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Timothy E. Treacy, Attorney at Law,
Andrew TokmakoSf, and Ichiro
Nagao, for the Commission staff.

OPINION

. Park Water Company (Park), a Califormia corporation,
seeks authority to increase its rates for wastewater service
in its Vandenberg Disposal Division (VDD) in order to imcrease
operating revenues for test year 1977 from $123,290 to $326,560,
an increase of $203,270 (165 percent) annually over the rates in
effect at the time of the filing of the application which, 1t

alleges, would result in a net estimated operating income of
$74,396, or 9.50 percent on its rate base of $783,112, which

was the rate of return on rate base authorized in its last
general rate increase, D.85716 dated April 20, 1976. Xt con-
tends that at present rates its operating revenue will be
$123,290 and its expenses will be $206,006, which will result in
a net loss of $82,716.
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Park estimates that during test year 1977 it will have
1,670 one-family residential customers whose monthly rates will
be increased from $5.25 to §14.50, for an amnual increase from
$105,210 to $290,580, or $185,370 (176 percent), and it will
have 22 commercisl customers, which include multi-unit resi-
dential customers with only one meter per apartment building,
whose rates will be based on the volume of effluent discharge
to the sewer based on water consumption, and will increase the
total operating revenue from such commercial customers from
$18,080 to $35,930, or $17,900 (99 percent) anmually. The
1,670 single-family residences, plus 112 units in the three
apartment buildings,l/ plus the 19 commercial customers other
than apartment bulldings, will result in an estimated 1,801
customers during test year 1977.

The Commission staff contends that for test year
1977 Park will have 1,685 (not 1,670) residential single~
family customers and 21 (not 22) commercial customers, and
that its rate base will be $663,561 (mot $783,112). At
present there are no wastewater meters and it 1s estimated by
Park and the staff that 80 percent of the water usage is for
sewer purposes. If the 1,685 residential single-family
customers pay a flat rate of $13.20 (not $14.50) per month
(an increase of 151 percent on the present charge of $5.25
per month), and 1f the 21 commercial customers pay & minimum of
$13.20 (not $14.50) per month each (but if the average water usage
for the 21 commercial customers exceeds 12 Cef per month, the charge
would be 1.35 x .8, or $1.08 (not $1.20) pex Cef for the average

Y Each apartment building has only one meter and is to be
treated as a commercial customer.
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water usage of the customerg/) the staff contends that the operating
revenues will be $299,165 an increase over $123,290 of $175,875
(143 percent), and expenses will be $235,540 for.a net operating
revenue of $63,225, or 9.53 percent on rate base of $663,560;§/

In Exhibit A attached to its application
Park alleges on page 1 that the increase requested is required
to offset increased expenses and to provide a2 reasonable return
on incrcased xate base resulting from the connection to the
Lompoc Regional Wastewater Treatment Plant (Treatment Plant) on
or about March 1, 1977,

Park alleges that it has pald to the city of Lompoc
the sum of $4,923 from May to December 1972; $14,239 during
1973; $47,248 during 1974; and $457,590 duriag 1975; for
a total of $524,000 for certain capacity rights in the expan-
sion of the Treatment Plant and $80,400 as the cost of certain
capacity rights iIn pre-existing facilities of the Treatment
Plant, for a total of $604,400; the capacity rights to be for
35 years, plus an option on behalf of Park to remew for an
additional 15 years. In addition, Park has elected to add
$83,940 interest on construction&/ during the time that the
Treatment Plant was being comstructed and when added to the
$604,400, there {s a total disbursement of $688,340. It
contends that this is an addition to plant and, therefore,
an addition to rate base.

2/ At present the commercial customers are charged flat monthly

rates ranging from $7 to $252.

3/ If a customer installs a wastewater meter, the staff contends
that a rcasonable and comparable charge would be a minimum of
$13.20 for the first 9.8 Cecf and $1.35 per Ccf over 9.8 Ccf
per month.

af Classified as Allowance for Funds during Constxruction.
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Without the requirement that Park commect to and be a
part of the new wastewater treatment plant for test year 1977,
it contends that its income would be $123,290, its operating
expenses $105,363, with net operating income of $17,427, which
would yield a 12.51 percent return on its present rate base of
$139,284. It further comtends that by reason of the pending
connection of the new facility, it has not made the capital
improvements to or kept the present utility plant in a good
state of repair, and as a result its rate base is a smaller
amount than it would normally be, which causes the reflection
of a larger percent return on rate base than authorized by the
Commission's previous decision in this matter.

Park contends that for test year 1977, $44,780, and
each succeeding year certain estimated sums as set forth on page 42
of Exhibit A, will be required to be paid by it as a contribution
to the wastewater capital reserve fund and it intends to treat

this as a reduction to user-charge receipts. 4 portion of
this will be recovered in Its behalf from the reserve fund

as debt principal payments to Pacific Mutual Company, the lender,
and payments to the city of Lompoe during 1977 to 1998 in 2
total amount of $493,814. (Sce Exhibit A, p. 17.) It states
that upon receipt o these sums, it intends to treat the

same as contributions to be deducted from rate base at the time
that the sums are recovered. Park intends to treat the payment
of $44,730 and the payments in succeeding years as a contribution
pald as distinguished from a capital investment, but the return
of a portion of the sum, upon receipt thereof, as a reduction in
rate base as distinguished from an offset against expense. The
reduction in rate base caused thereby will be considered period-
ically to determine whether rates should be adjusted downward.
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Park owns and operates water systems in Los Angeles
and San Bernmardino Counties and both water and sewer systems
in Vandenberg Village, a subdivision near the city of Lompoc
in San Barbara County.

Park's history and the description of its operations
are included in Exhibit 1 in A.55367 filed December 6, 1974,
and pursuant to that application its present rates for waste-
water service provided'by its VDD were established by D.85716
dated April 20, 1976.

The Treatment Plant was created to maintain the
quality of water in the Lompoc area as described in Park's
Revenue Requirement Study dated July 1976 and attached as
Exhibit A to its application.

After proper notice public hearings were held before
Examiner James Tante in Lompoc on February 1, 2, and 3, and in Los
Angeles on February 7, 1977, and the matter was submitted on the
latter date. The parties were authorized to submit briefs in the
form of proposed opinions in letters to the presiding officer
before February 18, 1977.

All of the parties agreed that it was necessary and
economically feasible for Park to participate in the Treatment
Plant project,

At the hearings in Lompoc, approximately 120 members
of the public attended the first day, 13 attended the second
day, and 10 attended the third day, A representative of the
Lompoc Unified School District made a statement opposing the
extent of the requested increase and particularly opposing the
proposed procedure for establishing rates, which, he stated,

would result in increases of up to 568 percent for certain of
its schools in Park’s service area. However, we find thet the

proposed rate structure is based on 80 percent of water consumption
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for the school district as well as for other users and is not
unreasonable, but merely eliminates the present inequity based on
flat monthly rates for its schools without considering the
extent of use. (Exhibit 6, page 43.)

The vice president of Vandenberg Village Development
Company and three customers of Park made statements opposing
the extent of the requested increase. Twenty-four letters,
some protesting the extent of the requested increase and some
requesting notice of the date, time, and place of hearing, and
a petition, contairing 19 signatures protesting the proposed
rate increase, were received.

A graduate civil engineer, who 1s nrow a college
instructor, testified for the protestant Vandenberg Village
Association (Association); Park's vice president for revenue
requirements, who is a professional engineer registered in
California and Azrizona, a sanitary engineer and vice president
of Brown and Caldwell,consulting engineers, and a supervising
water quality control engineer for the central coast region of
the California Regional Water Quality Control Board testified
for Park; a financial examiner of the Finance and Accounts
Division and an assistant utilities engineer of the Hydraulic
Branch testified for the Commission staff,

The Associction argued that the Treatment Plant is
capable of providing twice 2s much treatwment capacity as is
presently needed, the excess capacity does not benefit the
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present users, and should be borne by future users by an increase
in the connection charge from 3295 to a larger amount, perhaps $800,
and reduce the $2 per month charge applied %0 present customers.
This argument is without merit inasmuch as the Californmia State
Water Resources Control Board (Board) Revenue Program Guidelines
for Wastewater Agencies, for September 1974, provides in part in
Article 5, Section 4, Captial Recovery, that “...costs should bde
allocated to all existing and future users of treatment works in
direct proportion to cost of design capacity provided.” The
apportionment has been submitted to and approved by the Board and
appears to be reasonable.

The Association argues that there are certain question-
able items which Park seeks to include in rate base; that the
authorized rate of return for Park is too high and should be
reduced to perhaps five percent; that Park's payment of income
taxes is merely hypothetical an¢ should not be considered; that
if and when Vandenberg Air Force Base (VAFB) participates in the
project, there should be a reduction in rates; and tnzt Park's
rates should not be greater than those of the city of Lompoc which
are at present $10 per month for priwvate residences.

Park's vice president testified that if VAFB partici-
pates, the earliest it could do so would be mid-1979, but agreed
that i{f and when it did, Park would consider this fact and any
change in its expenses, up or down, in a request to modify rates
by the Commission's advice letter procedure.

Park's vice president stated that the city of Lompoc
was then, and for some time had been, charging the $10 per month
rate even though not providing the new service as the Treatment
Plant was not yet in operation. In addition, he referred to
Table 10-5 on page 45 of Exhibit 6 to point out the reason that
a private utility must establish a rate higher than a utility
operated by a municipality..
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Park contended that its application comsisted of an
offset only and should be treated as such. The staff contended
that it was not an offset, but a request for a general rate

increase,.
D.83127 dated July 9, 1974 sets forth in part that:

", ..0ccasionally, a specific element of

the cost of service can undergo a sudden
and significant change. The adjustment

of rates to reflect the effect of a

change in specific definable elements,
independent of the changes that may have
occurred to other elements, is known as

an offset, and 3 rate proceeding involving
such a change is known as an offset pro-
ceeding., The offset procedure has an
obvious advantage from a time standpoint,
but, in oxder to be valid, a relatively
recent adopted cost of sexrvice, or results
of operations as it 1s known in Califormia,
must be available as a foundation upon
which to base the offset."

In this case there is a recent adopted cost of service
available, but Park seeks a large increase in rates based on an
increase in rate base and an increase in expenses, including a
change in the amount of income tax to be paild, and has calculated
operating revenues based on newly estimated mumber of customers.
The application has more of the characteristics of a request for
a general rate increase than an offset. The staff contention Is
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adopted and the application constitutes one for a general rate
increase. As such,a reserve account is not required to be
established pursuant to Section 792.5 of the Public Utilities
Code.
Lompoc Treatment Facllity

Park's requested Increase in revenues is required to
offset increased expenses and return on increased rate base
resulting from connection to the Treatment Plant. The waste-
water treatment facility is being comstructed by the city of
Lompoc as a regional treatment facility as required by the
Central Coast Region, California Regional Water Quality Control
Board (WQCB), under provisions of the California Porter-Cologne
Water Quality Control Act of 1969, the Califormia Clean Water
Bond Act of 1970, the Federal Water Pollution Comntrol Act of
1956 (PL84-600), and the Federal Water Pollution Control Act
Amendments of 1972 (PL92-500). Under provisions of these laws,
approximately 87.5 percent of the cost of the regional facilities
are funded through State and federal grants with the balance of
approximately 12.5 percent of costs paid by the local wastewater
agencies. Grant regulations require as a condition of recelving

the grant that rates be &esigne& to moet éﬁéleiﬂ IEQUIICWGBFﬁ

and that a Wastewater Capital Reserve Fund (WCRF) be established

to finance small projects and equipment replacements as needed
during the useful life of the treatment works. Disbursements

from this WCRF are restricted to specific purposes including
bond principal payments for bond 1ssues te the extent that the

proceeds of the bond issues were used to pay the grantees' share
of construction costs on grant funded treatwent works.
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The treatment facility being constructed consists of
the conveyance facilities from Vandenberg Village to the Lompoc
Treatment Plant and expansion of the Treatment Plant to a capa-
city of 5 mgd to meet the present and future wastewater needs
for the entire Lompoc Valley. Park is a participant in this
project as xequired by the WQCB, and upon coupletion of the
project will own capacity rights in the Vardenberg Village
interceptor and capacity rights of .89 mgd in the Treatment
Plant,

Park's vice president testified that revenue require-
ments and rates as requested were computed to meet all require-
ments of the California State Water Resources Control Board.

In its Exhidit 14 the staff computed revenue requirements and
rates in the same manner as proposed by Park.

Park's emgineer witness from the firm of Browa and
‘Caldwell, who performed the planning and design of this treat-
ment facility, and also the engineer from the WCB, which has
jurisdiction over this project, testified as to the need for
the project. The representative of the Association agreed that
this is a necessary project and that Park's participation is
both necessary and desirable. It is the Commission's opinion
that participation in this project by Park's VDD is necessary
and that reasonable costs associlated with this project should

be included in rate base and in allowed expeuses for the
Divisicn.
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Rates ‘

Park's present sewer tariffs provide flat rates for
all customers under two schedules., The general residential
sexrvice schedule provides for a single rate for each single-
family residence or apartment unit of $5.25 per zonth. The
coxmercial rate schedule provides 2 specific flat rate for each
commercial customer. Park proposes that mew rates be flat
rates for residential single-farmily and condominium units of
$14.50 per month and that charges for commercial dischargers,
including residential multi-family units, be based on the
volume and strength of wastewater at a rate of $1.20 per Cef of
water usage recorded om the meter sexrving other than irrigation
or other outside use, Park's witnesses testified that these
rates were designed to meet federal and State requirements for
user charge systems for grant funded treatment facilities. The
key requirement to be met‘by a2 user charge system as stated in
Appendix B of Title 40, Code of Federal Regulations, Chapter 1,
Part 35, is as follews: '"The User Charge System adopted by the
applicant must result in the distriburion of treatment works
operation and maiﬁtenance cost to each user (or user class) in
approximate proﬁortion to his contributions to the total waste-
water loading of the treatment works,'

The staff agreed with Park with reference o rate
design. Members of the public who made statements at the
hearing indicated concern that these proposed rates are expected
to result in reduced charges to several commercial dischargers
and disproportlionate increases to other dischargers, in particular
to the Cabrillo High School.
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In subsequent testimony it was determined that the
reasons for the expected variations in wastewater charges
resulting from application of the nroposed rates was that the
present flat rates did not accurately reflect the actual dis-
charge from each commexcial customer.

The rate design as proposed by Park and agreed to by
the Commission staff will be adopted.

Both Park and the staff included in their proposed
rates amounts to be deposited in the city of Lompoc WCRF.
These deposits were to be considered as user charge contribu-
tions in the amount of $2 per month for residential customers
and $.20 per Ccf of commercial wastewater discharged. These
amounts would be collected by Park to be deposited in the WCRF
as required by the State and federal grant regulations. The
Commission finds that the amount of user charge contributions
to be collected as proposed by Park and the staff is reasonable
and will be adopted, The Commission also finds that Park's
proposed method of accounting for these user charge contribu-
tions which is acceptable to the staff is reasonable and will
be adopted,

Results of Operation

Witnesses for Park and the Commission staff have
analyzed and estimated Park's operating results. Park
suomitted a revised summary of earnings inm Exhibit 12 which
was based on data included in its Revemue Requirement Study,
Exhibit 6, adjusted for additional customer growth. reduced
rate base, and depreciation expense due to increased comnection
feces, and reduced income taxes due to extemsion of provisions
of the 1975 tax law., Summarized in the following tabulations
are the estimated results of operation for the test year 1977
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under present sewer rates (Table I) and under those proposed by

Park (Table II).

For comparison, these tables also show the

corresponding results of operation adopted in this decision.

Table 1

Sumary of .larnings
(Test Year 1977)

LR I

Jtem

Present Rates

Operating Revenues
Less Contributions to WCRF

Net Operating Revenues
Operating Expenses
Gﬁeration & Maintenance
Amortization of Deferred Debit

Taxes Qther Than Income
Depreciation

Subtotal
Income Taxes

Total Expenses
Net Revenue
Rate Base

Rate of Return

(Red Figure)

1/

=’ Applicant did not compute negative

income tax.

-13-

-
-

‘.ipplicant Start : Adopted °
(PoIlars in Thousands)

$124.,240  $124,240 $124,240
45,550 45,550 45,550
78,690 78,690 78,690
124,220 124,220 124,220
9,261 9,590 9,590
21,766 20,470  20.570
6,193 5,910 5,990
161,4381/ 160,190 160,370
=" (50,290) (62,080)
161,438 109,980 98,290
(82,748) (31,210) (19,600)
769,837 663,560 667,070
(10.75%) Loss Loss
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Table II

Summary of Earnings
(Test Year 1977)

rroposed Rates

Item

Applicant:

Staff

-
»
-

Adopted ;

Operating Revenues
Less Contributions to WCRF

Net Operating Revenues

Operating Expenses
peration an Intenance

Amortization of Deferred Debit
Taxes Other Than Income
Depreciation

Subtotal
Income Taxes

Total Expenses
Net Revenue
Rate Base

Rate of Return

1/

(Dollars in Thousands)
$329,1802/ $299,590

$321,989
45,550

45,550

45,550

276,439

124,220
9,261
21,764
6193

283,630

124,220
9,590
20,470
5,910

254 ,04Q

124,220
9,590
20,570
5,999

161,438
41,866

160,190
46620

160,370
30,300

203, 304
73,135
769,837

9.50%

=" Proposed in Exhibit 12.

2/

206, 210
77,420
663,560

11.677%

<’ Based on rates proposed in Exhibit 6.

190,670
63,370
667,070
9.507.
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Operating Revenues

Park based its estimate of customers and revenues on
recorded customer growth through 1975 and estimated growth for
1576 and 1977. The staff based its estimate of customers and
revenues on recorded customer growth through 1976 and estimated
growth through 1977 based on residential units presently under
construction., At the hearing, Park stipulated that the staff
estimate based on later recorded data was acceptable. Customers
and revenues at present rates as presented by the staff will be
adopted,
Operating Expenses

Both Park and the staff estimated operating expenses
from the adopted results of operation im D.8571.6 with adjust-
ments made for Iincreased expenses associated with connection to
the Treatment Plant and for increased customer growth. These
expense estimates were reduced by the amount of adopted opera-~

tion and maintenance expenses of Park's existing wastewater
treatment facility which will be abandoned upon connection to
the Treatment Plant. Park and the staff agree on operating
expenses and the amount proposed by both will be adopted.
Depreciation Expense

Both the staff and Park computed depreciation expense
on the amount of Park's investment in wastewater collection and
treatment facilities which will not be deemed as being contrib-
uted following debt principal payments made from the city of
Lompoc WCRF under provision of State and federal regulations
applicable to this project. Depreciation expense as proposed
by Park is greater than proposed by the staff because Park's
estimate of the cost of capacity rights in the Treatment Plant
is larger than estimated by the staff and because Park's
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estimate of the cost of facllities to be abandoned upon connec-
tion to the Treatment Plant is lower than estimated by the staff.

Adopted depreciation expense was computed using the
adopted estimate of the cost of capacity rights and utility plant
as discussed below and the gtaff estimate of the cost of facili-
ties to be abandoned upon conmnection to the Treatment Plant,
Deferred Debit

Both Park and the staff proposed that the undepreciated
portion of Park's existing treatment facility plus costs of
removal, less salvage value, be set up as a deferred debit and be
amortized over a ten-year period. The reason for setting up this
deferred debit is that retirement of utility plant, which will no
longer be required upon comnection to the Treatment Plant, will
result in negative deprecilation reserve balances in several
accounts and in zero balances in the corresponding plant accounts.
Using normal Commission accounting procedures, the annuval deprecia-
tion accrual, which is based on the plant account balance, would
be zero and therefore there would be no credit made to the depre-
clation reserve. The net result would be a negative depreciation
reserve balance which would never be amortized., To allow for
amortization of this undeprecfated balance in a manner which would
be consistent with Commission practice in such occurrences with
remaining balances in the plant account, it was proposed that a
deferred debit of this amount dbe established. The staff's estimate
of the annual expense for amortization of the proposed deferred
debit is slightly higher than proposed by Park due to use of a
higher estimated cost of facilities to be retired. This higher
estimate is offset in part by a lower estimate of depreciation
expense computed on the basis of a lower estimate of the cost of
plant remaining in service. As adopted depreciation expense is
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based oun the staff's estimate of the cost of plant to remain in
service, it is appropriate to adopt the staff's estimate of the
annual expense for amortization of the deferred debit.
Taxes Other Than Income

Taxes other than income proposed by the staff are lower
than estimated by Park because the staff estimate of assessed
valuation was less than Park's due to the staff's estimate of
utility plant being less than Park's and the staff applied the
tax rate received by VDD for fiscal year 1976-1977, whereas
Park used an estimated tax rate based on the 1975-1976 tax rate.
The amount of taxes other than income to be adopted will be based
on the adopted utility plant using the later tax rate used by the
staff in its computation.
Rate Base

Plant items included in Park's proposed rate base
consisted of the cost of present utility plant remaining in
service following connection to the Treatment Plant, the cost

of capacity rights in the Treatment Plant with allowance for
funds used during construction computed at an interest rate of
.75 percent per month (9 perxcent annual rate), and the deferred
debit discussed previously. Staff plant items in rate base
included the cost of existing plant remairing in service and the
cost of capacity rights with allowance for funds used during
construction computed at a rate of 8 percent with no allowance
for funds used during construction charged to the Vandenberg
interceptor for 1976. The deferred debit included in Park's

proposed rate base was not included in the staff recommended
rate base.




Except for the offsetting difference in the amcunt of
the deferred debit dliscussed above, zand offsctting differences
ir estimated contributions im aid of comstruction o fund
existing facilfitles, Pork's and the s5:2ff's cos: of existing
plent remaining inm scermrice were the came.

Both Park and the staff used the same project cost
of capacity rights in the Treatment Plant. Park also included
in the cost of capacity rights an allowance for furds used during
congtruction computed at z rate of .75 percent per zonth (annual
rate 9 pexcent) on payzmenits made to the eity of Lompoe te fund
Project costs, The vate of 9 percent was chosen by Park %o
izelude the net cost of borrowed funds used for comstruction
pusposes of 8.50 percent in addition to a reasonable rate upon
fark's own fundc based on the allowed return om rate base of
$.50 percent. The staff used an interest rate of 8 percent whisk
was decmed reasomzble and recently authorized for Pacific Gas and
Electric Company. A staff witnecs testified that Park's Funds
comnsisted of $106,000 znd the balance was borrowsd funds of
$418,000 at 8,50 percent interes:t. He stated that the interest
paid was ¢ deductible expense for income tax purposes resulting
in 2 less than 8.50 percent cost, so & percent was a Teasonzble
allowznce for funde used during construction. The staff argues
that the Commission has mever approved an amount in excess of
8 percent and thic was not refuted by Park. The Commission
adopts the intercst rate proposed by the staff of 8 percent,

In addition to the difference in interest rates, the

staff's computation of allowance for funds used quring construc-
tlon was lower than Park's because the staff did not allow

interest to be computed on the $108,000 cost of the interceptor
which was completed in December of 1975. The staff argued that
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accoxding to the uniform system of
of a plant or project is placed in oper T L3 completad and
s 2 whoie 1s incom-
plete, that part of the cost of the property placed im operation
or weady for service shall be treated a2z utility plant in service
' uterest thereon as a charge to the construction suzil ceage,
position was that altihough construczion work on the Iluter-
was complete, the interceptor jitself 1s not ready Lor
exvice until completion of the Treatment Plant. Use of the
atexceptor prior to the ccmpietion of the facility would result
ntreated eifluent being discharged into the Santa ¥Ynez River
cleazly in violation of orders of the Reglonal Water Quality
Control Board. Park also argred that disaliowing the allowance
for funds used during comstruction on this interceptor would be
inconsistent with treatment of this intezceptor in the last rate
case for its VDD for which hearings were held in early November
1975. At that time it was apparent that the Interceptor was
nearing completion and would be completed dy year-end 1975, 1If
it were dctermined that this Iinterceptor was then ready for
sexvice, it would have been appropriate for the staff to reconm-
menc that the interceptor be placed in utility plant and Included
2s a component of rate base at that proceeding. This was not
done, 1t was Park's position that disallowing the allowance fox
fundés used during construction on this facility is both incon~
slstent with a trve determination of the interceptor being ready
for gsexrvice and also inconsictent with the treatment of the
inteczeeptor by the staff in the last rate proceeding., The
Commizsion agrees with Park that the interceptor 15 not ready
for service until completion of the Treatment Plant and, therefore,

5/ <

ection 5, (17), page 42.
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Park should be allowed to continue to charge allowance for funds
used during construction on the cost of this facility until the
Treatment Plant is completed and the interceptor placed in
service. The adopted cost of capacity rights therefore includes
allowance for funds uged during construction computed at an
interest rate of 8 percent from the time that payments were made
to the city of Lompoc to pay project costs until the Treatment
Plant is complete and placed in service.

Park argued that excluding the deferred debit discussed
above from rate base is clearly inconsistent with the Commission's
depreciation as outlined in the Commission's Standard Practice
U-4 which is used by Park in computing depreciztion accruals.

The staff elected not to include the deferred debit in

rate base because it will cease to be used or useful in VDD's
utility business and future customers should not have to pay
rates covering this amount in rate base. The staff determined
that amortizing the deferred debit over a 10-year period was
sufficient compensation for the retirement of undepreciated plant.
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The staff argued that the inclusion in rate base of the deferred
debit for a large unusual retirement, in addition to authorization
of the debit through rates, would unreasonably burden the customers.
In our opinion the question is one that requires further study,

but we do not wish to delay granting relief to Park. We will,
therefore, exclude the deferred debit from rate base for the purpose
of this decision, but we advise the parties that this issue may be

relitigated in Park’s next rate application.

Also, in computing rate base the staff's estimate of
contributions in aid of comstruction exceeded Park's as the staff
estimate was based on recorded connection fee receipts through
1976 while Park's estimate was based on recorded receipts through

1975 and estimated receipts for 1976. Being based on later

recorded data, the staff estimate wiil be adoptéd.

The staff estimate of resexrve for depreciation is lower
than proposed by Park due to the staff's lower total depreciation
aceruals prior to 1976, higher estimate of depreciated plant to
be retired, and the lower estimate of plant capacity rights.
Consistent with adoption of the staff's estimate of existing
plant to remain in service and plant to be retired, the staff's
estimate of reserve for depreciation will be adopted.
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Sumarized in the following tabulation (Table III) is
the rate base as proposed by Park and staff for test year 1977.
For comparison this table also shows the rate base adopted in
this decision.
-Table III

Rate Base
(Test Year 1977)

Ttem = Applicant _: _ Staif - Adopted :
(Doilars in Thousandé)_

Existing Ut{lity Plant $ 677,368 $ 663,790 $ 663,790
Capacity Rights 688,340 668,560 672,250
Materials and Supplies 3,820 3,820 3,820
Working Cash 2,080 2,080 2,080
Deferred Debit 92,532 0 kY

Subtotal 1,464,140 1,338,250 1,341,940

Deductions: |
Reserve for Depreciation 172,745 167,604 167,640

Contributions in Aid of

Construction 495,720 482,569 482,569
Investment Tax Credit ‘

Adjustment 25,829 2,516 24,660
Total Deductions 696,303 674,689 674,863

Rate Base 769,837Y 663,561 667,071
Rounded to 667,070

L/ Adjusted to amount shown in Exhibit 12.




A.56631 Sw/dav/ap *

Income Taxes

Park's computation of income taxes was based on its
estimate of results of operation and rate bage assuming that
certain provisions of the Tax Reduction Act of 1975 would
expire as scheduled on December 31, 1976. The staff estimate
of Income taxes was based on its estimated results of operation
and rate base including extension of provisions of the 1975 tax
law which were extended by the Tax Reform Act of 1976. The only
other difference in Park's and the staff's computation of income
taxes resulted from Park using the adopted tax depreciation from
D.85716 while the staff recomputed tax depreciation based on the
depreciation rate which will be used by Park. Park argued that
although it agreed that depreclation rates adopted ia the last
deciszion were Incorrectly computed, they were still the correct
Tates to use inm this proceeding because all other expense and
rate base items were carried forward directly from adopted
rezules in that deciston, even though there were other errors in
tae adopted amounts in that decision. Park believed that if
this one error is corrected in this proceeding, it should have
the opportunity to have the other exrrors corrected 2180. Park
was mot prepaved to make a showing on these other items becauze
it had treated this application as an offset appiication and its
vice president testified that Park had no Iindication that the
staff was treating it as other than an offset application until
immediztely prior to the hearing.

The Commdssion £imds that in the absence of a showing
by Park that the corrected tax depreciation amounts are incorrect
that it must adopt the amounts as proposed by the staff,

-




Rete of Return

Park and the staff both recommended a 9.5 percent rate
of return as this was the level authorized for Park for its VDD
in D.85715. We find this to be reasonable and adopt the 9.5 per-
cent rate of return as recommended by both Park and the staff,

and not a lesser rate of return as recommended by the Association.
Connection Charges

Park presently charges a connection fee of $295 for a
single-family home. Connection fee receipts to date have been
applied against the cost of its participation in the Treatment
Plant and are credited as contributions in aid of construction.
Following completion of the Treatment Plant, Park proposes that the
$295 connection fee be continued ard that all receipts from this
connection fee be deposited to the WCRF to meet requirements of
the State Water Resources Control Board Revenue Program Guidelines.
Park also proposed a schedule of commection fees for commercial
establishments including apartment houses and other residential
dwelling units with master metered water service based on the
size of meter required to meet inside usage requirements. The
stakf agrees with Park that the present connection charge of
$295 per commection is adequate to meet the needs for which it
is designated. The connection charge as proposed by Park for
single-family dwelling units and for commercial establishments
based on the size of meter required to meet inside water usage
requirements shall be adopted.
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Findings

1. The adopted estimate previously discussed herein of
operating revenues, operating expenses, and rate base fer test
year 1977 are reasonable. '

2. Vandenberg Disposal Division 1977 revenues at rates
proposed by Park would yield total operating revenues of
$329,180 and a rate of return of 11.50 percent on an adopted
rate base of $667,070. This rate of return is excessive.

3. The Vandenberg Disposal Division is in need of addi-
tional revenues to offset increased expenses and return on
increased rate base resulting from commection to the Lompoc
Reglonal Wastewater Treatment Plant, but the proposed rates
are ecxcessive,

4. A rate of return of 9.5 percent on the adopted rate
base of $667,070 is reasonable,

J. The proposed amounts of $2 per month for residential
customers and $.20 per Cef of commercial wastewater discharged
as user chaxge contributions and the proposed method of
accounting for these funds are reasonable.

6. The authorized ratescontained in Appendix A actached
hereto should provide annual gservice revenues of $299,590, an
Increase of 141.1 percent over the present rates for the test
year 1977,

7. The increase in rates for charges authorized by this
decision are just and reasomable and the present rates and
charges insofar as they differ from those prescribed by this
decision are for the future unjust and unreasonable.

The Commission concludes that Park's application

should be granted to the extent set forth in the order which
follows,
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IT IS ORDERED that after the effective date of this
order Park Water Company is authorized to file the revised rate
schedule attached to this oxder as Appeadix A and concurrently
cancel and withdraw presently effective schedules for sewer
service. ates as approved include user charge contributions
In the amount of $2 per month for each residential customer
and $.20 per Ccf of commerclal wastewater discharged, Upon
receipt, these amouvants with comnection charge receipts shail be
transmitted to the city of Lompoc for deposit in the Vastewater
Capital Reserve Fund, Ascounting for these Sunds sha2ll be 23
propesed oy Park Water Company in this procceding. The effec-
tive date of the revised schedules shall be four days after
the date of filing or upon comnection to the Lompoc Regicnal
viastewater Treatment Piant, whichever date is later. The revised
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schedules ghall apply only to service rendered on or after the
effective date thereof.

The effective date of this order shall be twenty days
after the date hereof.

Dated at San Francisco » California,
this 19th day of  April __ R s 1977.

President Batinovich signed this
order on April 18, 1977.

T

Commissioners
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Schedule No. Y

Vandenbers Disposal Division

GENERAT, RESIDENTTAL SERVICE

APPLICABILITY

Applicable to General Residential Sewer Service for single-family
residences and other residential dwelling units with individually
metered water service.

TERRITORY

Vandenberg Village and vicinity, north of lompoc, Santa Barbara
County.

RATES

Single=family residence or dwelling unit .e.ce... $S13.24 per month

SPECIAL CONDITIONS

1. Single-family residences are billed momthly.

. 2+ 1f service is discontinued for nonpayment of bills, a recon-
nection charge of 3100 is charged.
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APFENDIX A
Poge 2 of &

Schedule No, 2

Vandenberg Disposal Division

COMMERCTAL SERVICE

APPLICABILITY

Applicable to all sewer sexrvice except as shown in Schedule No. l.

TERRITORY

Vandenberg Village and vicinity, north of lompoc, Sants Barbara
County.

RATES

For commercial establishments including apartment houses and other
residential dwelling units with master metered water service:

Per Cef of water usage recorded on meter serving
other than irrigation or other outside UGE cesecnceess 5 LOR

or

Per Cof of metered vESLEVWALEr cveeccsrenccscscenccnn . $1.35
or

Per 1,000 gallons of metercd wastewater .ceeveeceseceees & 1.80

ylinimm Chﬂrze mr mnth LA AR L AL A RN RE RS R FN PR RN 313.21"

(Continued)

()

¢)
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(1)
(1
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APPENDIX A
Page 3 of g

Schedule No. 2

Vandenberr Disposal Division

COMMERCIAL SERVICE
{Continued)

STRENGTH SURCHARGES

For BOD and/or SS strengths in excess of 300 ng/l, a surcharge
computed as follows sholl be added to the volume charge:

Surcharge = Measured BOD or $5-300
0

X

Per Cef of water usage recorded on meter serving
other than irrigatiom or other cutside USE ceeeee $.13

or
Fer Ccf of metered wastewster cevvcecmscvsscences 3.14
or

Fer 1,000 gallons of metered wastewater weweeeeas $.19

TERMS OF PAYMENT

Yomthly minimum charges axe paysble in advance and usage charges in
excess of minimum charges for each month are paysble on a monthly basis
upon receipt of a bill for sewer service.

SPECIAL CONDITIONS

1. If, in the opinion of the Company, variations in monthly water
consumption are not the result of variations in imside water uszage,

sewer charges may be based on the average metered water consumption for
the three months with lowest usage during the preceding calendar year.

(Continued)

(N)

)
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APFENDIX A
Page & of 6

Schedule No. 2

Vandenbere Disvosal Division

COMMERCTIAL SERVICE

SPECIAL CONDITIONS = Continued

2. The measurcment of strenmgths of BCD and SS in wastewater
discharged shall be the responsibility of the discharger and such
reasurements shall be made from time to time to establish strengths
%o be used for billing purposes. Such messurements are limited to
only those customers who are known or believed to be discharging
wastewater of greater than domestic or base strength. lleasurements
shall be reviewed annually or at the request of the customer, or at
the option of the Company if there is reeason to believe that there
has been any significant change in the strength of wastewater
discharged.

3« If service is diecontinued by nonpayment of bills, a recon-
nection fee of 5100 is charged.

N

)
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@ APPENDIX A
Fage S of 6

Schedule No. &

Vandenberp Disposal Division

CONNECTION CHARGES

APPLICABILITY

Applicable to all new construction of wnits to be provided sewer
service.

TERRITORY

Vandenberg Village and vicinity, north of loopoe, Santa Rarbara
County.

RATES

A sewer comnmection charge, in accordance with the following
schedule, will be paid upon establishment of water service based on t

the size of the meter or sub-meter serving water which will eventually |
be discharged to the sewer. (N)

For single-family residence or other resideatial dwelling unit ()
with individually metered water service “sssreccsccersesnavenncases 2295 (C)

(Contirued)
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APPENDIX A
Page 6 of 6

Schedule No. &

Vandenbers Disposal Division

CONNECTION CHARGES

RATES « Continued

For commercial establishments including apartment houses and other (N)
residential dwelling units with master meiered water service based on
the size of meter required to meet inside usage requirements:

Meter Size Capacity, oo Factor Charge

5/3 % 3/4~inch 20 1 3 295
3/4=inch =0 1.5 s
l=inch S0 25 740

1¥=inch 1c0 5.0 1,475

The comnection charge for larger size water meters shall be based
on the rated capacity of the meter computed in the same manner as illus-
trated above. The comnmection charge in the event of an increase in
meter size shall be the difference btetween the listed charges for the
new and old meter.




