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Decision No. _9_0_'_8_0_ SEP 121979 

BEFORE IBE POBLIC lJ'IILI'.tIES COMMISSION OF '!HE STATE· OF·· CALIFORNIA· 

In the Matter of the Application ) 
of AZUSA VJJ.:J.E{ WATER COMPANY, a ) 
California corporation, for ) 
authorization to increase rates ) 
and charges for water service. ) 

Application No.. 58308 . 
(Filed August 18:, 1978:) 

, ) 

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

Bertram Patrick, for the Commission staff. 

OPINION ----- ........ -
Azusa Valley Water Company (Azusa) is a California 

",1,' 

public utility water corporation headquartered in the 'city of 
Azusa and furnishing domestic water to portions of the cities 
of Azusa, Covina, Glendora, Clendale, and West Covina,. and to'" . 
unincorporated portions of Los Angeles, County_ The subject 
application seeks general rate relief, including au increase 
in Azusa's rate of return. 

After notice, bearings were held in the city of 
Los Angeles before Administrative Law Judge Jerry Levander on 
March. 27 and 28, 1979". The proceeding was submitted on: the 
latter date subject to the receipt of late-f:tledexhibits 
which were received on April 4, 1979'. 

Prior to these 'hearings Azusa and the Commission 
staff;"~~ld an informal public meeting in Azusa" to' answer 

.. :--'" 

customer questions concerning the proposed" rate increase. 
" . 

" '. , ., 
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Azusa's revenue. requirements .. study (Exhibit 1) filed 
with and in support of its application" requests a rate increase 
of $322,l33 (22.35- percent):for 1979 and a further 1980 step 
increase of $85,794 (5.86 perceut) as an attrit:ton offset to . 
maintain a 10.5 percent '.rate of return on rate base.. Azusa t s 
revised request (Exhibit 4) is for an increase' of $242,163: 
(17 .Zpercent) over present rates (see Advice Letter No .. 21)· 
for 1979 and an additional $93,450 (5.7 percent) for 1980. 

Exhibit 4 reflects reductions of (a) revenues bY",$3S",201 (197,9): 
and $35,742 (1980) to flow: through ad valorem tax' savings. due 
to the incorporation of Article XIII-A in the California 
Constitution and to correct an earlier error) (b) federal 
income tax rates, (c) $53-,203 for 1979 and $47,82:5 for 1980 
t~ reflect lower ad valorem tax expense, (d) grou~dwater 
replenisbment estimates of $29,592 for 1979 and $30,099 for 
1980 to reflect the tben current: replenishment assessment 
rate of $3.50 per acre-foot, (e) franchise taxes, and, 
(f) uncoll.ectible expenses. 

Azusa seeks a 10:"5. percent rate of return on its 
rate base for test years 1979 and 1980.. It claims that due 
to attrition in its rate of return., a step increase in rat,es 
is necessary to offset a deterioration iu earningsdue.to 
increased payroll, purchased power, insurance, andmaintenace 
expenses, alld due to increas4!d interest charges (which impact 
its illcome taxes and its cost of capital). .. 

t . - -. -.-~ '.- .... ' . _., .. .'" .' . '. ,----- - - ..... ----. 
Azusa s updated study, Exhibit, 4~ shows: de_.min.imus.-.-_ .. , .. _,.~_ 

- ........ ~ --.,.~--,.- .... ' ........ - . 

changes" in" net 'operatini"revenue" at', present "rit'es. betwee1.'J.-1979 and 
1980 and that the attrition in rate of return is due to- an 
estimated 12.6 percent increase in ratebase 7 'primari1ydue 
to Azusa" s contemplated construction program·. 
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The staff did not believe that Azusa; would meet its . ' , . 

ambitious 1980 construction schedule, which ineludes$S75-,OOO 
for filter plant structures and improvements au~" additional 
water treatment equipment to expand' its San .Gabriel River 
surface water treatment plant and $100,000 for :;a new tele
metry system. The staff excluded these amounts from' its 
utility plant estimates.ll These improvements ~ouldinc:rease 
the filter plant capacity from 5.0 million gallons per day 

2/ . 
(mgd)- to 7.5 mgd by providing for the' settlement of 

,",' .. 

turbidity to permit processing of surface waters,;..which. are ,', , 

presently bypassed arouud the treatment p.lant. ',zhe treatment 
plaut is located' at a high elevation. The treated water 
could be gravity fed into most of Azusa's. system. Azusa's 
energy requirements for well pumping. and boosting: could be· cut 
back'bY. supplyirig'~'more treated water to the system .. : 

. There will be water quality benefits: for AZusa's 
customers related to- expaus ion' of the treatment plant. Due 
to Azusa's lesser dependence on its well supplies, the impacts 
of increasing nitrate cooeentrations. in some of Azusats wells 
would be reduced. 

'The improvements in Azusa's telemetry are designed' 
to improve operational control and to achieve further energy . 
savings. 

The staff concludes that thef:Liter~p:iani.atid-"~·-~~ 
telemetry improvements are reasonable and necessary for 
improvement of Azusa's system. 

lIThe staff included :'$37 ~OOO for filtration p-lant:-d~sigu in.'··-
- .l,9.'Z.9_.__: . " 
~/ When turbidity· in' the" San Gabriel River :i:s·very low~ 7.5 mgd 

can be processed through the plaut. 

-3-, 
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A staff witness recommended Commission adoption of an. 
offset procedure in which Azusa could seek further rate relief by 
advice letters after the filter plant-improvements and after' the 
new telen:Jetry system are placed in service. He recommends that changes 
be reflected in a revised summary'of earnings for increases in (a) 
operation and maintenance expenses of $5~000 annually to .clean two; 

. clarifying tanks ~ and (b) ad valorem taxes resulting from USing a 
1.32 percent composite tax rate for the $538",000 treatment plant addi
tion and for the $100,000 telemetry system addition,. and for increases 
in rate base to reflect the filtration plant and telemetry system 
additions. He recommends inclusion of offsetting reductions in 
income taxes caused by increases in tax deductions for additional 
depreciation, interest, and investment tax- credits (IIC). 

Azusa's unrebutted te~timony shows that (1) .its actual design 
commitment for the filter plant was $41,500 rather than $3:7,000,11 . 
(2) the design would be complete,d in May 1979, (3) construction con
tracts for this work would be let on June 1, 1979, (4) most of the
construction would be accomplished between July and October of 1979', 
(5) the existing treatment plant would be taken out of ~ervice for 
two weeks during a period of low demand to connect the new facilities 
with the existing plant ~:' and that (6) the filter plant ,addition would 
be operative late in the fall of 1979 rather than in 1980 as. originally 
contenq>lated. 

JJ The staff concurs. 

-4-
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Azusa contends that it' could live with the staff filter 
plant offset proposal but that it would be penalized if. the 
Commission did not allow for this construction in 1979:, and that 
it had verbally secured a $400,000 commitment for financitlg the 
filter plant construction. 

We will give recognition to this construction by .includ-
ing $162,000 in cocstruction work in progress for 1979 (based' upon 
a two-thirds weighins of the $41,500 design charges and a',one-
fourth weighing of the $538,000 construction cost for t.his facility) • 
The staff offset proposal should be modified to add the remaining 
$417,500 of filter plant additions to plant and to reflect annualized' 
changes in expenses as follows: (a) The initial summary of earnings 
should begin with the summary of earnings adopted,' herein adJusted 
for any subsequent rate relief authorized by the Commission;.(b:) 
changes in chemical costs at the treatment plant; (e) increasecl 
depreciation expense;. and Cd) reduction in rate base to reflect 
adjustments to the re~~e:r:ve for depreciation (e.g., the depreciation 
accrual for the first year of operCi~tious of the new plant ) and to' 
reflect an additional ITC adjustment. 

-5-', 
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The staff further recommends that the telemetry . 
system offset be combined with another offset (e.g •. , for 
purchased water or purchased power expenses). 

The staff concludes that painting the Wilson, 
Gladstone, ancl Griffith reservoirs. and cement-mortar lining 
of mains within Tracts Nos. 19943 and 12002 will be 
accomplished' in 1980 rather than iu 1979, as estimated by

Azusa. 
We will adopt the staff'proposal for a telemetry 

offset modified to include anne ;-~te base adjustment and 
m:i ope=ca.tional expense adjustment,~ and to permit . 

inclusion of the revenue requirement for inclusi:on ,of the' 
plant additions and expenses for painting and cement-mortar 
lining work on the staff basis.if .-

The step increase proposed by Azusa would offset 
attrition caused by rate base increases from 1979' to- 1980 •. 
The offset procedure authorized herein eliminates, the need' . 
for consideration of a 1980 test year. Therefore, .this 
decision will be based upon Azusa. r s 1979 test year revenue 
requirement. 
1979 Results of Operation 

Table 1 compares the 1979 S'nmmary of earnings~ 

estimates of Azusa and the staff for 1979' at present· rates 
(the rates reflected in Advice Letter No. 21) and at Azusa's 
proposed rates, as revised in Exhib:tt. 4 ,2/ and shows· t;he 
adopted snnDDary o~ earnings. The d:Lfferences' are disc:Ussed 
below. 

~/ Azusa should: quantify its· estimated' operational cost savings
including reductions in energy requirements~ _ 

.[ -if See page 10 of Exhibit 7. " 
§/ The revised staff estimates. were calculated: on a basis 

consistent with its original estimate. 

-6-
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~4tin.s Revcuea 

Deductions 
~rat1ng, & &int. Exp. 
l)q>red.a.uoc. Exp. .. 
Taxes ~cr lb4n Iueome 
lncoca.c 'r AXes 

'rotal Deduetions 

Net Operating, Income 

Rate :Sase 

4te of Return 

Azus4. Valley Water Comp4n1 

S\JIDI:Il4ry of Eo.ndngs 
(Estimated, Ye.:t.r 1979) 

• 

: Wv1ee Letter 21) Proposcci RateCi : Wv1ee : 
hesent Rates :- as RMs«1 by AZUSll :Letter ·21): 

: AzUSA : Staff : Azuu-o. St4.ff:- Preaent 
:Est1uwtc :Est1m4.te :Estilll4tc:- Eatim4tc : :R.?te& 
:(Exh .. 4) :(Exh. 9) :(Exh .. 4) :{Co1cu1atedh Ado?tod' ~ 

(Dollors in l'hou4.:mds) 

$1,.405.8 $1,.395.8: $1.64&.0 . $1,629~S 

777.7 741 .. 4 778.9 745-.1 
l3.3..4 126.5 133. .. 4 126-5-
93.2 72'.9 96,.2 72'.9' 

_:'152.5- 179~ 7 273.&' , 296~7 

1~1S6.8, 1,120..$ 1,2S2~1 1,241.2' . 

249.0 27S.3 36S.9~ 388.~ , 

3,485.1 3,219'.2 3,485-.1 3,,219.2' 

7.14't 8.SS't 10.50': 12.06.': 

-7-

$1,39'5, .. 8: .' 

e61.~7 
!26':S,: 
7> . ..0: 
S;l~Q 

1,11.S·1,' 

U?·1 

J~.3et"2 

.~.' 

.~~; , . 
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Operating Revenues 
The staff adopted Azusa's estimate of use per 

customer which includes the impact· of Azusa's past and ongoing 
conservation programs. The staff estimate of numbers of 
customers is lower than ~~ars due to staff review of later 
data atld a more conservativC' approach in estimating customer 
growth.. Azusa r s consultant' made a last minute review of 
his customer estimate~ together with the related plant 
estfmates~ and testified that he believed that' his original 
average eust:omer estimates were still vali.d; even though his 
1978 estimate was 78 customers too high. There has been: a 
downtl:elld in residenti.al and single-family and multiple
residential construction in the southern California area 
between 1977 and 1978. The combined impact of continuing 
high levels of inflation and higli',b~;lding.J9.a~_~o~t.s~'-'--'·-- ~', 

leads us to adopt the staff r S more conservative' 19'79' 
estimate of numbers of customers and revenues. 
Operating Expenses 

Source of Supply and Power 
Azusa and the staff agreed that the cost for 

replenishment and administrative assessments levied' .by the 
Upper San Gabriel Valley Water master for all water pumped 
or diverted by Azusa should be based upon actual assessment 

7/ . • rates- and that any changes in the elec'tric rates of the' 

1/ We take official notice':; of the increase in the Watermaster 
assessment for makeuz.:;' water of $12 per acre-foot (AF) adopted 
on .June 6~ 1979- and 0: -the replenishment and. administrative 
assessments adopted:. ~y>; :he Upper San Gabriel Valley Water -' 
master for all wate:c-' r:""'..Jlped or d'iverted. of $7.00· and' $0.90 
per AF ~ respectively ... : ::::;: . .. . 

,:'1',' 
" . ' 
, .r'. 
" .. 

~ I 

. ~Ij!, 
'., .. \ ' . 
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."',~,:~ 
I, '" \ .... l~~ 

'.'.<:>: ~~; 
" . 

Southern California. Ed~on:C~~y (Edison)!/ prior to. the 

issuance of this decision should be reflected in: this 
decision. Power requirement$ for operation .of Azusa t s 
wells and booster plant~f'are dependent upon numbers of 

customers~ use per customer i which: is impacted by Azusa ~ s 
past and ongoing. water conservation programs,!Q/ ,and by the 
level 'of unaccounted for water. Azusa's. programs have 
reduced the percentage of unaccounted for water fn its system 
to a level below the industry average. Azusa makes the 
m.aximum. possible use of surface water diversions through 

" 

its treatment plant to cut back on well pump,ing to, conserve 
energy. As noted above, operation of the' new treatment 
plant will further reduce well pumping requirements. 
Azusa r s energy and water, requiremeu~s have been further 
reduced through the lowering; of pressures' in one 0'£ its 
system. pressure zones from, a range of 70 to 100 psi: to-.·a 
range of 60 to 90 psi. 

§/ Azusa also purchases power for pumping: from the city of 
Azusa. 

10/ -

Azusa's Gladstone Reservoir booster pumps operate at a below 
normal efficiency level. However, these units are presently' 
operated on a very limited basis during extreme peaking condi
tions. Azusa r s manager testified' that the cost of overhauling 
these units was not economically justified due to the limited 
use of the equipment. While we would ordinarily require a 
utility to overhaul its equipment to operate at a reasonable: 
efficiency level, the ltmited use of thi$equipmeut does not 
justify m.anclating tha.t overhaul at this time. Installation'. 
of Wanlass motors should be evaluated at such time as Azusa 
does overhaul any of its pumping units and for new installa-
~ions. . 
These programs include: (4) reduced main flushing. (b) not 
topp~ its reservoirs. (e) a continuous leak detection 
program, (d) less irrigation on' company landscaping, (e) a 
cement-mortar lining or replacement program with emphasis 
on old unltoed steel mains at locations of known or suspected 
subsurface leaks, and (f) installation of connecting mains 
to el;minate deadends and reduce flushing. associated~with 
deadend mains. 

-9-
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The following tabulation shows total water production 
from the treatment plant and from wells adopted in thisdecis10n 
and the related source of supply expenses, based: upon the rates 
shown in footnote 7. The tabulation also shows the amount of 
kilowatt-hours and expenses required for Azusa's operations 
at Edison's July 3~ 1979 rates and at the city of Azusa's 
March 19' 7 6 rates utilized in the company's operations for 

. . 

test year 197~. The staff's esttmate for unaccounted'for,water 
will be adopted because it, better reflects: the' impact ·of· the 
measures being taken. by Azusa to lower the percentage of 
unaccounted for water than does Azusa's estimate. 

Source of Supply and Power for Pumping Expenses 
Test Year 19'79 

:Treatment :' 
. . ' 

: ____________ I~t_em ____________ ~ __ ~W~el~lu' ____ :_%$~~,~t,~;~§~~:_AP1~'~n~t __ :~·_· _I~9~t~A.l ___ : 

Volume of Wa.ter Produced. 

Souree of Suppy Expenses 
Makeup Water.!! 
Rep1ea1ehmct.!l 
Admin1etrat1 ve~ 

Total 

Purch&aedPower 

Purch.ued Power Exp4:nee 
C1tyof~ 
!diSO'fls/ 

Total. 

4,462.l AE 

$53,545-
-0-

4 J 016 
$57.561 

3,207.8: MkSih 722,.7 Mldrlh 

$ 49,710 $11,786 
961117 261887 

$14$.827 ~38.673 

y Rues shown in footnote 7. 
~ Rates 1n effect as of Karch 1976. 
9 Rates in effect &8 of July 3,.. 1979. 

-10-

5t'2S9.7 13 9~721.8,A:F. 

$63,116· $116,661 
-0-' .. 0- . 

4 J 734 4 1 734, 
. S67.8SO Sl?1,39? 

99 .. 4 MkWh 4,029~9' Mk'Wh 

$ .. 0- $ 61,496-
Sl 018 128.022 

~ 50,018 ~189.S18: 
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Payroll 

, ~, ' 

<~.~~!"~ .. 
. \~"!, 

":~7'1: 
... ; '\0; 
,~~j'~l 

,J,,' 

,:~.,.::/.> 

The staff concurred with the need' for··.tr.U additional 
";,',,," . 

employee to handle customer growth in commerc ia~i'\accounts and 
for capital improvements. However, the staff d?pbsedthe 
inclusion of $20,000 in payroll to fill the ass:Ls:l:ant manager 
vacancy which has been unfilled for two years.' Azusa's 
manager testified that "(a) he became manager after his 
predecessor was suddenly incapacitated; (b) he was trained 
and able to meet his new responsibilities; (c) he' had 
anticipated being able to run the cOtllpany without an. 
assistant manager, but found that he was working overtime 
during. weekda y s and on weekends and was:: not taking his' 
vacation allowance; (d) there was no other person in the 
firm who- could de the minor engineering. and 1:echnicaJ:, work 
which were part of his job requirements; and (e) he was 
directed to and wanted to hire an employee capable of be ing 
trained to take over his duties. The chairman of the board 
of directors and president of Azusa testIfied that the 
board of directors believed Azusa's entire operations. were 
in jeopardy because no person with managerial ability could 
take over in the event it became necessary to, do· so. 

Azusa's estimates include 8: percent annual increases 
in payroll expense. The staff recommends a 7 percent payroll 
increase limitatiotl, or a $3,000 adjustment to payroll expense, 
to conform with the Federa.1-:-couneli":On.wag';'·~nd'~'P:;1~St~b.!1£ty' s 
voluntary guidelines. Azusa. contends that its increases 
represent both cost-of-living increases for all employees 
and merit increases for certain employees. Beginning 
January l~ 1979 Azusa authorized~ a 5.39' percent:[ncrease' 

-11-
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in payroll consisting of a 3.43 percent cost-of-living 
increase and 1.91 percent for merit increases. Azusa 

authorized a 3, perce~~ . cos~-o.f~ living incre~s~. to ~t~" 
employees on .January 1. 1978 and a 3,.1 percent cost-of-' 

--r-iving -increase- and'-mer1~·"tncreases' of "J:'.19" perc"ent" on"--'-' 

" 

-Jul-y.-l,-19.18_-,':tba-...ave.r.ag&-annual..;.payr<>11"-increase.-:-for".197~ __ ~_ ._ .. 
-waS' -6.1-perceut-. ~AzUSa-autliorized' ':a-4: 6"-percent::'-payr~if--'""---'"--
increase on May l~ 1977. which included a 3.76 percent 
cost-of-livi~ increase. 

We concur with Azusa as to its need forfillfng 
the position of, assistant m.anagerand have included $20,.0'00 
in operating expenses f,or that position. 

The 8 percent increase in wage levels proposed, by 
Azusa for 1979- is reasona.ble~ given. industry wage increase 
trends in recent years and the company's, need to attract 
and retain competent personnel. The 1979' expense payroll 
estimates of Azusa and the staff an<:l the adopted payroll 

are $340.200, $319 .•. 900 .. and $345,300,. respectively. ' 
Postage 

The adopted postage expense estimate should 
paralLel the adopted staff estfmate of numbers of customers. 
Howe,,'er. the amo\mt paid should reflect the14-cent bulk 
mailing. zip-coded rate paid by Azusa,. rather than the 15-. 
cent rate used by the staff. 
Pensions and Benefits' 

The staff esttmate of pensions and' benefits is based 
uPQ,U later recorded' data than used' by Azusa, atbree-year' 
average of expense per employee,. and wage adjustments,. The 
adopted expense of $42,000 applies the staff methodology to 
the adopted payroll. 

-12- . , 
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Directors' Fees 

The sta.£f proposes a reduction. of $3,600 in 
directors' expenses consisting of $150 per month for the 
president, $100 a month for the vice president, and $50 
per month for the treasurer. The staff contends that 
these expenses constituted' administrative and'general 
payroll representi~ expenses for official services 
performed for the administration of the company. Azusa 
contends that an increase in directors' fees is. necessary. 
to- compensate the directox:s for their involvement in its 
extensive construction, program and in negotiations' for 
required financing. 

. ~, .. ". _.-. 

, ,. __ .,.- .- -AzUsa:~'s"pos1t1on is reasonable and, will be ' . . _ .... -- '., '.'--"" .. _. 
adopted. 
Payroll Taxes 

'!he payroll taxes incorporated in the adopted· 
results of operation incorporate the latest applicable tax 
rates and the adopted' payroll. Azusa should correct the 
classification of payroll taxes and certain expenses 
(e .. g., postage expense) in accordance with the Uniform 
System of ACCOutlts as recommended by the Commission staff. 
Ad 'v.iiorem . Taxes~'and Depree :tat ion Expenses 

.. 

The staff's ad valorem tax estimate and depreciation 
expense should,be modified to reflect the adopted plant 
additions described herein. 
Other Deductions 

We will adopt, the staff estimates of the remaining . 
differences in expenses, other than for taxes on income" 
which are based upon later data than used' by Azusa. 

,I 

" . 
'i 
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Income Taxes 
The adopted income taxes reflect current federal 

and state corporation tax rates, adopted operating revenues, 
and revenue deductions. The adopted $130,600 interest and 
amortization of debt expense used :tn calculating Azusa's 
income tax expense reflects the $400,000 1979' loan commitment 
for Azusa's construction programs!!! at 1-1!8: percent above 
the prime rate. l2! Azusa has elected to reduce its· rate base 
by its investment tax credit (Option 1). It utilizes 
straight-line depreciation for in;ome tax purposes. 
Rate Base 

" 

::: 

In our prior d.:I.scussion of Azusa's 1979 t~st year con-

struction schedule, we have included' $162,000 in construction 
work in progress for the filtration plant expansion, and have 

excluded telemetry system improvements, painting, and cement 
mortar-lining work. Inclusion of the revenue requirements 
associated with completion of these items will be authorized 
by offset filings. 

We will adopt the remaining staff estimates for 
other plant additions and retirements based upon later 
tnformation and for consistency with our adoption of staff 
customer estimates. Most of the remaining. facilities are for 
in-tract distribution systems, financed primarily by advances 
for construction, which are related to customer growth. 

B/ 

Azusa estimated $500,000 new borrowings in 1980. Azusa 
states that it had secured an informal commitment for·' 
$400,000 of such bor=owings for 1979'. 
The prime rate was 11-3/4 percent as of July 27, 1979'~:~" 

-14-
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Differences between Azusa and the ,staff for, 
depreCiation expense, the reserve for depreciation, advances 
for construction, contributions in aid of construction, and 
for the investment tax credit adjustment to' rate' base were 
based upon their respective weighted plant estimates. The 
staff estimates based upon later data are reasonable and are 
adopted for those items not discussed above. 

Azusa's working cash allowance was based upon use 
of one-sixth of its estimated operating expenses., The staff 
utilized the simplified method of determining working cash 
set forth in a staff standard practice (U-16) for d'etermining 
working cash. We have previously adopted working cash . 
allowances based upon the methodologies set forth inU-16. 
We will adopt the staff method in this. proceed:ing. as applied 
to adopted expenses. 

The adopted rate base for test year 1:979'i5 
$-2~3S1,,200. 

-
Rate of Return 

Azusa is seeking authorization to increase it,S 
rates to produce returns on its 1979 and 1980 rate bases of 
10.50 percent. It seeks a 1980return on common equity of 
13.75 percent. Azusa's witness testified that (a) Azusa is 
faced with extensive capital expenditures over the next 
several years; (b) a large amount of the capital to finance 
these improvements must come from internally generated 
revenues; (c) it will also be necessary to acquire debt 
from. outside financial institutions and (d) the proposed 
ra.tes were designed to meet Azusars· need for additional 
1llcome, to demonstrate financial strength to' acquire outs.ide 
financing. at fair t:erms, and' to' provide a fair return to' its 
stockholders •. 

-15-
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Azusa's computation of debt' cost contained errors 
in loan balances which were carried through to, its estimated 
capital ratios and cost of capital.. Azusa estimated a 
9.5 percent rate on an existing five-year loan based' upon 
prime plus 7/8 percent and a 10 percent rate on a new five-
year $500 ~ 000 loan. . 

The staff esturiated a 10 percent prime rate~ which 
resulted in a nominal 10.875 percent on Azusa's old loan and: 
11.125 percent on Azusa's proposed $500~000 loan. The staff 
recommends an overall rate of return of 10.04 percent on 
rate base ~ which equates to a 12.50 percent return on common 
equity on the staff capital structure. This rate of return 
was estimated to provide an after tax interest coverage of 
3.55 tilDes and a combined interest and preferred stock 
dividend coverage of 3.02 times after income taxes. 

The 1979 capital ratios would not significantly 
differ from the staff 1?80 esttmates,13/ given the reduction 
in new debt from $500~0~':}"~~0 $400~000 and a reduction in 
earned surplus included'" :: .. ~~,: common equity. Azusa's long-term 
debt cost will be 9.97 Pef~ent based upon a new $400~OOO 
loan issued at l-l/S. perc,ent over the recent pr:!me rate of 
11-3/4 percent. Usini:"th:~:staff estimated' capital ratios, 
the cost of debt would i~erease from 2.83 to 3.12 percent 
of total capitaliza.tion~ a 0.29 percent dlfference .. 

13/ l.ong-term debt 31.30 percent, preferred stock 14.94 pereent~ •. 
- and common stock equity 53.7& percent. . 

-16-
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I, ' 

We have considered the 'factors c-ited by Azusa and 
) I', 

by the staff (see pages' 8- and 9 of Exhibit lO)~ Azusa's very 
healthy and flexible capital structure. and the further 
increase in the cost of debt i,n'adopting a 10 .. 35 percent 

rate of return on rate base for test year 1979". The,staff 
recommendation for return on common equity is reasonable,. 

, 
The operating revenue requirement, requi~ed to 

produce a 10.35 percent return on a rate base of," . , , 

$3~381~200 is $1~607~400, an increase of $211~600':(15',,~ percen't) 
over present rates. 

Azusa should file an'application to: secure 
Commission authorization ,for new long-term debt. 

Azusa should ~~lore the possibility of" securing 
longer term'debt commitrrlents (e.g •• mortgage bonds) to' 
lower its interest cos'~~:~!' 

... 

~' 

-17-
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Rates 

The following tabulatio'Q,shows Azusa's present 
general metered service rates which were effective on 
October 26~ 1978 and its'proposed rates for 1979' and: for 
1980: 

· · .. .. 
· · 

Per Meter Per MontE : 
: Pro~sea Rates :. 

': 197~ and ,1980 : . .. · Item . . .. 
Present, : . . ., _ ~ " Non-, : 
Rates :Contract.!f:- '. contract: 

Service Charge 

For 5/8 x 3/4-ineb. meter 
For ~/4-inch mete~ 
For l-iuch meter 
For 1-1/2-iueh' meter' 
For 2-inehmeter 
For 3-inc:h meter 
For 4-inehmeter: 
For 6-inehmeter 
For S-inch meter 

$ 1.50' " S. 2 .. 60' $- 2.40· .. ·· , 

3.00 4.60 4.40::' 
5.50 " s: 10 . . 7.90., . ,', 

8:.00 13 .• 10·' 12:~90;' 
12.00 20'~10' 19:'~·9(f,'· 
18-.00 33:~10::" 32.: 90::'" 
2'8' .. 00 53·.:10:, 52',' .. 90,' .,. 
40'~00· . 90'~-lO' 8:~':.90;: .. 
55.00, 13S:~10 134.90:' 

,". 

Present 1979', ' 1980';', 
Rates 'Rates Rates" QE!ntity Rates 

First 300 cu.ft.~ per 100 cu.£t. 
OVer 300 cu.£t.~. per 100 cu.ft. 

$ 0.230 
0.270 

$- 0~2'30 
0.274 

The service charge is a readiness.-to-serve 
charge to< which :ls. added the charge, computed' 
at Quantity Rates~ for water' used during the 
month. 

$- 0.241 
0.:299' 

~I '~he contract rate service charge is applicable to, all 
general metered service located in the Company's' 
service area receiving fire protection from fire 
protection agencies receiving fire hydrant service 
from the Company under fire hydrant agreements 
provided for in Section VIII7 Paragraph. 47 of 
General Order N~. 103. The non-contract service 
charge rate is applicable to all other metered 
service located in the Compa.ny· s service area. If 

-18-
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The staff recommends a lesser percentage differential 
between the first and second quantity blocks than propOsed by 
Azusa and no change for the lifeline quantity block of 300 
cubic feet _ Therefore ~ the balance of the revenue requirement 
for general metered service would come from increases, in 

service charges. 
Increases in the magni.tude of p-lant additions~ in 

the recent past and as contemplated for 1979' and 1980,. which 
are not primarily related to customer growth,. are fncreasing 
Azusa t s fixed costs. Tllis increase in fixed costs justifies 
fncreases in Azusa t S relatively low service charges. We will 
adopt the staff recommendation not to increase the lifeline 
commodity block charges in the adopted rates and in the 

offset increases discussed berein. 
The propOsed contract versus non-contract 

differentials (e.g.', 20 cents- per month for customers served 
through a 5/8 x 3/4-inch meter) were designed te- recover fire 
hydrant revenue losses from customers served by fire protection 
agencies which entered into fire hydrant agreements with 
Azusa pursuant to Section VIII.4. of the Commission's General 
Order No. 103. Such agencies ass'l.'lme responsibility. for 
maintaining public fire hydrants and are relieved from 
paying fire hydrant rentals pursuant to Azusa t s tariff 
Schedule No.5.. There is a tax burden on customers served. 
by fire pr~tection agencies which continue to pay: fire' hydrant 
rentals to Azusa. 

Fire hydrant revenues exceed operatin~ and maintenance 
expenses. However ~ fire hydrant rates are not des.ignedto· 
recover the very large fixed costs associated wi.tn installing 

,) '. 

larger mains, pumps, and storage necessary to- meet fire flow 
requirements in addition to meeting metered sales requirements. 

-19-
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The proposed differential avoids burdening, customers 
payi~ taxes for fire hydrant rentals from absorbing revenue 
losses caused by agencies electing not to pay f,ire hydrant 
rentals. Azusa's proposed differential is reasonable and is 
adopted. 

The changes in rates and condltions'proposed'by 
Azusa for private and public fire protection service are 
reasonable and are adopted. 

Appendix A~ attached hereto, contains the rates 
adopted herein. The timing of this decision is such that 
the 1979 authorized increase complies with the Federal 
Voluntary Wage and Price Standards. 
Findings of Fact 

1. Azusa is in need of additional revenues~ but the 
proposed' increases of $242~163 for 1979 and additional 
increases of $93,,450 for 1980 are excessive. 

2. The primary reason for attrition in the rate of 
return on Azusa's rate base between 1979' and 1980 is due to 
increases in rate base. 

l. The timing of when Azusa's new plant is placed' in 
service will affect t·be rate of attrition. 

4. Adoption of a 1979 test year together with the 
adoption of the offset procedure set forth on pages 5 and 6 
he:e~l will provide a reasonable balance between 
Azusa's revenues and its revenue requirements. 

5. The proposed rate of return on rate base of 
10.50 percent requested by, Azusa to produce a 13.75 percent 
return on common equity is excessive. 

6. A rate of return on rate base of 10.35 percent is 
reasonable. 

7. The adopted estfmates previously discussed herein 
(as set forth in Table 1) of operating revenues~ expenses. 
and rate base for test year 1979' reasonably indicate the 
results of operations in the near future. 

-20- /' 
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8. It is reasonable to adopt the rates set forth in 
AppendtKA attached hereto. 

9. Revenues will be increased $211,60,0 by the 
rates authorized herein. 

10. The authorized rates set fo~-th in Appendix A are 
just ~ reasonable:t and nondiscriminatory.. All other rates 
and charges to the extent that they differ from Appendix A 
are unjust and unreasonable .. 

11. These rates are consonant with the Voluntary Wage 
and Price Standards promulgated by the Federal Council on 
Wage and Price Stability. An 8 percent wage increase is 
justified due to the level of past wage increases and to 

Azusa's need to attract and retain competent personnel. 
Conclusions of Law 

1. The application should be granted to the extent set 
forth in the order which follows .. 

2·. The effective date of this order should be the date 
hereof consistent with the timing parameters contained in the 
Commission's Regulatory Lag Plan for water utilities,' (see 
Resolution No. M-4705) .. 

ORDER 
~----

IT IS ORDERED that: 
1. After the effective date of this order, Azusa Valley 

Water Company (Azusa) is authorized to file the rate schedules 
attached to this order as Appendix A. Such filing shall comply 
with General Order No. 96-A. The effective date of the new 
and revised schedules shall apply only to service rendered' on 
and after the effective elate of the· revised schedules. 

-21-

i." 



• • 
A.S830S nb * 

2. Azusa is authorized' to file advice letter offsets for rate 
relief covering the plant additions described on pages.> and' 6., 

Tnese advice letters may be filed only after the- additions. are placed 
in service and staff has verified completion .. 

The effective date of this order is: the date hereof. 

Dated SEe: 12 .9~ San Francisco~ California. 
~ .' , q , , ' 

, \/. ' \ " 
" " .... , l' 
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Appendtx A 

Schedule No.. 1 

C~tRAt METERED SERVICE 

APPL!CAaIU'I"'( 

App11eable eo &11 me~ered water service:. 

'r"£RR !'TORY 

Pot'1;ions of Az\ls&. COvin.a,. Clendora,. Irwindale. West Covina .and. vicini~y .. 
Los Angeles Co\lnty .. 

Service Ch&rgc: 

For SIS x 
For 
for 
For " . 
For' 
For 
FoC' 
For 
for 

3/4-1nch meter .-._ •••• _ .••••• _ 
3/4-1nch· meter ............ _ ••••• 

l-inch meter ................ .. 
lIZ-inch meter ................. . 

2 .. i,nc.h meter •••• _ •• , ........ . 
3-inc:h meter •••••••.•• _ ••••• 
4-'inch meter ••••••••••••••• 
6-1nc:h meter ••••••••••••••• 
8-inc:h meter •••. _ .............. . 

~antity P.ates: 

Fir:>t 30'J c:u.:1;.,. per 100 cu.!t ........ . 
Over ~OO c:~.ft.~ ~rlOO ~u.£r ........ . 

.Per Meter· 
Per·. Month. 

:11-
Con.tract.-

$ 2.60 
3·60 
6.60 

ll.;10 
20.10 
33 • .10 
53.10: 
90.10 

US.10. 

The ~e-r ... "ic:e c:har.;e is a readiness-to-:!'c:'vC" c:harge to whieh :..~ .)':'.:i~4 
:h~ c:ha=-s~. C:O"'!l?uteC a.t Q\!.;:-.ti:, R4t~$. foT" wate: usc:-d (.!~~rLn;.; :bQ 
month. 

!/ '"T.'l~ con:rolc:t r ... tc s~tviC:Q- chArg~ is .'Pplic:a.ble to all &~:'I~ral metered 
:o>cr'lice loc.tt'd tn the Company', service- ar.:a receiving' £iT~ J)l'Otection. 
!rom fir~ pro~eccion 4s~nci~s receivtns tir~hycranc st'rvic:e tro~the 
Cr):!Il'.1ny undet" li:.-c hydrant a;;:ree1'!'lents: provided for in. Scc'tien. VI:::' 
l'.ar.,g.r.lph 4. o! ~ncr..al Order No. 103... l'he nOCl-contJ"olIct ~e-".V'i<:c charge 
".ate i~ e.;:?li.eab'l.~ to.11 otl'lt~r me-t("l"t"d sl!·r.vi~e lo<:.l..r.~d in the- Corr.pa.ny":' 
service olrc.a." 


