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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA
In the matter of the application of )

SAN GABRIEL VALLEY WATER COMPANY,

for authority to increase rates Application 83-02-36

charged for water service in its (Filed February 17, 1983)
Los Angeles County Division.

Michael L. Whitehead, Attorney at Law,
or applicant,

Brian T. Cragg, Attorney at Law, for
the Comuission staff.

OPINION

Summary

This decision authorizes applicant San Gabriel Valley
Water Company (SGVWC), Los Angeles County Division, -an increase
in revenues as follows:

Anount of Percentage
Increase Increase

1983 $921,700%/ 9.13%
1984 344, 0002 3.23

a/ Amount shown is with respect to 1983 revenues at
present rates and includes lX7% User Fee.

b/ Amount shown is with respect to 1983 authorized
Tevenues.

These increases reflect a rate of return on rate base of 11.05%
in 1983 and 11.17% in 1984 which correspond to a return on common
equity of 14.507. The increases are necessary to permit SGVWC
to retain its level of service, to meet its expenses, and to
provide a reasonable rate of returnm to its investors.

In its application, SGVWC sought authority to increase
{its rates for water service in three annual steps to produce
amnmual revenue iocreases of $1,817,800 or 192 in 1983, and by
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additional amounts of $669,000 or 5.9% in 1984 and $733,800 or

6.1%7 in 1985. The proposed 1983 increase would have been in
addition to the increase granted SGVWC effective Jamuary 1,
1983 to offget the higher federal income tax expense resulting
from normalization under the federal Economic Recoverty Tax

Act of 1981.
Background

SGVWC, a California corporation, is engaged in the
business of producing, distributing, and selling water in
Los Angeles County and distributing and selling water in San

Bernardino County to approximately 60,000 customers.

The Los

Angeles County Division is one of two divisions operated
separately by SGVWC. This division bad over 41,900 active
services, including private fire protection service, as of
October 31, 1982. The last general rate increase for the
Los Angeles County Division was granted in Rovember 1979.

Informal Meeting

An informal public meeting concerning this application

was held in South El Monte on March 31, 1983. The meeting was
attended by 12 customers. Two customers complained of current
sexrvice problems. One customer, living in Hacienda Heights,
which is at a higher elevatiorn than other SGVWC service areas,
stated that his water pressure was only 13 pounds per square
inch; the other complained that the water was swelly, unhealthy,

and sandy. Two other customers, who are retired senior citizens,

stated that the rate increase was hurting them and others who
must live on a fixed social security income which does not keep
pace with the requested rate increases. Another customer

complained that her bills kept rising although her current water
use was considerably less than the previous year's consumption.
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In 1982, 452 customer inquiries were filed with SGCVWC
&8 compared to 653 f£{led in 1981. Of the 452 inquiries, 306
were about billing, 77 were about high or low water pressure,
and 24 were about the taste, odor, or color of the water. All
were resolved satisfactorily. On March 26, 1983 staff conducted
& field inspection of SGVWWC's facilities and found that the
plant in service was generally satisfactory.
Public Bearing

Following notice, which was published, mailed to
customers, and posted in accordance with the Commission's Rules
of Practice and Procedure, a public hearing on the application
was beld before Administrative Law Judge (ALJ) William A. Turkish
in Los Angeles on June 15, 16, and 17, 1983. One customer
attended the hearing who opposed the granting of & rate increase
to SGVWC and objected to the wage scale of SGVWC enployees and
the salaries of its top officers for being so high.

Testimony on behalf of SGVWC was presented by its
chairman of the board, Robert B. Nicholson, Jr., by its
president and chief operating officer, Ivan G. Holmberg, and
by its vice president and secretary, Raymond Heytens,
Assistant utilities engineer Bas Panchadsaram, associate
utilities engineer Thomas Fano, senior utilities engineer
Willem R. Van Lier, and financial examiner III Christopher J. Blunt
presented evidence on behalf of the Commission staff.
In addicion, 15 documents were received into evidence. The

matter was submitted upor the £iling of concurrent briefs oo
July 14, 1983.
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Results of Operations

Table 1, following on the next two pages, shows the
adopted results of operations at present rates and at authorized
rates for test years 1983 and 1984,

Although many differences between SGVWC and staff
appear in their respective reports on the results of operatiomns,
SGVWC acknowledged at the outset of the hearings that the
differences result from staff's use of more recent available
recorded information while SGVWC relied on estimates for the
year 1982 in preparing its reports.

The principal areas of dispute in the results of
operations estimates are in the following areas:

Differences in expenses as & result of
differences in inflatiom factors for
labor and nonlabor estimates.

Differences in working cash estimates.

Differences in allowance of minimum
bank balances.

Staff's use of a negative working cash
allowance and staff's disallowance of
min{mum bank balances from rate base.

Differences in estimates of interest
rate and cost of issuance of future

6. Differences in rate of return
recommendations.

Because of SGVWC's acknowledgment of staff's access
to later recorded information and acceptance of staff's estimates
of the remainder of those differences, which SCVWC characterizes
as minor in nature, this opinion will focus on the major areas
of disagreement and only briefly discuss, if at all, other areas
of the results of operation.
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TABLE 1
SAN GABRIEL VALLEY WATER COMPANY
Los Angeles County Division

ADOPTED RESULTS OF OPERATIONS
Present Rates

“Test Year

Item

(Dollars In Thousands)

Operating Revenues $ 9,718.9 $ 9,765.7

Operating Expenses:

Purchased Water 1,844.9 1,882.6
Purchased Power 1,635.1 1,639.8
Payroll 1,287.2 1,338.7
Materials and Supplies 163.2 173.2
Other Operation and Maint. Exp. 377.4 398.5
Employees' Pensions & Benefits 416.0 432.7
Aémin. & General and Misc.

General Office .» prorated 1,045.6 1,087.0
Comp. Minimum Bank Balance 13.8 14.6

Subtotal 6,968.3 7,151.2

Depreciation Expense 584.6 608.3
Taxes Other Than Income 373.9 400.6
State Corp. Franchise Tax 75.3 53.2
Local Franchise Tax 82.4 82.8
Federal Income Tax 376.8 297.6

Total Deductions 8,461.3 8,593.7
Net Operating Revernues 1,257.6 1,172.0

Rate Base 15,347.0 15,681.0
Rate of Return 8.19%2 7.47%
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TABLE 1
SAN GABRIEL VALLEY WATER COMPANY
Los Angeles County Division

ADOPTED RESULTS OF OFPERATIONS
Authorized Rates

: : Test Year :
: Item : 1983 H 1984 :
ars ousands)
Operating Reverues $10,640.6 $10,984.6
Operating Expenses:
Operation & Maintenance 5,306.2 5,431.8
Admipistration & General ' 722.9 746.9
General Office - Prorated 1,045.6 1,087.0
. Subtotal 7,074.7 7,265.7
Depreciation Expenses 584 .6 608.3
Taxes Other Than Income 373.9 400.6
State Corp. Franchise Tax 161.4 167.2
Federal Income Tax 750.1 791.3
Total Operating Expenses 8,944.7 9,233.1
Net Operating Revenues 1,695.9 1,751.5
Rate Base 15,347.0 15,681.0
Rate of Returm 11.05% 11.17%
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Operating Revenues

Staff's estimate of operating revenues is $8,600
greater than that of SGVWC for test year 1983 and $16,400 greater
than that of SGVWC for test year 1984 at present rates. This is
due to differences in estimates of consumption of metered
commercial users.

Both staff and SGVWC used the "Modified Bean Method”
to determine the normalized consumption in the commercial
metered class for test years 1983 and 1984 and both used the
“Comnittee Method" procedure to obtain a weather-normalized
estimate of the last recorded year by analyzing various time
spans. The normalized estimate for the last recorded year is
then used as the normalized estimate for the test years. By
using this procedure, both staff and SGVWC estimated 1983 and
1984 normalized consumption of 253.0 hundred cubic feet (Ccf)
per service for the residential metered users based on recorded
data from 1969 through 1981. Staff likewise accepted SGVWC's
estimates of consumption of Vallecito, industrial, and public
authority customers. The difference in consumption estimates
for commercial customers where staff's estimates exceed
SGVWC's estimates by 94 Ccf per customer for 1983 and by 188 Cef
for 1984 is due to staff access to 1982 recorded data while
SGVWC's figures were based on declinming sales in 1982 and
1983 and on rates which do not reflect present rates.

SGVWC accepts staff's higher estimates of commercial customer
consumption which result in the differences in reverue estimates.

Differences in estimates of average services for test
years 1983 and 1984 are likewise due to staff's access to 1982
recorded data which were not available to SGVWC when it prepared
its estimates. SGVWC accepts staff estimates of average services
and we adopt staff estimates on operating revemues since they
were based on later recorded data.

—7-
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Operating Expenses

Operation and Maintenance
(05M) Expenses

0&M expenses comprise those operating expenses
clasgified as source of supply expenses, pumping expenses,
water treatment expenses, transmission and distribution expenses,
and customer accoumt expenses,

The following tabulation reflects the major components
comprising direct O&M expenses and compares the estimates of
SGVWC and staff for test year 1983 at present rates:

: : :SGVWC Exceeds Stalfl,
Iten : . Staff - SGVWC - “Amount : Percent
(a) (b) (e) )
(Dollars in Thousands)
Purchased Water $1,844.9 $1,778.9 $ (66.0) (3.6)
Purchased Power 1,635.1 1,506.5 (128.6) (7.8
Material & Supply 163.2 184.1 20.9 12.8
Payroll 1,283.3 1,334.7 51.4 4.0
Uncollectibles 24.3 24.3 0.0 0.0
Other 353.1 391.3 38.2 10.8
Total O&M Expenses 5,303.9 5,219.8 (84.1) (1.6)
(Red Figure)

Major differences between staff estimates and SGVWC
estimates in OSM and in Administrative and General (A&G)
expense are the result of different labor and nonlabor inflation
factors and differences in methodology as applied by staff and
SGVWC. The difference in A&G expenses is shown in the following
tabulation after which a discussion of the najor differences
of both 0&M and A&G expense estimates will follow.
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Administrative and General Expenses
Test Year 1983

Presgsent Rates

: : *SGVWC Exceeds Starf:
: Staff - SGVWC : Amount - Percent :

(a) (Dolzgrbz in ‘I‘b.gg)sands) &

Payroll $ 3.9 $ 6.6 $ 2.7 69.2
Injuries and Damages 80.9 83.2 2.3 2.8

Employees' Pensions &
Benefits 416.0 446.8 30.8 7.4

Regulatory Comm. Exp. 155.7 155.3 (0.4) 0.0
Misc. General Expenses 10.3 8.5 (1.8) (17.5)

Adnmin, « & Trans.
(Credit (61.8) (59.9) 1.9 (3.1)

Comp. Min. Bank Balance 13.8 0.0 (13.8) (100.0)
Local Franchise Tax 82.4 82.3 (0.1) (0.1)
Total ALG Exp. 701.2 721.3 20.1 2.9

(Red FTigure)

Purchased Water and
Purchased Power (O&M)

Staff's estimates of purchased water expense exceed SGVWC's
by $66,000 in 1983 and by $93,700 iv 1984. Likewige, staff's
purchased power estimates exceed those of SGVWC's by $127,400
in 1983 and by $129,100 in 1984, These differences result from
staff's uge of the latest available costs of purchased water
and SGVWC's increased operating safe-yield from 200,000 to 230,000
acre-feet (AF) which allows for more pumping. Staff's higher pur-
chased power estimates result from staff's lower energy consumption




A.83-02-36 AlJ/emk/ec

estimates (which are consistent with its lower water consumption
estimates) of 480 kilowatt-bours (kWh) per AF as opposed to
SGVWC's use of 503.3 kWh per AF., In addition, staff used the
latest available (higher) power rates to calculate energy costs.
SCGVWC accepts staff’'s estimates of powver, quantity, and unit
costs, but does take issue with staff's estimates of the amount
of power required to pump a specified quantity of water. Staff's
estimate, according to the staff witness who developed it, vas
an attempt to develop an estimate which would reflect

SGVWC's operations in the test years.

The staff witness testified that he attempted to
develop an estimate which would reflect SGVWC's operations in
the test years. Initially he examined the three-year average
of recorded power consumption between 1980 and 1982. Because
the resulting figure (495 XWh/AF) was higher than the recorded
experience of recent yearg, the witness also examined the five-
vear average from 1978 through 1982 and determined that the
resulting figure (469 KWh/AF) was too low. After reviewing and
analyzing reasons for the variations in power consumption,
staff determined that an average of the three-year and five-
year averages produced a more reasonable estimate for power
consumption during the test years than using either the most
recent three-year average or the most recent five-year average.

SGVWC's power consumption estimates are apparently
based solely on the 1981 recorded year consumption of 502 kWh/AF.
However, SGVWC presented no testimony to support its estimated
power consumption--its witness merely testified that SCVWC d4id
not agree with the staff estimates. According to staff, SCWWC
used its highest recordel power consumption of recent years.
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We believe this not only gives a distorted basis upon walck to

develop a reasonable estimate dut varies with tze test yeas

concept of using an average year comnsumprtion for ratemaking

purposes, TUse of the year showing the highest power constzption

as a basis for estimated test year comsuption also is

at odds with the Commission's program of pump efficiency testing

to encourage IiImprovement In purp efficiency. 3ecause

SGVWC presented nmo testimony im support of its estimated power

consumption, we believe staff's estimate is the more reasonable

and will be adopted.

" Pavroll (0&1 and AL
A major area of dispute is the difference inm payrell

estimates f£or the test years which results from the application

of different inflatiomary factors dy staff and SGVWC. Staff's

0&M payroll'expense estimates are lower than SGVWC's by $51,400
. for 1983 and by $144,000 for 1984, and is lower thanm SGVWC's

ASG payzoll by $2,700 for 1983 and $3,200 foxr 1984. AL the tine

of preparing its application, SGVWC nad last granted a L0%

salary increase to lts employees effective January 1982 and

also assumed similar 10% salaxy increases foxr test years 1983

and 1984, SGVWC's witmess, nowever, acknowledged tiat the

actual salary increase granted to SGVWC exployees on Janwary 1,

1983 was only 6.47, which was the labor escalatien factor

adopted by the Comxission for 1983 inm commection with SGVWC's

Fontana Division rate case. In its estimates for 1984 SGVWC

again used a 107 escalation £factor for labor costs, but testified

that the amownt of salary increase to be effective Jamuwary L, 1984

was still to be determined and that their Zorecasted cost of living

increase for 1983 rose 5.

-
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SGVWC £eels the 107 factor should be used for 1984
so that its employees could regain purchasing power lost over
the past years because of the rige in the Consumer Price Index
(CPI). SGVWC fears a turnover of employees if a wage increase

of lesser amount than 10% is granted in January 1984, SGVWC's 7//

president introduced and explained Exhibiz 4 which shows a

graphical comparison between the CPI and employee salaxy

adjustments between 1973 and 1983 plus a profile of the

cumulative lag in the salary adjustments versus the CPI during

that same period. He explained zthat SGVWC attempted to achieve

a balanced salary adjustment policy and that a 10% salary

adjustment in January 1984 would bring cmployees "even' with

the average increase in the cost of living over the past 10 years.
tafl used the actual 6.47 increase granted by SGVWC

in its projections for 1983 and the Commission's Revenue Requirements

Division Economics Section's recommended 4% factor for 1984. The

4% wage escalation forecast for 1984 which appears in staff Exhibit

11 is primarily based on informatior from Data Resources, Inc. (DRI),

a reputable economics consulting f£irm, According to staff witnesses,

the DRI forecasts ave widely used and relied upon by many large

wilities in Califormia. According to a staff witness, staff compares

the DRI forecasts with other forecasts to determine reasonablemess,

We adopted the 6.47% wage escalation factor based on the Economics

Section’'s Zorecast in SGVWC's recent Fonrana Division rate case.




Qur current ratemaking procedures applicable to SGVWC
require us to set rates To cover a reasonable level of costs and
a faix return for iavestors in a furture test year and two
subsequent attrition years. Arriving at reasonable cost levels
requires judgement about cost trends.

In this ratesetting process, the Commission's ?//
obligation to ratepayers to maintain reasonable utility rates and

igh quality service is fundamental. This obligation, however,
cannot be met or sustained i1f a utility is placed at a competitive
disadvantage in skilled labor markets by allowances for forecasted
wage adjustments that limit wages and salary increcases to cost-of-
Living escalators while denying employees the opportunity to
participate in productivity advances in the utility or in the economy.
Our basic policy in this respect is o give maximum laticude to ;//
utility management to establish or negotiate wage and salary
adjustments which are consistent with efficient management of
operations, including access to skilled lavor markets and the
maintenance of a qualified utility workforce,

In this proceeding, we find that the staff's estimate.
represents a more reasonable wage escalation forecast for all
employees and one based on more weliable forecast data than
SGVWC's labor cost estimates. The company has not provided persuasive
evidence that its proposed labor escalation rates represent labor
cost levels that are necessary for maintaining a qualified workfoxce,
They maintain that a 107 increase is required to allow SGVWC wages
to catceh up with the rise in the CPI over the past few yeaws, They
do not show how wage levels in other utilities or in other
unreguliated markets have fared vis-a-vis the C2I. They do not show
why the CPI is the proper benchmarxk for wage levels nor how productivity
gains are reflected if such a benchmark is used,
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We will adopt staff's laber escalation rate as a
more reasonable reflection of required labor costs for ratesetting
purposes. Adoption of the staff's estimate, however, is by no
means meant to be a ceilling that precludes or limits SGCVWC from
addressing its skill requirements in the conZext of actually
establishing or negotiating wage adjustments. The adopted zesults
of operation do not operate as an absolute lizmit on wage adjustsents.
Actual wages may be higher or lower than our adopted escalation
factors imply. For example, even if a revenue requirement is
set using an inflation index for wages, real wage gains could
accrue out of umexpected reductions in otzer cost categories or
productivity gains by the company as a whole. Management retains
the respomsidilicy for setting actual wages.
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Nonlabor Factors

SGVWC's witness testified that projected increases in
nonlabor expense items in Exhibits 1 and 2 were based on an
evaluation of each expense category and estimates of the anti-
cipated increases in such expenses for 1983 and 1984, He cited
examples of several increased expenses such as a recemt 32.27
{increase in health insurance coverage, & 23.87 increase in 1982
in its commercial office operation expenses, and a further
increase of 16.47%, on an annualized basis, so far in 1983.

SGVWC used an 1ll1% increase in estimating its gas and oil expense
for 1983, but had actually experienced increases well in excess
of 117 so far in 1983. SGVWC believes that altbough it furnished
staff with work papers and studies in support of its expense
projections, staff chose to ignore that data and chose instead
the inflation factors contained in a staff memorandum dated
April 15, 1983 (Exhibit 11).

The staff witness acknowledged that the inflation
factors developed by the Economics Section were followed and
that a single nonlabor escalation factor was used {ustead of
estimating the escalations for a large mumber of separate
categories. This single composite factor includes projections
of escalation in several key expense categories and reflects
the actual experience of utilities in California. The witness
testified that for several categories, such as rent and Iinsurance,
SGVWC's estimates were actually used.

The staff project manager testified that the Economics
Section develops a set of inflation factors applicable to ASG
and O&M expenses for energy utilities each month and distributes
these each month to staff analysts to assist them in rate cases.
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The Economics Section experts continuously review labor and
nonlabor escalation forecasts from a number of sources and
other pertinent variables affecting Inflation forecasts. This
Commission has frequently relied on the forecasts developed by
the Economics Section. The Economics Section's memorandum
was the basis for the 6.4% wage inflation figure adopted for
SGVWC's Fontana Division In Decisfion 82-09-069. We note that
monthly updated Economics Section inflation factors show even
lower recommended inflation factors than those available at the
time of the hearing. However, since they were not avallable
during the hearing, we will consider the staff escalation rates
vhich were introduced into evidence.

Because of the problems discussed above regarding
SGWWC's projections, the lack of sufficient justification for
its forecasts presented during these proceedings and because
we have found the forecasts of DRI and staff to be reliable
indicators, we will adopt staff's escalation rates.

Working Capital

A major area of disagreement between staff and SGVWC
i{s in the development of working cash allowance and minimum bank
balances. The disagreement results from the difference in
nmethodology used by the parties and from the results of revenue-
expense lead-lag days studies conducted by the parties.

Working Cash Allowance

SGVWC's estimates for working cash allowance exceed
staff's estimates by $1,536,600 and $1,549,200 for test years
1983 and 1984, respectively. The major difference between the
parties results from staff using the detailed basis provided
in the Commission's Standard Practice U-16, Determination of
Working Cash Allowance (Exhkibit 10), in developing its estimates
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while SGVWC developed its working capital requirement through its
own devised empirical method of estimating the working cash
allowance which takes into account SGVWC's actual experience

and includes components which are recognized in Standard Practice
U-16.

SGVWC initially calculated its overall working capital
needs by applying to its test year operating expenses the same
ratio as was developed by a comparison of the working cash
allowed to operating expenses adopted in its Fontana Division
general rate case. SGVWC then verified the appropriateness of
its working capital amount by performing a working cash study
using the simplified basis methodology provided in Standard
Practice U-16. According to SGVWC's witness, the resultant
working cash allowance was a positive amount. SGVWC takes
iggue with staff's working cash allowance figure because it is
a negative figure which not only eliminates working cash
altogether but, in addition, imposes a penalty upon the
company in that it reduces rate base as well. SGVWC argues
that the purpose of the cash working capital allowance is "to campensate
{ovestors for funds provided by them which are permanently
committed to the business, for the purpose of paying operating
expenses in advance of receipt of offsetting revenues from its
customers and in order to maintain minimum bank balances."”
(Standard Practice U-16, pages 1-2, paragraph 5.)

SGVWC asks that we adopt its empirical method of
estimating working cash allowance or, in the alternmative, that
we accept its estimates over staff's lead-lag days estimates
and otbher working cash items with which SGVWC takes {ssue.

These differences will be addressed later.
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Lead lLag Studies

SGVWC's president testified that its lead-lag study
produces a negative expense lag figure as a result of prudent
and effective management of the company's cash. Citing an example
(Exhibit 15), he testified that SCVWC could benefit its custowmers
by veducing its water cost expense by negotiating favorable
leases of water rights and waking payment on a delayed basis.
Rowever, he testified that if staff's approach were to be
adopted, it would lower ratepayers' water costs, but it would
also cause SGVWC to lose rate base and the earnings on it. .

SGVWC argues that a lead-lag study does not provide a
realistic or useful basis on which to develop the working cash
allowance when the result of such study {s a negative figure
wvhich imposes a severe penalty for the efficient managemeunt of °
a utility's cash.

’ Begides the difference in methodology used by staff
and SGVWC, major differences result £rom varying estimates of
lag~-days for the following items which are components of working
cash allowances.

Purchased Power

Staff estimated the lag in payment of purchased
power expenses to be 34.0 days for both 1983 and 1984 while
SGVWC estimated 32.1 days.

Staff's witness testified that his calculation was
based on 15 days as the midpoint of the monthly service period
and on an estimate of 18 days between the time the monthly
sexrvice period ends and the time payment of the energy bill

~18-
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is mailed by SCGWC, plus an additional day for mail transit.
Staff argues that i{ts calculations could have added at least
several more days to the 34 days if it took into consideration
the three-day lag between the end of the monthly billing period,
the date the bill {s prepared, and the mailing time from Southern
California Edison Company (Edison) to SGVWC. SGVWC states its
32,1 lag-days calculation {s arrived at from a study of its
actual practice. According to SGVWC's witness, SGVWC receives
numerous Iindividual billings from Edison which are then grouped
and paid in bunches for administrative convenience. The witness
stated that SGVWC does not wish its power bills to become
delinquent with & possibility of termination of gervice., It
wvas pointed out by staff witness, however, that Edison's bills
show that the 19-day period before payments became past due do
not begin umtil the bill is received which effectively lengthens
the period before a bill becomes delinquent. SGVWC believes its
actual practice should have been used as the basis for the lead-
lag day result rather than staff's "approach". While SGVWC may
believe its actual practice demonstrates prudent cash management,
it 1is a subjective belief which was not convincingly supported
at the hearing. While SGVWC believes staff's approach is
"simplistic" and theoretical, we believe staff's estimate of
34.0 lag-days is fair and reasonable and it is therefore accepted.

Purchased Water

There is a difference of 14.4 lag-days between staff's
200.0 lag-days estimate and SGVWC's estimate of 185.6 lag-days
for 1983 and a 7.4 lag-days difference between staff'’s 193
lag-days estimate and the 185.6 lag-days calculated by SGVWC
for 1984. Stafi's estimates were based on a thorough review of
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SGWIC's f{nvoices for purchased water payments. Although SGWC
witnesses pointed out some minor differences in the lead-lag
days for some of the components comprising purchased water,

they di{d not take issue with these minor differences. However,
with respect to the Upper San Gabriel Basin Watermaster makeup
water assessment, SGVWC alleges that staff {n its study failed
to give effect to the prepayment made by SGVWWC which would result
in a negative 109.5 lag-days.

SGUWC's witness stated that he made a thorough lead-lag
day study approximately one month before the hearings following
a telephone call from a Revenue Requirements Division staff
supervisor who advised SGVWC to review the matter because it
appeared there would be a very big difference between staff
and SGVWC about working cash, The witness ackmowledged that his
study for leased water rights showed a larger lag than that of
staff. The witness testified that SGVWC prepeaid its Upper San
Gabriel Basin Watermaster assessments bagsed on the amount it
pumped a year earlier. However, he was unable to support his
testimony with any documentation or supply any new figures to
substitute for the figures coutained in Exhi{bit 13 (staff's
lead-lag study work papers). The staff witness responsible
for the preparation of Exhibit 13 testified that he prepared
the exhibit from documentation furnished to him by SGVWC and
that he was informed by SGVWC only two days prior to the hearing
that part of the makeup obligation assessment was a prepayment
and thus should be a negative lag rather than a positive lag.
The staff witness testified that he had no objection to changing
the lead-lag figures if SGVWC could fuxrnish him with an official
document showing & prepayment, but he was informed by SGVWC
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that it did not have any document to substantiate the claim.
Because SGVWC was unable to furrish staff with substantiation
of any prepayment or the calculation of its overall composite
of 185.6 lag~days for purchased water, or present such evidence
. at the hearing to corroborate its witness's testimomy, we will

adopt staff's estimates.

Minionm Bank Balances

Because staff included minimm bank balances as an
expense, it included the expense in its lead-lag study, but
& zero-day lag was assigned to this expense.

California Corporation
Franchise Tax (CCFT)

A major area of disagreement is In the different
lead-lag results obtained by staff and SGVWC. Staff determined
8 lag time in CCFT payments of 86.2 days for both 1983 and 1984,

. SGVWC determined & lead time for payment of this expense to be
285.0 days since it believes that it pays this expense in
advance of the time when the benefit of the expense accrues
to SGVWWC. Staff's position is that the payments are made after
the tax lisbility has accrued.

SGVWC's witness stated that the examples in Standard
Practice U-16 support its estimates although its witness's
testimony about CCFT prepayments was unclear and unconvineing,

Staff's estimate is in line with previous Commission
decisions. 1In SGVWC's application for a rate increase for its
Fontana Division, we adopted a working cash allowance that used
82.2 lag-days for payment of CCFT. In & recent Cemeral
Telephone Company of California (General) rate case, staff
estimated the CCFT lag-days at 96.3 and General estimated the
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lag-days to be 75.8. In the current Pacific Gas and Electric
Company's general rate case application, staff has estimated
the lag-days for paywent of CCFT to be 82.6 days and the
utility has agreed with staff's calculations. Comparable
CCFT lag~day estimates have been used for other utilities.

For ratemaking purposes we have treated the CCFT as
a current year tax consistent with staff's estimates rather
than a prepayment for future privilege, as SGVWC suggests.
Deductions for CCFT are calculated on current year net revenues
and the CCFT is treated as & current year income tax. The
so-called prepayment CCFT expense has already been included
in rate base revenues and such revenues for taxes are accruing
at the rate of approximately one~-twelfth per month from rate-
payers. Thus, when the utility pays its quarterly tax paywents,
it has already accrued the revenues to pay those taxes and
should properly treat the taxes as a current year tax. We
have not been persuaded by SGVWC to change our treatment of
CCFT.

Revenues

Staff's revenue collection lag-daysestimate of 27.58
days contrasts with SGVWC's 32,5 days. Staff's overall figure
wag developed from an estimated 17.4 days for monthly bills
and 32.4 days for bimonthly bills (Exhibit 13). SGVWC's
corresponding monthly bill lag was 24.6 days and the bimonthly
bill lag-days was 36.6 days.

SGVWC's figure for monthly bills was over seven days
longer than staff’'s, Staff's figure was based on 15 days as
the midpoint of the service rendered and SGVWC's figure should
be the same. Staff allowed one day for meter reading and one




A.83-02-36 ALJ/emk/ec

day for bill preparation and mailing. Because an additional

two days of lag would occur when meters were read on Friday

staff took the additional weekend days into account in developing
its 17.4-day estimate. A similar calculation was used in the
bimonthly calculation. SGVWC was unable to offer any explanation
as to why, since the midpoint of the service calculaticn should
bave been the same as staff's, it required nive to ten days to
read meters, prepare bills, and mail the bills. We believe

staff has calculated a reasonable lag-day figure for preparation
of customer bills and we accept staff’s figures since SGVWC was
not able to support its figures.

Negative Working
Cash Allowance

SGVWC objects to the negative working cash allowance
results of staff's lead-lag study because of the effect it has
on reducing "good" rate base. In the view of SGVWC, its investors
would be penalized if the negative working cash allowance is adopted.
The purpose of the working cash allowance is to
compensate investors for any contribution they have made to
the utility's cash on hand. When the result of a lead-lag
study is negative, it points up the fact that the utility has
not required any contribution from investors to meet its daily
operating needs but, instead, that the day-to-day cash require-
ments are being met with revenues supplied by ratepayers. The
negative result further indicates that the utility has had the
use of reverues in excess of its expenses for a number of days.
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We have previously cousidered this situation and
determined that the equitable treatment of the utility's ability
to make use of excess cash supplied by ratepayers is a deduction
from rate base. 1In Decision 63706 (1962) 59 CPUC 610, 625, the
Commigsion stated: "In our opinion it is equitable both to
applicant's stockholders and to the ratepayers to deduct from
rate base the average amount of working cash applicant has on
hand not supplied by stockholders.” This policy was incorporated
into the detailed basis for determining working cash allowance of
Standaxrd Practice U-16 (Exhibit 10, pages 3-14), which was
followed by staff, but not by SGVWWC., Although utilities have
challenged the Commission's policy on the negative working cash
allowance, we have not been swayed to depart from that policy
(see, e.g., Decision 75873 (1969) 69 CPUC 601, 658-659). SGWIC
has presented no evidence to persuade us to change our policy
in this case.

Operational Cash Requirements

As part of the operational cash requirement staff and
SGUWC agreed on allowing $1,900 for the working funds component.
They disagreed, however, in the following component areas of
operational cash requirements:

Average Minimum Bank
Deposits

SGVWC requested that $141,600 be included in rate base
for maintenance of average minimum bank balances., This permits
SGWC to avoid paying service charges in lieu of receiving
interest on this amoumt of bank balance. By also including this
amount in rate base, it would have a tax effect upon ratepayers
requiring additional revenues in additiorn to the amount required
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for pet income. Thus, in effect, ratepayers are required to
pay twice for the bank charges.

Staff believes that the best treatment of minimum
bank balances where there is no contractually required amount
to be maintained is one whick results in the least cost to
ratepayers.

Commercial banks normally require utilities to
maintain a minimum balance on deposit. If this minimm {s
not maintained, the backs geverally will charge a fee.

Assuming an 11% rate of retorn and & 2.103 net-to-gross
multiplier, staff calculated that $32,800 in additional
revenues would be required each year on SGVWC's inclusion of
$141,600 as minimum bank deposits for 1983 and 1984, After
exanining some of SGVWC's bank statements staff concluded

that the $32,800 in additional revenues required if the $141,600
were to remain in rate base would more than offset estimated
annual bank charges of approximately $13,800 and $14,600 for
test years 1983 and 1984 respectively.

Thus, staff argues, it would be less expensive for
ratepayers Iif we allowed, for ratemaking purposes, an expense
item corresponding to the amount the back would have charged
SGVWC if the mini{mum bank balances had not been maintained.
Staff does not recommend that SGVWC abandon its minimum bank
balances. SGVWC could continue to maintain minimm bank balances
if it chooses to do so rather than pay service charges, but the
ratepayers should not have to bear the extra expense of such
nanagement decision. Thus, staff would allow recovery in rates
of the expenses associated with service charges but not have
ratepayers bear the additional revenue requirements for tax
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effects 1f the $141,600 minirum bank balance requested by SGVWC
were to remain in rate dbase.

Staff's approach is not only reasonable, but it is
consistent with the requirements of Standard Practice U-16
(pages 3-4) which states in part: "In determining the cash
requirement, the only amounts which should be considered are
the required minimum bank deposits that must be maintained and
reasonable amounts of working funds.” In Decision 82-04-028
we adopted an approach to average minimum bank balances similar
to that recommended by staff. In that case, General was
contractually obligated to maintain a minimum bank balance
and was allowed to include this in its working cash allowance.
However, all other bank balances were couverted to activity
fees, treated as an expense item, and were not included in the
calculation of working cash.

SGVWC did not present any evidence that it is
contractually required to maintain any part of the minfmm bank
balances it has requested. As a matter of fact, SCVWC's witvess
testified that the bank was indifferent to whether SGVWC
naintained minimum balances or paid activity fees. We £ind
upor consideration that staff's approach, which has determined
that allowance of bank activity fees is less expensive to
ratepayers, is reasonable and we will adopt its recommendation.

Deferred Debits

SGVWC has included $31,500 for the deferred debits
component of operational cash requirement which represents the
unamortized balance of SGVWC's expenditures to secure its long-
term debt. Staff has recommended disallowance of this amoumt
because those expenditures to secure SGVWC's long-term debt are
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already included in the determination of its capital cost of
money which is reflected in or accounted for in the rate of
returv. Staff believes that to include these expenditures in
the working cash allowance results in SGVWC recovering the same
expense twice. Staff has therefore included the amount of the
deferred debits in its calculation of the cost of debt. Staff
recoumends its approach as adequately compensating SGVWC for its
costs connected with the issuance of long-term debt. Staff's
approach is also consistent with Standard Practice U~16 which
indicates that deferred debits should be "abnormal expenses
which are being amortized to operating expenses and uncleared
anounts from the clearing accowmts." Staff points out that
expenses counected with issuing long-term debt are ordinary
expenses, We accept staff's recommendation.

Miscellaneous Accounts Receivable

SGVWC requested $77,000 be included in this working cash
component. Staff has recommended disallowance of this amouunt
because the expenses SGVWC included in this category were for
anounts paid to contractors for utility-oriented work done at
the request of the Los Angeles County Road Department and the
City of South El Monte, both of whom reimburse SGVWC for all its
work. A staff review of several of these projects, which were
deemed representative, indicates that there 18 a period of
approximately 60 days after a project is completed before SGVWC
is reimbursed by the govermment entities. Staff's review
determined that SGVWC has some countrol over the time when a
contractor can bill it. As a consequence, the utility can
veduce the lag time between funds expended for the work and
reimburgement for said work it performs at the request of,
and for the benefit of, govermment entities.




A.83~02-36 ALJ/emk/ec

The inclusion of miscellaneous accounts receivable in
working cash, as with the other components, is to coumpensate
investors for funds which would ordinarily bear interest. I£
SGVWC took all necessary steps to reduce the lag time by such
means as increasing the time for payment to contractors in its
contracts to 30 days instead of 15 days and inducing the
govermment entity who requested the project to reimburse SGVWC
within 30 days or else include an interest provision in its
contracts with the goverrmental agency on the amount of the
billing if oot paid within 30 days, it would benefit SGWC's
cash flow as well as benefiting the ratepayers. We accept
staff's recommendation and will disallow the $77,000 as part
of SGW(C's working cash.

Cost of Capital .

The only significant difference between gtaff and
SGWWC is with respect to the estimated cost of long-term debt
and common equity. In all other respects there were no
significant differences in the capital structure or cost of
preferred stock of SGVWC.

Cost_of Dedbt
SGWIC intends to raise capital in 1984 by the Issuance

and placement of a new long-term debt (Series M). The difference

in estimated cost involves the interest rate the new {ssue will
carry as well as the cost of issuance.

SGVWC estimates the interest rate to be carried on its

new issue to be 12.5%. Originally it was estimated that the
new igsue would carry & 171 interest rate, but SGVWC revised
its earlier estimate due to market change and changes in
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interest rates. According to SGVWC's witness, who testified
on the cost of capital, SGVWC anticipates a $4 million Series M
bond issue in 1984 to replace two matured or maturing low-interest
bonds. SGVWC anticipates a $35,000 expense to {ssue the new
series based upon its actual cost of issuing its $3 million
Series L bonds in January 1980 which was in excess of $30,000.
In arriving at its estimated 12.5% coupon rate for the Series M
bond, the witness testified that he had investigated current
interest costs and then developed projections of what he believed
the interest rate would be on the projected new long-term bonds.
The witness introduced attachments 1 and 2 to Exhibit 3 in
support of his estimate. Attachment 1 was a page from Solomon
Brothers' indexes on corporate bonds and the witness called
attention to the fact that asg of June 3, 1983 the current yield
on new long~term A-rated utility bonds were estimated to be
12.38%. The witness testified that this figure would normally
be for a market issue, but since SGVWC's bonds are private
placement bonds, a higher interest rate is traditional because
the market is a little thioner for private placements and they
are not as readily traded or marketed as market-traded bonds.
The wituess presented a letter from the investment manager of
its largest bondholder (Attachment 2, Exhibit 3) in which the
manager anticipates an approximate 12.5% {uterest rate on the
contemplated bond issue as confirmation of SGVWC's estimates.
Staff's estimate of an 11.75% interest rate for the
Series M issue was developed after reviewing historical data,
interest rate forecasts prepared by DRI, and SGVWC's particular
financial situation. DRI's April forecast of long-term AA
utility issues was 10.32%. The six-month average ending in
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April was 10.68% and the three-month average ending in April
was 10.267. Steff believes its estimate of 11,757 adequately
takes into account both the difference between an AA utility
bond and the A quality of SGVWC's bouds and the premium, if any,
associcted with a private placement rather thezn 2 public Issue,

SGUVWC's witness pointed out the current yields on new
long-term A-rated utility bond issues, as shown on the Solomon
Brothers' corporate bond yieid iandexes, which as of Jure 3,
1983 were estimated to provide a yield of 12.38). The witness
then pointed to the aversge 12-mouth spread of 84 basis points
between A and AAA bonds and testified that bhe addec this amount
to the current weekly yield of 11.757% for AAA bouds to obtain
an expected 12.59% interest rate for A bonds. Staff correctly
points out several problems with this comparison from Solomom
Brotiners' Indexes.

Staff contends that SGVWC used the tables
inconsigtently. It combined the current estimates o long~term
vields with the average spread betweez A and AAA bonds over the
past 12 monthg., If the curwent yileld spread of 63 points is
used rather than the average, tke result is less then tke 12.57%
which SGVWC has employed in its projections for the Series M
bonds. Addizionally, SGVWC's approach rmakes the unlikely
asswaption rrhat the yields existing when It issues its bomnds
‘a 1984 will de the same 2s the yilelds existing on June 3, 1983.
Thus SGVWC hes relied on current yields rather thar forecasted
yields.

We believe staff has presented 2 more detailed and
thoughtful analysis in developing its forecasts chan did SGVWC
and for that reason we find steff's recommendation of an 11.75%
interest rate forecast for SCVWC's planned Series M domd issue
reasonable. We will tkerefore adopt this figure.
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We accept SGVWC's $35,000 estimate of the cost of
issuance of its new Series M bond issue based upon its past
costg associated with a smaller bonéd issuance and on the

failure of staff to support its allowance of only $20,000 for
such cost.

Rate of Returm

SGVWC has requested that we authorize a 17.0% return
on comon equity for each of the test years as recogunition of
its efficient and superior management, so that its common stock
shareholders cen have the opportunity to earn a return on their
{iuvestment sufficient to compensate them at a rate which is
competitive with other investments with similar risks, and
because of the high risks of a water utility. SGWC's witness
on cost of capital and rate of return, in explaining Exhibit 5,
testified that by comparison to other Class A water utilities,
it has been a superior performer in managing its capital
structure and cost of debt. The witness pointed out that
although Exhibit 5 shows the highest return on common equity
resulting from the authorized rate of return in recent water
utility cases to be 15.0%, he believes SGVWC should have a
higher authorized rate of return and a 17.07 return on common
equity because it is more efficient than the companies shown
in Exhibit 5. The witness believes this would be justified on
the basis of SCVWWC's lower weighted cost of preferred stock and
long-term debt and SGVWWC's lower average net plant investment
per customer which have resulted f£from superior management of
SGVWC's operations and financial affairs. The witness testified
that SGVWC's weighted cost of preferred stock and debt in its
capital structure is lower than any other Class A water utility




which has recently been granted a general rate increase as
1llustrated in Exhibit 5. SCWWC believes this is a significant
benefit to ratepayers and that it should be recognized and
rewarded for its effective management of its capital structure
and cost of debt.

SGW(C's witness pointed out that SGVWWC could be
granted a 17.0% return on common equity and still have an
overall rate of return on its rate dbase (12.13Z7 in 1983)
which is lower than that recently authorized for California
Water Service Company (12.17Z) and lower than the average rate
of return for the other companies highlighted in Exhibit 5.

Staff responds to SGVWC's argument for a higher rate
of return on equity by pointing out that SGWC's common equity
investor has already been rewarded for the company's relatively
low cost of preferred stock and debt because it has been
authorized a rate of return comparable to other water utilities
that present greater risks to their shareholders. SGVWC has
lesser financing costs, higher than average earnings ou equity,
and higher than average interest coverage when compared with
other water utilities. Thus, staff argues, the risk presented
to equity holders is greatly reduced and that an investment in
SGVWC's common stock is less risky thav an investment in an
otherwise comparable water utility because of SGVWC's low cost
of preferred stock and debt.

Staff's witness on rate of return testified that his
recompended range for return on common equity of 14.25% to
14.75% was arrived at after a thorough review of pertinent
information such as the financial history and capital structure
of SGVWC for the past 10 years, comparisons of SGVWC's financial
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situation with thoge of other water utilities, the implications
of its recommended returm on equity on SGVWC's ability to meet
its interest obligations, an evaluation of the additional risks
faced by equity holders in water utilities as compared to other
utilities, and f£inally, an evaluation of the results of his
review by performing a discounted cash flow analysis.

These reviews reveal that SGVWC's book value and book
value per share have gteadily increased and earnings have
remained high, demonstrating SGVWC's financial health; a
decreasing proportion of long-term debt, corresponding to a
relatively lower level of obligation to make fixed payments
makes SGVWC's common stock less risky for its investors; and
SGWWC's earnings rate {s higher than average and its net plant
investment per customer is below average. SGVWC also has a
bigh ratio of operating revenues to average net plant investment,
a high ratio of net operating incowe to operating revemue, and
a high return on average net plant investment. The midpoint of
staff's recommended range results in an after-tax interest
coverage of 2.53x for. 1983 which is an improvement over the
interest coverage of 2.39x resulting from the recent decision
for SGVWC's Fontana Division.

Staff's evaluation of the risks faced by water utility
equity holders in comparison to other types of utilities contrasts
with the views of SGVWC's witness who testified that water
utilities are more risky than electric utilities because water
utilities are significantly affected by the weather and are
subject to large expenditures due to chemical contamination in
water supplies. ‘He also cited as an example the fact that one
of SGVWC's largest water users {s contemplating going out of
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business. The witness, however, acknowledged that such
expenditures by SGVWC had been incurred in previous years, and
thus were included in the expenses considered in this rate case.

Staff's conclusion, based upon its analysis, i{s that
water utilities can be considered less risky compared to other
utilities. Staff points out that water utilities are not as
capital intensive as other utilities and that the average
California water company generates over 75% of its capital
needs from internal sources while an average California energy
utility generates only 15 to 207 internally. SGVWC has been
able to generate approximately 727 of its financial needs over
the past five years from internal sources. Another reason is
that water utilities finance a large portion of their met utility
plant from advances for construction and contributions in aid of
construction than either energy or communications utilities.
Staff also points out that water utilities do not capitalize
interest on construction projects as do evergy and commumications
utilities and, further, energy and commmications utilities need
to sell common stock to maintain a balanced capital structure.

A large number of California water utilities do not sell common
stock at all. SGVWC historically has not sold common stock and
does not plan to do so during the test period. We believe staff's
analysis as to risk is more persuasive.

Staff's comparison of the results of its risk premium
and its discounted cash flow analysis with its recomrended returm
for common equity shows the 14.25% to 14.75% staff recommendation
to be even more generous than the 13.887 to 14.127 expected rate

of return for coumon equity which results from staff's discounted
cash flow analysis.
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The determination of & fair and reasonable rate of
return {8 not one which can be arrived at by the application of
any precise formula or wmathematical calculation. It 1is at best
an Iimprecise art which relies upon informed judgment derived
from the consideration of many factors and of the facts of a
particular situation. It {2 a judgment which attempts to attain
a viable balance between the utility's common equity investors
and the utility's ratepayers. After consideration of all the
evidence, we will accept staff's midpoint recommendation as
being fair and reasonable and authorize SGVWC a rate of return
of 11.057 for test year 1983 and 11.17% for test year 1984 which
will provide & return on equity of 14.50%. The following tabulation
reflects the adopted rate of return:

Capitalization Weighted
Component Ratios Cost Cost
Average Year 1983
-term Debt 52.007% 8.38% 4.367%
Preterred Stock 3.00 5.39 0.16
Common Equity 45,00 14.50 6.53
Total 100.00% 11.05%
L ] -]
Average Year 1984
Long-term Debt 52.00% 8.62% 4,487
Preferred Stock 3.00 5.38 0.16
Coumon Equity 45,00 14.50 6.53
Total 100, 00% 11.17%
Average Year 1985
Long-term Debt 52.00% 9.00% 4,687
Preferred Stock 3.00 5.38 0.16
Common Equity 45,00 14.50 6.53
Total ' 100,007 111371
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Attrition

Attrition consists of two parts: <finavncial and
operational. Financial attrition is the deterioration in the
realized rate of return to common equity holders when there
is a change in the utility's cost of money between test periods
while operational attrition {s the decline in the rate of return
between test periods caused by increases in expenses and rate
base which are not offset by increased productivity and/or
revenues. Since the Commission expects water utilities to
file for a general rate increase no more than once every
three years, an attrition allowance to compensate for
possible revenue downfall in the year following the latest
test year is generally allowed by the Commission. As a
result of our authorized rate of returns at present rates
for the years 1983 and 1984 and adopted costs of loug-term
debt for the years 1984 and 1985, allowances of 0.72% for
operational attrition and 0.20% for financial attrition will
yield a total of 0.927 attrition. When applied against the
1984 adopted rate base and using the net-to-gross ratio,
the additional gross revemue for 1985 is obtained which amounts
to $300,300. Staff recommends that SGVWC be required to
file an advice letter with supporting work papers on or after




A.83~02-36 ALJ/emk/ec

each November 15 in 1983 and 1984 to justify step increases in
rates for the years 1984 and 1985 respectively. We will adopt
gsteff's recommendation.
Rate Design

There were no significant issues between staff and
SGWC in this area. Staff recommends the adoption of a rate
design which will result in a2 lifeline differencial of 257
for residentisl customers. Staff has no objections to increasiog
the service charge for residential customers within this limit
80 long as no group of users is exposed to excessive increases.
We concur.
Findings of Fact

1. SGUWC is in need of additional revenue, but the
proposed rates set forth in the application are excessive,

2. The adopted estimates of operating revenues, operating
expengses, and rate base for test years 1983 and 1984 reasonably
indicate the probable results of SGVWC's operation for the near
future.

3. A rate of return of 11.05% on the adopted rate base of
$15,347,000 for test year 1983 is reasonable.

4, A rate of return of 11.17%Z on the adopted rate base of
$15,681,000 for test year 1984 is reasomable.

5. The authorized increases in rates are expected to
provide annual increases in revenues of $921,700 in 1983 and
$344,000 in 1984,

6. 7The increases in rates and charges authorized herein
are justified, and the pregsent rates and charges, Iinsofar as
they differ from those presented herein, are for the future
unjust and unreasonable.
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7. Operational attrition on the basis of adopted rates is
0.72% and financial attrition is 0.20% for 1985.

8. Increased service charges as listed in Appendix A
and a rate design which retains at least a 257 differential
between lifeline and system average increases are reasonable.

9. The compilation of adopted quantities and the adopted
tax calculation are contained in Appendix B of this decision.
Conclusions of Law

1. The application should be granted to the extent
provided by the following order; the adopted rates are just,
reasonable, and nondiscriminatory.

2. Because of the immediate need for additional revenues,
the effective date of the order which follows should be today.

ORDEER

IT IS ORDERED that:

1. Applicant San Gabriel Valley Water Compary is
authorized to f£{le the revised schedules for 1983 shown in
Appendix A and to concurrently cancel its present schedules
for such service. Such filing shall comply with General Order
(GO) 96-A. The revised schedules shall apply only to service
rendered on or after their effective date.

2, On or after November 15, 1983 applicant is authorized
to file an advice letter, with gsupporting work papers, requesting
the step increases for 1984 shown in Appendix A attached to this
order or to file a lesser increase which includes a vniform cents
per hundred cubic feet of water adjustment £rom Appendix A in
the event that the rate of return on rate base, adjusted to
reflect the rates thern in effect and normal ratemaking adjustments
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for the 12 months ended September 30, 1983 exceeds the lower of
(a) the rate of return found reasonable by the Commission for
applicant during the corresponding period in the then most recent
rate decision, or (b) 11.05X. Such £iling shall comply with

GO 96-A. The requested step rates shall be reviewed and approved
by the Commission prior to becoming effective. 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 the effective date thereof.

3. On or after November 15, 1984 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 vniforn cents per bundred cubic feet of water adjustment from
Appendix A in the event that the rate of return on rate base,
adjusted to reflect the rates then in effect and normal rate-
making adjustments for the 12 months ended September 30, 1984
exceeds the lower of (a) the rate of return found reasonable by
the Commission for applicant during the corresponding period in
the then most recent rate decision, or (b) 11.17%. Such filing
shall comply with GO 96-A, The requested step rates shall be
reviewed and approved by the Comission prior to becoming
effective., The effective date of the revised schedules shall
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be no earlier than January 1, 1985, or 30 days after the filing
of the step rates, whichever is later. The revised schedules
shall apply only to service rendered on or after the effective
date thereof.

This order is effective today.
Dated oCT 5 1883

, &t San Francisco, California.
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San Gabriel Valley Water Company

Los_Angeles County Tariff Area

Schedule No, LA-1

CENERAL METERED SERVICE
APPLICABILITY

Applicable to all metered water servics.
TERRITORY

Portions of Arcadia, Baldwin Park, El Moante, City of Industry, Ia
Puente, Montebello, Monterey Park, Pico Rivera, Rosemead, Santa Ye Spriags,
San Gabriel, Scuth El Monte, West Covink, Whittier and vicinity, Los Angeles
County.

RATES
Service Charges: Per Meter
Per Month
Poxr 5/8 X 3/6~i0Ch BeLEr.ceececccosorccssncnccnscoovscsncasd &4.65
For 3/4‘“& BELRY s cvscvsrenvnnasvessssnanssssnnonves 5’-65
For l-inch BOter.cccccvcrscscanccrrevrssvvnvennasnnes 7-65
"O‘r l‘l/Z'inCh BeLe L cnsonscesnasvoorsnncscnssnnsosrvonan 15010
For . Z'mCh 3 _} o R %.10
,or 3-&& u:er.............-..‘..’-.....-.0.“-.. ‘2-90
ror 4"“& BELCLuunvosrssvsnvoncovssornnnosnanssnns 61-85’
ror 6‘“& “:‘r-.’..............."”......-.’.-.. 103-65
Yor 8~i0Ch BMEL@Teesovccrscosmvoncseccsonnnacssnnsas L33.65
Yor lO"'inGh BELBL . ssnosssvonssnsoansssnnssansannansasss 17‘*-20

Quantity Rateas:

rklt m cQ. f:. Per 100 Cu. £:-.--00.'.0-'00000.01-‘0 00294
Nm 19,700 cu. t:. Per Im Cla t:--‘Q..l......'....‘.-.. 0-496
Ovtr 20,000 cu. fﬁ. Pet 100 Ccu. £c.oo..poo...-otvboooto-. 00481

The Service Charge is a readiness~to-serve charge applicadble to all
metered service and to which is to be added the quantity charge
computed at the Quantity Rates.
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SAN_GABRTEL VALLFY WATPR COMPANY.
AUTHORIZED TNCREASE IN RATES

Each of the following increages in rates may dbe put fnto effect on the
{ndicated date by £filing a rate schedule vhich adds the approprizate increase
to the rates in effect on that date.

Schedule No Al

Los_Angeles County Tariff Area

GENERAL METERED SERVICE

Rates to be Effective
1-1-84 1-1-85

Service Charges:

Yor 5/8 x 3/4-inch meTer.ccvecrcocvonrecacs
Tor 3/4=10ch MELeT.cevccrsaccncacennna
FYor 1=18¢ch DELETcccccccarcrearnanss
For 1=-1/2~in¢h Metefececacncosscnesnnsa
Por 2={nch Meterecvetcncncanvosennn
For 3=40¢h MECerunccensavancencrons
Yor Leinch meteraiancccrecens seecoee
For 6~inch MELeTeusnsscvescorravens
For 8~inch mEteY.c.cvesvcnsscnacces
Yor 10-inch meter........ resssmsnvas

O
wunn

0
0
0.
0
0

¢ &

bbbl

[w}
?"WPF‘O

Quantity Ratea:

First 300 cao.
Next 19,700 cu. ft. per 100 cu. ft.....
Over 20,000 cu. ft. per 100 cu. ft.....
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SAN GABRIY], VALLEY WATER COMPANY

Los Angeles County Division
Vallecito Zone 11 Tariff Area

Schedule No. IAV-1

GENERAL METERED SEEVIRE
APPLICABILITY

Applicable to 2ll metered water service.

TERRITORY

Portions of the community of Baciends Beights and vicinity, Los Angeles
County.

RATES

Service Charges:

For 5/8 b 4 3/"’13& Hter.............-..."..u........ 3
!Q':’ 3/4’1“& Mtcr..-....-......-.............--.
Yor l~inch u!‘.‘!......-....-..-.-..-...-.....-.
Yor l"l/z‘iﬂ& WELAL . sersnveconvaccconronscsssnonsn
Yor 2=-4nch BELAY . svsvacoerrrnsvarssansnverasanns
Yor 3-inch L
Yor 4=~1inch BALAT . cevvssonrnbvsnnssrscrsccncanns

Quantity Rates:

,u.t 300 cn. i:. p.r lw m. tt’"."‘.......‘.‘..-... 00338
w.r 300 mu t:- P.r 100 Cu. f:.nl-.l...t....--.-tc'.. 0.571

The Servica Charge is a resdiness-to-serve charge applicable to
21l metered service and to which is to be added the quantity
charge computed at the Quantity Rates.
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SAN GABRIEL VALLEY WATER COMPANY
AUTHORIZED INCREASE IN BATES

Each of the following increases in rates wey be put into effect on the
indicated date by filing a rate schedule which adds the approptin:e increase
to the rates in effect on that date.

Schedule No. LAV-1

Los Angeles County Diviszion
Vallecito Zone 1l Tariff Arex

GCENERAL METERED SERVICE

Rateg to be Bffective
1-1-84 1-1-85

Service Charges:

For 5/8 x 3/4~inch meter.cscarccccracccassanad 0.06
For 3/4-inch meter..cceeeceececenrecaces 0.15
For l-inch meter...ceceecescvcacanea.. 0.20
rOt 1-1/2-1&& WY . snevnnsonsscacssnnnnse 0035
rot Z-inch -3 = > P 0-55
ror 3’1‘& DeLerecsevvvevsnnvononscana 1.00
ror 4-inch MELCrevecrvcrvvsrsnssnrannea 1.35’

Quantity Rates:

mgr 300 Cu. f:. Pet 100 cu. f:....‘.........
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SAN GABRIEL VALLEY WATER COMPANY

Schedule No. LA-3L
Los Angeles County Division

LIDATTED IRRIGATION SERVICE

APPLICABTLITY

Applicadble to all measured irrigation gervice limited to existing irrigation
customers at Jasuary l, 1975, who annually utilize this sexvice.

TERRITORY

Portions of the community of Haciends Heights and vicinity, Los Angeles
County.

RATES Per Sexrvice Connection
Zone 1 Zooe 11

Quantity Rates:

First 1,800.cu. ft.,

or les' L W N I R R A ] $ 7.90 9.15
Over 1,800 cu. ft.,

Per 100 c“. ft.l....‘.".ﬂ.'..‘.. 0-410 0.472
Minimum Charge:

Por each (rrigation :
delivew saeduled sSsoEapersssrsasdaa $ 7.90 9.15

The Minioum Charge will entitle the customer to the quantity of water which
that minimum charge will purchase at the Quantity Rates.

ed
los Angeles County Division

PRIVATE _FIRE. PROTECTION SEXVICE
APPLICABILITY

Applicable to all water service furnished for private £ire protection
purposes.

TERRITORY
The Los Angeles County Division, Los Angeles County.

Pexr Sexrvice
Per Month

RATE

Yor each inch of dismeter of fire
prot‘ccion .QMCC.....-.-....-........--. L N N 3 $ 3.70

(END OF APFENDIX A)
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SAN GABRTEL VALLEY WATER COMPANY
COMPARISON OF MONTHLY RATES
X/ Per Meter Per Month
Prosent Propored Adopted Riates
Rates Rates
1-1-83 1983 1983 1984

Los Angeles County Tariff Area
Schedule No. LA-1

GENERAL METERED SERVICE
Service Charges:

For 5/8 x 3/4-inch weter $4.59 $5.15 $4.65 $4.70
FPor 3/4=-inch meter 5.24 6.15 5.65 5.8C
For l-inch meter 7.10 8.15 7.65 7.80
Por 1-1/2-inch meter 14.00 15.60 15.10 15.40
For 2-inch meter 22.35 26.00 24.10 24.60
Yor 3-iach meter 39.80 45.00 642,90 43.8¢C
For 4~inch meter 57.35 66.00 61.85 63.10
For 6~inch oeter 96.10 109.00 103.65 105.80
For 8-inch meter 142.45 157.00 153.65 = 156.80
() For 10-inch meter 161.50 210.00 174.20 185.30

Quantity Rates:

Pirst 300 cu. ft. per 100 cu.££.$0.293 $0.369 S 0.2% 50.294
Next 19,700 cu. fr. per 100 cu.ft. 0.433% 0.531 0.456 0.513
Over 20,000 cu. fr. pezr 100 cu.ft. 0.425 0.517 0.481 0.498

Los Angeles County Division
Vallecito Zone 11 Tariff Area

Schedule No. 1AV-1
GENERAL METERED SERVICE

Service Charges:
Por 5/8 x 3/4-inch meter $4.89 $5.40 54.8% $4.95
Foxr 3/4=-1inch meter 5.57 6.40 5.95 6.10
For 1l-inch meter 7.67 8.50 8.00 8.20
For 1-1/2-inc¢ch weter 15.00 16.30 15.85 16.20
For 2-inch meter 23.50 27.00 25.30 25.85
Por 3-inch meter 42.25 47.00 45.0C 46.00
For 4=inch weter 61.00 69.00 64.85 66.30

Quantity Rates:

Pirst 300 cu. ft. per 100 cu. ££.$0.320 ° $ 0.407 $0.338 $0.338
Over 300 cu. ft. per 100 cu. £r. 0.495 0.597 0.571 0.590

1/ Service Charges {nclude Fire Protection Revenue Loss Surcharge.
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SAN CABRIEL VALLEY WATER COMPANY

COMPARISON OF MONTHLY PATES

Schedule No. LA 3-L
Los Angeles  County Division

LIMITED IRRIGATION SERVICE

Presgent Proposed Per Meter Per Month
rates Rates Adanead Ratee
1~1-83
1583 1983 1986 1985

busntity  Rates: Zone I Zona I Zone I Zone 1l Zone I Zome II Zone I Zome II Zome 1 Zone I

Firse 1,800 cu. ft.,
OF le88.evcenees. $ 7.42 B.58 7.90 5,15 7.50 9.15 .15 9.45 8.38 9.71

Over 1,800 cu. ft.,
per 100 cu. fg... 0.373 Q0.413 0.469 0.520 0.410 0.472 0.423 0.487 0.435 0.501

inimum Charge:

For each irrigation
delivery scheduled §$ 7.42 8.58 7.90 6.15 7.90 9.15 B.15 9.45 8.38 9.71

Schedule No, LA=4
Los Angeles County Di-Hrion
. PRIVATE FIRZ PROTECTION SSRVICE
Per Service Per Mourth
Pregent Proveosed Adopted Rates
Rates Razes
11-11-79 1983 1983 1984 1985

For each inch of diameter
of fire protection service
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SAN GABRIFI, VALLEY WATER COMPANY
Los Angeles County Division

ADOPTED QUANIITIES FOR LOS ANGELES COUNTY TARIFF AREA
(Excluding Vallecito Zone IX Area)

Number of Services - Meter Size: 1983
(Annual,) —

5/8 x 3/4-inch meter .... 393,840
3/4~inch weter... ceonsasese 35,628
l-mch DELeY . veversssnscnvencscnsvrssvne 33.7“

1«1/2-4inch meter.cccasccans cececevssccecss

2-inch Deter}_/.......-....---.........

3-inch meterl/ecceeccccscacsccncnccnes

4=inch meterl/.vcecnccnee cevoccna:

6~inch meterl/cconvcccccracencs cavevee

G-mc-h Deterl/.....-....-.-.-...-.....

10-inch meter.ccseccnnreovsssssovsscnns

Metered Water Sales (Usage Ccf)

Range Ccf

0-3 1,427,869 1,434,738
3 -200 8,541,992 8,582,184
Over 200

5,318,241 5,325,096

Total 15,288,082 15,342,018

1/ Includes”Battery of Meters" equivalants based on 1-1-83, present zate
structure.
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SAN GABRIEL VALLEY WATER COMYANY
Log Angeles County Division

ADOPTED QUANTITIES FOR VALLECTTO ZONE IT TARIFF AREA

Number of Service = Meter Size 1983
(Annual)

5/8 x 3/4~inch meter.cccecas 3348
3/4=inch meterecessssn 2016
l-inch meter.ceeeee. 7872
1-1/2-inch meter 132
2=inch BeteT.rscenns
3-inch meter.eecncas
4=inch meter...

13,716

Metered Water Sales (Usage Ccf) 1984

Range Ccf

0-3 40,511 41,159
Over 3 313,301 318,315
353,812 359,474
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SAN GABRIEL VALLEY WATER COMPANY

los Angeles County Division

ADOPTED QUANTITIES

CEMD -~ Purchased Water
Central Basin =~ Replenishment

= Leased Water Rights

- Watermaster Agsessaent
Make-Up Obligation Axsessment
USG Basin Replacement Waler Assessnent
USG Basin Leased Water Rights
USG Bagin Watermaster Assessnent

Total Cost
Operating Safe Yield -~ 230,000 A¥

CEMND = Purchased Water
Central Basin -~ Replenishment
. = Leased Water Rights
- Watermaster Assessuent
Make-up Obligation Assessment
USG Basin Replacement Water Assessment
USG Bazin Leasad Water Rights
USG Basin Watermaster Assessnent

Total Cost
Opezating Safe Yield - 230,000 AT

Metared Sales ~ XCC¥
Residentisl
Coumercial
Industrial
Public Authority
Irxigation
Other

Total

Water Supply - XCCP
Wells
Purchagsed MWD
Other

Toral

Uraccounted for - XOCY
Uoaccounted for - Percantage

1983
Quantity Total
Baxis Unitc Cost or
AF Cost Asgegsment
843.0 157.56 132.8
4,437.1 21.50 95.4
1,860.1 112.25 208.8
- - 1.5
28,112.0 9.00 253.0
4$,152.8 112.50 467.2
6,846.9 $6.23 645.2
32,264.8 1.27 41.0
$1,844.9
1584
843.0 173.72 146.4
& ,448.8 27.00 120.1
1,871.8 135.00 260.2
- - loS‘
30,073.3 9.00 270.7
2,276.3 125.00 248.5
7,32%.6 103.50 758.1
32,349.6 1.27 4l.1
$1’882-6
1983 1984
10,265.8 10,320.2
1,907.5 1,911.8
2,113.4 2,115.7
1,355.2 1,353.7
42.8 42.8
5.9 5.9
15,690.6 15,750.1
15,987.6 16,049.5
367.2 367.2
16,354.8 16,416.7
664.2 666.5
4,061 4.06%
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SAN GABRIZL VALLEY WATER COMPANY

Los Angeles County Divisioen

ADOPTED QUANTITIES

1983 1984

gscaff Util'&sx gcaff Peilicy
RCP Schedule PA-1
Power Requirement - kKih 3,114,797 3,259,907 3,127,128 3,268,478
Composite Cost per kVh 8.0258¢ 7.4648¢ §,0223¢ 7.4626¢
SCE Schedule PA-2
Pover Resquiremsnt - Kb 8,649,011 9,051,9%6 8,683,251 9,075,746
Composite Cost per kWh 7.5205¢ 6.8256¢ 7.5158¢ 6.8226¢
SCE Schedule TO0U-3
Power Requiremant = kWh 6,251,212 6,542,440 6,275,960 6,559,642
Composite Cost per Wh 7.9646¢ 6.9764¢ 7.9580¢ 6.9719¢
$CG Co. Schedule GN-1
Rat. Gas Requirement - T,U. 380,100 365.309 380,100 365,309
Coaposite Cost par Therum 62.306¢ 51.712¢ 62.306¢ 51.712¢

Rates shown are:

(a) Southern California Edison Company (SCE),
- REffective: TFebruary 2, 1983

() Scuthern California Gas Company (SCGCo),
Effective: Januwary 1, 1983

Adopted EBuergy Consumption: 480 Khr/AF.
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SAN GABRIFL VALLEY WATER COMPANY
Los Angeles Gounty Division

ADOPTED TAX CALCULATION

Test Year 1983 s Test Year 1984
CCrT : Ir : C¥T : Frx

(Pollars in Thousands)

Operating Revenue $10,640.6 $10,640.6 $10,984.6 $10,984.6
Expenses
General 0ffice Prorated 1,045.6 1,045.6 1,087.0 1,087.0

Operation & Maintenance 5,306.2 5,306.2 5,431.8 5,431.8
Administrative & General 722.9 722.9 746.9 746.9

Taxas Other Than Income 373.9 373.9 400.6 400.6
CCFT - 161.4 - 167.2

Subtotal 7,448.6 7,610.0 7,666.3 7,833.5

Deductions from Taxable Incooe

Tax Depreciation B816.8 © 850.6 673.9
Interest Expense 693.6 726.0 726.0

Subtotal Deduction 1,510.4 1,576.6 1,399.9

Net Taxable Income (CCFT) 1,681.6 1,741.7

CCYT @ 9.6% 161.4 167.2

Net Taxable Income (FIT) 1,751.2
FIT @ 462 805.6
Graduated Tax Adjustment -14.3
1TC -
Total FIT 791.3

Uncollectibles @ -25%
Franchise @ .85%
Useaxr Yee ¢ 1.5%

Net-to-Gross @ 2.103Z

(2D OF AYPRXDIX 3)
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SGVWC Zeels the 107% factor should bde used for 1984
s¢ that its employees could regain purchasing power lost over
the past years because of the zise in the Consumer Price Index
(CPI). SGVWC fears a turnover of employees if a wage increase
of lesser amowumt that 107 is granted in Janvary 1984. SGVWC's
president introduced and explained Exnibit 4 which shows a
graphical comparison between the CPl and employee salary
adjustments between 1973 and 1583 plus a profile of the
cumulative lag in the salary adjustments versus EBng?I during
that same period. He explaimed that SGVWC attempted to achieve
a balanced salary adjustment policy and :égp’grlo% salary
adjustment in January 1984 would dring Lloyees "even' wita
the average increase in the cost of Living over the past 10 yeaxrs.

Staff used the actuwal 647 increase gramted by SGVWC
in its projections for 1983 and fhe Commission’'s Revenuwe Requirements
Division Economics Section's pécommended 47 Zactor for 1984. The
4% wage escalation forecast/Zor 1984 which appears in staff Exhibic
11l is primarily based on ¥mformation from Daza Resouxces, Inme. (DRI),
a reputable economics cgnsulting f£irm. According to staff witnesses,
the DRI forecasts are/widely used and relied upon by many large
wilicies in Califorpia. According to a staff witmess, staff compares
the DRI forecastswith other forecasts to determine reasomableness,
We adopted the 6(2§%wage escalation factor based on the Economics
Section's forecast in SGVWC's recemt Fomtana Division rate case.

—
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Qur curwent ratemaking procedures applicable to SGVWC
require us tO set rates TO cover a reasonable level of costs and

a falr return for investors in a future test year and two

subsequent attrition years. Axrxiving at reasonavle cost levels
requires judgement about cost trends.

In this rate setting process, the Commission's
obligation to ratepayexrs to maiatain reasomable utility rates and
high quality service is fundamental. This obligation, however,
cannot be met or sustaimed if a utility is placed at a competitive

isadvantage in skilled labor markets by allowances for forecasted
wage adjustments that limit wages and salary increases to cost-of-

iving escalators while denying employees the opporxtimity to
participate in productivity advances in the ut¥lity oxr inm the economy.
Our basic policy in this respect is to give maximm laditude to
utility management to establish or negotigte wage and salary
adjustments which are consistent w%ph efficient management of
operations, including access to skilled lavor markets and the
maintenance of a qualified utility workforce.

In this proceeding{/we f£ind that the staff's estimate
represents a zore zeasonablé wage escalation forecast for all
employees and one based on more reliable forecast data than
SGVWC's labor cost estié;tes. The company has not provided persuasive
evidence that its proégsed labor escalation rates represent labor
cost levels that are mecessary for maintaining a qualified woxkforce,
They maintain that’ a 107 increase is required to allow SGVWC wages
to catch uwp with/éhe rise in the CPI over the past few years, They
do not show how wage levels im other utilities or in other
wmregulated mé?kets have fared vis-a-vis the CPI. They do not show

why the CPI is the proper benchmark for wage levels nor how productivity

gains axre refleczed if such a bemchmark is used.
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reasonable, We will therefore adopt this figure.

A.83-02-36 ALJ/emk

April was 10.68% and the three-month average ending in April
was 10.36%. Staff believes its estimate of 11.75% adequately
takes into account both the difference between an AA utility
bond and the A quality of SGVWC's bonds and the premium, if any,
associated with a private placement rather than a public issue,
SGVWC's witness pointed out the current ylelds on e~
long~termz A-rated utility bond issues, as shown on the Solomon
Brothers' corporate bond yield {ndexes, which as of J\me/B,
1983 were estimated to provide a yleld of 12.38%. ‘m{vitness
tkan pointed to the average 12-month spread of Muis points
between A and AAA bounds and testified that:/dded this amount
to the current weekly yield of 11.75% for bonds to obtain
an expected 12.59% interest rate for A 'bonds. Staff correctly
points out several problems with this mparison from Solomon

Brothers' indexes. Gv“/
Staff contends that S used the tables

inconsistently. It combined the 4 ent estimates of long-term
yields with the average spread between A and AAA bonds over the
past 12 months., If the cm:rem: yield spread of 63 points is
used rather than the tverage, the result is less than the 12.5%
which SGVWC has employed 11: its projections for the Series M
bonds. Additionally, SgWC': approach makes the unlikely
assumption that the ylelds existing when it {ssues its bonds

{n 1984 will be the same as the ylelds existing on Juue 3, 1983.
Thus SGVWC has relied on current ylelds rather thar forecasted
yields.

We believe staff bas presented a more detailed and
thoughtful analysfs in developing its forecasts than did SGVWC
and for that re/ason we find staff's recommendation of an 11.75%
interest rate forecu: for SGVWC's planned Series M bond issue




