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Decision _82 __ 1_1_01_8_ IOV 3 .' 

BEFORE THE PUBLIC UTILITIES COMMISSION OF mE STATE OF CALIFORNIA 

In the MAtter of the Application ) 
of AZUSA VALLEY WATER COMPANY, & ) 
California corporation, for ) 
authorization to increase rates ) 
and charges for water service. ~ 

Application 82-03-65, 
(Filed March 18, 1982) 

Gibson, Dunn & Crutcher, by Raymond L. 
Curran, Attorney at Law, for applicant. 

F. Javier PlasenCia, Attorney at Law, for 
ehe commission staff. 

OPINION -----_ ..... -
Applicant Azusa Valley Water Company seeks authority to 

increase its rates for water service. The rate increases proposed 
by applicant are in steps designed to increase annual revenues fn 
test year 1982 by $307,680, or 17.51a, over the revenues produced 
by rates in effect at the ttme this application was filed; in 
test year 1983 by $122,950, or 5.91., over revenues from rates 
proposed for 1982; and in test year 1984 by $121,380, or 5.51., 
over revenues from rates proposed for 1983. 

Applicant provides public utility water service to 
approximately 14,200 general metered customers in a service area 
consisting of a portion of the Cities of Azusa, Covina, Glendora, 
Irwindale, West Covina, and adjoining unincorporated territory 
in Los Angeles County. Its water supply is obtained from ground-
water wells in the San Gabriel Basins and from surface runoff 
diverted from the San Gabriel River • 
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An informal public meeting held during the evening on 
May 4~ 1982 in Azusa preceded the hearing on this matter. the 
meeting was sponsored by applicant and the Commission staff to 
provide an informal setting in which customers could express 
their views and applicant could explain its asserted need for a 
general rate increase and respond to questions or complaints. 
Only six customers attended the meeting. Several of them viewed 
the size of the requested increases as excessive and/or camplafeed 
about low water pressure they had experienced .. 

After due notice, public heari'Og on this application 
was held before Administrative Law Judge (ALl') Main in Los Angeles 
on August 2, 1982.. One of applicant's customers attended the 
hearing. Applicant presented testimony and exhibits through its 
general manager and the utility engineering and financial experts 
of its consultant. The staff studies vere presented by a project 
manager, a financial analyst, and two utilities engineers. '!he 
matter vas submitted on August 26, 1982 upon receipt of concurrent 
briefs. 
Present and Proposed Rates 

Applicant provides water service under Schedule No.1, 
General Metered Service, and Schedule No •. 4~ Private Fire 
Protection Service. Applicant proposes to increase its rates 
by applying approximately the same percentage increase to each 
schedule. A tabular comparison of present, proposed, and adopted 
rates for general metered service i8 included fa Appendix B to 
this dec i. ion .. 
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Need for Rate Relief 
Iu its application, applicant listed "the increased 

costs of payroll, purchased power and water assessment costa" 
as the major causes of earnings deteriorations. 
Rate of Return 

Applicant requested a In return on equity for the years 
1982, 1983, and 1984 resulting in an overall rate of return on 
rate base of 14.121, 14.02~, and 13.S1t,respectively. During 

· · 

the hearing, applicant accepted staff'. capitalization ratios, 
cost of long-term debt, and cost of preferred stock. The only 
issue remaining is the return on equity and consequently the 
overall rate of return. Applicant's revised requested rate of 
return and staff's recommended rate of return are summarized 
as follows: 

Test PeTtod - 1982, 1983, and 1984 

: Cipitalization: · ;ergli:tea: ~ost · · Component . Ratios : Cost · Applicant: Stalf · . · 
Long-term Debt 3S.2S"t 14.151- 4.991- 4.991-
Preferred Stock 12.75 3.29 0.42 0.42 
COaIDon Equity 52.00 17.00/14.25* 8.84 7.41 

Total 100.0at 14 .. 251- 12.821. 

* Midpoint of 14.001. to 14.501. recommendation. 
While applicant's request for a return on equity of at 

least In was based on economic conditions as they appeared almost 
a year ago, there have been changes in the economy which applicant, 
according to its brief, would agree appear to support a somewhat 
lower return. the staff recoJXIDe'Qciation, which is based on more 
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current i:'lfor:nation, relies 1."l part on the expectation t.~t current high 
1."lterest rates will drop ana t.~t t.'1ey will remain at a subs~tiilly lower 
level t."'lan t."ley have been in the recent past. Staff also considered applicant's 
capital st..""1Jeture and returns recently granted by this Ccmnission for o:mparable 
water utilities. 

Applicant disagrees wi t.'1 the staff forecast of continued lower 
interest rates for the fl.lll period that these new rates for water service 
will be in effect in view of t.'1e SlOO ~illion budget eefieit whic."l the federal 
government will be required to ,filWlice over the same period of t:iJne. 
Applicant believes it is not prudent or reasonable to expect that interest 
rates will continue to fall or remain at levels well below CtJrrent interest 
rateS for the three- year period. 

We recently discussed the considerations relevMt to eeter.nination of a 
fair rate of return on e<ilJ.ity for water utilities in Del Este Water Co., 
D.82-09-061, issued September 22, 1982, in whic."l case we set rates based on a 
14.0 percent equity return. !he staff's showing in this proceeding, particularly 
viewed in light of the recent downward trend in interest rates, persuades us that 
a cemparable rate of return on equity is appropriate for applicant. We note 
t.~t applicant's common equity ratio of 52% is significantly lower than t."le 63% 
ratio we adopted for Del Este in D.82-09-061 .. 

In our juCgement, a 14.25% return on equity is reasonable for appliCMt 
and strikes a balance between the consumers' short-term concern to obtain the 
lowest possible rates and the need to :nainbin good water service over the long 
run. !he resultant overall rate of return is 12.82%. 

Results of Ooerations 
To evaluate t..'e need for rate relief, witnesses for applicant and the 

Commission staff have analyzed ana es~~ted for test years 1982 ana 1983 applicant's 
operating revenues, operating expenses, and. rate base. Staff's report of operati:'lg 
results (:EX.!Ubit 7) was based, in part, on later information than that availaOle 
in late 1981 when appliQnt prepared its report (ExhiOit 1). In Ex.'"libit 9 
applicant and staff recast their respective estimates of operating results to 
reflect t.'e revised positions :."ley took after t."le first day of hearing. Staff 
accepted applicant's est~te of operating revenues. 
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App1ieant accepted most of sbff's estimates of operatinq expenses, and most 
elements of rate base.. In Table 1, which follows, t..'e results for test years 
1982 and 1983,. as shown in Exhibit 9, and t..'e operating results we aaopt, are 
set fort.."'l • 
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TABLE 1 
Page 1 

AZUSA VALLEY WA'IER COMPANY 
Estimated Result. of Operations 

Test Year 1982 

· · : Present Rates : 
: 
· · 

:Appllcant's : StiIf: :ldopte4 : 
: Estimate :Estimate :Difference :Esttmate: 

: __________ ~It~e~m ___________ · ___ (1~) __ ~~·~.~(2~J~~:~{3~)~-~(~11~-~(~2)~:--(-4~)--: 
(Dollars in Tnousanas) 

$1,762.7 $1,762.7 0 $1,762.7 Operating Revenues 
Operating Expenses: 

Water Assessment 
Purchased. Power 
Payroll 
Reg. Comm. Exl>. & Outside 

Service 
Other Expenses 
Depreciation EXp. 
Taxes Other Than Income 

Subtotal 
Uncoll. & Franchise Tax 
Income Taxes 

~_ Total Operating Ex? 
~et 0gerating Revenues Rate Base: 

Utility Plant in Service 
Working Capital 

Subtotal 
Customer Adv. & Contr1b. 
Def. Fed. Tax Res. 
Unamortized IIC Res. 
De?reciation Res. 

Subtotal Deductions 
Avg.. Depre.. Rate Base 
Rate of Return 
Authorized Rates 

Operat Lig Revenues 
Operating Expenses: 

118.0 
210.0 
337.6 

32.8 
275 .. 5 
159.7 
77.9 

1,%11 .. 5 
29 .. 3 

117.4 
1,358.2 

404.5 
7,920.2 

168.1 
8,OM .. 3 
1,159 .. 7 

0 
168.3 

3,016.7 
4~344 .. ' 
3,743.6 

10 .. 81~ 

Oper. Exp. Exc1. Income Taxes 
Income Taxes 

• 
Total Operating Exp. 

Net Operating Revenue. 
Rate Base 
Rate of Return 

(Red Figure) 
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118.0 
210 .. 0 
337.6 
32.8 

263.0 
158-.1 

77.9 
1,202.4 

29.3 
122.1 

I~353.~ 408. 
7,854.0 

150.5 
8,004.5 
1,159.7 

3.1 
159.2 

3,019.8 
4,341.8 
3,662.7 

11.161. 

0 
0 
0 

0 
7.5-
1.6 

0 
9 .. 1 

0 
(4.7) 
4.4 
4.4 

66 .. 2 
17.6 
S3.S 

0 
(3.1) 
9.1 

(3.1) 
2.9 

80.9 

118.0 
210.0 
337.6 
32.3 

271.9 
159.7 

77.9 
1,207.9 

29 .. 3 
118.9 

1~356.1 
406 .. 6 

7 ~920 .. 2 
168.1 

8~OM.3 
1,159 .. 7 

4 .. 5 
168.3 

3,016 .. 7 
4~l7+9 .. 2 
3,739 .. 1 

lO.S7t 

1,932 .. 5 

1,241.0 
204.3 

1,443.3 
487.2 

3,739.1 
13.03% 
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Page 2 
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AZUSA VALI.EY WATER COMPANY 
Esttmated Results of Operations 

Test Year 1983 
• Present Rates • 
;~A-PP~1~1~c-a-n-t~is--:~St~a£~f~~:~~------:A~a~o-p-t-ea~; 
: Estimate :Estimate :Differenee :Estfmate : 

: ____________________ ~·~(~1~) __ ~:~~(2.)~~a~3)~-~(l~}_-(~2.)-:~(4~)---: 
(DOllars in Inousanos} 

Operating Revenues $1,770.7 $1,770.7 0 $1,770.7 
Operating Expenses: 

Water Assessment 118.S 118.5 0 11S.S 
Purchased Power 210.1 210.1 0 210.1 
Payroll 369.6 369.6 0 369.6 
Reg. Comm. Exp. & Outside' 

Service 
Other Expenses 
Depreciation Exp. 
Taxes Other Than Income 

Subtotal 
Uneol1. & Franchise Tax 

• 
Income Taxes 

Total Operating Expenses 
Net Operating Revenues 
Rate Base: 

Utility Plant in Service 
Working Capital 

Subtotal 
Customer Adv. & Contrib .. 
Def. Fed .. Tax Res. 
Unamort.. ITe Res. 
Depreciation Res. 

Subtotal Deductions 
Avg. Depre. Rate Base 
Rate of Return 
Authorized Rates 

operating Revenues 
Operating Expenses: 

33.2 
300.9 
166.5 
82.1 

1,280.9 
29.4 
90.6 

1~400.9 
369.8 

8,217.1 
189.2 

8,406.3 
1,152.7 

0 
195.3 

3,177.5 
4,525.5 
3,880 .. 8 

9.S2~ 

Oper. Exp. Exc 1. Income 'raxes 
Income Taxes 

• 
Total Operating Exp. 

Net Operating Revenue's 
Rate Base 
Rate of Return 

(Red Figure) 
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33.2 
292.9 
162.9 
80.7 

1,267.9 
29.4 
98.2 

1,395.5 
375.2 

8,084.7 
158,.8 

8,24'3.5 
1~152.7 

15.2 
177.0 

3d 181.8 
4,326.7 
3,716.8 

10.091. 

o 
8.0 
3 .. 6 
1.4 

13.0 o 
(7.6) 

132.4 
30.4 

162.8 
0 

(15.2) 
18.3 
~4.~ 1.2 

164 .. 0 

33.2 
297.2 
166.5 
82.1 

1,277.2 
29.4 
92.6 

1,399 .. 2 
371.5 

8.217.1 
189.2 

8.406.3 
1,152.7 

20.2 
195.3 

3,177 .. 5 
4,51+3.' 
3,860.6 

9.6n 

2,044.7 
1,311.2 

230.5 
1,541.7 

503,.0 
3,860.6 

13.031. 
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In Table 1 the differences remaining be~e8'D the 
est~tes of applicant and staff were entered ~ column (3). 
They are attributable to the nonlabor inflation factors u.ed 
in projecting expenses, the amount allowed for the development 
of an additional well, the inclusion or exclusion of unamortized 
regulatory expense in the computation of a working cash allowance, 
and the Accelerated Cost Recovery System (ACRS) under the 
Economic Recovery Tax Act of 1981 (ER~). We will now address 
these difference •• 

A. Nonlabor Inflation Factors 
Applicant's original est~tes of operating %eaults 

prepared in late 1981 included inflation factors for labor of 
lot each for 1982 and 1983 and inflation factors for nonlabor 
also of 107. each for 1982 and 1983. staff used labor inflation 

• factors of 8.51. and 6.4~ for 1982 and 1983 and con1abor inflation 
factors of 4.1~ and 8.6X for 1982 and 1983. Applicant, in its 
revised position (Exhibit 9), accepted all of staff's inflation 
factors except the one for 1982 nonlabor which it urges be 
increased from 4.lt to 7.at. The staff estimate for this factor, 
we agree, appears to be on the low side. 

• 

A nonlabor inflation factor of 6't for 1982 is reasonable 
based on reeent estima~es for the year and has been reflected in our 
adopted operat1nq results. 

B. Development of An Additional Well 
Applicant needs an additional well capable of producing 

large VOlUmes of water of acceptable quality. In the Main San 
Gabriel Valley Basin applicant's wella have high yields but often 
produce water of poor quality. Recently, however, two of 
applicant's neighboring water utilities succeeded tn obtaining 
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a better quality water from thi. basin by drilling through to & 
lower aquifer. Applicant's plan for its proposed well ealls 
also for drilling through to a new aquifer from an existing 
well site in that ~asin. 

The est~ted cost to drill and test this proposed 
new well is $65,000.. To complete the well, if the water is of 
sufficiently good quality, will cost an esttmated $142,000 more. 
Should the water quality be unacceptable, applicant has &8 & 

backup plan the drilling and equipping of a well in an area 
adjoining its filtration plant near the San Gabriel River. At 
this alternative site the aquifers are, according to applicant, 
known to yield water of acceptable quality but in lesser volumes 
than those obtainable from wells in the Main San Gabriel Valley 
Bastn. !he esttm&ted cost of drilling and equipping this 
alternative well exceeds the S142,OOO'which would be 
required to complete the main basin well after its testing. 

Because staff was not made aware of this backup plan 
until about one week before the hearing, there was insufficient 
ttme for staff to review and investigate the second well proposal 
adequately. Staff has therefore confined its evaluatiO'O to the 
proposed Main San Gabriel Valley Basin well and recommends only 
the estfmated $65,000 cost of drilling and testing the well be 
included in test year 1982 utility plant, with the estimated 
cost of completing the well to be included under an advice letter 
procedure at a later date after the well has proven to be of 
sufficiently good quality to warrant the expenditure of the 
additional funds to complete the construction and equipping of 
the well • 
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The record indicates clearly that: 
1.. A~~licant must have an additional well; 
2.. Its plans for both the main basin well 

and the alternative well in the filtra-
tion plant area are supported by studies 
prepared by MontQomery Engineering 
Company, retained by applicant as its 
consulting hydrolOQists; . 

3 .. It has available the necessary funds 
to carry out its plans for providin9 

. 
an additional well; 

4 .. An aaditiocal well will be drilled and 
equipped in 1982 as planned; and 

5 .. The estimated cost of $207,000 for an 
additional well in 1982 is reasonable. 

Staff doe. not disp.ute in any way the need for an 
additional well or that approximately $207.000. Or more in the 
eveut the main basin well i, u'DSuceeslful. will be eX~llded to 
provide it. Staff' 8 main concern 18 that it did not have 
lufficient time to investigate adequately the plan for • second 
vell as a fallback contingency. 

To be fair to applicant vhile still meeting our staff'. 
conceru, .. will include $207,000 in telt year 1982 utility plant 
for an additional well lubject to two conditions: 

1. Applicant is to submit monthly written 
report. to the Commi •• ion staff on ita 
progre •• in complet:1tlg a 'Dew vallI/ 
~pp1y1ng water of acceptable qua1ity;-
aud 

2. If .uch a well i. DOt timely completed, 
the step rates for 1983 will 'be lowered 
through an adjuatment in telt Iear 1983 
•• ttmated operating relult. r.flecti~ 
• disallowance of $142,000 in utility 
plant. 

1/ As used here. acceptable quality water is either water not 
- requ1ring blending to meet health standards or vater which can 

be coat-effectively blended to meet health standards. 
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!Ilthoush stri:"lgcnt, the lJtcr. conditio:"l i.~~ con!'::t:;tC:"lt with .:Ipplic.~nt's 

repr('~e:"lt,)tions ~nc1 st.:lrr':~ lI.wi.lv] i.n!~uUici.('nt time [or .:In .-:JcJcqu.)te 

inv0stio.)tion of tll0 :::cconrJ w011 .J~ ,) C"Jl1.b.Jck continqency. 

c. Un.:t:nor t i zed J~c.'9U 1.) tor y l-::Xp:m::;c 

The level or rcgul..:Jtory expcn::;c is not di::;putcd. At i:::~uc iz whether 

.Jpplic.Jnt'Z deferred debits, rerre::;enting un~~rtizcd r.:ltc C,J~ expense:::, 

:::hould properly be included in the comput.Jtio:"l of the working C.:lsh .JllO' .... ,mce. 

ApplicJnt JrguC'z th.Jt th('::;c co!'::ts reprc!::cnt .JbovC'-thc-linc expenses v.:llid lor 

r.JtclT'..:lking purp:)zcz, the prel'.J·/111cnt oC which rcpcc:::entz .) lC<jitim.Jtc Ll::;e of 
worbng C.:l:::h ' .... hich should be rC'c(YlniztXl in r.:1te b.:J::;c. St.:lff: .:lrgucz .Jg.:linct 
SUCh trc~tment. 

'1~,(~ ~t.)U '~~ trc.~dt111""l1t i:: ~)...I:·:('d (~n the pr. tl1ciplc th~t the r.:ltcp.:lycr 

/' 

is wlrc,:lcJ,/ r'.:oimbur:c::ing ':'lpplj.Co..Illt rvr the ':'lJw,Junt of un.)mortizcd rcgul.:ltory costs 

,:,z .)n 0xr/~'n::;0 it(.:om. 'l'he ctuU c.:dcul':ltc-::; the r(~')::;ol"l,)b1c co::;t::; uzzociutcd with 

rcguLJtion .:And ,:m)()l.·tl~(·:; till'::! ~)V('L' .:tp:)rOpri':lte tinY.' !:X'cicxb. St.JH docs not 

usuwlly include thC;~0 co~:.t!:; in it~; CQl:lput~ltion oj.· r.:ltc b.:J:::;e. 

It i::: the- :::t.:lLC':,:; vj(~W th.Jt it i~~ not rC.:I:::;on.:lblc [or r,Jtcp"ycr::: to P.:JY 
[or the c.:lrrying co::;t:; oC un.::uoy.)rtizcd .:lmountG. The Commission .:lffirrncd thiz view 

in D:-cision 92497 (l\ppJic;;t.i.on 59316) zigncd ~ccmbcr 5, 1980. In th.lt 

.:tpplk.)tion, Southern Co:lliror:"li.:l C' ... "l!:; Comp':I:1Y requested r.)tc b,:lse trC.:ltment of 

un.::urcrtizcc1 costs .:l:::;soci.)tC'd wi th the .:lb.1ncJonment of .:t gelS project. On PC)ge 80 
of th.:tt dc-ci:::ion, the Commis::.:ion :::;t,JtC'd: 

"It::: ~~oJ.C' r.Jtion.:!J.c iz th.:tt the c.:Jrrying 
coct of money i:::; .:l rC.:ll co~t to it~ 
invcztor.z. 'IJ(~ .:;.:-:r0C' th.:lt it i::: ~ coct 
but we do not .:lgrcc th.:lt it i::: ,) coct th.:lt 
:::hould !X' rccovc-rr:x] from the r.:ltepJycr." 

Si.miLirly, .:unort i z.:,t ion oj" ae[crrcd nl.;d.ntcn.Jncc expense::: .:md other 

cxtr,)ordin.:lry C'x!.x:-n:::;"r; tyui.c,·J.lly h,)~.: not p.rovi{kxl Cor r.:lte b.)~ trc.)t.oncnt of 

Un.:l.'"1lOrti:l.C'0 wmount:·;. ~C', .:.'-• ..!..J .• ' D.938e7 (P,)c.i. Ci.c ("..:'1::: £. El~tric CO.), .It 77; 

D.93892 (SrJ!:-.Di.gso ~~"..1·~l~E ie 0').), ':-It lOS • 
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Recently, th.:- Comrni~~ion .:Jcdre::::s0C! the iz::;uc of whether rcgul.:ltcry 
cxp0n::;.:-::; should be included in th(> r.:lte b.:'l!'iC. In ~cizion 82-09-061 

(I\pplic.:stion g2-0l-26), 8ign~ S0ptcmb::'r 22, 1982, the Cormlizzlon denied such 
tre.)t:~e'nt of regul.:.Jtory expense's to l:P.l Eztc W.:Iter (',omp.::my. 

/ 
Stuff'z rcc~roend.:stion is re.:lson~:jlc .:Ind con~iztcnt with prio: Commission 

policy. 1 • .<Je 'llill not include regul.:ltory expense::: in the! wor.king CuSC ullO' .... Mce. 
D. l\ccelcr.:st0d Co::::t Recov('r.y System Under ERTA 

At the he.:)r ing ':Ind in the coml'~r izon exhibi t (~hibi t 9) .:lpplica."'lt 
took the pX:ition thClt it W.:lS not in the bc::;t interests of either .:lpplicont or its 
customer::; "to in effect require the Applic.:lnt to elect to ~ke accclcr.:lted 
deprcci~tion by deducting the cu~ulutiv~ tJx benefits imputed through the usc 

of ACRS (rom r.:stc b.:lsC whether or not Applic.:lnt .:lctIJ.:ll1y uses ACRS in the 
comput.:ttio:"l of it:::: fcx1er.:s1 income t.:lX oblig.:ltion". 
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Applicant t S basic CODCera stetU from the cash-flow 
s~lation studies in Exhibit 11. which purportedly evaluate the 
long-term tmpact of ACRS versua straight-line depreciation to 
calculate federal tax liability. According to Exhibit 11: 

tt • ACRS could be a bad choice: • • 
"1. Initial years' annual cash savings must 

be invesced to earn greater than return 
on rate base granted by commission, in 
order to provide funds to compensate for 
negative cash flow in lacer years. 

'~. In the long term, ule of ACRS could 
almost eliminate the company' 8 equity 
investment. 

"Cone ius ion 
"It is entirely prudent for company to elect 
straight line ACRS option, to eliminate 
normalization deduction from rate base • 
The company did this for 1981. The 
California Public Utility (s1cJ Co~1ss1on 
staff's imputation of ' cumulative tax benefit 
deduction from rate base neQleets a prudent 
manaQ'ement decision, an~ is therefore 
improper_It 
tate in the hearing it was brought oat by the ALJ that 

a different cocclu.ion should be reached if the deferred federal 
tax reserve and its deduction from rate base are recognized &8 

equivalent to an interest-free loan carrying a zero cost of money 
factor in a computation of a fair rate of return. The fair rate 
of return is on total capitalization which. in this case, would 
include the "interest-free loan". By the nature of the comput&-
tion, the rate of return so determined times the rate base. from 
which the tax deferral reserve has not been deducted, must yield 
virtually the same return a8 the corresponding higher rate of 
return on the smaller rate bue where the tax deferral reserve 
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is deducted. The extent of any variation depends on how closel,. 
total capitalization and rate base are matched.. Except for such 
variation, it 1. thus seen that for non1nterest-bea.ring debt it 
1s immaterial whether plant in the amount of that debt is 
deducted from rate base or the cost factor of zero 18 used for 
noninterest-beariug debt in the fair rate of return computation 
and the plant is retained in rate base. 

Viewed in thl8 way the shift in capital structure 
taking place under conventional normalization 18 not toward 
less but more equity (i.e., away from interest-bearing debt to 
cumulative tax deferrals). Likewise, an eventual reduction in 
cash flow B~ply stems from a reduction in revenue requirements 
caused by the shift from. interest-bearing debt to "non1nterest-
bearing debt" • 

Before filing ita brief applicant reconsidered its 
p,osition and now concurs in the staff' 8 proposed treattDent shown 
in Exhibit 9. The adopted operating results reflect that 
treatment (i.e .. , conventional normalization for applying ER'.tA 
adopted in our Decision CD.) 93848). 

Under ERIA the full flow-through to ratepayers of 
benefits from accelerated depreciation and'investment tax credit 
on utility plant additions placed in service after December 31, 
1980 is no longer available. '1'b.is causes an increase in federal 
income tax expense for ratemak1ng purposes.. For teat year 1982 
the added revenue requirement imposed by ERTA is $19',800. The 
corresponding amount for test year 1983 1s $46,100. We will 
require applicant to provide it. customers with a notice, 
Appendix C. explaining the impact of ERTA on the rates authorized 
by this deci8ion • 

-14-
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Authorized Revenue IncTeases 
By comparing the entries for operating revenues 1n 

Table 1 above, it can be seen that (1) the rates to be 
authorized for test year 1982 yield additional gross revenues 
of $169,800 which represent a 9.631 increase over revenues at 
present rates and (2) the rates to be authorized for test year 
1983 yield additional gross revenues of $274,000 which represent 
& 15.477. increase over revenues at present rates. In addition, 
a third set of rates will be authorized to allow for attrition 
in rate of return after 'test year 1983. This is in keeping with 
our intention that single district Class A water utilities will 
not file a general rate increase application more often than 
once in three years. 

Employitlg the rate of return of 13.031 authorized by 
this decision and the method of calculating operational attrition 
used by both applicant and staff in Exhibit 12, we sbow in the 
following tabulation & summation of the components of operational 
attrition totaling $83,600 for 1984: 

Atttition for 1984 
(DOllars iu Thousands) 

Component 
Operating Expense: o & M and A &G 
Ad. Valorem. and Payroll Tax 
Depreciation Expense 
Rate Base Effect 
Income Tax Impact 

Total Operational 
Attrition 

-15-

$55.3 
3.7 
8.7 
2.7 

13.2 

$83.6 
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Becaus. the fair rate of return of 13. on determi'aed 
in this decision 18 based on a stable capital structure (i.e., 
constant capital ratios and cost factors) over the three-year 
period, no allowance for financial attrition is indicated. 
Thus, the total attrition allowance 1s the $83,600 for operational 
attrition. 

To offset this attrition, we may authorize a step 
increase for 1984 of up to $83,600. Applicant will be required 
to file an advice letter with supporting work papers on or 
after November 1S, 1983 to justify such an increase. FiXing 
rates in this way results in a better matching of the consumers' 
interests than settiug a high initial rate which would yield the 
adopted rate of return for a three-year average. The required 
supplemental filings will permit review of achieved rates of 
return before the final step increase is granted. 
Rate 'Design 

Applicant's present rate structure complies with the 
Commission's policy of a service charge, a lifeline allowance of 
300 cubic feet, and a second block inverted rate which 18 no more 
than 5Oi. higher than the first block rate. The second block rate 
is 331. greater than the rate for the ffrst, 300 cubic feet. 

Applicant concurs in, and we adopt, staff' a recommended 
structuring of rate increasea as set forth in paragraphs 13.5 and 
13.6 of Exhibit 7: 

"13.5 The utility'. present lifeline rate 
as of July 7, 19811 by Advice Letter No. ~6, 
1s 23 cents per 100 Cu. ft. The same 23 
cents per 100 cu. ft. also existed in 
January 1, 1976. The service charge for & 
S/8 x 3/4-ineh meter, however, was increased 
from $1.50 to $2.60 by Decision No. 90780, 
dated October 1, 1979. The Decision atated 
that: 

-16-



• 

• 

• 

A.82-03-65 ALJ/emk 

'Increases in the magnitude of plant 
additions, in the recent past and 
as contemplated for 1979 and 1980, 
which are not primarily related to 
customer growth, are increasing 
Azusa's fixed costs. This increase 
in fixed costs justifies increases 
in Azusa's relatively low service 
charges. ' 

"Since January 1, 19761 the total cost for a 
customer using the 300 cu. ft. lifeline 
allowance, including the service charge, has 
increased 50.2 percent. The total system 
rate has increased 37.7 percent. During the 
same period of time, the service charge for 
larger meters has increased by amounts 
varyitJ.g from 101 percent for a 2-inch meter 
to 170 percent for an 8-inch meter and the 
quantity charge for usage over 10,000 cubic 
feet has increased by 91 percent • 

"13.6 Since the increase to the lifeline user 
was 50.2 percent compared to the system-wide 
of 37.7 percent, the staff, in order to 
provide a lifeline differential, would 
normally recommend that there be no increase 
in the service charge for 4 Sl8 x 3/4-inch 
meter and no increase for the quantity rate 
for the first 300 cubic feet until the 
differential of 25 percent i. accomplished. 
This would, however, place an inordinate 
burden of the rate increase upon the larger 
users who have already borne increases for 
greater than the system-wide increase as 
c1escribed in Paragraph 13.5. Therefore, 
the staff recommends that the Commission 
adopt a phased transition of future rate 
increases to gradually achieve the lifeline 
differential while recognizing and reducing 
the impact on the larger users. To 
accomplish this, the staff recommends that 
the increase to the lifeline user be one-
half of the percentage increase that is 

-17-
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adopted for each of the test years, and that 
this policy be continued in future rate 
proceedings until the 25 p,ercent lifeline 
differential is attained. ' 

Conservation and Pump Efficiencies . 
Applicant's conservation program i8 a permanent aspect 

of its ongoing operations and is summarized on pages 3-10 through 
3-12 of Exhibit 1. 

In response to D.88466 in Case 10114, pump efficiency 
tests have been performed for all wells and boosters in 
applicant's water system. Iu Exhibit 7 staff addressed pump 
efficiency as follows: 

Service 

'~e utility submitted well and booster pumps 
efficiency data for all electrically powered 
equi~ent. Pump efficiency tests were con-
ducted in 1981 by Edison and a private 
testing compan,.. Although the ov~all pump 
efficiencies of pumps. used by the company 
on a daily basis, still have reasonable 
efficiency levels, staff observed that some, 
compared to 1978 and 1979 tests, have 
dropped sizably. Booster pumps with low 
efficiency levels are used only on an 
emergency basis; the utility indicated 
that it would replace these pumps 4S soon 
4S their economics would warrant them. 
Also, the utility plans to inspect some 
of the pumps during the winter when water 
demand is lowest." 

A review of the Commission's customer complaint records 
from October 1, 1981 through May 11, 1982 indicates that five 
informal complaints were filed agaiust applicant and that all of 
the complaints were satisfactorily resolved • 

-18-
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Tabulated below from applicant' a recorda are customer 
complaints for 1980 and 1981. Applicant's investigative reports 
reveal the eomplaints were all satisfactorily resolved. 

1980 1981 
Taste, Odor, and Color 9 4 
Pressure (High or Low) 74 99 
Leaks at Meter 207 28~ 

Mainline Leaks 6 lS 
High Bills 22 8S (Hot Summer) 

In March 1982 staff inspected applicant's service area. 
Staff considers applicant's service to be satisfactory. 
Findings of Fact 

1. Applicant's service. conservation program~ pump 
efficiency program, and water quality are satisfactory • 

2. The adopted estimates, previously discussed, 
of o~ating revenues, operating expenses, and rate base for the 
test years 1982 and 1983, together with an additioa.al revenue 
requirement of $83,600 for 1984 due to operational attrition, 
reasonably indicate the results of applicant's future operations. 

3. The compilation of adopted quantities and the adopted 
tax calculation are contaiued in Appendix B to this decision. 

4. A rate of return of 13.0n on applicant's rate base for 
1982, 1983, and 1984 is reasonable. The related return on CODlDon 

equity is a constant l4.6S~. 'rhis will require an increase of 
$169,800, or 9 .. 63X, in annual revenues for 1982; a further 
increase of $112,200, or S.81~, for 1983; and a further increase 
of $83,600, or 4.091.. for 1984. 

S. the adopted rate de8ign is reasonable • 

-19-
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6. The increases in rates and charges authorized by this 
decision are justified. and are just and reasonable. 

7 .. The further increase. authorized in Appendix A should 
be appropriately modified (1) in the event the rate of return 
on rate base, adjusted to reflect the rates then in effect and 
normal ratemaking adjustments for the l2 months ended September 30, 
1982 and/or September 30, 1983, exceeda l3 .. 0n; or (2) in the 
eveut the additional well, as discussed on pages 8, 9, and 10 
of thiB decision, is not completed before ~anuary 1, 1983. 
Conclusions of Law 

1. '!'be adopted rates are just, reasonable, and 
nondiscrtminatory. 

2. The application should be granted to the extent provided 
by the follOWing order .. 

3. Because of the immediate need for additional revenue, 
the following order should be effective today. 

O~DER ... -----
IT IS ORDERED that: 

1. Applicant Azusa Valley Water Company is authorized to 
file, effective today, the revised rate sc.hedules in Appendix A .. 
The filiug shall comply with General Order Series 96. The 
effective date of the revised schedules shall be the date of 
filing. The revised schedules shall apply only to service 
rendered on and after their effective date. 

2.. On or after November 15, 1982, applicant is authorized 
to file an advice letter, with appropriate work papers, requesting 
the step rate increases for 1983 shown in Appendtx A attached to 
this order, or to file a lesser increase which includes a uniform 
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cents per 100 cubic feet of water adjustment from Appendix A 
(1) in the event that applicant's rate of return on rate base, 
adjusted to reflect the rates then in effect and normal rate-
making adjustments for the 12 months ending September 30, 1982, 
exceeds 13.037. and/or (2) in the event the additional well cited 
in Finding 7 of this decision will not be completed before 
January 1, 1983. This filing shall comply with General Order 
96-A. The requested step rates shall be reviewed by the staff 
to determine their conf<?rmity with this order and shall go into 
effect upon the staff's determination of conformity. The staff 
shall inform the Commission if it finds that the proposed step 
rates are not in accord with this decision. and the Commission 
may then modify the increase. The effective date of the revised 
schedules shall be no earlier than January 1, 1983. or 30 days 
after the fili'Dg of the step rates. whichever is later. 'the 
revised schedules shall apply only to service rendered on and 
after their effective date. 

3. On. or after November 15, 1983, applicant is authorized 
to file an advice letter, with appropriate work papers, requesting 
the step rate increases for 1984 shown.in Appendix A attached to 
this order, or to file a lesser increase which includes a uniform 
cents per 100 cubic feet of water adjustment from Appendix A in 
the event that applicant's rate of return on rate base, adjusted 
to reflect the rates tben in effect and normal ratemaking adjust-
ments for the 12 months. ending September 30, 1983, exceeds 13.03~. 
This filing shall comply with General Order 96-A.. The requested 
step rates shall be reviewed by the staff to determine their 
conformity with this order and shall go into effect upon the 
staff's determination of conformity. The staff shall inform the 
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tit Commission if it finds that the proposed step rates are not in 
accord with this decision, and the Commission may then modify 

tit 

• 

the increase. The effective date of the revised schedules shall 
be no earlier than January 1, 1984, or 30 days after the filing 
of the step rates, whichever is later. The revised schedules 
shall apply only to service rendered on and after their effective 
date. 

4. Within 60 days after the effective date of this order 
applicant shall mail to all its customers the bill insert notice 

. set out in Appendix c. 
5. Applicant shall submit written monthly progress reports 

to the Hydraulics Branch of the Commission'S Utilities Division, 
commencin9 60 days after the effective date of this order, con-
cernin9 completion of a new well to supply water of acceptable 
quality. If the well is not completed by the date of applicant's 
advice letter filin9 seekin9 implementation of its authorized 
1983 step rates, the test year 1983 estimated operating results 
shall be adjusted to disallow $142,000 in utility plant. 

This order is effective today. 
Dated NOV 3 1982 , at San Francisco, California. 

JOH;\! E. BRYSON 
Pfcsid('nt 

RICHAHD 0 C~A VELLE 
L'EO~A:\D M. Cl\l~ES. JIt 
VICTO:\ GALVO 
pmSCILLA c. CREW 

Comm is.~iollers 
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page , 

.AZUSA. V~""I W.uER COMPANY 

Sched~e No. 1 
GENERAL METERED S!:RVICE 

Applicable to all aeter.dvater aerTiee. 

Portions of .hu_, Corl.:Da. Glendora, Irvind.ale, Weat Co~ and 'YicinitY'. 
Loa Ang.l •• County. 

RA.TES 

PerHeter 
Per Month 

Sel"'Yice Charge: 

For 
For 
For 
For 
For 
For 
For 
For 
For 

5/8 x 3/~-ineh met.r •••••••••••••••••••••••••••••••••• S 
3/~lDch m.ter •••••••••••••••••••••••••••••••• •• 

l-inch meter •••••••••••••••••••••••••••••••• •• 
1 1/2-iDeh m.ter ••••••••••••••••••••••••• • •• •••••• 

2-lDch .eter •••••••••••••••••••••••••••• •••••• 
3-i=ch •• ter ••••••••• -- •••••••••••••••••• • •••• 
4-1:ch meter •••••••••••••••••••••••••••••••• •• 
6-lDch .eter ••••••••••••••••••••••••• ••••••••• 
8-iDCh meter ••••••••••••••••••••••••••••• ••••• 

Quantity Ratea: 

First ~ cu. ft., per 100 01. ft. 
OYer 300 Cl.ft., per 100 Ol. ft. 

.•...•...•.••.•.•..... 
•••••••••••••••••••••• 

2.70 
'.75 
6.65 

ll.6o 
19.10 
34.60 
55.50 
94.20 

141.00 

0.250 
O.~ 

~ s.nice Charp ia a r •• dinesa-to-aerTe charge to vhicb 1. adde4 the 
charp, computed at Quantity Ratea, !Cfr water used during the month • 

(I) 

<I) 

(I) 
(I) 
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.A.PPENJ)IX J,. 
P"'ge 2 

.AZUSA VJJ.:!E! VA1'ER COMPANY 

AmORIZEO INCREASE IN RATES 

TO SCHEDm.:E NO.1 

Each of the folloving 1%).creues 1: ratelS me::! be put into- e:r:rect Oil the 
indicated. d.ate 'by :rUing a rate ISChec1ule vbich adc1a the appropriate 1DCreue 
to the ratea in e!!ect on that date. 

Rates to 'be Ef:recti.,e 

Serrlce Charge: 

For 5/8 x 
For 
For 
For 
For 
For 
'For 
For 
For 

,/4-iDch m.ter ••••••••••••••••••••••••••••••••••• 
,/4-inch meter ••••••••••••••••••••••••••••••••••• 

l-inch met.r ••••••••••••••••••••••••••••••••••• 
l~1nch meter ••••••••••••••••••••••••••••••••••• 
2-ineh meter ••••••••••••••••••••••••••••••••••• 
3-1neh meter ••••••••••••••••••••••••••••••••••• 
4-inch meter ••••••••••••••••••••••••••••••••••• 
~inch .~ter ••••••••••••••••••••••••••••••••••• 
~1nch m.ter ••••••••••••••••••••••••••••••••••• 

Quantity Rate: 

Firat 300 cu.ft., per 100 c:u.ft. •••••••••••••••••• 

Over 300 c:u.ft., per 100 c:u.ft. •••••••••••••••••• 

SO.05 
0.05 
0.10 
0.40 
0.0 
1.90 
'.30 
5.60 
7.00 

0.017 

SO.05 
0.20 
0.25 
0.60 
1.00 
1.80 
2.90 
5.00 
7.00 

0.004 

0.015 
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AZUSA. VAI.JZI V.uER COMPANY 

Schedule No.' 4 

PRIVATE FIRE PROTECTION SERVICE 

Appl1c.ble to .J.l v.ter senice !ur.c.1shecl to pri .... tely owne4 f1re 
protection systems. 

Portions of Azuaa. Co'Y1:a.a. Glenc1ora. Irrindale. Vest Co"f'ina and 
'Yicinit,.. Lo" Angeles County • 

Per Month 

For each i:ch of' diameter of aerYice connection..... 12.94 (I) 

SPECIAL CONDITIONS 

1. the !1re protection serYice connect1on shall 'be installed 
'b,- the utllity and the cost paid 'by the ~plicant. Such PA1lMnt shall 
not 'b. wbject to re!uud.. 

2. the mini~ d1ameter tor fire protection ser'Yice shall be four 
inches. and the maximum diameter shall be not more than the ~ 
of the main to which the service is concected. 

,. If' & distribution main of' adequate .s1ze to serve a private 
tire protection s,.stem in addition to all other normal ~ce does not 
e:d.at in the street or alley adjacent to the premises to 'be served. then 
a aervice ma:1:c. from the nearest exiat1llg main of ac1O(luate capacity shall 
be :installed by the utility and the cost paid b,. the applieaut. Such 
pa:ment shall. not 'be nbject to re:tu.nd • 

(Continued) 
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AZUSA VJ.Ur! WATER COMPANY 

AUTHORIZED INCREASE IN RATES 

TO SCHEDULE NO.4 

Each o! the !ollov1ng 1:I:I.creaees 1:1:1. rates mlt1 be put 1:I:I.to e!!ect on the 
:Lnd:£.cate4 date by !Uing a rate aeheclule which adda the appropriate 1n.creue 
to the ratea :I.n effect on that date. 

Per Month 
Rates to be EtteetiTe 

1-1-84 

For each inch of diameter of service connectio: ••••••••• 10.17 10.17 

(ENe OF APPENDIX A) 
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Semce Charge: 

APPENDIX B 
Page 1 

COMPARISON OF MON'l'HLY R.U'ES 

For 5/8 x 3/4 inch meter $' 2.60 S 3.05 S 3.24 S 3.42 S 2.70 S 2.75 S 2.80 
For 3/4-iDc:h meter 3.60 4.25 4.50 4.75 ~.75 
For l-inch meter 6.60 7.75 8.20 8.65 6.65 
For 1-l/2-inch meter ll.10 13.00 13.80 14.55 11.60 
For 2-inch meter 20.10 23.70 25.10 26.40 19.10 • For 3-i:ch meter 33.10 39 .. 00 4l.oo 43.00 ~.60 
For 4-1nch meter 53.10 62.00 66.00 70.00 55.50 
For 6-inch meter 90.10 106.00 ll.2.oo 118.00 94.20 
For 8-1nch meter 135.10 160.00 170.00 179'.00 141.00 

Qrant1t,. Bates: 

First 300 cu.ft. ]m' 100 cu.ft. 0.2;30 0.270 0.286 0.,,2 0.250 
cner 300 cu.:!t. per 100 cu.ft. 0.30& 0.360 0.~1 0.1+02 0.342 

The Sertice Charge applieo to all metered seni.ce 
Con:oectiOM. to it 18 .deled the charge tor water 
uae4 during the month .t Quantity ~te8. 

Sehednle lb. 4 
Pri~te Fire Protection S~ce 

Rate Per IIIOnth 

• 
For each :LD.ch of d1ameter ot aen1ce 
cozmection • 

3.80 4.00 
6.75 7.00 

12.00 12.60 
19.10 20.10 
36.50 38." 58.80 61.'70 
99.80 104.80 

148.00 155.00 

0.267 0.27l 
0.365 0.380 
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Net-to-Gro.. 2.08~~ 

Federal tax Rat._....;,lt6,;;,:;, ____ _ 

State tax Rate 9.~ (tOl" both test :rears) 

'O'r.collecti'b1ea Rate _-=-O=-.";..:"'~ ____ _ 

Offset Items 

'ased for: Pumped Water (CCF) 
Surface Yater C CCF) 
Total Production CCCF) 

• Electric : CA.!'.) 

- Southern California Edison Companl 

• 

Total Cost I 
kWh 
Eft. Seh. Date 
II kWh 

I/kWh 
In e:rtect on 5 't 82 
Basic Rate (composite) 0.02082 
ECAC 0.04286 

AER 
ewc 
State EDersy Tax 

Cit,. or A.zusa 

1'otal CoBt S 
kWh 
Eft. Sell. Date 
I/DWR 'aMd 

F1rat 100 kWh 
Next ltOO kWh 
Next 1.000 kWh 
Next 1500 kWh 
Next 2000 kWh 

0.002;36· 
0.00004 
0.00020 
0.06628 

See "Gceral Serdce - Rate G" 
tor appl1cable "Customer Charge" 
and "I>cnIand Charge" 

,. 

80,000 
1,047,199 

7/l/82 

0.10191 
0.09,1} 
0.08429' 
O.O7}41 
0.069,} 

test Years 

80,000 80,0)0 
1.057.021 1,057,~} 

7/1/82 7/l/86 
0.10191 0.10197 
0.0931~ 0.0931' 
0.08429 0.08429-
0.0'7}41 0.07341 
0.0693' 0.069" 
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APPENDIX B 
Page 3 

J3}JSA. vJJ,;JZ! v.u:Ei COMPANY 

KE'1i!RED V A'l'ER SAI.f.S USED TO DESIGN lU.TES 
ADOPI'tD Q11ANTITD"S . . 

Metered Service 
Meter Size 

5/8 x '/4 ............•.................••......... · 
3/~ •••••• ·····················-·············· 

1 •••••••••••••••••••••••• •••••••••••••••••• 

Total 

~ ........................................ . 
2 ••••••••••••••••••••••••••••••• ••••••••••• 
3 •••••••• •••••••••••••••••••••••••••••••••• 4 •••••••••••••••••••••••••••••••••••••••••• 
6 •••••••••••••••••••••••••••••••••• •• •• •••• 
8 ••••••••••••••••••••••••••••••• ••••••••••• 

Qua:o.t1t,. 
Blocka 
(CCY) 

1982 

1,,0.51 
~ 
202 
138· 
2~ 

:5:5 
~ 
2 
2 

1982 -eCCF) 

..............••.•......................... , 
••••••••••••••••••••••••••••••••••••••••• 

266,8~:5 
',709,7'7 
',976.570 

1983 -
1:5,1lJ. 

445 
20:5 
138-
2:5:5 

:5:5 
3l 
2 
2 

Consumption 
1983 -(CCF) 

268,OSS 
3,725,'72 
',,29',~ 

1984 -

l4,257 

1984. -(CCF) 

26~.2~ 
3,74,,881 
4,0l"l~ 
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Page 4 

ADOPl'ED 'rAX CALCtl'Ll1'ION 

AZOSA. VJJ:!E! V~ COMPANY 

: ___ T_es~t==i_ear __ l~§ __ 2~ ____ ~: __ ~T=e=at __ Y_e_ar~1S$~}~ _______ : M: ________________________ : ____ C_Q~·~t ___ : __ t.ff~ ______ : __ ~~~ __ : ___ -r~IT~ _______ :, 

(Dollars in Tbowsanda) 

Operating ReTcue 11.932.4 Sl..922.4 S2.~.8 $2,044.8 

l:xpenaea 
Operation & Maintenance 707.0 707.0 742.2 742.2 
.I..dm:Sn:Setr.tiTe Ie General 296.4 296.4 ~O., 320.3 
Taxes Other Than Income 71.9 71.9 82.1 82.1 
CCF'! 0 42.0 0 47.0 

Subtotal 1.081.} 1.12}., 1.144.6 1.191.6 

Deductions from Taxable Income 

• Tax J)epr.ciation 162., 162., 168.5 168.5 
Intereat Expenae 2~.1 251.1 241.6 241·Z 

Subtotal Pe4uction 41}.4 41,.4 410.1 410.2 

Xet Taxable IneOlie (cc:F'r) 4'7.7 490.0 
CCF'I' • 9.~ 42.0 47.0 

Net 1'axab1e I=cOIle (FIT) 395.6 44'.0 

m .l.t6~ '82.0 20,.4 

aradua.te4 ~ax Adjustment -'9.8 -20., 
nc 0 0 

Total FIT 162.1 18'.5 

(END OF APPENDIX B) 
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.APPENDIX C 
B1ll Inaert for Azuea Valley Vater Company 

Sl9~800 and. SLt6-.100 01: the r.cent rat. :incr .... grllZlted to Azusa Vall.,. Watfl" 

Compan,. for 1982 and. 198~. respecti'f'el:y. vere made neeeuar;( ..". cbaz:lg •• 1:0. 

tax lavs proposed b:r the President a%I.d. pused 'by Congreaa. 'rb1s vu the 

Economic Reco'f'er:y 1'ax Act of 1981. Among it. pro"Iisiona vas a requirement 

that util:it,. ratepayers 'be charged for certa1n corporate taxea .'f'en thouP 

the utili t,. doe. not ha'f'e to. ~ them. This reaul ta froll the VIf! uUli Ue. 

u:y tr.at tax 8& ... inp from depreciat1oZJ. OZJ. their plazlt -.n4 equ1pment. The 

.... 1'i=.ga can no longer 'be cr.dited. to the ratepayer but must be left v.ith 

the compan,. and. it •• har.boldera • 

For a more oetailed explanation of this ~ change, send a stamped self-

addressed envelope to: 

COnsumer Affairs Branch 
Public Utilities COmmission 
350 McAllister Street 
San Francisco, CA 94102 

'END OF .APPENDIX e) 
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current information. relies in part Oft the expectation that 
current high interest rates will drop &1'1d that they vill continue 
at a substantially lower level than they have been 1n the recent 
past for the three-year period that these proposed new rates will 
be in effect. 

Applicant disagrees with the staff forecast of continued 
lower interest rates for the full period that these new rates for 
water service will be in effect. In view of the SlOO billion 
budget deficit which the federal government will be 

\ required to finance over the same period of time, applicant 
\ believes it is not prudent~ reasonable to expect that interest 

rates will continue to fall "or remain at levels well 'below current 
\ interest rates for the three-~ear period. 

ObViously, it would ~ extremely difficult to forecast 
correctly the level of interest \rates over the 1982-1984 period. 

~ However, we do know that the yiel~ OD ''BAA'' utility company bond 
offerings thus far through 1982 haVe exceeded 15%, tnat , 
this recorded period represents &bou~,~ne-fourth of the three-
year span, and that applicant' 8 embedded long-term debt has an 
effective interest cost of l4.151.. Unless long-term debt rates 
were to fall well below their current levels and remain there 
for the remainder of the three-year period, it would not appear 
to warrant fixing a return on common equity below 14.651., which 
allows only a 0.51. increment above applieant's 14.151. eost of 
embedded long-term debt • 
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. . 
: 

In our considered judgment, a l4.6S~ return on equity 
is reasonable for applicant and strikes a balance between the 
consumers' short-term concern of obtaining the lowest possible 
rates while maintaining good water service over the long run. 
The resultant overa.ll rate of return of 13.0n is developed ... 
follows: 

Test Period - 1982, 1983, and 1984 

Capitalization we1:ght:ed . · · . · · Component : Ratios · Cost · Cost · · 
Long-term Debt 35.251- 14.1S~ 4.991-
Preferred Stock 12.75 3.29 0.42 
Common Equity 52.00 14.65 7.62 

Total 100.001. 13. 03~ 

~ Results of Operations ~ 
To evaluate the need ~or rate relief, witnesses for 

applicant and the Commission .ta~ have analyzed and esttmated for 
test years 1982 and 1983 applic:ant\ s operating revenues, operating 
expenses, and rate base. Staff's report of operating results 

• 

~ (Exhibit 7) was based, in part, on 14 ter information than that 
available in late 1981 when applic:ant\prepared its report 
(Exhibit 1). In Exhibit 9 applicant arid 8taff recast their 

\. 
respective estimates of operating results to reflect the revised 
positions they took after the first day of hearing. Staff 
accepted applicant's esttmate of operating revenues. Applicant 
accepted most of staff's estt=&tes of operating expenses, and 
most elements of rate base. In Table 1. which follows. the 
results for test years 1982 and 1983, &s shown in Exhibit 9, 
and the operating results we adopt, are set forth • 

-5-
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Alt:"lough stringent, the later coooition is consistent wit.."l applicant's 
representations and staff's having insufficient t~e for an aQ~te 
investigation of the secooo well as a fal.lback contingency. 

C. OMrrortized Regulatory Expense 
!he level of regulatory expense is not aisputed. At issue is whether 

applicant I s deferred debits, representing Llna.'TlOrtized rate case expenses, 
should properly be included in the ccmputation of the working ease allowance. 
Applicant argues t.."lat these costs represent above-tbe-line expenses valid for 
raternaking purpoe-...es, the prepa t of which represents a legiti .. 'cate use of 
working cash which should be r ... ",."....., .. izoo in rate base. Staff argues against 
sue..~ treat:nent. 

'lbe staff's treat:'nent is 'Oa:sea on the prinCiple that the ratepayer 
is already reimCursinq applicant for the amount of. unamortized regulatory costs 
as an expense item. 1be staff cal~es the reasonable costs associated with 
rec;ulation and amortizes them over apprqpriate time periO:S. Staff aces not 
usually include these coStS in 'its computation of rate base. 

It is t.."le s~f's view that it ~not reasonable for ratepayers to pay 
for t.."e carryi..,q costs of unamortized amounts. '!he CoTmission affir.aed this view 
in Decision 92497 (Application 59316) Signed December S, 1980. In that 
application, SOUthern california Gas Cctnpany requested rate base treatment of 
l.lnamOrtizOO costs associated with the abanOonment of a gas project. On Page 80 
of t.."'lat dE:eision, the CCmnission stated: 

"Its sole rationale is that the carrying' 
cost of m,:,ney is a real cost to its 
investors. We agree that it is a cost 
:out we do not agree that it is a cost that 
should be recovered fran the ratepayer." 

Similarly, amortization of deferred maintenance expenses Md other 
extraordinary expenses typically has not proviaed for rate base treatment. of 
unamortized alt'Ot.mts. See, ~., D.93887 (Pacific Gas & Electric Co.), at 77~ 
D.93892 (San Diego Gas &- Electric Co.)., at 105 • 
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Recently, t.~e Cormnission addressed the issue of whet.'er regulatory 
expenses shOuld be inc1ueed in t.."le rate oase. In Decision 82-09-061 
(Application 82-01-06), signed September 22,. 1982, the Co'mIission denied such 
treat:nent of r~tory expenses to ~l Este Water Cocnj?any. 

Staff's reccmnendation is reasonable and consistent -..nth prior Ccmmission 
policy. We will not include regulatory expenses in the t-.Orking' ease allowance. 

D. Accelerated Cost ery Syste.'iI Onder ERI'A 
At t..'e head.l'lg' and in he ~ison exhibit (~"libit 9) applicant 

took the position that it was not in the best interests of either applicant or its 
custaners "to in effect require th~ Applicant to elect to take accelerated 
depreciation by deduetin9 the oznula'tive tax benefits i-nputed t..'1rough t.'e use 
of ACPS fran rate base whether or not\~licant aetually uses ACPS in the , 
computation of its federal income tax obli9ation" • 
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