
ALl / emit /bw 11 

Decision 82 09 ~59 SEP 221982 ' ;:~'.~D)n~0·-'.;·: ~\ I 

BEFORE I'BE PUBLIC urII.I'!I!S COMMISSION OF 'I'BE~¥i ~ /' I!;:' \ ' 

In the Matter of the Application of ) 
SAN GAmtIEL VAIJ.:l:! 'WATER COMPANY, ) 
for Authority to Increase Rates ) 
Charged for Water Service in its ) 
Fontana Water Company Division. ~ 

Application 82-01-22 
(Filed January 14~ 1982) 

Brobeck, Ph1eger & Harrison, by 
Robft-t N. 'LoWrr' Attorney at Law~ 
&lid MiCt'ilD:eI Wh 1:ehead, Attcn:uey 
at taw, for applicant. 

Jean Daze Ratel1e, Attorney at Law~ 
for the City of FOt1tatla, protestant. 

Sa.zedur Rahman and Linda COr!, for the 
comma;sion staff. 

OPIN'ION 
--~ ...... - .... 

th13 decisiotl authorizes applicant, San Gabriel Valley 
Water Company, Foutaua Division (Fontana)" an increase in revenues 
as follows: 

1982 
1983 
1984 

Amount of 
!llcorease 

S132,iOO 
415,300 
l6S.,800 

Percentage 
!nc:'7!'ease 

3.i6 
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these amouots are in=ended~o allow Fontana the 
opportur.iey :0 earn 14';-7S~ return on common cquity~ they will 
be realized by incre4sing the return On rate b4se to lO.i~~' in 
1982, with fu::"ther increas~s :0 11.44'.', in 1983 and 11.81?, in 
1984, to offset anticipated fir~nc1al and operational attrition. 
These latter ste? incre~ses will be s~bject t~ staff review to 
assure :he increases arc not excessive. 

the increases arc necessary to ~~rcit Fontana :0 
retain its present level of service, to continue with serviee 
improvements (m~nd~ted ~y the State Dc?artment of He~lth ~nd 
otherwise), :0 meet its financial oblig~tions. and to ~rovide 
a reasonsble return to its investors. 

In 1982 $5S1~200 a~~t1onal revenue is rc.q1.:.ired . 
bcc~u~c of the 1981 Economi,;: Reco'JC.'::Y 'r.:JX I\ct (ERTJ\j. \.;" :'Jote 

~ th~t 41.4% ~f the lncre~s~ in =~t~s authorized for 1982 in this 
c~ci:ion ic due to the cr£~:t: o~ ERTA. 
:iltroduc:ic,fI 

Font~n~ $~cks ~uthority to inc'c~~c itc r~tcz th~ough 
1984 for general metered ~nd pr~v~tc fi,~ protection cervices 
by th~ following ~rnounts. 

1982 
1983 
1984 

Amount 01 
rncrc~s0 

$1,100,800 
717,300 
298,700 

", 
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PC'rcent~<;;e 
Incrc<:I:c 

33.~?, 

16.3 
S.8 
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Fontana states that these amounts will allow it the opportunity 
to earn a requested l7t return on equity. The figures include 
results of the Economic Recovery Tax Act of 1981 (ER'!A) .11 
F~ea.na cla.ims that its revenues must be increased to enable it 
to meet expenses of fu:nlishing water service, to maintain its 
f1na.ncial integrity, to obta.in and I or retain at reasonable costs 
capital funds necessary for refunding obligations and acquisition 
and construction of necessary additional plant fac1lities~ and 
to provide a just and reasonable return on its present investment. 
Fontana. adds that this need is due to substantial inc-reases in 
major expense items~ increases in rate base and plant invest=ent, 
acd inc-reases in cost of capital. 

!he last general rate proceeding for Fontana resulted 
in a 7.S31. increase granted by Decision (D.) 88271 on e December 20, 1977. Other incTeases and decreases were granted 
by advice letter in 1978, 1979, 19S0, and 19S1, resulting in 
a total increase in rates of approximately 31.. 

An inf~l public meeting c~cerning this current 
matter was be Id in Fontana Oll the evening of Ma%'ch 15, 1982 • 
Prior notices of the meeting were sent as bill inserts to all 
customers. Approximately lS customers attended. There was one 
service complaint. It had to do with a deposit dispute of 
several years ago. l'b.ere were no complaints of current service 
problems. 

1/ ER~ is a federally mandated prOVision which causes an 
increase in income tax expense for ratemaking purposes due 
to elimination of the full flow through to ratepayers of the 
benefits fro= accelerated depreciation and investment tax 
credit on utility plant additions placed in service after 
Decemhe-r 31, 1980. 

-3-
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The formal hearing was held befo:e Admitliser~1ve Law 
Judge Colgan em May 17 and 18~ 1982. It was submitted 0'0 

May 18 pending receipt of wr1tteu post-bearillg staeements to be 
postmarked uot later than JUJ:le 11 ~ 1982. 

Althouzh the Ca:IID:fssion prefers to hold its hearings 
in the affected communities and received many requests to do 
80 1n this e~e, the formal hearing was held in Los Angeles 
rather than Fontana.. '!his was necessary because of the 
severe budget eoustraints CQ state government generally and 
specifically on the travel mds available to the Coaaissioo. 
in Hay 1982. One- perSOtl, Jean beelle, appeared at the 
Loa Angeles hearing to relate the opposition of the TA&,ar: 
and city eouc.c:11 of Fo'Ctaua to the Los Angeles bearing 
loc:ation 3lld to the amotmt of the requested inC'rease. e Mr. Ratelle also stated that the Font~ua. city attorney would. 
file a statement with the· Commission regarding these issues. 
Ve did not receive sUch a statement. 
Background 

I 

the S.an Gabriel Valley Water Company (SGWC) is a 
corporation, owned by Utility Investment Company, which 
produces, distributes, and sells vater in Los Angeles CQUllty 
and distribute. and sells water. in San Be~dino County to 
approxitNItely 60,000 total customers. SG'VWC is divided into 
two cl1viaious for operat1o'G&1 pa%pOses.. '!he Fontana Div1s1on 
has a?p;oxi~te1y 18,200 customers, including private fire 
protectiou sern.ces. 

-4-
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Fontana's Showing 
Fontana presented the testimony of three wit~esses 

in support of its application. '!hey were the president~ the 
vice president-secretary, and the vice president-general 
manager of SGWC. 

!he president and vice president-secretary addressed 
all the issues coucerui%1g finance. '!he vice preside'O.t-ge1l~al 
manager addressed the programs of water conservation and. 
vehicle fuel and energy conservation practiced by Fontana. 
Operating Expenses 

Table 1 compares the est~ted results of operations 
for test years 1982 and 1983 (including ER~ effects) as 
ultimately propounded by staff and by Fontana, and Table 2 
shows the results' of operations as adopted. An explauatiou e of disputed figures follows .. 

. 
?avroll • 

In preparing Chapter 3 of Exhibit 7~ Results of 
0t>erations of the Foutana Division, staff used a wage escalation 
factor for 1982 of 9.5~ despite staff's knowledge that Fontana 
had, in fact, granted a 101. wage increase on Janua:ry l~ 1982. 
However, in preparing Exhibit 8, Results of Operations for .. 
General Office Operation, staff acknowledged the 101. wage 
increase and used it too.. In the calculat ioo. of 1983 wage 
escalation factor Fontana used 101. again; staff used 8.5~ in 
Exhibit 7 and 6.41. in Exhibit 8. 

-5-
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'!A3I.E 1 

San Gabriel Valley Water Company 
Fontana Division 

COMPARISON OF STAFF AND UTII.ITY 
ESTIMATED RESULTS OF OPERATIONS 

. .. . . Test Year 1982 : Tes~ Year 1983 .. . 
: __________ ~It~em~ _________ : __ S~t~3£~f __ ~:~u~t~il~i~t~y~~:~S~tif~f~~:-u~t~i~l-it~y~,: 

(DOiia:cs in Ihous.anas) Present Rates 
Opera~ing Revenues 
0Pp§it~~nses: c ater 

Purchased Power 
Purchased Chemicals 
Payroll. 
Other 0cSM Expenses 
AM; Expet1Ses 
G.O. A1locat:ioll 
Depreciation Expense 
Taxes Other 'l'hatl Income 

Subtotal 
Uncolleetibles e Local Franehise Tax 
CCFr 
FIT Before ITC 
ITC 
FIT 

Total Oper. Expenses 
Net Operating Revenues 
Rate Base 
Rate of Retu:z:on 

Proposed Rates 
Operaeing Revenues 
Operating @1Eenses 

Utlcollece" les 
I.ocal Franchise 
CCF'! 
FIT Before ITC 
ITC 
FIT 

Total Opere Expenses 
Net Operating Revenues 
Rate Base 

.",ate of Return 

$3~369.3 $3~305.8 $3~496.7 $3,462.4 

768.1 
192.6 
32.4 

45l.7 
197.3 
l12.7 
449.3 
262.8 
125.7 

i,592.; 
21.1 
45.5 
17.7 

107.6-o 
107.6 

i~784.5 
584.8 

8,525.4 
6.861. 

$4,473.4 
2~592.6 

2S .. 0 
60.4 

121.6 
557.6 o 
557.6 

3,360 .. 2 
1,113 .. 2 
8,525 .. 4 

13 .. 06t 
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757.7 
146.4 
32.4 

463.5 
219.2 
115.8 
457.3 
270 .. 6 
127.3 

Z,59.0.:Z 
26.S 
44.6 
12.3 
88.0 o 
88.0 

2~'6I.9 
543.9 

8,707.7 
6.251. 

$4,408.5 
2~590.2 

35 .. 8 
59.5 

116.3 
541.5 o 
541.5 

Z~gt3.3 
1,065 .. 2 
8,707.7 

12.231. 

796.8 
192.6 

36.3 
504.1" 
222.6 
142.4 
481.0 
294.8 ' 
136.1 

2,806.7 
21 .. 9 
47.2-
-1.3 
43 .. 0 

o 
43'.0 

2 ~9i7 .5 
579.2 

9,277.6 
6.241. 

$5,156.8 
2,806.7 

32.3 
69.6 

156.2 
725.3 o 
725.3 

5,790.1 
l,366.7 
9,277.6 

14.73~ 

792.1 
l46.4 
36 ... 3 

513.1 
246.5 
148.5 
498.4 
310 .. 0 
137.4 

Z,82lf.7 
2S.1 
46 .. 7 
-2.8 
47.1 o 
47.1 

2~947 .. E, 
, .. - 6 
J'~Q. .. 

9,756 .. 5 
S .. 2'TZ 

$5~145.1 
2~828.7 

41.8-
69 .. 5 

155.3 
731.6 o 
731.6 

3,826.9 
1,31S .. 2 
9,256.5 

13.5l1. 
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e TABLE 2 

San Gabriel Valley Water Company 
Fontana Division 

ADOPTED RESULTS OF OPERATIONS 

: Test Yea~ I~S~: Test Yea~ !;S~ . item . . . 
(bo!iars in Thousands) 

Present Rates 
Operating Revenues' $3,341.8 $3,.468 .. 4 
02e~atin8 Ex~enses: 

PUrchased ater a/ . 768.1 796.8 
Purchased Powe:r::- . 162 .. 8 162 .. 8 
Purchased Chemicals 32.4 36.3 
patoll 463 .. 5 495 .. 2 
Ot er O&M Expenses 197.3 222.6 
MG Expenses 10S.1 142 .. 4 
G.O. Allocations 449.3 481.0 
Depreciation Expenses 264 .. 1 297.6 
Taxes Other Than Income 127.3 136.1 

Subtotal 2,572. 9 2,770.~ 
Uncollectibles 21.5 22 .. 3· 
Local Franchise Tax 45 .. 1 46.8 
CCFI 16.2 -1.3 
FIT Before IIC 101.6 44.1 
IIC 0 0 
FIT 101.6 44.1 

Iotal Operating EXp. 2, '5' . 3 2.g~2.' 
Net Operating Revenues 584 .. 5 585.7 
Rate Base 8,690.3 9,392.0 
Rate of Return 6.731- 6 .. 241-
Pro12osed R."l.tes 

Operating Revenues 4,074.5 4,489.8 
02crating EX2enses 2,572.9 2,770.8 

uncoilectibies 26.2 28 .. S 
Local Franchise 55.0 60.6 
CCFT 8S.1 94_8 
FIT Before IIC 400 .. 2 460.4 
IIC 0 O. 
FIT 400.2 460.4 

Total Operating Exp. 3.i3~ .. 4 3,.415 .. 4 
Net Operating ~evenues S3S.1 1,074.4 
Rate Base S,690.~ 9,392.0 
Rate of Return 10.767. 11.447-

E:,! Southern California Edison Company eleetrie rates 
effective M."l.y 4, 1982. 

e 
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The discrepancy from 0'Ce staff document to another is 
apparently due to the fact that the documents were prepared by 
different persons in different locations at different times. 
Exhibit 7 attempts to comply with the Revenue Requirements 
Division's (RRD) January 6:. 1982 memorandum of wage rate 
escalation estimates for 1981 through 1984:. wllile Exhibit 8 
a.ttempts to comply with R.RD' s updated memorandum of April 29:. 
1982. 

We believe it was reasonable for Fontana. to grant a 
10% W'age increase effective .January 1, 1982 based on t.,"'le available inflation 
data and we. will reflect it 1."1 our ado!?ted results of operations. 'nle data relied 
upoa. by staff were not available at the time Fontana. authorized 
the increase. What was available was a 13~ inflation factor 
for 1981, as shown on both Exhibits II and 12. 

4t We will not, however, adopt the proposed 107. wage 
inflation figure for 1983. Staff's most recent calculaticcs 
estimate it to be 6.41.. THe believe that figure is reasouable 
Thus, the inflation figares used by staff in -Exhibit S will. ~ aclcpteO 
:0: ealc~latin9 the wage e~ense component of ~~e attrition all~e. 

These inflation figures, of course:. must also be 
applied to other payroll-related expenses such as employees' 
pensions and benefit expenses ana payroll taxes. 

-obv-i'OUs3:y .A~ adopt the 1982 staff payroll figtt1:e 
since it uses 1981 recorded ra.ther than estimaeed data used 
by Fontana .. 

-8-
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'No nlabcr 
Neither Foncana nor s~aff presenced much cestimony to 

explain tbe various inflation rates they used for the nonlabcr 
opera~ions esti~tes •. Staff use~ the figures of 8i. for 1982~1 
and 8.6% for 1983 (the· latter figure is see forth in Exhibit 12). 
:Fontana used 1Oi. for both years for some ex~nses, l31. on 
certain ones where it was deemed appropriate, 15.81. f~ trans-
porta~iou e%?ense, and lower tban appropriate postage' figures. 
Fontana. r s figures were all f1.::rnisr.eci to staff. None were 
below 10'7. aceordi:lg to testimony of the vice presicent-
secretary, R.aymond Heytens. 

Since Fontana vas aware of the cisc:epancy a'Cd offered 
no evidence to rebut the tes~t=ony of staff witnesses who 
testified that their inflation figures were based upon the 

tt data described in Exhibits 11 and 12, ~e conclude that staff's 
fi~~es are core reasonable and we vil1 adopt the inflation 
rate of 81. for 1982 and 8.67. for 1983 for ~ny nonlabor inflation 
figures where the parties did not reach agreement on different 
and 3P?ropria.ee figt:res ,in which case ehose will be adope'ed. 

~/ Alt~ouih the only evidence ?:esentee on this point is st~:: 
Exh~bit a, on ;ene:al o::ice expe~ses, ~~OIS memora~eu~ 0: 
~pril 29, 1982 (Exhibit 12) suggests that ~.l~ is cor:ect. 
Staff testimony in Exhibit 7, pa:agraph 3.3, seems to imply 
that the 8% fi;ure w~s de:ived from the predecessor RRD 
memo:andum of Julv 17, 1981 • .. 

-9-
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UtlCollectibles 
Stu: and Fontana differ on the appropriate perceutage 

rate which should be used in estimating uncollectible accounts. 
Staff used an ave-rage of the last five yeClX's. Fontana. used the 
1980 figure, pointing au: that uneollect!Oles have shown an 
upwm:d trend over the last five years. which is not fa1%'ly 
reflected in staff's figu're. Testimony showed that the clos1=g 
of the Kaiser Steel plaut in Fontana in 1981 preceded a very 
large increase in uncollectibles. Staff testimony also made it 
clear that the five years they averaged are not reliable 
indicators of the fu't'U:re. Therefore, we believe the slightly 
higher figure used by FO'O.tana is more reasonable and we will 
adopt it. 

Estimated Average Residential Conspmption 
The :figures of Fontana and staff differ significantly 

with respect to the est1ma.ted ave%age water cotlSUlllptiou for tbe 
test years. 1h1s ocears even though both used the same method 
fer calc:ulatmg the amount. Each took 30 years worth of 
temperature and precipitation data for the Fontana. area. and 
derived a. "-normalized precipitation" and a. f~ormal1zed 
temperature" figure which was then used in conjunction with 
either 10 years or 7 years worth. of reeordecl Fontana 
water consumption data. The convention used for arriving a.t 
these figures is called the "Co=mittee Method", which is a. 
derivation of the "Modified Bean Method" for obtaining unifor.n 
data for l)'redict1on t'U%'POses. . The reason the figures differ 
is that staff deleted the 1977 recorded cousampt1oll figures 
frc= its ca.leulation to avoid distortion due to the 1977 drought 
and its related conservation effect. We think this is the more 
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reaaacable approach when the data being used are far so short 
a. period as 10 or Ifewer years, so we will adopt the staff-
recOIIIDended normalized cOUS'UllptiO'C. figure of 291.3 Ccf per 
residential metered service rather than Foutau. r s figure of 
276.l Ccf. 

This resolves several other discrepancies bet;ween 
staff and Fontana:. such as purchased water and power expense 

/ estimates. 
Utility Plant 

:For 1982:. Fontana. budgeted $243~400 more than it 
actually used to build a reservoir.. Bow~er, it kept that 
amcant of money in the budget and moved up or added certain 
addieio'C&l projects described in Exhibit 13, item 7. Staff 
disallowed all bat $3.700. Staff demonstrated uo basis for 
its action except to say that even without the amount, staff's 
1982 plant addition est~te is still about $500,000 greater 
than the 1978-1931 average addition. 

The testimony of Ivan Holmberg, vice pr'esident-
general manager indicates that all tbe proposed additions are 
& part of the 7-year ittprovemeut project Fontana embarked upon 
at the instigation of the State Department of Health.. It is 
corae%).dable that Fontana 1.8 engaging in these projects; 
however, we do not wi.sh to barden the ratepayers with 
unnecessarily high rates to· speed a 7-year project to 
completion. 'l.'h.erefore, we will allow Fontana to include 
one-half its savings or $126» 700 for whichever of these 
projects it deems most immediately necessary. The rest of the 
savings will be disallo:wed as staff recoamends. Thus we will 
adopt a figure for additians to plant of $2,121,000 for 1982. 

-11-
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Fontana's 1983 projected additions budget includes 
& reservoir at $699'.800 which is no longer being built. 
F~.an.a, ~ain, proposed using that amount to coutruct the 
1984 and 1985 proj ects on its improvement program schedule .. 
Staff claims 1n Exhibit 7 that ouly the 1984 ~ojects should 
be allowed. 'they.alO1mt to $257 ~SOO. For the same reasons 
stated abcve~ we believe that is a·reasonable approach and 
we .adopt it .. 

Application of these adopted rates should alleviate 
some of the d1screp4XlCies between staff &ud Fo'Ct&n& regardill8 
rate base. 
Cost of Capital and Rate of Retu'rn 

, Fontana claims that the intftest rates 01). its futare 
debt f1naccing will be at least In. staff' s wit~ss, research e analyst Gori,. concludes that they will be lowH". She stated 
that the trend in short-term interest rates is goiug down and 
that long-term rates tend to follow. She further stated that 
her estimates of the costs of financing are based on trends 
in interest rates, yields on recent issues of Class A privately 
placed bocds ~nd interest rate forecasts published by Data 
Resourees~ Inc. She assumed an interest rate of 15.51. for 
1982 interim financing, a coupon raCe of 14 .. S~ for 1983. lcmg-
ter.a bond issue, and 14.ot for 1984 interim financing. 

'Fontana a:rgues that the interest rate for its privately 
placed bonds can be estimated by adding 1.97: to tr:. average 
rate of Class AA utility bonds. Cor1 stated that O.5~ 1.a the 
a.ppropriate addition.. We find Gori' s testimony on both these 
issues more convincing because it is based not on one example 
as is Font41l4 t s, but on a historical pattern and .accumulated 
data. 

-12-
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tt Font~n~ is req~esti~g a step incre~se rate of ret~rn 
on rate base through ~984 (adjusted to adopt staff's capital 
structure anc average-year ~ethoeology) in the following a~ounts: 

1982 11.93% 
1983 
1984 

12.71% 
13.27% 

This, it is ca1c~lated, will give Fontana the opportunity to earn 
a 17% return on equity. 

~his applic~tion will, if staff's :eco~~endation is . 
followed, re~uire staff to review ?ontana's earnin9s to eeter~ine 
the extent ~y which the 1984 step increase is justified in oreer 
to safeguard against excessively nigh rates. 

~he staff reco~~ended a range for return on com~on eq~ity 
of 15.0% to 15.5%. After review of all reco~~endations in this 
proceeding and considering the levels approved in other recent 
?roeeedi~gs involving co~parable wat~r comp~nies, we determine 

tt,that the reasonable return or. rate base is 10.76% in 198~, 11.44% 
in 1983, and 11.S1~ in 1984. This rate of return 9ives Fontana 
the opportunity to earn 14.75~ on co~~on stock equity. we will 
also !ollOw staff's suggestion t~at a need issess~ent be made in 
late 1983 to determine whet~er the 198~ financial attrition·:acto: 
should oe reduced from 0.37% to reflect any change in the need for 
the planned Sl.2 million interim fi~ancins· 

We believe ehe 17% return on equity requested by . 
Fontana is u~necessarily high in relation to the risk associated 
with tbe inves~e~t. The record does not support Fontana's . 
expressed concern that investors will not find the return on 
e~uity to which they are entitled to be competitive a~d will, 
therefore, not leave ~ substantial portion of their investments , 
in ?lace. Tberefore, we concl~de that the proper balance is 

-13-
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struck between the intel:ests of investors and ratepayers by 
adopting the staff's rate of return figures. 
Rate Desig::g 

'!'here are no substantive disputes between Fontana 
and staff regarding rate desigu. Ye find Fontana's rate design 
concept appropriate when applied to the figures we adopt by 
this decision. Thus we will ~it the reduction in lifeline 
quantities fr~ 400 cubic feet per month to 300 cubic feet, 
and the raising of service charges to collect the following 
percentage of general metered revenue: 

25. 6~ in 1982 
26.5% in 1983 
28.7% in 1984 

This increased service charge revenue should be spread in e proportion to cu:rreut service charges according to meter size. 
Further, the proposed lifeline differential of at least 25~ 
should be ~aintained. 

We will also approve the private fire protection 
service charge increase from $2.50 per inch diameter of service 
to $3. 

e 

Interest Expense for Income 
Tax Calculation 

Another operating expense on which Fontana and staff 
differ is the proper tx'eatment of interest expense on 10ng-
ter.n and short-ter.n debts for 1982 and 1983. Fontana used 
existing and estimated future interest rates applied to actual periods of 
time present and an':ici?ated debts would be outstanditl9' whereas staff 
used a weighted cost of debt multiplied by the weighted average 
rate base less working cash. We find tha.t staff's met."loC is 
more acc~ate and we will adopt its use in conjunction with 
interest figures adopted elsewhere in this decision. 

-14-
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Income 1" ax Treatment Under ERU 
'!he £1:c.al disputed operating expe'O.se is the appropriate 

way to calculate income tax depreciatiou and investment tax credit 
under ER~. !he disagreement has only to do with the calculations 
for 1982. Staff treated these 1982 figures as they would for a 
full 12-XDO'Cth year.. F01.lta.na, assuming this order would 'Cot be 
effective before August 15, 1982, a'Cd recognizing that ERn 
benefits cannot acCl:Ue until this order becomes effective, 
applied a proration factor of 37 .5~ to income tax deferrals for 
1982 and then deducted oue-half that amount from rate base .. 
Staff merely deducted one-half the who·le amount for 1982. (This 
is described as the "midyear conventiontt .) S·ince this amouut 
also appears in the 1983 ER!A calculations, it also affects 
the 1983 figures. 

We agree that the August 15, 1982 date is mach closer 
to actual face than the January 1, 1982 assumption used by 
staff. So we will adopt Fontana's method.. 'We do not think 
that this conflicts with staff's procedural memorandum on 
ER~ application to Class A water utilities (Exhibit 10). 
Findings of Fact 

1. Water quality and service in SGVWC's Fo~tana Division 
are satisfactory. 

2. capital ratios, eost factors, weighted costs, and 
after-tax interest coverage, shOW't'l 1n Table 3, which follows 7 

_ fairly port%ay estimated debt and equity eosts SGVWC will 
experience during the 1982-l984 period. 

-15-
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· · · · 

San Gabriel Valley Water Company 
Fontana Division 

· Capitalization · · · Component · R."1cios .. Cost · · (a) (b) 

Averaze Year 1982 

!..o~-ter:l Debt 53.00i. 7.761-
?!:e errecl Stock. 3 .. 00 5 .. 39 
CO'mClOtl Equi~y 44.00 :'·L 75 

'rotal 100.001-

Average Year 1983 

Lo~-ter:n Debe 53.001- 9 .. 031-
P=e .... ened Stock 3 .. 00 5.39 
Common Equity 44.00 1';.75 

Total 100.00i. 

Average Year 1984 

Lor.g-ter:: Deb: 53 .. 00i. :9 .. 731-
?referred Stock 3.00 5 .. 39 
COtrllllOtl Equity 44.00 14.75 

100.00i. 
¥:3 

!./ bp1icit a:ter-tax interest coverage. 
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· weightea · · · .. Cost · · · (C) 

4.111-

1 
0 .. 16 
6.49 
10.76~ 

2.62X~1 

4.797-
0.16 
.. '"9 ':> ... 

11.4':~ 

2.39#.1 

1 
5 .. 167- I 0.16 t· 6 '0 ... ~ I 

11.Sl?S \ , . 
2 .. 29:<~/ 
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3. A constant rate of retur~ of 1~.75~ on common stock 
equity ~i11 afford SGVWC an opportunity to earn returns on 
rate base of 10.76\ in 1982~ ll.44~ in 19S3~ and ::":'.81% in 
1984. 

4. !he e'stimates in Table 2 of operating revenues, 
operating expenses, and rate base for test years 1982 and 
1983, together with an est~ted decline in rate of return 
of 0.377. for financial attrition in 1984 (based on staff's 
estimates a'C.d including ER'!A effects), reasonably indicate the 
probable =esults of SGVWC's futu=e Fonta~~ Division operations. 

5.. 'l'he infor=ation sno-;.m in Table 2 i~cludes tb.e i:npace 
of ~\ on net revenues acd rate base as required by our 
decision in Order Instituting I~estigation (OII) 24 
(D.93848). 

6. The compilation of adopted quantities is contained 
in Appendix C to this decision. 

7. !he compilation of adopted tax calculation is 
contained in Appendix D to chi~ decision .. 

S. Current service charges provide' 25; of Fontana's 
:evenue re~uirements.. Increased service charges as 
listed in Appendix A, and a rate design which retains at least 
25~ di::ereneial between lifeline anc system 3verage inc:eases 
a:e reaso::'.lble. 

9. SG·r~c's ~ro?osal to increase the ?resent 9rivat~ fire 
?rotection service charge is reasonable. 

-17-
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lO. Revenue inc:~eases of S732,700 or 21'.93% for 1982, 
S~lS,300 or 10.19~ for 1983, and S168,800 or 3.76; for 1984 are 
reasonable based upon adopted results of operations for SGVWC's 
Fontana Division. 
Conclusions of Law 

l. !he rates shown in Appendix A are just, reasonable, 
and nondiscr~i:atory and should be adopted. 

2. !he application should be granted to the extent 
provided by the following. order. 

3. Because of the i=mediate neec for additional revenue 
the order should be effective today. 

ORDER 
-~ ....... .-

IT IS ORDERED that:: 
1 .... Applicant San Gabriel Valley Water Company (SGVWC) 

4It is authorized to file for its ?ontana 'Division the revised rate 
schedules, effective today, in Appendix A. The filing shall 
c:o:nply with General Order (GO) 96-A.. !'he revised schedules 
shall apply only to service rendered on and after their 
effective date .. 

2. On or after November 15, ~982, SGVWC is authorized 
to file an advice letter, with appropriate ~ork papers requesting-
the 1983 step rate increases attached to this ord~r as Appendix 3, 
or to file a lesser i:lc=ease which i:lcludes .'a unifo'rtll cents per 
100 cubic feet of wate= adjust:ent :=om Appendix 3 in the event 
that the Fontana Division rate of return on rate base, adjusted 
to reflect the rates then in effect and no~l ratemaking 
adjustments fo~ the 12 months ending Septe=ber 30, 19827 exceeds 
the lower of (3) the rate of return found reasonable by the 

-18-
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Commission for SGVWC during the corresponding period in ehe 
then most recent ra~e decision~ or (b) lC.i6%. Such filing 
shall comply with GO 96-A.. !he requested step rates shall be 
reviewed by staff to deter:nine their coaformity with this . 
order and ab.a.ll go into effect upon staf:= r s· determination, of 
conformity. But staff shall inform the Commission if it finds 
that the proposed step rates are not in accord' with t?-is 
de<:iaiO'C.~ aud the Commission :ay then modify the increase •. 
the effective date of the revised schedule shall be no earlier 
than January l~ 1983, or 30 days after the filing of t~ step 
rates, whichever is later. 

3. On or after November lS~ 1983 SGVWC is authorized to 
file an advice letter, with appropriate work papers, requesti-ng. 
the 1984 step rate increases attached to this order as Appendix 3~ 

4t or to file a lesser increase which includes a uniform cents per 
100 cubic feet: of water adjust~nt from Appendix, B in the event 
that ~be Fontana District rate of return on rate base~ adjusted 
t~ reflect the rates then in effect and normal ratemaking 
adjustments for the l2 months ecding Se?tember 30. 1983. exceeds 
the lower of (a) the rate of return focnd reasonable by the 
Commission for SGVWC during the corresponding period in the 
then most recent rate decision. or (b) ll.44~. Such fil1n~ 
shall comply with GO 96-A. The requested step rates shall be 
reviewed by staff to det~i:e their conformity with this order 
and shall go into effec~. upon staff's det~ination of 
conformity. But sta:: shall inform the Commis'sion if it finds 
that the proposed step rates are, not in accord with this 
decision, and the Commission may then modify the increase. 
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'!1le ef:eetive date of the revised seheet:le shall be no earlie%' 
th&u J;mwrry 1. 1984, 0= 30 days after the .filing of the stet> 
rates, whichever is later. 

4. Within 45 c!.ays SG"VWC ~hall :l&il to a.ll its customers 
with::b the :FoutaM DivisiO!l a bill it:sert notice as sh¢'<.nl in 
Append~ E. 

This oreer is e:fee~ive ~oeay. 
Da.ted $E.? ,~ \~d2. , at Sa-e :ratlciseo, Ca.lifcrnu. 

I dissene. Return on equity of 
14.251. is adequate in my view. 

lsI RICHARD D. GRAVELLE 
Commissioner 

e--·· ........ __ ...... __ ._._._ ..... -

"':',~ 

F)! I\; ::::. nm'SON 
Pr,~;jd(,lIt 

LI·;O:-":.·'.Hl) M CRJ~ JR. 
Vl("rOn CALVO 
l'i:I~C:!LI.A C CREW 

Cm~f~' tSSIO:'\ERS 
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A?P!.!CAB!LITY 

AP~DIX A 
Page 1 

San Gabriel Valley Water Company 
Fontana Division 

Schedule No. FO-l 
GENERAL ME'I'E'RED SERVICE 

Applicable to all general cetered water service. 

n:RR!TORY 

.. 

?ortions of :ontana~ Rialto 
County .. 

and vicinity~ San Bernardino 

e RATES 

Se:vice Charge: 
For 5/8 x 3/4-inch =eter 
For 3/4-inch meeer 
For l-incn ceter 
For l~-inch meter 
For 2-inch meter 
For 3-inch ~eter 
For 4-inch ~eeer 
For 6-inch ~eter 
For 8-inch meter 
For la-inch meeer 

· . . -. . -. . . . . . · . . . . . . . . . . . . -. . . . . . . . . . . ", 
................. -· . . . . . ", . . .. . . . 
• .. • til • • • • _ • • .. .. · -. . . . . . . . . . . · . . . . -. . .. . . . .. .... ,. -,. .. ,. . ' .... .. ,. __ ..... .,-

Per Meter 
Pe1:' Month 

$ 
5.07 
7.45 
9.70 

12.11 
24.93 
32.7S . 
52.19 
79.31 
97.35 

(I) /' 

Quantiey Rates: 
For ehe first 300 cu.:~., per 100 cu.:t. 
For allover 300 cu.:t~, ?er 100 cu.ft. 

SO.~40 ~ 

The Service Charge is a readiness-to-
serve charge which is ap~licaole to all 
metered service and to which is to be 
added the ~onthly c~=ge cocp~ted a~ ~he 
Qua:l~ity Ra.:es. 

o • .;·54 (I) V' ' 



A.S2-0l-22 ALJ/emk 

APP!.!CAB ILrrY 

APPENDIX A . 
Page 2 

San Gabriel Valley Water Company 
Fontana Division 

Schedule No. FD-4 
PRIVATE 'F!RE PRO'I'ECnON SERV1C'E 

. Applicable to all water service furnished for private fire 
protection purposes. 

J"ERRI'l'ORY 

Portions of Foutana, Rancho Cucamonga, Rialto and 'vicinity, e San Bertlardino County. 

RATE 

For each inch of diameter of fire protection 
service ••••••••••••••••••••••.•••••••••••••• 

(END OF APPENDIX A) 

Per Service 
Per 'Month 

$3.00 



e 

A.82-01-22 AJ...J / emk /ks/~d 

APPENDIX B 

San Gab=iel Valley water Company 
Fontana Division 

Each of the following increases in 'rates ~y be' put . 
into effect on the indicated date by filing a rate schedule 
which adds the appropriate increase to the rate which"would 
ot~Nise be in effect on that date. 

Effee~ive Oa.tes 
l-!-~:i r-t-S4 

Service Charges: 

For 5/8 x 3/4-inch meter .. __ ................ $ 0.42 $ 0.23 
For 3/4-inc:h meeer . . - ... . . . . . ~ -. . . . 0.47 0.25 
!ar l-inch meter ......•...•....• 0.70 0.37 
::or l~-incb. meter .................. ., . ,. 0.9l 0.48 
For 2-inch meter .................. 2:22 0.65 
For 3-inch meter ..•........... _. 2.32 1.23 
For 4-inch meter , 3.04 1.62 -. .. . ---.. . ,. . . . . . . 
For 6-inch meter ....................... 4.84 2.57 
'For a.-inch Clecer -. -- .. -. . .. . . . . . . . 7.37 2.9l 
For lO-inch meter . . . . .. . . .. . . . ,. .. . . . 9.00 4.i9 

~antitv Rates: 

For the first 300 cu.ft., per 100 cu.:t. ~ 0.013 $ 0.012 
::or all over 300 c:u.ft.~ ?er 100 eu.ft~ 0.023 0.017 

(END OF APPE~"DIX B) 

/' 

/" 
/' 
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APPENDIXC 
Page 1 

San Gabriel Valley Water Company 
Fontana Division 

ADOPTED QUANl'ITIES 

1982', 1983 , . 
1. Water Production - KCef 

Pureb.a.sed and Wells 7,OSl 7~323 

2. Purchased Water Expenses-
(FontaeaUnion Water Compauy 
July 1 ~ 1978) 

Normal!zed Pu-rcb.ases 7,.051 KCcf 7,,323 KCcf 
9,792 Mm lO~170 MIS: 

$ per MIH 7~¢ 7%¢ Wa:er Costs $734,400 $762',800 Water Assessment 33 1 700 34,000 -3. Total. Costs $768,lOO $796~800 

Purcbased Power 
Pressure Booster (Southern 

california Edison Comp.any~ 
Schedule PA-l; Hay 4" 1982) 

899~340 899',.340 Power Requirement - kWh 
Composite Cost per kWh 6.628<; 6 .. 628¢ Power Costs $68,970 $68,970 
Filter Plants (SeE Schedule 

PA-2) 
Power Requirement kWh 1,356,200 1~3S6~200 Composite Cost per kWh S .. 691¢ 5.691¢ Energy Charge $77,181 $77,18l Demand Cb.arge $12~800 $12~800 
Other (SeE Schedule PAwl) $980 $980 (SCE Scbedule GS-l) $~~030 $3~O30 
Total Power Expenses $162',,960 $162,.960 

4. Ad Valorem. Tax $89,390 $95,800 
Tax Rate 1 .. 26721- 1 .. 2672,; 



APPENDIX C 
Page- 2 

San G~riel Valle,. 'Water Ccmpa::y 
Font.tma Division 

s. N=.ber of Serriees - Met~ Siu: 

5/8 X 3/4 
311+ 

1 
~ 
2" 
6 
z - ?:' 
3 - 2" 
... - 2" 
6 - 2" 

2-~ /2 - 4" 
1-8" /2 ~. 2" 

6. !-!etered i{4te8 Sales· ('ame Cef) 

Ran!! Ce! 

0-3 
OYer 3 

Total 

~ 
16,965 

20 
:.,088· 

200 
l56 
II 
33 
7 
3 
1 
1 
1 

181486-

~ 

642,442 
6l128..z.1~. 

6,770,600 

~ 
17,626 

21 
l,l~ 

209 
l63 
12 

" 7 
3 
1 
1 
1 

121208. 

~ 

667,,528 
62366.0'72 
7,033,600 
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'e 

7. 

8. 

APPENDIX C 
Page 3 

San Gabriel Valley ~ater Company 
Fontana Division 

NUmber of SeTv1ees 

Xea1dct1&l 
Ccmne:rd.&l. 
Inrluetr.tal 
~11c: .A.Qthorl ty 
Othu 

SQl)to'C.al 

P-d,.,..te 71re 
hotee1:1cn 

P=bl.:t.c Fire 
hotect1cm 

Xo'C.al 

lla1:er 1.0.. 3.34~ 

'Revenue 

Metered 
Private Fire 

Protection 
Mise. 

Total 

ADOPTED QUANTIT'IES 

!2: Sf Servises 
1982 1m 

18,195 18,905 
ll!i 124 
80 82 
96· 97 

la~486- :t9~:Z08 

98 lOS 

_1.908 2.l08 
20,492 21,421 

1982 
$3,317,000 

19,300 
33,000 

$3)369-7300 

Usage - KCef 
1982 1983 - -

5,299.7 
473.0 
486.1 
51l.8 
44.9 

6,8l5.5 

5,506.6-
510.0 
496..s. 
520.2 
44.9 

7,078.5-

235.5 244.6 
7,051.0 7,323.1' 

291.3 
4,113.0 
6,077.0 
5,331.0 

1983 
$3,445,700 

21,000 
30:1000 

$3 7496 7700 

(END OF APPENDIX C) 

2'91.3 
4.113.0 
6,058.0 
5,363.0 
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San Gabriel Valley Water Company 
Fontana Division 

1982 1983 
(Dolla.rs in '!:housands) 

Ope'rating Revenues 
o & M Expenses: 

Pa:c:hased Water 
Purcb.ased Power 
Payroll 
Other ' 
U"CColleetibles @ .6421-
Local FraDChise @ 1.35t 
Pa.yroll Taxes 
Ad Valorem Taxes 

A General Office Allocatioc. 
., Interest 

Tocal ~d~tioc.s 
State Tax Depreciation 

Net Taxable Income 
State Corp. Franehise Tax 

@ 9.6~ 
Federal Tax Depreciation 

State Incoce Tax 
Net Taxable Income 
Federa.l Income Tax @ 461-

Less Graduated Tax Adj. 
Total Federal Income Tax 

Net-to-Gross Multiplier: 2.09 

$4,074.5 

76a.l 
162.8 
463.5 
337.8 

26.2 
55.0 
37.9 
89.4 

426.8 
342.3 

~,'O~.~ 

478.2 
886.6 

85 .. 1 
397.9 

85 .. l 
83·l .. 7 
405 .. 6 
-5.4 

400 .. 2 

(Eh"D OF APPENDIX D) 

$4,48'9.8 

796.8 
162.8 
495.2 
401.3' 

28 .. 3; 
60.6 
40.3, 
95 .. 8 

455 .. 1 
429.9' 

.2,~QQ .. ~ 

535.6 . 987.6 
. 94.8 

415,.7 
94 .. 8 

l,Ol2.7 
465.8 
-5 .. 4 

460.4 
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APPENDIX E 

Bill Insert for San Gabriel Valley Water 
Company's Fontann Division 

NOTICE 
~ ..... ---.- .... 

$5al~200 of the recent r~tc increase granted to S~n Gabriel Valley 
Wate~ Company for its Fontana Division was made necessary by 
changes i~ tax laws proposed by the President and passed by 
Congress last year. This was the Economic Recovery T~ Act of 
1981. Among its provisions was a requirement that utility rate-
payers be charged for certain corpor3te taxes eve~ though ehe 
utility does 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 

4t ratepayer, but must be left with the company and its shareholders. 

For a more detailed explanation of this tax change. send a stamped 
self-addressed envelope to: 

Consumer Affairs Branch 
Public Utilities Commission 
350 MCAllister Street 
San FranCisco, CA 94~02 

(END OF APPENDIX E) 
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these amounts are intended to allow Fontana the 
opporttmity to earn :.;. i5~ return on C01Dmon equity.. 'l'hey will \ 
be realized by increasing the return on rate base to lO.7~;' in 
1982, with further increases to 11.44'; in 1983 and 11.81'1> in 
1984, to offset antici?4eed financial and operational attrition. 
These latter step increases will be subject t~ staff review to 
assure the increases are Qot excessive. 

The increases are necessary to permit Fontana to , 
retain its present level of service, to continue with service 
t=provements (mandated by the State Department of Health and 
otherwise), to meet its fi~ncial obliga~ions, and to provide 
a reasonable return to its investors .. 

!~ 1982, SSSl,OOO addieiona1 cevenue is required 
because of the 1981 Economic Recovery T~x Act (ERTA). We note . . .. 4t tbat 41.4~ 0: the increase in rates authorized for 1982 in tbis 
decision is due to the effects of ERTA. 
::'l"=!'odueeion 

Fontana seeks authority to increase its rates throug~ 
1984 for senera1 metered and private fire protection services 
by the following amounts: 

Amount of Percentage 
Ine!'ease Ine!'ease 

1982 Sl,100,800 33.4% 
1983 7li,300 16.3 
1984 298,iOO 5.8 

-2-
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e TABLE 2 
San Gabriel Valley Water Compauy 

Fontana Division 
ADOP'r.ED REStJ'I.'rS OF OPERATIONS 

!:em 'fese Year I~S~: Test Year !~~~ .. .. .. .. .. .. 
(DOllars iii Ihous.a.nds) 

Present Rates 
Operating Revetl.Ues $3.341.8 $3,463.4 
0P}gtmemmre.s: 

c ater / 768:.1 796.8' 
Purchased Power!. 162.8 162.8· . 
Purchased Cbem:!eals 32.4 36.3 
Pa~011 463.5· 495.2 
Ot r 06K Expe'D.Ses 197.3 222.6 
A&G ExpetlSes lOS.1 142.4 
G.O. Allocations 449.3 481 ... 0 
Depreciatiou ~es 264.1 297.6 
Taxes Other !ban lucome 127.3 130.1 

Subtotal 2,572.§ 2,770.3 
Uccollectibles 21.5· 22.3-
Local Franchise Tax 45.1 46.8 

e car 16.2 -1.3 
FIT Before Il'C 101.6 44.1 
Il'C 0 0 
FI'! 101.6 44.1 

Total Operating Exp. 2,757.3 2,882.1 
Net Operating Reve=ues 584.5- S85.7 
Rate Base 8.,690.3 9.392.0 
Rate of Returo. 6.7n 6.24~ 

Proposed Rates 
Operat!iii Revenues 4,114.4 4,533.0 
02Urating £iSinses 2,572.9 2,770.8-

ncoilece es 26.4 29.1 
Local' FraxlChi.se SS· .. S 61.2 
CCF':r 83.9 98.8: 
FIT Before I'I'C 416.5- 478..0 
I'tC 0 O. 
PI! 416 .. 5 478.0 

Total Operating Exp. 3,160.2 3,437.9 
Net Operating Revenues 954.2 1,095.1 
Rate !ase 8,690.3 9,392.0 
Rate of Return lO.9~ 11.66~ 

~/ Southern California Edison Compauy electric rates 

e effective May 4, 1982. 
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APPENDIX E. 

Bill Insert for San Gabriel Valley Water 
Company's Fontana Division 

NOT!CE ..... ,....- .... --~ 

.. 

$531,000 of ~~e recent rate increase gra~:eQ to San Gabriel Valley ~ 
Watel:' Company for its Fontana. Division was made necessary by 
chaugesi~ tax laws proposed by the President ~nd passed by 
COtlgresa last: year. '!his was the Zco't7omic Recovery 'tax Act of 
1981. Among its provisions was a requirement that utility rate-
payers be charged for certain corporate taxes even though the 
utility does not have to pay them. This results from the way 

ttutilities may t:reat tax savings from depreciation on their plant: 
and equipment. The savings can no longer be credited to the 
ratepayer, but must be left with the company and its sh.areholde:s • . 
For a more detailed explanation of this tax change, send a stamped 
self-addressed envelope to: 

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

(END OF A?PE~1) IX E) 


