subtotal 

i-In. COl'Ist~ Servids 

Total 

Metered Water SAtes 

Range eer: 
0-3: 
Over 3: 

Subtotal 

Construc.t iOn 

Total Sales 

199~ 1993 

24,428 ~5.161 . 
21 21 

4,078 4.201 
610 526 
564 683 

'1 7 
6 0 

15 16 
11 ' .• 8 

6 6 
69 71 
20 20 
i 7 
1 1 
1 t 
1 1 

2c}.745 30,639 

78 -80 

29.823 30.719 

1992 1993 

1.045,001 . 1.016.622 
10.821.412 It,t~~,lt3 
11.866.413 12.276,3~S 

221,364 

12.087.177 12.50~ •• 35 



APPENDIX¢ 
Page 4 

san' Oabri~l Valley Wat~r C6mpany 
Fontana Water Company Oivision 

Aoop1eo OUANTITIES 

10. Number of Services 
No. of Services usage - Ked 

1993 Class: 19~2 19~3 t~92 

Res ident 18 1 ~911$~ ·30,066 ~,O()2.6 9,272.9 
C6mrnerctal -·Hetered 214 221 1.387.2 1,463.2 
Industrial ~ Small 59 61 50.2 5$.1· 
I~du~trlal - la~~~ . 67 69 535.9 551.9 
Public AutMr'ity .;.. smail 128 132 83.2 65.8 
Pub11eAuthOrity - large· 95 98 Ml.3 844.5 
Constructiot. 78 eo 221.4 221.0 

Subtotal 29,$23 30,119 12087.8 1iS03.4 

Private fire ProtectiOn 404 43~ 0 0 

Total 30.227 . 31,150 12087.8 12503.4 

Water loss -4.2' 529.4 548.2 

~Total water Supply 12.611.2 13.051. $ 

Avg U$~-cd /Vt. 
19~2 1993 

308~6 308.S 
6,4$2 6.621 

953 953 
1.998 1,998 

650 650 
8,435 8,611 
2,$3$ 2.838 

0 0 
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. AImIDIX C 
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san Gabriel Valley water catpany 

FOntcina Water carpany Division' 

tnCx:me TaX calculation 

1992 1993 

Cperatinl RevenJe (authOrized rates) 

~ 

(&.>Uars in thousa.rds) 
$14,675.9 $15,533.3 

FUrchased water 
FUrchased ~ 
Water stock assessrrent 
Payroll 
FUrchased chemicals 
Other 0 &: H 
other A & G 
G.o. prorations 
Bank cbarge 
TaXes other t.hai1 incx:me 
l1D:x>1 1 ectibles 
Franchise tak (local): 
Interest expense 

Total DedIJct10n 

state ~ neprecJ.atioo . 
Net TaXable ~ 
state Cbrp. FraJxil. 'Thx 9.3\ 

Federal. TaX teprec1atiai 
state II'X:aDe ~ 
Net TaXable Inoane 
Fed. Ioocme TaX Ra~ 34.00\ 

Total Fedexa1 1ncane TaX 

'lOtal. Inoa!le TaX 

4402.4 
1236.2 

36.3 
1175.5 

35.1 
ll32.1 
1180.6 
1177.5 

44.0 
418.4 
5S.3 

166.4 
880.2 

lli40.0 

1526.4 
1200.5 ill.s 
987.2 
27.4 

1721.3 

585.3 

697.a 

(aID OF APmIDIX C) 

4484.1 
1555.3 

36.3 
1215.5 

36.2 
1172.0 
1215.4 
1267.6 

44.0 
445.6· 
sa.6 

176.1 
81.4.6 

12521..3 

1551.3 ~ 
1460.7 
1.35.8 

1041.7 
112.5 

1857. a 

631.7 

767.5 
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APmmbC D 
PacJS·}. 

san Gabdel Valley Water cnrpany 
Footana Water o:npany Division 

. <hTptU'ison·of typical bllisfor ~w.metered Custaners of 
variQJs Usage ievel an:! average usage level at present and authorized 
rates for the year 1992. 

General. Metered sexvice (5/8 ~ 3/4) Irrll Meters 

At Present At 1992 
l-b1thl.y Usage Rates AuthOrized (OJbio Feet) A.L 256-A RateS 

500 10.59 11.89 
1000 15.38 17.27 
2000 24.96 28.54 
2570 (aver. user) 36.42 34.37 
3600 34.54 38.81 
5000 53.70 60.35 

10600 101.60 114.2 

allis do nOt hclude the roc Fee ot 1. st. 

(END OF APPmOIX D) 
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