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FINAL OPINION 

By amended application, Apple valley Ranchos Water 
Cocpany (AV) seeks authorization to increase revenues from 
$561,600 to $1,248,300, an increase of $686,700 or 122 .. 21. above 
those produced by interim rates conditionally authorized in 
Decision (D.) 90435 dated June 19, 1979. 

This decision does not order any refunds of the 
intertm rate increase. AV's 1982 revenues will be increased 
by $339,800 or 54.15; to offset increases in operating expenses. 
A ?ortion of the authorized increase of $202,900 is deferred 
until September 1, 1983.. This amount is needed to provide a 
return of 11% on AV's 1982 rate base of $1,109,000. A further 
incr~ase of $168,900 will amortize the deferred $202,900 plus 
interese of $22,300 (11% on the deferred $202,900) over 16 mont~s. 
!he September 1, 1983 inere~se of $371,800 is 40.171. above 
the 1982 revenue level. The d~£erred charge of $168,900 will 
be e1i::tintatee on January 1, 1985.. '!he ~-r:mission r.az recently 
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aeoptee a policy li~tinq tae maqnituee of increases au~borizee 
i::. any year. 

This eecision (a) adopts 1982 staff revenue 
ese~tes ae ineer~ rates and those staff expense estimates 
stipulaeee to by AV, except for purchased ?ower and purehased 
gas expenses which have oeen updated to use late~ purchased 
eleceric and gas rate levels; (b) includes in AV'S rate base 
certain past utility plant eX?eneitures, which were originally 
expensed or owned by associated coc?anies; (c) provides for equity 
funding of some 1981 and 1982 plane additions which associated 
cocpanies or developers had previously agreed to fund with 
contributions; and (d) requires AV to obtain a reconveyance of 
funds fro~ its parent to fund replacement plant ane to complete 
construction of water distribution systems in tracts AV has 

· · · · 

agreed to serve. 
The following table shows AV and staff esti=ates of 

gross and net revenues and rate of return for 1981 at intert: 
rates and proposed rates. !he next eable shows test yea~ 1982 
staff esti=ates at interim and proposed rates and the amounts 
adopted at interim and at authorized rates. 

Esti~ated Year 1981 

: AV :~~~S~t_a_:~:~ _______ : 
:~!-n~ce-r-~---:~?r~o-p-o-s-e-c-:later~ : Pioposec : 

: ___________ !~t_e~Q ___________ :~R_a_t_e~s ___ :~R~a~t~e-s--~:~~~a~t-e~s~~:~R--a-:e-s~---: 
(Dollars ~n thousands) 

Operating Revenues 
~et Operating Revenues 
De~reeiated Rate Base 
Rate of Return 

$ 561.6 $1,248.3 $ 585.8 $1,322.9 
(250 .. 5) 249.5 (245.9) 322 .. 1 

2,112.0 
(Loss) 

2,112.0 
11.81. 

202.2 202.2 
(loss) 159.31. 
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Estimated Yea~ 1982 

: Staff :~~.....,.._A_a....;o~?:-t~eo.rd_...---.,_: 
:":'l-n~t-er-""im--""'!: Pr~o-p-o-s-e"'ar-: Interim : Authorized : 

· ___________ I_t~e~m _______ :~R~a~t~e~s __ ~:~R~at~e~s~--:~R~a~t~e~s __ ~~R-a_t_e-s~---: 
(Dollars in Ihousands) 

Operating Revenues 
Net Operating Revenues 
Depreciated Rate Base 
Rate of Return 

$ 627.5 
(279.1) 
221.7 

(Loss) 

$1,417 .. 9 
328.6 
221.7 
148.21. 

(Red Figure) 

$ 627 .. 5 $1~170.2.!./ 
(338.6) 122 .. 0 

1~109.0 

(Loss) 
1~109.0 

11 .. 01. 

2:,/ $202~900 of this increase, plus interest at 111.~ 
is deferred until Septe~ber 1, 1983. 

The rates adopted conf~ with the current Hydraulic 
Branch model rate structure which includes service charges, a 
lifeline quantity bloek of 300 eubie feet of water per month, 
and a seeond rate bloek whieh does not exeeed the first block 
by more than 501.. 

After distribution of staff eXhibits, AV sought to 
buttress its proposal by submitting Exhibit 13, which develops 
a revenue requirement based on an 80i. operating ratio excluding 
taxes, and Exhibit 14, a reproduction cost new less depreeiation 
study. AV's limited test~ony in support of those approaches 
and its belated argument that the Commission give them weight 
in rate fixing as opposed to a rate base developed from the 
original cost of plant are not eonvincing. 
Background 

The original filing in this proeeeding is AV's first 
request for a general rate increase since beginning its operations' 
in 1947. This proeeeding is the second one in which AV has been 
required to determine the original cost of its utility plant in 
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conformity with the Uniform System of Accounts for Water 
Utilities (USA), to clarify the ownership of utility plant used 
in its operations, and to bring its records into conformity 
with the USA. 

AV's former owners, either directly or through 
affiliated companies, failed to cause AV to file for needed 
rate relief on a timely basis1/ and failed to build' up AV's 
capitalization or rate base to meet AV's public utility 
obligations. They did not maintain an AV reserve fund for 
construction of replacement plant as required by D.58092 and 
D.6609~/ in Case (C.) 6160. Furthermore, they caused AV to 
transfer principal and interest of unexpended advances for 
construction held for later completion of facilities for other 
?urposes. Their actions subordinated the financial integrity 
of AV to promote their subdivision and land sales activities 
and to reduce their income taxes, e.g. they expensed items on 
their books which should have been capitalized on AV's books 
for extensions of AV's system and water plant replacement, .:md t.~ey 

retained title eo used and useful utility plant. AV now seeks 
to incorporate the costs previously expensed by associated 

1/ AV recorded annual losses of $31,045, $41,.633, $54,528, and 
$215,105 beeween 1974 and 1977. This ap~lication was filed 
on December 8,. 1978, the year AV recorded a $347,054 loss. 

~/ Ordering Paragraph 2 of Interim D.58092 states: 
"2. That respondent shall not transfer any 
amounts from its earned surplus account until 
further order of this Commission." 

Ordering Paragraph 1 of D.66095 states: 
"1. Ap{)le Valley Ranchos Water Company shall 
not declare or pay dividends and all net income, 
after taxes, shall be placed in a reserve for 
the replacement of ?lant, subject to the reten· 
t10n by it of those investments and sources of 
income producing the funds to be placed in the 
reserve." 
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companies in its utility plant, to include those costs in its 
1981 rate base, and to increase its rates to meet its operating 
expenses and to provide an 11.811. return on its estimated 
$2,112,000 rate base. Even though AV's financial condition is 
deplorable, AV is providing generally satisfactory water se%Vice 
to its customers at extremely low rates. 

In order to clarify the ownership, deaication to 
public use, and operational status of wells used by AV and to 
record rate base items under the USA, AV engaged the accounting 
f~ Qf Arthur Anderson & Co. (Anderson) to determine the 
original cost and reserve for depreciation of AV's utility 
plant on December 31, 1978 and December 31, 1979. These 
studies were incorporated in the amended application and used 
in the results of operations studies prepared by AV's consulting 
engineer, Donald R. Howard. The Anderson adjustments include 
transfers to AV's utility plant of (1) $1,334,227 expensed by 
associated companies for materials, outside contract labor, 
internally supplied labor, supervision, equipment and truck 
expense, and payroll overheads used in installing AV plant; 
(2) utility plant retirements of $444,125; and (3) transfers 
of utility plant from associated companies to AV of $446,223. 

Staff contends that AV has essentially no equity 
invest~ent in utility plant. Fred K. Hendricks, a staff 
accountant, recommends major changes in AV's balance sheet, 
income statement, and statement of financial pOSition. 
Arthur B. Jarrett, a staff engineer, ado?ted and updated 
Hendricks' rate base adjustments, which include a net increase 
of $1,968,724 in contributions in aid of construction as of 
December 31, 1980. Jarrett prepared summaries of earnings 
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studies for 1981 and 1982. His revised est~te of AV's 1982 
rate base is $212,464, which is $3,264 below his estimates for 
working cash and materials and supplies. He estimates that AV 
will use utility plant whieh eosts3??roxi=ately $5,621,000 to 
serve ap9roximately 5,600 customers in 1982. 

The staff-recommended ,117. rate of return on a $212,464 
rate base would generate earnings of $23,400, which is less than 
37. of AV's 1982 expenses or less than 101. of its construction 
budget. !hat level of earnings would guarantee AV's dependence 
on its parent for any future debt or equity financing and leave 
AV with virtually no margin to eO?e with increased expenses 
and/or decreased revenues. The backgro~~d relating to the 
proposed staff adjustments and the adopted rate base adjustments 
are discussed in this decision. Hendricks' adjustcents are 
summarized in Tables I and J of Exhibit 19. 

AV does not take issue with the 1982 staff estimates 
for operating revenues or expenses, except for regulatory 
commission expense, depreciation expense, and income taxes. 
AV and staff concur that income taxes should be based on 
adopted ~evenues and expenses and should be in confo~ity 
with the regulatory treatment adopted in Order Instituting 
Investigation (OIl) 24 to conforc With the Economic Reeovery 
Tax Act of 1981 (ERtA). Staff aceepts AV's restatement of 
plant for this proceeding. 
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Own0:."zh.i.o .. 
AV'Z tot~l ~uthorized c~pitQlizotion is SSO,OOO for 

1,000 ::.h':HC~~ of $50 p.:Jr v':llue common stock ~hDrcs. On December 31, ../ 
1980, 75 !;h.:lI:'CS wee0 i:::;~u(·d .:Jnd out~t.:lnding. Thccc 75 zhJ.re:z were ini-
tially iszu~d to three individuals., Reserve Oil and Cas Company (ROC) , 
acquired ownershi? 0; ~hc. 75 znares on ~~y 9. 1966. On January 2)p 
1980, Cetty Oil Com?a~y (Cetty) acquired ~11 of ROC'~ Assets, in- ~' 

cludi~~ the AV stOCk. i~ a $628 million merger transae~ion. D.93675 
dateo November 1, 1981 grunted J.uthoriz~tion to Getty to control AV. 

e.GIGO 
The Commi::.sion instituted C.G160 on July 29, 1958 to 

invcstig~te the pr~cticc5, opcrotions, contracts, rules, f~cilitics, 

ond services of AV. Exhibit 12 in C.6J.60 showed th~t: 

.:l. AV proposed to construct $2,254,407 of 
utility pl~nt; it h~d entered into 12 
adv.:lncc-[oi-construction contr~ctG for 
$491,718 ~nd 51 construction contr~ct~, 
r~quiring unzpccificd contributions of 
utility pl~nt ~nd/or c~sh. 

b. Utility ?l~nt of $1,404,832 installed 
prior to December 31, 1961 h~d been 
deducted ~z opcr~tion~l costs for 
income tax purposes by Jffiliated 
comp.)nie::; o!: AV. 

c. AV·s utility pl~nt w~z generally 
conztructocl by ~ffiliated co~panics 
or by subdividers ooaling exclusively 
through an af£ili~tccl comp~ny of AV. 

d. AV·S practice was to in~tal1 only the 
b~zic feeoer lines through a sub-
divi$ion at the time that an advanc~ 
for construction was provided. All 
other p16nt items were not instollcd 
until the development of the subdivision 
required such in=t~llations. 
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~~ended Aoolication 
0.90435 authorized an interim rate increase to enable 

AV to recover its out-of-pocket operating expenses for 1979. In 
order to secure further rate relief in this proceeding, AV was 
ordered to comply with Findin9 12 of 0.90435 which states: 

Hearincs 

"12. It would be reasonable to re~uire AV to 
take the following actions, which may require 
another amendment to its application and 
preparation of exhibits prior to setting 
further hearings on AV's request for further 
rate relief: 

"(a) Prepare an exhibit on AVis agreements to 
serve areas to be developed in the future by 
Ranchos and/or ROG whieh identifies the areas 
to be served, the facilities required to 
serve, and the costs of the facilities needed 
to serve these areas, the obligations and/or 
co~~i~~ents of Ranchos and/or ROC to complete 
the necessary facilities, and the appropriate 
raternaking trea~~ent for past and future 
extensions made on this basis. 

"(b) Prepare a proposal to clarify the ownership, 
dedication to public use, and operational 
status of the wells used by AV. 

"(c) Resolve discrepancies between customer 
and water use data and projected revenues. 

"(d) Record rate base items pursuant to the 
Unifor~ System of Aceounts for Water Utilities. 

"(e) Classify revenues by separate subdivisions 
in aecordanee with the Uniform System of 
Accounts for Water Utilities. 

"(f) Present a financing proposal(s) for AV. 
"(g) Implement the staff accounting 
recommendations set forth in paragraph 24 
of Exhibit 5." 

After notice, five days of hearin9s were held before 
Ad~inistrative Law Judge Levander in Apple Valley and in Los 
Angeles on the rate increase proposal contained in the second 
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a~en~~ent to AV's application. The ~atter was su~mitted subject 
to the receipt of late-filea exhibits and briefs which have been 
received. 
?ublic Wit~ess !esti~onv 

~Nelve persons out 0: about 200 attending the heari~g 
i~ Apple Valley ~ade generally critical statements about AV's 
r3te proposal. The pri~ary objections went to the ~~gnitude of 
the proposed increase, particularly after the interi~ increase. 
C~storners stated that AV ~ept its charses artificially low to 
pro~ote its affiliates' lana developmentsi enough profit was 
~ade fro~ lana sales to offset water syste~ :ossesi they could 
not afford to ~aintain their gardens at proposed rates: ana 
~~e i~pact on elderly persons with fixed incornes was excessive. 
~here were also protests agai~st service charges and service 
charge increases, the unsatisfaetory quality of water, an 
unsatisfactory response to a leak eomplaint, and a construction 

4t crew overstaffing complaint. Another customer is coneerned that 
the rate increase could enh~nce the sales value of the system to 
a local district or to another buyer.~/ 
AV's ~es~onse to ?ublic Testi~onv 

AV assured the Co~~ission that Getty would sec~re 
Co~~ission authorization before any sale of AV is completed. AV's 
:anager testified tha: he expected to resolve a localized water 
quality p:oblem when a new well being completed is put i~ se:vice~ 
a leak :e~o::ed by a~other cus:orner was overlooked d~:i~g a wi~t~r 
emerge~cy which required the services of a lO-~an repair erew for 
13 hours to ?revent the :loodi~g out of several houses in freezing 
weather: ~nd another co~plaint that AV sho~la have used a smaller 
erew and/or ta~en less time to install a new ser'lice may be 'lalid. 

11 A con~em?lated sale 0: AV's stock or of its sys~em by Ge:ty Oil 
Company (Getty) to a Canaciian company has not materialized. 
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Interim Rate Refund Issue 
0.90435 autho~ized an interim rate increase designed 

to ~roduce annualized revenues of $512,760 to enable AV to recover 
its out-of-pocket operating expenses for 1979. The following 
tabulation shows AV's 1979 revenues and expenses, excluding 
de~reciation expense, and net out-of-pocket revenues on the bases 
discussed below: 

Authorized 
Operating Revenues S5l2,760 
Operating Expenses 

Zxcluding Oepre-

Recorded 
S 442,463 

AV 
Normalized 
$ 508,400 

Staff 
Adjusted 
$512,843 

ciation ~5~1~2~,~7~6~0 ______ ~5~6~1~,~0~4~1~ ___ ~6~1~2~,~8~0~0 ______ ~4~6~9~.~6~7~9 
Net Out-of-poeket 

Revenues S======0===S=(=1=1=8=,5=~=/8=)===S=(1=O=4=,=4=0=0)====$==43==,1:6:4 
(Loss) 

AV's recorded 1979 operating revenues and operating 
expenses, excluding depreciation expense, were S442,463 and 
S56l,04l, respeetively. 

AV's weather normalized estimates for 1979 show revenues 
of 5508,400; they increase power for pumping expenses by 560,100 
to reflect updated purchased power and purehased gas rates, reduce 
outside service expenses by $62,500, and reduce regulatory 
co~~ission expenses by 59,700 (from $33,000 to 520,300). 
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Staff witness Hendricks proposes adjustments to 
increase recorded 1979 revenues by 570,380 to 5512,$'3 to reflect 
the interim r~tes on a full-year basis; to decrease expenses, 
excluding depreciation expense, by Sl09,006, including an adjust-
:ent to 565,459 to reflect AV's 1980 transfer of 1979 expenses 
to capitalized labor and overheads: to transfer regulatory 
co~~ission expense to deferred rate charges; and to increase 
other expenses by S17,643. 

On a recorded basis, AV did not recover its out-of-pocket 
costs. AV's nor:alized esti~ates show a substantial loss for 1979. 
o~ a ~ormalized basis, the staff reven~e estim~tes should be 
reduced by S4,400 and its expense estimates should be increased 
by $60,100 to reflect updated purchased power and purchased gas 
rates. Those ~djustments would result in an out-of-pocket loss. 
Since the interim rates were insufficient to recover out-of-pocket 
expenses on either a recorded or on an adjusted basis, no refund 
of the interim rates is warranted. 
Results of Ooerations 

As indicatee above, the uncontested staff revenue And 
expense estimates for 1982 should be adopted except for power 
for pumping. Jarrett's adjustments to AV·s estimates are 
described in Exhibit 16. He used later customer, water use, 
and expense data than AV for trending purposes. Exhibit 16-1 
corrects his estimates for materials and services. Revised 
Exhibit 16-3 reflects income tax expense a~d rate base adjustments 
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to comply with ERtA. The criteria used in the adopted seaff 
revenue, operating expense, and esttm4tes of taxes other than 
income are reasonable. The tabulation of adopted amounts for 
1982 reflects the expense and rate base adjustments described 
below. The summary of earnings at authorized rates reflects 
the adopted rate of return of 11.007. recommended by staff. 

Purchased Power 
Staff esti-nates for purchased electric 'Power of $242,328 

and purchased gas of $66,058 should be increased to $264,100 and 
$86,400, =espectively, to reflect the May 4, 1982 rates of 
Southern California Edison Company and Southwest Gas Corporation. 

Regulatory Commission Ex~nse 
Howard's results of ope:ations study (Exhibit 8) for AV 

~ortizes $60,900 over ehe three years 1979 through 1981. The 
Anderson appraisals for 1978 and 1979 had been prepared and used 
by Howard at the time the second amendment to the application 
was filed .. 

Jarrett's original eseimate amortized $83,870 of 
recorded 1978 to 1980 rate ease expenses, including expendieures 
for outside services, over five years at a rate of $16,774 per 
year. 

AV contends that its actual raee case expenses were 
substantially understated. AV's laee-filed Exhibit 22' summarizes 
costs of $222,841 incurred from December 1977 through October 
1981 ascribed to the rate case and costs of $61,850 for 
~plementing an accounting work order system to account for 
cons~ruc~ion work in progress and to serve as a continuing 
property record. The costs are principally for outside 
accounting, legal, and engineering services. AV recommends a 
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three-year a~ortization of its rate case expenses Qt $74,280 
per year and a five-year a~ortization for setting up the work 
order syste~. 

In.late-filed Exhibit 23, the stQff contends that AV's 
~orkpapers do not contain a detailed breQkdown between its rate 
case expenses and other regulQtory expenses. However, Jarrett 
added $38,204 of additional 1981 costs to his regulatory expense 
esti~ate and a=ortized the total of S122,074 over five years at 
a rate of $24,415 per year. 

The staff brief reco~mends disallowance of expenses 
i~curred i~ re~edying imprudent ~anagement decisions to not 
maintain its books and records in accordance with the eSA, after 
being ordered to do so. In addition, staff believes that any 
regulatory expenses related to the ac~uisition of AV by Getty 
should be disallowed for ratemaking purposes. Staff contends that 
AV's regulatory expenses are exceptionally large due to its long 

~ delay in filing for rate relief: future regulatory expenses should 
be much lower. AV did not address this issue in its brief. 

Given AV's desire to become a self-sustaining entity 
and the low levels of its capitalization and rate base which limit 
its earnings potential, it is unlikely that AV will wait five years 
before again seeking rate relief. The three-year a~ortization of 
regulatory expenses proposed by AV is reasonable. However, the 
request for regulatory expense ~ade by AV in Exhibit 22 is 
unreasonable. The extraordinary efforts made on its behalf are 
due to its failur~ to set its house in order under C.6160. For 
ratemaking purposes Soward's estimate, contained in Exhibit 8, for 
amortization of $60,900 at $20,300 per year is reasonable. 
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In ~dcition, no r~tem~king ~llow~nce for the following 
activiti0~ would be ~p?ropri~tc: 

~. AV incurred expenses of $10,924 in 
1978 in 0 compl~int proceeding, C.10924, 
filed bec~uze of its re[u~~l to 
provide service to Mr. O. E. Parker. 
0.97871 ordered AV t~ serve P~rker. 

b. In ~cdition, to the ~cquisition of AV 
by Getty, AV and/or its owners 
discussed selling its utility assets 
or its stock with a district ~nd with 
another c9rporation. 

Incom~ Taxes 
I 

The adopted 1982 income taxes of S8l,060 includes 
S7~,040 which is the result of ERTA. ERTA increases the fcder~l ~ 
income t~x expense for ratcrnaking purposes by permitting 
normoliz~tion of the benefits from accelerated depreciati~n 
and inve~tment tax credi~ on utility pl~nt ~dditions placed in 
service after December 31, 1980 r~ther than permitting flow 
th:ough of those benefits to AV's customers. Appendix A is a 
notice to AVis customers to inform them of the impact of ERTA. 
Adopted income taxes reflect adopted revenues, ~xp~nscs, and 
:3t6 b~sc ~cljustmcntz. The r~tc base adjustments reduce the 
staff estimate or cont(ibutecl pl~nt as a portion of total 
depreciable plant, which in turn increases dcpr~ciation expense. 

Getty files 0 con::;oliootcd income tox return, which 
include::; AV ' 5 operations. For rotemoking purposes, we will 
adopt the s~aff ~ax tre~tment bascd on ERTA which treats AV ~z 
a sep~ratc entity. The impact of thi~ treatment reduces AV's 
federal income tax liability by $19,250 for taxable income 
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below $100,000. Consistent wieh ehe independent tax status 
treatment of AV, accrued income tax credits of $145,492 used 

· · · · 

in the consolidated tax returns of AV's prior owners will not 
be treaeed as contributions in aid of construction, as proposed 
by staff. 

Rate Base 
The followiug :~ble compares the rounded 1981 

rate base estimates of AV and staff, the 1982 staff esttmate, 
and the adopted rate base for 1982: 

. r~sr !~s~ . 
Item : AV : ~tal:l: : ~tal:t : Aa:0 2ted: 

(Dollars in Thousands) 

Utility Plant $5,420 $5,351 $5,,653 $5,653 
Reserve for Depreciation 11945 1 J 893 2 1 020 2.020 

Net Plant In Service 3,475 3,458, 3,633 3,633 
Additions 

Materials and SuP?lies 51 30 35 35 
Working Cash 173 159 174 186 

Deductions 
Advances for Construction 612 577 576 650 
Contributions, in Aid of 

Construction 975 2,868 3,012 2.,075 
Reserve for Deferred Income 

Tax af ~/ 9 14 .. 
Average Rate Base $2,112 $ 202 $ 212 $1,109 

!of Not calculated. 
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Utility Plant 
Jarrett's 1981 and 1982 estimates are based upon later 

data than used by AV. In addition~ his estimates include ca9italized 
overheads in plant of $58,900 which were expensed by AV. He also 
noted that there was an error in AV's calculation of average plant 
for 1981. The staff estimate of average 1982 utility plant 
rounded to $5~653,OOO is adopted. 

Reserve for Depreciation 
and De~reciation Ex~ense 

Jarrett's estimates reflect his plant esttcates and a 
2.321. accrual rate. Howard concurs with the use of the lower 
service lives p~oposed by Jarrett. !he staff esttmate of an 
average rese=ve for depreciation rounded to $2~020,OOO is ado?ted. 

!he adopted 1982 depreciation expense of $74,560 is 
based on (a) staff estimates of depreciable plant and service 
lives and (b) depreciable contributed plant of $5,$20,850. 

Materials and Su~~lies 
For 1981, the respective estimates are $51,400 

for AV and $30,600 for. staff. ~he staff 1981 estimate 
considers the inventory requirements of several large water 
companies in Southern California. For 1982" Jarrett considered 
customer growth, and price increases in 1982. The 1982 staff 
est~te of $35,000 is adopted. 

Working Cash 
Both AV and staff used a standarized simplified ~ethod 

for determining working cash allowa~ces based on their respective 
estimates of expenses. !his method is used in determining the 
adopted working cash allowance of $186,000 for 1982, which 
reflects most recent cata on the cost of purchased ?ower. 

-16-



A.58520 ALJ/emk/~d 

Ratemaking Treatment of Costs 
to Comolete or Replace In-
tract Distribution Facilities 

Duri~g the years 1958 to 1964, AV entered into main 
extension contracts and accepted deposits of $446,116 to extend 
its water system to nine tracts listed in Exhibit 20-2. AV 
initially installed the basic feeder lines for these tracts. 
Most of the lots in those tracts are vacant. In order to 
guarantee the availability of the money needed to complete the 
distribution system in those tracts, AV invested the unused 
portion of the deposits in 30-day,interest-bearing certificates 
of deposit (CD). The outstanding balance of these CDs was 
$436,600 on December 31, 1978. Hendricks testified that the 
funds from the CDs and accrued interest of over $372,000 
were transferred to affiliated companies and used to pay 

4t operating expenses. Hendricks contends that since the debt 
represented by these advances for construction was forgiven, 
these amounts should be classified as contributions in aid of 
construction. 

Between 1959 and 1980, AV spent $615,820 for ~tility 
plant installations in those tracts. Howard estimates the 
May 1981 cost to complete the di~tribution syst~ in these 
tracts is $296,410. 

Pages 2 through 4 of Exhibit 19 contain a summary of 
five relinquishment agreements, filed in C.6l60, in which various 
developers conveyed water systems and/or money to AV to construct 
systems i~ many tracts or for further extensions of service. 
These assets, including unspent construction funds, were donated 
to AV. In addition, an affiliate agreed to construct and equip 
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a well or wells to supplement AV's water supply to assure the 
adequacy of the supply in exchange for AV's agreement to extend 
service to Tract 3703 and adjacent areas. 

Associated companies subdivided various tracts and/or 
sold lots in AV's service area, and contributed funds for 
installation of portions of the water distribution systems in 
those tracts. But those companies did not deposit funds for 
completion of the systems based on understandings that they 
would contribute additional funds to AV when' needed to construct 
portions of the systems to serve additional customers and/or 
co~plete the water systems in those tracts. Howard est~tes 
the May 1981 cost to complete these facilities is $304,619. 

AV proposes to use equity capital to pay for the 
uncom91eted portions of the distribution systems originally 
funded by either advances or contributions. Staff contends 
that Getty and/or affiliated companies should pay for installing 
the remaining facilities and that AV should classify those 
facilities as contributed plant. 

AV's rate base included $465,729 as of December 31, 
1979 the depreciated cost of in-tract re=,lacementz of distrioution 
plant. Staff classifies those costs as contributions in aid of 
construction because the replacement plant costs were expensed 
by associated companies. 

The Co~~ission considers the oalance of the principal 
and interest originally deposited as advances for construct!on 
as a trust fund for construction of utility plant. Those funds 
should not have oeen used to offset operating losses. We take 
official notice of AV's 1981 Annual Report which shows no 
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ou~s~anding receivables from associated com?anies. Getty should 
transfer back~1 to AV uneX?ended advanee-for-eonstruetion deposits 
and accrued interes~ (including further accruals through the date 
of the transfer). AV should seek Commission approval, by 
3??lication, for any use of those funds other than for installing 
t~e remaining mains, services, and hydrants in those trac~s. 

We do not concur with AV's proposal to comple~e all 
of those facilities, when needed, with equity capital in tracts 
originally financed with contributions. Getty's ?redecessors 
and/or affiliated companies used AV to enter into unauthorized 
arrangements requiring contributions for ex~ending service. 
These associated companies profited as subdividers and/or as 
land sales agents. AV's rationale for using equity capital to 
complete in-tract systems initially funded by contributions and 
relieving associated companies of their obligations to provide 
those funds is its need to build up an earnings base. In this 
instance, we are not persuaded. When needed, AV should obtain 
the remaining costs to complete in-tract mains, services, and 
fire hydrants from the original trace developer or its successor 
in interest as contributions in aid of construction. If that is 
not ?Ossible, Getty should ?rovide those funds. However, we are 
persuaded that AV rather tha~ the associated cocpanies should 
?ay for ~dditional wells and pumping equipcent needed to serve 
additional customers. !herefo~e, 1981 additions of $61,785 for 
wells and ?umping equipment will be included in the adopted rate 
base. 

~/ Getty could retain the funds as an AV investment at pr~e 
interest rates payable to AVon demand. 

-19-



A.S8520 ALJ/eQk/md 

Installation of r~pl~c~cent plane is the nor~l 
obligation of a water utility. AV ~ill not serve additional 
custocers bec~use of the installation of replacement plant. :ts 
associated co:npanies are not receiving additional revenues froe 
lot sales or sales eo~issions due eo inst~llation of ?lant 
re?lace~ents. AV's customers arc r~ceiving the be~efits of 
~oroved se=vice and ex~ense redcctions. ?ower costs are . . 
reduced due to :'o~er water lozzcs and rC'I'ai= costs .:l=e reduced 
due to t!le ins1:.:11la1: ion 0: those rcpl~cements. :.:(; (,leOlj": N! 's 
pro?osal to incluee the replacccent ?lant as equi:1-:i~~~e~cl ?l~~t 

~s ~ro~osed bv s:a!f. ... . ...... 0 ............. c·.··, .. I~.-... c·"ncl'· ... ~ ........ ../I'.A ... " •• ". "'o",c;drot"''':' ... ..... _'....,. '-"-" .. '-' .. , .......... v"'" _ .. _ .... 0,;;- ... 

the relative benefits resclting :roo installatior. of the replace-
:ent plant ;iscussed ~bove, AV's inability :0 ~eet i:s normal tt or e~crgency operating ooligations if there is =Ore than a cinor 
incre~se i~ its ex?cnses or eecrease in ics reven~es, and AV's 
inaoility to ~orro~ f~nds on its own, absent a significant 
earnings ba.se. 

Advances :o~ Const~uction 
In T~ble F 0: Exhibit 19, s~aff ~abul~ted the original 

a=ou~ts of outstanding advances for constructio~ balances and 
to~al ref~nds ?aid on those contracts. The net advances for 
construction :o:~led 5578,189 ory D~ce~oer 31, :960~ 

AV'S recorded adva.nces :0':' constrt.:ction of 5454,47$ were 
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understated by $123,711 on that date. That amount had been 
classified as'contributions in aid of construction. H~ard 

does expl~in how he derived his December 31, 1980 estimate of 
$614,200. He assumed that no new advance contracts would be 
entered into by AV in 1979, 1980, or 1981.. The 1982 staff 
estimate 0: $576,2l6 assumes that no new advance contracts 
were entered into in 1981 or 1982 and partial refunds were 
paid on prior contraets. 

In Exhibit 24, staff broke down its estimate of plant 
additions for 1981 and 1982 by plant accounts and elassified 
the funding of this plant as equity or contributions in aid of 
construction. Staff classified as contributed plant $218,552 
for installing distribution systems in partially completed 
tracts. We will allocate $107,800 of that total to advances 
for construction based on the ratio of $296,400 to complete 
distribution plant installations in tracts o~iginally funded 
by advances to the $601,000 cost of completion of all in-tract 
distribution facilities times the $218,552 cost of new 
facilities. AV should cla.ssify the cost of the fill-in 
installations in the tracts funded by advances as new, 
separate advances for portions of the subdiviSions originally 
funded from the restored reserve to construct those facilities. 
Since a. developer is not entitled to any refunds in excess of 
the amount it advanced, any refunds in excess of the amount of 
the original contracts should be transferred to AV's capital 
surplus account. The 1982 staff estiMate, based on actual 
contracts and refunds, should be modified to cla.ssify the 
$107,800 as advances for construetion on a ~eighted basis. 
!his produces an adopted 1982 amount of advances for construction 
of $656,000. 
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Cont=ibutions in Aid of 
Construction 

Recorded contributions in aid of construction totaled 
$995,797 on December 31, 1980. Hendricks proposes four adjust-
ments changing that total to $2,964,521. The disposition of 
these adjust=ents is discussed belo~. 

A $1,087,198 credit gives effect to the Anderson 
utility plant appraisals and allocates the financing of this 
pla~t between equity capital and contributions in aid of 
constr~ction based on the ~ounts of equity ca?ital and 
cont=ibuted capital shown in AV's general ledger. For 1982 
the net average cost of depreciated in-tract replacement plant 
is $401,000. Based on the staff allocation method (for plant 
installed through December 31, 1978), $164,000 of that amount 
was previously classified as equity. We stated above that these 

4It replacement costs would be treated as equity capital. Therefore, 
that staff adjustment is reduced by $237,000 to $850,200. 

A $929,231 credit adjusts the 1980 transfer of AV's 
intercompany debt to capital s~~plus. Hendricks does not take 
exception to the transfer of intercompany debt from oper~t- . 
ing losses to capital sur?~us, but ~hos~ losses were exceeded 
by recorded debt for construction of plant transferred 
to AV by associated companies to comply with the decisions in 
C.6l60. This plant was primarily funded by contributions in 
aid of construction. Hendricks testified that it is not proper 
to transfer contributions in aid of construction :0 capital 
surplus (see !.os Anc:eles and Suburban Water Co., et al. (1929) 
34 CRe llS, l22) and treated the net 0: losses and in~er­
co~~anv debt as contributions in aid of construction. This .. . . 
adjust~ent originally included $353,083 for a possible duplication 
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in, the At'lderson ~?p!,,03.isD.l of \ltility plant .l'lid .:l $145,492 
adjustme~t for defer.r.ed investment tax credits used by AV's 
parent(s) in consolidaced tax returns. Upon further review, 
Hendricks 3greec that there was no'duplication in pl~nt. 
However, he did not propose to modify his adjustment. He 
con,tends th.:l.t he did not originally consider. the transfers 
of interest on CDs of ~p?roximately $372,000 ~~ contributions 
in aid of construction. rrhc~c funds held for completion of 
tracts :inanced by advances for construction were transferred 
to AV' s pa.rent. For ratemaking purposes, he would rather leave 
the $353,683 adjustment th.:l~ substitute an adjustment of 
approximately $372,000. 

Since there is, no duplication in construction of 
plant and we are requiring AV to reacquire the interest 
transferred to its' parent, there is no basis fo,:, .:11.'1 adjustment 
of $353,683. In addition, AV's c~rned surplus through 1973 was 
reserved for construction of replaceoent plant. Since AV 
improperly used those fu~ds to offset subsequent deficits, 
we are ':'equiring AV to secure those amounts from Cetty_ Those 
losses which will accrue to Getty exceed the deferred invest-
ment tax credits realized by ROC. (!he benefits of those 
credits accrued to Getty by re~son of ROG's merger into Getty.)~ 
We will ~o~ adopt the tax adjust~er.t proposed by staff. ~he 

re~~ini~g portion of the 5taff adjust~ent of $~30,OOO, netting 
the debt on tb~ earlier contributed plant acquisition and 
operating losses, is adopted. 
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We will adopt the ~tarr S76,007 credit adjustment to 
~ . contributions in aid of construction for the following itecs: 

(~) An un~efundec $39,610 ite~ recorded 
prior to 197$ as a current payable 
on adv.ances for construction. 

(b) Retained e~rnings adjust~ent recorded 
by AV. 

We will adopt the st~rr debit adjustu.ent transferring 
$123,712 from contributions in aid of construction to advances for 
constr~ction to reflect the net a~ount outstanding on advance 
contracts. 

As not~C ~bove, we are modifying Jarrett 9 s recoomcnciations 
for 1981 and 19S2 by treating $61,785 for wells and pumping equip-
~ent as equity capital and are transferring S107,000 £ro~ contributed 
in-tract f~ci1iti~$ to advances for conotruction. After giving 
consideration to further depreciation accruals, reducing the con-
tributed balance, and the adjust~ents described above, we adopt a 
1982 average of $2,07;,450 for contributions in aid of construction. 

R~zp.rve for D~!erred Inco~e Tax 
3azed on noncontributed plant additions and consis~ent 

with th~~~~3tzentof deferred inco~e taxes adopted in OII'24, we 
have calculat~d ~r. ado?ted r~zerve fo~ deferred incoce t~x of 
$14,000. 

Rate Base 
The adopted rate b~se of $1,109,000 is the S~~ of 

the elerr.ents described· above. 
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S~~~nrv o~ Ear~ings 

f Table 1 cont~ins ~ sur~~.ry of-earnings At interim and I 
~doptcd rates for 1982. We have recently ndopted a policy for large ! 
W3~~r utilities which allows no rate increase greater than 5~ t 
during any single year in order to ~itigatc the effect of large I' 
inc:"ca.scs. The remain,ing portion of the increase is deferred with 
int~re~t adced at ~he authorized rate of return on the deferred 
a~ount of the i~crcasc. The interest 3S$UrCS that the valuo o! 
the deferred revenue will not be di:inizhed. Since a ;~ increase 
will not cover AV'z operating expenses, we will deviate from our 
policy to allow an incre~ze of $339,800 or 54.15~ to cover those 
cx:>ense:::. Otherwise, w~ wouldhavctoprovicicareturn on the utility's 
expenses. I~ the deferred 19S2 increase plus interest at 11.00% 
is added to the entire 19$2 revenue requirc~ent, Septemoer 1, 19$J 
revenues would increase by $42$,100 or 44.24% above the partial 19$2 
increase ~uthorized. The cumulative impact of those two increases 
on AV'$ custo~e~s is excessive. To mitigate that impact we will 
amo~tize the deferred amount plus interest over 16 months in 1983 
and 1984. We anticipate that AV will seek further rate relicf at 

• ...I.r... t .. . d' ".. t 1981:""'" tn~ en~ o. t_at amor lzat~on pcr~o , l.e., .or wes year ~. ~~e 

Septe~ber 1, 1983 increase o~ $371,800 is 40.17~ ~bove the 19$2 rate 
:evel. The deferred charge of S168,900 will be eliminated on 
J~nuary 1, :985-

Table 1 ~lso cor.tains a s~~ary of earnings at a level 
deSigned to off$ct AV's operating ex?~nses which arc the rates 
authorized for 1982. 
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TA:SLE 1 

SUMMARY OF ~INGS 
E~timat~d ~sults of Op~r.t1ons 

l'etJt Year 1982 

: . .. .. Rates Author1ze4: .. .. .. 
: : Interim . Adoptt"d : '1'0 Offset .. .. .. 

ICe1D : Rat@s : Rat~s'* : 9p!ratiftg 'Exps .. : 

~rat1ng ~euue. $ 627.500 $ 1.170.200 $ 967,328 
1)t"duetious: 

Purehased Powr 350,500 350.500 350,500 

Payroll 251,596 251,596 251,596 
Other O&K Expenses 150,787 150,787 150,787 
Adm:f.n. & Gen. And !Use. 106,787 106,787 106,787 

Subtotal 859,610 859,670 859,670 

e Depreeiation Expense 74,558 74,55S 74,558 
T.~s Other 'I'h&n Income 32.900 32,900 32,900 
IneOUle Taxes 200 81,060 200 

Total Deductions 967.323 1,048,188- 967,328 

Net ~r.t:f.ug Reveuu@ (339,828) 122,012 0 
ne~reeia~@d Rate ~ase 1,109,000 1.109,000 1.109.000 

Rate .of ~turu Lon 11.01- 0 
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Appendix B shows the derivation of the revenue requirement 
of the deferred portion of the 1982 increase made effective on 
September 1, 1983 adopted quantities, relevant statistical infor-
mation, the 1982 income tax ealc~lation, and the derivation of 
the reserve for deferred income tax credit. 
Rate of Return 

Eoward testified that an 11.81% rate of return would 
oe reasonable for AV. Jarrett testified that the Revenue Re~uirements 
Oivision reviewed AV's finances and concluded that an 11% rate of 
return is reasonable. We will adopt the staff recommendation. Tbe 
sum of return on rate base and dep,reciation expense would be 
sufficient to pay for equity funded plant and provide a reasonable 

~ margin for a decline in net revenues. 
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Rate Desigp 
The following tabulation shows AV's inter~ and proposed 

quarterly rates: 

Quantity Rate: 
For all water delivered per 

100 cubic feet ••••••••.••••••••• 

Service Charge: 
For 5/8 x 3/4-inch meter · . . . . . . . . . 
For 3/4-inch meter · . . . . . . . . -
For l-inch meter · . . . . . . . . -
For l~-inch meter · . . . . . . . . . 
For 2-inch meter · . . . -. . . . . 
For 3-inch meter · . . . . . . -. . 
For 4-inch meter · . . . . . . . . . 
For 6-inch meter · . . -. ~ . . . . 

Per Meter Per Qua~ter 
Interim Proposea 
R~tes Rates 

$ 0.188 

6.00 
9.00 

12.00 
16.00 
24.00 
36.00 
72.00 

144.00 

$ 0.4411 

12.00 
18.00 
24.00 
32.00 
48 .. 00 
72.00 

144.00 
288.00 

The Service Charge is applicable to all metered 
service. It is a readiness-to-serve charge to 
which is added the charge, computed at the 
Quantity Rate, for water used during the qua=ter. 

AV submitted Exhibit 15, a comparative rate tabulation 
showing that its monthly bills at consumptions of 30 Cc£, 37 Cc:, 
and 44 Cef at in:erio rates are far below the rates charged by 
the Victor Valley County Water District (Vietor), Hesperia County 
Water District, and ,the Victorville District of Southern California 
Water Cocpany. At proposed rates its billings are below those of 
the other purveyors except for Victor's billing at a consumption 
of 44 Ccf .. 
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!h~ pro;¢sed rates would inc~e~se quantity rates by 
134.6% and ine~e~sc quarterly service charges oy 100%. The 
relat~ve spread of increases between service ~nd commodity charges 
is not'unreasonable. However, in confor~nce with our general 
policy, we will es~~blish a commodity lifeline allo~~nce of 
300 cubic ~cct to encourDge conservation and a second inverted 
block which is not mOre th~n 50% above the lifeline block. The 
adopted rates for 1982 and for September 1, 19$3 are shown in 
Appendix C. 
Ot.he:-.:ssue::; 

AV did not come forWard with an explicit !irAneing 
pro~sal. Its implicit proposal for meeting it~ obligation3 
is its amended request for rate relief based upon its proposed 
rate base treatment for its restated plant. AV's 1981 Annual 
Report shows a loss of $208,081 in its earned surplus account. 
Therefore, ~his acco~~t appears to be UnAvailable as a source 
of funds for AV'~ capital needS. However, a review based on 
the ~djustment$ adopted in this decision might change that 
picture. Between 1963 and 1973 AV's net earnings totaled 
$26;,533- Ordering Paragraph 1 of D.66095, which is still in 
effect, o~de:-ed AV to place those earnings in a reserve for 
replace=cnt of plant and o~dered AV to retain those investments 
and sources prod~cing inco~e to be placec, in the reserve. Ou= 
ordering tho reztoration of the 5263,53; in 1963 to 1973 earnings 
And the $4,6,600 prinCipal and $372,000 interest in the CD reserve 
!u.~ds provides a funding source for new fill-in plant in certain 
tracts and ~ source of rcplace~ent plant funding. AV theretore 
should be required to ~ccure fro: Cetty the restoration of these 
fu.~ds, plus, whatev~r further interest ha~ accrued on the CD funds 
up to the restoration date and cinu~ any expenditures since 
Dece~ber 31, 197$, on fill-in plnnt on tract~ originally financed 
by advances. As indicated above, the disposition or the excess 
of prL~cipal and interest remaining in the advance deposit 
accounts sh~uld be by application. The transfers required 

, .... 
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in ~his decision serve to make AV a viable entity_ We will 
require AV ~o supply documentation tha~ the transfers of funds 
from Getty have been made. 

Hendricks found instances where AV's general ledger 
and accoun~ing records are not kept in accordance with the CSA 
as prescribed by this Commission. AV should make the accountin; 
adjustments and changes in practices reco~~ended by Hendricks 
as modified in this decision. AV should properly record all 
material, labor, and overheads in i~s plant accounts. 

We are putting AVon notice that the Commission will 
consider penalty ac~ion under ?ublic Utilities Code Sections 2100 
et seq. if AV embarks on any further unauthorized extension 
practices. 
Findinas of Fact 

1. AV's former owners, either directly or through affiliated 
companies, failed to cause AV to file for needed rate relief on 

4t a :imely basis and failed to build up AV's capitalization or rate 
base to meet AV's public utility obligations. They did not 
main~ain an AV reserve fund for construction of replacement plant 
as re~uired by 0.58092 and 0.66095 in C.6l60. Furthermore, they 
caused AV to transfer principal and interest of unexpended advances 
for construction held for later completion of facilities for other 
purposes. 

2. These companies expensed items on their books which 
should nQve been cQ~italized on AV's books :0: extensions of 
AVIs system and water ~lant replacement and retained ~itle to 
used and useful utility plant. 
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tt 3. ~V ~ow seeks to i~corporate the costs previously expensed 
~y associatee companies in its utility plant, to include those 
costs i~ its 1981 rate ~ase, anc to i~crease its rates to meet its 
operating expenses and to provide an 11. return on its estimatee 
$2,112,000 rate ~ase. 

4. AV's restate~ent of utility plant, with minor adjustmen~ 
is reasona~le. 

5. ~be depreciated cost of replaceme~t plant previously expensed 
~y these comp~~ies and transferred to AV should be considered as 

6. ~ill-i~, in-tract distribution facilities originally funded 
~y advances for construction should ~e treated as advances :or 
construction. 

7. Fill-in, in-tract distribution facilities in tracts 
initial1v :~ded ~v contributions in aid of construction should - -
be treated as contributions in aid 0: construction. AV shoulc 
o~tain the :unds for that construction from the developers of those 
tracts, their successors in interest, or Getty. 

S. A rate of return on AV's 1982 rate base of 11% is 
reasonable. 

9. The estimates in Table 1 of the s~~aries of earnings at 
authori:ec and adopted rates for 1982 are reasonable. It is 
reasonable to de:er $202,900 of the increase until Septe~er 1, 1983 
and to amortize recovery of the deferred increase plus interest 
of 11% on the ceferred increase over l6 months to mitigate the 
i~pact of the i~crease upon customers. It is reasonable to 
authorize 1982 rates to offset 1982 expenses ~hich ~ould result 
in an increase of $339,800 or 54.15%. The Septe~er 1, 1983 
increase of S371,SOO is 40.17% aoove the 19S2 revenue level. It 
would be reasonable to reduce revenues by S168,900 on January 1, 1985 
after the deferred amounts have been fully ~~or~ized. 

10. AV's 1963 to 1973 net earnings, ~~ounting to $263,533, and 
the principal and interest in AV's CO funds, amountinq to $436,600 
and over $372,000, respectively, as of Oece~~e= 31, 1978, plus 
~hatever addi~iona1 interest has accrued on such CD funds to the 
restora~ion date, minus any expenditures since December 31, 197a, 
on fill-in plant on tracts originally financed by advances, should 
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4It ~ made available as a sour~e 0: funding for new fill-in and 

re~la~emen~ plant. 

Conclusions 0: Law 
1. The failure of ~V's for.mer owners to cause AV to file 

for timely rate relief su~ordinated the financial integrity of 
AV to promote their subdivision and land sales a~tivities and to 
reeuce their income taxes. 

2. AV's fo~er owners caused AV to unlawfully use funds ordered 
to be placed in a reserve for re~lacement plant and to retain 
inves~ents and sources producing income to pay operating expenses. 

3. The ~enefits of these actions accrued to Getty by reason 
of ROG's merger into it. 

4. AV should be required to secure :~om Getty restoration 
of (a) the $263,533 of 1963 to 1973 net earnings which were 
expensed rat~r than set up in a replacement reserve, and (b) the 

4t advance for constru~tion reserve funds eescribed in Finding 10. 
5. The adopted rates are just, :gasonable, and nondiscriminatory. 
6. ~~e application should be grantee to the extent provided 

by the following oreer. 
7. AV should conform its general ledger and accounting records 

in accordance with the USA. 
8. Because of the immediate need for a~ditional revenue, the 

order should be effective today. 
FI~AL ORDER 

IT IS ORDERED that: 
1. Ap?li~ant Apple Valley Ranchos Water Company is authorized 

to file, effective today, the revised rate schedules in Appencix C. 
The fili~g shall co~ply with General Order 96-~. The revised 1982 
sched~les shall apply only to service reneeree on ane after their 
effective date. The eeferred portion of the increase shall apply 
to service rendered on and after Septe~er 1, 1982. Revenues 
shall ~e reduced by S168,900 on January 1, 1985. 
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2. Applicant shall secure from Getty Oil Comp~y the 
restoration of those ~~ounts descri~ed in Finding 10 of the 
accomp~~yin; Final Order. 

3. Within 30 days applic~t shall file with the Commission 
documentation showing the detail of the transfer of funds from 
Ge~ty Oil Company to it. 

4. Applicant shall conform its general ledqer and acco~~tinq 
records in accordance with the Uniform System of Accounts for water 
utilities. 

5. Within 4S days applicant shall mail to all its custocers 
a ~ill inser~ notice as shown in Appendix A. 

~his order is effective today. 
Dated _____ S_E_P __ 2_2_~ __ 82 _______ , at San Francisco, California. 
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APPE~"DIX A 

Bill Insert for 
Apple Valley Ranehos.W~ter Comp3ny 

$7~,500 of the recent rate increase granted to 
Apple Valley R~nchos Water Comp~ny was made 
necessary by changes in tax laws proposed by 
the President .:1nd ?.lsscd by Congress lase yC.:lr. 
This was the Economic Recovery Tax Act of 1981. 
Among its provisions was a re~uircment that utility 
ratepayers be,charged for certain corporate t~es 
even though the utility docs not have to pay them. 
This results from the way utilities may treat tax 
savings from depreciation on their plant and 
equipment. The savings can no longer be credited 
to the ratcp~yer, 'but must be left with the 
company and its sharehOlders. 

For a more detailed explanation of this tax change, 
send a s~mped self-addressed envelope to: 

Consumer Affairs Branch 
Public Utilities Commission 
350 McAllister Street 
San Francisco, CA 94102 

(EN6 OF APPENQIX A) 
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1982 -
Interim Rates 
Adopted Rates 
Increase 

1983 -
1982 Autbor1Z~d Rates 
Adopted Rates 

APnNDIX :s 
Page 1 

Derivation of Revenue Requirement 
Of Deferred Portion of 1982 IDc:rease 

(Dollars in 'thousands) 

$ 6Xl.S 
1.170.2 

S42.7(89.49't) 

$ 967.3 
1.339.1 

$ 
(202.9) 

$ 
371.8 

$ 627.5 
967.3 
339.8(S4.15"Z.) 

$ 967.3 
1.339.1 

(Effective Se-pt. 1. 1983) 
efJJ!rease 371.8(38.44't) 371.3(38.44~) 

The adjuaem.Dt in 1982 is tbe ~ferred 1DCrease. 

1.170.2 ~ 967.3 - (202.9) 

'Ihe aejustment in 1983 is the eefer_r..~ portion of 
the 1982 increase ($202,900) plus a 16-month 
amortization of ~~e deferred portion of the increase 
wi ~~ interest on t."'l.e deferred arrount at 11 %. 

Interest: 
$202.9 x 0.11 ~ $22.3 

Ar.'Ortiz~tion: 

($202.9 + $22.3) x 12 m $168.9 _ Tb 
Annoalized 1983 Increase: 

$202.9 + $168.9 • $371.8 
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1982 
Adopt~d SUafttiti~s 

Water ProdactiOf1: 

W.l1a 

Electric P~r: 
(Suppl.1.r: Ubon. 5/4/82) 

K11owatt·boQr (kWh) 

Cost 

Cost per kWh 

Natural Ca.: 
(Supp11er: ~ 5/4/82) 

Therms 

Cost 

Coat per Tbnm 

Ad Valor~ Taxes: 

EffKt1v. Tax Rate 

N~~-to-Gro •• Maltielier: 

Uncol1~etible Rate: 

2,815,625 cc! 

3.769.513 

$264.100 

$ .07 

123.455 

$86.400 

$ .70 

$13,100 

1.2596% 

2.0506 

.102SX 
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1982 
Adopt@d quant1ti@s 

ltaDg@ - Ccf 

Block 1 0-3 
Block 2 OYer 3 

Tot&l Usage 

182.143 ccf 
2.331,808 eef 

2,513,951 ccf 

Ktmt~ of S.rv1.CIPII (by el.lIs1fic.tio~): 

Class1ficat10D 

Domestic 
COIDtrci&l 
IndWltr:1.&l 
Public Authority 

Total 

Nuab.r of s.'rY1c@. 

M.ter Size 

5/8 x 3/4-iDCh 
l-iDCb 

1J.s-iDCh 
2-iDCb 
3-1Dcb 
4-1tlcb 
6-incb 

Total' 

No. of CustOlM'rS 

S026 
528 

3 
42 

5599' 

(by ~t@r sizlPl: 

No. of Customer-

5.119 
368 

63 
31 
12 
3 
3 

5,599 
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APPLE VAUZ'l RANCHOS WATER COHP ANY 

Income 'tax C&1eu1atiOD 
Teat YeaT 1982 

It~ -
Deductious : 

Oper. .ad Kaint. Expnae. 
'1'axe. Other 'X'ban lDeoft 
Inter~.t 

Subtotal 

State ~axable Income before Deprec1&t1OD 
State Tax ~ree1at1on 

State Taxable IDcome 

State Tax @ 9.6% 

Yeeler.l Tax ~rec1at1on 

lederal Taxable Income 
First $ 25,000 @ 16~ 
Next 25,000 @ 19~ 
Next 25,000 @ 301-
Nexe 25,000 @ ~ 
Over 100,000 @ 46~ 

Toeal Federal IncOtH' Tax 

TotAl Taxee 01l IDCome 

Res.rve for Defnred IDCome Tax (ER:I'A 1981) 
Depreciation • $ 5,000 
I.T.C. • 9,000 

Total • $14,000 

(END OF APPENDIX B) 

$ 1,170,200 

859,670 
32,900 

o 

892,570 

rn,630 
134,9SO 
142,680 

13,697 

74,558 

189,37S 
4,000' 
4,750 
7,SOO 

10,000 
41,113 

67,363, 

81,060 
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APPIJ!. V JJ:LZY lWf3)S WA.'IER. COMP JJf'f. 

1982 Rates 

Quantity Rate: 

lirst 900 c~.ft., per 100 cu.ft. 
Over 900 cu. ft., per 100 cu.ft. 

~rv1ce Charge: 

............... . ........•..... 

lor 5/8 x 3/4-iDch ~ter •••••••••••••••••••••••• 
lor 3/4-1uch meter •••••••••••••••••••••••• 
For l-iach .eter •••••••••••••••••••••••• 
70r l~-iDch·~ter •••••••••••••••••••••••• 
For 2-iDeh meter •••••••••••••••••••••••• 
lor 3-1Dch Geter •••••••••••••••••••••••• 
lor 4-1uch meter •••••••••••••••••••••••• 
For 6-lnch mec~ •••••••••••••••••••••••• 

The Service Charge is & readiness-to-serve 

$ .22 
.30 

$ 9.30 
10.20 
13.95 
19.50 
25.20 
46.50 
63.30 

105.15 

ch&rge which 11 applicable to all metered service 
aDd to which is to be adde<! :~ UIOIlthly cb&rge 
comp~ted at the "Quantity lates. 
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Quantity Rate: 

APPENDIX C 
Page 2 

1983 Races 

Firsc 900 ca.ft., ?er 100 ca.ft. 
Ov~r 900 cu.ft., per 100 cu.ft. 

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

Service Charge: 

For 5/S x 3/4-inch meter ..................... 
For 3/4-~nch meter ..................... 
For 1-ineh mecer ..................... 
For 1~-1nch meter ..................... 
For 2-1nch meter ..................... 
For 3-ineh meter .... ~ •.....•••••..... 
For 4-1nch meter ..................... 
For 6-inch meter ........................ 

$ 0.310 
0.41S 

$ 12.90 
14.20 
19.35 
27.00 
34.80 
64.S0 
87.75 

145.80 

The Service Charge is a readiness-to-serve charge 
which is ap?lic.ble co all metered serviee and to 
~hich is to be added the ~octhly charge compat~d 
at the Quantity Rates. 



~t1ty bte: 

Pirse 900 e~.fe., per 100 e~.ft. 
~r 900 cu.ft., per 100 eu.ft • 

.•.•....•.•.. ...•........• 

For S/8 x 3/4-iDch meter ••••••••••••••••••••• 
70r 3/4-1Deb mecer ••••••••••••••••••••• 
70r 1-inch me~~r ••••••••••••••••••••• 
For l,-iach meter ••••••••••••••••••••• 
For 2-1ncb met.r ••••••••••••••••••••• 
For 3-1~ch ~:er ••••••••••••••••••••• 
Por 4-toch m.t~ ••••••••••••••••••••• 
?or 6-1ach a.ter ••••••••••••••••••••• 

$ .Z1 
.36 

$ 11 • .55· 
12.75 
17.40 
24.30 
31.20 
S7.7S 
7S.60 

130 • .50 

The Service Charge 1, a rea41ne •• -t0-.eTVe 
cbarg~ which is applicable to all ~t~ed 
le1:'V1ce and ~o which i. to be added the 
-octhly charge computed at the Qganti:y Rates. 

(END OF APPENDIX C) 
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w~ will adopt the staff $76,007 c~edit adjustment to 
2on~rib~~ions in a d of cons~~~c~ion for the following i~e~3: 

(a) An un~e~unded $39,610 ite= ~ccorded 
prior to ,1978 as a current payable 
on ad,vanccs for construct.ion. 

(~) Retained earnings adjust:ent recorded 
by AV. 

We will adopt the staff debit adjust:r.ent transferring 
S12J,7}2 f~om contributions in aid of construction to adv~nces for 
co~struction to ~c£lcct the net ~:o~~t outstanding on advance 
contracts. 

A~ noted ~bovc~. we are modifying J~rrett'z recommend~tion$ 
for 1981 and 1982 by treating $61,785 tor wells and pumping e~uip­
~ent as equity capital and are transferring S107,000 from contributed 
in-trnct facilities to advances tor construction. After giving 
consideration to further depreciation accruals, reducing the con-
trib1.:.tcci balance, and the adju:;t:r.cnts described above, we adopt a 
19$2 overage of S2,075,450 tor contributions in aid of const~ction. 

R~s~rve for Defe~red Income Tax 
Based on noncontributce p1~nt additions and consistent 

with the treatment of deferred inco:r.e taxes ado:pted in OII 24., we ../ 
have calculated an adopted reserve for deferred income tax of 
SlL..,OOO. 

Rate Baee 
The adopted rate base of Sl,109,000 is the summary of 

~he e1e=.ents described above. 

-24.-



~.5S52C ALJ/emK/~d/js ALT/COM/JEB 

':~e :;roposed :.:.tes Illould i~cre.:lse quantity rates by 
13~.6~ a~d i~c:ease ~t.:~=t~:ly service ch~r;es by 100~. ~he 

:ela~ive s?read 0: i~e:eases be:weer. service anc co=modity cha:ges 
is not unreasonable. Soweve:, in confo:~ance wit~ our general 
?olicy, we will est~blish a cO~Qodity lifeline ~llowance of 
300 c~bic fe~t to encour~~e conserv~tion and a second inverted 
block which is not ~ore than 50~ above the lifeline olock. ~he 

adopte: rates for 1982 and fo: September 1, 1983 3:e shown in 
'="p?endix C. 
Othe-::o !ssues 

AV did noe come forward with an explicit financing 
pro?osal. Its i=plicie proposal for mee~ing its obligations 
is its ~ended request for rate relief b~seQ upon its proposed 
rate ~ase treat:lent for its res':ated plant. AV's 1981 Annual 
Report shows a loss of $208~081 in its earned surplus account. 

~here:ore, this account appea-::os to be un~v~ilable as a source 
of =u~ds for AV's capital ~eeds. However, a review based on 
t~e adj~s~ents acopted in this decision eight change that 
pict~re. Be~een 1963 and 1973 AV's net earnings totaled 
$263,533. Ordering Paragraph 1 of D.66095, which is still i~ 
effect, ordered AV eo place ehose earnings in a reserve for 
re?lacecent of plant and ordered AV to retain those invest~ents 
and sou=ces oroducing income to be placed in the reserve. Our 
orderi~~ the restoration of the $263,533 in 1963 to 1973 earnin~s 
~~d the $436,600 principal and $372,000 interest in the CD reserve 
funds prov~~e~ ~ fund~~9 source for new fill-in pl~t in certain 
tracts and a source of replacement plant funding. AV therefore should 
be required to secure from Getty the restoration of these funds, plus 
whatever further interest has accrued on the CD funds up to the 
restoration date and minus any expenditures since December 31, 1978, 
on fill-in plant on tracts originally financed by advances. As 

~ndicated above, the disposition of the excess of principal and 
~nterest remaininqin the advance deposit accounts should ~ by' 

application. The transfers required 

-29-


