BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIPORNIA

In the Matter of the Application
of EAST PASADENA WATER to borrow
funds under the Safe Drinking
Water Bond Act, and to add a
surcharge to water rates to repay.
the principal and interest on
such loan.

Application 83402-4S~ |
(Filed February 16, 1983)
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Gibson, Dunn & Crutcher, by Ravmond L.
Curran, Attorney at Law, for applicant.

Richard B. Norwood, Attorney at Law, and
Edwin C. Jenkins, for Homeowners for
Water Rights, protestant.

Patrieia A. Bennett, Attorney at Law, for
the Commission staff.

OPINION ON APPLICATION 83-02=45

By Application (A.) 83-02-45, East Pasadena Water Company
(EPWC) seeks authorlty to (1) enter into a loan contract under the
California Safe Drinking Water Bond Act of 1976 (SDWBA) / and
(2) establish a surcharge on its water rates to repay the loan
over a period of 15 years. The loan, which is to be obtained
from the State of California through the Department of Water
Resources (DWR), is not to exceed $1,545,000 and is to be used

1/ Water Code Section 13850, et seq.
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to make the Phase I improvements of the haster:plan,fab the EPWC
system. To be sufficient to repay the principal,‘interest, and
reserve on the loan, the surcharge would have to increase revenues
by an estimated $202,574 annually.

By A.83-05-05, EPWC seeks a general rate increase. The
increases requested are in steps designed to increase annual
revenues in test year 1983 by $311,500, or 64.9%, over the revenues
produced by rates in effect on January 28, 1983; in test year 1984
by $47,440, or 6.0%, over revenues from rates proposed for 1983:
and in test year 1985 by $53,100, or 6.3%, over revenues from rates
proposed for 1984. EPWC's estimates of operating results for the |
several test vears exclude the impact on revenues and expenseS-of
the proposed SDWBA-financed project in A.83-02-45.

Public Meeting and ‘
Subsequent Public Hearing

A public meeting on A.83-02~-45 was held in Temple City
during the evening of March 16, 1983. It was conducted by a staff’
accountant from the Commission's Revenue Requirements Division.

At that meeting, customers expressed concern about nearly every
aspect of the SDWBA loan proposal and an evidentiaryghéaring was
requested. Subsequently, A.,83-05-05 was filed. Xt has been
consolidated with A,.83=02-45 for hearing.

After due notice public hearing on the two applications
was held in Temple City on September 12, 1983 before Administrative
Law Judge (ALJ) Main with the evidentiary hearing following in
Los Angeles on September 13, 14, and 15, 1983. Approximately 700
people in total attended the afternoon and evening public hearing
in Temple City. Virtually all of them opposed the two applications
and were supportive of a group calling themselves Homeowners for




'A.83-02-45, 83-05-05 cg ALT-COM~DV

Water Rights (HFWR). HFWR's basic positiOnvwas that both
applications should be denied, EPWC should be put out of
business, and some entity to be chosen by EPWC's customers
should take over the utility operatiom. '

-HFWR was organized to represent EPWC's entire service area, even

:gougﬁ two of its principal officers are from another group called
80-2 Annexation. The latter group spearheaded opposition -to
A.83-02-45 at the Maxrch 16, 1983 public meeting. It is likely
zhat many of the people at the public hearing were also members
of 80-2 Anmexation.Z’ | .

Nearly 40 customers either made statements or testified.

They complained about the old water system and deficiént:firev_
protection. They protested both the surcharge and genéral rate
increase requests. ‘ ' -
Motion for Continuance

At the outset of the September 13 evidentiary hearing,

cowmsel for HFWR moved for a continuance of this proceeding for
several months. He asserted that there was a lack of data available
to HFWR;, that there had been 2 lack of time and funds for HFWR to

The 80-2 Amnexation area has sought unsuccessfully for some time .

to be annexed to the City of Arcadia. Deficiencies in the watex
system's fire-flow capability, in streetlighting, and in curbs

and gutters for streets appeax to have handicapped the anmexation
efforts. This area has about 167 of EPWC's customers (421 sexrvices--
serving approximately 500 dwelling units--out of a total of about
2,600 sexvices). : ‘ , T -
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analyze properly the reports prepared by the Commission staff,
that EFWR wants to obtain the services of a law firm experlenced
in rate matters before this Commission, and that HFWR.would l;ke
o have accowmtants do an audit to conflrm the records of EPWC
and *elaced companies.
The president of HFWR, Edwin Jenklns and the 80 2
Annexation group have been active in the loan applzcatzon matter
since some time before the March 16, 1983 public meeting. Jenkins
zas had available a copy of the gemeral rate increase application,
which includes EPWC's basic revenue requirement study, for several
zonchs and a copy of the detailed work papers for that study since
mid-August. In addition. Jenmkins persomally delivered, on August 30
1983, a letter to"EPWC setting forth a detailed data request con-
sisting of 19 items. He set September 7, 1983 as the’ date he
wanted to have this information. In meetmng.th;s time . requzremen:
. it was necessary for EPWC to requ:.re someone co work over the Labor
Day weekend. ‘ ‘ - ’
Our comsideration of A.§3-02-45 should go fo:&ard ﬁithout:delay.*/ 
In view of our analysis of the need issue, discussed suﬁsequently' |
in this decision, we are convinced of the importance of proceeding .
expeditiously with Phase I of the Master Plan, which is- the ;nztzal .
step in upgrading EPWC's fire flow capac;ty : : V/
In addition, EPWC has requested the County of Los Angeles '
Road Department to omit at this time from its road and storn drain
project on Naomi Avenue the top course of asphalt concrete pavement
on the southerly eight-foot strip of Naomi Avenue from Oak Avenue to
Golden West Avenue in oxder for EPWC to Lnscall a repia&ement_main
if the SDWBA funds are obta.ned ' .

e - - C
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In *egard to A. 83-05 05 the decision is scheduled for
early December under the rate case processing plan.

Undexr these circumstances the motion for a continuance
was properly ruled upon by the assigned ALJ as follows:

"ALT MAIN: We are going to go forward with
the hearing in both matters.

"The motion at this point is denled

"It may be renewed before the end of the
hearings; and if the development of the
record is such that I deem it appropriate,
wy ruling could be conceivably reversed.”

Counsel for HFWR participated in the September 13 hearing
wtil the morning recess, after which he did not return. Develop-
ment of a comprehenmsive recoxd ensued and the matters were submitted
on September 15, 1983 subject to the filing of certain exhibits due
September 26, 1983 and, for A.83-05-05, concurrent briefs due
October 5, 1983. It is our intention to issue a separate decision in
each application.. - ' | h
Petition to Set Aside Submission

| At this juncture it is necessary to address the mexits
of a "Petition to Set Aside Submission Pursuant to Rule No. 84"
f£iled November 28, 1983, by HFWR, Although the Petition relates
to both A.83-02-45 and 4.83-05-05, we consider here only those -
points relevant to A.83-02-45: these are Point One, Pomnt Iwo and
Point Four. HFWR's other Points will be addressed at a later date.
EFWR's Point Ome is: o

""We believe that EPCW is not entitled to the
1.5 Million Dollar loan. It is clear that the
Bond Act as presented to the voters has been
subverted from it's original intent. We will show
evidence that the State Water Resources Boaxd has
changed the rules without votexr approval and that
EPWC has knowingly partic¢pated in this subversiom.”

HFWR's Second Point discusses the issue of increased rates
attributable to both A.83-02-45 and A.83-05-05. Point Two states:

. "We will show that EPWC proposed rate increase is
blatantly wnfair to it's customers in the distribution

of percent increases. Some customers will carry almost
a 140% increase. What makes this all the more umfair

-5-
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... -

is the fact that the longer meter sizes can't
enjoy Lull benefit of water flow due to the
inadequate size and condition of EPWC's pipes.

"We will show that if this increase is put in

place many customers will find it advantageous

o change to a smaller meter size thus throwing -«
off the projected revenues. This will result in
EPWC having to come back for a new rate increase."

Fimally, HFWR's Point Four stazes:

"It was stated in testamony [sic] that the State
Department of Water Resources in examining the
loan application established the ability of the
community to re-pay the lean. We will show
evidence that this is not the c¢ase and no
research was done in the commumity and in fact,
it would impose a severe hardship on many on
fixed incomes." : :

-

On December 12, 1983, EPWC filed a Statement in Opposition
zo HFWR's Petition to Set Aside Submission of these matters. In
chis statement, EPWC argues that HFWR's Petition lacks any showing
that the information HFWR sought to present could uot_héve been
presented at the public hearings in September; that HFWR's delay.
in £iling the Petition comstitutes a waiver of HFWR's rights to
make a fuxther showing in these proceedings; and'that'HFWRf}‘Pétition
does not conform with the requisites of Rule No. 84. EPWC‘%equests”‘
that EFWR’s Petition be denied. 3 |
Rule 84 provides:

After conclusion of hearings, but before issuance
of a decision, a party to the proceeding may serve’
on all other parties, and file with the Commission,
a petition to set aside submission and reopen the
proceeding for the taking of additional evidence.
Such petition shall specify the Zfacts claimed to
constitute grounds in justification thereof,
including material changes of fact or of law
alleged to have occurred since the conclusion of
the nearing. It shall contain a brief statement
of proposed additional evidence, and explain why
such evidence was not previously adduced,

We do mot believe the portions of HFWR's petition under
consideration allege material changes of fact or of law occurring
since the conclusion of the Sep;embe: hearings, as required by Rule 84.
Noxr does the Petition explain why such evidence, which is‘only
generally referenced in the Petition, was not previously adduced.’

-5a-
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EFWR's'Point Two is merely an argument-about the fairmess
of the alleged effect of the combined SDWBA/rate case increése and
speculation about how some customers may react. We are not
satisfied that Point Two justifies reopening the SDWBA-proceeding,
even undes the most liberal imterpretation of Rule 84.%

We see no reason why Points One and Foﬁrtcould‘not'have
been addressed by HFWR at the September hearings during cross=
examination of EPWC and DWR witnesses. Clearly the DWR witness'

irect testimony, amnd its underlying assumptions both on the issues
of (1) agency procedure and (2) the community's ability to '
repay the $1.5 million loan, were subject to cross-examination
by HFWR and other parties at that point. HFWR has offered no
justifiable explanation for its failure to stay at the hearing and
cross examine at this time, beyond its assertions that EPWC
failed to supply certain requested items. No assertion is made. .
that DWR withheld relevant documents. | o

We will dery HFWR's Petition to Set Aside Submission of
the SDWBA application. As noted previously, HFWR's Petition €o
set Aside Submission of the general rate case proceedzng will be
addressed at a later date.

Comparison of Intermally Gemerated Funds
and Expenditures for Capital Improvements

As shown in Exhibit 3, intermally generated funds
cousisting of net income and depreciation averaged $24,379/Year
for the period 1950 through 1982 and $33,413/year for the period
1975 through 1982. For these same periods expenditures for capital
improvements averaged $31,418/yeaxr and $48,856/year, resp'ed‘.::‘.vely.‘
It is thus seem that for many years both: prof;ts and dep*ecxatlon
funds have been reinvested in the ut ilicy.

' .

3/ In its Petition HFWR has invoked Rule 87, which provides: "These

T zules shall be liberally construed to secure just, speedy, and:
inexpensive determination of the issues presented. In special
cases and for good cause shown, the Commission may perxmit
deviations from the rules. Rules may: be amendea at any Time by
the Commission."”
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In light of the number of leaks being experienced, the
recommendations of the California Department of Healthvservices
(DES), the estimated cost of replacing facilities, the level of
internally generated funds, and the inability to obtain a $1.5
million loan elsewhere, EPWC decided it must apply for the SDWBA
Loan. ‘ , A _
SDWBA

The SDWBA states, among other things, that water
utilities failing to meet Californmia Health and Safety Code
standards and which cannot otherwise finance necessary plant
improvements may apply to the DWR for low-interest loans. DHS
is required by the SDWBA to analyze the public health issues
and deternmine plant improvenments needed to meet water quality
and quantity standards. DWR assesses financial need and acts as
the lending agency and fiscal administrator. Before a loan is
granted, the applicant must demonstrate to DWR its ability to
repay the loan.

DES . |

Extensive testimony by a DHS sanitary engineer evaluated
the EPWC system and the improvements needed to maintain.compliance
with health and safety standards. Her testimony is summarized
below:

1. Most of the transmission and distribution
mains of EPWC preceded streets and were
installed in 1910 or earlier. Many of
these mains are still located in backyard
easements.

2. Deterioration of the distribution mains
over the vears has caused numerous leaks,
dewatered lines, unduly long periods of
water outages, and general inconvenience
€0 the customers. The deteriorated trans-
mission lines convey both high nitrate and
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low nitrate water to existing reservoir
facilities for blending operations. The,
reservoirs where nitrate blending is
accomplished are also old and deteriorated.

The eight-booster pumping system is outdated.
It was designed and constructed in the 1950s
but modified in the 1960s to manipulate water
from different pressure zones for blending
their high nitrate wells and, now, for per-
¢hloroethylene (PCE), a volatile organic, to
conform to the maximum contaminant levels
and action levels of DHS.

DHS is concerned.because with the old and deteriorated
mains there is the potential for:

1. Pailure to comply with primary drinking
water standards for organic and inorganic
chem$cals; '

2. Water outages due to main breaks and the
potential for waterborne disease outbreaks:

Ingestion of metal compounds due to corrosion
along with the potential failure of primary
drinking water standards for heavy metals: and

Aesthetic water quality problems due to
corrosion or sealing of system piping and
subsecquent failure of secondary drinking water
standaxds.

DHS has issued EPWC an amended domestic water supply
pernit “"to replace deteriorated transmission and distribution mains,
reservoirs, wells, and pumping equipment. . . ." EPWC has
subnitted to DHS a master plan of needed improvements to bring
its water system up to current industry standards. Their total
cost is estimated to run between $7.0 and $7.5 million.
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The master plan is in two phases. Phase I cbnaists
of higk priority items whose cost will £it within the maximum
loan available under SDWBR-H/ DHS has reviewed and approved the

master plan, including the Phase I construction priorities.
Phase I Betterments

Phase I's $1.545 million estimated cost is made up of
nine projects other than preparation of the master plan. The
projects.are tabulated below according to construction priority.

4/ The modest pace at which funding to finance the second phase of
the master plan can be expected to proceed will be addressed
in our forthconming decision on A.83-05-05.
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Phase I of Master Plan
By Construction Priority.

.. Estimated Wbrkito~Be
Degeription of Item. Cost Performed By

Master Plan s 15,0005 Engineer (éompieted), ‘
New Mains ~ Longden~-Kauffman- BT ) - '
Golden West | . 428,000 Contractor -
Mains - Naomi-Pantry Market to 5 = -
- 10* main - 107,000 Contractor
New Mains = Michigan—Cal;fornia— ,
Woodward-Michillinda 121,000 Contractor

New Mains - Olema-Trelawney 142,000  Contractor
Plant #9 - 1 mil gal res 188,000  Contractor
Plant #8 - .5 mil gal res 125,000 : 'Contractorﬁ
Mains - Val & Barella ¥ 83,000 Contractor
Mains - Mountaid View . 111,000°  Contractor
Mairs - Laurita ' ' L 44,000 COntractorgf

Contingencies, Engineering and ' -
Inspect:.on | 136',0(007"

Total Contract Work - | 1,500;Qoo*

DWR Loar Pees | . 45,0000

$1,545,000

The mastexr plam for the SDWBA project, including computér‘,t
studies to determine storage requirements and water main sizes, was
prepared for EPWC by an associated compahy. We have no criticism
of the $15,000 cost imcurred by EPWC for this service. However, to
elininate any future quescions.regarding-ché propriety of intexr-
company tramsactions, we shall direct in this order that all.
construction financed by SDWBA loan funds, other than that performed
by EPWC persomnmel, shall be placed thrcughvcompeﬁicive bids. No
contracts shall be awarded to any affiliated company or‘pefson.is
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Project 2 (New Mains - Longden-Kauffman-Golden West) -is
the largest project. It will start 350 feet south of Duarte Road.
on Golden West Avenue and proceed southbound with a 12-inch main
to the co:-..jxer of Lemon Avenue and Golden West Avenue. There the

ine size will change to eight inches aﬁg.proceéd south- aga.-in,to. )
Longden Avenue. It will proceed west on Longden Avenue to the
existing 12-inch lime om Oak Avenue. I
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Project 3 (Mains - Naomi-Pantry Market to 10" main) was
moved up from priority position 9 because of (1) a couhty:sto:m,
drain project on Naomi Avenue between Temple City Boulevard and
Golden West Avenue and (2) street improvements on Naomi Avenue
between Qak Avenue and Golden West Avenue. Since last March,
there have been 30 leaks in the old water main on Naomi Avenue,
most, if not all, of which were caused by the county road and
storm drain work. The replacement main along Naomi Avenue wili
be an eight-inch line. It will tie in with an existing eight-
inch line at the Pantry Market complex east of Golden West Avenue
and with the existing l0=inch line out of the pumping plant
located mid-block between Oak Avenue and Temple City Boulevard.

The priorities of the remaining main replacement projects
were determined on the basis of their leak histories, associated
water outages, and age. The criteria for the reservoirs were age
capacity, and present condition.

Phase I of the master plan focuses on the portzons of
the water system in greatest need of replacement and requires those

portions to be upgraded to current industry standards.
Phase I's Effect on Fire Flows

For lot density of one or more single-family residential
units per acre the fire-flow requirement ranges from 750 gallons
per minute (gpm) to 1,000 gpm under General Order (GO) 103 and
1,000 gpm to 1,250 gpm under Los Angeles County requirements. These
are the minimum requirements for new construction.

There are 104 fire hydrants on the EPWC system. At
present, 89 of the hydrants meet or exceed the 750 gpm GO 103
fire-£flow requirement and 13 of the remaining 15 hydrants are‘
expected to meet or exceed this requirement upon completion of .
Phase I of the master plan. The other two hydrants are wzthin 600
feet of hydrants that provide, at the present txme between 1,500
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and 2,000 gpm. Also, upon completion of Phase I tﬁere will be
additional hydrants spaced along the main replacements as required

by appropriate governmental agencies.

GO 103 reguires that all new construction, extension,
or modification of a water system must be designed to the flow
requirements set forth in the GO or such other fire flow, either
higher or lower, as determined necesSary'or adeqﬁate by'appropriate
governmental agencies. In Exhibit 1l in A.83-05-05 the Commission
staff engineer concluded that EPWC's distribution system is in-
adequate for supplying water for fire f£low which will meet Los.
Angeles County standards. Such standards probablyvcould‘notfbe
£ully met until completion of the entire master plan.

The staff engineer agrees with DHS that the old and.
deteriorating distribution system and storage facilities are in
urgent need of upgrading. He recommends EFWC’s requéSt‘to~borrow
$£1,545,000 under the SDWBA be granted.

The Proposed Loan ‘ ,

DWR's witness testified that DWR determined that EPWC's
system improvement project is eligible for SDWEA financing and
that the community served by EPWC is financially able to bear the
cost. Actual loans, however, are not made to an investor-owned
water utility until: | ‘

1. The Commission has authorized the water
utility to enter into a loan contract
with DWR and has authorized a rate in-
crease to repay the loan. '
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2. DHS has approved the final SDWBA pro:ect
plans and specifications.

DWR does not release SDWBA funds to the utility until
the bids and estimates on the proposed construction work are
received and approved to ensure that the project will be performed
within the limits of DWR's loan commitment. The SDWBA loan
program is f£inanced by the State of California'S;seiling'its
bonds to the general public and loaning the proceeds to the water
companies at the same rate that the money costs the state, plus a
modest administrative fee. The current interest rate is 84% which
is much less than what it would cost a water company if such funds
were obtained through regular commercial sources. )

The proposed loan f£from DWR will provide for a l5-year
repayment schedule with equal semiannual payments of principal
and interest at an interest rate of 84X per annum. The annual
requirenent for debt service for the company's customers is
estimated to be $202,574. The amount of the surcharge to repay
principal, interest, and necessary reserve on the SDWBA loan
will be in direct proportion to the capacity of each customer's
meter or private fire protection service connection. The $202,574
estimate is based on an interest rate of 8X. However, as the
witnesses explained, an average interest rate for all SDWBEA loans
will be determined after all SDWBA bonds have been sold. Then
the rate on each outstanding loan will be adjusted to reflect
that average rate.

=12=




A.83-02-45, 83-05-05 ALJ/EA

Proposed Surcharqe Schedule

Under present estimates the surcharge schedule would
be as follows: ' :

East Pasadena Water Company
Surcharge Scheduleéf

. Per Meter

Metered Customers " Per Mon th
5/8 x 3/4-inch neter _ . $.3.25
3/4~-inch meter 4,90
l-inch meter - o 8.20
l-1/2=inch meter o 16.40-
2-inch meter 26.25
3-inch meter ‘ 49,20’

Flat Rate - Fire Protection Customers  ,.. service
Per Month-
2=inch service $ 26.25
4-inch service 82.00.
6=inch service _ 164.00
8~inch service ; 262.40

a/ This surcharge is in addztxon to regular
charges for water service.

The above surcharges increase in proportion to meter _
or service connection capacity. The staff witnéss for the Revenue
Requirements Division testified that the rationale for using the
capacity equivalence factor was that "a person receiving service
is receiving the benefits of the improvements thét‘would be
performed by the project in portion to their abil;ty to use the
water. . . "
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ZPWC's present rates for gemexal metered serviée'and
private {ire protection service became effectzve August l 1980
and were authorized by Resolution W-2684. Accordlng to the appl:-i‘
cation, the estimated annual-gross revenues for 1983 at present
rates, exclusive of the surcharge, will be approximately $513,000.
The- $202,574 yearly increase resulting from the SDWDA loan sur-
¢harge thus would inerease EPWC's revenues by approximately 39.5%.
Uncontroverted Need :

Witnesses testified without contradzct;on to the immediate
need for the Phase I improvements of the master plan. which nave

to be made regardless of who operates the water éystem; and‘tq-the
following: | | ) |

1. DWR is the sole source available for
such a loan; EPWC was turned down by a
regular lendmng institution;

2. The amount of the SDWBA water system

improvements cannot be added to rate
base; therefore, they cannot be used

as a basis for future increase in xrates
requested by EPWC; and

These loans are coaamlnlstered by DWR
and DES. DWR's function is to analyze
the applications and determine if the
costs are reasonable, DHS approved the

proposed project plans and specificatioms
and monitoxrs the project.

Taking all these factors into account we conclude that
this application should be granted. EPWC will, therefore, be
authorized to enter into a contract with DWR for a SDWBA loan
ot to exceed $1,545,000 to permit EPWC to engage in the var;ous 
improvements specified in its application. Also, E?WC‘wiil be
authorized to imstitute a suxrcharge on customers’ bills tQarepay“
zhe SDWBA' loaan. . \ - o

We again note the testimony of the staff engineer that :
the Phase I renovation program is only the first step in the upgracxng o
of EPWC's system; lndeed the system may not meet Los Angeles County ‘

-14-
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fire protection standards until the entire Mﬂster Plan is completed
at a preseatly estimated cost of $7.5 million. We recognize.

the concerns expressed during the public hearings by some of

EPWC's customers that the water system as currently constltuted may
2ot be able to afford this $7.5 million etpendzture. We also
recognize the suggestion of some customers that mexger w:th an
adjacent water systenm, or ormation of a new. county water distriet
zight provide 2 cost effective solution to the problem. From.a
practical standpoint, such long range solutions may be. complicated
and tizme comsuming. For cxample, it is unlikely that customers of
an adjacent system would assume the financial burden of upgradxng
EPWC plant faeilities without reimbursement. It is more likely that
before an adgacent system would expand :o\servevcbe EPWC area it
would first require EPWC customers to acquire :he ewisting“wate*
plant and upgrade it to meet existing standards. If customers
choose the condemnation route, county and voter approvals.must be
obtained, EPWC's water rights and pldnt‘faClll;leS must be condemped
or othaerwise acquired, approval of the Local Agency Formation
Commission must be obtained, an assessment district ox . other legal
entity must be formed. There is no certaznty that these s*eps can '
be accomplished in a timely manner, or at any qubstantzal sav;ngs
in costs over those associated with a SDWBA loan.

These practicalities must be weighed agaxnst the. preseﬂt
urgent need for system upgrading. Indeed we are compelled by the
deteriorating condition of the present system to autnormze the” $1 S
million SDWBA loan, since the urgency of the Phase I merovements
has been clearly demonstrated. Regardless of what the future may
hold for this water system, the $l S million' SDWBA loan woulo be well
spent on urgent improvements. . :

However, to afford the EPWC customers every opportunzty to
conme forward with tangible alternate plans we shall make our order
effective in ninety days. If during this interval HFWR or another
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~

custoner group (1) provides convincing evidence that an adjoining
watexr supplier is willing to acquire EPWC water plant and provide

the new water mains and storage facilities to serve EPWC customers, or
(2) comes forward with another plan that it is capable of implemeﬁting,
we may upon Petition, fully supported and in compliance with Rule 84,
reopen this proceeding for further hearings. In the interim, to’ :
avoid wnnecessary delays, we urge EPWC to complete all work

preliminary to signing;the actual~coﬁtractAwitthWR.-n |

-t
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»

To ensure adequate ae%ouﬁé_lezcy of SDWBA loan’
construction fumds advanced by -SWR to the utility, such funds
should be deposited by EPWC in a separate bank accoumt. ALl
disbursements of such DWR loan funds should also pass tnrough
this bank account. :

The DWR has expressed a clear preference for the sur-
charge method of fimancing SDWBA loans, in lzeu_of rate base -
treatment, because the surcharge method provides‘greater security
for its loans. The Commission comsidered this issue of surcharge
versus xzate base in A.57406 of Quzncy Water Companygl where iz
concluded that the surcharge method is the most’ des;rable method

£ f£inancing SDWBA loans.

3y adopting this surcharge method of accouncing. the,- : ‘
Commission does not imply that SDWBA-finmamced plant should be treated
any differently in the event of condemmation by a: publzc agency than
i€ such plant had been included in the utility's rate base and had
been financed in some other manmer, -

The SDWBA loan repayment surcharge should be separately
identified on customers’ bills. The utility plant financed
chrough the suxcharge should be permanently excluded from rate
base for ratemaking purposes and the depreciation‘oﬁ this plant
should be recorded in memorandum accounts for income tax purposes
oaly. ,

EPWC should establish a separate balancing‘account'to
be credited with revenue collected through the surcharge, and
wizh interest earmed on funds deposited with the fiscal agent.
Surcharge revenues should be deposited with the fiscal agent
within 30.days after collection. The balancing account should
be charged with payments of principal and interest on the loan

S/ Decision 88973 dated Jume 13, 1978, 84 CPUC 79
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and for the services of the fiscal agent. The surcharge‘should
be adJLSted periodically to reflect changes in the number: of
connections and resulting overages or shortages in the. balanc;ng
account. Such changes in future rates should be accomplzshed
by-normal advice letter procedures., : _

The SDWBA rate surcharge authorized will cover omly
the cost of the loan incurred to finance the added plant and
will not preclude the likelihood of future rate zncrease requests
to cover rising costs of repair materials, wages, property taxes
power bills, or other operating expenses that may be imcurred -
in the future. This is borme out, of course, by the filing of
A.83-05-05, supra. -

According to staff, in order for the surcharge ©o
produce emough revenue t©O meet the initial payment of interest
on the SDWBA loan due in Januvary 1985, it is necessary foxr EPWC
to place the surcharge into effect beginning October 1984, This
will emable the utility to meet the initial payment and make
the regular semiannual payments thereafter.

Findings of Fact |
‘1. Tae EEWC water system is for the most part old and
deteriorated.

2. A master plan of needed improvements totbring]che ZPWC
water system up to current standards indicates those‘imprbvements
would cost between $7.0 and $7.5 millionm.

3. The master plan is in two phases. Pﬁase I consists of
high priority projects which will fit within the maximum loan
available under the SDWBA, represents a necessary s$Tart to
upgrading the system, and is essential to maintaxnxng complmance
with healcth and safecy standards. EPWC's system may not meet Los
Angeles County fire protection standards umtil the entire Aaster Plan |
is completed. "
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4. The SDWBA loan provides low-cost capital for the -
needed water system improvements conprising Phase I‘and'is a
prudent means of acquiring $1,54S,000, including:a 3% adminis-
trative charge by DWR.

S. The improvements proposed to be accomplished with the
proceeds of this loan cannot be, in whole or in part, reasonably
chargeadble to operating expense. -

6. The proposed indebtedness is payable more-than 12
months after it commences and must, therefore, be authorized
by this Commission under Public Utilities (PU) Code Section 818.

7. The establishment of a reserve equal to two semiannual
loan payments is recuired by DWR administrative regulations;

8. The proposed surcharge will generate approx;mately
$202,574 per year, approximately 10% of which will be depos:ted
with the fiscal agent approved by DWR, in order to accumulate
over a l0=year period, a reserve equal to two semzannual loan
payrents. : ,
9. Deposits of the SDWBA surcharge funds should be made ‘
with the £fiscal agent within 30 days after collection £rom customers.

10. The estadblishment of a separate bank a:count;byﬂEPWC
is required to ensure adequate accountability for deposits and
disbursements of SDWBA loan funds advanced by DWR to- the utzlity.

1l. The rate surcharge will increase EPWC's annual gross
revenues by approximately $202,574 and increase the water rates
by approximately $3.25 per month for an average residential
customer with a 5/8-inch by 3/4-inch meter. Water rates of
customers with larger meter capacities would be increased:
proportionately. ' '
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12. Tre rate surcharge established to.repay the SDWBA loan
should last as long as the loan. The rate surcharge payment -
should not be intermingled with other utility charges and such
repayment surcharge should be separately zdentxfled on cmstomers
bills. . . : o
13. The utility plant financed through‘this SDWBA‘ioan~
should be permanently excluded from rate base for'ratehéking '
purposes. | , "‘1 

14. EPWC should establish a separate balancing accownt to
be credited with revenue collected through the surcharge, and
with interest earmed on funds deposited with the fiscal agentﬁ'
The balancing zccount should be reduced by péyments of pﬁincipal
and interest on the loan and with any charges for the services
of the fiscal agent. | .

15. The rate surcharge should be reviewed annually'and
adjusted as necessary to reflect changes resulting in overages
or shortages in the balancing accoumt.

16.  The rate surcharge should be placed in effect begznnlng
October 1, 1984 to meet the initial payment due in January 1985..

17. 4an average interest rate for all SDWBA loans will be
determined after all of the State of California Safe Drinking
Water Bonds have been sold. At that time, the interest rate
on each SDWBA loan outstanding'will be adjusted‘to‘reflgc:}thé
average rate. | o

18. At the outset of the September 13 ev;dentxa*y hear;ng,
counsel for EHFWR moved for a continuance of this proceedzng for
several months; this motion was denied by the assigned ALT.

19. On Wovember 28, 1983 HFWR filed a Petition to Set Aside
Submission of this conscolidated proceeding, pruéuant to Rule 84
of the Rules of Practice and Procedure; on December 12, 1983
E2WC £iled a Statement in Opposition to this Petmtzon

-18-
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Conclusions of Law .

1. H@FWR's Motion for a Continuance was properly den;ed byr: 

tae assigned ALY.

2. HFWR's Petition to Set Aside Subm;ssmon of A. b3 02 45
should be denmed for failure o meet the *equxsmtes of Rule 84;
to that extent only, the relief requested in EPWC's Statement
relative to A.83-02-45 should be granted. | .

3. The increased rates are Just and reasonable and -the

application should be granted to the extent set ‘orth in the
following oxdex.

4, This order should be e‘feccxve n;nety davs from today

=183~
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ORDER ON APPLICATION 83-02-45"

IT IS ORDERED that:

1. On or after the effective date of this order, East
Pasadena Water Company (EPWC) is authorized to file the revised
rate schedules attached to this order as Appendix A. - Such
£iling shall comply with General Order Series 96. The revised.
rate schedules shall apply only to service rendered on or after
October 1, 1984. '

2. EPWC is authorized to borrxow $1,545,000 from the State
of California, undexr the Safe Drinking Water Bond Act of 1976
(SDWBA) administered by the California Department of Water
Resources (DWR), to execute the proposed loan contract, and to
use the proceeds for the purposeslspecified in the application.

3. 7o assure repayment of the loan, EPWC shall deposzt
all rate surcharge revenue collected with the flscal agent

approved by DWR. Such deposits shall be made within 30 days
after the surcharge moneys are collected from customers.

4. EPWC shall establish and maintain a separate balancing
account in which it shall record all billed surcharge revenue
and interest earned on deposits made with the fiscal agent. The
balancing account shall be reduced by payments of principal‘and"
interest to the DWR and by any charges for the services of the
fiscal agent.

S. A geparate statement pertaining to the surcharge shall
appear on each customer's water bill issued by EPWC,

6. EPWC shall review its balancing account annually. If
the number of ratepayers or other relevant factors have changed
so that an amount in excess of the reserve required by DWR exists
in the account, EPWC shall reduce the surcharge, notifying the
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Commission and its ratepayers of the reductzon. If the'amdunt
in the balancing account is less than the amount requlred by
DWR, EPWC shall file an advice letter requestxng that. the. sur-
. charge be increased. :
7. Plant financed through the SDWBA loan shall be: permanently
excluded from rate base for ratemaking purposes.
| 8. EPWC shall file with the Commission a copy of the loan
contract with DWR and a copy of the agreement with the fiscal
agent, within 20 days after these documents have been executed.
9. EPWC shall establish and maintain 2 separate bank
account to ensure adequate accountapility for‘dépbsits and
disbursements of SDWBA loan Conscruction funds advaand by DWR to
the utd tv.
10. The ALJ's deaial of HFWR's Wotlon to. Con:inue A, o3 02-45
and A.83-05-05 is a‘fz*med ' L
ll. HFWR's Petition to Set Aside Submission of A. 83~ 02-&5 Ls'
denied and the relief requested in EPWC's Statement is, to that
extent, granted. HFWR's Perition to Set Aside Submission of
A.83-05=-05 and EPWC's correlative opposmng statenment, remain ‘open
and will be addressed at a later date.

12. Application 83-05-05 remains open and will be addressed
by separate opinion.
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13. At the completion.of the construction of the SDWBA
plant improvements, EPWC will file a report with the'Commission's 7
Reverue Requirements Division describing the actual work completcd
and the cost of each major portion of the projeet.

14. Annually, begimning with December 31, 1984, EPWC will
£ile with the Revenue Requi*ements Division a SDWBA status report
in a manner prescribed by the Commission. :

15. All construction work financed with SDWBA loan funds,
other than that performed by EPWC pexsonnel, shall be awarded to.
Zndependent contractors using compctxt;ve bidding procedures No
contracts shall be awarded to any company or person affiliated with
EPWC. : | ) .

The authority granted by this order to issue an evzdence "
of *ncebt@dness and to execute a loan contract will become effective
when the issuer pays $2,545 set by PU Code Section. l904(b) Ia.
all other respects, this order is effective n;necy days from today

- Dated December 22, 1983 |, at San Franc;sco Callfornxa

LEONARD M. GRIMES, JR.
"~ President
VICTOR CALVO -
PRISCILLA C. GREW
DONALD VIAL o
WILLIAM T. BAGLEY
Commissioners

Y CERTIFY TEAT THIS DECTSION.
WAS APEROVED BY .XRE.ABOVE.
CO‘Q’IJ.SSIONZP" w;m:-' &
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APPENDIX A
Page 1

Schedule No. 1
GENERAL METERED SERVICE

APPLICABILITY

Applicable to all metered water service.

JERRITORY

The territory within and adjacent to the Cities of Arcadia

and Temple City, and adjacent to the Cities of Pasadena and San
Marino, Les Angeles County, and as described on the service area

map.

RATES

 Per Metexr ‘PérJMétetl/f‘
Per Month Per Month
'CCEérgé) . (Sﬁ:chg:gé)”

Service Charge:

For 5/8 x 3/4-inch meter ‘ . 3.25 (N).
For 3/4~-inch meter ' 4.90

For 1-inch meter........ . =10 8.20 -
Foxr 1 1/2-inch metereeeeeea.. +20° 16.40
For 2-inch meter..eeeaans - 26.25
For 3-inch meter......... 40 - 49.20

Quantity Rate:

First 300 cu.ft., per 100 CU.ff.o.een... ..$ 0.340
Over 300 cu. ft., per 100 cu.ft.... ccaane 0.503

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

METERED SERVICE SURCHARGEL/

. NOTE:

This surcharge is in addition to the regular monthly (N
metered water bill. The total monthly surcharge must :
be identified on each bill. This surcharge is o
specifically for the repayment of the California Safe
Drinking Water Bond Act loan as authorized by

Decision (a) . '

(a) Insert Decision Number in A.83-02-45
before filing tariff. :
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Schedule No. 1-A .
GENERAL METERED SERVICE SURCHARGE

APPLICABILITY

Applicable to all metered water service.
TERRITORY

The territory within and adjacent to the Cities of Arcadia,
Temple City, and adjacent to the Cities of Pasadena and San Marino
as described on the service area map. Los Angeles County.

 TEMPORARY SURCHARGE

, - : ‘Pe:_Métér“
Quantity Charge - Per Month

. For all water use in excess of «

Charge

Fot 5/83( 3/‘#-iﬂ¢h meternnnnncoo-..o--to--..l'---.‘»- 1 a
FOI' B/A-inCh mete!.'.- LIS I N A A Y 1
For 1-inch meter 1

2

S e wvhossserrsanaas

For 1-1/2-in6h meter-.-....-..oom--.-.-o.'o...c

-
-
-
-

FOI' Z-inCh meter......--..--...‘..-‘ ’ ) 03’ .
FOI' 3-in¢h meter‘.........00000..;..--l.... 0!34

The surcharge shall be the meter charge and shall be added to
charges computed with the basic General Metered Service
Rates. This surcharge shall be applied to all bills for a
six month period from the effective date of this schedule.




A.83-02-45, 83-05-05  ALJ/EA/SR/WPSC
APPENDIX A
Page 3
Schedule No. 3
PRIVATE FIRE PROTECTION SERVICE

APPLICABILITY

Applicable to all privatelj owned fire protéction.systems. ’
TERRITORY |

Within the entire service area located within and adjacent to
the Cities of Arcadia and Temple City: also adjacent to the Cities-

of Pasadena and San Marino, lLos Angeles Cowmty, and as described on
the service area map. o o

Per Service Per Month
RATE |

- Charge
For each inch of diameter of fire : .
sprinkler service connecCtiON.eeescececeeeas S  4.20
SURCHARGE | |
'Per”Sérviée‘?ér\Mbnthlf'b'
Surcharge E
2-%11611 SerVice.............-...-..—...'.’--‘-.; ‘ 26.25 (N)
4-1.an. SerVice...‘.............--.-..'.‘-..Q.'.' 82:00 o
6-inCh Service.. ....... .-.o‘..o...-.t’--.‘-’-.-‘ ' 164‘-00 ' ’
8-inch service...ccieevencnnncnan. ceseresves 262.40° (N)

SPECIAL CONDITIONS

(1) The customer will pay, without refund, the entire cost of
- installing the fire sprinkler service, including a
detector check meter or other suitable devices equal in

size to service line requested. Complete fire sprinkler
service will be the property of the utility.

(2) The minimum diameter for the fire sprinkler service will
be 3 inches, and the maximum diameter will be not morxe
than the diameter of the main to which the service is
connected. L S «




(3)
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APPENDIX A
Page 4

Schedule No. 3

The customers' installation must be such as to
effectively separate the fire sprinkler system from that
of the customers' regular water service. As a part of
the sprinkler service installation, there shall be a
detector check, or other similar device acceptable to the
Company, which will indicate the use of water. Any
wauthorized use will be charged for at the regular
established rate for General Metered Service and/or may
be grounds for the Company discontinuing the fire
sprinkler service without liability to the Company.

There will be no cross-comnection between the fire.
sprinkler system supplied by water through the Company's
fire sprinkler service to any other source of supply
without the specific written approval of the Company.
The specific approval will require, at the customer's
expense, a special double check valve installation or
other service acceptable to the Company. Any such .
unauthorized ¢ross-connection may be the grounds for

immediately discontinuing the sprinkler service without
liability to the Company. ‘ ' ‘ -
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Schedule No. 3
PRIVATE FIRE PROTECTION SERVICE

PRIVATE FIRE PROTECTION SERVICE SURCHARGE!/
NOTE: |

This surcharge is in addition to the regular monthly (N
metered water bill. The total monthly surcharge must

be identified on each bill. This surcharge is

specifically for the repayment of the California Safe
Drioking Water Bond Act loan as authorized by
Decision (a) . 1

(a) Insert Decision Number in A.83-02-45 before o ()
filing tariff. ' ‘

{
[

(END OF APPENDIX A)
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Water Righte (HFWR). HFWR's basic position was that both
applications should be denied, EPWC should be put out of
business, and some entity to be chosen by EPWC's{cﬁstomers
should take over the utility operation. ’

HFWR purports to represent EPWC'’s entire service area.
Two of its principal officers, however, are/%rom another group
called 80-2 Annexation. This group speaaﬁéaded-opposxtionvto
A.83-02-45 at the March 16, 1983 public meeting. It is likely
that many of the people at the public hearing were also members
of 80-2 Annexation.Z o

Nearly 40 custonmers eiths; made statements or testified.
They complained about the old watir system and deficient fire
protection. They protested both sthe surcharge and general rate
increase requests. Although prote sts against requests £or sub-
stantial rate in¢reases are cef%amnly not unexpected, in this

. instance erroneous infomat:.on" disseminated by HFWR may have had
an influence.® f
Motion for Continuance /

At the outset of fthe September 13 evidentiary hearing,
counsel for EFWR moved for/a continuance of this proceeding for
several months. He asserted that there was a lack of data available
to HFWR, that there had been a lack of time and funds for HFWR to

',

2/ The 80=2 Annexation,axea has sought unsuccessfully for sone time
to be annexed to the City of Arcadia. Deficiencies in the water
systen's fire-flow capability, in streetlighting, and in curbs
and gutters for streets appear to have handicapped the annexation
efforts. This area has about 16% of EPWC's customers (421 services--
. serving approximately 500 dwelling units--out of a total of about
2,600 services).

3/ Por example in one of the information sheets put out by HFWR,
in¢luded in Exhibit 10, it was asserted that "“the average rate
for 1,000 cubic feet of water by four local water companies is
$4.82. Your rate for the same amount of water delivered by East
Pasadena Water Company is $8.99. The message is your (sic) paying
almost double!! That should burn you upl® According to Exhibit

. 11, the actual comparison should have been $7.93 (instead of

$4.82) versus $8.99.

_3-
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analyze properly the reports prepared by the Commission staff,
that HFWR wants to obtain the services of a law firm experienced
in rate matters before this Commission, and that HEWR would like
to have accountants do an audit to confirm the reé;rds of EPWC
and related companies. :

The president of HFWR, Edwin Jenkins, and the 80-2
Annexation group have been active in the loéh applicat;on matter
since some time before the March 16, 1983 public meeting. Jenkins
has had available a copy of the general/;ate increase applxcat;on
vhich includes EPWC's basic revenue reqnirement study, for several
nonths and a copy of the detailed work papers for that study‘31nce
mid-August. In addition, Jenkins personally delivered, on August 30,
1983, a letter to EPWC setting forth a detailed data request con-
sisting of 19 items. He set ‘Qember 7, 1983 as the date he
wanted to have this information. In meeting this time requirement
it was necessary for EPWC to require someone to work over the Labor
Day weekend. Clearly, therd/has not been a lack of data avazlable
to HFWR.

A.83=02-45 should go forward expeditiously. The $1.5
million system improvemené project is needed and the lettgr of
commitment for the SDWBA/ loar expires December 31, 1983. In addi-
tion, EPWC has requested the County of Los Angeles Road Department
to omit at this time fﬁom its road and storm drain project on
Naomi Avenue the top course of asphalt concrete pavementlon the’
southerly eight~foot s&rip of Naomi Avenue from Oak Avenue to
Golden West Avenue in/order for EPWC to 1nstall a replacement mazn
if the SDWBA funds are obtained.
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In regard to A.83-05-05 the decision is scheduled for
early December under the rate case processing plan. Both EPWC
and staff have shown in their respective studies that unde:‘present
rates EPWC is operating at a loss. |

Under these circumstances the motion for a contlnuance
was ruled upon by the assigned ALJ as follows:

“ALJ MAIN: We are going to go forward with
the hearing in both matters.

“The motion at this point is denied.

“It may be renewed before the end of thy
hearings; and if the development of the
record is such that I deem it approptiate,
oy ruling could be conceivably reversed. n’

Counsel for EFWR participated in/the September 13 hearing
until the morning recess, after which he /did not return. . Develop-
ment of a comprehensive record ensued and the matters were submltted
on September 15, 1983 subject to the filing of certain exhibits due

September 26, 1983 and, for A.83-05-05, concurrent briefs due

October 5, 1983. A ceparate decisibn will be issued in each
application.

Comparisen of Internally Generagpd Fands
and Expenditures for Capital Improvements

As shown in Exhibit j, internally generated funds
consisting of net income and depreciation averaged $24,379/vear
for the period 1950 through 1982 and $33,413/year for the period
1975 through 1982. For these same periods expenditures for capital
improvements averaged $31 4,8/year and $48,856/year, respectively.
It is thus seen that for mapy years both profits and depreczation
funds have been reinvested lin the utility.
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Phase I of Master Plan

By Construction Priority

Description of Item
l. Master Plan

2. New Mains - Longden—!(auffman-
Golden West

3. Mains - Naomi-Pantry Market to
10" main

4. New Mains -~ Michigan-California-
Woodward=-Michillinda _

S. New Mains -~ Olema-Trelawney
6. Plant #9 = 1 mil gal res

7. Plant #8 «~ .5 mil gal res
8. Mains = Val & Barella

9. Mains - Mountain View

10. Mains - Laurita

Contingencies, Engmeer:.ng and
Inspect:.on

Total Contract Work
DWR Loan Pees

Project 2 (New Ma

the largest project. Xt wi

Egtinated

Cost
$ 15,000

428,000
107,000
121,000
142,000

188,000
125,000

Work to Be.

. Performed By

Engineer ‘(_complet‘ed)‘ I8
Contractor
Contractor

Contractor.
chtradtgr
 Conftractor
~Contractor
4 Contractor"
Contractor”

136,000
1,500,000 -

45,000

$1,545,000

- Longden~-Kauffman-Golden West) is
start 350 feet south of Duarte Road

on Golden West Avenue and proceed southbound with a lZz-inch main

o the corner of Lemon Avenue and Golden West Avenue.

There the

line size will change t¢ eight inches and proceed south again to

Longden Avenue.
existing 12-inch 19e on Oak Avenue.

It ; 411 proceed west on Longden Avenue to the
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EPWC's present rates for general metered service and.
private fire protection service became effective August 1, 1980
and were authorized by Resolution W=2684. According to the appli-
cation, the estimated annual gross revenues for 1983 at present
rates, exclusive of the surcharge, will be approximépeiy $513,000.
The $202,574 yearly increase resulting from the SDWBA loan sur-
charge thus would increase EPWC's revenues by a /;oximately 39..5%.
Uncontroverted Need |

Witnesses testified without contradiction to the immediate
need for the Phase I improvements of the ’,ster plan, whicﬁ Thave
to be made regardless of who-operat«s the water system, and to the
following:

l. DWR is the sole sourqe available for
such a loans EPWC turned down by a
regular lending insfitution:

2. The amount of the SDWBA water system
improvements cannot be added to rate
base; therefore,/they cannot be used
as a basis for future increase in rates
requested by spwc; and

These loans are ¢oadministered by DWR
and DHS. DWR's function is to analyze
the applications and determine if the
costs are peasonable. DHS approved the
proposed project plans and specifications
and mon;tors the project.

Taking all these factors into account we conclude that
this application shoulé be granted. EPWC will, therefore, be
authorized to enter znto a contract with DWR for a SDWBA loan
not to exceed $1,545; /000 to permit EPWC to engage in the various
improvements specmfmed in its application. Also, EPWC will be
authorized to institute a surcharge on customers' bills to repay
the SDWEBA loan. | B '
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fire protection standards until the entire Master Pian‘isAdompleted~
at a presently estimated cost of $7.5 million. We recognize
the concerns expressed during the public hearzngs by some of
EPWC's customers that the watexr system as currently constltuted may
not be able to afford this $7.5 million expenditure. We also
recognize the suggestion of some CuUSTOmers. that mergex. wlth.an
adjacent water systen, or formation of a new county watex district
mighs provide a cost effective solution to the problem. From a
practical scandpoxnn such long range solutions may be compiicated‘
and time consuming. For example, it is unlikely that customers of
an adjacent system.would assume the financial burden of upgradmdé?
EPWC plant facilities without reimbursement. it is more llkely that
before an adjacent system would expand to serve the
would £irst require EPWC customers to acquire th xlstmng water
plant and upgrade it to meet existing standards. If customers
choose the comndemmation route, county and ydter approvals must be
cbtained, EPWC's water rights and plant Lacilities must be condemned
or otrherwise acquired, approval of t .Local Agency-égg;ggaﬁéﬁjh%'*
Coxmission must be obtained, an asgéssment amscrzct or otner legal
entity must be formed. There is Ao certainty that these steps can.
be accomplished in a timely er, or at any substantial savings
in ¢costs over those associatkd with a SDWBA loan. ‘ ‘
{fies must be weighed against the present
urgent need for system yggrading. Indeed we are compelled by the
deteriorating conditiof of the present system Lo authorize the $1.5
million SDWBA loan, since the urgency of the Phase I improvements |
nas been clearly defionstrated. Regardless of what the future nay

hold for this watgr system, the $1.5 million SDWBA loan would be well.

spent on urgent improvements.

However, to afford the EPWC customers evexry OppoTTURity Lo
come foxward with tangible altermate plans we shall make ouvr ordexr
effective in ninety days. If during this intexrval HFWR¢or,anotner

'

e s e ,W_;.-w-,.,.___..__‘-,__A._.__..,-,_,..“,_.‘_-_.__
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To ensure adequate accountability of SDWBA loan
construction funds advanced by DWR to the utility, such funds
should be deposited by EPWC in a separate bank account. ALl
disbursements of such DWR loan funds should also pass through
this bank account. _ o

The DWR has expressed a clear preference for the sur-
charge method of financing SDWBA loans, in ligg/ék rate base
treatment, because the surcharge method provides greater security
for its loans. The Commission considered tﬁls issue of surcharge
versus rate base in A.57406 of Quincy Wigé; Companyé/ where it
concluded that the surcharge method is/the most desirable method
of financing SDWBA loans. | |

The SDWBA loan repayment gurcharge shduldgbe separately
identified on customers® bills. he utility plant financed‘,
throuch the surcharge should be permanently excluded from rate
base for ratemaking purposes and the depreciation on this plant
should be recorded in memorandum accounts for income tax purposes
only. ‘

EPWC should gstiplish a separate balancing account to
be credited with revenue,pollecteg through the surcharge, and
with interest earned on}funds deposited with the fiscal agent.
Surcharge revenues should be deposited with the fiscal agent
within 30 days after céllection. The balancing account should
be charged with paymégts of principal and interest on the loan

L

5/ Decision 88973 dated June 13, 1978, 84 CPUC 79.
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and for the services of the fiscal agent. The surcharge should
be adjusted periodically to reflect changes in the number of
connections and resulting overages or shortages in the balancing
account. Such changes in future rates should be accomplished
by normal advice letter procedures.

The SDWBA rate surcharge authorized will cover only
the cost of the loan incurred to finance the added plant and
will not preclude the likelihood of future rate increase :eqpesﬁs
to cover rising costs of repair materials, wages, éspetty taxe&,
power bills, or other operating expenses that may be 1ncurred x
in the future. This is borme out, of course, A 83—05—05 |

supra.

According to staff, in order fox the‘surchargé to
produce enough revenue to meet the initial’ payment of interest
on the SDWBA loan due in January lQBSJ/;t is necessary for EPWC
to place the surcharge into effect bdé;nnxng October 1984. This
will erable the utility to meet the/initial payment and make
the regular semiannual payments reafter.

Findings of Fact

l. The EPWC water system/is for the most part old and
deteriorated. ‘

2. A master plan of needed improvements to bring the EPWC
water system up to current standards indicates those improvements
would cost between $7.0 and/$7.5 million.

3. The naster plan is in two phases. Phase I consists of
high priority projects thEh will fit within the maximum loan
available under the SDWBA, represents an excellent start to
upgrading the system, and is essential to malntalnlng compllance
with health and safety standards.
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12. The rate surcharge established to repay the SDWBA loan
should last as long as the loan. The rate surcharge paynent
should not be intermingled with other ntility charges, and such
repaynent surcharge should be separately identified on customers®
bills.

13. The utility plant financed through thzs SDWBA loan
should be permanently excluded from rate base for ratemaking
purposes. ///f

14. EPWC should establish a separats/balanczng account to
be credited with revenue collected through the surcharge, and
with interest earned on funds deposited/zzth the fiscal agent.

The balancing account should be redu '& by payments of principal
and interest on the loan and with charges for-the‘services'
of the fiscal agent.

15. The rate surcharxge shou&d be reviewed annually and
adjusted as necessary to reflecélchanges resulting in overages

or shortages in the balancing account.

16. The rate surcharge sShould be placed in effect beginning
October 1, 1984 to meet the finitial payment due in January 1985.

17. Ar average intereét rate for all SDWBA loans will be
determined after all of thye State of California Safe Drinking
Water Bonds have been sold. At that time, the interest rate
on each SDWBA loan outsténding will be adjusted to~r¢f1¢ctfthe
average rate. ‘
Conclusions of Law

1. 7The increased rates are just and reasonable and the

applzcat;on should be granted to the extent set forth in the
following oxder. |

2. This order should be effective today to alloW‘the
earliest possible implementation of these necessary SDWBA water
system zmprovenents.
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Commission and its ratepayers of the reduction. If the’amount
in the balancing account is less than the amount required by
DWR, EPWC shall £file an advice letter requesting that the sur-
charge be increased. ' | | |

7w Plant financed through the SDWBA loan shall be permanently
excluded from rate base for ratemaking purposes.

8. EPWC shall file with the Commission a‘gopy of the loan
contract with DWR and a copy of the agreement with the fiscal
agent, within 30 days after these documents Nave been executed.

9. EPWC shall establish and maintaih a separate bank
account to ensure adequate accountability for deposits and dis-
bursenents of SDWBA loan construct;on/éunds advanced by DWR to
the utility.

10. Application 83-05-05 repfains open and wxll be addressed

by separate opinion. - :

The authority granted by thzs order to issue an ev1dence

of indebtedness and to execute a loan contract will become effective
when the issuer pays $2, 54;/;et by PU Code Section 1904(b). In

all other respects, this oxder is effective today. . :

Dated _ , at San Francisco, California..
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13. At the completion of the comstxuction of the SDWBA . -
plant improvements, EPWC ﬁill file a report with the Commission's Ss
Revenue Requirements Division deseribing the actual workrcompleted
and the cost of each major portion of the project. ' ‘

l4. Anonually, beginning with December 31, 19844 EPWC will
£ile with the Revenue Requirements Division a SDWB//status Teport
in a manmer prescribed by the Commissiom.

15. All construction work fimanced w:th SDWBA loan funds
other than that perfoxrmed by EPWC perso el shall be‘awarded‘to.‘
independent contractors using competitive bzddingqproéedurés. No -
contracts shall be awarded to any company or person affiliated with

The authority granted bf this order to issue an evidence
of indebtedness and to execute A loan contract will become efﬁectmve
when the issuer pays $2.545 sgt by PU Code Section 1904Cb) n
all other respects, this or&/z Ls effective n;nety days ‘rom toaay

Dated DEC 2 /1983 ~, at San Fra.nc:.sco Cal:.form.a

LEONARD M. GRAMESm R. . .
. Presidont
VICTOR CALVO.
PRISCILIA C. GREW
DORALD'VIAL . .
WILLIAM T. BAGLEY
- ' Commissioners -

I CERTIFY TEAT "rﬂ
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COEITSIILHTRS i

XSseph E. BOuovﬁtz, Exccut;vc Dix




