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Graham.& James, . by 'rhom J. MacBride,-.Jr..,:
’ Attorney at Law, for applicant.
Martio E. Whelan, Jr., Inc., by Hartfn b

Whelan, Jr., Attorney at Law, for Ca s
Professional Commumity Hanagement
Inc. and for Mutual Houl ing Corporat {ons -
Inside Leisure: World,: protestants., - - - -

Robert Cagen Attorney at Law, for the o
— Commulssion staff,- SRR SRRt O

INTERIM OPINION

I. SUMMARY

Rates for sever service are increased by $354,500 of
which 565,200 is subject to refund. The rate for unrestricted
residential service is increased from $9.25 to $1.0.39 per dwelling
unit and for restricted residential service from $8.01 to $9.00
per dwelling unit., The percentage differential in these rates
establisbed in prior decisions is retained.

The portion of the revenue increase subject to possible
refund represents the effects of The Economic Recovery Tax Act.

It i3 to be collected subject to refund pending a determination
of the manner, if any, in which revisions to the surcharge method




-0l

' - e T i - -l
A.82-02-15 ALJ/emk L TOWERNLA s

T v w-’
O T '-m

R 3 o nmonucnon ShoIU LETOIA A -

- s S\-w L T <
Ty [N
- r ” 3 et b AR ) § o . \...)..

Legune Hille §acitetion, Inc. (LBSI) eeeke euthority to, .~
increase 1ts retes for _sevwer :ervice. 'rhe rete increuel proposed..

A.-‘_.......»"a.vw ek w own s

by LESI are in stepe designed to”increese _anmual -revenues _for. test ..

;.dv‘v PR

year 1982 by $713 600 .or. 26 4%, mover .the revenues rproduced by

T
N -

.-

$261,700, or 7. 57., over revem:es £rom retee _proposed £o: 1982'

-

- and for test yeer 1984 by $270 200 .or. 7 11, -over revenues from.
rates propoeed for 1983,_ me emge 20 nae Q8 18 0€ medmnven

- uu‘-a - Lo W o v r.;..h ‘Nb - o e

LHSI proyides sewer e‘ervice to Ccertain. portiona -of - ., ﬁ
Laguna Hiuo, El. ‘roro, -end Hiuion Viejo in eouch.Orense County. o

- v whee

It maintains a netvork of moxe than 100. miles of .collection mins -mc
and transmission end trmxk I.inee ,eeqim epproximetely 2& 000- . . -....

P

sexvice connectione. Ito aewer system: connects _to . an oceen.

L R i T N - -

outfall pipeline. Senan e e SO um or sowwshow glowizsall

As of December 31 _1981 ,LESL': net uti.
$13,624, 830 end its contribut ione in efd "of_ coutruction vere
$10,858, 068 or 801 of. net utility plent. _.Thie\ ds an extra-.. . ... ..
ordimry reletionship.. - It 1s the result of. developers vbeing;- it
required as a condition of service, to.contribute in-tract . a7
facilities and to pey connection cherges (CIA-BP)H to- finence» ez le

beckbone plent e L mgme A AR e teaes 0

ey - e v e ¥ B i

___LEST, en'd 'Legune Bille Ueter Conpeny (LEVC) are wholly .- -.
owned subsidieries of Leguna nills Utility Company, (I..KUC),.,e‘_‘:«;:.,
publicly held conpeny._ _LEST uue the. employees of-LEWC.to. ......
perform the required operetion," _ineintenence, and constry_ctﬂion
work. of December l. 1981, there. ware 48 enployeee..of,,l.ﬂwc
available to LHSI, each of whom, chergee LESI.on a time cerd.\-,,,

\m»«

basis for work ectueny perforned




CORRECTION

CORRECTION

THIS DOCUMENT |
HAS BEEN REPHOTOGRAPHED

TO ASSURE LEGIBILITY




K . . _u:&n b wmd dh E' pv ..-u A
ALY /emk /5¢ g

,-\r——\ﬂ \I (\'

;‘-un-—

S

b - s A -—--/~'---v‘-' o, m‘jﬁ&mm
Decisio

.o
N - o ,. = . - % . . 2wy
iy Saien i S PN oL IR S ol "‘ pifwl -thvw - Qa...

BEFORE TEE PUBLIC.UTILITIESvCOMHISSION _OF,‘THE,:STATE- OF :CALIFORNIA:

In the matter: of the-ApplIcation~4~ sovTnnilenos Iah meT uweveds’
of LAGUNA BILLS. SANTTATION, .INC...).- .. -.Application, 82=02=15.. ..

for an order authorizing an ; """ (Filed February 8, 1982) :
increase in rates. Tolelaes
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Graham & James, by Thomas J, thBridel;Jrf. A
' Attorney at lLaw, Ior appIIcant. L
Martio E. Whelarm, Jr., Ime.,- by~H¢rt£n*E e I
- Whelan, Jr., Attorney at Law,- R
Professional Commmit Hanagement,
Inc. and for Mutual- ouotng~Corporat£bns
Inside Leisure World,: protestants.

EQE%;E_%;;&E, Attorney lt Law, for the
omulgsion staff.- e EOERENEI SR

INTERIM OPINION
I. SUMMARY

Rates for sewer service are increased by $354,500 of
which 565,200 is subject to refund. The rate for unrestricted
residential service is increased from $9.25 to $10.39 per dwelling
unit and for restricted resfdential service from $8.01 to 5$9.00
per dwelling unit. The percentage differential in these rates
established in prior decisions {s retained.

The portion of the revenue increase subject to possible
refund repregents the effects of The Ecomomic Recovery Tax Act.

It 1s to be collected subject to refund pending a determination
of the manner, if any, in which revisions to the surcharge method

-
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of financing certain of Laguna Hills Sanitatfon; Inc.'s’ (LESI)
facilities or elimination of the surcharge al‘together"could
reduce 'LHS1"S revenue requirement. 'and yet retain ThelBconomic v <.l

-
- ..f.... LNPT R vy VY

Because of that_v_-pe‘nding detemination—-th;g* \d_ll* ”bg‘ p—int::,e_?‘_ﬁn‘: _~

decision. co : v - P

LODRT Da ...'d._».d..-u -

A return on common equity..of_u_.?.a&,.vhich_equates...to
a 12.02% rate of return on rate base, is authorized. Although
no allowance for: ope:ational at::itfon va& found neceasary for

AR il

1984, there is exposure to. aubsunthl fi.nancial attrition
in late 1984 because ofi debt’ rollover.‘ An-,‘adv_ice 1etter filing

responsive to this -;Iéﬁatfon is- ;uthorized, - o

- ’ a .o

The request. to-: }uve— 1.nterest included in the Effluent

e . g e T "‘-ﬁ' -

Disposal Cost Adjultment accoun: is" denied at.-this:time"‘
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6 o i INTRODUCTION
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_‘ I.aguna Hills _Sanitetion, Toe. (LHSI) ueka authority to. .~
increase its ra:es “for sewver service. ;rhe rat:e inc:euel propoud.._

-m---v»- e P

by LESI are in steps designed to 1ncreue enmxal -Teveunues. for. test. .

- 'u-.. -

year 1982 by $713 600, or 26, 62, aver the .Teveunues .ptoduced by‘.,,‘, -
rates {n effect at January 1, 1982 £or t:est .year 1983 by.... - ..o-n
$261,700, or 7. SZ, over reveuues £romvrates ﬁproposed for- 1982

PENERgTY

- and for test yeer 1984 by $270 200 .ot 7,..11,4ovez .xevenues from -
rates proposed _for 1983 - spns ne

. , - VRIS OIS om 20,18 (8OS wodoolce
LEST provides uwer Jeg\:;c_e to certain _po:tiong Of o nan

Laguna n:lll.a, !1 ‘raro, ~end Hi.nion Vtejo in lout.h Orange ,Councy. el
It maintainsg a netvork of none than 100 nﬂes o£ .collection na:l,qs_it;

and tracsmission end tnmk li.nes ,cerving eppgoximtely 2& 000,

..--.,.,- ,.-rﬂ An\t--- 'h--ll- -

M"‘l.’

- service connectiom. Its sever eyﬂ:cm connects _to._an oeean. e
outfall pipeline. N

nm
o~ vy
- N "-h-wud"v'm P L
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- Hf‘*"‘- - - \»--, el Iz :
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As of December 31, 1981 J..HS".L':H net- utilicy ,plam: was ... ...
$13,624,830. and. ics contr!.buti.ons in. ai.d of. cq_not_;.-uetion Mere
$10,858, 068 or 801 of net: ut:ilitx,, :Lant.. ,,Ih:l.s is an extra~-.. .......

D

ordinary relacionshiﬁ; .' Ii: i.s t:he result of. developers being T mA T
required as a eond:!.ci.on of service, Lo cont:ribute {n-tract . . . ..

s

facilities and to pay eonnection chu-ges (GIA-BP) to- f.!.mnce-f-
backbove plant. . nmmmoe wnme AN il an

.
PRSI . ! !
- L™ R k- ..-hw [N - -d

L I.BSI and Lngum Hﬂls Veter Ccmpany a.nwc) Aare, vholly .
owned subsidu:ies of ugm'a Hflls Utility. Company. (umc),...a .
publicly held coquny.. LBSI iuu the employees of-LEWC to.- ...
perform the required operetiou, mintemnce, and con:tructiow
work. As of December 1, 1981,, tbmre were 48 enployees of LM “m e
:nilable to I.RSI, ueh of whom. chu-ge: LHSI on .l.tine cerd,.m b mnEs

basis for vork actueuy perfonied o

i -
- -




A.82-02-15 ALJ/emk/y+

- A »
- -‘58 .a'a

An inforwal public pectingAhCId during the evening on

o e S eV W L

Hay 21, 1982 {n Laguna Hills preceded the_hear!.ng on t:hiq matter.

ey

‘rhe*mcct:ing was aponsorcd by LAST and‘ tﬁe“ccmiss:[on ltaff to

i L Sl a»«"*- .

providc an informal actting 1o wh:[ch cuatomcra “eould” cxpres

o

their views' and” “applicant could explain Its cuert:cd nced for"‘:”"

-t aang

a general ‘rate’ “increase ‘and respond to’ questions or compl‘aints.“
Only 10 customcrc attended “the mect!ns. e e -

After due ‘notice; ‘publtc hearfng on this applicagton T
vas held: 'before ‘Administrative " I'.aw"Judge Maln fn 'Lq, Angeies Jeek

T —— e W

- -o.a,r-

presented by ‘s projcct manager; ‘s fiunctcl analyst. and’ tv'o

o~y —— . o

utilities engineert “““““ ‘Professiongl’ Comxmi.t:y )(anagemn: and

..-“.‘un.-\, m— e

Mutual Housing Corporations Tnside Lefsure World, ‘protestants ‘ -

'n—( -

collectively referred to as FCN, :!ponsorcd a c‘onsultfng engincer T

who t:estf.ﬂed ‘on cost allocatich and " rate structure. f‘s

A e . s - o

TAt the conclux:lon of tbc cvfdonti’cry hecrtngs, IESI e

s o

requested ‘that, in additi.on to concurrcnt‘ br:[cfs prcscribed‘ under v-*
- A N - Eiae ‘r- ol * “ -

the Reguhtory Lag ~'(ncw~Rate -Case Process:.ng Plan) . prov:.s;.on be, “hade
- \‘;—-\-\A-AA i, = 2oy, vﬂjnj“

for reply briefs.- this” matter was~ sub=

o A e

Mitted upon”the October 29, 1982-ma111ng of reply” Er~e..s. L “'"“t""f'
On November 22 1982 LEHSY filed its petition to get” T EC

-y e

aside mbmiscionﬂto receive latc-fﬂcd Exhibﬂ: 19’acttin§“£crch
operating results revised- t:o lhov add:tt!.onal inpactl of” thc ]
Economic Recovery I‘ax Act of 1981 (ERTA)."“ER‘!A‘“ 'constrains a -

“v--m»\-,- o - - g‘

utility's ability to pass on to che rctcpcycfc “the 't tax bcncﬂt”s“f

LR S A

which ecerue-from post-1980 plant” additdons. 'In” FLESTYs" “cage,” U
those benefits accrue primarily from the improvement" Pl'ojccc“""*

——— Ty de by ) L ] ~
.:\".'.-..- ‘--...::“ t"_a-w-"-wv iy 3.. u—ua\‘:a
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‘finsnced through bonds. issued: byz the: California ‘Pollution™Control

Pimc!.ug Authority. (CPCPA).- = = 200 [o2usnll nl olasmss smrzaw Te
1. 7.-The enactment.of  ERTA was wnforeseen at :the time we -

{ssued Decision (D.) 91339 datcd Pcbruaty 13 1980 in Appl:ication B

(A,) 59033,

benefits of the_ CPCFA-fimnced project to the ratep_a_yor and was

authortzed Ccr levy ~l~—aurcbarge oun its’ ratu to urvtco the bond. .

indebt:edneu. 01 November 22, 1982 LHST a alqp ﬂled"ﬂ"&-lrﬁo
for modification of‘D 91339 to hnvc it confom to ERTA requi.remehts“.

s
[N g i b e \“'"""" "“"‘ e “’V

ST RATE oF RETURN Soupes :

.

5 v -, -~
W e b e . ot o
AT

Conplete rate of- return showings were, -wade by LESI and
the staff, PCM did not put on &direct ‘case ‘on. this issue, but
participated in the. ~cross-examination of. LESI's. witness.. .

During the hearing, LBSI and the ttaﬂ ag::nd uppn
capitalization ratios and cost of long-t:cru debt . Ahey- a]:so
. agreed upon. an advice letter procedure propoud by LHESI to
recognize- the u:tual cost. ofl its rcfimpc;gg\ in 12%‘:.;'1.“3_513'_M

first mortgage- bonds. S'tuz-i.u' A, 61 mt_in;,to $1 226?;»*0‘()* a8
of December. 31, 1982, are due Octobcz 1,.. 198&

R

(R A AL

.o e -e.x,.,.-a»,-. .
e v -

: . To.ensure a £¢ir ruult te both t:ho x-a.:eéayet -and. the _'
uti.lity in light of :he :anrobabuity of accurately estimtingq o

e A

the applicable interest rate, LHSI uolu authorit:y to. .filc, at

LR - -

the time of refinancing, an advice letter rcﬂccting, ‘the. i.ncteue

Ve e ol ek e

in LHSI's embedded cost of . long-tcrn debt. that will then occur.
Ino the absence. of rate relief rcﬂcctin; that: -incteuc, I.HSI.

- - \-u.ud o

would suffer substantial f.:lmm:hl Attrition du:i_?_& thg fmhﬁ
quarter of 1984,

-
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izuzz:UThe: return .on-equity: and: consequently:the overall rate::>Z"

.u.._._

of return remsin in dispute., LBESI's revised requested: rate of-- o
return and-the staff's recommended. rateof return: are: o\mrized
as followsr - -1 1390 10 mieminT siiit 318U (D) melaisd Bw

- ca - P R -l N . b e w e -.’«- Ser

v o7z [ Test Period' --1982,--1983, and” 1984":.'&' . TI0LT L

N . lwwE e . O\ sy

\ - - - = ‘\‘4-..- R «ﬂ'ﬂxcnﬂ‘ ‘..,-» ..f. - e '.‘,..,MC

:Ta—ItaTIzatﬂEn: s : Wel htea Cost

- o -

Cmmnent L ‘Rat:ton e c°.t\~~* = T

T Te Tl et i e TRLIZNVOL WO

Long-t:_em pebt...,..- - 50.00%, - A,,,G 387.“,.-? ,.2 55 S

Common Equity N 13 20*/14‘ 75**_
'rotal

L

U - MidpeInt of 16,907 te’ IY, S0 range“ e
L oi. %ok Midpoint of . -14.50 .to 15.00. range..

At the hearing. -PCM supportcd the ‘staff “recomendation"" -

e e

It now feets that recomendatton may*be too" h:[g (e e T
. - .-u.v-n.,v--" e R T Tl A VR v-"-"b-h":\l"larvﬂ
! Caﬂt s witmsa L - R P fe ot Q—nvm i e A AT AT AN falst

By e

_ Dennis E Pesea\r, lenior vice prer.ldent: "and “nnior
cconon:[st o_f ander Compan‘tcs, Inc. » used principally the’ Capital” "~
Asset Prfcing )fodel (CKPH) and Dincountcd ‘Cash Flow (DCI-‘)e cpproac‘h

o

to estimating the cost ‘of equi.ty cap‘.[tal Pcsem‘ ‘has employed -~ -
these techniques in more thm 15 rate cuea. ‘He {¥ certain that

the coct of equity, which modern -financial -prfnciplerbreak Into»- -
thrae conponencs, u&at be ‘market-determined’ - The ‘three couponoucs“
are: a return ncceu.u:y ‘to compensate’ for gonera]:*inflatfon-~ SR
(a "ruk-tree return), ‘4 real return-for poﬂ:ponf.ﬂg ‘Current - - o
consumpdoﬁ, and & ratum ‘uloci.ated with' t:he speciﬂc- rfsqk— of'~-- o

the company's common TRtocK S T LN TELTIL LLiIESILIL

AR AN T
LD T0 Todua Mg
-
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~-Fesesu.stresses.that the.Comission has indicated
concern over:-the adequacy-of rate-of-return.determinations:made:-::
under rapldly: changing economic:and interest.rate:conditions; - -:
In that regard, -he referred-frequently to the:March'1982-study --- -
wade for the Commission by.Charles-River Associates-entitled,: . :. -
"Methods Used.to Estimate.the Cost.of Equity-Capital.in.Public ---.
Utility Rate Cases:" A Guide To Theory and Practice” (CRA. - -
Report).=" He also.referred to Commissioner-Brysonls..concurrence
appended to D.93887.dated.December 30, 1981 -in.A.60153 et . &), -:-c:

‘ In Peseau's. viev, market.methods for-determining-return-..
on equity.yield far more accu:atc_-~,an§mrl,‘_thanotradit-i_.oul_;‘: sale o
comparable sarnings tests.. .Those -tests-in- their ~tradit fonal: .- ..
form cannot .respond-to-changes-in financial markets, interest
rates, econoaic-conditions, and-inflation-and.monetary:policy.c- ¢

PR L A - ‘,.,“"m

R I A4

m~ ey -,

e o omtadam e

- -
oonL giusacTe Iabos
e - e
—39:9-—:.*.
T e, W

oryh e e b et .,..Jou

. . . - . ' . - - PR - -
- o e e - .

1/ The CRA Report represents the views of its suthors and:mot,._. -
necessarily those of the Commission. T
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:+In his-view, it is“unsound to-conclude-that water
companies” or- sewer companfes:are:lower risk-companies-than® =~

other types of utilities.on:the basis of~one or-two ofithe<-™
many factors-vhichzaffect risk.: Through~the CAPM~and-DCF:™ o/
methods-he-contends he>has demonstrated-that’water~and séwetS: i

o

companies:- are»onlymslightly'different than” the*broad?badic TR

utilities. Canliiza T TN S IO B S Ee T ok “?ig ni2liil
T h~Conwerce1y;wh¢”points?oﬁt‘thatﬁtﬁéxsfzéﬂof the —-{TTiil

contribﬁted?pérfiénﬁofiLHSI’axﬁéiliéi”ﬁrinf”ix5vi§éﬁ§lfy°& Srrmnice

unique  characteristic affecting 'risk> “Because-such-an Influence

on risk is atypical:of-other -companfes;-he belfeves ft: varrants

being given:-a separate or incremental<type consideration. - =T=Imo2

"LHSI's effective.equity ratfo: after:-consideratfon=-> “=il

of contributions is:less than>127%; thereby-increasing-common .. “Iow

equity risk to a level above the risk of typical urilities

without increasing earnings potential. To compensate for this

additional risk facing LASI, Peseau originally had placed the

cost of equity capital for LHSI at least one-half percent above

the top of the range of 18.1% to 19.0%7 he found for the Standard

& Poor's 22 utility companies. However, because of an outlook

for more stable ecomocmic conditions since making his study, he

hag tended to back away from this upward adjustment to 19.5%.

Ultimately his positiocn was that his equity cost range for water

companies of 16.9%-17.6% using the CAPM and an 18.2% cost using

a DCF model properly accounted for changing economic conditions

and interest rates and, therefore, should not de changed. While

vo longer urging 19.5%, be continues to believe some increment

should be added to any point falling within this 16.9% to 18.2%

rlnge_to»reflcct»the-additional~risk;imposcd_by*:h¢~inozdinately;___

large ‘share of ‘UESI's utikity plan:~fiuancod‘by-céﬁff!butions’w- '

N T e
B " SIS 1Y ‘..-l- —r ‘JMM.

s
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- Peseau.testified. -that.much.of the.required:cost of
equity. for .BOSt . compcnies today, -including-utilities,-{s;dominated-
by a "risk-free” compoment...His estimate- -of~this-component..for. - -
test years 1982, 1983, and 1984 {s-11.5% to 12.0%..-This range:.- .-
is based upon his:review:of:August/September 1982-long-term and
intermediate-term-U.S. Treagury rates plus: forecasts of such
rates. and the then current market. forocasta»ofxahort-cerm rates
impiied by T-Bill futures, shown.as follows-in Exhibit-10:

Past and Forecasted Treasury Rates:.. ....-
Background fcr Determination of Riak-!ree Rate

—~ - PR e BRI e L e

Short-term»,;-Internediate- -Long-tcrnf A
Arerage for ) A' JI-Bill . Term m T-Bond _ _T-Bond

Ol -

A — N -, o oy e sy S

1926‘1930-/ . -3 “""" R \3,913 ol uo :“dlz“"‘
19798/ 10.1 9.5 5% <933Iasmres e

19802 . e L 1liasis srr < DSciocos o213

® 29818l --/ 2 16i0imnnen s Lo 2 mn 13k sosiesose
August 30, 19822 - 8.7 ;¢_;:.12 Brnvnzis w2802 Lo
December 1982-/-;‘ 11 2m(Futurcs) Coorny a2
March 19832/ 11.9 (Futures)

March 19838/ - .:7o10; SsIL5 TTIN125513i5 ©12.5-13.25

- A P

Sources: a/ Fisher and Lorie, A Balf Ccntu?'*of4kiturns

on Stocks and Bon E {(Chicago,-1977) -
ederal Reserve Bu lctina.:;wwrw e

b/ Vall'Street Jovrmal: © - i =
¢/ Merrill-L 9gnch Mbnthlzinéiéirch*kévfé;
‘(June- 1982);

N , - " 3
! B e R s A - e B

- . - - .y
N DN me 8T e e W " A
.4.‘-..-/4--&. v - -y A - .

L -
At
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%2 Peseauarrived at the CAPM-equity-cost estimate of
16. 9% to" 17'61~fof'ci§£dal'&atér"éanﬁahiésﬁﬁiingFizbitaCO£°EGE333’*
market: risk premium. ranging: from:8.4% to- 8:8%*“and therisk-free -
rates of 11; Si*to 12.0% as follov: SIS emn G330 REED mmna Tod
- TTBottom: TLITSTTHY, 64k B4R (w1697 TOTY friid L
i Tl Topeiorit12,0% 47064 x:gg*gz) PRI b 2 SRR ot bt
1 The:{ssue of greatest-concern with: regard- to *::Isls:--:!:‘*x:oc::~
rate was whether-the range>should: be'bascd'upon 4 review of -
loug-term, internedia:e-ten, and short-t:erm treuury mrates and
forecasts of such“rates, arrocomended“'by“?eteau, or made solely

with referenee~ to 90-§;y -(short-term) creaaury rates. nglidera-

-

tion of *éhe""rattervar‘iuggested by-staff-vitneu Bluut“tn“"‘“
establishing the low range of his CAPM-analysis and“suggeated

Ty

by counsel:for PCM. SN Leoa \xﬁt?:
Peseau submits.that the rate to-be employed. uvthe

risk-free rate for purposes of determining a rotuzc-n on= oquity
should have.four characteristics: v.E ‘ 355 (ST TamIa

1. The rate should ‘be- u-urkct-dcteniudww TadRron
rate. N b my

. -ty
e wt o e SaTL

. -2.- The inctrumnt upon vhich_.tho rate i Z:: * et

'sarned ‘should pouen “14ttle ﬂ.ak o£ o
-defaualt. .. .. - o m e

o " -

-

-

et e e 1 ar . -(M-—-

3. The i.nltrmnt should have & utu:i:ty..
short enough -to-minimize the risk of -
price changes of concern to- invutort. s

4, The rate.adopted.should be . concoptually
consistent with-a-future period at. Teast™
as long as the period one would expect
nev tariffs to be in effect.
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-

He contends that the 1ntermed1¢:c rate shouldwbe—anployed

PR T N L .—fp"- Rl -r\ﬁ"' -p-'\

to determine thc riik-free ratg fog & nunbcr of reasonslcnong
which I.!.'C"”:.hwud PO T Sl Sndval v At .
1. "Employnent of a ahort-teru (90-day) rate ’f'
i 'is {napproprfate, since those:rates have .  o7io

-been very volatile-recently, ranging.... . -. ... ...
from less than 9% to more than 15%. T
LHSI {3 not permitted to apply for: rate-:

relief every 90 days as.that rate = .

changes. 1f the Counisaiou employs

the current 90-day rate for purposes .-

of . developing & -return on-equity for . . .

LES] and that rate fluctuates upward -

to ‘levels in existence a:very-short

time -ago, LBSI will.find {tgelf . . .

earning a return on equity almost on” "

a4 par with or possibly lower: than the:
risk-free.rate. .. .. ... .. L. o
Thcoretical congistency-demands" ‘that-the
risk-free rate-employed. for:test- ynara

1983 and 1984 be counsistent with that .

rate earned on a:risk-free. instrument . -

with a maturity approximating.that. ..

time,. -A-90-day rate. provides one with

a risk-free rate for 90 days. - Bovever,;

there are eight such 90-day periodo in -

two test’ 7!8:8._3“ ~ s

Enpirical tests show that ohort-torn

rates, wvhile risk-free, ci

‘1iquidity premium- uhich‘rondcrs them-

inappropriate for employment in CAPM,.

This existence of a liquidity premium

renders them inappropriate: for- deter-
- - mining.a return on equity to remain in

‘ cffect for a nunbor of y-ax:.

-,

-
-~ e wm e b ome
-
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Steff Witness Cmn m e

o ————- -A " - v,
o S Spu P Jaﬁ-‘“'-- . ‘ma:" '3"'1“”0" "‘

_Christopher.J, Blunt, a financial exangner vith _the

-nn.a--'\
-t g

RevenueVRequirements Division of the Commisaion, testified on

- .u‘..,.-u. ,- -

rate of return for the. ltlff ‘Blunt based his return on equity "

recommendations on en*analysis ofaunyffeccon,-both tangible
and intangible whichfhe clains “affect: the eoat—of equity capi-
tal to LESI. Blunt. testified that - -one- cnnnot-baae estimates
solely on definitive fcruulaa or prec£3e~mathemat£ca1 “calcula-

AR A

tions, that, of nece:aity, deternination -of _return on-equity
capital is a judgment deternination.‘ ‘In arriving~at~hia
recommendation he was: guided by the ‘standards-set-forth by the
U.S. Supreme Court decisions*and prior decisions~of thia

e ,,,.,.. g

Commission. They- are-as: £ollan-:;"7- S ma e e e

N i e -

1. The return to the equity holder® sbould—
comnensurate with.-the-returns -on-invest-
n§n§s~in onterpriseo-htving-:inilar-;3;?
r F 8. ,-::—: T e s i -—.., .".'ﬂ'.‘,"

o n "\...n -

The-return should be cufficienc tO»enable
the utility to-attract capital-at .- "--7
reasonable rates-and” to - assure: confidence
in the utility ‘s financial {ntegrity.> -

3. The return should balance’ the in:eresﬁnz
of both the iuveator: and the customers .
of the- utility. B - «L-éﬁ'zmw .

Blunt believes»thn.t ‘his’ recomended re:nrn on common
equity of 14.5% to 15. 0% will- ‘provide” an adequate risk premium
over lopg-term debt. during the: period~che sewer. rate34v111 be
in effect. Ee did not’ quanti£y~§he ritk preniun}"butwindicated
that (1) during periods of high 1ntereat rates “and’ ‘Sicertainty
regarding inflation, the risk premium could be expected to
fluctuate; and (2) high equity ratio companies, such as LHSI,
and sewer utilities by being less risky, in his view, require
a spaller risk premium.
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M T -,\-’-.'\ *,., rw

ﬁAs a confirmation of h(s judgment reconnendation, e
Blunt comparcd the results. obtained through CAPM and DICF nodela';*
used by the staff on a water company. He listed the follaving

factors which he contends make a sewer: utility~lesa.risky than
other utilities: - L :

1. Sewer utilities are not as capital o
intensive, Construction programs are
ruch smaller and are financed to a
large degree by contributions in aid
of comstruction.

Nearly all external finaucin undertaken
bgisewer utilities is accomplished:
ough private placement with insurance .
companies resulting in relatively lower
interest rates. |

Sewer utilicy service areas are well- -
defined and are not subject to the same
degree of risks as other utilities .
such as fuel costs, source of supply,
nuclear generation, and competition.

Some of the additional factors which Blunt considered
in srriving at his recommendation wvere: :

1. LBSTI {s a regulated public utilicy
engaged in & business which affects
the public interest.

2. 1BSI's capital structure, capital |
costs, and financial history.

LHSI's capital requirements.
The lack of competition.

Economic conditions - effccts of
continuod inflation. L .
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v-~ - e
\:‘--MV\L-—A" a - ™ ..m.t.‘.

Blunt believes his recommendation of 14.5% to 15%.on
equltv strlkes“n Talance between the interests L THS T suecustomers
and “its stockhélders.—** cUstomers-’wantqood“sepv:.ce <at the-:lowestoru I
possxble rates, “and The- stockholdersTwant? Zavreasonable wetuxnronioow
themr”xnveEtment“ Bruntmstates~hzs~recommended-return~wnll &Ldowsn

LHSI to service its fixed charges and provide moderate. additionss -5
to retained earn;ngs~whi1e maxhxaxnlngﬂadequate service to its

:w\-:: }w-w---ﬁ:-.-n\ a-oi-.- .-..-»,-‘..,,

custoners. S e

l""bl"f"' “
PTG g R .o -

.
~‘\-"-" faed -7 o,
ar - S

" -
-t awd s

‘“
"J......nwv. s Pl e

. ] “w a e - L1 "y
Discussion S DA LONCLIOCLTTNND “‘C R e "
A A Aol et

- J.-‘:\.)w R ..»-.a..

The 1mprovement in the fxnancnul“markcts underway in

o

recent weeks ‘has bgen noted;ag“fhe hearrng and ln-brrefsgby all

-
R -~/ w"w” hd .,
-

parties to the’ ptoceedxng 'Zﬁlnﬁsx-f SILVITS Snuouns

--u'dv ey

Staff thness“Brwnt statéd*he*reached~h15°recommended

-n-.- - e, ‘-—n- *

. by .“.--.. -

range for return-on, equzty prlmar;ly through xnformea judgment.

He found only one comparabke sanmtacxonmcompany;;n-the Trited

zates, & small com:anv r "Aﬁl&ﬂthwClty,”VewuJerseyw and felt

e n -
_'.,\_, T s | N Ty v e

one sewer company Was: notﬂénough to.mdke,aﬁstudy,~ “He therefore

- _-—--;

relied on:water-company-data.-.He offered. Exhxb;t ll (sett;ng forth

s e g s e

authorized returns on eguity. £or.Cal;£o;nLa C}ass A Water Ut;lztmes)

- o o e L e el e oh e - SN L TEL gl

in support of his xecommendatxon fox. LHSI' sﬂreturn“on equlty.

e g e R d-J-v v-l..a.rc}-h - v r w.

Exhibit 1l shows that-the T4I5%: zetu:nuon,equxxy;gmanted Southern

.
i iy

California Water Company and Callfb:nla Wéték‘Sérvxce Companv in

..... s T o .

1982 decisions is 16wer than the madpoans?bf'staff*S“recommendatxon

2t K e

for LESI. Blunt felt ;nvesa;ng“;n“a sewer. utilicy.was less risky

,..or-«.n\, ok - L v

when compared to Other ut;lztxes £onAthe xeasoens- listed earl;er.

o b -.J-

Blunt stated he.did .not %ﬁﬁ%ﬁﬁﬁ‘? QSFH9QSCAPM analysms
of water companies in Exhibit 12 (Study. of Costuofz: p;tal and Rate
of Return) because he felt water companies' historical data were not
appropriate for a financial model to arrive at a recommended return

on equity for a sewer company. B

-




A.82-02-15 ALJ/jt

- ==z Staff witness: Blunt's:DCF-and CAPM-studies.?:based on
watex:-companies;, provide:a.backup and check:for-his -recommenda—:s
tion -for;LESI..: Ther results~Blunt—obtained ~diffex. fxomzthoses o°
reached. by.-Peseau. principally:in-thesearningswper:-share growthy =ss
rate for..the, DCF. formulasand-din-the:risk-free~interest rate £or7g «¢
the CARM..formula...> ..nsnavssl o wosrow =2

X, L
g —UdE L el TOTEL QL. e

Blunt developed his DCF growth rates by employxngvre-—ﬂ~\«

W b ek e

tention.:atios.based onmaverage—retutnsqandudividend"payouts over

- oty
o - -

S
PP

growth.fo; the Standaxd &, Poo: s 22»utdlmtres and"uSLngqp:Lmaxdlyth

et W mHw

the.growth ln-earnlngs per share, over, the last.ﬁlvemyeaxSa»_,nu-

pe ki
v el (O g ye o w -

repo:ted by, - Bublic, Utllltleo Portn;ghtly fom~waten,company re e

- PR ST —— oo ahmn e o

calculatzons.“ Peseau developed an ave:age.g:owth.rate,o£~6,55%

o o Nt pad e 4 et _f-av.... .4,\ R P P P S R . ™~

for. the Standard & Poor .$,22 utilities. aﬁd 6.67% for nine water_”.t

- e — e '». w_"._.-.a. ' .‘ - Nl P T _.l,'...b.., u—..l ).r»d..ﬂ.l e

companies in contrast to tpe 3. 36% developed ox,Blunt.

N L
o

et "l"vqud—l —wu ’AAAU-J.»-dh D L

. In. his CARPM analysms, Blunt employed a risk-free rate

LTt L W ey

«_-u.. Tl U Calua

ranglng from 9% for short-ternm 1nstruments to 11.5% for lntermed;ate-

PR o T W e t.u¢. e \_,.-..su-h Xl i

ternm 1nst:uments._Peseau, for the reasons, summarlzed earl;er 1n this

S wa n b XSy 2 \-.._.«-\..‘ =~ ../’nv-m-‘m dq-‘rt - »»«—'..-- a-u-w‘

deczslon,‘employs.anll.5% 12 0% range :eflectlve of Lntermedlo;

R S S e e 2170

term lhstruments. )

- -
-~ . X - . — o \ e T pr— oy .
- ot 0wt e ot B P OO 5.,"»;..,& x.«‘:,\d-.a; ....u.ﬂ o -’

An
\uuv.v-.... - ,r-u --w -vn.-«r..... i

Lo s . ) - .
e s  amn Y Ly el e - o, v - pn.ggn-- oY - -
[ R I M ot - a et s . - o it ' - W e e
» »

a e e g e -\-\nn wm-7-ﬂ.«
ek . P R T IR O e
-

o e T gy p-m-n«‘p’.n'p e
o ——tT [ A

P . . 3 mave
S i R ] - R
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- Ag.-stated earlier with-reference. to: LHSI's petition to
reopen and late-filed Exhibit 19, the-enactment>of ERTA-constrains
LESI's ability:to pass on to the ratepayer: the: tax’ benefits which -
accrue from the Improvement project financed: through' bonds fssued -
by CPCFA. This constraint affects-LHSI's-capital- ratios -and’ debt >
costs. It also provides a source of Increaud '.r.m:e'1“%:'1’]5“.Ei:rnl’é!‘*-"3
financtng. : T T AP ANES ST Bt S

AS. deve'loped in Appendb: D of this ‘decision)” the' capital‘
ratios change from the 40% -debt/60% equity developed by the' ataff -
and stipulated to by LHSI to 60% debt/40%°" equit:y and the cost of "
debt increases from 6.38% to 10.20%.° According to-the work' papers |
for late~-filed Exhibit 19, the retention of tax’ ‘benefits by THST
will result in over $300,000 of cumuh:ive cash” flow by m!.d-198-'t
These additional internally gemerated f\mda presumbly wily oot
reduce the amount of external fimncing roquired to replace I..ESI
Series A bouds bocming due October 1, 1984,

LESI's extremely high level of contributcd pltnt hu,

while holdf.ng down ‘{ts rates for sewer urvi.ce, rendered £t_s o
earnings axtreuly susccptible to opern:iom}. attrition.”"":"‘ B
Because operations and, therefore, expenses are a funct:i.on not
of the earnings base (rate base) but of total physiea‘l plmc,
& missed forecast on expenses will cause earnings volatility.
An attrition allowance will moderate this extraordinary risk
facing LASI to some extent. However, LHSI's exposure remains
much greater than other utilities under our jurisdiction when
attrition forecasts miss the mark.
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- T3 T It istrevealing: tocompare” the burden: on’the:ratepayer >
for return and-related- taxes: on: income; using a zero contributed:~:
plant-ratio (Company-A) and LHSI's~approximately 80%:contributed ::
plant ratio (Company B).  Otherwise companies- A~and B axe’ - Z~:l¢
identical. In addition, for purposes of the comparisononly,:.: =<
contri.buted plant necessarily becomes part:of rate base.:

Comarative Cuatomr ‘Burden MUY ORNIOZS pLTD el

L e -

PN -
PR e

<. Company A Compan_‘l
:Capital: : -ﬁthal : x
- *Propor-*v Cost = i TrixPropore: CostiisivI:
Iten -+ tions -F;ctor-Allovance tions :Factor -Allawance-

" % 20 90

Contributfons =' 7% 0% - . r¥ = T Ll 80% =ovs OLv=nn 0% s
Long-term Debt 60 8.00% - - 4,80 ‘”.l “‘121 2 BUO0RD 20,9670
Common Equity . 40.3315.00-_136,00322:7:5 8:715.00 _1,20

- Total-Return - 22:210.80 .25 2.16

- = . - o o e e ;“ o -y .- -
‘Required-Related I 7% RS SRR A
Taxes*, .

Cost for Return .
and Related LA
Taxes . 16,80

) sttt

ot ol ,.,,._6_}.9.9,

Yo e - L TRV Ry

* Assumes effective tax rate of 50%. Couparhon
ignores greater tax ‘benefits available to
Company A and Company A's depreciation expense
for ratemaking purposes being four times - .. - 0 oce
Company. B's. -..

- - A ey g -

S A C
B S P -

-~

. An‘examination -of ‘the rclatiouhipn,dcpictcd 4dn this -
tabulation “{ndicates that the computed earnings :allowance-on-: ..z
common ‘equity for Company B would have:to be 99%-for the 16.80%-:.
cost of return and ‘related taxes of Company.-A:to:be.reached.: -

The dispim{larity of the consumer.burden. in the.two:cases: serves to
corroborate that IHSI's capital structure is unique. In additiou
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to the.earnings: volatility risk,~an-inherent:characteristic of a
contributed::plant~laden_ . capital;structure-is.an:-increased. veed. .-
to attract capital for:replacemert’ fxom time’to.-time.of contributed

plant on which’ depreciation: caunnot:be taken for..c:{.ther\ ra:emking
Or taX PUTPOBEB.— :~I- -1 Lo v anes wnl maksllys - -

RN g v
- o w Ld - 4‘-‘.—na.uum ..r-A_.,

In:our judgment,.based:on. the: conprehcmive-record; .-.w,\:
developed on the rate of. rccumiu,ue,« a.24.75%return on common
equity is reasonable for LHSI. It strikes balances between LHSI's
earnings- volat11£ty~nd»reduced-r¢vcnue requix:ement:s attributable

to contributed plant:~ and: between the consumer:s.short-term concern .

to-obtain the- “1aweat:-—po- sible-rates. and-the need_to_maintain’ good__
sever service over the long run. The resultant overall. rate-of...-
return is 12.521 determined as follows: : - S -

- ) g W,
[ . e e T e

. Test Period - 1683 and 1984 - N

' Capitalization Weighted.: :”
Component Ratios Cost ..__Cost .
" Loog-ters Debt '60200% 1°-2°1.W, 6127
Common Equity 40.00 14.75 s, 90
Total roo¢001
L ]

-‘- - -‘w--.n.

e

Part T - Tl'ble 1“;'““..".‘: ‘."..w.,‘;:: ;.':." LtnmnmLr
To evaluate the need for rate relicf“ vi.muea for
LRSI and the Commion. staff -have analyzad -and:-estinmated for

available in Dec:cnber ‘1981 ‘when :LEST -prcpand its. r&portm« ey L e

SRGFIRUS A P

.
‘,’__,,,,‘_A_‘ - - N
N . . - e - . vt vd.q-'- - o, . an - -
e e me e e ] & F. - b
o e IR [ J . o= -
R T - o s

- Yow e on [ oy Fagm ) .
! \ B . )
- . N 3‘::':? b S O a.& =AW Al

-
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- otk Nt A

(Exhibit 1). In Exhibit 17 LHSI and staff recast their
respective estimates of. operating.results for test.year 1983

to reflect the revised positions they took.during. the course of
the hearing. Staff accepted LBSI's:estimate of operating
rcvcnues. LHSI elccted not to contest ‘most of 3ta£f's estimates

rate-base.” In Tableml vhich follovs, the relults £or teat
year 1983, as shovn in Ethbit 17, are set forth. P
In Table 1 the differences romaining between the - ’

- -

estimates of LHSI and staff were entered in columm,(3)‘.:w¢“;-.¢T?“
will now address these:differences.. : ; i

A. Regulatory Comniaaion Expcnne

. o
(T .
- PP R Wm"\ -.‘vp‘._f\ =T e e g
o ow' \.....u_‘--...-.-pv.n-.a%v e
- LR o e

. - -
- -

i i LESI  Staff  Difference :7°f
Cun (Dollars {n Thoucan3:$- - ST

-

oL T THRAET s
RI?C .Case LT ® 3-12 9 2 $7 6‘ IO Yo I -»S..S 3'
Rc ional Hiter Quality

.Control Board.-. 7 3 0 =~rumevoX Jn3sovae

Flov Study (Rate:Design) 8,32 ° 0 8.3 ool sond
Totals .:..~ 285 7.6 20,927 Lo ool
Rate Case Expense S s

o A

LBSI' revised estinnte, as_shown in Exhibit 4, is
$38,800 spread’ ovcz a-3-yta: period or $12 900 as'nﬂovnﬁabgve.;
Its originat"cstimato of:this cxpenlc ‘was: 317 500:'per: year and
its latest cstinate (late-flled !xhibit 16)*13 $E9’9OO'€:32

PR
yiclding,$16 600 cpread over a 3-yt¢: period.
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'IABLEI

- .
o wt -\w'« . - e Tmeme o R R e :..-.-" [ Is P AL X
- e o et - -t - e we s POV SR P, Vo e n wae va A M B b Lt L)

IAGUNA HII.LS SANITATION, = INC Zo nozomizos ovil

Y10 pgtimated Results’ of Operationa—/ e
se e oo Test: Year-19837 cozeszos ThnzI

.. .
e wen, T e " . & R TO R 3 ke
e ' PRSI -

Item—

fﬂ" o

CLanomiad A ""'“'"(Dollara {0 Thousands

- % ——...’"

o~ -q'f-\* ™

- - -4-..-.- "

Operating Revenues ’_ $2 761 5 e .52, 761.5, - ..

[ o -.-...u..-.--..- -..u.n-

Operating Expemses: .~~~ FETRUU S
Effluent Disposal~~- -~ -~ vUEILT LTI S—itoo
Balancing Account 817 S5 fzg:;4_817‘5*
Purchased Power 393.1. ..393.1
Other 0 & M 100050 -~ "1%000,0~
Payroll Taxes. . : .--: .. =+ 41, 7-) AL 4
Property Taxes R o 30. 2~“,. e 30,2, o
A & G BExpenses - - -~~~ -15051~~= - 150 1'*"‘“ ~
Regulatory Commission
Exp. 28.5 7.6
Remt . --.-iov ;%“ﬁ 33.8" 23.0
Depreciation "1 .7 oo 122°08 122.8
Income Taxes (34.8) (18.6) (16, 2)

Total Operating Exp, - - 2,582:9° 2,567.4 TJ“‘ISVS

. .. -
D T S T e . n. o T
I IR e ..-.n b

Net Operating Revenues 178.6 T 1945Yces ;‘"(15“5)
Rate Base ~ = . 2,626.5  -:.:2,626257 - el
Rate of Return S 6.80%

(Red Figure)

.--—-v—_v ‘-{‘*’;.wv,.‘w -
o L e,

a/ These Operating_reaults oxclude both_.the revenueswn
" from the CPCFA surcharge-and-the 'plant~and - -~ -%-
expenses . which-determine-that surcharge:; ~-In .our.
adopted.summary of earnings (see.Table.2) we. hxve,“
included the CPC?A*snrcharge and-related items. - -

~ CY s .y o

- g - - - N

. = __,,., - m At g Aul-!-...--m, -nvv.'v.-.«
- "
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ol - -. . Lol Ynd 1'-‘\ - [a¥allel Q‘p

. a 'l'he $7 600 pez: ,yeu- etiff figure reeutte fron uleétedW
adjustnentc to an LESI vork paper rather “than fron a comprehentive

.u-..._

evaluation of thi.a expenee category. Aa ‘a eon'e‘equente “of “thig""
cursory approaeh the cost of " preparatory work-done’ between the
end of Harch and the fi.rst dey of heu'ing (ertember"zo 1982)
was not pi.cked up, even though theﬁ eteff did not dinpute the” 'f':‘ i
time spent on this ‘rate case prior to hearing. gxc;uetve “of* i:ts“""
September conponent, the rate caae expense for that period- vas .

$14,647 according to Exhibits 4 and 16, - T-T-TT 27E SEIL mmim

—— a0 s

~_.For four days of hearing and for briefs (opening"and“'"
reply) the ‘staff anowed exclulive of trevel expenses, $8,000
for the services. of both the etterney and the expert on ‘rate” of
return retained by LHSI. According to lete-ﬁled Exhibit“ 16w ol
those services plus services rendered during the- portion of B

. e

ptember preceding the hearing vere esti.mated to cost LRSI x2-T

Lo e

$23,284. | SImiT ....':A;_.Jzﬂo Wt
| LESI's e:tmte of. $38,800 apreacr over 3-yuz period:’

. ame N

as reﬂected i.n the eonperﬁon exhib!t","ts nore reuonable than
the staff's estimte and will be includ_ecr In our’ edopted it

L

operating results. :’ ol Trmees wes

e e W o meaw

Reglonal Water_ Quenty Ve TR e :
Cont-rol'loerd ST RLEIRLE SofAoTiIiout nool om giuis edz Zo azzos
°* LRSI originally estimated:-$15,;000: for test year:1983 for
preparat:.on ‘of reports ‘to the’ Regional-Watexr Quality: -Control.-Board
(Regional” Board). - This figure was based upoun 1981 recorded: data..
The staff assumed -that completion of the 1981 -report to-the - . .«-:

oo

wy e

Regiotaf Board relfeved LHST of-any further reporting requirements
and, therefore, recommended nozallowance:in ssubsequent.years;.for.msuch
‘reporting. At the hearing, LHSI reduced its origiral estimate
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of $15,000 to _$7,300. Desp;te the staff 's _assumption that the
1981 repo:t vould be the. ﬁnal report, LHSI expended $4' '500

"'*.1 .n- “_., .

during.the first‘ e'&ght months of 1982 prepari.ng add:'.t:l.onel

... N..‘.., .

reports f£or.the Regionel. Boerd Atcording to LHSI, diacuuionn

ﬁ;\‘nnn" v%ﬂ-',-,-,...

with the Regional Board lnd PRC ‘roups indicated that PRC ‘roups

. :....,, .

effort would not_have to be a8 extensive in future yeers ‘as i.t

- - ~ - “r - ——

was. during the late '703.4 'l'h.e $7, 300 fig‘ure offered by EHSI‘ h
for test_year 1983 was. dezived by, anm:alizi.ng the sa,Soo expended
during 1982 and multiplying the reault by the sta:fg ‘[a :I.nﬂation :‘
factor of 8.6%.. . . . UTove e B3 RRSITe0nL Tao oot

—— *"" a T ey wd - —\.-on'm

..There is a tonti.nuing requ&enent to’ fileﬂreportl vith

Ty s

the. Regional Boa.rd ,' I..HSI' eatimate of $7 300,‘§s reflected 1n’“
the compar'_ison exhi.bit appeera reasom’ble and vill be included‘ <=

- g

4.<.-¢-,,‘..w-a o o i, . -x..a-u... h

in our adopted. opereting rmlts. e
Flow Study. . .. .. o - L
LESI's original‘eltim&te o£ regulatory Comi;;IBn':“ ::S'M
expense did oot include the cost of a flow study. . RREEE
| A.fter thi.s eppli.cati.on vas f£iled, _LEST and” PCM entered
{nto an arnngement under vhich PRC 'roupe vould tor;duct a flow
study to determine the differences in flow, if eny, iﬁetween

- T w e

restricted and unrestricted units. FCM agreed to pay £or “the’ ‘,
costs of the study up to a predetermined max Lo mom\:;:.‘t andf - :,,
LHST agreed-to reimburse PCM in.the event. LEST. was. gp_l_e:_ to
recover the .costs of the study :as a regulatory. expense..The . .
study ultimately cost :$25,000, which..LHST: has-spread.over-a..
3-year ‘periocd :in arriving at the -$8,300- figure .included in. itx
revised estimate -of regulatory Commission expense, -.(Exhibit» 4).. oy

- The -staff ‘estimate ucludez the £flow -study.. .

S owm o oum

o - e -
e e, S T TN S A, .~
IR Oy RN PR oo Ttk P P Sl

Es

 —

-

* -
-
-,

't

"
R R \_"3

el T OV
oy -

o - W o v b own we
LI- . T = EhRLTLon ol ¢ paelnda;

- e . -
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-- ~Both.LESI and PCM .contend that the flovastudy was

v b % S

euenthl to a .proper xesolution of tﬁe buic rate deltgn iuue -

I = --.‘-wu-..-o...‘

The flow study was, nonethelus,,,an -integral .part of ghe U
presentation made by FCM's witness. As luch At wag_and ahould ﬂ

Lo S et

remain & part of PCM's costs, Accordingly, ‘the cost of thew
flow study will: be.e;g:ludgd from .our ndopted operating remlts

- m—u-.. P

B. Rent Y ocang)
. In“June:1982-.LHST .consolidated its customer. -service
and administrative offices.: The:combined-:available.space for. ...--
both-the administrative “and.customer service-offices-is mow:. ... sows
6,800 square feet.. This-compares:with-the previous~3,500 _ - .
square feet for administration and-1,200-square:feet for-the. . -.-:.
customer. service. “The:two:offices-were 1-1/2:miles-apart with ...

the customer service office serving as the base for six repre----.-
sentatives as well as housing 2 computer. As a result-of this .. .-
move and-space expansion;. LHSI:now has all-accounting, customer

service, -and- administrative-personnel in one. location..- o mmo

-The move was not reflected: in. LBSI':—-utmud-

operating results prepared-in-late-1981- (Exhibit. 1), vhich .-
showed a rental.expense.of:$22,000.- .The updated- rental: cxpcnu»n_;g;
of $33,800°was: furnished with other data requested- by the.staff.. ..

about four months: before the: bearing. .-:z . ~or -~ B nan RIS

-

whe e

This office opace 1s: rented- from Roumoor Corpontion.
The principal. offfccz- and otockholder of LHSI'I pu-ent I..HUC,
is also ‘the principal ofﬂ.ccr and. ttockholdcr ‘of Rossmoor
Corporation. The rental rate 1is 80¢ por aquare fooc vhi‘ch
according to 1LESI's vice pruident and‘ gcnez:ab mager,,,‘is
“cheap at Mco the prﬂ:c In I.aguna 31113"" N >

oo

» ’
e Y S LV .
- ~ Cara -v-.'u "R \d-ﬁ‘v_-'a.“"




A.82-02-15 ALJ/emk S woh il BI-30-520.4

. -1,

'I'hz cta.ff contentiona thac this“'later fnformation on
rental expense constitutes “‘bulk updati:ng and “eould’ S tequ!xe -the FoLTT
Application to be mended are ‘without mer‘!:t:. ““The "record’ -fs
cleaxr that L‘.BSI': rental é'xpense esti.mate of “333-*800 R ¢ Bt

- - - T 0" —‘....-

reasonable. o WLl e e Latnor w WO DS Tuns L mlioaoe

d -

‘c." Tax Equf.ty ‘and Fiscal Reaponstbn’i:ty'Act “of ~1982 ToVTE Wil
(TEFRA) Smsl

e
L * e

- ~Uunder:TEFRA; LRSI!s:tax expense would:be.slightly
increased. -However, to. expedite:ccompletion-ofithis:rate- - ~>. &~

T et e LR

proceeding-LHSI requested.that this:decision ~exclude :trheweficcts, s
of TEFRA. Accordingly;:Table 'l has:not:been:adjusted:for those:: :
effects: nor have those.effects been:included:in:the operating..-.--
attrition allowance- for 1984 ‘lddreued further-~on in-this- vo~o-zo
decision.; Tt e onrnd onIona noeeo

" T -
e e W J-Juuau‘ -..'3--

Part II ‘e Tablev2'T & .. .TZIIooSs nonmliooed o nn nevimLTros

e AL A af R

“277 As noted~in:Table:1;:the:operat Lng*rcaults excluded:.
both the revermes:from the CPCPA surcharge’avd:-the:plant-and.: .~
expenses which determine:that: surcharge. -At the time Exhibit 17,
the basis for Table:l, was received.in-evidence-LHSI and.the: - ...
staff believed that: their respective calculations:of federal .. .-
{ncome tax met the requirements of ERTA.' 'In-early- November: 1982 :.
1ESI was advised by its accountant;.Price:Waterhouse;.that:ic: -- .o

?J]nleu the: Staff Re - dated- September;, 1982
Application No. 82-02-1 5). and the California

Public Utilities Commission"s Decision No.- 91339~ -

are amended to comply with the normalization ..
requirements of Sections 46 and 168 of the
Interval Revenue Code (as amended by the -
Economic Recovery Tax Act), LHSI would- not be.-.
entitled to the benefits of. investment tax
credits (ITC) and™ accelerated ‘cost recovery - -
system (ACRS) deductions for its post-1980

-

-y e
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. asset additioms:. The_transitional:rules-:: --=
... for normalization provide that a utility
' ”v.tll not "be deemed in violation of-IRC'- - = “--
"Section 168 and 46- (L.e., using a normal--- -
ization method of accounting) if it uses
a normalization method of- a:counting by - e
the terms of its” 'first rate-order' which -
becomes effective after August 13, 1981
(and on or before January 19835 and as -
“long:as current- normaliucion methods -. -
under its pre-August. 13, 1981 rate order = o
are in compliance with the requi'rements e T T
.of exist:i.n& Section: 167 and 46, ™ v o o oo o T Ta
- This advice led to 1HSI's:petition: to set: ui.de T I
submission to receive late-filed: Exhibit 19 .and. to’ its-A. 82-11-40— .
for modification of:D.91339 which was-issued: prior-to-the - .. -
enactneunt: of ERTA.. According: to:revised: late-filed- Exhibi.t 19»*:
and related:work papers,. the test: year: 1983: increments:to tbe:_u mo

" Table 1 estimates (t'.llo Exbhibit 17 estimatcs) for inclusion--of:
- the CPCFA plant agre:: .. 77% %2 roenrcons ofy 3o zemi’ -

- -
aat s A

-‘mw -t N

1.7 Tncrease.- operating revenues: by« $203, 1002 . <z vooe
. -which represents the surcharge.revenue.
determined on a customer base- conststent
“with Table. 1. nonsurcharge revenues.: = - -: -

2. Increase the franchise fees and.-: -7
uncollectibles by $600 {n response ..
to the inclusion of the turcharge T
Tevenues, : Do MILA

-

Increase: depreciation expense: by: 358 000— 7
_(CECFA plant $1 Uo9,800 with 25-,0&1' .
- service 1I£e). Tt

Increase rate base 'by $1 016 800" ‘(restore -

the rate base’ d.duction for the. CPCFA N

gu:nt of $1,39%,7 ?abh 6-E, Exhibit 7,
deduct - 263 or. - deferred tax - md

S, - e omm

:Lmstnent tu u-cdit ad Jusmnt )-.w -

o P

, -
- o --d.h- P u-.d
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Our adopted*opereting reeultc include.the CPCFA plant,
comply with ERTA requiremente for the Act_:e‘iereted‘ Coet*Recovery

Gl g e ® ' e e

System (ACRS) and-the Investment.Tax: Credit (I‘I'C), and..teﬂect
the resolution we have made of the differences :hat: reuined

R - o v ,M‘“_‘

between the staff»and LHSI“ in- 'rabl.e 1_._- ’rhesefreetrl.ts u-e set

forth in Table 2, vhich follcwa. o .Tl' ““"1““ - ".*“" N

e ....n .-a\

The CPCFA facilities, vhich u-e no\r included in,rete
base, were placed into aervice in- 1981. 'rhe lurcherge “mathod
of financing was required by D 91339 because: (LS_. coﬁventionel
financing was: unavailable’ to:LHSI because of its:poor:financial
condition: and:(2):- surcharge:  financing was:thought- to-result in: -
the lowest cost: to: LHSI's. ratepayers. . Thellatter:reason-was:: - -l
largely dependent on LESI's:ability: to:pass:on.tax.benefits:nzr:

LT N PN

resulting from: t:he* constructiou. -of-the facilities-to-dts: - - :=.

-..-oa L

v ..A.n L .-.,.n.m., Bl T e et ...4\"~\ . "y - - - Py
ratepayers., .. 7o ol Tl T2oslilAwE el zszomizos Dos

- - ua-.'.,.

In light of :he enactment of ERTA, not:only.does: 27> .x-

- - e -

separate retemaking trea.tnent- of the: CPCFA-plant: o~ longer

appear advisable bu‘.:, by our order in this deeis"ion 5 We are
directing that D.91339- be deemed modified” to: the extent necessary
to conform to ERTA and: that steps: be: ‘taken: by LHS-,L to have
restored to it ITC beuefits previously paid o the‘mstee in

o e e A e w‘-'

compliance with D.91339. S

mh--‘&p.., Ve -

Our- Je:emimtion_. thaq D-.:91.339 be. deened nodified to

the extent necessary to comply with ML iafi_nal‘“*‘the following
determinations, as reflected in Table 2, are also. f_inal

1. Depreciatiom expeue*..for tetmking puTposes
include straight-line depreciation on’ the
' CPCFA facilities. . Consistent with this
requirement,: .the cost-of :the facilities
are included in rate dbase.
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TABLE 2
LAGUNA HILLS .SANITATION, INC.

JOL AN

T e

Adopted Sumnary of- !arninss-l

H..-n.r o

Operating Revenues

Operating
pgffluent
Account :
Purchased Power
Other 0 & M L
Payroll Taxes- ~9 v-- "¢
Property Taxes _fE Qv e

"“‘.u\r‘ 4

A & G Expenges®~-- -~-7-

sposal 31'

P
o vy

Regulatory Commission !xp 22 DT

R.nt-' "‘""" " e eemm re ﬂ-u'—!ﬁ‘h‘,‘.—
Depreciation e
Income Taxes™" ~~~-7- ©-

Total Operating,!xpcns
Opcrating_kevennca**--~

’
R wte St iy -

Rate Base:"~ T L e
Utility;rlanc -in-Service; ..~
Working Capital

Subtotnl

np-—’- -

. PR
LR e e WD

‘\o hp.pt' -

Customer Advanccs and’ Contri

Def. Federal: Tax Reserve -
Unamortized,ITC-Reserve: -
Dcpreciation.kcscrve ne

Subtotal Deductions
Avg. Depreciation Rate Base

Rate of Return

*'Icsc_Year 1983 v

I
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The calculation of” fedefil {ficome tax
expense for.ratemaking.purposes.embraces
straight-line depreciation. on-the"
facilities employing the same life as
that in No.,l -above.

. Any tax dcferral resulting from a
"difference between the method of
computing depreciation expense for ... .
actual federal income tax purposes and” ‘
the method of computing depreciatiomn”r ==zl
expense for ratemaking purposes-is - .77 ..
recorded :{in-a reserve for deferred '
taxes, [ --:- oot

- e
\'v. -

1LBSI's rate; base is reduced by ITC on the,'
facilities:.: This reduction {3 to be I
restored: ratably over the useful 1life. .0 .o
used ina computing depreciation expense. - ...

-s .However, the: 1ncrease in LESI's revenues rcsul#ing fr;m
- ERTA compliancc wvill be collected subject to refund ponding‘i‘““ s

w‘g-\.‘"
determination of the mammer,-if any, in uhich-:evilions .£o the ...

-.-v-n-.--mw - -

surcharge method of financing the CPCFA facilities,orwelinination‘
of the surcharge altogecher could reduce LESI's revenue requirc-

.t

ment ;nd yet~recain ERIA“conpliance. Because" ofuthntggengingﬁrzzv
de:erminattbn this viII”be“ Tinterim decision. e ”'f’i“'

. vt

. .For test yunr 1983 the added, revenue requirgnen: f
imposed hy ERTA 4s 355, 200.' "We will requx:enLHSIﬁto.prov;de e

its cu::oners with a notice,ﬂAppendix c, oxﬁrdiningvthe°inpact~w+~

D DVTULLE TCITLST0uend
of ERIA ot “the rates authortzed by this decision. o :

Y m o an g \—.ua"' Lo, ""’O"‘Uc}
- L - : - -~ . - .~
.---.\"a',.\.. e, 4 L-. 3-6‘\" -0‘#
L AT
-l

-0
e e e .

ovuses Do avs’
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730, - AUTHORIZED: REVENUE INCREASES: > ©:¢x:0a

ey e .
n-».“\-..‘. o~

By comparing che entrfes for operat:lng ‘revenues’ ‘1n""": i
Table 2, i.t can’ be seen t:bac”t:‘ne‘ rates to be“ ‘:luthortzecr for )
test ycn- 1983 yi.eld addit!.onal grou revem:eq of "$340,500°"
vhich represents a 11. 43% 1ncrease ‘over’ revenﬁés ct pruenrk -
rates. In addi.tion, we should detemine vhe:her Iy second‘ _set: et
of rates lhould be nuthorized co all.w £o-g: attrﬂ:i.on '.Ln ruéé 'Ht: T

N N ey

return after test year 1983, T T : :

Employing the rate of return of 127 05% authorfzed by e
this decision and the methodiof:calculating operational attrition
used- by the scaff in Exhibit.7, we.show in _the fouow:‘.n& tabula-

tion a summation. of .the. componenu o£ opc:atioul attr,iti.on .
totaling .558,700 £or. 1984z - . . .. e | ‘.fL

-~ -
C e -

- - -
oo - B TN L I PR S rm Ay e w s
- BRI e D £ oS A )

-~~~ Attrition for 1984
(poIIars In Thousands) -

a . - .
el o T e T e e b

Operati.ng Expense: "7 7
-0 &M andAE G ToT LI
-Ad--Valoren: 4ndJ’:yroll
__ _ Depreciation "
oo Rate Base Effect
me e Incone: TaX, ~Inpac:

-

o «-Total Opeutiomla.. e een ot RN
Attrition h, - "*"*‘"~$~58-. ~ol ool bmn o

T ’ (nedng&f.‘) Brrmen LTy

bty

Hawcver R ,upon fm:ther exmimti.qn \ge £ :I.nd tha: thc addit:lo I°

- ,”..,,.

-

o F LM S

customers . projec:ed for 1984 plus the. full year ef.fcctﬁ of “those”
projected to be added in 1983 would 3eneratc $617,°800 'off-evu;ued "
at the 1983 authorized rates in 1984, This amount exceeds the
additional revenue requirement for 1984 of 558,700 conclusively
indicating that LHSI will not experience operational attrition

in rate of return in 1984 on the basis of the projections used.
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Because the:fair rate of returniof :r2.023, determined
in this decision is ’bued on a .stable, capit:al strucr.u'-e (L.e.

J\\la \,-Jn.nd

constant, capj.tal rat‘:i.os\ and cost factors) . no allovance for -
f£inancial attritmioh fs indicated 'rhus 5. t:here thould be no o
attrition allowance for LHSI ' In view of ‘the foregoing, the |
only supplemental 'ute fi.ling to be authonzed .‘LS the, adv;ee“

O R B DT DD..;

letter wh;ch, as dzscussed earller 1n th;s dec;sxon, ls éon- :

. .u Uhn.
- ----n-.\--p-l ' h—*

teﬂolated in response Lo the rollover of the Series A flrst s
-’“ "” ‘ﬁ" e -&dﬂw
mortgage bonds xn October .1984.

low-v'\..‘ »

Urger e oo
L a\--— - .u-‘—-. [ - e -

omnliomra s Voo RATE: DESICNV‘ T s U

" The i.u\re on rate’ design {8 whether: a--differentfll ey
rates between unrestricted ‘dwelling units and *restrfc:edfdwellfng~
units should be retained. LHSI and PCM support ‘the retentfon of °:
a differential, while the ithf¥~ldvoc&tes¢ it: .elimination.

A. Background o A:::”_’_n_\
Since its inception in 1963, the utn‘tty“hu had this

.-m.._A'.,

type of rate differential in its rate st:ruct:ure.. "By, D , 84040
dated February 4, 1975 in its first -rate prooeed‘fng “aft:ar coming
under Commission jurisdictiom, LHSI, then-Rocmo'r Sanitation,
Inc. (RSI), was ordered to '"prepare a atudy»and‘»«reoomend revised
rates and rules for classification of ‘res’idcntfal -customers”

In its next rate procuding (A.56296) RSI placed {n’ evidence
a copy of that s:udy and proposed a pcroat_tt;nge differenﬁ.al

-

‘betvcen the um-utricted and rutri.cted cluytgf{catfons consiatent
\d.th the study rnults._ D 88079 g!_atcd Novcnber '8, '1977 “in the"

e e
- v .h -.‘.‘:'aum ,'V. ~ i ”« CTC

-

) N . ; .
> b,.. ] _.c‘ e AaADs
e ek D LS PR W PR i

L4 *
A ___'35: uﬁ“n‘\i‘/#\—

"“"w \.P\OI& [
-y PR Wy PP Keplguy

-~ -
22331 =) mewuzom

Cdl o np ot nat
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A.56296 proceeding included the following finding-of.facti:

"7.. A xate-structure-for.'General Residential :
_:Service 4 28 described in Schedule No. 1 of . ==
" Rossmoor's tariff schedules,- vhidh*vilr'“ R B
provide rates -for Unrestricted Family - SN
Residences of not lower than 115 or greater
than 117 percent of the rates-for Restricted
Family Residences will result in a:just; -
teasonabler and nondescrininatory rate .. .
structure. e E NI

In LHSI's last general rate decfsion, :91182 ‘dated v
Janvary 8, 1980 ‘in A.58275 8 rate lprcad eontistanc'vith"the ”
above-quoted finding.was adopted After that, however,"the AT
Commission by D.82-03-12 dated March 2, 1982 in-A S$9571 eliminated”
the much’ laxger differential (2°to ‘1) {n‘CIA-BP's “(Connection fees)
between*unrestricted dvelling developuents nnd'restricted“dwclling ’

developments. - In that decision it was noted thats s >:3% =it o7
1. The CIA-BP i{s a one-time charge for ‘=~ ° *»f..omiuw
constructiog ‘backbone -plant: adequate to
serve the ultimate service arca'rova.

O e

. 2. 'There were not expectcd to-be more than

- .one or two more restricted developments,

' including at "least one which would have
up- to- th:ee-bedroou vaits, -

- The record did not contain clear facts
dealing with usage patterns, per capita
sevage flow, and population per develop-
ment to support a differential between e e
Testricted and unrcltricted developments, - - -

At present thcre are ;pproxinately 15,300 dve11£ng'un1ts
{n the restricted classification, mostly within the Lélsure World >~
area, and 7,900 dwelling units in the umrestricted classification.

ML, LT rnne

——— s T 8epmbpms

e v
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B. The Bvidence :>i% nmiwsllel onz Zobulzsol gnibessowe ¢TI<..

AE = - -

PRC. 'roupa -has boen axcensivel:y ~tnvo‘l:vc¢ #in. the
engineering for the em:I:e LHSI iy&tem. Thi's .fim.of conwlting
engineers conducted aaflow study “to- detemiue “ther dtﬁforences in

-

flow, if any, .'betwee.n restr:[cted and un:estrfcted un:[tl"'in LRSI's

service area (Exhibit9). - o= Lo mesmsdlall

In that study sawage “flows ‘were ﬁelmred‘ “{n ‘certain

-,.'-A--w—-w -

areas i{nside the Leisure World (rcstri.cted) .areas. - Flows were

[

also meamn:ed in :be ainglc-famny ,reaidenbhl area. - The flow

bt b me e e oA T - am

measuring was conducted £or two. 7-day pexiods.. ‘Ihe ‘first pet.iod‘,l_.l,ﬁ

-t .

vas {n Novembcr 1981, and the second per:.od was - m\-.December

S e, e
P R

1981 Water meters ve:e read during t:hc pe:‘};'c)d thE vu;agueh:ﬂ;; -

PR
P

-

- vy -

The basic ﬁndings .are tuma::l.zcd J.n :Iayle _1-1 °£ that _s}:_qgly d,. ..
reproduced below: .. CTa, "D ue

Average Sewage' l'lovr’Rates for Four:--i:
Study Areas of THST ©.: ©-7 ool

G e m_‘,\.“

& -

Gallons S mEm o Ee ‘Percent of
Cper T Gﬂ:tons - TWater Consumption

chlltng e PET. 727~ parering Sewer
. Dnit - ‘Capita ™~~~ Temp. In Temp. In
Study Area T lper Daz. Eﬂ Daz-::: Mid-80s > Mid-60s

s v s
ot

Via Mariposa - 6 inss D280 5 e
Avenida Sostega . Ti1 i99 Y L HECL Y eE

Paciﬁ.c& Avenue ~~- - -, .. - o _ . 'ﬁ_f &7

”wp
B R R g R R Y v S g -n.\

Georgia: Sue Drive .. ... e 64 - AL

-
b oma T a  — 9 P s - -

. . P
**‘-Oﬁ-‘-.--n,,.-p\

. . - .
\,,,-,ﬁ PN - " " o B e musew e n T
L e N T N i e Y - O ,_,-‘——-mw
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[ e N =
PRt Saaivieldge o-.u-..“‘w - e T

Two: study areas: Jnrh.dct:t:cd-—to— reprcunt ‘typical
cross-sections of. res Idential comunitiu {nside” a.nd‘ouccide the
Leisure World: n'n..”_ “Tn. cach comity, om-.tudy aroa represented

recent and expens ive Tes identul -area developcdv and— occup:l.ed

within the last-10 years. .. ~ ~_°7 17~ ta-eaiil

uv‘d.\_, ‘,,.. a— e -

,‘-—‘m... -dM"w,—

R

Each- atudy area-was" chosen through- o.- screening procedure

LR TS " "‘_»-

under the follovins\ cri.teria-" . o

1. The area should concdn between 100 and
200. typical single-family residences to
assure that projected flows would be in
a suitsble range for the flow meters and
would provide statistical reliabflity.
Furthermore, this mmber of names would
enable the water meter reader to complete
readings i{n one day, so readings would
coincide with the ginning ending
of sewage flow measurements. -

All the flow from the selected ares must
pass through one sewer, with an acces-
sible manchole to be used for metering -
sewage from the ares. The manhole-where
the meter is set must have a straight-
run with no incoming laterals.

3. The connecting sewver :above the- m.'nuring
device must have & mild slope to-assure
{h&t apprmb velocities are rcuouably

“c : - A o

Only four azeas in’ the seﬂice Aru adequltoly cmlied with
criterion No. 3. With.tn the Lehuro World area,.. duc-to the hilly
terrain, a mild sewer slope was the" most restricting criterion

for service area selection. The features of each study were
described as follows:

S
Lt

..-Q -~
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1. Via Mariposa is in the restricted customer

>~ elassification-and:represents:one of:the- -
older. segments of . the Leisure World devel-
opment, It consists of duplex-and-condo="“--"" -~
minium-type residences with water meters: ..
serving more. than one dwelling unit and _
gseveral water meters serving 24 units. - -
This study area has 411 dwelling units.. ..
Although having more units than set. =~
forth in the criteria, it also-has more:- . .-
units per. number of water meters readable. -
i{n one day. The area should represent a =
population with an established and "-"- -%- =77 ~
habitual pattern of sewer use. .. . -
Avenida Sosiega {s {n the restricted - -

customer. classification and Tepresents:
a more recently developed part ‘of -

Leisure World containing. large dwelling
units, each with surrounding yards that
may not be fully irrigated by separate
water meters. This study area contains
159 dwelling units and was selected - -
because of its potential for less -

- conservative water and sewer use. :

Pacifica Avenue is in the unrestricted

customer classification-and-is one-of

the older urban areas adjacent - to -

Leisure World. It contains-159-dwelling

units and was selected ‘because {t B

represented an:-established neighborhood

and less expensive-housing.  The living -

pattern'1n'this~counmmity-waawoxpected

to have more children and mothers at. -

home. Thus due to less vacancy of the

‘household during weekday business hours, - - -

‘the-area was expected.to exhibit-a. = .o .-
.. higher prevailing midday sewer use.

PR - b -
P T o
i at e e m wd i - -

oL . - P Y LA P
B rnroa T LA Loelzuelel oo
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’

'"k. .Georgia-Sue-Drive is-in the unrestricted
customer classification and is one.of . .
the more recently derIOped‘urban resi-"" &
dential areas. It contains 121:dwelling-- -
units. . Due to the inflated price of .
housing, it would represent a more
expensive housing area, where:a: greater
portion of both adult members could
work during the weekday. This would
provide greater weekday vacancy and: - .-
lower per capital sewer use than the
Pacifica Avenue area. It was assumed -
that: Georgia Sue Drive would-contrast
well to Pacifica Akvermue with respect to.
sever use and represent the recentl
developed and'occupied portton of tl e
service area. . .

The restrieted‘area atudicd containcd 559 dvclling gnits
or about 3.7% of the. tocnl number” of: restricted.customers: The

unrestricted area studied contained 280" “dwelling units or about
4.5% of the total.noumber of unrestricted. dvelliné Ggiia. R

Because: of the relatively high sewage-flow in the
Avenida Sosiega area, a study was undertaken to determine how
many of these types” of units: existed:within the: restricted
customerclass. - The study: consisted of reviewing water use:in .. ...
various mutuals. Mutual Nos.- 49, 51, 60;- 61,63, - and:-70 were. - .
found to have higher  than: normal- water:use and are:-therefore - .-
cousidered to contribute: 200 gallons:per day-(gpd): per. dveilimm:-«;
into the system. There are 720-dvellingaunitsncontained_Lp\thc,
aforementioned- mutuals. ' In addition,: mutuals Nos. 68,69, and .
78, containing: about: 194 dwelling units,.may-become: high. ncvage— A~
producing- units when' they ‘becowe occupied:: : s

-

PR RV
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Willem: Van- Lier; staff pro. ject‘-cngineer,m commended
the existing rate. differentigl of" ISZfbet:ween ;hc restricted
and unrestricted:customer. graﬁp; be clmdinntcd“..,He-believes
that the current rate’ differential*rims contrary to- comon
public views. He: contends- that: mny cuntomra,vith:‘.n ‘the
unrestricted group,- consisting of ﬁ.ngle' pertonr- couplea, and
families contribut :Lng lesm than, tvertge sewage are findiacrmi-

b Tt e B ISR

1atelv Pemlued ’-: ':,.. N S| ..',"\._ i ’,,,

V:Ltnes& Vm. Litr fmher. testif iedf that ,

1. The PRC ‘roups ‘study” assumes- that the*_
results of the isolated studies-of -~ -
sevage flow of four small” customer~- " -
groups are regiesen:ative for all” the*'*—"
customers within LESI's service .area., ..

- 2.° The four study groups-represent-cluster. -
: . tests which dim!.nish t:heir value . (
further..” oo SELL ROTE LTRANINI TN

3. Witpess Boward's water use atudr qg out=Cr I o X
-7t of time-phase with -the:PRC: Toups: 3‘“%’-;

C. -Resolution :: - SETL Rl UDTIG o eammL S2ulIe® SIIsav,
The: staff:criticisms: on: the size: and: flocat::lon.» of-the. ... .
study groups have: some merit.:: However, mot:only. .v_ouldg the. c_o.s_t:,_ o
of a larger sampling be prohibitive because of. the sewer.-system. ... ..
layout, but: the results: of the:PRC:Toups:study-received,some.. .....:
corroboration.: They were.supported: by (1): the-calculation.of - -
the average daily volume entering-the sewvage treatment.plant .. ....
based upon the four sample areas extended: to the total:. pq{:p;l;gippz ey
and with the' fairly kmown factors: relative> to: commercial:-and:-., :°
other miscellaneous uses and.(2):the:water -use: study made by: - 4owr
witness Howard.
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— - WA
- \.o«-u./\ h\“/\ (.m.'-v"-SU.o).

- Sevage unit flows determined for .the study ATeas. were

L « -u----- e
-

applied to the entire urv:lce 4area population to. det:u:_ning if . -
the rates conpared to. total urv‘.ce area ﬂaw met:gred at :hé )

o v" -
Sy v oD

ARV S

plant. In the followi.ng cabuh:ion the \:mit flw‘s‘ fbr fhe areas

R n Y e

vere applied to the service Aarea populati.on and t:hen addgd to.
commercial area flova used by LHSI.M e e

-~
A P T

.<-A.~-—*..‘.'

- S v e e
J

Calculated Daily Inflew .. _ ..
To the LHSI Treatment Plant - T

‘ o “'Sewage ‘Flow Rate - ennIoaloT T
oo tusemEhnr teclv cGallonsPer:Capitat 3T Volume sc:
Source: ... - .. .- Mﬁm o —ber Day (GPCD) .. ., Gallons...

Ce R . P T

Leisure World 21,396 a/ 1,756:7000
Willows :‘:::';:':.: zrn o weon@85 oniniveocu80ivawer 5 blnmeC 20,400
Multifamddy=o =07 w¢ 520456920 zov L onl 6F:orlzel zonzsr? 2:295,;600-
Mobile Parks -~ --v: = QolisidnD) -w63:ro 'p:.,::. ::.».“....m-?.l:O& 400 -
Condominiums = . rcT /3,062 o 220222191,:600.~
. Single Family :: C270 16.13'1:‘“ > wmliiT ::63':0:: TINEL o e ‘1.‘016,30(%
Subtotal - - 47,205 S vl Saan warsw 3,385'“000'

Commercial “>-° ° . Factored Minimums . .>-S18.Cef - =.c.d nizmos 2our
. ~ Pactored Other. . .. 22,084 Cef . -
. Flat Rate ‘Mininumc 518 Ccf b

'rot:al 23 1’.20 Ccf x 13-8-

Estimated Flat Rate 109 customers x sl
. 1,785 gallons/day/cultmg e Lo

Subtotal

[V A CRFY BN

'
[ S
¥

Total Estimated Inflov - vhilnoo ;::::__ .3,’::::-,1 ..

PR P T -t

a/ Based upon the smpti.on that "Avenida - Solfcga‘” -
represents 5% -of the Leisure World's ‘dwelling <
units (i.e. the sewer flow rate is estimated -at:

95% of populacian contributing 80 gpcd-and 5% ----
at 122 gped).
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'.l'he “above computat’ton shovecr that urvtce area flow
calculated vtt:h ‘the meterecr average \mit flow closely correYates - "
to the average metered‘ pTan: ‘£Iow of 4.2 nﬂltons of ‘gallons ° per R
day (mgd) However,' ‘this method of check:[ng the' noni:t:or‘!:ng -STHRS
results {s not precise, since prant flows vary ceasonally aodiTE ST
in response to changing soc ioeconontc”*lnd envtromne‘ntal' ‘condition=°
patterns. The method is Infomtive Ha t:hat nonitored values

are relatively close to the” average “value of Elow diacharged to

the plant. If the '.ét}?_‘l amit £low values differed by more than

10%2-for-the cntire-populati.orr, “ the- plant=flow-Would differ by :32 0%
0 3.m8d" - e Lo ome B el amntar

L g am ke PR

" . .

224,13 Donald R. Howard, ‘supervising engineer and project o 2%
mavager ‘at Stetson Engineers, Inc,, was retained by PCM to.prepare .
a .cost-of-service study on ILHSI (Exhibit 8B). In preparing:-his ccv

report witness Howard relied in part on the PRC Toups studyl-Helsal
also_conducted a study for the rainy months of 1980 to determine--::

the ‘amount of water used by each customer class. He selected:.:

vet months because that should be:when the -ln:selt percent of --....-2
water delivered to: the __customer is teturned "137 uwage. The

results of this stu&y dre sho\m in “Table 2 of Bxhibit 8B. His

™ -t ‘---n.-'-

comparison of the results of his study and the fRC Toups study
are as follovs m sromezrns 200

w——w~-The PRC 'roups ctudy "showed that for “the
W e unrestricted customer class the return
flow varied from 77% to 85%. Since the
unrestricted customer ¢lass uses i1ts s Tal
water for both irrigation ocutside the
home -and..for., :Ln-home -3SeS-m ztwcanﬂbew s

water returns as. sewage ‘even -thouglx-the -

- ' a oy

actual volume. of 7sewage; is - LALGeL = "o Tigy

- -’-.p,_«.u - e

R S

.y i R
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rmnw‘,-_u ., - —

‘If the 80% shown” 1n’ the PRC Toupc study were - -

* " applied’ to- the finding: {n:- his:water-use:- =) o -
study for the restricted customer class of
151 gpd per dwelling unit, {t could be "
estimated that 121 gpd: -would- enter. the
sevage system. The PRC Toups study .
indicated 116 gpd. Thus, it would seem

" that: the. PRC Toups ltud{ and the:water- .

use are within reasonable accuracy. The
PRC Toups study’ indicates that the tevage ‘
flow 1s about %Pd per dwelling unit- .

within the ningle- amily dwelling units.

The water use study indi{cated that 271.7

gpd per dwelling ' unit entered the single-*"
anmily residence. This is a reasonable

ratio in view of the amount of rain that
fell during the wvater use study. = -

The PRC Toups study indicates water use: = - =
of 445 gpd per-dwelling unit during .

Nbveaber and 309 gpd per dwelling unit

during December: at Pacifica Avenue. ..

Similar figures of 400 gpd. and 319 gpd |

were found for Georgia Sue Drive, This-

is sowewhat higher than in his water use

study; however, no rain fell during the

PRC Toups study period so that a gher

‘water consumption should be expected..

Thus,- the 2 nggd per. dwelling unit .
appears rcaso le.

. w .
e e e

e

 Witoess Bovurd’s cost-of—cervice study’ .ppli.d-th. e

N e ke e

PRC Toupc ctudy data to-dcvoloP'fhc volume fac;or. 'J.'h:!;s""f.act:«:rr.::t
is used to allocate a major part of"ﬁHSI's toral coifnbfy;iivicc
among customer classes. The cost allocation procedures followed -
by Howard were straightforward and reflective of the bdasic data
input. The end result of his study is that the cost to serve

an average unrestricted dwelling is 40% greater than the cost

to serve an average restricted dwelling unit.

O
PR
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The prepcnderence of the evidence fevore retentlion,
rather than eliminatiotr, of a. rate differentiel.,_Nonethelesa,
the limitations placed" upon the beajic PRC ‘roupa study~because

U - "

of the sewer system layout,v the: inéiceted ixigher ee\u:geﬁrlte

R R

per capita in the Leisureﬂorld‘ eree,.rete hi.story,_en W perheps
other ratemaking factorsrmilitate ega:{.nstr 1ncreasi.ng: the present
rate differential. we v:Lll therefore retain. the present'
approximately 15% rate: di.fferent!.eb'betveen thr unrestricted

and restricted customer clesaif:lcations. S oD s

- P . )
T e . - v-’--

D. Rate Spread and Possible Refunds —~. oy w. .

P RS o a\.

The design of LHSI"s authorized ratee— reflecta -
(1) holding the surcharge constant,. (2) applying virtueny the
same percentage increase to each cleu of lervice, and .
(3) retaining the range of from T, 15 to T 17- found reesoueble
in D.88079/D.91182, supr&, for the xetio» of..the. rete&-foxn
unrestricted family recidencee, to the' rates for~ restri.eted

- s
WOL AL G e

family residences.: L T nRd Ak wanE ratiumen

- ~.-,‘- . --.A- ‘cvﬂ..»-vu.

0f the $340; sbo ';'hcrease '19.1% ort 56"5'- ‘200 results
from ERTA complience. A previouslyveteted this.. port!.on of
the increase will be collected subject to! refu-nd pending a

- —— »;,,

determination of the manoer, if any,_ in which revisions to the
eurcherge nethod of f.inancing the CPCFA faciliti.es or eli.mination

of the surcharge altogether. could reduce LHSI'; reveuue requﬁ-e-j -

nent and yet retain ER'IA compli.mce. }

..-\..y....‘--/a-.

' -,
SnZolkulzoT opsTovy &5
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VII. REQUEST FOR:INTEREST ONEFFLUENT::
DISPOSAL BALANCING ACCOUNT

- . LESI's.balancing account.was eatabli.shed by"’D*91182—-—-— —
supra, vit.h no provision for. interest. . In this applicagion - ‘
LRSI seeks.authority.to. nodif.y the Effluenc thoul. Cott e
adjustment clause.of.its tnriffs by providing clut: Inurest

,-,< e ,_..-\

is to be added to overcollec::lons or. undercollectiong Ln__ che T
Effluent Disposal. Cost. Adjuatment "Account.. The interedt rat:e'“ -

-

sought. to- be employed is the Fedcral Ruerve Boa.rd Come;:cial AR

Paper Rate, 3-month Prime, publiohed monthly i.n Federa‘l ‘ft;‘s.erve

g T e -

Board Statistical Release. G-13 with monthly compound‘_ing. T
The staff recommends that LHSI'S request to include e
interest be denied at this time. The :taff points out tha: e

A s

(1) dbalancing account’ proccdures for im:cr conpaniea do ‘not

o

include an interest prov!.a.{on- (2) ic I: tcv:’.ewing thooe
" procedures” and putting ‘together: its . duft n:udy “and -recommenda-

B
-

tious; and (3) its draft atudy and recomendatiom ‘when ready
wvill be made: avaﬂable to .the cnif.mia Wnter ~Auociat£on for
reviev and comment. " I Si.Io.tiuiod ,\__.-_...-,‘«, o

~ 2

Apparently, it 18 t'.ha lt.a.ff 'g pocitfm‘that LBST
should be accorded the sane. creatment.,.in regard to the inclusion
of interest in balanc!.ng accmt:s,*u water- conpanies. “Since
sever utility matters.are. uligned" o the ctaff ‘which works
primarily on'water" utﬂitiu, ‘such unifm crutmeuc should: be
less burdensome for.our: lini.ted staff Vc -111 “reject LASI's
proposal at this time. oI

—
Lt e u‘.... ]

0‘ o
.-
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VIIT - FINDINGSQAND 'CONCLUSTONS = -

e e - nﬂcov
AR SNINR B --\-"#-&.&N -..t-u..,u:u_':

Findings of Fact - )
1. LESI is’ in need of additional revenuee, “but “the rates
it has propoeed ﬁoﬁld produce en exceesive rate ofareturn. v$?q:c
2. .
operating expenses, “and” re:e blse reasonably*indicate the-resulte-u
of LESI's operetione for test’ yeax 19833 -Because of the smallo:
rate bese for a eystem of’ :hls eize, LHSI'e operattng~resu1tef-«iii
in the near future are nore susceptible to-substantihl departures>-

- e e e
- n
T -

from projected 1evels than other utfltties. TonTmeiel ozid Tt:éf

PR

3. Th‘ ‘d°P€ed estimatee fn Tible 2'£u11y comply vighp Tenn
ERTA. v ETe SeTE enmsoee 0R ot

;, Deprecfhtion expense for ratemaking~—¥~' T TooTLIns
- purposes ‘include “straight-line depre- ..-.. ...

. ciation -on.the CPCFA. facilities, ;
Consistent with this requirement’, ‘the -
‘cost of the:facilities are- £nc1uded
in rate base. . .

Ihe calculation of £ederal incoue tax
ngse for ratemaking purposes -embraces -
etraight =line depreciation on the .. ...... .
£muuusmﬂwmgmeum1ﬁeu ' '
~ that in item a, above." e

Auny tax deferral ‘resulting “from-& Tt
difference between the:method-of-

computing depreciation expense for o

actual federal income-tax purposes----- S...ll T
and” the method ‘of computing: depreciation . .  _ ..
expeuse for ratemaking purposes is : T
recorded in a reserve for- deferred~~ Crromnzmel ol
taxes. G e

LHSI's rate base is reduced by ITC on
the facilicties. This reduction is to
be restored ratably over the useful
1life used in computing depreciation
expense.

*m o
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&, “'Theé increase ‘iﬁ LESI"S Tévenuves Fesylting fioi"mi.‘ :
compnance 48 '$65;200% -~ ‘It should: be ‘edltected - :ubjecc E) refuﬁf*ﬂ:
pending a determination of the manner, if any, in which revis 1ons -
to the surcharge method of financing the 'CPCFA faciTitiés or -
elimination of the surcharge altogethar could Teduce’ IRST e -7
Tevenue requiremem: and yet retain ER‘IA conpliance. ECIE AR ks

5. The compﬂation of adopted quant Ittec Ancf the adopted
tax calculatfon are concained tn Appendix B to the" decfaions~"T T
6. A rate of return of 12.02% ou LHSI"S rate Base’ for c

1983 and 1985 {8 reaaomble. ‘rhe rentcd getum on ‘Gommon- ¢

-

equity 18 14.75%. “This will require an "inc'reue "6£"*” 5'330 150057

or 11.49%, in annunl Tevenues. cesnLalomss ATED LJud wvelnon

ey

7. ‘rhe adopted ‘Tate sprraad 1nc1udi.ng *fhe retention of
the range ‘of- from 1'15 ‘to 10 17 £or the rat;o "of the Tatas *for_ AL
unrestricted fuily residences ‘to the ‘rates ‘for restricted’--°7*

fanily residences, is reasonadble. .M:*-" -'::.":,: o

8. ~1RST should ‘be cccorded “the - sm l:rutment u water ’ '
eompanic: ‘under “our jurisdiction In rega.rd to"the {ncTusion of mRse

-l -

iterest In blllnctng account’, LowamafTon of Hlosdo Tamr L2
9. IESI's S"I“ A ﬂ-“t ““Slse bondl bccome duevm :
October 1. 1984, - The ronover of" this debt vﬂl “affect t:he

- -

cost of LHSI's CCPitll used in’ t:he fair rate of° fotuw.jn'ﬁf"-‘ '

dctemimion. SIOSRIIA AT Ll 0T TualPew 3 ldid
10. “'The “enactment -of “ERTA' was unforeseer -at the time "
D. 91339, supra, was issued. G LaNT wo Dalaod od pluenn Ioutoon
11, By D“91339‘IHSI ‘was' required’ to~ pan ot alY'the tax
benefits of ‘the CPCFA-financed project ‘to the *ratepayerc““" EEEa

-y X =
"""‘- J-v s."vvn-w --:’ﬁ-v-..l
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12...-It is in the best .interests -of- both the  ratepayer and

R ke

LHESI. for LESI to qualﬁx,foz .the ACRS and -ITC on its, post:-1980 Tom
plant. .

. \ . P v
e A e . e Yot - e ™ g v e .
. Lo TN NS LG --.3.. Rt b i e e T '5.) PP

13 ‘rhg -Interim i.ncreases An rates and charges as ... .. ...

e e

authorized -subject. to. zefund by th.:l.& decu;lon. .are reasonable.. .,h-...:
Conclusions of Law - e

"
o w - W aae -yt -\-‘- Mfu;- L e WA ay v I A NN
PR el A W = . SMTTL W TTS

. 1. The adoPted rat:e_s are in part-subject

I N

reasomﬁle on _that basii And nondiscriminatc:y,k and bocauu of -

™ -l da-w‘ue 2wt S

possible refund and reduc‘tion should be au_thor:}tzed on a.n 1nter£m
basis. Howeve::, this is a. final order wit.h.)reapcct r.o t:he : o

.y e

AN L

determinations mde i.n F:Lnding 3 _abqve aﬁd our other deteminqtiong
to achieve full ERTA compliance. )

2. .D.91339, supra, should now 'be deemed nodtﬁied to the

LY —.."—\r--. m-\-u

exteat necesu:y to con.form -9 ER‘I:A -'nae apec.iﬂc modificam‘.ons

- i\ e -

accomplishing that end mvﬂ.l be forthcoming in a f._".‘f.:_hf? pont e
Comnission order. cldnronnne Ll Lneamehlines el en
3. . LRSI should take ~-8teps.. to have xestored, to :Et_n‘c o )

- D R Y

beneﬂts previou:ly paid to the trustce An compnnnce . with ) D.91339.

.44..“.0'«.«- e

pigey

T
-—.-.m.--..mu -

4, LESI should be authorized to file an. advice. letter o

. e T e e el e RO

Tequesting an mcreue io ratea -to, offaet: the :I.mpact ,of,.the >

A e T

rollover of i.t:s Series A,ﬂx:st nortgage bonda duc, Oct_:‘gub_g_r .1:, o
1984 on the authorized rate of TeLUTD. . ., . - . oivpme n

[ P M) )

5. LESI's request to have interest 'added to ovexcollections

L L I T R N

or undercollections {n the Effluent Disposal .Cost Adju:t:mng - -
account should be den:{.cd at chic l:ine camrue 2RRITLE

6.. Because of the immediate .need. £6r -acidit fonal revenue

e W et W »
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XT IS ORDERED that-

1. Laguna Hills Sanitation, Imc. (LHSI) is authorized "t
file, effective today, the revised Tate ochodules in Appendix A.
The filing ‘shall comply with GeneraI"Ordbr”?G"“”Tbe effective
date of the revised schedules shall be the date of £iling. The
revised schedules shall apply only to service rendered on and
after their effective date. Once the revised schedules become
effective, LHSI shall be bound by the refund requirement
prescribed in Finding 4 above. ' '

2. 1HSTI is authorized to file an advice letter, with
appropriate work papers, requesting an increase in rates to
offget the impact of the rollover of its Series A first mortgage
bonds due October 1, 1984. The requested increase shall be
reviewed by the staff to assure the requested increase offsets
financial attrition only and will not result in LHSI's exceeding
its authorized rate of return adjusted for such attritionm.

3. D.91339 dated February 13, 1980 in A.59033 is deemed
modified to the extent necessary to conform to the Economic
Recovery Tax Act.

4, LESI shall take steps to have restored to LHSI the
investment tax credit benefits previously paid to the trustee
in compliance with D.91339.

5. LESI shall notify its customers of the effect of
ERTA as set forth in Appendix C. This notification shall be
completed within 60 days of the effective date of this order.

- -
o e e
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6. LHSI's request to have interest-added to overcollections
or undercollections in the Effluent Disposal Cost Adjultnem:
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APPENDIX A

LAGUNA RILLS SANITATION, INC.

Applicability
Applicable to General Residential Sever Service.

Territory
K Toro, Laguna Eills, Rosamoor Leisure World and vicinity, Orange County.

Rates for Sewer Service

SCHEDULE NO. 1
GENERAL RESIDENTTAL SERVICE

Unrestricted Family Residences(U) « « « « $10.39 per month, per residential
dwvelling Unit

Restricted Family Residences (R) « « « .« $ 9.00 per month, per residential
‘ dvelling Unit

SCHEDULE NO. 2

COMMERCIAL AND INDUSTRIAL SERVICE

The basic service charge:
Per 1,000 gallops of sewgge discharged «+ ¢ « « o « « $51.290
Per Cef of asevage diﬁchused o o o 6 ¢ o e 50,965

SCEEDULE NO. 3
SALE OF RECLATMED VATER

Reclaimed water e o o 8 06 68 8 6 00 a9+ o o & $95.95 per acre~foot

(END OF APPENDIX A)
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AFPINDIX B
Page 1
LAGUNA HILLS SANITATION, INC.
COMPARISON CF RATES

The following table is a compariscn of the rates effective on 1/11/82
and those proposed for 1983 and 1984.

Proposed Rates Adopted Rates
1983 : 1984 1983 : 1984

Schedule No. 1
Unrestricted $ 13.47 $10.39 $10.39

Restricted 11.66 9.00 9.00

Schedule No. 2
Mindimum $ 13.47

Per 1,000 gallons 1.67?
Per Cct 1025

Schedule No. 2
Reclaimed water

Per acre=foot $95.95 $95.95

Rates shown do not include Califormia Pollution Control Financing
Authority surcharge which is adjusted annually on April l.




APPENDIX B

Page 2
LAGUNA HTLLS SANTTATION, INC.
ADOPTED QUANTITIES

Number of Services and Water-Use Reference
Yor Rate Design

1083

Schedule No. 1

Unrestricted
Restricted
Total

Schedule No. 2

Minimm Bill
large Flat Rate Bills
Average 1,000 Gallons

Large Factored Bills
Average 1,000 Gallons
Total

Schedule No. 3

Customer

Effluent Sales-Acre-Feet 1/
Total

Grand Total

1/ Average Annual Vater Usage
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Page 3

IAGONA HILLS SANITATION, INC.

ADCPTED QUANTITIES

Net=to=Gross 2.055
Tederal Tax Rate 46X
State Tax Bate

Uncollectibles Rate 0.1%

DEMAND per MONTE COMMODITY
SCHEDULE kW hp kwh

9.6% (for both test years)

ANNUAL COST-

Denand

Commodity

Total

2100000
10800

Lo000
915600
2922000
5991400

20
604.5

2150000
10800

Loooo

604.5 955600
297500

6131400

SUMMARY OF EDISON BATES & CEARGES APPLICABLE TO 1JST

ITECTIVE DATE
TOTAL BILLING FACTCRS

SCHEDULE A-7
DEMAND ( PER kW )
GENERAL BATE (PER kwh)

15480.00
162.00
912.00

7254.00

133810.00

15480.00
162.00
912.00

7254.00

18810.00

119931.00
1009.04
60685.97
166461.75

122786.50

1009.04

2389.20
63337.17
169307.25

1/5/382
05866

L.30
01165

4.50

3.80
~01427

1.00
«02082

375
~01145.

135411.00
1704
3201.20

67939.97

1852775

393094.96

138266.50
1171.0%

70592.17

188117.25
Lol1kh2.16

5/3/82
~LOUShE.

4.30

4,50
~04797

3.80
01427

1.00
+02082

2672
~01145.
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APPENDIX B
Page 4

ADCPTED TAX CALCULATION

LAGUNA HTLLS SANITATION, INC.

Test Year - 1983
CCrT s FIT

(Dollars in Thousands)

Operating Revenue $3,305.1 $3,305.1

nses

Operation & Maintenance 2,21.1
Administrative & General - : 204.8
Taxes Other Than Income - 7.9
caFT —Zab

Subtotal 2,525.4

Deductions from Taxable Income
Tax Depreciation 138.2
Interest Expense 246.9
Subtotal Deduction : 385.1

Net Taxable Income (CCFT)
CCIT @ 9.6%

Net Taxable Income (FIT)
Ir @ Lex

Graduated Tax Adjustment
Irc

OF APPENDIX B)
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APPENDIX C
Bill Insert for Laguna Hills Sanitation, Inc.

$65 ;200 of the recent rate increase granted to laguna Hills Sanitation, Inc.
for 1983 was made necessary by changes in tax laws proposed by the President
and passed by Congress. This was the Economic Recovery Tax Act of 1981.
Apong its provisions was a requiremeat that u‘t.:ility ratepayers be charged for
certain corporate taxes even though the utility does not have to pay them. This
results from the vay utilities may treat 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 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 94102
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LAGUNA HILLS SANITATION, INC,

Development of Revised Capital
Ratios and Debt Cost Factor

Data Used: -
1. 407 debt/60% equity from Exhibit 12, Table 5.

2. 81,151,333 Average Balance Series A Bonds with 6.387 cost
factor for year 1983 from Exhibit 12, Table 3.

3. CECFA Bonds 117 due May 15, 2000; Balance as of December 31,
1981 $1,885,000; Sinking Fund Requirements for Years 1982,
1983, and 1984 $35,000, $35,000, and $40,000; Debt Service
Reserve $244,450; 51,832,500 average balance and $1,588,050
average balance net of debt service for year 1983,

4, §§§8,787 unanortized CPCFA bond expense as of December 31,

(Items 3 and 4 above derived from LRSI's 1979, 1980, and
1981 anmual reports filed with the Commission.)

Computation:
1. Equity =<f x debt = <f x $1,151,333 = $1,727,000

2. Revised debt = $1,151,333 + $1,588,050 = $2,739,383
3. Revised capital ratios:

Equity STTIT NS LTI~ 38.67%  Use: 40%
Debt Faal33a333 « 61.33%  Use: §O%
] 4
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APPENDIX D
Page 2
LAGUNA HILLS SANITATION, INC.

Development of Revised Capital
Ratios and Debt Cost Factor

4, Cost Factor for CPCFA Bonds:
$1,832,.500 x 0.11 + $220,787 ; 20 _yvears x 1007 = 12.97%
$1,832,500 - $220,787 (-2-6—)

\

S. Revigsed Debt Cost Factor:

1,151,333 x ,0638 + $1.588.050 x ,129 -
LnLla_—_:_smﬁm_n_z__l_ﬂxlooz 10.20%

“(END OF APPENDIX D)
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APPENDIX C
Bill Insert for Laguna Hills Sanitation, Inc.

$65,200 of the recent rate increase granted to Laguma Hills Sanitation, Inc.

for 1983 was made necessary by changes in tax laws proposed by the President

and passed by Congress. This was the Economic Recovery Tax Act of 1981.

Azmong its provisions was a requirement that utility ratepayers be charged for
certain corporate taxes even though the utility does not have to pay thexz. This

results from the way utilities may treat tax savings from depreciation on their

plant and equipsent. The savings can no longer be credited to the 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 Comuission

350 McAllister Street
San Francisco, CA 94102




