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OPINION

By this application Southern California Water Company
(SoCal) requests authority to increase rates for water service in
{ts Big Bear District by $584,400, ox 46.7% in 1981 over its present
rates, by $227,100, or 1L.9% in 1982, by $189,500, or 8.6% in 1983,
and by $138,500, or 5.8% in 1984. SoCal estimates that the proposed
rates will produce a return on rate¢ base of 11.54% in 1981, 11.84%
in 1982, and 12.11% in 1983. These returns on rate base are based
on its request £or a constanl return on common equity of 16.0% £or
years 1981-1983. SoCal's revenue requircment for 1984 is based on
attrition in rate of return between 1982 and 1983 at present rates.
Its estimate of operational attrition is 0.65%, and fox financial
attrition it is 0.27%.

The foregoing proposed increases exclude the effects of
the Economic Recovery Tax Act of 1981 (ERTA). However, in this
connection applicant supplemented the information on this application
provided in the notice of hearing mailed on October 30, 1981 to its
¢customers as follows:

"NOYE The increase in rates requested are further
{increased by a total of 19.3% in 1982 and 19.0%
in 1983 to reflect 'The Economic Recovery Tax
Act of 1981' signed into law on August 13, 1981."

The last general rate proceeding for SoCal's Big Bear
District was based on test year 1977 where rates of return of 8.0%
on rate base and 10.347 on common equity were found reasonablc.l

1/ Decision (D.) 87708, dated August 16, 1977 in Application (A.) $6339.
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SoCal's present rates in the Big Bear District became effective
April 18, 1980 under the provisions of Resolution W-2628 (Advice
Lettexr 568-W).

Public hearings in this proceeding were held on a
consolidated recoxrd with A.60736 and 60737 before Administrative
Law Judge (ALJ) John Lemke in Los Angeles November 16 through 19.
Public witness testimony was taken on November 10 before the
ALJ at Big Bear Lake. This public witness hearing was
conducted for the purpose of receiving comments £Lrom customers
in the district concerning water service and rates. 25 customers
testified at this proceeding. All complained that the service is
poor and/ox the rates are excessive. Jobn Linder, chief
of the Big Bear Lake Fire Department, stated that a number of fire
hydrants in the district were bad or inoperative; that in his

- opinion there was danger of a comflagration in this heavily
forested mountain area. In all, approximately 100 people attended
the public witness bearing.

An informal public meeting on the application was held
at Big Bear Lake September 14, 198l. This meeting was conducted
by Sung Han for the Commission staff (staff) and with SoCal
officials to explain the rate increase application. Approximately
110 people attended this meeting. A number of residents from the
district's Sugarloaf area complained about water outages during
wintey, leaking mains, lack of fire protection in the area, water
lost through bleeders, and the lack of SoCal's response to
complaints. There were a number of complaints about low water
pressure, dirty water, and main leaks throughout the Big Bear
service area. William Caveney, president of SoCal and
Roscoe Anthony, vice president - operations, speaking

for SoCal acknowledged that problems cxist within the district. They
explained that SoCal spends about $140,000 to $160,000 annually
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to replace approximately 8,000 feet (fr.) of main, and that total
length of main within the district is about 800,000 ft.,
approximately 490,000 ft. of which is under &4 inches in diameter
and considered undersized. If all undersized mains were to be
replaced, it would cost about $24 million, resulting in water
bills for each customer in excess of $100 per moath. It was also
stated that SoCal is planning to build a water storage tank to
help meet fire-flow requirements in the Big Bear Lake area. They
also explained that bleeding of the mains in the Sugarloaf area,
resulting In runoff problems, {s necessary to prevent the water in
the mains from freezing because the pipes were buried too close to
the surface when originally Iinstalled by previous owners.

The public meeting, the public witness hearing,
and the evidentiary hearings were all noticed by SoCal to each
customer in the district in accordance with the Commission's Rules
of Practice and Procedure.
General Information

SoCal currently owns and operates water systems {n 19
separate operxating districts within California. Its main office
is located in Los Angeles. There, {ts administrative, engineering,
general accounting, customer billing, data, rate and valuation,
purchasing, and persomnel functions are conducted. SoCal maintains
a comstruction department in Hawthorne.

As of December 31, 1980 SoCal had an investment in utilizy
plant of $147,467,000, served 216,389 water customers, employed 380
persons, ané had gross operating revenues for 1980 of $36,527,000.
It has 1,987,636 shares of common stock outstanding. Ownership is
shared by mere than 5,000 individuals and institutional shareholders.
SoCal has 200,400 shares of preferred stock outstanding, all of which
{s held by institutional {nvestors. Table 1l depicts the percentages
used by SoCal to allocate common costs to its 19 operating districes,
based on its 1980 operations.




TABLE 1
SOUMIERN CALIFORRIA WATER mﬁ.:..;z«.

Q\‘\ﬂﬂ.““igs L 4

Perivation of Percentages Used to Altlocate
Comemon Costs Bascd on 1980 Operations

{pollaxs in thousands)

JEY) SLLOSTY

yrility Plaat Custouers _Expenses 1abor . Total Average 2
% A %

Districts 3 % Nurher % $ A

5,412.3 8,552 3.42 287.4 97.6 10.6% 2.66
Karstou 7,411.6 1,200 2.88 695.8 126.% 1).82 V.46
Ray 1,798.3 1.24 2,806 1.12 227.2 8.7 5.15 .29
Lty Beoar 7,728.1 %.33 10,127 4,06 603.7 225.3 17.20 4,30
ﬂb_¢1u—q_moz*-uza 1,443.3 1.00 1,0% 0.41 142.5 57.0 3.35 0.84
Clearlale 1,228.8 0.85 1,91 0.79 156.0 1.2 3.36 0.99
Cowan lNedghts 1,409.12 0.97 1,324 0.53 323.2 H2.1 3.82 0.9%
flesert 2,182.9 1.92 3,432 1.37 Lhh .6 2061 9.99 2,50
los Qso0s 1,625.9 1.12 7,242 0.90 175.3 0.9 4 42 1.4
Metropolitan Moo G24.3 3204 81,265 36.9h 3,576.2 1,342.0 131.48 3847
0iatl 1,590.1 1.30 2,452 0.93 253.R 70,6 4.99 1.25
Orapge County 21,4992 14,82 34,984 13.85 ?2,849.1 411.9 50.01 12.59
rorona Valley 2,170.8 5.08 8,595 3.44 1,432.17 200,17 19.1% 4,18
San Bernardino Valley 2,078.6 1.43 3,746 1.52 374,10 90.1 6.61 .65
San Dimas 11,009.2 7.59 22,004 8.81 1,726.8 301.9 30.58 1.0%
san Gabriel Valley 4£,363.17 3.01 11,040 4.42 1449 17239.48 14,23 3. 068
Santa Marcia 5,511.0 3,80 14,168 5.67 662.2 145.0 15.60 3,90
Sini Valley 5,198.9 3.99 9,828 3.94 1,019.7 117.?7 t4.46 3.61
Hrightwood _1,622.8 t.12  _ 2,009 0.83 84.17 489 LY

Arden~Cordova

Yotal Water Districts 138,010.5 95.1% 234,415 93.88 3,926.4 366.94

kear Valley Flectric 7,035.3 4.85 6.12 _218.5 _33.06

400, 00 100.00

Total ULitity 145,045.8 100,00 100,00 un.,ﬂ.nwn-,i
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Big Bear Service District

The Big Bear District history begins with the approval
of a franchise issued to the Bear Valley Utility Company in 1924.
The present district is the result of customer growth and the
acquisition of several water companies through the years. This
district is part of SoCal's Eastern Division. District headquarters
{s located in Big Bear Lake. This office handles matters relating
to service, collections, and Inquiries, and serves as field
headquarters £or operations and construction work and for ware-
housing of materials and supplies.

SoCal's Big Bear District serves five separate areas.
These are Big Bear lake, Fawnskin, Lake Williams, Rimforest, and
Sugarloaf. Elevation at Big Bear Lake is approximately 6,750 ft.
There is very little industrial development within the district,
the business enterprises being mainly those associated with a
resort area. As of December 31, 1980 there were 10,125 customers
{in the district. Of these, 99.5% are residential and business
customers.

The water supply for the Big Bear Lake area is obtained
from four wells at the Lake Plant, six at the Division Plant, two
at the Lassen Plant, one at the Sand Camyon Planc, and three springs
and 13 slant wells in the Moonridge area.

The Fawnskin water supply is obtained f£rom three wells
at the Northshore Plant, three slant wells, and a spring. In
Lake Williams water is obtaimed from three wells, one each at the
Onyx, Montevista, and Skyview Plants. Water supply facilities in
the Rimforest area include three wells and a commection to the
Crestline-Lake Arrowhead Water Agency. In the Sugarloaf area,
water is obtained from seven wells. Storage facilities located
in the district total 2,936,500 gallons.
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Service and Conservation
At the public meeting and the public witness hearing,
as mentioned above, there were many complaints {rom customers

concerning the low pressure within certain areas of the
district, and lack of adequate fire protection. In addition, many
customers complained about the high lLcvel of SoCal's rates when
compared with those of customers who are served by a nearby mutual
district. Cavency explained that the Lower zates paid by the
customers of this mutual district are because the district pays
neither federal nor state income taxes and has no need to earn a
profit on its utilicy planct.

Staff Exhibit 28 § 12.6 states as follows:

"Numerous leaks along with utility's massive bleeder
program £o prevent freeze-ups during cold weather
has resulted in estimates £for unaccounted water in
the range of 32 to 41% per year of total wyter
supply. Typically, it has been staff's knowledge
that unaccounted Lor water, for most water
utilities, is in the range of 10-15%. The
utility's percentage is unacceptable, especially
in light of the Commission's recent concerns abdout
water conservation."

Nevertheless, the company does maintain a public Lnformation
program for customer water comservation. Richard Gruszka, ScCal's
vice president of revenue requirements enumerated the following
features of this program:

"1. Quarterly mailings urging customers to conserve,
and describing how to achieve water savings.

"2, Mailing of brochures describing landscaping
conservation techniques.

"3, Numerous talks to various groups conceraing
faucets, toilet tanks, hose comnnections,
sprinklers, and soaking of lawns.

"4, A continuing program of newspaper advertisements,
urging customers to conserve water.
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Mailin§ of brochures to Big Bear rvesidents
annually, urging customers, when they
close down their cabins for the year, to
drain their water system to prevent
freezing of pipes.”

Recent Big Bear District Leakage and Rate History

D.87708, dated August 16, 1977, ordered SoCal to spend at
least $200,000 per year for main replacements from 1978 through
1982, This was because of the massive leakage problem which had
existed for many years. When SoCal bought this system in 1962
it was already old and had many problems. (Testimony of witness
Anthony.) SoCal generally complied with our directive to spend at
least $200,000 for main replacements except for ome year, 1980, when
it would have had to replace an inordinate amount of street surface,
based upon an oxdexr from Callrans, in order to replace some main Iin
the Big Bear Lake area. It spent only $132,850 La 1980.

A letter dated QOctober 8, 1981 f£rom Solal to the staff,
contained in Exhibit 16, states that several hundred leaks in the
district have been repaired over the past three years. But Aathony
testified that in spite of SoCal's ongoing main replacement program,
there has been no reduction in the number of leaks. Leaks arxe
repaired by SoCal in oxder of importance and hazard.

Information in the Octobexr 8 letter shows that for each
$100,000 of investment in the district, $27,190 is required in new
revenues. Based upon an aversge of 10,320 customers this new
revenue requirement results in average annual service charge increases
of $2.65, or 22 cents (&) per momth. Using these coszts, SoCal
furnished investment and revenue requirements with corresponding
increased customer annual and monthly rate increases under altermate
main replacement plans. These are set forth in Tsble 2.
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TABLE 2

Alternate 1 Alternate 2
5,000,000 51,000,000 $200,000
Per Year Per Yonr Par Year

Investment Per Year $5,000,000 $1,000,000 $200,000

Increace in Revenue
Requirement Per Year 1,325,500 271,900 54,380

Increase Per Qustomer
Lach Year
Annual 3L.7% ¢ 5.27
Menthly 10.97 ol

Three=Year Increasc
Monthly 22.91 1l.32

Anthony testified that in his opinion the quality of the
service in Big Bear i{s generally good. He admitted the leakage
problem and stated that SoCal is continuing its program to
repair these leaks.

However, Anthony mentioned two specific problems that
SoCal has addressed in its 1982 capital budget. Ome of these is
represented by a group of customers consisting of about 50 people.
The location iavolved is the Kaight Avenue Area, situated on the
south side of the Big Bear system. During peak weekends customers
in this area have very poor water service. SoCal's solution to
the problem £s To build a separate pressure zone. Anthony stated
this work will be dome in 1982. It will consist of a booster
station and some pipe and will apply within aa area comprising five
or six streets one block in length. When this work is completed
these customers will have & standard of sexvice as prescribed by
General Qrder (GO) 103.

The second area is referred to as Highland Avenue.
Customers in this area characterize their problem as low water
pressure on peak weekends. SoCal's investigation disclosed chat
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the problem was not low water pressure but rather small-size pipe.
This resulted in their not getting the amount of water needed.
SoCal's solution to this problem {s & pipeline replacement program
above and beyond the $200,000 mandated by the Commission. This
will also be completed in 1982. There are other problem areas
mentioned in the QOctober 8 letter contalined in Exhibit 16,
concerning locations scattered throughout the system. These {nclude
about 30 homes that do not receive today's GO 103 standard of
service, but do receive the level of service which the company
refers to as the pre-1975 GO 103 standards. As the ind{vidual
main replacement program continues, these customers will eventually
receive current GO 103 levels of service.

Fire-Flow Requirements

Anthony described the Big Bear Lake area as one built
principally by developers, started many years ago when there was
no government c¢ontrol over the water system nor over the f{ire
hydrants, 1f any existed at that time. Fires were controlled
originally by fire trucks carrying water with them. However, the
local fire departments wanted fire hydrants, and some of those
hydrants were installed on substandard mains.

Linder testified that there have been situations where
fire hydrants in the district have been out of service and
inaccessible for one year. He stated that part of the reason for
these long delays is due to the fact that SoCal has several
different type fire hydrants, requiring different parts for repair.
Linder believes if SoCal has hydrants for which it is unable to
get parts, that instead of letting them be out of service for such
a long period, it would be better to update the hydrant. Tbat is,
a newer type of hydrant, for which parts are readily available,
should be used. Linder requested that a condition for any increase
should be that SoCal wmust provide adequate parts and/or replacement
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hydrants on stendby so that hydrant msintenance can be performed
{n a timely manner. Linder further testifled that there have

been instances in Big Bear Lake where replacements or extensions
have been made in the system which have not been adequately sized
for fire-flow purposes. He cited as an example main replacement
in the Moonridge area on Rathburn Street which sexves commercilal
property and is served by a 6-inch main, which 1is The minimum
requirement for fire £low under GO 103. Linder believes this
6-inch line night not meet fire-£flow needs for commercial property,
which 1s 2,500 gallons per minute (gpm). Linder requests that
there be some sort of check and balance system Lnstituted to make
sure that SoCal is in fact sizing its mains %o meet the requirements
of GO 103.

Linder introduced Exhibit 2 listing out-of-service
hydrants io the Big Bear Lake area. According to this exhibit
dated November 8, 1981, thexe are nine £ire hydrants which Linder
stated are, to the best of his knowledge, still out of sexvice.
The oldest reported out-of-service date is Jume 29, 198l. Another
hydrant was reported out-of-service as of August 26 ané two, as
of September 23, 198l. Anthony testified that seven of these
nine out-of-service hydrants actually belonged to SoCal, two
being private hydrants. Anthony further testified that as of
Monday, November 16, 1981, all of the hydrants shown on Exhibit 2
were repaired except one.

Insurance Rates

Testimony was offered by Steve Keveson, a resident of
Big Bear. He appeared on behalf of the Big Bear Homeownexs
Association. He testified conmcerning the relationship between
the water system and residential and commercial Insurance rates.
He spoke from materfial taken £rom the Imsurance Sexvice
Organizational Rating Manuals, referred to as the "180." The

-10-
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manuals separate service areas into rate classes, ranging from 1
to 10. Ten is considercd a very high hazard axea. 7Two principal
factors are analyzed in setting ratings, Keveson testified.

One of these factors relates to the Fire Departwment serving the
area; the other, to the water system serving the community. He
stated that the Big Bear Area is rated in Classes 7, 9 and 10.
Class 7 area includes a portion of the community adjacent to

the lake, following the general contour of what i{s known as the
Village along Big Bear Boulevard toward the Gold Mine ski area.
There are several pockets of Class 9 arcas. One is between Big
Bear Boulevard and the lake, bordered by Ninth Street. Keveson '
stated that according to the ISO, this is a result of the low
watexr pressure in the area. .

He stated that based on the ISO manual, the Big Bear
Fire Department is comparable with other fire departments in the
San Bernardino Mountains. These departments coansist of a primary
cadre of firewen who are professional, fulltime paid firemen,
augmented by volunteer firemen.

Keveson testified that the ISO ratings arxe used to
determine the fire insurance rates paid by homeowners and mex-
cantile businesses. He requested that the Commission be mindful
of the long-term needs of the commumity, inasmuch as insurance
rates can have a dramatic effect on the cost ¢of doing business
in the community. By way of comparison, he testified that a
homeowner's policy for a $100,000 dwelling located in the
San Gabriel Valley area, rated at Class 4, would run about $300
a year; while the same coverage for an equivalent howe in Big Bear,
rated at Class 7, would cost $390. Keveson {s concerned that the
ratings in parts of the commmnity might go higher due to the poor
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condition of the water system. He testified that a reduction from
a Class 7 to a Class 6 IS0 rating would result in a saving of
approximately 107 on a homeowner's policy but that similar reductions
on commercial buildings are much greater than 10%.
Customer Testimony

Elizabeth Clinton testified on behalf of the Gibraltar
Talwmadge Lakeview Park Homeowners' Associlation. She stated that
her group has initiated passage of an ordinance to moderate the
growth of Big Bear Lake in oxrder to preserve the quality of the
environment and the natural character of the community. She stated
that while other customers have complained about excessive chlorine
in their particular areas, the water in the Talmadge area where she
resides has a flavorful mountain spring taste and offered hexr
congratulations to Solal. However, she also testified concerning
2 massive leak in the Red Ant Hill area of the district. She spoke

to the manager of SoCal about the leak, which emanates £rom an
8~inch line affording the only fire protection in the area. She
stated that the leak is presently so bad that it has filled two
driveways with water and was spreading at the bottom of Red Ant
Landing, traveling down the other side of Spruce Street, angling
down Spruce and going down Big Bear Boulevard. She believes that
{f there is a freeze, there would be a sheet of ice on much of the

pavement.

Bob MacDonald testified as a private citizen
and as a meober of the Planning Commission of the City of Big Bear
Lake. He testified about his concerns relating to backflow
prevention, fire protection, overdraft of water source availability,
and replacement of mains. He stated that there have been seversl
incidents where therxe have been negative water pressure conditions,
resulting in air being drawn back into the main serxvice line. As
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a result, he stated, the danger of water contaznination is a very
real possibility. MacDonald also testified that many of the
structures in the district are very old, bullt between the turn

of the century and the 1930z before the advent of modern building
codes. Many of these buildings do not have fire retardant or fire
resistant walls.

MacDonald L{s also concerned about the plans of SoCal o
take water directly from Big Bear Lake in order to meet future
needs of customers in the area. The building of a filtratiom and
treatment plant will be £inancially very burdensome, he believes.
He asks that the Commission keep this in mind when reviewing SoCal's
unaccounted- for water, which ranges £Lrom 327 to 41%. He, too,
stated that much of the unaccounted-for water is lost through leaks
in substandaxd mains. MacDonald believes that the company should
have replaced the mains by now, without having to be ordered to do
so by the Commission. He fully agrees with the recommendation from
the staff that SoCal be directed to spend $500,000 in 1982 and
$1,000,000 thereafter for replacement of mains. He has spoken with
several other customers concerning this project, pointing out the
average customer cost of approximately $1.55 per month per wmillion
dollars of expenditure fox these improvements.

Joe Shuff appeared and testified on behalf of
Gold Mine S$ki and Recreation Area (Gold Mine). His company is
located in the Moonridge area. In the summertime Gold Mine provides
golfing, scenic chair rides, and a swimming pool for visitors. It
also provides the property on which the county maintains a zoo,
horseback riding and hiking in the summer, and an alpine slide in
the winter. Ia the winter its primary business is providing skiing

and snowmobile activities foxr the public. Gold Mine is the primary
industrial customer in the districc.
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Shuff testified that about Live years ago Gold Mime had
difficulty in securing water £from SoCal on weekends. The problem
was determined to be mainly connected with storage, and for that
reason Gold Mine built a resexvoir adjacent to the SoCal tanks
adjoining its property 5o that SoCal could deliver water to
Gold Mine at off-peak times when they had excess water flowing
into its tanks. Gold Mine could then take the water directly into
its own reservoir, to be used for watering the golf course and
providing additional fire protection in the summer, and making snow
in the winter. At that time they were paying about 20¢ per Ccf (750 gallons)
for water. Shortly after that, SoCal requested and received a rate
increase, raising the price of water to 87¢. This made it
impossible for Gold Mine to water its golf course during the summex.
Gold Mine initiated a complaint with the Commission, resulting in a
rate reduction to 43¢. lLast winter the price was again increased,
this time to 58¢. Gold Mine then began to obtain water from a
stream, and pumped 27,000,000 gallons back up a hill into their own
reservoir. Shuff stated that his company will ultimately use in
excess of 200,000,000 gallons a year. He said Gold Mine currently
employs about 200 people, and hopes eventually to have between 450
and 600 on its payroll if they can operate their businesses success-
fully. He believes that the only way the winter business can bde
successful L{s by having the ability to make srow. Shuff testified
that if Gold Mine were to pump its own water from the same water
basin which SoCal uses, the resultant loss of Gold Mine as a customer
would put an additiomal burden on SoCzal's residential and commercial
customers in the district. He requested that the Commission consider
its particular needs and authorize the establishment of an irrigation
rate £or this heavy industrial uscr. He understands that the




A.60735 ALJ/ec /bw

Commission may not wish co coansider a special rate for a uaique
or inéividual customer; but he also points out that there are
special rates (the present tail block) for the public school, the
surk, and Gold Mine. He stated that if Gold Mine is required to
nay more than 40¢ per Ccf fox water, it would have to consider
other mecans f£or securing its water.
Results of Opcerations
SoCal ané the staff have dil:-rent recommendations concerning

three matters. Thesce concern (1) SoCal's proposed new water treatment
plant, (2) its main replacement progran, and (3) the production of
gravity water.

New Treatment Plant

Robert J. Gregg is SoCzl's chief cngineer. He

testified as follows with respect to SoCal's plans to build a water
treatment plant in the Big Bear District:

1. All the water preseatly produced in the
Big Bear Valley is ground water. The
only source of replenishment for that
ground water is water termed "'natural
recharge."

Recognizing that the area was growing
quite rapidly, and that there were
definite limitations on the replenish-
ment of the ground water supply, a joint
study was undertaken in 197§ by SoCal
ané the Big Bear Community Sexvices
District.

The first objective of the study was to
determine the estimated sustained

grouad water yield (that which can be
achieved indefinitely) for the valley.
That study was completed by geologists
employed by Leroy Crandell and Associates
and by a geologist employed by SoCal.

The £igure developed from that study is
about 3,100 acre feet per year.

Anothexr purpose of the study was to
estimate the population growth in the
valley. Forcecasts on growth wexe
developed by such agencies as the
Southern California Association of
Governments, and the San Bernardino County
Assoclation of Governments.

~15~
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It was ectimated that the whole valley including
SoCal's district would require approximately
3,550 acre~feet per year in 1980 to meet projected
demands; in fact, the 1980 total ground
water procduction was 3,850 acre-feet.

SoCal is exseriencing new customer growth
at a rate siightly in exces: of 300
customers per year.

The number of permanent residents in the
district, as opposed to weekend residents,
is increasianz. As a coasequence, the
consumption pattern is changing.

Based upon forecasts and actual experience,
it is expected that an additional source
0f water will be required to meet the
demands of SoCal's customers in 1984.

9. By 1984 SoCal's customer demand fn this
district will be 3,200 zcre-feet.

10. The most economical and reliable source of
. additional water supply is Big Bear Lake.

Gregg described the actual construction plans for the
new plant: The plant will involve a sedimentation and £filter process
{ollowed by dizinfection. At this time it is expected that the
dicinfection will consist only of chlorination. In addition, booster
pumps will be needed to wmake the water available at some pressure.
The intake structure £or the plant will require deep water. The
structure itself will likely consist of a screemed intake facility
in the lake with pumping capability and a water pipeline £o transport
the water from the intake to the plant itself. The components of the
plant will consist of the site work, the comstruction of 2 sedimenta-
tion basin or basins, installation of £ilters, construction of chemical
storage facilities, construction of a laboratory to test water quality,
booster pumps, electrical cquipment, and controls.
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Cregg was anked on cronp-cxaminstion whether, if the
witer loss rote were reduced from the present 31x-42% range to
about 15%, there would s5till be the need to construct the filtration

plant in order to mect future needs of customers. He stated that

much of the unaccounted-for water returns to the ground water basin.
He noted that the geologac studies conducted éié not fully take into
gecount the effect of o feduction 1n water lon: upon sustained yicle,
In other words, the impact of loss reduction would be a reduction in
safc yield since the safc yield study is based upon 3 rcview of
historical ground watcr levels. Another consideration, he stated, is
that it takes a long time to accomplish 2 significant reduction in
water loss of the type associzted with SoCal's 2ig Bear District.
He beliecves that although a reduction in unaccounted-for water is
currently being achicved, there will still be a need for an additional
supply source by 1984, basecd upon the studies mentioned. He stated
SoCal is proposing to construct a treatment €acility in such a fashion
that it may be cxpanded az nced ariscs, and that SoCal iz not pProposing
to build a lot of cxcess capacity into a facality that may never be uscd.
However, Grogg stated that the annual production £rom the facility could
vary from 500 acre~fcet on up, dcpendang upon actual customer demands.
That iz, the annual figure of 500 acre~fect iz a minimum and could be
incrcascd. Gregg testified that the plant will be designed to produce at
an instantaneous rate the cquivalent to 1,500 gpm. I£ chat rate
were sustained for 24 hours per day, cvexy day of the year, it would
result in a total water production Zor the yeax of approximately
2800 acxre feet. However, SoCal does not anticipate that kind of
volume production.
On another matter Gregg testified that SoCal will complete

{n 1982 a 1,000,000-gallon reservoix in the district. As a result,
fin the Red Ant Landing and Lakeview areas, where existing f£ire £low

abeut 2,000 gpm, the flow will be increased to 3,600 gpmafter
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the completion of the reservolr. TFlow after construction of the
reservoir and with the new pipelines will be increased to about
4,400 gzpm. 1In another area near cthe reservoir the £low will be
Increased £rom 900 gpm to 5,000 gpm upon completion of the reservoir
andé new pipelines. Gregg testified that the reservoir is expected
to be completed no later than July 1982.
Discussion on SoCal's Service and Main Replacement Program

By D.87708, dated August 16, 1977 in A.56339, SoCal was
ordered to spend at least $200,000 per year £or main replacements
from 1978 through 1982. SoCal was ordered to £ile annual reports
describing 1{ts main replacement program and, Lif desired, to file a
request £or a rate increase to carn on the added costs of such
replacements. Previously, 4in 1972 when the Commission granted
SoCal a general rate increase, it ordered SoCal to spend $100,000
annually for mein replacements. Sach year after 1972 Solal spent
more than $100,000. The orders pertaining to main replacements
were due to the high water loss rate which was, in turn, ‘related
to the leakage problem and to the need to bleed the system continually
during the winter moanths. The principal cause underlying the orders
for main replacements was that during the widdle of the week
throughout much of the year, there were only about 10,000 people
residing in the district, but on weekends--and especially on long
weckends--the population could increase to between 75,000 and
100,000, creating a severe demand on the system.

Because of the magnitude of the problems in the district
at this time, the staff believes that the main replacement program
should be accelerated. The staff has recommwended increasing
expencitures for main replecements to $500,000 in 1982 and $1,000,000
annually thercafter. SoCal asserts that in order to ¢liminate
w11 lezks and bring fire flows up to current standards, about 459,000 £ft.
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out of the system total of about 800,000 fr. of mains needs to be
replaced. SoCal's estimate of this total replacement cost is abous
$25 million. The staff states in Exhibit 28 that SoCal has replaced
20,585 £r. of main during the period 1978 through 1980--an average of
6,800 ft. per year. At this rate it would take 67 years to complete
the replacement program, and staff comsiders this time period excessive.

Staff recommended in 1ts Exhibit 28 that the f{ltration plant
costs not be included in SoCal's capital budget because of a lack of
definite information concerning the siting of the plant. (At the time
the application was filed, SoCal had not made a decision concerning
the precise location of the plant.) Furthermore, the original £igures
made available to the staff by SoCal were & mere $75,000 for land and
$100,000 for the plant itself. Duxing the hearing Caveney testified
that the land would cost $200,000 for a one-acre parcel, plus an option
to purchase an adjacent second acre for another $200,000. Anthony
explained the underestimate as simply poor judgment on his parz. He
had not consulted with local realtors concerning propexty values before
making his original estimate.

' While the cost for plant construction was originally

estimated at $100,000, SoCal presented new information on this point
at the hearing. We are now informed that Phase I of the progran
will cost $400,000. This phase will include the {mtake and pipeline.
The total plant, Gregg estimates, will cost $1.S5 million. Additionally,
thexe will be othexr costs of an indirect nature, e.g., engineering,
design, overhead, which were not included in the original estimate.
Thus, the revised SoCal figure for total plant cost would be in the
neighborhood of $2,000,000 rather tham $175,000 as originally
estimated.

The staff had opportunity neither to investigate the land
purchase due to the indecision surrounding the siting of the plant,
nox to validate the data relating to projected water needs vis-a-vis
plant capacity and revised plant costs.

-19-
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Cregg has testified that current customer growth is a
littie over 300 customers per year. 7This is only 3.47 pexr year,
(300+10,320 customers), or a little over 107 during the three-year
period or rate life covered by this proceeding. Sofal's Exhibit 14 confirms
this expected growth rate when it shows that water produced will
increase fxom 1,175.9 kCef (recorded) in 1980 to 1,302.6 kCef in
1983.

We are convinced that a need f£for water in addition to
that available from ground sources will exist sometime in the future,
based upon projected residential and customer growth. However, we
cannot lightly endorse the outlay of costly new funds of the magni-
tude- required - particularly in view of the circumstances surrounding
this request ~ until the staff has been afforded reasonable oppor-
tunity to appraise and verify the need for a plant which will more
than double its capacity, and to determine whether the capital cost
for it is prudent. Had the staff been afforded this opportunity, we
could have adequately weighed the recommendations and estimates.

Instead, we will recommend to SoCal that it comsider, at
its convenience, the filing of a rate base offset application for the
specific purpose of allowing the staff opportunity to investigate
the new plant proposal.

Anthony's remedy for some of the system problems is to
spend more than $200,000 annually for main replacements. He would
have SoCal spend $337,225, $320,400, and $310,000 4in 1981, 1982,
and 1983, respectively (Exhibit 15). Staff and others urge that
step increases authorized in this proceeding for 1983 and 1984 be
conditioned upon completion of staff’'s suggested expenditures for
main replacements.

In light of the testimony by customers and SoCal witnesses
concerning excessive leakage and fire £flow, the staff recommendation
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is reasonable and will be adopted. It is clear that an adequate
solution to the massive leakage and Lire flow problems is replace-
ment of as much undersized and worn out pipe as may be financially
practical. ,

While 2 total remedy for the leakage and fire flow problems
will of necessity be a long time in coming, we believe SoCal must
institute a much larger program in the area of main replacement.
Therefore, we will condition step-rate increases for 1983 and
1984 upon the completion of main replacement totaling at least
$500,000 in 1982 and 51,000,000 in 1983, and will order that
$1,000,000 be spent in 1984 for this purpose. We expect that cthe
anticipated customer growth rate in the district (300 pexr year) will
provide a greater base over which to spread the costs associated
with our adopted program.

We directed SoCal in D.87708 to lock all adbove-ground
bleeders to avoid manipulation by vandals. This would reduce, to
some extent, the unaccounted-for water factor. Anthony testified,
however, that bleeders are not locked and that SoCal does experience
some difficulty with children playing with bleeder valves., We will
once more direct SoCal im this decisionm to lock all above-ground
bleeders.

One further point on the plant construction program merits
comment. Elizabeth Clinton raised the issue at the hearing whether
it s legally permissible for SoCal to withdraw water from
Big Bear Lake. Counsel for staff and Solal were requested by the
ALJ to review certain information provided by Clintoa bearing on
this issue. The staff has made no determination on this point, and
does not plan to because of its recommendation that the plant not
be constructed at this time. 3But SoCal’'s counsel bas furnished us
with a letter dated December 15, 1981 (Exhibit A in his brief) from
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the Big Bear watermaster, stating that the Big Bear Municipal Water
District has the right to store water in Big Bear Lake and use that
water in asy manner it choozes, including the sale of lake water to
SoCal.

Production of Gravity Water

Gravity water is that which flows from slant wells and
springs, rogquiring no pumping, ané thus representing a savings in
purchased power COst. mhe amount of gravity water available £luc~
tuates with rainfall. SoCal, in arriving at its estimate of gravity
water, averaged the water available during the previous five years,
which included two drought ané three wet years. The staff estimate
used only the wet years and did not take into account the drought
years. Its estimate was considerably higher than SoCal's. It
appears from Exhibit 19, a graph of rocorded rainfall and gravity
water production 1975-1981, that the gravity water production
resulting from the wet years iz declining sharply. Since neither
estimate was prepared based on long-term analysis, SoCal's gives
better recognition to varying climatic conditions. SoCal’s estimate
ie 23,000 Ccf, the staff's 34,000 Ccf per month. Adoption of SoCal's

stimate would equate €0 an increase in purchased power coOst of
$21,900 per ycar abgve the ctaff estimate.

In the circumstances, we believe SoCal's estimate is more
reasonable since it gives effect to 2 broader range of experience,

ffcetting the three wet years with the two drought years. We will
adopt SoCal's estimate for available gravity water.
Rate of Return

SoCal requests £or the years 1982 through 1984 a constant
rate of return on comnon equity of 16%. This eguates tO returns on
rate baze of 11.84% in 1982, 12.11% in 1983, and 12.41% in 1984.

Seaff recommended a range £0r return on common equity of
14.50 %o 15.0%3. Staff's return on rate base would be 11.08% for
1982, 11.35% for 1983, and 11.67% for 1984, based upon the mid-point

of the staff-recommended return on eguity factor of 14.75%.

In support of SoCal's recomnended rates of return, Caveney
roctified and sponsored Exhibit 1l. Exhibit 11 shows, among other

22~
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things, how SoCal's investment has been {inanced: by boads,
debentures, bank loans, preferred stock, and common equity., The
exhibit shows that currently about 37% of SoCal's financing is
accomplished through equity £inancing. Staff concurs with this
ratio. Caveney notes that during the years 1971 through 1975,
common equity of SoCal was in the neighborhood of 36%. It
declined and stayed at about 317% or 32% from 1976 to 1979 and
then increased in 1980 to about 37%. That {increase was a result
of a major {ssue of common equity by SoCal in Avgust 1980. Caveney
characterizes the issuance as the single most dramstic change in
SoCal's financing in many years.

Caveney testified that the stock issuance was necessary
because the earnings position of SoCal was such that its coverxages
were low. He stated that SoCal could not f£imance with debt or
preferred stock and meet the coverages, and that the step was taken
out of necessity and with the staff urging the {anfusion of addi-
tional common equity into SoCal. He states that the new equity
financing was done somewhat Teluctantly because of the dilution to
the value of the shares of the existing shareholders and because of
the relatively low price which SoCal got for the new stock compared
o 1ts book value. :

Page 2 of Exhibit 1l shows SoCal's actual return on common
equity from 1971 through 1980. The highest returns were earmed in
1977 and 1978 when it was 11.61% and 11.33%; but 1t declined in 1930
to 7.99%. However, Caveney observes, even up through 1979, the
return realized was far lower than any recommended return om common
equity authorized by the Commission during those years. The very
low return on equity in 1980 was due principally, 0f couxse, o the
infusion of the new equity. It constituted that much more equity
over wiich the earnings had to be allocated.

Ixhibit 12 is SoCal's Calculation of Femancial Chazges as
of October 31, 1981. Caveney testified when addressing this exhibit
that SoCal could barely finance a $5 or $6 million bond issue. He

~23.
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stated that the required coverage {s two times the interest, {.e.,
the adjusted income for coverage purposes has to be twice the
interest on the present debt plus that of the additional bonds.

He noted that coverages on $6,000,000 of new bonds, even at an
assumed low interest rate of 15%, come %o only 2.19. Caveney
asserts that there are two f{mportant factors invelved in this area.
One is a requirement of its existing first mortgage bondholders
that bonds may not be Lssued unless SoCal {s able to meet the two-
times Iinterest requirement. The other is the problea of inducing a
pension fund, or insurance company, to buy the bonds. Thexe is a
similar requirement, Caveney states, applicable in comnection with
SoCal's funded debt, L.e., term notes. Again, the coverages here
are very thin, and he notes that SoCal today could not meet the
two-times interest coverage on a $6 million debenture or term note
at 18%. SoCal could barely meet two-times Iinterest at 17%.
Coverages could be met for $5 million at 18%; howevexr, Caveney
states it is & fact of life that although & f£irm may be legally
allowed to issue new dedbt it must still £ind a lendexr who will
offer money at the types of coverages computed.

Testifying further with respect to Exhibit 11, Caveney
said that the information shown on Table 3 of that exhibit concerning
capitalization ratios reflected SoCal's estimated debt costs based
upon information available Iin April 198l. But those forecasts were
absolutely wrong, he states; 8nd as of the date of the hearing SoCal
is accepting the capitalization ratios reflected in staff Exhibit 27.
However, he differs with the staff's projected debt cost of 157 on
a propesed bond issue of $6 million Iin 1982. He believes 15% is too
low. 1In 1983 the staff has projected a bond cost of 147 in
connection with another $6 million {ssuance. Caveney also belleves
147 1is too low; and in copnection with a proposed bond issue of $5
willion in 19584, Caveney states that the rate of 13.57 estimated by
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the staff is too low. He believes that 13.50%, estimated by the
staff in comaection with preferred stock To be issued in 1984, is
too low. Finally, {n connection with Table 14 of staff Exhibit 27,
Caveney believes that the staff estimate of 15% in commection with
bank loans in 1983 1is too low.

Caveney stated that all of these estimates are, of course,
matters of judgment on his part as well as the staff's; that both
parties have been wrong in the past on numerous occasions. However,
he states there is currently a great reservolxr of companies badly
{n need of debt financing, waiting to jump into the long-texm bond
market. He notes that the federal government predicted a deficit
some months ago of about $42 billion but that the estimate has now
{nereased to well over double the original orediction. And while
adnittedly this {s a judgment mattex, nevertheless, with the heavy
needs for money placed upon the wmoney markets by the cowbined demands
of government and industry, Caveney does not see any way in which
debt estimates as shown by the staff will saterialize.

Caveney is recommending a 167 rate of return on cowon
equity so that SoCal can finance the many dollars of debt it is
going to need in the future. He believes that Lif cthe Commission
{s not willing to depart from the stafl recommendation--a range of
16 1/2% to 15%--it should adopt the high end of that range, par-
ticularly in view of the recent history of SoCal where return on
equity has always been far below that authorized by the Commission.

The staff's recommended capitalization ratios and rates of
return are shown as follows:
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TABLE 3

Stafi's Reccooenles Aazes 2% Xetuen

P e PanBaalaladn P omELzZLLeC
Cozsonens : Aa’tlos : : Cosz

(<)

Averape Year 1932

ong=-Terz Ded:
Bank Loans

FeTD Note
Preferred S:tock
Common Eguizy

Total 11.08%

Averace Year 1682

Long-Terz Debt
Bank Loans

Terz Note
Preferred Stock
Cox=on Equity

Tozal

Averaze Year

Long-Ters Dedt L4,00%
Bank Loans | 2.00
Ters Note 5.00
Preferred Stock 12.00
Common Equicty 37.00

Total 100.00%

1/ MYidpoint of Staff's recozmencation.




In support of her recommendation stsff witness Linds Gori
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testified essentially as follows:

i.

Gori arrived at her recommendation of 14.507% to 15.0%

She assumed no lonmg-term debt f£imancing in
1981, whereas SoCal has included a $6 million
issue at an interest rate of 15.78%.

SoCal is currently precluded from Issuing
long-term debt due to Iindenture-coverage
restrictions. In lieu 0f lomg-term debt
SoCal's bankers have advised SoCsl to con-
sider iatermediate financing--specifically,
a 3- o 4-year term note--to meet LIs
engoing capital requirements.

Her estimates of long-term debt financing
reflect SoCal's updated financing plan
through 1984,

Her estimates of the costs associated with
proposed 1982 through 1984 finmancing is
based in part on & rTeview of trends in
{interest rates, ylelds on recent issues of
Class A bonds, and forecasts of interest
rates published in Dats Resources, Inc.
(DRI). Gori's estimates of debt cost of
157 for 1982, 147 for 1983, and 13.5% for
1984 differ from SoCal's estimates of

16%, 15%, and 15% for 1982, 1983, and 1984,
Trespectively.

after analyzing many factors affecting the cost of common

equity. She stresses that there arxe no definitive mathematical
formulas that can caleculate, with accuracy, the cost of equity

It is of necessity a judzment de-
termination considering the requirements of each individual utility.
Gorl was guided in her analysis by standards established by U. S.
Supreme Court declsions and prior decisions of this Commission.é

capital for future perilods.

She summarizes these guldelines as follows:

1/ FPC v Hope Natural Gas (1943) 320 U.S. 591, 603.

Bluefield Water Works and Improvement Co. v West Virginmis Publie
Ommission

ervice

Declsion 74517 Pacific Tel
69 CPUC 53, 67-865.

-27=

ephoné and Télegraph éompany (1968)
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"l. The return to the equity holders should be
commensurate with returns on investwments
in othexr enterprises having similar risks.

2. The return should be sufficient to enable
the utility to attract capital at reason-~
able rates and to assure confidence ia the
utility's financial integrity.

"3. The return should balance the interests of
both {investors and ratepayers.'

Table 7 in Exhibit 27 summarizes data Gori considered
concerning SoCal's common stock book value, dividends, and earnings
for 1971 through 1980. She used this information in arriving at her
recommended capital costs. She notes that during this period the
book value of SoCal's common stock increased approximately $12.6
million. Earnings available for coumon equity totaled approximately
$22.7 million, of which $16.2 million was paid out Iin dividends.

Gori relied upon the following additional factors to
support her recommendation:

1. SoCal is a regulated public utility engaged in
a business which affects the public interest
and oust provide service at reasomable rates.

Fair and reasonable rates must balance the
interests of both the ratepayers as well as
investors.

Intexrest coverage requirements.
Capital requirements.

SeCal's capital structure, capital costs,
and f£inancial history.

Economic conditions ~ the effects of continued
inflation and increases in embedded costs of
capital.

Goxi believes that while current market data are important,
expected market conditions are even more significant during the period
rates will be in effect. She states that while her recommended return
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for equity may seem low umnder today's market conditions when
compared with the curreat cost of long-term debt, such a range will
be appropriate for the period 1982 through 1984. She believes

that the rate of return sought dy an investor in common stock must
exceed by some amount the rate of return he could obtain on & Tisk-
free investment. She states that required risk premiums obviously
depend on the degree of risk which investors perceive--the greater
degree of perceived risk, the greater the risk premium--and con-
versely, the lesser degree of perceived risk, the smaller the risk
premium. She also observes that duxing times of great uncertaiaty,
risk premiums can be negative. Furthermore, she believes that water
utilities can generally be considered less risky when compazred with
other utilities, and, therefore, require a smaller risk premium.
Some of the reasons leading to the latter coaclusion axe:

1. Water utilities are not as capital intensive.
Coastruction programs are much smaller and are
financed to a large degree by advances £for
construction and contributions in aid of
construction.

Water companies do not capitalize interest on
construction projects. Comstruction work in
progress Ls included in rate base which results
in a better quality of earnings and better
¢cash £low.

Water utilities are allowed offset ILncreases

in costs such as purchased water and power

by advice letter £ilings concurrently with
such increases. Energy companies, however,
face a lag between the time fuel cost increases
are experienced and offsetting rates are
authorized.

Water companies are not faced with risks such
as fuel costs, source of supply, nucleax
generation, technological changes, competition,
ete.
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Table 4 1is & tabulation of rates of return authorized,
common equity ratios, and rates for common equity we have authorized
to water utilities between October 1978 and December 1981.
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Questioned regarding the disparities between authorized
and allowed returns realized by SoCal over the last several years,
Caveney stated that there are a number of reasons which contribute
to this result. The first is that SoCal is a multidistrict utility,
and each ratemaking district is considered separately. This means
that SoCal must have individual authority for each district before
that district's rates can be increased. With 19 districts, this
cannot be accomplished by either SoCal or the staff on an annual,
or even on a biennial, basis. Caveney noted that most large utilities
have a single ratemaking area and gre able to justify a genmeral
rate inerease every two years. He cited underestimating by staff
of the cost of money as another principal factor contributing to
the shortfall in realized, as opposed to authorized, rates of retuxn
on rate base and equity.

Concerning retes of return authorized for water utilities,
we stated recently in D.93845, dated December 15, 1981, in A.60567:

'"We agree with the staff that water utilitles,
for the reasons enunciated in the staff
presentation, have different needs with
respect to capital requirements than do other
types of utilities. They are not as capital
intensive, and our traditional allowance in
their rate base of short-texrm construction
work in progress (CWIP) makes for better
earnings and cash flow, Neither do watezr
utilities face the same venture risks and
problems confronted by energy utilities, such
as those associated with drastically increasing
fuel costs and nuclear power plants.

"A fair rate of return 1s essentially the return
that utilities wust have an opportunity to earn
to continue operations - the return & utility
must hold out to investors to induce them to
provide the funds the utility needs to purchase
the plant and equipment necessary to provide
adequate sexrvice."”
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The information shown in Table 5 shows staff-recommended
capitalization ratios, cost factors, and earnings at three points
in the common equity range recommended by the staff. It also
shows returns on rate base at each of these three points and after
tax-interest coverages which would be realized at the common
equity points of 14.50%, 14.75%, and 15.0%.
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g.3L

3.L%
.35
b

5.37

{c)

315
35
-89
L

_5.L6

(e)

AL A
.35
«89
XA

5.55

10.99%

11.08%

11.17%

L/ 2.35%

3. e8%
«30

.77
9L
5.37

2.37x%

3.82%
.30
.77
9L

5.L6

2.39%

3.8%
.30
.77
L

855

11.26%

11.35%

11.44%

3/ 2.27x

2.29%

La20h
28
.73

1.00

5,LO "

2.3.x

L2
.28

11.67%

2.24%

1/ limplicit after=-iax interest coverage.
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Adopted Rates of Return

We believe that for the purposes of this proceeding
a fair return om equity to allow SoCal during 1982-1984 will
be the highpoint of the staff recommendatiom, or 15%.

We are showing in the following table our adopted cost

of momey figures compared with those recommended by SoCal and cthe
staff,

TABLE 6

1982 1987 1084

Staf? Company Adopted Staff Company Adopted Staff Company Adopted
New Bonds 15.00 17.00 15.5 16.00  15.C0 4.5 1%.50 15.00 14.0
Bank Loans 17.50  17.00 17.0 15.00 15.00 15.0 1400  15.00 14.5
Term Note 17.75 17.25 17.25 15.38 15.38 15.38 14.50 15.%0 15.0
New Preferred 12.50 15.00 1420
Common Equity lk.?S'y 16.00 15.0 14.75;/ 16.00 15.0 14.75;/ 16.00 15.0

1/ Mid-point of staff recommendation.

Adoption of the above cost £igures will result in cost
factors, interest coverages, and rates of return as set forth in
Table 7.
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SOQUTHERN CALIFOKNIA WATIR COMPANY

Adopted Rate of Return

After Tax
Weighted Interest
Factors Costs Coverages

1682

Long-Term Debt 7.86 3,46
Bank Loans 17.00 3h
Term Note 17.25 .86
Preferred Stock 7.85 R-1A
Common Stock Equity 15.00 5.5

Total 3 11.15

1698%
Long=Term Debt %.94
Bank loans X0
Term Note .77
Preferred Stock 5%
Common Stock Equity 5 5.55

Total

. 198k

Long-Term Debt
Bank Loans

Terzn Note
Preferred Stock
Common Stock Dquity

Total
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In adopting the foregoing we are mindful of the fact that
the equity allowance of 15.0% will be one-hall percentage point higher
than that authorized recently for four districts of a comparable pudlic
utility water company operating under our Jurisdiction. (D.938L5 1n
A.60567, et al.) But we are also acutely aware of the specizal
circumstances underlying this request, l.e., the need to be able to
finance the main replacement program we are ordering in this deciszion
in addition to the rect of SoCal's capital budget items.

The 15.5%, 14.5%, and 14.0% new bond costs we are estimating
for 1982, 1983, and 1984, respectively, fairly balance SoCal's trading
abllity and interest coverage requirements against the dedbt cost we
recently estimated for Paclfic Gas and Electric Company (PGEE) for
1982 and 1983 4n D.93887, dated Decemdber 30, 1681 4n A.60Q1l53.

There 1z 2 rather long and narrow course over which SoCal
must travel 12 itz customers are £0 benefit from any significant
lessening in the leakage and fire-flow problems. Once having determined
the wisdom of undertaking the course, it i3 no less our "esponsibility
to provide Sofal with the opportunity to obtain the wherewithal <
finance the venture.

SoCal 4z receiving a return on equity which 1s one-half

ercentage point higher than that allowed 4z companion districss

order $0 finance the main improvement program. In the event
improvements are not completed az ordered we will reduce the return
equity to that granted Sofal's other districts this year, lU.5%. We
will 3lso order a refund representing the one-hall npercentage point

to the customers of $oCal's Big Bear District SoCal shall file a
report by October 15, 1982 indicating the status of <he ordered
improvements. At that time 1t shall also file a report indicaving
whether or not it has developed an ongoing fire hydrant maintenance
program which provides that all its fire hydrants are consistentl
reliable. A satisfactory report would show the concurrence of the
Pire Chiel of the 3ig Zear Lake Fire Department with Sofal's maintenance
program. In the event that the Commission finds that Solal has neither
made the ordered improvements by December 31, 1682 nor adeguately
maintained 1tz fire hydrants ané orders refund and a lowering of

-37-
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rates, these lowered ratces ~hall remain 4in effect until SeCal complles
with our order. Also, only at ehat time is SoCal entitled to the ctep
snerease authorized in thic decision for 1983. The same procedure shall
apply for the following year. SeCal zchall report ©o us by October

15, 1983 of 1ts orogress in completing the {mprovements for that year.
in the event that 1t had rotained a2 15% return oOn equity dut had not
completed that year's seheduled improvements, 1ts resurn 00 equity shall
be reduced to 14.5% and a refund of the one-hall percentafe point chall
pe made to 1tz customers. The 1owered rates shall remain in effect
until SoCal completes the improvements.

We recently gave eflect mic Recovery Tax Act of
1981 (ERTA) by issuing our D.9338L8 in 1outing Investigavion
(0I1) 24 on December 15, 1981. Water es will now »e using the
conventional normalization method for treating depreciation and invest~
ment tax credit, thus {nereasing thelr cash flow considerably. We
found 1n D.93848 that normalizatlon 1mproves various financlal indicators
suech as debt-equity ratio, simes=inverest coverage, and embedded ¢ostT

of debt, and 13 therelore properly taken 4imco aceount in setting rate
of return.

Caveney voiced his awareness of the addistional cash Tlow
resulting from the next tax law. r4ed these companywide
inecreazes as follows: $1 million in 1982, $1.5 million in 1983, and %2
million 4in 1984. These figures assume «hat the Comnicsion will allow
normalization for all of SoCal's asstwicts during 1982.

We note with approval Sofal's decis 1gcue new commen
stock as testified to by Caveney and shown During the
period 1976 through 1979 common egquity re®
to 32% of SoCal's total capitalization. We naliave the present
common equity ratio of aboul 37% together with 2 long-tern dewt ratio
of L4% 45 more reasonadble, valaneing safety and economy.

Summary of Earnings

The information shown in Tables 8 and 9 reflects SoCal's
adjusted estimates, the starf's estimates, vhe effect of disputed dssues,
ERTA, and adopted revenues anéd expenses for test years 1922 and 1983.
The offcct of ERTA 4n the 2dopted summary of earnings 1z a $334,500
1pepease in the revenue requirement for 1982, a $359,400 increase in
1683 (or a $24,900 incremental revenue requirement increase over 1082).

~38-
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We have recently adopted a general policy guldeline Tor
Jarper water utillitlics, of authorizing no ratce increace greater
than 50% during any single year to mitigate the effect ol large
increaces to cuctomers. Without this gu;dcl ne we would authorize
in this proceeding an inercaze of 63.9% or ¢8L8 000 in 1982, and
additional increases of 10% or $226,300 in 19883, and 6.9% or
5175,000 4n 1984. By holding the first year increase to 50% we
will be granting SoCal a revenue inerease of $663 ,700 in 1982. The
adjusted difference in revenue between increases of 50% and 63.9%,
plus interest at the adopted rate of return lor 982 we will acdd o
the new revenue we are granting SoCal for 1983. Thiz will ensure
that the total amount of new revenus granted over the three~year
period 1982-1934 will not be diminished. The calculatlions showing
these adjustments are set forth in Appendix Z.

SoCal had sought in 1ts application revenue increass
through 1982 of $811,000 and 5189,500 for 1983. SoCal did not
cachnically file an amended apolzcation ©0 request additional
revenues. While we cannof authorize more in revenues than requested,
in this case we belleve an exception 4z warranted. We are required
by federal law %0 set raves recognizing tax expences imposed Dy
ERTA or have SoCal run the - 5% ts eligihilicy for
accelerated depreciation. This T on was £1leé bvelore passzage
of ERTA and 30 did not include ~ hen the effects became
known, SoCal furnisched notice to itz ratepayers and produced
witnesses and testimony in supovoxt of the inereased amount. Solal
should alzo have amended 1tz application T0 rellect the increased
revenuse requirement dbut it 418 not. It would be administratively
cumbersome to require 1t to €0 =0 now. However, since nctice has
been provided 0 customers (and SoCal has suppoxted the additional
request) we will authorize it without reguiring amendment of the
application.
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Southern California Water Company
Big Bear District

MAHSOKSWWWSWOFMM

- Test year 1902 < Test Year 1904
Staf? ¢ Utility : 8talf = Urility
{Doliars in Tbousands)

Present Rates
Operating Revenues $1,327.  $1,266.0 $1,386.1  $1,339.5

rat es
Purchased Water 3.
Purchased Power 2.8
Payroll 229.0
Purchased Services 168.9
Other OMK Expenses 82.3
MG Ixpenses 13.8
G.0. Allocation 65.9
Deprecistion Expense 175.6
Taxes Other Than Iacome 69.2
Subtotal %,050.0

Tneollectivles 3.7 -
Local Yranchise Tax 11.6 1.4
CCrT (27.4) (38.2)

3.3
185.3
305.7
189.7
100.%
140.9

8.5
2024
%- 2

1,252.4

T b
2.

NP
o 0

L)

.
O W
. . .
WP FIW

PN

T

33
O oW
38R

|

v
| o
&
e
| aad
&
o

"\‘

©
Be
NDO

»

(L)
FIT before IIC (56.3) (30.4)  (105.9)

Ine
FXT (56.3) (30.4) (105.9)
Total. Operating Expenses 58,4 S A103.3 1029.7
Yet Operating Revenues 339.0 192.2 356.4
Rate Bane 66146.3 6515.1 7672.9

ate of Return 5.13% 2.95 4. 64

Proposed Rates
Operating Revenues 2470.0 2496.0 2740.3 2793.2

rat (1]
Subtotal 1,050.8 1,2h2.%  1,257.7 1,292

Tncollectidles 6.9 11.2 .7
Tocal Franchise 21.7 22.0 .1
cerr 87.0 86.4 3
o7

v

PIT before IIC 413.3 463.4
Ime - -
b p 413.3 463 .4 P
Total Operating Expenses »1579.7 1725.3 1730.5
Net Operating Revenuss 890.3 770.7 1009.8
Rate Base 6614.3 6515.1 7672.9

Fate of Return 13.464 11.83% 13.164
. (Regative Figure)

1/ Include additional reverue requirements due to Economic Recovery Tax Act of 1981.
~39~-
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TABLY 9

Southern California Water Company
Big Bear District

ADOPTED SUMMARY OF EARNINGS

Test
Year 1982

Tezt
Yeur 1983

Present Rates

Operating Revenues

Operat

ing Expenses

Purchased Water

Purchased Power

Payroll

Purchased Services

Other OM Expenses

ALG Expenses

G.0. Allocations

Depreciation Expenses

Taxes Other Than Income
Subtotal

Tncollectibles
Local Franchise Tax
cC¥IT

FIT before ITC

Ie

r¥IT

Total Oporating Expenses

Net Operating Revenues
Rate Base
Rate of Retwxn

Proposed Rates

Operating Revenues
Operating Expenses

Subtotal

Macollectibles
local Yranchise
CCFT
rIT before ITC
IIC
FIT
Total Operating Expenses

Net Operating Revenues
Rate Base
Rate of Return

(Doliars in Thousands)

$1,327.%

3.3
16%.7
229.0
168.9

82-3
3.8
65.9
175.6
69.2

$2.,386.1

3.3
172.%
248.4
185.8

89.8
122.2
.2
208.2
78.1

%,072.7

3-8
(n.s
(55

(T5o5)

1,179.4

5.0
12.4

&3

(25.3)

999.3
328.1
6,614.3

L.9&k

2,175.9

1,072.7
6.2
19.3
57.0
283.2

283.2

T,0L0-L
34L5.7
7,672.9
Loe 5%

2,498.4

2,179.%
T2
22.2
652
3l2ed

2.1

LySCel
T37.5

6,614.3
11.154

(Negative Figure)

=40=

15616.0
882.%

7,672.9
1..50%
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The 11.157% and 11.50% returns on rate base we are
authorizing for 1982 and 1983 will result in revenue increases of
63.9% or $848,000 and 10.0% ox $226,300, respectively. The 11.87%
return on rate base for 1984 will give effect to financial
attrition of 0.37%.

Net~-to~Cross Multiplier

Staff's net-to-gross multiplier of 2.073 is based on the
following percentages:

California Corporate Franchise

Tax Rate 9.6%
Federal Income Tax Rate 46.0
Uncollectible Rate 0.279
Franchise Rate 0.88

The net-to-gross wmultiplier represents the change in gross
revenues required to produce a unit change in net revenues, i.e., a
change in net revenues of $1.00 requires a change in gross Yevenues
of $2.073.
Operational Attrition in Rate of Return
| SoCal has requested step rates for the years 1983 and 1984
based on test years 1982 and 1983. To compute operational attritiom,
the staff estimated both 1982 and 1983 revenues at present rates
and estimates operational attrition in the rate of return of 0.457%.
Recognition of an adjusted rate of attrition between 1983 and 1984
of 0.30% will provide SoCal with revenues adequate to compensate
for the increase in main replacement program f£rom $500,000 to
$1,000,000 in 1983 and 1984 which we are ordering in this decision.

41~
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Total Attrition Allowance

Total actrition allowance for 1984 is 1.127% on 1983
rate base. Application of a net-to-gross multiplier of 2.0737%
will produce further revenue increase in 1984 of 6.97 or
$175,000 over the 1983 authorized revenues.
Rate Design

SoCal's presenc rates in the Big Bear District apply
generally for metered service. The exception is the £lat race
service provided in the Fawnskin area of the district. Its
cariffs also have rates for public f£ire hydrant sexrvice. Table 10
which follows shows SoCal's present rate structure within the
Big Bear District both for quantity rates and sexvice charges.
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CAmI TN AT TEARNTA WATER P OVDLNR

Present Rates

Sehedule Yo, PB-1

Pig Rear District

ENERAL METERED SERVICEH

APPLICARILITY

Applicable to gencral metered water service.

TERRITORY

Wichin the established Big Bear District.

RATES i Tire Pro-
tection

Surcharge

Per Meter Per Neter

Quanticy Rates: Per V“onth Per Month

Tirst 500 cu.fz., per 100 cu.ft. 3 0.25
Nevt 14,500 cu.ft., per 100 cu.ft. 0.833
. Over 15,000 cu.ft., per 100 cu.ft. 0.587

Sexvice Charge:

Tor 6/& » 3/L-inch meter .cvoccverraccene $ 6.21
For 3/4minch METEY avesovssvarosaves 9.20
For l1-inch MeELeT ..o . 13.00
For 1=1/2=inch meter ceus 17.00
For 2~4inch meter . 23.00
For 3=1inch meter . . L1.00
Tor Leinch meter . PP $5.00
For 6=inch meter . . 91.00
For feinch DeTeY seererrocen 135.00

™¢ Service Charge 4s a readiness=Lo~s5¢TVE
charge applicable to all metered service
and zo which is to de added the quantity
charge computed at the Quanticy Rates.

The ratese for quantities of water used adove 500 cu.ft. 4nclude an
amount per 100 cu.ft. granted as offset rates as shown below.

Offset Offset
Advice CPuC Supply Included
Letter Resolution Date Rate Cost in
Number Nimber Effective Increase Rates

568=-W wW-2628 L=18-80 10.4c 10.4¢

—b3-
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The present rate structure is a lifeline design, specifying a
charge per 100 cu.ft. (Ccf) for the £irsc 500 Cef. SoCal proposes
to terminate the lifeline design and name as quantity rates one flatc
rate for all water delivered per 100 Ccf.

Han testified for the staff with respect to rate design.
His recommendations are contained in Chapter IV of Exhibit 28. He
states that the majority of the customers in the Big Bear District
are weekend vacatiomers with second homes. He notes that the
average umonthly consumption per customer is only about 6 Ccf,
compared with typical monthly use in the southern California area
of 20-25 Cecf. Han testified that variable expenses related to
watex production account for only about 167 of total expenses,
excluding income taxes and return. He further notes that plant
investment related to water production amounts to 147 of the total
net depreciable plant in sexvice, and therefore approximately 847
of the expense and 867 of the plant investment relating to water
production is f£ixed. Currently, Han states that the sexvice charges
in the rate structure provide adbout 657, of the revenue requirewment
with the quantity charges providing the remaining 35%. Han believes
that 4n the Big Bear District 4Lt Lis proper to allocate more of the
fixed costs to the service charge portion of the rate structure.
He recommends that the rates be designed to produce 757 of the
revenues from the sexvice charges, and 257 from quantity charges.
SoCal concurs with this recommendation.

With respect to SoCal's proposal, that the current three-
bleock quantity rate structure be redesigned into a single block,
Han believes that such a simple structure would not provide the
flexibility necessary to produce fair recovery of cost of service
from different classes of customers. He recommends that the current
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three-block structure be retained. He further recommends that in
order to provide a differential of 257 between the lifeline and
average rates, there be no increase over the present 25¢ per Cef
for the first 3 Cecf. ‘

We have commented recently in other proceedings with
respect to the negative effects upon conservation efforts of rate
designs which allocate larger portions of the rate structuxe to the
fixed charges. (See for example D.93845, dated December 15, 1981,
in A.60567.). However, we believe, in light of the circumstances
surrounding this district, that the recommendations £from staff and
SoCal with respest to the greater allocation of rate responsibility
to fixed charges should be adopted, chiefly because vacation home-~
owners will then bear a more equitable portion of the responsibility for the fixed
costs required for the system to operate successfully and to be modernized.

We £ind that the single-block commodity rate structure
recommended by SoCal would not provide sufficient £flexibility to
produce fair recovery of cost of sexvice from the different classes
of customers and that the three-tier system presently set forth in
SoCal's tariffs should be retained. Furthermore, as recommended
by the staff, in order to provide a differential of 257 between
the lifeline and average rates, we will esuthorize no increase for
the f£irst 3 Cef of water, and will adopt uaniform percentage increases
to be applied thercafterx.

The same percentage increases applied to the metered
service ovexr 3 Cef for the metered customers should be apvlied o
the Fawnskin area where £lat rates are named in SoCal's tariff.

In the circumstances the staff rate design is reasomable and
will be adopted in this proceeding.
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Findings of Fact

1. Although SoCal's water quality is satisfactory, the sexvice
territory in its Big Bear District Lis not efficiently served.

2. Unaccounted-for water in the district is estimated to range
between 327 and 41% per year of total water supply.

3. The high rate of unaccounted-for water is due to numerous
leaks and to SoCal's bleeder program, which is necessary in order to
prevent freezing in the pipes during cold weather.

4. A number of fire-flow problems have been experienced in
the district. The principal problem=--low pressure--is due to leaks
and undersized pipes installed by predecessor operators of the system.

S. In order to eliminate all leaks and bring fixe flows up to
current GO 103 standards, about 459,000 of the system total of
800,000 fr. of main needs to be replaced. Total cost of this main
replacement would be about $25 million.

6. SoCal has replaced about 6,800 ft. of main per year during
the three-year period 1978 through 1980. At this rate it would take
67 years to complete the replacement program.

7. Staff recommends that SoCal spend $500,000 during 1982 and
$1,000,000 per year after 1982 for main replacements.

8. Adoption of the staff-recommended main replacement schedule
will enable SoCal to more effectively continue its program for
remedying the leakage and fire-flow problems.

9. A study was commenced in 1978 to determine the estimated
safe-sustained ground-water yleld available in Big Bear Valley.

This study also projected population growth and water demands for
the valley.

10. The results of the study indicate that SoCal will have a
need for a water source, in addition to available ground water, &t
some time in the not too distant future in order to meet the demands
of the projeccted increased number of customers.
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11, SoCal determined that it would be necessary to use
Big Bear Lake as the source £rom which to provide the additional
water necessary to meet increased customer demands. In this
connection SoCal initiated plans for the purchase of land and
construction of a filtration and treatwent plant.

12. The costs for land and plant were originally estimated
by SoCal to be $75,000 and $100,000, respectively. It was not
until a few days before the hearing that the staff was informed
of a drastic upward revision in the estimated costs.

13. The combined costs for land and plant are currently
estimated to be between $1.5 million and $2 milliom. The plant
would more than double SoCal's water-producing capacity in its
Big Bear District.

l4. The staff has not been afforded adequate opportunity to
investigate the need for a filtration and treatment plant of the
capacity contemplated by SoCal, nor to determine whether the
associated c¢costs for land and plant construction are reasonably
prudent.

15. SoCal may file a separate application for a rate base
rate increase, which will give the staff time to properly study
the need for and projected costs of the proposed plant.

16. The SoCal projected gravity water production in the
Big Bear District is more reasonable than the staff's
since it is based on a broader range of experience than the
staff's estimate.

17. The recommendation that SoCal be oxrdered to use fire
hydrants for which it can expeditiously obtain replacement parts
is reasonable.

18. SoCal has not locked bleeding valves as ordered in
D.87708. SoCal has experienced tampering with these valves since
D.87708 was issued in August 1977.
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19. Capitalization ratlos gset forth Table 7, together
with cost factors, welghted costs, and alt cax interest coverages,
ratrly portray estimated debt and equity costs SoCal will experience
during the period 1982~1984.

20. A constant rate of retumn of 15.0% on common equity curing
1982-1080 will alford SoCal opportunity to carn returns on rate
base of 11.15%, 11.50%, and 11.87% durling 1982, 1683, and 1984,
respectively.

21, 0SoCal 1z receliving 2 revurn on cquity which ic one-half
percentage point higher than snat allowed in comparable districts in
order to Tinance the main improvement program ordered in thic decislion.

2. Due to our order in this decision thav 30Cal cpend 31,000,000
Cor maln replacement during 1984, SoCal will sul'ter operational
attrition between 1983 and 1984 of 0.75% and sinancial attrition
during, the same period of 0.37%.

23. Information shown Iin Tables & and § properly reflect the
conscquences of ERTA and of our decizion 4n OII 24.

5ll. The majority of customers in SoCal's Big Bear District
consluts of weekend vigitors wich second homesn. Averafe use por
month iz only avbout Ccfl.

25. Varlable expenses account for only abousr 16% of total
exponzes, excluding income taxes and revurn. Approximately 84%
of exponzes are related to fixed costc.

26. Current service charges provide 65% of district revenuc
poquirements. Stall belleves, and SoCal concurs, that the rate
stpucture should be designed to produce 75% of revenues from the
service charges. Such a design would more equitably allocate Iixed
costs between permanent residents and vacation homeowners.

27. Retention of the current shreasblock quantity rate structure
will provide the flexidillty %o produce falr recovery of eozts of

service from the déifferent clasces ol customers.

28. The staff recommends that in order o orovide a differential
of 25% hetween lifeline and average rates, no 1nerease be authorized
for the first 300 Cefl.
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29. Allowance of operational attrition of 0.30% between 1983
and 1984 will provide SoCal with the income teo finance $1,000,000
in main replacement durinjy 1984.
Conclusions of Law

1. Revenue increases of $848,500 or ©3.9% for 1982, $220,200 or
10.0% for 1983, and $175,000 or v.9% for 1984 are reasonable based
upon adopted results of operations for SoCal’'s Biy Bear District. It

is also reasonable in this proceeding to limit increases in any

single year to 50%. Increases thus granted will amount to $663,700 in
1982, $580,100 in 1983, and $17,200 in 1984, and will mitigate the
effect on customers of large increases without diminishing the total
new révenues we are Jranting SoCal duriny the period 1982-1984.

2. In order to ensure that the leakage and fire-~flow problems
found to exist in the Big Bear District are remedied within a reasonable
time frame, SoCal should be ordered to spend at least $500,000 durinjy
1982, $1,000,000 in 1983, and $1,000,000 in 1984 for main replacements.

3. If by the end of 1982 SoCal does not complete the
improvements ordered in this dec¢ision for 1982, its authorized
roeturn on cquity should be reduced from 15% to 14.5%, rates
in sSoCal's Big Bear Listrict snouvld e redauced o reflect
thix lower return on oquity, and rovenues dlready collected attributable
to the difference between a 14.5% and 15% return on cquity should be
refunded. The lower rates will remain in effect until the improvements
are completed and SoCal receives authorization to charge the step
rate increase authorized in this decision.

4. 1I£ SoCal receives the step rate increase for 1983 authorized
in this decision reflecting a 15% return on equity but fails to
complete the improvements for 1983 ordered in this decision by the
end of 1983, its return on equity should be reduced from 15% to
14.5%, rates should be reduced to reflect this lower return on
equity, and revenues collected in 1983 attributable to the difference

between a 14.5% and 15% return on equity should be refunded. The lower

rates will remain in effect until the improvements are completed and

49~
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SoCal receives authorization to charge the step rate increase aathorized

in this decision.

5. SoCal should not be allowed to include any expenses,
including cost of land, in its 1982, 1983, or 1984 capital budjets
which might be incurred in connection with its proposed filtration
and treatment plant until it may be s0 authorized by subsequent order
of this Commission.

o. SoCal should be authorized to £ile the rate schedules
attached as Appendixes A and 3, subject to the conditions set forth

in Conclusions 7 and 1ll.
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fo The staf’hs rate deslin 1o ponsonablie and should be adonled.

8. The inereases in rates and charges authorized are Jjuctilled
and reasonable and present rates and charges, insofar as they differ
fprom those prescribed, are for the future unjust and unreasonable.

9. 'T'he further Increaces authorized 4in Appendix B should be
anpropriately modifled in the event the rate of return on rate base,
adjusted Lo refleet the rates then in effect, and normal ratemaking
adjuntments Yor the 1?2 months cnded Leptember 30, 1982 and/or
September 30, 1983, exceed the lower of () the rate of return found
reasonadble by the Commisszion for applicant during the corresponding
period in the most recent rate decision, or (») 11.15% Cor 1982 and
11.50% for 1983.

10, Dol 's projected pmravity water nrojection for 1to Bl
pear Distrlet chould be adopted.

11. SoCal should use fire hydrants in 13 1¢ Bear District
Cor which 4t can expeditiously ohtain replacement parics.

12, 36Cal should lock all above~ground wleeding valves in 4tS
145 bear District.

1%. 'f'he step rate Iincreases authorized by thic decision for 1983
and 1984 should be conditioned upon SoCal's completion of at least
£500,000 4in main replacements In 1982 and $1,000,000 in main replace-
ments in 1983.

14. Becausc of the imminent neecd for additional revenue, the
following order should bde affactive the date of signature.

1 1S ORDERED that:

1. Southern California Water Company (SoCal) ic authorized to
Cile for its Big Bear Districy, effective today, the revised rate
sehodules 4in Appendix A. The f£iling shall comply with General Order
(60) 96-A. The revised schedules shall apply only to cervice rendered
on and after thelir cflective date, subject to refund provided below.

». By Oetober 15, 1982 and 1983 SoCal chall file progress reports
with 4the Commiszsion desceribing the improvenents ordered in this declizsion
for those two years. Lt shall also file a report deseribing 1vs Sire

hydrant maintenance program. £, upon review of SoCal's reports for

1932 the Commission finds that SeCal has not completed the improvement

plan an ordered, the Commizsion shall by further order reduce SoCal'c

moturn on cqulty from L5% to 1h.5% and require SoCal to refund $19,500
~50-
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to ltz Blp Bear Dictrict cuctomers and %o reduce 1tz rates by that
amount. { the Commiscion f{inds that SeoCal haz not completed the
lmprovements for year 1983 it zchall reduce SoCal's return on equity
Prom 15% Lo L4.5% and require 1t to refund 328,600 to 1t:c Big Hear
District customers and to reduce 1ts rates by that amount.

J. On or alter November 15, 1982, SoCal iz authorized to (il
an advice letter, with appropriate workpapers, requesting the step
ratLe increnses attached to thisz order az Appendix B, or to file &
lensar Increace which includes a uniform cents per 100 cubic feet
of walter adfustment {rom Appendix B in the event that the Bipg Bear
Dlstrict rate of return on rate bacse, adjusted to reflect the rates
then 1in offect and normal ratemaking adJustments for the 12 months
ending September 30, 1982, exceeds the lower of (a) the rate of
return found reasonable by the Commizszion for SoCal during the
corresponding period in the then moct recent rate deciszion, or
(b) LL.15%. This filing shall comply with GO 96-A. The requested
step raten chall be reviewed by the staflf to determine thelir conformity
wllh this order and chall go into effect upon the ctaff's determination
of conformity. But the staflf shall inform the Commission if Lt find:c
that the proposed step rates are not Iin accord with thiz decision, and
Lhe Gommincion may then modify the increuce. The offeetive date olf
the revised schedule chall be no earlier than January 1, 1983, or 30
days after the filing of the step rate, whichever is later. The revised
schedule shall apply only to service rendered on ané after 1ts
el fective date.

. On or after November 15, 1983 SoCal iz authorized to file
an advice letter, with appropriate workpapers, requesting the step rate
increanes attached to this order as Appendix B, or 4o file a lesser
Tnerense which Includes a uniform cents per hundred cubifc foet of water
adjustment from Appendix B in the event that the Big Bear District rate
of return on rate dbase, adjusted to reflect the rates then in ellect
and normil ratemaking adjustments for the 12 monthc ending September 30,
1963, exceeds the lower of (a) the rate of resturn found reasonable by
fhe Cammicnion for SoCal during the corresponding period in the then
most recent rate decicion, or (b) 11.50%. Such £iling shall comply with GO 96-A.

The requested step rates shall be reviowed by the staff to determine their conf{ormity
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with thiz order and chall go into eflfect upon the stalff's determination
of conlormity. But the ztaff shall inform the Commiscion if it fincs
(hat the proposed step rates are not 1n accord with thic decizion,
and the Commiccion may then modify the increase. The effective dave
ol the roviszed schedule chall be no earlier than January 1, 1984,
or 30 days after the filing of the step rates, whichever 1s later.

5. The step rate lncreases authorized in Ordering Paragraphs
2 and 3 chall not become elffective unlecs SoCal completes the
portionc of its main replacement progran decerived in Conclusions 2
and 11. SoCal shall file appropriate workpapers evidencing completion
of these portions of the program with 1te advice letter flilings for
step rate Increasec.

6. 30Cal shall keep locked all above-ground nleeding valves
in itz Big Bear District.

7. SoCal shall only use Iire hydrantc in 4ts Big Bear Disztrict
for which 1t can expeditioucly obtain replacement parts.

8. By May 1, 1982, SoCal shall mail to all Itc customexrs in
thiz distriet 2 bill insert notice as chown In Appendix D.

Thiz order iz effective today.
Dated March 16, 1982 , at San Francisco,

California.

JOHN E. BRYSON
President
RICHARD D. GRAVELLE
LEONARD M. GRIMES, JR.
VICTOR CALVO
PRISCILLA C. GREW
Commiscioners

I CERTTFY TEAT THIS DECISION
VAS AP=NOVED BY THE AZOVE

":'E-\“.I-IISS LORERS "TODAY.

'
4

-

VA
e’
i

“seph E. Bocovitz, Exccutive U

)
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APPENDIX A
Page 1

Schedule No. BB~l

Southern California Water Company
BLg Benr District

GENERAL METERED SEZRVICE

APPLICABILITY

Applicable to genernl metered water service.

TERRITORY

Within the ectablished Big Bear District.

RATES

. Per Meter
) Quantity Rates Per Moath

First 300 cu.ft., per 100 cu.fte ccvecee $0.2590
cht 11‘,700 cu.l .y ?QZ' lw Cu-ﬁ- comesaan 0.771 CI)
OVCZ' 15,000 cu. m- ¥ per lw . ﬂ- spesosn 0-510

Service Chaxge:

For 5/8 % 3/4=43Ch DETEr sevevcerrarossncnaes 10.90
For 3/heineh BELET ssscvsoccsscscceonns 1%.00
For l-inch DELEr cecvvrsrocrncccscacs 23.00
For 1-1/2-4nCh METEr ceeerccvencrssncnnss %0.00
For 2=110Ch MEUEY .eevvecntvcorsncnsen 4%0.00
For 3=inch mEYEY scvveccccccncccsnnans 72.00
For Loinch meTEr seveevsscscaseconnes 96.00
For 6=4iNCh METET .cevevvorsascnancees 160,00
For B-5aCh BELEX evecvcccvosnvescnse 235,00

e 2ervice Chnrge 4ic a readineszs-to-serve
enarge applicable to all metered service
and to which 13 to be ndded the quantity
charpe computed at the Quantity Rates.
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APPEXDIX A
Page 2

Schedule No. BEP-2

Southern Californis Water Company
Big Bear Districh

Favoskin Tarif? Area

PLAT RATE SERTICE

APPLICABILITY

Applicadble to all Zlat rate vater service.

TERRLTORY

. Commumity of Fawnskin, San Bernardino County.

RATES

Per Service Comnection
Per Month

For each single unit of
ocw”‘q I..'...-IO--...I..Il.l.l..‘lll......'l.. 511.% (I)

Tor each additiomal umit of

occupancy On same premises snd

gerved from same service

CcOnNECtiOn ccccacrerrrocsscnarcnnasvnrnsonssrocose
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Page 2
SOUTHERN CALIFORNIA WATZER CQYPANY

Schedule No. BB~S

Bip Bear Tariff Area

PURLIC FIRE KYDRANT SERVICE

APPLICABILITY

Applicadble to all fire hydrant service furnished to municipalities,
organized fire districts and other poldtical subcivisions of the State.

TERRITORY

Within the estoblished Big Bear District.

RATES PER MONTH

For each hydrant o« o o o o o o o a o o s = = No Charge

(END OF APPENDIX A)
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AFPPENDIX B

Southern Californis Water Cowpany
Pig Bear District

Each of the following increases in rates may be put into effect on the
ipdicated date Yy Tiling a rate schedule which adds the appropriate increase
to the rate which would otherwise be 4in effect on that date.

P8-) Ceneral Metered Service Effective Date
1-1-33 1=lti

Service Charges

For 5/8 x 3/b-inch meter $ 2.75
For 3/h=inch weter 4,20
For 1-inck peter 7.8
For 1é-inch meter 11.00
Fer 2~inch meter 14.00
Por I={nch meter 24.00
Por L=inch meter 22.00
For 6~inck meter 55.00
For 8-inch meter 79.00

ooo000008
388888

888

Quantity Rates

For the first 300 cu.ft., per 100 cu.rt.
Next 14,700 cu.ft., per 100 cu.ft.
Over 15,000 cu.ft., per 100 ¢cu.re.

RPF=-2 Flat Rate Service

For a single umit of occupancy
For each adéitiosal unlt

(END OF APPENDIX B)
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APPENDIX C

. Page 1

ADOPTED QUANTITIES

Company: Southern California Water Co.

District: Big bear District

1982 2983
1. Water Production: Ccf(1000) 1,043 1,192.4
Wells: 858.5 906.6
Purchased Water: Lok JAA
Surface Water: 281.4 281.4
2. Purehased Power
Electric Cost = Supplier: XE Date: 9=1-1981
Kwhz 26,956 26,956
$ per Kwh: $ 0.060760 3 0.060760
Quantity Cost: $ 1,638 $ 1,628
Fixed Cost: 3 240 $ 240
Total SCE Cost: S 1,878 $ 1,878
Electric Cost: Supplier: So.CW Date: 6=17-1979
Kwh: 2,022,579 2,135,356
$ per XKwh: 3 0.076385 $ 0.076%85
Quantity Cost: $ 155,364 s 163,109
Fixed Cost: $ 5,160 s 5,180
Total SCW Cost: $ 160,52 $ 168,269
Propane Cost: $ 2,675 $ 2,678
Gal: 3’123 3’123
$ por Gal: $  0.856 $  0.856
Total Power Cost: $ 165,100 $ 172,800
3. Purchased Water Eypenses:
Crestline~Lake Arrowhead WD. Date: 7-1~1978
Acro~Foet: 10.1 10.1
S per AF: $ 225 3 325
Cost: $ 3,300 3 3,300
L. Ad Valorem Taxes: 3 50,400 s 57,900
Tax Rate: L.2 L.32%




A.60735  /Al/lw/in ®

APFENDIX C
Page 2

ADOPTED QUANTITI B

5, Number of Service-Metor Sizes 1902
5/8 x /L 9,719

/4 L33

82

L3

64

10,248

6. Metered Water Sales 1982
Range Ccf

0 =3 123,944

L ~ 150 4L9L,029

Over 150 123,027

801,000

7. Number of Service No. of Services Usape=KCel Ave.Usape=Cel/vr,
1982 19873 1982 1967 1232 1087,

Comm,~Metered 10,216 10,2172 6oL 4
public Auvthority 25 25 41.5
Industrial L L 7.5
Other 3 ) 7.6
subtotal 10,7248  10,8L5 .0
Comm. Flat¥ 527 537
Private Fire Prot. 16 16
Total 10,891 11,398
Water Loss: 20.0%
Total Water Produced

717. ! 66.7
1.5 1,20 1,2(0.0
7 ‘ v

9,330.0

2
7N

#Flat Rate Service: Additional units 32 Tor 1900 & 1983,
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Operating Reveaues

Operating Expenses
Subtotal

Tacollectidles @ 0.279%

Loes) Franchise @ 0.88%
Total Expenses Excluding Income Taxes
Yet Before Income Taxes

Plus: Depreciastics - Book
less: Interest Deduction

Net Before Tax Depreciation

State Corporate Franchise Tax
Tess: State Tax Depreciation
State Taxadble Incowe
CCPFT at 9.6%

Fedorsl Income Tax

fess: CCFT
Federal Tax Deprecistion
Preferred Stock Dividend Credits

Federnl Taxabdble Iaccme
FIT at 464

Grad. Tax. AdJ.

e

Total FIT

(Negative Pigure)

. Net to Gross Multiplier: 2.07253

(END OF APPENDIX C)
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APPENDIX D

Bill Insert for SoCal Customers
(Big Bear District)

0f the $848,500 annual rate increase recently
granted to SoCal for its Big Bear Discrict by
che Public Utilities Commission, $334,500 was
attributable to President Reagan's Economic
Recovery Tax Act of 1981, which requires the
Public Utilities Commission to charge ratepayers
for the expense of taxes which axe not now being
paid to the Federal Government and which may never
be paid. This expense may increase in the future.

(END OF APPENDIX D)
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1982 Adopted Adjustments Distribution
(Dollars iz Thousands)

Present Rates R,327.4 o,3e7.4

Adopted Rates 2,175.9 1,991-1

Increase 848.5 (63.9%) 663.7 (50%)
1983

1982 Autborized Rates 2,272.1 2,079.2

Adopted Rates 2,498.4 (1&6.35-/ + :.u.s‘.’-/ ) 2,659.3

Incresase 226.3 580.1

1984 Attrition Allowance

Adopted 178.1 (160.9)

a/ Deferred amoust $848.5 - $663.7 = 2848
For 9.5 menths %)- RNL6.3

b/ Interest
10.75 wo.
1982 $Ru46.3 x 11.15% x —'ﬂzif - 8L.6

(EXD OF APPENDIX E)




