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In the Matter of the Application ) 
of lAGUNA HIl.LS SANITATION 1 INC., ) 
for an O~der Authorizing an Increase ) 
in Rates. ) 

-----------------------------), 

Application No. 58275 
(Filed August 2~ 1978; 

amended January 25, 1979) 

Latham & Watkins. by Michael C. Kelcv, 
Attorney at law, for appl~cant. 

Martin E. 't-.'helan, Jr., Attorney at 'Law, 
for Professional tommunity Manage­
ment, Inc., Golden Rain Foun~tion, 
and various mut~l housing corpora­
tions inside Leisure World~ pro­
test.:l.nts. 

Peter F~irchild. Attorney at Law, and 
john Brown, for the Commission staff. 

FINAL OPINION 

Applicant, Laguna Hills Sanitation, Inc., filed on 
August 2, 1978 this application seeking both interim and perma­
nent rate relief. Public hearing on the request for interim 
rate relief 'WaS held before Administrative Law Judge A. E. Main 
on November Sand 9, 1978 in Laguna Hills and on 'December 5, 1978 
in Los Angeles. The evidence amply demonstrated that applicant 
was confronted by a financial emergency. By D.90008 dated 
February 27, 1979 applicant's proposed interim rates were autho­
rized subject to possible refund. The interim relief granted 
am.oun'ted to an increa.se of $135,200, or 8.7 percent, in annual 
gross revenues. 

On January 25, 1979 .:l.pplicant filed an amendment to its 
a:pplication increasing the amount of pe:rmanent ra.te relief sought .. 
By the ~endment a.pplicant also sought authority to establish a 
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balancing account for sludge hauling and disposal expenses. The 

rates proposed in the amendment would increase annual gross reve­
nues by $436 7 300 over those at the interim rates author~zedby 
D.90008, s~ra. 

After due notice, public hearing on the amended applica­
tion'was held before ALJ Main on February 7, 1979 in Laguna Rills 
and on February S, 15, 16, 22, and 23, and March 8, 1979 in 1..os 
Angeles. Applicant's witnesses ,included its vice president­
general manager; vice president-controller; a rate of return 
specialist; and a consulting engineer. The Commission staff 
presentation was made througn a financial expert and an engineer. 
Protestants sponsored a consulting engineer Who testified on fair 
rate of return and to a limited excent on sewer system flow 
measurements. Four of applicant's customers either testified or 
made statements at the February 7 hearing held in !.aguna Hills. 
'I"wo of these customers expressed concern over the high cost of 
effluent disposal and wanted an assessment of the economics 

------------------()f c~~er,t'ug 8l~ge to a sofl--~dment_or ferc~~~. ______________ _ 

and marketing such product. (Such.a conversion is not, according 
to the subsequent testimony of applicant t S consulting engineer, 
an economically viable option for applicant at this time.) 
After receiving late-filed Exhibits 20 through 24 and concurrent 
openiug briefs, this matter was submitted May 22, 1979 upon the 
filing of concurrent reply briefs. 
"Background 

Applicant was .incorporated on July 31~ 1963 as 'R.ossmoor 
Sanitation~ Inc. At tbs.t time, it was a wholly owned subsidiary 
of Rossmoor Corporation, which 'was developing a plamled housing 
comm:tmity and related cOIllmercial ·areas in southeast Orange County. 
During the early period of a.pplicant' s growth,. sing1e- and 
multiple-unit residences in its service area were financed by 
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loans from the Federal Housing Administration, which required 
the establishment of charges for sewer servi.ce through contracts 
in order to assure continuity of service. Those contracts 
established applicant's initial rates for sewer service. 
Regulatorv Historv 

Following the adoption of amendments to the Public 
Utilities Code in 1970 and 1971 Which conferred jurisdiction 
over s~r companies on the Commission,. applicant, on July 1,. 
1972, became a public utility regulated by the Commission. 
In its first general rate proceeding before this Commission 
(A.54l29 filed Jun~ 22, 1973), applicant's service extension 
practices,. which were typical of those that had been utilized 
throughout the sewer industry by both publicly and privately 
owned systems,. were examined at length. Under thos,e practices 
applicant required both affiliated and nonaffiliated developers 
to contribute sewer plant that was constructed within their 
specific developments. In addition to contributions of such 
in-tract facilities, developers were required to pay'ap~lieant 
a conneetion charge, for each dwelling unit added to the 
system, for use by applicant to build backbone plant facilities,. 
including treatment plant. D.84040 dated February 4, 1975 in 
A.54l29 provided for a continuation of those service extension 
practices. 

In A.S7548 filed August 31, 1977 Rossmoor Corporation 
and I.agum. Hills Utility Company (uroC) sought Commission 
approval for LHUC to acquire and control Rossmoor Water Company 
and Rossmoor Sanitation, Inc. Approval of this transaction 'WS.s 
granted in D.87929, effective October 4, 1977. On October 4, 
1978,. but made effective as of September 30,. 1977, Laguna Rills 
'Water Company (I.RWC),. formerly Rossmoor Water Company,. and 
applicant,. previously Rossmoor Sanitation, Inc., became who.lly 
owned subsidiaries of !.HUC,. a publicly held company. 

-3-



• 

• • • • 
A.58275 SW 

Service Area and Present Operations 
Applicant I s service area is within the boundaries of 

the El Toro and Moulton Niguel Water Districts. Three commercial 

services lying within the Los Alisos Water District are also 
served. 

Applicant maintains a network of more than lOS miles 
of collection mains and transmission and trunk lines serving 
over 1S,000 connections. Collected 'W8.stes are pumped to. and 
processed at an activated sludge plant. It has three specially 
constructed lakes for temporary storage of surplus effluent 

water occupying approximately 20 acres of land. Solids are 
trucked a-way for disposal ~le effluent ~ter, after processing, 
is used for irrigation of nearby farms and the 27-hole Leisure 

World gelf course. 
Applicant also owns a system of irrigation mains 

through 'Which effluent water is .distributed over 249 aeres of 
leased land. Its sewer system is presently scheduled to connect 
to an ocean outfall pipeline in 1980, at which 'time this irriga­
tion system is expected to be deactivated~ 

Applicant utilizes the employees of LHWC to perform 
the required operation, maintenance, and construction work. As 

of June 1, 1978 there were 43 employees of LHWC available to 
applicant, each of whom charges applicant on a timecard basis 
for work actually performed for applicant. The california 
Regional Wa.ter QualityContl:'ol Board, Santa A:rJa. Region, has 
jurisdiction over the quality of effluent discharged by applicant 
for irrigation use and impoundments. The Department of Health 
of the State of California and the Orange County Health Department 
have jurisdiction over the bacteriological quality of the effluent 
discharged. 'Applicant is required to'submit reports to these 
a.gencies at: regular intervals giving both the mineral and 
bacteriological quality of the effluent produced. 
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Rates 
For general residential sewer service (Schedule No.1) 

the rates in effect at the'tfme the amended application ~s filed 
(January 25,. 1979),. the interim. rates presently in effect, and 
applicant's proposed rates are listed below~ 

: Per'DWeliing unit Per MOnth 
: : Present: 

· · · .. .. .. : Rates as : (Interim): Proposed : 
: _____________ I~t.em~ ____________ ~:_of~1~!~2~5~!~79~:~~Ra~te~s~~:~Ra~t~e~s ___ : 

Unrestricted Family Residences 
Restricted Family Residences 

$6.07 
.5 .. 27 

$6.60 
5.75 

$8.40 
7.25 

Appliean: proposes commensurate rate increases (i.e., 
virtually the same percentage increase for each class of service) 
for commercial and industrial service (Schedule No.2) and for 
sales of reclaimed 'Water (Schedule No.' '3). 
Rate of Return 

A public utility is constitutionally entitled to an 
oppo~t:y to earn a reasonable return on its investment which 
is lawfully devoted to the public use. That return,. when 
expressed as a percentage) typically represents the cost of 
capital ut:ilized in providing utility service. Within this 
context, a fair and reasonable rate of retun:l applied to an 
appropriately derived rate base quantifies the earnings oppor­
tunity available to the enterprise after recovery of operating 
expenses,. depreciation allo'Wances, and taxes. 

Applicant contends the evidence in this proceeding 
cle.arly supports a rate of return on its rate base in the 
range of 11.43 percent to 12.0 percent and a return on common 
eqaity of l5~04 percent to 16.2 percent based on LHUC's con­
solidated capital structure, or 18.46- percent to 19.83 percent 
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based on applicant's separate capital structure.. the Coxnmi.ssion 
staff witness originally recommended a 10 percent rate of return 
which, based on applicant's separate capital structure, equates 
to a return on common equity of 15.04 percent.. In light, however, 
of the extent that financial risk would be reduced by establish­
ing of the effluent disposal balancing account, proposed by 
applicant, the staff in its reply brief argued that a return on 
applicant's separate equity of 13 .. 84, equating to 9 .. 50,percent 
on rate base, would more properly balance ~e interests of applicant 
and its customers. Protestants' witness also recommends a 
10 percent rate of return. 

Ultimately, the rate of return determination in this 
proceeding must represent the exercise of informed and impartial 
judgment by the Commission. that judgment must necessarily give 
equal weight to cons~~er and investor interests in deciding what 
constitutes a £",ir and reasonable rate of return. Such balancing 
of interests is directed toward providing utility service "'t the 
lowest rates practicable, consistent with the protection of the 
utility'S capacity to function and progress in furnishing the public 
with satisfactory, efficient service and consistent with the 
u~lity's ability to maintain its financial integrity, attract 
capital on re",sonable terms and compensate its stockholders . " 

appropriately for the use of their money. 
A fundamental reason for applicant'S filing this general 

rate increase application goes precisely to the "utility'S capacity 
to function and progress in furnishing ••• satisfactory, efficient 
service" and to assure confidence in its financial integrity in 
order to attract capital on reasonable terms.. Since 1971 applicant 
has experienced a net profit only in the years 1973, 1975, ~d 1978, 
and its financial condition has deteriorated to the point where its 
credit worthiness is seriously impaired. This impairment exists 
at a time when there is a critical need for outside financing .. 
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In pursuit of such financing, applicant filed on 
July 30, 1979 A.59033, of which we take off1cial notice, ttfor 
authorization to incur an indebtedness of $1,400,000 and to 
service such indebtedness through a surcharge resulting in an 
increase in applicant's rates and charges for sewer service." 
!he prospective indebtedness for which approval is sought is 
for financin.g, through the california Po~lution Control 
'Financing Authority, a $1,400,000 project to repair and upgrade 
applicant's sewage treatment plant •. The state agency will fund 
the project by selling state revenue bonds, the sole security 
for which will be the credit of applicant, plus such other 
collateral as the agency may require. 

If applicant is successful in obtaining the above 
fiDa:ncing, its present Deed for outside' fiDAncing 'Will be satis­
fied. Applicant bas, however, existing long-tenn debt of 
$1,298,500 (as of December 31, 1978). It consists of 20-year 
first mort:gage bonds due October 1, 1984 with sinking f'\md pro­
visions and bearing 6 percent interest. Should ap~lieant be 
unable to refinance this long-term debt, a cash 'obligation of 
$1,174,900 will exist in October 1984. A:n adequate earnings 
record is usually a prerequisite to refinancing under terms 
not relatively unfavorable to those available to other borrowers. 
However, applicant's ability to have its earnings reach and 
maintain a fair rate of return level may be adversely affected 
by the inordinately large share of its utility plant fotmded by 
contributions. 
, . -... --- -_. - -,--- .----

,As ·o:"o"..:.g!lt out earlier, applicant has, consistent with 
the es~blished practice in the sewer industry and pursuant to 
D.Sl,.04.0, supra" required. developers,. as a condition of service, 
~o cO::l~:"ibute in-tract plant and to pay connection fees to 
finance backbone plant. Not only has this practice resulted in, 
~ost of applicant's plant being contributed but, because it 
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~e~ese~~eci a sa1ie~~ de?a:~~e f~c: ~egula~cry poliey estab­
!isheci fo~ ~he o~her types of u~ilities ~~der our jurisdiction, 
has ::ade ~he di!'f'!.C".:.l t task of' ~-deterciing f'air rate of ret'U."":l 
for ap?li~t more d.~!'fi~t by red.ucing applicant's !'~ar.cial 
cO::l~a'oi1:.::y with the other types of '1.:tilities'., _'- ---

As of Dec:~~er .3t;·1978~ appiica.~t's net' utility l>~ut 
was $8,962",764 and its contributions in aid of const:uction were 
$6,916,967. As of that date its long-tent!. debt ~s, as previously 
brought out, $1,298,500 and its com:non'equity 'Was $806,910. 
Accorc.insly,. its total capitali:3.tion, exclusive of contrl.bu-

,tions, 'WaS $2,.105,410 and '!:he eo=resp¢nding capital ratios were 
.38 • .3.3 percent common equity and 61.57 percent long-term debt. 
However, if contributions are included, the c::apital struetu:'e 
becomes 75.06 percent contributed plant, 8.94 percent commOn 
equity, and 14 • .39 percent long-te:rm deb'!:, a virtually unique 
capital S1:rUCt:t.:re among the regulated utilities in California.. 

To illust:ate the e::ect of contri~uted 

plant on the stability of earnings, the staff drew a theoretical 

compa:ison in Exhibit 15-B between two companies, one of which 
bas no eonttibt:tions in aid of construction, and the other of. 
which bas 50 pe:ceut of its plant funded by cont:ibt:tions. In 
its ope--ing brief applicant recast Exhibit 15-~ to make the 
comparison, as set forth below, between ~. companies, one, of 
'Which has no contributions and the other of which, approximately 
like applicant, has 75 percent of its plant funded by contribu­
tions. In each case, the debt/equity ratios are 60 percent debt 
to 40 percent equi~. In the first year, both companies have an 
author-:ed rate of return on rate base of 10 percent and a related' 
:e~ on equity of 1.3 perce~t. Forty-four percent of the oper­
ating and maintenance expenses of both companies are assumed to 
be offsettable. 

, . 
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tABLE 1 
(Page 1 of 2) 

nmoRl:rICAL COMPARISON 

COMPANY A 

(No Contr1butiot1.8 in Aid of Construct1on) 

: RAte .: n. Ex;>enae : .10l. ~e : . Item : Determ1nat1on : Increase : Increase : . 
Revenues $ 503,000 $508,200 $510,500 
Ext>cses 

IDperating & Maiutc.anee 170,000 181,900 lS7,000 
(44:' Offae.ttab1e) 

Deprec:1a.t1on 20,000 20,000 20,000 
Taxes - Other 100,000 107,000 110,000 
hoperty l'axes 62 1°00 62.000 62~OOO 

Operat:i.ng Income 151,000 13.7,300 .131,.500 

FIl' - SOl. 51.000 44,'00 41.700 

Net O]>er&t:i.ng hcome 100,000 92.,600 89,800 

Ret:u:u on ~te B-ue 101. 9;..26'Z. 8.98'Z. 

ltetum on Equ1 ty 13'.t 11.lS.t lO.~ 

4te »a.e 1,000,000 

8"1 :Debt 600,000 

Eqa1ty 400,000 
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:tABLE 1 
(Page 2 of 2) 

:t'REORttICAl. CCHPARISON 

COMPANY' C 

• • 

(7S"t Contr.tbutioua in Aid. of Construc.t1otU 

: 

txpenaee 
Operating 6. M.aintenanee 

(44~ Offaettab1e) 
I>ep~&t1on . 
Taxes - Other 
hoperty Xaxea 

Operating IncOClle 

l"ll" - SO%. 

Nee Operatiug Income 

: ~1:e 
: De1:eormination 

$328,.500 

170.000 

5,000 
100,000 
15,500 

3t,OOO 

13,000 

25,000 

10~ 

13': 

250,000' 

lSO,OOO 

100,000 

-10-

: n E:q>ense : 10'Z. Expense : 
: Inc-rea.eC!! : Increase : 

$333,700 $336,000 

181,900 187,000 

5,000 '$,000 
'107,000 110,000-

15,500 lS,5oo 

:24,300 18,.500 

&,100 '3,'200 

. ~a"200 15,300 

7.28"t &.12'%. 

6.2%. 3.3'%. 
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In the second year, as shown in the second and ~rd 
colu:nns of the theoretical comparison, 7 percen1: and 10 percent 
expense increases are made in operating and maintenance expenses 
and non-income taxes. All other~es, except income taXes,. 

remain -=he same for both years" and revenues bs.ve been increased 
in the second yes:: to reflect the 44 percent of the increased 
operating and maintenance expenses which are offsettable by 

revenue inc=eases from assumed advice letter filings. 
Yith a 7 percent expense increase in ~he second year, 

Company A, 'Which has no contributed plant,. undergoes a decline 
in rate 0: return on rate base of approxfmate1y .74 percent and 
the related return on equity dec1~es by approximately 1.85 percent. 
Yitb. a 10 percent expense increase in the second . year , Company A's 

rate of return on ra~e base declines by 1.02 percent and its rate 
of return on equity declines by 2.55 percent. 

"With the 7 percent expense inc::"ease in the second year, 
Company C's ,rate of retu::::l on rate base declines by 2.72 percent 
and its rate of return on equity declines by 6.8 percent, a dro~ 
of more :han 50 percent. l-1ith the lO percent inc-ease in 
expenses in the second year ~ Company C' s rat:e of ret'tn'n on rate 
base declines by 3.88 percent~ more than 33-1/3 percent:, a.nd its 
rat:e of re~ on equity declines by 9'".7 percent) more than 

66-2/3 percen.t. 
Applicant's eapital.seructure is substantially identical 

to that of Company C.App1icant' s operating and maintenance 
expenses, if all balancing accounts a.pplied for are approved, will 
be approx:imately 44 percent offsetta.ble. 

Even if alL. propose<:. l:>alanci?9"" accounts are approved, 
the ~9hly e~ntribute~ nature·o£ ~??licant's ?lant will subject 
applicant to' a continui?-9" .risk ot financial ~ttrition, ,as, this 
hypothetical compariso~ illustrates • 

... 11-
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In its rei>ly brief the staff, aft:er obser.ring that the 
true focus of the above theoretical comparison is on attrition 
in rate of return, argues: 

t~tters regarding attrition in rate of return 
are most properly the stibject of a separate 
and distinct allo~nce. Such an allowance is 
customarily provided iu the form of a step 
ra'te to be instituted at the begimd:ng of the 
second test year. That is, projected attrition 
in rate of return can be remedied by the provi­
sion of a rate increase for the second test year 
in an amount sufficient to yield the return 
authorized for the first. Thus, in the ~ple 
suggested by Applicant, Company C would require 
an attrition allo~nce of 3.88 percent of rate 
base, or 9.70 percent of common equity, in order 
to generate the $19,500 necessary to yield a 
return on common equity of 13 .. 00 percent for the 
second test year. (Ibid. Note that in this 
example propetty taxesremain constant, federal 
income tax is 50 percent, and a net-to-gross 
multiplier of 2.00 is used.) 

'''But:, if speculation is to be avoided, an allow­
-ance for attrition in rate of return must be 
based on a realistic projection of revenues, 
expeuses, and rate base for the second test year. 
Applicant bas presented no evidence, however, 
which would suppo~ a finding as t:o these items 
for the year 1980. As a result, the provision 
in the present proceeding of any allo,.nc:e would 
necessarily prove arbitrary~ Accordingly, none 
should be authorized. Instead, in addition to 
its request in the present proceeding, Applicant 
would be well advised to apply for a rate increase 
for a test year of 1980 and include with that 
application a request for a step-rate increase 
for the year 1981, based on projected revenues, 
expenses, and ra'Ce base for that year. rt 

In its amended application, applicant stated, with 
respect to a change in test years, as follows: 

"This amendment to the Application i~ based 
upon •• ;the CoIr.pany· s reeval'C.ation ¢f -.its 
previous selection ofa 1980 Test Year. At 
the tilDe of the filing "the Company believed .' 
that the Commission staff would require a 1980 
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Test Year despite the difficulty of projectin.; 
that far forward and despite the potentially 
significant ehan~es in the Company's operations 
as a result of the anticipated tie-in with the 
Aliso Water Management Agency ocean outfall. 
The Company has now learned that the staff will 
not require a 1980 Test Year and, as a consequence, 
has elected a 1979 Test year." 

The foregoing indicates there were extenuating 
circiJlnStances accounting, at least in part, for year 1980 estimated 
operati~g results ~ot bein~ a part of this record. 

There was considerable controversy as' to whether 
the consolidated capital structure (i.e., that of applicant's 
parent, LHCC) or applicant's separate capital structure should 
be used. From staff's Exhibits l5 and lS-A,.we have drawn the 
following comparison of the capital ratios of LHOe. and 
applicant: 

Laguna Hills Utility. Company: 

Lo:c.go--te:rm. debt 
C02:nmon Equity 

Total 

Laguna Hills Sani tation~' Inc. 

Long-term Debt 
Common Equity 

Total 

WAs estimated for December 31, 1979. 

-13-

Capit~ 
Ratios * 

50.67% 
4·9.3'3 

lOO.OO1S 

sa. 2.4% 
4'1 .. 76· 

100 •. OO~ 
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lie/to 

The staff and protestants urge the use of applicant's 

sep~r~tc capital structure while applicant favors the use of 
the consolidated capital structurc. The difference in the 
capital ratios is caused by the inclusion of Laguna Hills 
Water Company in thc consolidated capital structure of LHue. 
We do not feel it al?propriate to use either the capital structure 
o~ Laguna Hills Water Company or LHue in ~etermining a reasonable 
earnings allowance for applicant and, therefore, will use 
applicant'S separate capital structure. 

The staff witness testified that his recommended 

rate of rcturn of 10 percent was associated with applicant'G 
scparate capital structure. He further testified that the 

corresponding computed earnings of lS percent on applicant's 
co~~on equity represented a point beyond which he could not go 

and still retain credibility, regardless of the level of 

contributions involved in this instance. 
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Notwithstanding their ~~ness's recommending a 10 per­

cen~ ra~e of return for applicant, protestants have suggested, 
in their opening brief, ~hat applicant ffin view of its past 
[joo,,!,! management record, is not ent.it.led to any ext:raordiDary 
rate of ret'Urn, that its rate of return should not exceed that 
granted in the last proceeding, with appropriate calculation of 
equivalent equity on an unconsolidated basis." The last autho­

rized rate of return for applicant was 9.00 percent andeorresponded 
to a return on consolidated common equity of 10.34 percent 
(D. 88079, supra). 'nlat same rate of return ~s subsequently fOlmd 
=easonable fo::, I..HWC (D.8870S dated April 18, 1978 in A.56299). 
To support their assertion of past poor management, protestants 
contend there has been (a) failure to seek tfmely reductions in. 
property ~es; (b) failure to follow orders of the Commission; 
(c) misrepresentations regarding formal requests for offset 
increases; (d) misuse of connection fees; (e) failure to seek 
timely offset increases; and (f) failure to establish a schedule 
for plant replacement. 

supra: 

. 
With respect ~o item (a) above, we quote &om D.84040, 

t'CotmSel for Leisure World bas called the 
·matter of ad valorem. taxes to OU%' attention. 
The Orange County Assessor has imposed ad 
valorem taxes upon contribU1:ed plant as 
well as the plant financed by the capital 
invested in Rossmoor' 6 operations. of cottrse, 
Rossmoor i6 not entitled to a return on con­
tributed plaut, and we have excluded contrib­
uted plant from rate base. 

'~e Los Angeles County Assessor does not 
,impose taxes upon contributed plant, and 
substantial arguments may be advanced in 
support of such exclusion. However, the 
Orange County Assessor has rejected those 
arguments and the test year reflec~s the tax 
imposed on contribut:ed plant. We cannot 
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determine the exact additional cost to 
customers of the ad valorem tax on 
contributed plant~ but it appears to be 
in excess of $50~OOO for the test year 
1973. 

'~e ca:r2l'1ot ~ of course, predict the outcome 
of any informal or formal action Rossmoor 
may take regarding this tax ma. tter • What 
is clear is that Rossmoor management cannot 
expect the Commission to recognize the very 
high annual cost to its customers of the 
present ad valorem tax situation unless 
Rossmoor bas pursued all available reason­
able appeals to reduce this cost. Rossmoor 
'Will be required to report on the action 
taken. Such report shall include proposed 
rate reductions if Rossmoor is able to 
obtain 4"a'f substantial reduction of its 
present ad valorem tax expense .. " 

In the next: rate decision (D.SS079~ supra), we said: 
"In the prior rate proceeding, this Commission 
ordered Rossmoor to make all reasonable efforts 
to obtain relief from the ad valorem taxes 
imposed by the county of Orange on contributed 
plant. The ad valorem taxes set out in 
Exhibit 3 show that although Rossmoor bad 
initiated proceedings for such tax relief~ it 
bad not been granted as of Jan'UB.ry 1, 1976. 
Tax relief ~s granted and is reflected in both 
the staff report, Exhibit 8, and in Rossmoor's 
Exhibit 4 as the 1976-1977 ~ statement with 
adjustments. Protestants' attorney cross-examined 
the witness for Rossmoor and the'staff witness 
on methods used in determining the estfmated 
reasol'l8.ble ad valorem taxes for 1976. Protestants 
offered further testtmony through their expert 
witness and Exhibit 11 to show that a further 
adjustment should be made to reflect a downward 
trend consistent with a correlation to rate base .. 
We have reviewed the efforts of Rossmoor and find 
that its action bas been effective in obtaining 
a substantial reduction in ad valorem taxes and 
that such a program of reviewing assessment 
records and tax code areas should be continued 
in the future. ••• ff 
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In that second ~ate decision one of the findings was: 
"6. The operations of Rossmoor have been 

managed efficient.ly and prudently, and 
it has provided a good service to its 
customers." 

With respect: to items (b) and (d), applicant bas 
accounted for contrib~ions of in-tract plant and connection 
fees received from developers, both affiliated and nonaff!liated, 
as contributions in aid of construction and not as paid in suxplus 
as required by D. 84040)' 'supra., but app-licant has not: account:ed 
for interest income on advance deposits for construction as a 

credit to the contributions.a.ccount as required by that decision. 
A proper accounting of the application of funds received as 
connection fees prior to September 12, 1977 is not available 
according to applicant's present controller. For funds received 
on and after that elate an accounting ,is made of their application. 
As discussed herein 'UXlder the heading Connection Fees, ,about 
15 percent of those funds have been applied to meet operating 
expenses. Henceforth, the connection fees and accrued interest 
are to be expended only for (1) any taxes that may be imposed on 
such connection fees or interest and (2) those backbone plant 
facilities supporting applicant's connection fee tariff. 

With respect: to item (c) applicant filed advice letters 
for offset increases twice in 1978 without reflecting a decrease 
in ad valorem tax "Which bad occurred. In its third advice letter 
filing in 1978 that decrease was finally reflected. 

Vlith respect to item (e) applicant's present controller 
testified that it is probable that throughout its history "the 
company did not pursue its --it did not pursue offset reqUire­
ments -- or offset applications ,on as ttmelya basis,as it might 
have, although it's as I said, it's difficult for me to evaluate, 
since I was not with the sanitation company pe-r se at the time. tt 

-18-



• • • • 
A.58"275 ALT.-RDG-mw 

With. respect to the last item, applicant's controller 
testi:ieo in February, 1979, thAt ~ stuoy forecasting plant 
replacement requirements had not been made. Since then applicant 
filed A.S9033, supra, concerning a $1,400,000 project to repair 
ano upgraoe applicant's sewage treatment plant. 

Applicant made important changes in management 
personnel in early 1978. I 

In its reply brief, the staff recommended a lower 
rate of return than that recommended by the staff witness •. 
Applicant moved to strike the portions o-f the staff brief 
pertaining' to rate of retw:;n. 

It is apparent that the staff reviewed its position 
in light of all of the recommendations and evidence introduced 
i~ the public hearings and, as a result, chose to present arguments 
in favor of a lower rate of return than that recommended by· the 
staff rate of return witness. The principal argument advanceo by 
staff counsel is that if certain effluent aisposal costs are mac':e 
the subj eat of a balancing account and become offsettab·le expenses, 
that factor would not have been accorded sufficient weight by the 
staff rate of return witness. Although~t would be improper to 
introduce new evidence by way of a brief, it is perfectly appropriate 
to reassess one's position as the staff has done 
consideration of all of the evidence intrOduced. 
motion is denied. 

here, after 
Applicant'S: 

We have carefully considereo all of the evidence on 
r"'te of return. In light of, among other things, the need to 
meet the standards of capital attraction, credit maintenance, and 
comparable earnings laid down in the Hope and Bluefield decisions, 
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we fi~d that a 10 percent rate of return is fair and reasonable 
for applicant. This rate of return gives adequate and fair' 
compensation to the suppliers of Qpi tal without ::my unnecessary 
burden on the ratepayers. 

The adopted capital ratios, cost factors, and the 
resultant earnings allowances on common equity are tabulated 
below on the basis of applicant's separate capital structure: 

Laguna Hills Sanitation, Inc. 

Long-term. Debt 
Common Equity 

Total 

Stipulation re Effluent 
Disposal Expenses 

capital 
Ratios 

58.24% 
41.76 

100.00% 

Cost 
Factors" 

6.39% 
lS·.04 

Weigh.ted 
Cost 

3.72~ 
6.28 

10.00% 

Applicant, staff, and protestants have stipulated to· 
the need for establishing a balancing account for certain 
effluent disposal expenses. The reasons given for the balancing , 
account being needed are (1) the highly volatile nature of these 
expenses, (2) applicant's inability to accurately project these 
costs because of changes in operations planned for early 1980. 
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and (3) applicant's continuing effort to find. less expensive 
effluent disposal methods •. 

As part of the rationale supporting the establishment 
of the balancing ·acco'tmt, applicant, staff, and protestants 
proffered in Attachment A to Exhibit 23: 

"Commission policy has established balancing 
accounts for other utilities for certain 
expenses which constitute a substantial 
portion of the utility's operating budget, 
Which cannot be controlled by the utility 
because of its dependence on the product or 
serv'ice, and which are highly volatile. The 
major items in the proposed balancing account, 
sludge hauling and disposal, represent this 
type of expense. 

uIn an effort to minimize effluent disposal 
expenses, I.RSI is continuing to' itxV'estiga te 
alternate sludge disposal methods and also 
plans to utilize regional facilities for 
effluent disposal in early 1980. Accurate 
estimates of these expenses cannot be made 
until operations begin in 1980. These 
changes in operations are expected to replace 
the present expenses involved with the spraying 
O'f effluent on land leased from the Irvine 
Company ~th monthly charges for the use of 
the regional facilities. This change in 
operations could result in major expense 
changes Which would require filing of an 
a.pplication for a c::bange of rates. By 
including these expenses in the balanc::ing 
accou:nt, rate changes could be more easily 
achieved through the filing of au advice 
letter." 

The effluent disposal expenses included in the adopted 
test year estimates which would be covered by the proposed bal­
ancing account: pursuant to stipUlation are: 

Irvine Leases $ 74,100 
Purc::hased Power 37,100 
Rain for Rent 10,500 
Sludge Haulingl12~300 
Sludge Disposal 150,000 
Annual Estimated Cost $384,000 

-21-



',. '. '" ...-.:-' -'"r,_ ... t, ... • .~ '. _ '. _. '-.-..... .._ .... :'._' .... 

• • • • 
A.58275 SW 

Pursuant to the stipulation as set forth in Exhibit 23: 
'~e revenue attributable to those expenses 
would be determined by dividing the esti-
mated $384,000 by the total adopted revenues. 
That portion of each month's revenues 'WOuld 
be added to the balancing account. Each 
month's expenses for the items listed above 
would be deducted from the balancing acco~t. 
lHSI will submit this information for staff 
audit on an annual basis or other interval 
as may be ordered by the Commission. 

"Applicant will adjust rates by an advice 
let~er filing on and only on a semi-annual 
basis if the increase or decrease in expenses 
attributed to this balancing account is 
greater than 11. of esti:ma.ted annual gross 
revenues. Rat:e adjustm.ents will be calculated 
to maintain the ratio of unrestricted rates to 
restricted rates between 1.15 to 1.17, as 
adopted in Decision #88079. 

'''!'he sludge disposal expenses will not be ' 
directly affected by the connection to the 
AWMA facilities in early 1980. The expenses 
related to effluent disposal through the A'ilMA 
ocean outfall include $5 per acre-foot of 
effluent, purchased power to pump to the line, 
and a portion of the monitoring' and mainteD8.nce 
expense based on volume' discharge through the 
outfall. At such time as expenses related to 
the A"WMA. facilities have stabilized, Laguna. 
Hills Sanitation, Inc., will file an advice 
letter adjusting its rates to reflect changes 
in the cost of effluent disposal. "11 

Absent the adjustment mechanism. of a balanCing account, 
we are persuaded by 'the record that there would be excessive 
exposure to eit:her substantial overcolleet:ion or underc~llection 
of these expenses through rates. Accordingly, we 'Will allow the 

1/ The sludge disposal expenses referred 'Co are: Sludge Ha.u1iDg 
($112,,300 for the test year) and Sludge Disposal ($150,,000 for 
the test year). A'WMA stands for the Aliso t.1ater Management 
Age:ney .. 
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Adjustment Clause for applic~t's. tariffs prescribed in Appendix B 

to this decision is sul:>stantially the: same as the one proposed 
in Attachment B to Exhibit 23~ 

Even. with. the adoption of this balancing account 
:mechanism~ ,because of the highly contributed nature. of applicant's 
plant4' appl'icant~s e.arnings will continue to be subject to a 
signific~t risk of attrition. As of December 31, 1978, applicant's 
capital structure, ineluciinq contributed plant,. was 76· .. 66 percent 
contl:'1buted,. 14 .. 39 percent long-te:cn debt and only 8.94 percent 
cOIDXllon e<;r..uty.. Step rates appear particularly well-suited to 
address this problem. Although insufficient evidence was 
presented in this proceedi~g to provide a step rate increase, 
applicant would be well~advised to request such an increase in 
its next general rate application. 

. . . ~ . 

Results of O~eration 
t 

Aside from the request for a ~gher rate of return, 
the general rate increase request is, according to the application, 
:n.adeneces·sa~ b:\:, across-the board. increases i.n. expenses.. 'I'o 
evaluate the need for rate relief, witnesses for applicant and 
the Co~ssion staff have 'analyzed, and estimated for the test year 
applicant' s oi?erati.~g re.venues , operating expenses, .and rate :case .. 
!he staff's study of applicant~s operati~g results (Exhibit l4) 
was b~sed on later infOrmAtion th~n ~at available when applicant 
prepared its S~~ of earnings study appended to the '~ended 

applicati,on as Exhibit E.. In Table 2,. which follows/'" the results 
of those studies and our adopted operating results for the test 
:fe~ have been set fortb.;' 
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Item 

Stl'MM4.Itr OF' EA.PJ..'INGS 

'I' C5t: Year 1979 

..... __ A~~~p~11~c~an~~ ..... __ : Stef 
: Coc:lpany :CQ~any 

:Prcecnt :Propoaed :Prc&ent :Proposed 
Rates'* : ltates : ~tes* : ~t.es 

• • 

Adopted ','I,O;r;ZJc 
At :. At "l:i,.. ~ , ; 

Prcsent: : '14te of 
:Rates *: Return : 

Ct) CY) 

ODollars in ThoUSAndC) 

Revenuet> $l.54O.S $2~120.0 $1.551.8 $2~1:39 .. 4 

E?9?C!\ses 
Opcr.. & M.a:i.'Il't. 911.5 912.3 827.9 827.9 
Admin. &. Ccn. 215 .. 0 216·.5 162.1 162.1 
Payroll & Veb1~le$ 325.7 325.7 3l3.9 313 ... 9 
J)eprec.aU ot). 77.0 77 .. 0 77 .. 0 77.0 
Other 'l' axes . 67.5 67.5 67.5 67.S 
Income '1' .axe. .2' 214.4 2.6 294 .. 7 

:o~ I:xpenectl 1.596 .. 9 1,813.4 1~4Sl.0 1,743.1 

Ne't &evenuea (48 .. 4) 306 .. & 100.S 396 .. 3 

i.e'tc Baae 2,S55·.0' 2,.S55.0 2~550.3 2,550 .. 3 

~te 6! R.etuxn l2.0l. 

(Red F'1~re) 

-Rates in eff ~'t as of J a.nu.a.ry z.s, 1979 .. 

'*"*Brea.kdo'wo'nZ: 
O:i&1nal StAff Ooper4~tlS & Ma1n'te.n.anc:e 
S'ta£f ~&ion (See PDS;C 25) 

'rot..al 

S~a:~ A~-~"~~t.r~t.ive & Ge~eral 
SZC-!:xpen:se Ac.ju:$t.ment. (See page 27) 

Tot.al 

-24-

4.0~ 

$82.7 .. 9 
12.5 

81...0 .. 4 

S16:i.l 
(11.0) 

lSSl. 

.. 
l51.1 

$l.SSl.S $1,..853.4 

s'!"'o.4** &.0.4** 
151.1 ....... 151.1: ........ 
3t3.9 313 .. 9 
77.0 77.0 
67.5 67 .. S 
3 .. 0 143 1 5 

1,432.9 1,.598.4 

98.9 255.0 

2,550.3 2,550.3 

3.9'%. 10.0% 

/55 

! 
I 
\ 
I :, . 

..... , .. - .... -.- .... --,-----....... ------.--~----- ..... _ .... -_ ... ",_.,-- ,----- "-- ... --~ --.- .. 
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The staff witness inc-reased his above estimate of 
operation and maintenance expenses in the amount of $827,900 
by $12,500, in response to an indicated need for increased 
maintenance of pumping equipment:, and decreased his estimate 
of interest expeuse, as a deduction from taxable income, by 
$5,900, making both. estimates, in his view, more representa­
tive of the test year. Applicant adopted the staff's estimates 
of o])erating revenues and operating expenses, as modified, 
primarily because they reflected later information and thus 
were more representative of the test year. Applicant also 
accepted the level of the staff's estimate of rate base but 
not its methodology in making that estimate. 

Protestants accepted the staff estimates with two 
exceptions. One exception concerns rate base and the other 
concerns expenses assoc~ted with tRUe being a publicly held 
corporation. A discussion of the two exceptions follows. 

Rate 'Base 
Although ap?licant and s;caff used different methods 

in arriving at an estimated rate base, they are in agreement 
that rate base for the test year should be $2,550,000. Pro­
testants contend that this rate base figure should be adjusted 
downward by $178,000 because funding of applicant's 1979 
construction budget, as reflected in the staff's rate base 
estimate, 'WOuld fall short by that amount. 

It is true that the staff rate base calculation did 
not take iuto account a projected deficiency in funds to support 
the 1979 construction budget and _the caijj~ of a ;,piea.lamount of 
construction 'WOrk in progress. But it is also true that the 
staff %ate base calculation did not take into account $305,000 
of unexpended connection fees held iu a segregated account but . 
already credited to contributions in aid of construction and 
therefore deducted from utility plant in the rate base 
determination. 
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'l'he rate base estimate made by applicant, which came 
out to $2,555,000 or $5,000 above the staff esttm4te, was 
stl:'Uctured to (s.) exclude arty portion .of the 1979 construction 
budget likely to remain unfunded according to Exhibit 12 (Cash 
Flow Projections for 1979), and (b) adjust out the portion of 
contributions iu aid of construction corresponding to the 
segregated connection fee account funds devoted to, but not yet 
used in, building plant. The rate base calculation carried out 
in this way makes it evident that the $178,000 adjustment con­
tended for by the protestants should be rejected. 

A reasonable estimate of rate base for the test year 
is $2,.550,000. 

SEC-Related Expenses 
To function as a publicly held cort>Oration, :1t costs 

lHOC an estfmated $54,000 ,annually. The costs so incurred are 
supportive of filings required by the Securities and Exchange 
Comm:i.ssion (SEC) and include accounting, legal, and other 
services. Of the $54,000, it was es:imated that approxfmately 
$10,000 would still be expended if lHUC were privately held 
rather than publicly held. Both applicant and the staff have 
included $27,000, in their respective estimates of test year 
A~uistrative and General Expenses, to be charged to applicant 
by its parent as applicant's share of the $54,000. 
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Protestan13 opposed inclusion of $22~00~/ of the 

$27,000 in ap?lieaut's expenses for ratemaking purposes 
because: 

(1) In the spin-off application (A .. 57548), it was repre­
sented that there 'WOuld be no increased costs of management; 
and 

(2) It is the shareholders that benefit from tRUe being 
publicly held. 

Notwithstanding. some contentions to the contrary by 
protestants, there is no question ·that SEC-related expenses 
are a legitimate expense ordinarily recoverable in ratemaking 

as an operating expense, nor is there a dispute as to the level 
of such expenses to be incurred in the test year. The f,mdamental 
question here is whether iu the circumstances of this particular 
utility it 'WOuld be unreasonable for the ratepayer to have .to 
,a.bsorb such expenses through rates.. 

In this case the formation of a publicly held·e~rpora­
'Cion as the parent to .applicant and its sister eompany,!..RUC, 'W8.S 

an integral part of the Rossmoor Corporation reorganization and 
spin-off. Indeed, it may have been essential to the transaction 
to mitigate tax consequences. In that event its publicly held 
status TAS of clear and obvious benefit to uroc's major stock­
holders. On the other hand, that status can provide access to 

a broader base of financing. and have other advantages which may 
eventually redound to the benefit of the ·ratepayer. 

A proper allowance for SEC-related expenses for 
applicant in the test year is $16,000. 

7/ . 
~ Protestantsalso contended an adjustment should be made to 

applicant '.s common equity capital in the amo'ttnt of the sums. 
previously paid by applicant as its share of the cost' of 

_iJ;.s~rent be~n.g w spun off~yRossmoor Corpo~ation. .. __ Suc;.h_s.l:1a~e_ 
was accounted-for as miscell.iDeous income ae<:hlCtions and bas 

_n~,-t ~en_a~lowed by t]::t_e_C.cmmd.ss.!OJLor..,.r.eq,uestecLbY-s''Pl),plJ.;l,U;w c:~a~:Q~t--­
for ratema.ki1ig purposes. The equity adjustment requested by 
"p.~o_tJ~8_t:.ant;.s is. th~_tlO_t_~~l.l_~~4!.d_aDCLmus.t.-be.....:r:ej.ec:l;t.eedQ..·_----
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Wage and Price Guidelines 
!he 'W8.ge increases granted by applicant to its employees 

and executives may have exceeded the seven percent' guideline by 

~~bout $6,000, an amount required in part to bring applicant's 
wage levels more in line with those of utilities in 'Che area 'With 
~mich it compe'Ces for employees. ~i'Ch respect to the price guide­
lines, the Wage and Price Council has not issued detailed regula­
tions to adapt its general guidelines for applica'Cion 'Co regulated 
sewer utilities. Under 'this circumstance, we can only assert our 
belief that this rate increase, being the minixm.ml 'Whieh could be 

jus'Cified under Califo:rnis. law, complies with. the spiri'C, if '!lot 
the letter, of the guidelines. 
Ra. te Spread 

Tbe design of applicant's proposed rates reflects 
(1) applying virtually 'Che same percentage of increase to eaeh class 
ot ·se.-vice a:lc. :(2) re::aini:lg 'the 'range of . from" 1 •. 15 to 1:.17" 
found reasonable in D.88079, supra, for the ra'Cio of 'Che rates for . 
unrestricted family residences to 'Che rates for re~trieted family 
residences. No exception ·was taken by any of the· parties to sp~ead­

i."'lg . i:l::~e same- xna:J.:ler- -w~.a£ever adc:i'tional revenue reCiuirement was 

found to be justified.. The .rates prescribed in Appendix A to' this 
ciecision we:-e-so s~ru-ct.ured.· . '. . ...... '.~. 

Pension Plan 

An outline of the proposed retirement plan for employees 
of :r..RWC is appended to Exhibit: 20.: Applica:nt commented in 
Exhibit 20 upon the need for such a plan and the plan's. status 
as follows: 

"Laguna. Rills Utility Company (''UruCrf
) is in 

.the process of adopting a pension plan to 
provide retirement benefits for the employees 
of its wholly-owned subsidiary Laguna. Hills 
'Water Company (rtLHWC") who a.lso provide 
services) ou a 't:im.e card basis for Laguna 
Rills Sanitation,Inc. C''LHSIlt), a second 
'Wholly-owned subsidiary of LHUC. 
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"In meetings 'With the employees of I..HWC, 
management learned that one of the principal 
sources of employee dissatisfaction and 
employee turnover was the absence of aIr';! 
long-t~ benefit program including particu­
larly a retirement: or pension plan. As a 
consequence, LHUC contacted Pacific Mutual 
Insurance Company for the purpose of exploring 
what alternatives were available to tRUe. 
That eontact with Pacific Mutual led to the 
approval in concept by the Board of Directors 
of Laguna Hills Utility Company of a pension 
program to be funded at a. level equal to 
approximately ten percent of the total 'Wages 
J:>4id the employees of LHWC. The pension plan 
itself is eurrently in the process of being 
drafted by counsel for lHUC. Attached hereto 
as Exhibit A is a description of the plan 
proposed to be adopted by LHUC. 

"As can be seen from the description of the 
plan set forth in Exhibit A, the pension plan 
to be adopted by·tRUC is intended to conform 
in all respects with the requirements of the 
Employee Retirement Income See~ity Act. 

"Although the cost to LHU'C of the pension plan, 
equal to approximately 'ten percent of the total 
payroll paid the employees of tHWC, is signi­
ficant, LHUC believes' that it will reap . subs tan­
-::ia.l benefits from the adoption of such. a plan, 
both in tmprovement in its employee benefit 
program and an ability to attract employees 
who will be prepared to regard LHUC as a career 
opportunity and will further reap benefits in 
reducing the present high level of employee 
t:urnover and the resulting high. training costs 
presently incurred by the company .. " . 

Applicant, staff, and protestants are in agreement that,. 
until the execution of a pension plan that is binding upon the 
companY and a. determination of the amount to be eontributedto 
such a plan by applicant, there should be no allowance for it in 
operating expenses for the test year. They are in further 
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agreement that once the plan is binding and its cost determined, 
applicant's share of the cost should be included as expenses for 
ratemaking purposes. In this latter regard protestants contend 
that such inclusion should not reflect any costs made retroactive 
to Janua:y 1, 1979. The cost to applicant of the proposed pension 
plan is expected to approximate $30,000 annually at the present 
payroll level. 

The evidence, including the agreements reached by the 
parties, clearly indicates that the pension plan is 'Warranted 
and that, once in effect, its cost should be included as an 
expense for rate:making purposes. 

In Appendix C attached to this decision, we have 
prescribed certain rate increments designed to produce $~25,000 
rather than $30,000 in gross revenues at the 1979 test year 
adopted level of operations. (Using the lower figure permits 
prea:rangiug in this 'Way for its automatic flow-through into 
rates.) Applicant will qualify for these rate increments upon 
the execution of a pension plan sUbstantially as outlined in 
the attachment to Exhibit 20. 
Connection Fees 

We have previously described applicant's service extension 
p:-actices and inci.ica:t..ed -:b.at., ,co:l:lect.icn ..fees, are· st.aD.ciard £or 

the se-wer industry. Under the part: of such practices pertinent 
here developers are required to pay applicant a charge for each 
dwelling unit added to the system and a se'Wage-'Volume-related 
charge for each commercial or industrial establishment connected 
to the system. These fees are reflected in contributions in aid 
of construction and are to be used by applicant to build backbone 
plant facilities, including treatment plant. 

'!he present level of cotmection fees a.re set forth in 
applicant's tariff sheets Nos. 107-55, 108-55, and 109-SS, effec­
tive September 12, 1977. Since that effective date, $88l,000 
in connection fees have been received from developers through 
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December 3l~ 1978. Of that amount, $401,000 was expended for back­
'OO:le pla:. 'C, ' $305,000 was on' deposi 'C' in a sp e cial . ac coun'C~ . $3S, 000 
(wbich.hss'. sin~e ·bee:lrepaid') was . loaned' to applicant's Sister company, 
LIDlC, a:lC $137 1 000 was 'used fo:, ope:,ating.expenses. 

l'b.e latter two above uses are obvious misapplica­
tions of funds that must be avoided~ notwithstanding applicant's 
financial problems. In that regard protestants, staff, .and 
applicant have stipulated that the treatment of connection fees 
should be as follows: 

-nAp'pl1~~;_shai].~oJ .. l.~C;Lc_otDleetfonfees as prOV:Caea­
in their tariffs as presently filed or as hereafter approved. 
These fees shall be segregated and treated in all respects as 
if held in trust solely for the purposes set forth below. The 
connection fees and accrued interest are to be ~1>ended only 
for (1) any taxes that may be imposed on such.connection fees 
or interest, and (2) those backbone plant facilities supporting 
applicant's connection fee tariff as presently or hereafter 
approved.. Applicant shall provide the Cotm:nission~ attention of 
the Finance Division, two copies of an annual statement no later 
than Ml.rch 31 of each year, detailing the amount of all connec­
tion fees received, interest earned., and withdrawals from the 
fund during the prior calendar year, 'together with the balance 
in the fund at the close of the year." 

With regard to the $137,000 of connection fees used for 
expenses, protestants claim that applicant's common equity should 
be adjusted downward by that amount, presumably as of December 31, 
1978. This contention is without merit.:--Tne precep£S'Of 

financial accounting dictate that the effects of such -misusing of 
connection fees have already been flowed through to common equity. 
The proper 'assessment to be made of what is required in this 
situation is that, as soon as applicant's internal cash flow and/or 
its recourse to outside financing permits, ap?licant must restore 
the $137,000 to the connection fee fund. 
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Sewage Svstem Deficiencies 

The sewage syste:· C'\!rre::.tly .collects,.· pumps,.· and 
treats flows of four million gallons per day (mgd). The main 

sewers and pump stations have a capacity for ultimate service 

area flows of 5 .. 25 mgd. The treatment plant, however, only bas 
a capacity of 3.5 mgd. As a result of this capacity limitation, 
the plant catmot meet standards for removal of orgauic pol.lui:8.1lts. 

Excessive quantities of chlorine are presently required 
to disinfect the discharge in ¢rder to safeguard public health. 
Reconstruc't:ion and upgrading of treatment plant facilities are 
thus projects of the highest priority. (See A.59033, supra.) 
As brought out: earlier in this decision, the methods by wb.icb. 
effluent is discharged and the quality of such effluent are 

regulated by the California Regional Water Quality Control Board 
and the state and county health departments. 
Findings of Fact 

1. Applieant's tr~tment plant facilities requirerecon­
struction and upgrading. That proj ect should proceed "'Without 
delay. 

2. Applicant is in need of additional revenues, but the 
rates it has proposed would produce an excessive rate of return. 

3. The adopted esttmRtes, previously discussed herein~ of 
operating revenues, operating expenses, and rate base reasonably 
indicate the results of applicant's operations for test year 
1979. Because of the relatively small rate base for a system. 
of this size, applicant:' s operating results in the near future 
are suscepti'b-le to substantial departures from the test year 
results. 
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4. A rate of retu:::'n of 10.0 percent on .lpplic.:lnt's rate 
base is reasonable. The related allowance for return on com=.on 
et;,\:i:)" is 15~·04 pe:-ee:l: btlsec. on 3.?p,licant ' s c·api:~l s:ruc'tu=e 
.:l:ld 14.13 perce":).t based on !....t.tUC's consolidated capital st:-ucture. 

5. To ?:'oduce a 10 .. 0 pe:'cent rate of ret\:::t"., an inc:-ease . 
1 of $l66, 100, 0: 9. S pe:cent:, in applicant's annual gros·s revenues \ 
~ 

..... ~ill be required. !he increase is $135,500 less than that indi-

cated i:'l. Table 2 because the rates presently in effect a=e interim 
rates ..... ·~ich became effective after this application was amended. 

(Tb.e i':l.te-ri: =a :es 'Were autho-:ized by D. 90008. supra.) 

6. !he adop:ed rate spread is reas·onable. 

7. Ccr:ai:l of applicant's effluent disposal cos:s. pre­

,:ious:"y discussed herei'.:'!, properly qualify as offse::able e·xp.enses. 
The Effluen: Cos: Adjustment Clause prescribed in App·endix B :0 
:his decision for inclusio:'l. in applicant'S ta:iffs and a corre­

spondi:'l.S balancins account, as required by Section 792.5 of the 

Public U:ili ties Code, provide a means of impleoenting the increases· 
or dec:-eases in rates to offset the increases or dec:::eases i:t these 
e~7enses which occu:,. 

o. The pe:'l.sion plan proposed by LhVC for i:s employees 
:\:.1:i11s ~n impor~ant need. The rate incre'l:!'le:'l.ts presc:::ib'ed in 
Appencix C :0 chis decisio:'l., for which olpplic.:l.n: will qualify 
"..!pon the execu:ion of a pensior. plan substantially .as ou-cli:led 

i~ :he ~::achme~: :0 t~\ibi: 20. a~c fai= and =e~sonable. 
9. TI1e increases in :=a:es .:mc charges authorized h.e-:eir. 

are jus:ifieci; the rates a:'l.d charges au:horized herein are 
reaso~able; and the present rates and charges, insofar as they 
ciffer fro: thos~ p::esc:::ibed he::ein. are fo,:, the future ~njust 
a'!ld unreasonable. 
CO'!lcl~sio'!ls of ~w 

1. A::l. adjus':':'lent to :lpplican:'s common equity capital in 
the a::noun: of :he sums previously paid by applican: as its share 
of the cos: 0: its ?:r:cr.-: b'eing spun off by Rossmoor Corporation 
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should no~ be made, because such share was accounted for as 
~scellaneous income deduc~ions and has no~ been allowed by ~he 
Commission for ra:emaking ~urposes. 

2. Henceforih, connec~ion fees and the accrued interest 
~hereon should be segregated and treated in all respects as. if 
held in t=us~ for the purpose of being eA7ended only for 
(1) any taxes that may be· imposed on such connection fees or 
in~erest and (2) those backbone plant facilities supporting 
a??lica~~'s eonnee~ion fee tariff as presen'tly 0:::' hereafter 
approved. 

3. No later than March 31 of each year, applicant should 
send the Revenue Requirements Division of the Commission 
~o copies of an annual statement providing a full accounting 
of the amoun~ of all connection fees received. in~eres~ earned. 
and v."ithdrawals from ~he connec~ion fee fund during the prior 
calendar year. together with the balance in the fund at the 
close of inat year. 

4. No adjusoment should be made to common equity by reason 
of the use of $13i.OOO of connection fees for eA7enses. because 
as soon as applicant's internal cash flow andlor its recourse to 
ou~side financing ?ermits~ applicant must restore the $137~OOO to 
the connection fee·fund. 

5. !h~ Commission concludes that the application should 
be g=anted to the extent provided by the follOwing order. 

6. Because of the use of a 1979 test year for estabishing 
new rates and the volatili~y of applicant's earnings. the follow­
ing order should be effective on the date of Signature. 

FINAL ORDER 

IT IS ORDERED that: 
1. M:er the effective date of tilis order. applicant Laguna 

Rills Sani tatior... Inc. is authorized to file concurrently the 
re~~sed rate schedules attached to this order as Appendix A and 
~he Effluent Disposal Cost Adjusoment Clause. as an added section 
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to the Preli~nary Statement of its tariffs, attached to this 
order as Appendix B. Such iilings shall comply with,General 
Order No. 96-A. The effeceive date 0'£ the revised schedules 
shall be four days after the date of filing. The revised schedules 
shall apply only to se=vice ~endered on and after ~e effective. 
date the::eof . 

'- 2.' ConcUrrentlY-with any rates- eStab1.isbed --unde£ordenng-"-" 
Par~gra?h 1, applicant shall maintain. an Eff1\1en~ Disposal Cost 
Adjus:cent ACCOU!l.t, as the balancing account, .for the types of 
effluent disposal costs and their related revenues specified in 
Appenc.i.."IC B. to this order. 

3.. Upon the execution of a pension plan substantially 
as outlined in the attachment to ~~bit 20, ap?licant is 
authorized to file revised rate schedules inco=?orating ·the 
rate increments set forth in Append1J: C to this order. Such 
filing chall comply with General Order'No. 96-~. The effective 
date of the revised schedules shall be four days after the date 
'of filing. The revised schedules shall apply only to service 
rendc=cd o~ ~~d af:e= :he effective dete thereof. 

4. Connection fees collected by applicant and the 'interest 
accruing thereon shall henceforth be segrega.ted and treated in 
~ll re$pects as if held in trust for the purpose of being expended 
only for (1) any taxes that may be imposed on such connection 
'fees or interest and (2) those backbone plant facilities sup­
porting applicant's connection f~e tariff as presently or 
hereafter approved. 

5. A?plicant is directed to send, no later than March 31' 
of eech year, the Jf~u~y.e.qu.iA.em"en:t,~'P~i,on __ o.r_:the_Coxcmi.ss.i.on __ _ 
_ ~~c_c_op_i.e.s_~r_::;n_~'1!lu.al_s_ta:t_~~.n.:tJ..::.~Y:i.d.ing_a_r..ui1 ________ _ 
accounting of the amount of all connect'ion feesrec~ived, 

----~---.-
_____ ,_c_ ._-_. ____ . ______ .... _ ...... 
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i:~erest earned~ and withdrawals from ~he connection fee fund 
during the prior calendar year~ together '(.."'ith the balance in 
the fund at the close of that year. 

The effective date of this order is the date hereof. 
Dated JAN ~ - 1988 

.. 
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SCHEO'OtE NO.. 1 

• • 

Applicable to General Residential Sever Service. 

El Toro, ta~ Rllls, Rossrnoor Le1a\U'e World. and vicinity 1 Orange County. 

U~tr1cted rnm1~ Resid.ence (u) 

Restricted ~am1ly ReSidences (R) 

$1...26 per month, per resid.ential (I) 
c.velli~ unit 

$6 -29 :per montll, :per resic.ential (I) 
dvell1ng unit 

All sever c~arges are payable in advance on the :1r~ day or the :periOd. 
:Or vhic~ the bill is rend.ered. 

ASS~...ATION, APA..~"TS, CONDOMINItlMS. Alro OTHER MU"LTIPLE RESID~CES' 

Tflhe:l core the.:l one resid.ent1al dve1l1ng unit !s, connected to the syste::l of 
!.agw:la Rills by service connections less in number than the nu.'U'ber ot 
res1d.ential d.velling units services, tile rate :per re~1dent1al dvel11ng uni~, as 
set torth above, shall be due and payable tor each and., eve~J liVing or d.velling 
un1t connected to the system. 
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SCKEDU"'.wE NO. 2 

• 

COMMERCIAL AND INDUSTRIAL SE..CN'IC:S: 

Applicable t.o Commercial ~nd Indust.rial service. 

Territo::! 

• 

El Toro, I4guna. K111s, Ros:::moor Le1s'1.U"e Worla. Ma. v1cio1ty, Orange County .. 

Service Charges t.o Commercial anC Indust.rial Service 

(A) ~e service charge to commercial and industr1al customers, hereinarter in 
t.hi s rule reterrea. to 80S .. c:us~omc:r'~, 6hall be b&sed on the aetual amount 
or sevage to 'be diseharged into th.e Laguna. H1lls Sanitation, Ine. sj"ste:D .. 

(3) The 'o~1c service eha.rge shall be $0.9~ per 1,000 gll.llons or seva.ge to 
be a.ischarged. '!he micim\lm. service charge sh..e.ll 'be the l!Iomount equal to­
th.e eharge ror single 1'a:n11y residences 1 ~s set forth. in Schedule No. 1 
ot La.gun:l. Hills Sanitation, Ine. 

(C) The ll.etuL\l amount 01' se'W'age so diGeharged shall 'be defined. and a.eter.nined 
by L3.gucs. Kills S&n1tation, Ine., in aeeord.a.nee with one ot the tollov1ng 
'tIIeth04 s. : 

Method 1: 

By t.he a.pp11e~tion or ~ v~ter use tactor to the amount ot metered 
domestic vater use or the ~~stomer's esta.bl1shment. 

The customer's esta.'b11sbment shaJ.l be elassit'1ed a.s to the ra.tio 'betveec. 
the ra.te or sevage disebarge and tbe actual. metered rs.te ot doccestie 
.... ater use. Sa.1d ratio shall be determined 'by Laguna. RiUs Sa.n1t.a.tion, 
Ine .. Md she.ll 'be ter:nea. "t&etor" .. 

Example: Cla.ss 1 establishment.. 

Metered .... a.ter use 'by customer's establishment. tor a. tvo-moc.th. billing 
per1~ - 20,000 gallons - Factor 0.9. 

Service eharge tor the wo-month. billing period equals 20 x 0.9 x 
$0.91· $16.38. 

(I) . 

(I) 

... 
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SCE:E:OOlE NO. 2 (Co~ti:cued.) 

COMMERCIA!. AND INDUSTRIA.!. SERVICE 

Method 1 s:llll "oe 'USed. initially tor 8.l~ comme::"cial ane 1nd.ust%"1al est.a'b11sl:.!l1ents .. 

Laguna Hills S8!l1t&t10n, Inc .. u::r ehauge said taetor or est1mo.ted d1scbo.rge rate 
trom tilne to t!.me on tbe "080318 o! the 1:lere~e or the deerease in the est1mated 
sevase e1seharge rate. 

Method 2: 

By the aetUAl ~easur~ent by meter ot seYage d.ischarge !rom the customer's 
establishment and the applieation 01' the Service eharge to the measured 
d1sc:arge .. 

Ex~le: Measured total :evage d.ischarge rrom eustomer's establishment tor a 
tvo-lllCnth billing period. - 22,000 gnllons. 

Service charge tor the tvo.month billing period equals 22 x $0.91 • $20.02 (I) 

'!'b1s met~od. sl::\ll be used. only when requested by the customer I and. only vhere 
metering o! the ~age discharge is possible ~nd. practical. All metering 
shall be ~or:ed. by or 1.:llder the s\2:pervision ot Laguna Kills Sanitation., Inc. 
a~ at the expense or the customer. 

, :By the est1:lat1on by :lAguna Kills Sanitation, Inc .. o't the se'W'age discharge 
rate from t~e customer': establishcent. 

':'ae est1:nated. sevage c.ischarge rate shall be based. on s't4nc.e.rd. and. accepted. 
met:lods such as ~X:iU'es, un1 t count T e"tc. 

~le: Esti=ted. total sewage diseharGe tor a two-month b1111:lg penoe 
- 22,000 gallons. 

Service charge -:or the tvo-month "b1J.llne,: period equalc 22 x $O~9~ • $20.02 (I) 

:h~S method shall be used. only vhere no reeord.~ o~ actu~l vater use 'are available 
and ~here =eter1ng o~ sewage discharge is impractical. 

!.aguna Rills ~n1tation, Inc. :nay cbange said ~a.ctor or estimated. discharge 
rate !rom time to time on the basis o~ tbe increase of the deerease in the 
estimated sevage diccharge ~ate~ 
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SCEEIlotE NO.2 (Continuee.) 

COMMERCIAL AND INDUS'tRIP.!. SERVICE 

• 

CD) 'the 'basic ra:te 0'1: $O.9~ per ~,OOO gtU.loe.: 'tor sewernge service sh.o.ll (I) 
a';ll'ly • ... l:l.ere sewage di:cha.'J:ged. is eq,u1 valent 1.'1 st:r-ength to ord.ina....""y 
coce:tic se~-se. For the purpose 0'1: these rules or~ domestic 
:~e ::h.e.ll. be def1ned. e.s ::;e· .... &ge cont.in~ b.s.V1ng a. $\\$pended. s.011~ 
conCe:J.t%'3.tion not. exceeding 300 ppr., a. 5-d.a.y '5-.. 0.D .. or not more than 
300 :P.Pm:o nne. baVi.ng no unusua.l eoncentra.t:i.on of chemiw: or minerals. 
which ..... ould. l:l.ave o.n 4d.ver::e ertect. on the ~ Hills san1tatioe., Inc. 
se'W'enge system. 

($) Sho\lld s.ewage di:.charged "oy s:r:t:I cc:mmereial or industrieJ. establis.l:lment 
'be determined. to h.e.ve suspend.ed solids ot B.O .D. concentration in exeess 
ot 300 ppm '!or significant period: or t.ime, the 'btJ.S1e re.te tor tbat. 
es-va"ollsh:nent sb&ll 'be i:lereased.· "oy 'the :rtI.tio 'betveen the deteX'mlned 
a.ctual :3.0.D.· or suspended. solid.:: concentre:tion and. 300 pprr., ..,hich.ever 
ratio is the larger. 

Dete:mined :3.0.D. - 400 ppm 
Determined :uspended solids concentra.tion - 450 ppm 

Service charge -~ 
300 x $O.9l- $1.365 per 1,000 gallons ot actual. (I) 

sewe.,ge d.1sch&rge 

(r) Sho'.Jld. the s~e disch.e.rSed by Ul."J' cem:nercial or ind.ustr:!.al estAbllshment 
be det~~ed by ~ Eill:: Sanitation, Inc. to hAve excessive concen­
trations 0'1: s.d.vcrse chemical: or minereJ.s, the 'be.:;ic re.te wil.l 'be incree.sed 
'by e. '!a.ctor e:t.e.'b1ished 'by Ltlg'--u'.l. Rills $.o.nit~tion, Inc. 'based on the 
e~!ect ot s:s.ie. concen.tre.tions on the ~ Hills Sanitation, Inc. 
se .... c:"8.&c sy:':em. ta..cp.l.n.e. HiJJ.:: Sanitation~ Inc. may cb.a.nee said ts.ctor 
!':r'O'::l ':im.e to ':i::ne on the 'bs.sis or e.rJ3.l.ysis or sewage q,WlJ.1ty. 

(c;) In no ~e '.rill ~ Hills Swta.tion, Inc. s.cc:e,t sevage ha.Ving. either 
:a.0.!!. or :;u..."ended. solids coneen':n.tions in excess. of 500 ppm for sig:o.i­
~ic:tl.!lt periods 01: time, or se~e hAving cb.emiea.l or xninereJ. c:oncentre.­
tiOllS ·"hich, 1'or :::ign.i:t:ic:~t perlodz o't ti:ne> 'Wi:U na.ve exce::sive e.dverse 
e!!eC":. on tbe Laguna. Rills Sanitation., Inc. system. For !\trtb.er 
delinea.tion 0'1: lilnita.tion of w~tes see other sections of these Rules 
&:lei Reguls.tions. 
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SCHEDULE NO.3 (Continued) 

SALE OF RECLAIMED WATF:R 

(6) ~e ~rope~ ~pon Y~eh the ~ater shall be used~ 

(7) I~,:.:;. Q, =e~'\:lt or :!"1re, ee.rt.hc;.\lAke,. stor:n, ra1n!'~l, rlood., Act or Co<i, 
str~es, ,~cketi:g, boycott, lockouts or other causes or conditio~ beyond 
~he co~~ol o! Utility, or beca~e 0: damage or breakdown ot ~. or Utility'S (T) 
~aeilities, ~ility s~ be releaaed froc its responsibility to deliver 
~ate:: c:ur~ sucll ,eriods or inability e.:ld sllall have no li,,:ollity to the 
c-..=to=e d\!:'i:g :i:.ch yer10d ot time. 

Cu5t~erts Election 

Service to ~ c~to=er ~-ll tall ~der this category yeen tbe customer desires to 
receive the vater a':. such time::> d'l:'ing the day a.nd veek: a::o the cuztotller sho.ll 
elect" ~ov1d.i=g other CU~omer$ or this cl3.SS or service 'have :lot a.lrea.~ 
contra.eted ror all or tee supp~ Q,va.ilable. 

Becla.iced ~tl.t~r, tor this class of service, shall be SOld at the ra.te or $67.00 (I) 
per acre-r oot ~ 

Service to a cu..-tocer vill tall 'IJ:1der th1~ category vhen both or the rollov1:lg 
co~t~o~ a:e a.,plicnble: 

(1) The custO::leo:r ...-ill ::-ece1ve .... ater at :3ucb t1nle d\.lr1ng tJ:'.e day and. ~eek 
.3.S the VtU1ty shall eleet. 

(2) TJle c-.;,.:tO:ler ..rill u:;e the :.a.~e or a ~eater q\lJ3.!lti'ty or ~ater eacb. .... eek'* 
duri:cg the 9 mo::.ths 'oegimling Oetobel" 1 and e'Cdi~ J'Ur.e 30" as that 
e'\,1;'t.o~= -.:sed d'l:'ing 1 t::: .... eek*' or ~\.: consUIt1?t10:o. d\ll"'1~ the ,l:'ev1ou:. 
3 ::o:c.t::.:. "oegi:l:li:.g .J-.iJ:y 1 a.::.d e::ld1r.g Se,tember 30. 

'!:::ere ::'h:lll be :0 cb.':lrge for 'W'll.te:.- c.el1vered under thi:: cl~~ or service. There 
s~, ho~ver, be an e.:m1.1.a.l contract rene· ... a.l !ee 0-: $100. 

It at :xrq t1::e, Utility d.~s not have e:lO\lgh ".I'Q.ter to $~'!'lly a.ll ~stomers 'IJ:1c.er 
this cle.!:s of service .. a...."'ter :provid.ing all the .... a.ter l:'equired by tbe "C'I.lStomer 
Election", cl.:Sto::ler::,. the rems.1:a1ng ::~ply' shall be prorated bet'W'eell the customers 
\::oder t:01z el3.$$ or serVice, in direct pro'Port10n to tlle tot~ o.ua.ntity o't va.ter 
each. c-.ztomer ~ceived during the :pl:'~vious 9 months "oeginning October 1 and (T) 
e::.d1ng J-.me 30. 

.... Week i~ d.e!'inecl. ~ beginning 0::' Mond~ mornil:lg at 12:0l c..I'll., a:cd ending 
on Sunday ~gb.t a.t 12:00 ;p.m. 
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!.AGtJW. EIUS oo."!TAXION, INC. 

EFFL~ DIS?OSA!. COST 'ADJOSTM£NT CtA.'OSE 

l. ?..::-oose • ~e ~urpose oot th1s acc:o\lllt is to l"erlect tha.t ;portion of 
reven~es neeezsa.-y to cover certain costs ~ttr1b~~ble to ettluent 
d1sposaJ.. 

2. A'O'Olicab1l1tr. :BUls reMered. 'lmder Rate Sebed:IJles No.1,., No. 2 e.:od. No. 3 
sball 1:ceJ.ud.e c.mC'1.:.lts :-etlee-:.ed in t'll1s 'be.le.J:lci'rlg a.c:couc.t. 

3. Rev'1s1o: Dates. The revision d.e.te:: are January 1 e.nd. July 1 of each ye8:. 
::lle e!!'ect~ve d.a::e 0-: such revised :-ates s:o.e.u 'be on S'\leb. d.s.te a: 8.$ soon 
tl:le::"ee:""...e as the Co:c!.ssion :cey e.utbor1ze. Ailplice.t1ons by adVice lette.r 
!i1.~ sball be ~:Ued. so::li-e.::nua.lly ... but o~ it increases or dec:"es.ses 
!.:l expenses e.ttribt:ta.ble 'to ~s ac:CO'Wlt exceed. ltf, or the est1ma.ted. a.:onue.l 
e;r-oss revenues. Ad.vice Letters sbe.ll be rUed a.t least 30 d.ays Oe::'ore the 
R~...sion :oe.te. 

4. Reeo:-d. Pe:-iod.. For the ~1I:."poses 0-: calet:l.e.ti:lg a:r:q ra.te cb.a:oge::' resultillg 
tree c:o.anges in e::'nuent di~sal costs... the Record Period. sball 'be the 
::ix ::lonths end.i~ tvo :months ~rior to the rev:tsio::. d..e.tes. 

eo. The Ctc:':'e:o:: Price o~ p'lJ%'cbe.sed ~ower sheJ.l be basec. on the latest 
t.e:!-~s 1=. ettect on or before the re'V"1sion d.e.te. 

b. The CU:':'ent Price or sludge ha'lJl.irlg sball be the contract rates 
1: e:!ect on 0:- before the reT1sion d.e.te. 

e. 'nIe ~ent :E"::'1c:e 0-: sludge C,1syoseJ. shsJ.l be wo times tbe R1gl:1.est. 
Dis"'"..r::.e-e Ind'CSt:'i.aJ. User Cbarge '!or the O:r'a.:cge CO\mty Ssn1tat1on 
District's in ettect o~ or before tbe reviSion date as provided in 
contract e&ted ... 1979, by and betveen LaSI ~d orange Couat,y 
Sa.::lits.t.10n District No.1 .. 

Q... ~e Ci:'rent Price ~o::: the Irville Leases sba.ll be the Orange County 
ad val~em taxes on tbe ~~o~ leased trom the I%"v1ne Co~ .. 

e.. '!'be Ci.....-rent Price ~or spray i.--:'igation equipment sl:t.eJj. be the atIllu.al 
rental on tbat eq,uipment .. 

~ .. The C1rrent P.t-ice tor e~uent disposal using the JI.liso Wa.ter 
Ma.::age:aer.t Agenr::y- CAW;') 'facilities shall be based. on the letest ra.tes 
es--...a.bl.isheo. "rq AWMA on or be~ore the revision date. 
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LACUNA HILLS SANITATION, r:-;c. 

EFFUJ"D.'T D!SPOSAL COST ADJUSTXENT ClAUSE (Cont.) 

6. Current Coot. The Current Cost of effluent d1spQ,snl shall be co.lculoted 
as ,1'011ovs: 

a. The Current Cost of ~urcha3ed power shall be the Record Period 
~uant1ty multiplied by the C~rent Price. 

o. ~oe Current Cost o! sludge hauling shnll be the recorded 
costs for the Record Period modified to reflect rates effective 
on or before the revision date~ 

c. The C1l%'l"ent Cost or sludge d.isposal oha.ll be the recorded costs 
for the Record Per10d modified to reflect rates effective on 
or before the revision date. 

d. The Current Cost tor the Irvine Lease::: shall be the recorded 
costs for the Record Period mOdified to retlect tax bills 
effective on or before the revision date. 

e. The Current Cost tor spray irrigation eqUipment sh~ll be the 
recorded costs for the Record Period modified. to reflect the 
rental rate::: effective on or before th~ reviSion date. 

~ .. The Current Cost tor effluent disposal USing the AWV~ f~c1lities 
sh~ll be the recorded costs for the Record Period mOdified to 
reflect A~O/~ ra.tes effective on or before the reviSion date. 

7. ~~e R~t~s. The Base Rates are those rates authorized by DeciSion 
No. 91182 effective .Ja."l.U~l'"V 8 ? 1980 of .... hich ?O.15~ offsets 
the esti~ted 1979 effluent disposal cOst of $384,000. The Effluent 
Disposal portion of each Base Rate is shown in pnragraph 11. 

8. Etfluent Dis"OOsal Cost Ad.,ustment Account. The CO!':lpany shall maintl1in an 
~~luen~ Disposal Cost Adjustment Account. Entries to be made to this 
account at the end or each month vill be determined from the following 
clllculntions: 

a. Y.onthly e~:luent disposal costs for purchased power, sludge heu11ng, 
sludge disposal and monthly amortization or Irvine lease and 
irrigation equipment rentals. 
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:LAGUNA KILLS SANITATION t ~C. 

• 

~.Jt.T:S:NT DISPOSP.:. COST ADJ"O'STM:E:NT CIAUSE (Cont.) 

• 

'b. Less: mont=.ly reco:'d.ed revenue co~uted 'based U'pOn tbe C'I.lrrent 
e!::lue::.t disposal cbarges. 

1: ~e above calculation ~roduces a positive amou.~t (under-collection), 
sucb a:10'll:lt Will 'be debitee. to the :Balancing Acco\lllt. It the 
caleulatio::. ~:'Oc.uces a negative amount (over-collection), such omO\lllt 
vUl be crer!i ted to th.e B.Uanci.l:lg· Account. 

9. ca1C".llat10n o~ E:!'~uent D1S'OOsal Cost Adjustment Factor. The :r::fiuent 
Disposal COS"; Ad.j1.:.S"'"..men-: Fac~or shall 'be d.etem1ned. as :rollows: 

a. Tbe CUrrent Cost of E:fl.uent Disposal shall be caleulated 
aeeo=d1ng to paragraph. 6. 

"0. TIle :Balanee in t.b.e Etnuent Disposal Cost Adjustment Aeeo\lllt 
snail. 'be ad~ed or subtracted to the C'U.n'ent eost. 

c. ':.'l:le Cost Adju~..me::.t :Factor soal':!. be dete:m1ned as :rollows: 
Iii \"ide -:he sc o~ (a) a:l~ ('b) 'by $384 ,000, the estimated 1979 
e~uent d.isposal cost. 

10. Ca1C\:lat10n o~ ~uent D1soosa1 Che.rg~. ~e current Etnuent Disposal 
Cbarges shall 'be d.e~erm1ned as tollows: multi~lY the E!fluent Disposal 
Cbarges .. as indieated. in pargaraph ll, by the Cost Adjustment Factor 
developed in paragraph 9. 

11. ~\lent !l1S'OOsa1 Che.r~es. A portion o!' all cbarges are necessa..."7 to eover 
expenses a::t:-icute.'ble to etnuent disposal. 'l'b.e amounts listed. belOW- have 
been dete:m1ned as tbe charges attributable to the estimated 1979 etfiuent 
disposal cost 0": $384,000. 

Schedule No. 1 Sch~d.ule No. ~ 
E:teet1ve U~strieted. Restricted. . Min'!..Dn.m1 { Per ~~eoo gal. Sebedul.e No. 

Dat.e Per Month Per Month Per::Mcntb ··'per- Month , 
P~r A.l'. 

$1.51 $1.31 $L.51 $0.187 $13 .. 97 
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LAG'CNA HILLS SANITATION. INC. 

• 

~'T DIS'?OSAI. COST ADJ'USTME:NT CIAUSE (Cont..) 

• 

J.2.. A'O'Ol1ee::'10n 0:' D1S'OOsal. Charp;es.. The disposal eb.e.rges shall 'b~ incl\llied 
in the ra-:es SOO'lol'll on Sehed:c.les~No. -1, No. 2 and. No ... 3 •• krJy cb.snge in 
e~ue:.t dis,osal charges v1ll 'be renect~ 0:). the a:pp:ro:pr1ate sehedules .. 
~e percen~e 01' increase or lieerease 'W'ill 'be applied equally t,o eacb 
class 01' s~~ce, and tbe ratio 01' unres-:rieted residential charge 
to :-estr1et.ed. residential charge shall remain 'betveen 1 .. l5 eJld 1 .. 17 as 
o:-e.eee. in Decision No.. 88079 .. 



.. 

• • 
A.??E:NDIX C 

tAG UNA E:ItLS SA!'<"ITATION! INC • 

At'l'HORIZED INCREASE IN RATES 

• • 

?e::" O:-de::'~ Pe:ag::'s:pb No.3, ea.eb of the i'ollOW"-llg incre:men~ increa.ses in 
:re::es may be ~;t into et::'ee-:, tollow1~ the execution of So :pension ;plan, by 
~ili:1g the :rate scbec:ules 'W'l:.ich s.d.d.s the a:p-prop:-iate ineea.se to the :ra.tes 
... ·bicb 'W'o1.1l1i otherwise be in e:N'eet. on tba.t d.e:~e. 

SCEED'O:t:E: NO.. 1 

GENERAL RESIDENTIAL SERVIa: 

~~est:-icted ?amily Residence (U) 

Res":riC"ted. ~ Residences (R) ........ 

$O.ll :Per month, ~ resid.ential. 
dwell1~ '0:0.1 t 

$0.08 per month, per residential 
dwellil:lg. Unit 

SCl3ED'OLE NO. 2 

COMMERCIAL PJm nmtETRIAL SERVICE 

T'.o.e basic se:'Vice cba:ge 
;pe:" l,. 000 ge.llons or sewage 
~o be ~ged ......... .,................ $0 .Ol per l~ 000 gallo:o.s 

SCEED'OLE NO. 3 

SA.I:E: OF RECLAlMED WA...."'ER 

Reclaimed. water ••••••••••••••••••••••••• $1.00 per a.cre-toot 

(I) 

(I) 

(I) 

(I) 


