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Decision No. sr.L~ MAR 4 1980: 

BEFORE THE PUBLIC UTILITIES COMMISSION OF IRE STATE OF 

In the Matter of the Application ) 
of Santa Clari~ Water Company for ) 
authorit:y to increase its rates ) 
and charges for water service in ) 
Bouquet Canyon and vicinity near ) 
Saugus in the nort:heas'tenl portion) 
of l.os Angeles County. ) 

..' ) 

Ap1>lication No. 57462 
(Filed July 19'. 1977: 
at:lended July 25. 1978) 

Williat:l G. Fleckles. Attorney at Law, for Santa 
Clar~~ Wa'ter CO=pany. applicant. 

Stanle", C. Lagerlof. Actorney at Law. for Castaic 
take Water Agency. interested part)". 

Peter Fairchild. Attorney at Law. and R. M. Y~nn. 
for the COmmission staff. 

OPINION -------
I. Introduction 

On July 19. 1977. Santa Clari~ ~ater Company (applicant) fi~ed 
its applica~ion requesting authority to raise i-ts General11e~ered Rates 
to levels which would permit it to earn a 10.2 pereent return on rate base. 
By Deeision !~o. 86552 dated October 26. 1976 in Application No. 56053 .. the 
Commission found that a rate of return of 9'.6 percent on the adopted rate 
base was fair and reasonable for applieant's future operations and autho
rized applicant to increase its rates for water service based upori,adopted 
results of operations which projE:cted operating revenue of $1.46>.500 for 
the "test year 1976. In the present application applicant stated 'that its 
1977 revenues would be only $1.348 SOO and estimated ,that the proposed 
inerease in rates would raise applieant's 1978 revenues 1:0 $2 .. 100.090 and 
its 197~ revenues to $2.445.000: 
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Applicant on July 25, 1913 filed its first amendment t~ the 
app11c&l:101l. This amenoment ,eliminated applicant'. initial request to 
increase quantity rates 1n cwo steps and revised ita original reQUest 
for an increase in the monthly service charges._ The amount of the 
proposed inCrease in applicant'. estimatecr 1979 revenues over present 
rates is $657,000 per year. The requested rate of return on rate base. 
was increased to 10.6 percent. 

In tile original application, applicant alleged that one of the 
reasons it needed additional revenue was that in early 1977 applicant 
had cont:'<9.:ted with Castaic Lake t~ater Agency to take 5,.000 acre-feet of 
~eated State Water P1~water £ro~ that agency each year commencing in 
1979 at an estimated cost of $325.000 _ In the ~endmen1: .. 1:(> its appli
cation. applicant eliminated its re~uest for additional. revenues to 
offset the expense of purchaSing such water because it became knol'N':l: that 
state water would not be available to applicant until either late in 
1979 or the early part of 1980,. 

The follOwing schedule cotlpares the present and proposed 
general metered· service rates as set forth in the· amendment to the 
applica tiOll. 
Rates 

Per Meter per Mont:h 
Present Proposed 

Service Charge: 
For SIS x 3/4-inch meter .................. $ 3.85: 
For 3/4-incb. meter •••••••.••.•.•• 4.20 
For I-inch meter ............. _... 5,.70 
For 1-1/2-inch meter ................ 8.10 
For 2-incb.me-ter .................. 10.40, 
For 3-inch meter .................. . 19.10 
For 4-inch meter ............. '. .. • • . ... . 25·.80 
For 6-incb. meter ........ '.... • • • • . .. .. • 45-.60 : 
For 8~iuch meter ................ 62.75 
For 10-iuch meter ................ 77 .. 00. 

Quantity Rates: 
For all water delivered per 100 cu.ft .... $ 0.274 
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Notiee of tile filing of the :applieatiO'n was ptlblished in the 
Newhall Signal and Saugus Enterprise O'n 'August lp 1977. Notice of the 
filing of the amendment was published in the same uewpaper on August 2, 
1978. Copies of the amendment were mailed to' the Los AngelesCO'uuty 
Clerk, the Los Angeles County Counsel ~ and the Department of General 
Services of the State of California. 

A copy O'f the :nO'tice O'f hearing was pos ted on Septemb-er 14. 
1978 in a conspicuoUs place in the business O'ffice O'f applicant at 
22722 West Soledad· CanyO'n Road, Saugus, and a 1: Phil's Western FO'O'd ~een 

at 2373& LyO'ns Avenue, Newhall. A total of 9,546, cO'pies of 'the nO'tice 

of hearing were mailed to' the custO'mers during the period August 31 
through September 22, 1978. 

PUblic hearings were held before the assigned Adoinistrative 
Law Judge in Saugus on September 28 and 29 and i:n San Francisco O'n 
OctO'ber 16, November 20, 21, 22, 29, and 30, and December 1, 1978, and 
January 4 and 5, and February 1 and 2, 1979. !he Inatter' was taken unde:

s'Ubmission O'n April 27, 1979 on 'the filingO'f the staff brief. 
II. His to'rv . 

Applicant was fO'rmed in September 1973 as a result of the 
merger of Bouquet CanyO'n t-later Company and Solemint Yater Company. 
Applicant's first general rate case, Application NO'. 5442Sp was filed O'n 
NO've:W-er 5 p 1973. In DecisiO'n No. 84566 dated June 17, ·1975-. applicant 
was gran'ted a 9.6 percent rate Qf return O'n ra'te base. App1icant·s 
secO'nd general rate case,. ApplicatiO'n No., 56053~ was filed O'n Nove:b-er 5, 
1975. In DeeisiO'n NQ. 8-6552 dated October 26. 1976,. applicant was again 
granted a 9.6 pereent rat:e of return O'n rate. base. '!he recorded rates 
O'f return on rate base for the years 1973 through 1977 rallg.ed frO'm a low 
of 0.69 percent: in 1973 to' a high of. 7.62 percent in 1976,. with' the 
average being 5.42 percent. 
III •. Present: Opera'tiO'ns 

Until 1976 applica.nt·s books- were .kept on anN.C.R. card 
machine. In 1976 applicant comceneed transferring. its billing system 'to' 
its own I'~3.M. System 32 computer. In 1977 the balance of its boO'ks 'Were 
transferred to the cO'mputer,. althO'ugh refinements are const8lltly being, 
made. 
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Applicant's office. located at 22722 West Soledad canyon Road, 
Saugus. ,is currently rented from Rodeo Land Company. but applicant 
proposes to acquire the office building when authority can be obtained 
from the Commission. Applicant's warehouse is located at 23010 Golden 
Triangle Road. Saugus. Applicant does all of its own repair work and 
most of the new construction work on water system facilities. 

Applicant'S service area lies generally north and east of 
Saugus. Los Angeles County. and is spread over 70 square miles. Also 
included are 780 services in West Newhall. an area not contiguous to 
the principal service area. Applicant obtains its water from 19 wells 
which have a total capacity of about 19.000 gallons per ~nute~ The 
wells are mostly 16 inches in diameter and range from 130 to 250 feet in 
depth. Sixteen of the wells have electric motors. two have gas engines. 
and one has a diesel engine. 

Water is boos t"~d from lower pressure zones to upper p:r:essu=e 
zones by nine electric and ~ree gas booster pumps. !he ~rans~ssion and 
disttibution system consists of 664.985 feet of pipe. 95 percent of which 
is asbestos cement pipe. serving 9.600 customers. There is an average 
of 70 feet per service connection. Applicant's major wells. booster 
pumps. and tanks are conttolled by a telemetering. system which will 
eventually be controlled by a computer in applican't's office building. 
Applicant currently has 10.240.000 gallons of storage. all in steel tanks. 
Much of the storage is required for fire flow purposes. 
IV. Public Witness Testimony; 

The ehai:rma.n of the Friendly Valley Community Council. which 
represents more than 2,100 residents of Friendly Valley in applicant's 
service area. testified that these residents overwhelmingly approved an 
$18,.600,000 bond issue so that the Castaic Lake Water Agency could supply 
filtered water to applicant. The witness testified that in his opinion 
the e~es to be incurred by applicant to distribute such water through 
its system are necessary expenses. However. he 1X>inted out that. since 
such water will not be available to applicant until 1980 pr,oviding 
construction of the Castaic Lake Water Agency system proceeds as presently 
planned. 1:his delay should be considered by the Commission in deter
mining the extent to which the projected cost of $32S~000 per year for 
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the purchase of Water from the agency should be allowed as au expense 
in this proceeding~ 

He further testified that many of the residents of Friendly 
Valley are retired persons on very limited incomes and '!:hat 'the proposed 
service charge increases would impose an undue hardship on them. They 
are therefore unalterably opposed to any increase in service charges. 
The witness in su:rm:nary testified~ however ~ tha't a rate increase is 
necessary to enable applicant to acquire an adequa'te supply of water and 
to deliver water of a better quality to its cus'tomers. 

Another public wi ~ess read into 1:he record r..10 pe'ti tions signed 
by several persons protesting the proposed increase in rates which read 
as fOllows: 

"To 'the Public Utilities Commission: 
"~e. 'the undersigned residents of Santa Clarita 
Valley, vehemently protest the ridiculous.out
rageous, proposed 80% increase of water rates by 
the Santa Clari'ta Water Company. We feel that the 
present rates should be maintained at the present 
level, that it's high enough and we feel that any 
increase will create hardships for us, and further
more. that any increase would be inflationary. 
Furthe=::lore, we feel. that the Santa Clarita Water 
Company is attempting to use the P.U.C. to increase 
the value of their water company, so they can make 
an outrageous profit. by selling out to the Nev:hall 
Water District, which is a real ripoff Company. 
We also protest any increase. if Newhall Water 
Company purchases Santa Clarita Wa'ter COl:lpany." 
In 'the second petition the words "which is a real ripoff CoI:1pany" 

were stricken. 
The Administrative Law Judge 'Without objection from any' of the 

parties read into the record a portion of a letter fro~ Nick J. Cataxcas 
who indicated he would ha"' .. e attended the hearing but that he had to' be 
out of the S'tate. In his letter l-Ir. Catamas sta'ted tllat, he had %:loved· to 
Santa Clarita Valley more than three years ago., to. escape the smog. The' 

letter continued as follows: 
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"Unfcrtunately, cur TV cable ccsts have almcst 
dcubled. 

"Our trash. pickup service increased 20 percent 
las t year. and the fact is the higher costs are 
no't ker>t clO'se to' the ccst cf living index; they 
just zocm. 

·'The water prcvided by the Santa Clari 1:8. Company 
is dreadful. In crder to' drink it. ccok wi th. 
it and wash with it, well, frankly we have to' 
buy bottled water because we can't affcrd a W4'ter 
sO'ftener. 

"Perhaps a mcdest increase is in erder. but I 
understood they are asking 100 percent a tO'tally 
unreasotlable amO'unt." 

Witness Rodgers on behalf ef the Saugus, New~ll, and Valencia 
Chambers ef Comcerce testified'that the Water serv~d by applicant is very 
hard and 'W'a'ter sefteners have to' be used to' make the water suitable even 
fcr washing dishes. The custome::s have to' buy bottled water to' drink. 

The Chalnl:>ers O'f Cotmnerce are in full support ef applicant's purchase cf 
water frem the Castaic Lake Water Agency because the majerity ef :he 
people in the Santa Clarita Valley~ve vcted for cae district's 
$18,600,000 bend issue and because applicant needs a source cf· better 
quality water. The Wimess testified that if the quality of water were 
imprcved. his cwn expenses wculd be reduced even with a rate ,increase 
because he wculd nct have to' pay $25 to' $30 per month for'bottled water 
and he would not have to have a water softener. He alsO' testified that 
the additiO'nal supply cf water is necessary to' meet present needs in ease 
O'f a seasO'n ef lew rainfall and to' meet future needs which will result 
frcm grO'wth in the service area. He stated that applicant has agreed to' 
purchase 5,000 acre-feet of water per year frO': the Castaic lake Wa~er 
Agency. Valencia Water has signed up fO'r 2 ~ 000 acre-fee-c per year and 
Newhall Water Company has signed up fer l~ 000 acre-feet per. year. The 

water to' be obtained frcm the Castaic Lake Water Agency is a part O'f 
State Aqueduct ,water which comes frem northern California. 

Ms. WO'rden~ who has been president of a citizens" adviSOry group 

in the Santa Clariu Valley fer the past five years, testified in support 
O'f applicant's prcPO'sed rate increase So' that applicant. would. be able to 
purchase water frcm the Castaic I.ake Water Agency in or,der to.be assured 
~f an adequate supply. 
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Mr. Lynch~ the president of the Cas1:aic I.a.ke Wate4 Agency~' 
tes~ified that the agency was C4eated in 1962 by an act of the S~te 
Legislature based on a State 'W'ate4 Resources Depa4tment determination 
4egarding the need £04 supplemental water. In 1953 the agency .executed 
a contract for a share of the water f40m the state water project.,..· and 
in 1976 the voters in the agency p which is basically the ent.ire Santa 
Cla4ita Valleyp passed an $18~600pOOO bond issue to- provide funds for 
water treatment. and.transport.ation facilities. The agency's largest 
cust.omer is the applicant: which has made conc:ac1:Ual cotmnl.t:xD.ents for 
5~OOO acre-feet of water in the year 1980 at a price of $65 per acre-foot 
increasing by annual increments of 500 acre-feet per year to 7~500 acre
feet at & price of $107 per acre-foot in 1985·. The witness expressed a 
concern that the Commission in this proceeding take action to enable 
applicant to accept 1:he water from the agency when it is ready for delivery 
the first part of 1980 so that applicant will have a supplem~tal source of 
good quality state water to meet the Deeds'of the comaunlty it .erves. 

The agency has been inforced by state engineers that should 
there be another drought. such as the one which was broken in 1977 the 
residents in the Santa Clarita Valley would not have sufficient water 
without the supplemental supply from the State.. '!'hat is why the agency 
has contracted for 4l r OOO r OOO acre-feet of state wate4. 

The wi1:Iless pointed out 'Chat the residents within the agency 
will be responsible 'for paying f04 the. costs of the. water either ~ough 
water rates or through tax rates. The agency would prefer to shift as 
much of the recovery of such cost.s as possible from tax rates towate~ 
rates r especially in view of the enactment of Proposition 13. 
V. Resul ts;of Qperation 

Exhibit No .. 18 ... alleDded by mcorporat1ng. the columns 
ader _adiDg (3) of Exhibit Ho. 19, aets forth a comparison of the 
reaulta of operation for the year 1977 recorded" and the eat~tes 
of ~licant aDd of the ataff at preaent rate. and at proposea. rates 
for the :1'8&r 1979 .. followa: 

, . 
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: 
: 
: 
: 
: 

: ~ . 
· . 
~ .. 

'l'AJ3L'E 1 

Results of Operation 

(Dollars in Thousands) 

Year 1979 Estimated 

· Year : AEElicanr Sraff .. * 
: 1977 : Present 

Item : Recorded : Ra:ces 

~erat:illg Rev. S1.391.1 $1.493~0 

Deductions 

Operating Exp. 838 .. 4 1,321.9 
Depree. Exp. 237.l 195.l 

Taxes Other 
1'b.an On 
Ineome 130.4 216.1 

Income Iaxes 29.6 

Iotal Ded .. 1.235-.. 5 1,733 .. 1 
Net Revenue 155.6 (240.1) 

Avg .. Depree. 
Rate Base 2,,866.6 3.236.9 

Rate of Return 5.43% I.oss 

A. Qpera ting Revenues 
1. Customers 

: Proposed : Presen't ~ Proposed . 
: Rates : Rates ., Rates 

S2,:150~0 $1.509.3 $2,.170.S, 

1.321.9 916 .. 7 916.7 

19S.1 l38·8" l38·8 

216 .. 1 73·2 73.2-
73.7 aa:.~, .t..25_2 

1,,806 .. 8 l,,217.5- 1,553':9' 
343 .. 2 29l.S 616 .. 9' 

3.236.9 2,757.1 2,757.l 
10.60% ·lO.~ 22.38%' 

(Red :Figure) 

: Applicant : 
: Exceeds : 
: Staff at : 
: Proposed. 
:. Rates : 

, S(20 .. 8) 

40S~2 

56.3' 

l42 .. 9 

~:2a·2J 
2$2.9' 

em.7) 

479.S 
Cll.7&{;) 

App1icant Ys president noted that the number of metered customers 
had increased from 9.288: in 1977 to 9',521 in 1978. He estima:ed 'that the 
average number of metered services in 1979' would be 9'.85,3. The staff 
accepted applicant t s estimates of average n'Omb:er of customers fo-:: each 
category of service. 

2. Revenues Per Customer 
In estimating metered service revenues for both 1~7S and 1979. 

applicant t s wi 'CIless Botlllelli used a consumption figw:e of 351.6, hundred 
cubic feet per ~eter per year which was the same consuoption per metered 
customer' estimate that the staff had used for the year 197& in applican-e' s 

last general ra'te increase case., In 1978 applicant's average cotlS~tion 
per metered customer was actually 345 hundred cUbic feet. 

-8-



• ••• 
A •. S7462 ei I rr* 

.... 

The ·staff Yi tness Arellano used the mos t recent c1ima tological 
data to calculate water consumption for the year 1977. The cotlS1lmption_ 
thus calculated was noroalized and then projected· to the year 1979-- at 
361.0 Ccf per metered customer per year. His calculation produced 
estimated revenues for the test year 1979' under present rates for 
metered customers which were$2~362 greater than Chose estimated by 
applicant. Such. estiInated revenues at proposed rates were $27.859 
greater than those esti~ted by applicant. 

Applicant estimated that its revenues from public fire protec~ 
tioD. service would be $1·8,100 for the 19-79 test year whereas the staff 
estimated that such revenues would be $11.088 for the same period. The 
staff witness testified that applicant had been charging $-2.00 per month 
per hydrant for 526 hydrants- which were formerly served by Solemint 
Water Company and he believed ~t applicant's public fire protection 
schedule provided for a charge of only $1.00 per hydrant per month. 

As the staff 'Witness used more current datP, in preparing its 
revenue estimates for the test year 1979 of $1.509.300 at present rates 
and $2.170.800 at proposed rates. such estiI:lates will be adopted in this 
proceeding. 

B. Oe!ration and Maintenance Ex'?AAses 
Applicant bas stipulated that it is willing to accept the 

follow1ng staff estimates of expenses for the 1979· test period~ and, 
such estimates are adopted by the Commission &s reasonable: 

So=:ce of Supply Expenses $- 13.000 
W&~er Tre&taent Expenses 
Trcns=iaa1on end 

Diatrlbat10n Expenses 
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A staff eat1lZl&te of "$356,000 for pumping expenses 
for the 1979' test ye~r includes $243,400 for electric: power 
and $40,900 for DAt:T.1::eal gas, baaed on the rates in effect at 

the time of the stafj: study. The Commission takes official 

notice that~the rates for both electric power anonatural gas 
have increased such that the annual cost based on the staff 
kWh and them allowances have increased to- $307,000 and' 
$6S,700,respect1vely. We will, therefore, adopt an estimate 

of pumping expenses of $444,400 based upon the current rates 
applicant is charged for electricity and tiatural gas. An' 

adjustment in pumping expense and for pumping facilities will be 

required when applicant requests authority to inelude the cost 
of purchasing Castaic water. 

1. Customer Account Expenses 

The staff estimate for Customer Account Expenses which 
is $112,900 does not include any allowance for Account· 775-
''Uncollected Accatmts". The apparent basiS for such exclusion 
was that Applicant bad not been accruing such expense on a monthly 
baSis. However, since June 1978, aw11cant has been accruing bad' 

debt expense on a monthly basis and intends permanently to continue 
such practice. The staff witness on cross-exam1nat1Ort admitted that 

$6,000 would be a reasonable amount for bad debt expense.. The staff 
estimate for Custaner Account Expense inc:reaaed by $6,000 for. 

uncollectible accounts to $118,900 Will be adopted' in thisproceediug. 
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2. Admi~isttative and General Expenses 
a: Salaries (Account 791) $110,700 

Franchise Requirements 
(Account 796) 900 

Regulatory Cotm:lission 
Expenses (Account 797) 5,100 

Ydscellaneous General 
Expenses (Account 799) 5,600 

Y~intenance of General 
Plant (Account 805) 4.200 

Total $126.500 
The estimates of applicant and the staff for administrative and 

general expenses in Accounts 791. 796, 797. and 805 are identical and .. 
total $126.500 for. the test year 1979. Such esti'Clateswill be adopted. 

b. Office Supplies (Acco~t 792) 
Applicant originally esti~ted that Office Supplies would be 

$43.000 in the yea~ 1979. The staff ~tness Arellano basedh~s es-:i::late 
for Account 792 expenses for the test year 1976 approved by the Commission' 
in the last rate Decision No. a7522. adjusted by adding an ~~ual 
inflation ratio of 8 percent through 1979 to bring his estimate to $19.800. 

Staff witness Grove adjusted the recorded expense in Account 
792 for 1977 of $34.898 'doT;."nward to $28.000 to exclude certain improperly 

) . 

classified amounts which had been inadvertently included in that account. 
Applicant adopted that figure and adjusted it by an annual inflation rate 
of 5 percent to compute a revised estimate of -$30,800 for AccoUnt 792. 
As the adjustments made- by the staff in Accolmt 792 are Ulcomplete and 
represent only errors Ul'll:overed for a two-month period' during the year 
1977, the $28,000 figure adjusted for inflation should not be adopted·. 
The staff estfmate of $19,800 will be adopted tn this proceeding. 

c. Property Insurance (Account 793) 

The staff recommends that $3~~600 be allowed forproper~y 
1nau%ance including automobile insurance. This estimate is based on the 
$36,800 authorized: by the Coamis.ion in Decision No. 86552 for the year 

'. 
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1976 with an allowance of 8; percen.~ for inflation. If as sta~ed in the 
staff brief the allowance for in£la~ion should beS percent· per yea~~ 
the staff es~i~te would be increased to $46,356 for the tes~ year 1979. 
In support of its estimate the staff points out that for the year 1977 
in Acco~t 793 applicant recorded $5~,300 and ~o nearby si~lar-
sized 'W'ater companies, Azusa Valley Water Company and~ Tustin Water ~orks, 
recorded $12,839 and S9.008. respec~ive1y. For the year- 1979 for the 
same insurance currently sought by applicant, including S2.000.000 wo:-t:h 
of liability coverage, Azusa Valley Water Com?any in Application No. 
58308 seeks to have $16,010 authorized for Account 793 andl'ustin Wate:
Works in Application No. 58202 seeks to have S14 .. 300 authorized,for 
Account 793. 

Applicant~s insurance broker sub~tted estimates of ~~ua1 
premiums for applicant ~ s insurance for 1979 (excluding Workers Compen
sation premi\m1S which should be in Account 794) which total $100,000 and 
suggested that an inflation factor of 8 percent should be added fo~ safety 

. , 
to bring applicant t s estimate for Account 793 to Sl08, 000. '!'he staff \~: 

points out that the significant increase in the cost of insurance experi
enced by applicant was the result of reserves established in anticipation 

" 

of litigation and ~at such increased costs will eventually re~rn to 
normal. !he staff contends that such increased cos,ts be treated as an 
e~raordiDary expense and be spread over several years. Beeause, of such 
exttaordinary costs ~ applicant t s esti'lDat:e will be reduced $,:30,000 1:0 
$78,000 and such amount will be ado?1:ed as the insuranc~ cost fo~ the 
test year 1979. Such .a::lount includes $21,800 for automo1>ile insu:ance 
but excludes the Workers Compensation premium which will be included in 
Account 794. 
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Applicant will. be required, to make a five-year 
analysis ending with the calendar year 1980 of the insurance 
costs included in Account 79~ for the "()U%l>Ose of explaining 
the reasons for any substantial changes in the insurance 
premiums paid for such insurance. A report of such analysis 
will be required to be filed with the Commission on or ·before 
March 1, 198:1. 

d. Injuries and Damages (Account 794) 

The staff est:l:ma.ted $7,400 for Aeccxmt 794, whereas 
applicant estfmated $14,700. A~p11cant's estimate for the 
Workers Compensation fnBurance premium for 1979 which comprises 
this account includes a 5 percent allowance for increase in 

premium and 8 percent for inflation over the actual $13:,000 
T>remium for 1978. Applicant's estimate of $14,700 will be adopted 
by the Commission. 

e. Employees" Benefits (Account 79.5-) 
The staff estimated $16,000 ancr applicant estimated $43,800 

for Account 795. 

the staff witness used the $12,900 authorized by the 
Commission in applicant's 1976 rate case for Account 795 and 
increased that figure by 8 percent per year through 1979'. 

-11&-' 



• 1\.57462 ::::: * / b'w * 

. 
Al'?lic.:lnt's presicc!'lt on re'outt~l testified ~hat as of 

Janua:-y 1979 a??lic~nt: was p:tying $3 ,.26,0 ~r moneh for em?loye~ 
he.!llth, accident, and life i!"!s'Cr",ncc. At chat: ra.te applicant"s 

Acco~~t 795 will tot~l $39.120 for the test year 1979. As 
applicant's enlployee insur.:lnee is s-.;.'::>ject :0 aojust:ment in July 

e~ch year and ""5 ",p?lic~nt's experience ha.s been that rates are 
incre.:lseo .:lnn-.;.ally. its Aeco't,.""nt 795 e:<?~nse .... "'ill exceed $39,120 

for the. ye.:J.r 1979. Al'plic.:1.nt "'-'".::ts rc<p.:.:escec! co- furnish 
subst.:lnciacinb evide.nce :0 SU??'Ore those $:>,260 mont:hly ?aymen~s 
h\!t 'E~iled to do so. Therefore .. an escim!l.tc ~s.ed on such 

?a~en:s ~ill not be adoptecp 
Staff • . .d.tness G:,ove reduced applic.:lnc's recorded 1977 

Acco\!:\t: 795 ex?ense by some $16.350 to $27,.814 byelimi::'l:lting 

pensio':'l :,e:-tefits to three former e=ployees 7.:lnc $150 :o'r group 

ins\':r~nce :or t"' ... ·0 employees of an .lffili.:ll:ed compa~y,. (~rroneously 

The .:tdjus::r.en:s m!ld~ by th~ stAff· in I 
Account 79S arc incomplete and wc::-e maGe for the purpose of co:-..tes1:ing . 
:h~ validity 0: :hc rccord~d 1977 Aceou1ii: 795 expe:,:se. 

The Com:nission will ado?t the- sta ff esti:nAte of $16"OO{) 

as :."('>::son.:tble £or Aceou':'1: 795 c>q>e:o..se_ 
~ ... O\;:sidc Se:-vices (Account 798) 

T:"e s t.:t~: ~,..,.i:ness increased the: amount .:t.doj)t~d by the 

Com:nission for Accoun:: 798 eXjX!nse for the year 1976- at the rate 

of 8 percent j)er ycar in cOtn?ucing·ics escim.a.te of ~5,600 .. 
A?i>lic.l.nt derived its esti"'nate of$2C,,200 for Aee,ount 79S 

CXpC:lSC by incrc:~sing such cXl)e':'lses estimated for: tbe ycar, 19'78 

in the 3.mount of $lS~400 by ~n infl.:r.t:ion factor of 10 percent. 

Account 798, expenses in 1977 were $29,,014 p Staff ·.ri.C"ness Grove 
aclj usted the! recorceo ~ou:-tt by $2 p546, co $26,,468, on the ground. 

th.:lc he' took exce?:ion. to the use by 3.?i>licant of .:l. c:?A., firm for 
what he char.'lcte:-izcd as "nonutili:v business u

..: 
.~ 
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Applican:'s presiden:, :estified ~t applicant is currently 
employing a computer consultant~ legal counsel t~ defend several ,pending 
law suits ~ occasionally an engineering consultant" and a CPA :tim. to 
prepare financial statements and tax returns. Applican: introduced 
Exhibit 4l~ a $2,000 statement dated July 27, 1977 for services by a 
CPA fi::o." to explain the major part of Ole accounting expense to which 
exception was taken by staff witness Grove. The statetle'tl.,t describes 
research in connection with 'the tax law aspects of merging Bonelli Cattle 
Company into applicant, the estimated tax liabili~ involved in a 
possible sale of applicant, and analysis ~f the tax :tmpac~~ viz. the 
treaanen: of dep=eciation recaptt:n:'e and investment credi~ recap::u=e 
associated "'With the proposed sale and possible liquicIa:ion of applicant. 
Applicant's pyesident explained that applicant'S management had conceived 
the idea of merging Bonelli Cat:le Company into applicant so' as to make 
available to applicant a $248,000 operating loss carry-over to eli-::inate 
incot'le taxes and thus to ~provide funds to applican: with which to' pay its 
back property taxes and :r:ain extension refunds which were in arrears • 

. No evidence has been introduced t~ enable the Cor.:mission accu
rately to determine what portion of applicant's Account 798 expenses are 
ordinary expenses and what portion are extraordina:ry expenses. !he 
Commission will adopt a judgmental figure of $15~OOO as reasonable for 
Account 798- expenses in view of the evidence respec~ing 1:he necessity for 
applicant to engage the services of outside professionals in the. legal" ' 
accounting" engineering .. and computer fields. 
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g. 'Iotal Adc.inistrative and General Expenses 

The following table sets fo~h a tabulation of the estimates 
for the items of Adllli:listrative and General ~-penses ~hich have bee:; 
adopted by the CoClClission in this proceeding: 

Ado tee Administrative and General 
Year 1 .. Esti:na. te 

Item. -
Sala=ies 
Office Supplies 
Prot>erty Insura::ce 
Inj u=ies and Da:tages·. 
Em?loyecs' Bene:itc 
Franchise Requirements 
Regulatory Co=mission E~t>. 
Outside Services 
Kisc.. General Expenses 
Maint. of General Plant 
Total A~iu. and General EX?-

3. Miscellaneocs Expenses 

a. Rents (Account 811) 

Prop05ee. Authorizec 
Rates. Rates 

$1:!.0:~ 700 $!:tO~70C 
19~800' 19'~800 
78,000 _ 7S~OO~ 
14,,700 14 )..700 .. ' 
16,000' 16,000' 

900 . 900 . 
5~100 S,100 

l5o~OOO 15,000 
. 50,600 5,600 
4,200 4,200 

'$270. 000 $270,.000 

Appli~"nt' s estimate of $336,000 exceeds the: staff esticatc 
of $109 ,400 .fo,r Account 811 expense by $226,600~ The difference is 
made up of three :lt~: 

'. 
" 
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(1) Office Building 
The staff's Account: 811 expense est~te includes $lS~OOO for 

office building rent. Applicant has not included any office building. 
rent in its estimate for Account Sll expense as applicant has included 

, " 

'the new office building in rate base. The Commission agrees with 4p'p'li-
cant 'that as no rental is being paid for the office building none should 
be included in Account 811 expense. 

(2) Meter Leasing Proposal 
Originally in its amended application applicant requested that 

$37.000 be included in Account 811 expense for 1:he year 1979,£0: an 
experimental program of meter leaSing under which applicant was i:Jmedi
ately to replace 6,000 meters which had been in ser.rice 10 or more years 
wi th new- rental meters and then to lease new meters fo-r subsequent 
replacements and gro~...b.. Such progra.= would virtually eliminate all 
periodic testing and meter repair expense since no meters in se~ice 
would be over 10 years old and hence 'Cheir accuracy would be very high .. 
The program which was estimated to cost $3:7,200 in 1979 was an innovative 
one and applicant conceded that it did not know whether it would be less 
expensive for its customers in the long run. 

Because of staff resistance to the program at: the hearing, 
applicant withdre-v.r its request to replace 6,000 meters in its system wi~ 
new leased meters, but it retained its request to be permitted to lease 
meters for new growth and as replacement meters for the year 1979 and 
'thereafter pursuant to its existing leases with Badger Meter' Company and 
Neptune Met:er Company. Applicant has included an annual rental cost of 
$4~900 to pay the rental on 130 2-inch Neptune meters leased in 1978. 
Applican:r: has also included $3 ~ 700 to cover the annual rental on.360 
meters to be leased from Badger Meter Company in 1978~ 

The staff points out that under General Order No. 103, "nO' 

meter shall be allowed to remain in service without retest:ing for more 
.,' 

tha:.o. ••• 9f 20 years if smaller than one-inch, 15 years if one-inch, :O"J:' 10 
years if larger than one-inch. (G.O. No. 103" VI, 6.b. (2) .. ) AuthOriza
tion to adopt a different schedule may be obtained' from the CoIrmti.ssion~ 
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if based on a cousideration of relevant economic factors: and. meter 
accuracy. Applicant presented Exhibit ,11 to show 1:b.e economic advantage 
to 1:he ratepayer of leasing rather thaD. purchasing. meters.. According to
i1:S witness. applicant tested only five meters dil%'ing 1977. Applicant 
incurred expenses for meter maintenance (Acco'UUt'!:764) in the a:mount of 
$10,000 during. the year 1977 and $10.500 during 1:he year 1978. Under 
General Order No. 103, 55 meters requiredtesting.in 1977 and 59 tleters 

required testing in 1978. The staff contends that until a:?plicant has 
instituted a service program of meter testing, no meaningful analysis 
can be made as to the magni 1:Ude of expenses necessary for meter repa.ir 
and that any conclusion as to the econot:ics of meter leasing nlUS-: be 

considered specula-:ive. 
An adequate allowmc:e for meter maintenance baa been 

.. de in thia proceeding. and it 1& therefore not appropriate 
to make any &ddit:r.OD&~ allowance for .eter rentals.. 

(3) New Storage and Rela.-:ed Equipment 
Applicant seeks authorization to lease $1,633,000 worth of 

water storage equipmen-: consisting of (1) two 4-million-gallon tanks 
along with related apparatus. to store water from Castaic Lake Water 
Agency (Castaic) for an annual rental of $164.700 and (2) three l-million
gallon tanks to augment existing capacity over and above the storage 
requirements of Castaic for an annual rental of $66.600. making a total 
annual rental expense of $231,300 for new' wate: storage equipment:. 

The need for Castaic water is based on evidence that the supply 
of local water: is inadequate to meet the fu'tUre demand .. Applicant 
presently req.'uires approximately 10,000 acre-feet of water each year to 
meet the demands of its customers. It is meeting such demand by pumping 
from the alluvial aquifer which underlies the Santa Clarita Valley Basin. 

In the mid-l960' s Newhall !.and and Farming Company (Newhall), 
a corporation' which obuius its water supply from the same underground 
area as applicant, i.e. the alluvial aquifer which underlies the Santa 
Clarita Valley Basin .. filed sui1: in the 'Los Angeles County Superior 
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Court against applicant's utility predecessors in interest (Bouquet 
Canyon Water CoI:1pany and Solemint Water Company) and other water userS 
in the area for an adjudication of their respective rights to pump from 
the basin. P:roseeution of the court action was deferred because of a 
''Memorandum of Understanding" entered into bet'Ween Newhall and all of 
the various water users. The parties to the mem9ra~dum agreed~ that 
pending a determination of the amount of their respect.ive water right.s, 
each one's extractions would be based upon its highest year's annual use 
for the five water years commenCing. in 1962 and ending in 1966. . !he 
parties to the 1'1leI:lorandum agreed t.o employ the United': States Geo~ogical 
Survey (USGS) t.o conduct a wat.er resource study of the Santa Clarita 
River watershed to develop dat.a t.o assist in defining their respective 
water rights. Applic:.ant as a result of such memorandum has a p·ri¢rity 
right to pump only 5~200 acre-fee~ a year fro~ the basin •. 

In the mid-1970's applicant's president. was warned by Newhall 
t.hat applicant was exceeding the amount of water it could pump from the 
basin, but he was able to negot.iate an agreement with Newhall that until 
water from the state project could be imported· into the area, Newhall 
would not press the water rights adjudication suit provided .Wlicant 

limited its pumping of wat.er from the basin to not more than 12.000 acre
feet per y~ar. At the time of these negotiations Castaic was proposing 
a bond issue pursuant to which transmission facilities would be constructed 
by Castaic to transport state water into the Santa Clarita Valley~ Since 
then an $18~600.000 agency bond issue has been approved by the electorate 
and the agency is now in the course of constructing the transmission 
facilities. 

Applicant's Chief Eng.ineer and General Manager Manetta·~es~i
fied ~t appliean~ needs additional storag~ facilities in orde~ to ~ake 
state water in. the quantities that are needed because the operations of 
the agency would not permit applicant simply to pump water directly 
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from the agency transmission lines into applicant's sys~em any ~ime i~ 
needed water to meet peak demands. Manetta explained that applicant's 
present ~otal system storage is approximately 10.7 million gallons and 
that in orde:: to meet !.os Angeles' fire flow requirements .. half of ."that 
storage mus~ be held in reserve. leaving. a balance' of only 5.4=illion 
gallons for domestic use. ~.a:netta related ~hat. independent engineers 
making s'CUdies for other local agencies had recomcendedthat 'there should 

be a one full day storage capacity in applicant·s system to meet domestic 
needs on a maxi:::um peak day. i .. e. approximately 21 million gallons. How
ever. as it was ¥~netta's opinion that applicant could ge~by with storage 
of between 75-80 percent. of a peak day consu:::t;>t.:i.:on. he calculated that 
applicant.'s present domestic storage would have to be increased to 
approximately 16-17 million gallons. He therefore reco'l:::l:Cended that 
applicant provide a toeal of 11 million gallons of addit.ional storage. 
He proposed that t.he n~~ storage be located at. five different points 
t.hroughout. the syst~ to permit blending of state water wi~ap?licantts 
existing :well water to improve its quality. !hat is so because the water 
from applicant's wells. though not containing propert.ies which endanger 
health.comta1Da total dissolved mineral solids exceeding the TDS levels 
recommended by the State Health Departcent. The water available fro: 
'the state water project is definitely lower in hardness properties and 
has lower lDS than the water from applieant·s wells_ 

The staff points out that both applicant and the staff agree 
that the availability of groundwater in the Upper Santa Clarita Valley 
varies considerably due to clilnatological cycles. As indicated in 
Exhibit 35 at page 4, groundwa~er levels in the Hornby area, for eX&nple .. 
fell from 30 feet in the year 1948 to 90 feet in the year 1962. .. In the 
year 1962 they rose to 70 feet, falling to 100 feet in the year 1965. 
By the yes: 1970 water levels had risen to 20 feet but. fell below 115 
fee~ in 1977. Since 1977 water levels have risenonee more. Despite 
cyclical fluctuations ~ applicant has experienced' DO recent water shortage-
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The staff in its brief points out: that: the MemorandtlI:l of 
Understanding entered into between Newhall and the various other under
ground water users in the Santa Clarita Valley Basin is 'not binding as 
each par'ty reserved the rights "to withdraw from participation with we 
others and from this agreement ~ ~ . " and ""to, cox:n:nence. ttaintain and defend 

, ' 

any legal action agains t .;;my other party to, this a~reet:lent or against: any 
other party, in connection with its water rights." Hence. applicant: is 
free to seek in court a great:er allocat:ion of water than it has so far 
accepted under the ~emorand~ and the subsequent agreeoent with Newhall. 

In a report entitled "Water-Resources In,>es'tigation. Saugus
NerN'hall area" released in 1972. the USGS reported the results of i~ 
study of the water resources in the Upper Santa Clarita Valley. These 
results were derived by use of analog modeling techniques. Although a 
witness for applicant testified 'that the USGS ':report found the Upper 
Sant:a Clarita Valley to be in a condition of gro1.mdwateroverdraft:. 'the 

, , 

st:aff contends that: the, 'report finds that. based on conditions imposed 
by the model. groundwater supplies for the Upper Santa Clarita Valley 
would not prove insufficient until some time between 1980 'and 1990. The 
staff points out that: the USGS report concludes that in order to verify 
it:s findings a program of water management:' should be instituted,. including 
syst:ematic sampling for quality ~ but that applicant has not undertaken 
such a program. nor has it made a study to determine whether any change 

in groundwater has recently occurred. 

The staff also raises numerous ques'tions. vJb.y should appli
cant's acceptance of a limi'tation of 5 p OOO acre-feet of groundwater pcr· 
year from the Upper Santa Clarita Valley water basin becons1dered 
reasonable? Yby shouldn't applicant proceed to' have its water rights in 

. . 

the basin finally detenlined in the court proceeding.? ~"hat evidence 
establishes· an insufficiency of groundwater in the Upper Santa Clarita 
Valley? In view of the questions raised by the staff ~ the staff recoo
mends that the Commission find that the purchase of state water. 
by applicant from Castaic is neither reasonable nor nec~saryand there

fore that the Commission not authorize for ratemaking purposes expenses 
relating to the leasing of equi~ent to store such water ~ 
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!he staff also recommends that the Commission not allow the 
$66,600 rental for the t:hree l-million"';gallon tanks to augment existing, 
storage capaci~. The staff points out and contends that although 
applicant's witness testified that two of the proposed tanks would 
replace existing 500 p OOO-gallon tanks and that the third would be 
constructed in a new location. no explanation was given why the two tanks 
required replacement. nor why a tank in the new 10c3.tion would be 

app::opriate. Further. no formal studies shOwing the engineering and 
economic alternatives and supporting the conclusion that such tanks are 
needed was made and presented in evidence. Until such study is presented 
and approved. the staff recommends that 'the Commission not au:thorize the 
expenses relating to the leasing of the three l-~llion-gallon tanks. 

The staff witness in Exhibit 18 at page 5 stated; 
ft ••• 0 !he staff analyzed Santa ClaritaWate:: 

Company's storage need considering fire flow 
requirements on the ~ water consumption 
day with the normalized test year and found 
that no additional storage is needed." 
On cross-exa=ination the staff wi~ess stated that his conclu

sion was based on the fire flow requirements of General Order No. 103 
which he considered to be 3,000 gallons per Qin~te for four hours. 
although the highest mini~ fire flow he could find in General Order 
no. 103 is 2.500 gpm. 

The first paragraph of Section v:tII.l. of 'General Order No. 103 
reads as follows: 

"1. Design Requirements. In addition to observing 
the requ:irements of other provisions of this 
order the u~ility sball provide a minimum level 
of water service to its customers for public 
fire protection purposes as an iriheren~ part of 
the water system design in accordance with the 
standards set forth below. These standards are 
stated as minimum levels of water service which 
the utility shall provide and are not intended 
to preclude any governmental agency from setting 
higher standards in any area subject to its, 
jurisdiction ••• 
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Applicant~s water system is located in the county of Los 
Angeles. The staff witness testified that he believed that .. the Los 
Angeles County fi:re flow :require:lents could be satisfied by pumpillg from 
wells :rather than by gravi~ tro~ storage tanks. The evidence in the 
record. howeve:r. shows that los Angeles County requires that ill a 
seriice area such as that of applicant~ fire flow must coee £:::0:: storage 
by gravity. It is not possible to satisfy Los Angeles County' s fire 

flow :requirements by pumpillg f:rom wells. 

On :rebuttal applicant r s wi tness V~netta testified that of the 

?ro?osed 11 million gallons of storage tanks, one l-mil1ion-gallon tank 
...... i11 replace an existing storage ta~ in F:riendly Valley. a second 
l-million-gallon unk will replace an existing storage tank in Bouquet 

Canyon, a.:lC a third l-million-gallo:t ta~ will be constructed in !·Iint 

Canyon. T.o.e remaining 8 mllion gallons of additional storage is required 
to receive and blend state water. One of the 4-mllion-gallon tanks would 

be constructed to provide fi:e flow and domestic storage for applicant's 
sys~em in Rest Newhall. 

Mr. Y..anetta explained tha~ fo: many years the west Newhall area 

had been served by a 4-million-gallon tank leased from Valencia-water . . 

Company. but that Valencia had advised applicant t:h.7:e the lease was going 
t:o be terminat:ed in October 1979. 

Exhi'Oi 1: l3 is a copy of a lease between GATX teas ins 

Corporat:ion and Sant:a Clarita Water CompaIlY dated March 7. 1977 'Ul'lder 

• 

which applicant leases water storage tanks. The lease provides that at the 
conclusion of the initial lease term,. applicant with 120 days ' prior 
written notice ~y elect to purchase all," but not less than all,. the 
equipment for it:s then fair market value. 
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(1) The fact that the voters in castaic which 

<:omprises basically the entire Santa Clarita Valley have a~proved 

an $18-,600,000 bond issue to make additional vater. of higher 

quality available to Santa Clarita, (2) the teatfmony of th~ 
president of Castaic that ahould there be another severe drought, 

such as the one broken in 197~ the residents in the Santa Clarita 
Valley would not have sufficient vater without a supplemental 

'supply from the State, that the residents within Cutaic- will be 

resl>Qusible for paying for the coats of the vater either through 

water rates or through tax rate8-, and that the. agency would t>refer 
to shift as much of the costs as possible from- tax rates to~ater 
rates, (3) the test~ony of the public witnesses and applicant'. 
witness regarding the poor quality of the applicant's present 
water SUl>ply and its Deed for improvement,. (4) the great cyclical 
variations of the- vater table in the Santa Clarita Valley, and-

(5) the uncertainty of the results of the litigation involving the 

water rights of applicant to- the water in the Santa Clarita Valley 

water basin, have convinced us that applieant has a need for the 
Castaic: water, both to meet present and future demands and to 

fmprove the quality of the water served to ita customers. Such 

being the cue it ia appropriate for a~plieant to lease the two 

4-million-gallon tanka, along with related a~p&ratua, to store 

the Castaic vater at an annual rental of $164,700 .. 
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It is also appropriate for applicant to lease the two 

l-million-gallon storage t.anks to repl09ce two existing storage tanks, 
one of which is located in Friendly Valley and the otber of which is 
located in Bouquet Canyon, and tbe third l-mil11on-gallon storage 
tank to au~ent existing storage requirements over ana above th~ 
storage requirements of Cast:aic water for an annual rent:al of $66, 6CC. 

The Commission will include in operating ex;x:nses the- a=ou~: 

of $231,.300 ao:c.ual rental ex;>ense f~r water storage ~quipmen::. When 

applicant is in a fin.Emcial position to do sO', we would encO'urage 
applicant eo purchase rather than rent such storage equipment as it 
is needed on a permanent rather than a temporary basis. 

The staff est~tes of $109,400 for rental expense ~~ll b~ 
adjusted by deducting $lS~OOO for office building re~t and addin& 

$2?l~300 for water storage equipment rental. This adjusted 
figure of $322,.700 for Rents (Account 811) will be adoptee 
by the Commission. 

b. Admlxli,strative Expense 
Transferred - Credit (Account 812) 

AS no issue has been raised by applicant resl'ccting the 
diffe=encc between the staff's estiQat<: and app11can::'s esti:nate ('I-f 
the credit to expenses in Account 812, the staf~ estiQat~ of a credit 
of $lS,lOO will be adopted by the Commission. 

c. Total Miscellaneous Expeo.ses 
The foll~g cable se~s forth a tabulatiO'n of the esti~tes 

for the items of Miscellaneous Expenses which have been ado,.ted by. the 
Cormnission :tn this proceeding. 

Adopted Miscellaneous ~ses 
Year 1979 Estimate .. 

Items 
Rents 
Adm1rt. Exp. :transferred-er. 
Tota1M1scellaneous Expenses 
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,c. Taxes 

.1. 'Othe~ Than On Income 
All of :l?plicCln c:' s, t~s:imony re~arcing, property taxes '>II::"S 

ba.sed upon ics ex?erience ?:'ior to che ?:tss~S?e":~f propos'i~io,n 13,.' Only 

the s:l\tf included :In cstim:lce of the rect.lced 'P:::"op'crcyc~xe$ f¢'~ the 

~ 979 Review of that te~ timony and theac tuai 1979 estimated yc~r ~ . . . 
pro?c::-ty tClxes lead$ us to cone lude- th:u: $49.900 is' a reason.:tole' 

.::t 110" .... a,ncc for pror>erty C:lxes .:l1"lC thAt the :0':01 1 al.lO ..... .lnce. for Cltxes 

other than income should be $84.100. 
2. CO!Upu:,:: cion of Taxes B.:.sc:d (,'n IncO':r.c 

Applic,::mt: points ou:. th.:lC i:: :-..o.s rcc\:ccd its ::<:!st year ,income 
taxes under p:'oposed ':'.lCCS oy .:m investment: t:lX c::eclico.f $5l;,100 

oecau:;c of it::. leaSing of pl.:tn.:: to s::o:::-<' .::1:-.d distribute- C'.lst.:tic WOlter. 

In computing t.axcs ~~secl on income such 'l:."cduction is appropri.a.te •. 
The comput~i:io:l of ::~xcs b.rJ.$~d on inco=,= 1:C'sulcing froc.t:he use of the 
cs t:ir...1.t~$ ~cop~~c 01 che COC1rn.i$sio~ in Chi:; procccdingres,ults in 

e$:i~.tc:s for :he ye:)::: 1979 of $200 .:I.e present =Oltes~ of~t94~,7S0 

01 t pro~osed r.:z.ces I and of $35 ,400 ~~ adopcee :::'Oltes. 
D. D~=cci~:ion 

[ 
Applic~~t csti~tcc its test y~~r. c~prcei~tion expense to be 

$195,100 b.::sec on .J. cOQ?osite r.:te of .3 .. 4 p.erccn::. The staff contended 

:l'-~:: the dcprcci~:f.o:l "r~tes used by .:?plic.lr..: 11avC :-"0:: i:>cc~.; a?provee by 

Cae C~'lr.lis~ion, .:lO'lC <l:.:ring t:.c course o£ eh", ?roeccding .:l?plic.,'lnt 

for::r..ally su!>ci::ccl it$. proposcc! cC'prcei.:lciC':-.. scncc';.!les :::0 the Comoission 
for .lp?rov.l!. r.:'l !..::::c-fi!ec Exhibit 27 the st.:J.ff subc:-.itced . .:l 

~c?reei~:ion st~cy or ~;or i::e=s of ccprccioblc pl~nc ~hieh ?:,od~cecl 

.::n .:m!!u.:ll .lcc .... U.:ll 1:0= c.eprcci:lcion of $148,930 on d~?reci.:lble pl<lnt..lt 

~ cOt:lpositc =.'!:~ of 2,.95 pc::,ce:t:. A?plic;ln.c l'\.lS incic:lt<!d its -.villing

ne:;s £0:: =~:c=..a~;.:ls. pu:::poses i.."'l this proceecing to .:I.ccept :h.c' sea!!' 
.':~ ...... ::l'O<:: - ..... 0 .... ~fJ. 

csC:ir...lt'.c of $149,000 for clc?reci~H:ion eX?~Me .3.cj t.lS~ed co ·$~56,.600 
by :oe.1.son of .lcldi::.ion.ll cepr<!ci.ltion on :.hco:.fice building. .:Lnd':I;' 

composite dcp:c'eci.'!:io!'1 =a:e of 2.95 percent on ci'eprecia'ble p::tanc .• 

-22.-



• '. A.S746Z ek 

E. Rate Base 

Applicant h&s estimated that its average rate base for the 
year 1979 will be $3,236,900. The staff estimate of such rate base 
is $2,757,100. The difference results from. the staff's exclusion of 
$325,000 for the n~ office buildings and the difference in the 
applicant's ano the staff's estimates for Materials and Supplies -
Inventory and for Workins CashAll~ance. A~l!cant has est~t~d 
that its Materials ~d Supplies - In~entory will be $50,200 in 1979 , 
~"h.ereas the staff has esticated $30,200. !he applica:1.t's estimate 
for Working Cash Allowa.nce is $198,400, whereas ,the staff estimate 
is $76,500. Apparently applic:Lnt has accepted the further reet:ctioc 
of $12,900 in rate base made by the staff as no issue bas been raisee 
res?ecting this remaining difference in the :ate base esti:::lates .. 

1. Office Buildi:lg 
Ap?licant requests that its 1"at::- base be increased by 

$325,000 to fnclud~ the cost of a new office building. The staff 
points out in its brief that a similar request by ap?licaut was denied 
by the Commission in Decision No. 86552 in Application No~ 56053~ aoe 
that in doing so the Commissioc described the then-proposed office 
building as a luxury wbich given ap?licant' s financial probleos, 
neither applicant nor its customers could, afford. The staff contends 
tb.l.t nothing bas occurred since the time of that decision ,to no";¥' 
justify a different conclusion. In Decision No .. 86552, the Coa:mission 
provided an allowance of $18~OOO per year to cover the cost of leasing 
the old building. The staff suggests that applicant should also USe 

its warehouse to avoid the necessity of occupying the new- building,. 
Applicant's Chief Engineer and General Manager Manetta 

testified that he had recommended that applicant relocate its office 
£rom the residence it bad formerly been uSing as an office to' another 
fac1lity. Be testified that the residence bad been constructed in 

approximately 1920 and was 1n a crowded and dilapiclatecl conditio?_ 
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This witness f...lrtber testified that the old building· had 
inadequat.e parking, narrow hallways ,no conference facilities, and 
that the secreeary to the corporate officers worked in a converted 
kitchen. !be women's restroom facilities were unsatisfactory ane 
there was no relief room for female employees. The only reception 
area was a small room. The area where the secreta=r worked~as 
subject to pedest:ian traffic and the noises from the kitch~ which 
was used as a mail· and copy room. The residence bad no vault. Under 
very crowded conditions applicant bad regularly employed eight to 
nine em;>loyees with serviceoen going back and forth for pa~t~tic;:':' 
duties in thc·old bu~ld:tng. 
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With respect to tbe staff suggestion that &lpp-l ican: ... : ~.' ,,:~, 

tb~ ~:oarehousc t:o avoid the necessity of occupying. the new offic~' 
building~ applicant contends that it is unreasonable to' determin£ th.:. r 
applicant could efficiently carry out its customer accounting 
activities in a warehouse and that its presen~ staff of thirte~ 
clerical and admtnistrativ~ ~loyees wouldrecain with the a?plicant 
if required to cooduc: ap?lican,:' S cO:llC.e::cial office activit:r i~ ~n 
uriheatec steel shell warcho~~e. 

Ap?licant points out that the of£ic~ b~ilcins which applic~~: 
presently occupies under a lease from 3n affiliated c~m?anywas built 
in 1977 and containS 5 ~300 sq .. ft. 0= abo .. t twice the amount of squa.~c 
footage as the old residence office building cont3i~ee. The new office 
buildl:ng has au ample separate laborator"J ~anG Clail roo~,. a.::ir~p'!'o~f 
vault~ a WOClC:l'S lounge ana relief roo:n, a cO:l£erence roo:::l 1 adequoitc 
storage areas~ a separate coc?uter ane copy center~ an o:ftc~ fc= 
applicant's data processing clerk, and an adequate custoce= ree~tlor. 
lobby. 

Applicant also points out that through three rate proceedings 

applicant has been criticized by the staff for transactionS ~~ieh 
involve it 'Wi.~h other Bonelli facily companies. In this proceeeing 
applicant bas proposed to purchase and incl~de in the rate base the 
new office building. and thus terminate the last: remaining s:tgn:tfi'c<lnt 
relationship lin~ it to the other Bonelli family coc?a~i¢s. 

The test1.mony of appl.t'!r.!t·s w4',~ .. tIJ ~tta has convinced 
us that it is in the best intere.st of Applicant ano its ratepayers 
for applicant to accruire the office building which it is presently 
renting from an &f:~1li&ted company. However ~ in view of the fact that 
the office building contains about twice the amount of square footage 
as the old residence office buildfng the Commission will allow only 
7S percent of the $325~OOO depreciated cost of the office building, 
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or $243,750, in rate base at this time.. Applicant may seek to 
have this amount increas.ed in future rate proceedings. Frem the 
$243~750 the sum of $7,050 will be deducted for additional 
depreciation leaving a balance for the office building of 
$236,700 in rate base. 

2. Materia"! s an!! Supplies - Inveno;ory 
Applicant r S cODtrol1er testifiec that ap?lica.!l:' s :::.:.t: (.>:" i·,; . .': 

and supplies inventory was" $40,l86 as of Decembe:- 31" 1977 .l'O.C 
$39,800 as of December 31, 1978. Applicant trended the $39,80~ yez.::: 
ett.d 1978 inventory to a11o~ for inflation and estimatec! $42,900. as 
the materials and supplies inventory whic'h sh?uld be incluced in tho: 
1979 rate. base. 

In estimating the value of mate::-ials a'C.d sup?lie~ for tl-.~ 

. year 1979, the staff used a graph ...... hieh it had prepa=ed which is· 

designed for compariso'C. of water companies by size with aothorizce 
allowances for materials and supplies. The sUlff averaged the figu:"C' 
for 197& of $28,668 and that for 1975 of $31,625 ~ken f=om tb~ grapb 
to calculate an amount of $30,200 as its estimate for materials an-=! 

supplies inventory. 
We are adopt~g the staff estim3te adjusted by an add~tiona.l 

amount of $1,500 to raise it to $31,700, because tbisdecis!on is 
being 1ss\led during. the early part of the year 1980 rather than during 
the early part of the year 1979. Had this decision been issued' during. 
the early part of 1979 we would have adopted the average year estimate 

• I 

of the staff. 
3. AllCMance for Working Cash 
Accordtng to the Comm1ss1on's Standard Practice U-16 the 

allow~~ce for working cash should be computed by deduct~one month'~, 
expense for purchased power and the average annual property-tax 
accrual from two month's expense for operation and maintenance. 
Us1ng this method the staff calcul.a ted an allowance for worldng cash 
of $92,500 as follows: 



ek
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twO' Month's Expense for 
Operation and Maintenance 

. ($916,700 x 1/6) . 
Less: 

One Mouth's Expense fo::
Purchased Power 
($284,300 x 1/12) 
Average Annual Property 
True ACeru:ll .. 
($73,200 x 1/2) 
Total Deduction 

Allowance fer Working Cash 

$ 23,100 

36,60C 

.-

.$152,800 

60,30Cf 

$ 92~50C 

Ap;>licant computee i~s estic..ltE' 0: allowanec:for ~ .. orkino e~:;:. 
as follo .... ~s: 

'Ioeal O&l'~ Expenses 
(ACCQunts 701-755) 

l'oUll A&GExpenscs 
(Revised l'lt'pl~ ~;..) 

Miscellaneous'Expense:; 
l'otal Expenses 
Less One Month's Purchased Power 

Working Ca~h Allowance 

$ 510,500' 

320~600 

$1,29S,200 x 1/6 
23,SOC 

$ 191,700 

Applicant po~ts out in its brief that the staff did not 
include in operation ancl' caintenance expense tb~ SUI:. of $22~;&OO W!'l!C!'l 

is the difference between the staff's and the apFlicant's esticztes 
for Rex:.ts Account 811. As $220,900 of this difference bas bec-n ae01>tCG 

by the Cormnission in this decision, the staff estimate will be . 

increased by l/6 of $220,900, or $3&,800, to $129,300. Ibe adjustec 
staff estimate of $129,300 will be further increased by $-1& .. 100 
(1/& of the additional $96,800 operational and maintenance expense 
adopted as reasonable :!n this proceeding) to a total of $:145',400.: 
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Applicant's- computation of 41l~an~e for worktng cash 
includes expenses which have no~ been adopted in this proceeding. 
and makes no deduction for average anm:.al property tax accrual. 

!be adjusted seaff estimate of $145,400 for working ca.sb 
allowance will be adop~ed in this proeeedins.. 

4. Adva:lces fo:, Construction 
Ap;>1icant in determining rate-base bas aGjuste~ utility 

pls:lt 1:1 service durin;. 1979 downward b)" the amount 0: $1,393,700 
:0 ~ceoun: for advances est~ted on the aver~ge to be then refundc~. 

'!he staff points O:J.t that in makins trois e!: twte:: of 
adv~~cc~ for constructio~ the ap?1icant fa!le1 t~ consider th~ 
bal~ce 0: those u:o:efundec adva::.ces relating t~, cons:ructior. ~.,r::: 
in pro~essc ~:hei than properly recording th~ acvances f~ 
co:struc:.ion icci:'di.:t:cly in Aceoun: 241 > ap?lica~t h..l~ followcd tb~. 

p=,actiec of r(>cordi:lg the advances initially in Acco=: 242 ar.c 
subsequently tr4nsfer.rin~ thee to Account 241 w~eu the eonstructio~ 
aetivi:y which they fund bas been eoc:plctee ane: recorcce- i-:: r~t(' bc.~('. 

Had the p=orer procedure be~ follow~e by app1iea:1t th~ advar.~¢~ f~r 
construction as of the yea::-'s end 1976 'Would have been $e3,900grc~t(': 
t~ calculated by applica.~t. In addition applicant has provided no ' 
explanzti~ as to ho~ it esticatee refunds fer the ye~=s 1975 ane 1979. 

The staff ca1culatea the reftmds fo%' the ye~rs 1978 and 1979 
according to the Commission's Uni£o~ ~~1n Extension Rule ~. the basis 
of 22 percent of the revenue es~imated to be derived froe advances fo~ 
construction. By using this method the stlf£ derived estimates of 

refunds for 1978 and 1979 which we're $90,500 lower than those of 
applicant. 

!he staff computed its estimate of the ac:tount of advances 
for constructi.on to be deducted from utility plant in service-for the 
year 1979a5 follows: 
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Balance in Account 241 
as of ~be year's end 1976 

Add unrefunded aGvances 
relating, to construction 
work in progress 

Total advolnces for 
cons:truction as of year' s 
e-nd 19i6 

Ade addition: tc 
Account 24l £0:-

Yen= 1977 zc=c 
Yea= 1978 ~114,000 

Total year's end 197$ 
befe-re- refU':lc!: 

Dec!uct rcf~ds for 
Yea= 1~77 
Ye.l= 1975 

Total year's end 1978 
.2fter refunds 

Add adci~1~n~ to 
Account 241 io:: 

Yea-r 1979 
Tot~l year's end 1979 

before 'refund$ 
Deduct refunds for 

Year 1976 
Total year's end 1979' 

after reftmds 

125,200 
1'J:7.600 

70,000' 

134,300 

, • . 

$1,624,,800 

83.9'00 ' 

l,70S.70C 

1'14 (,HV".' , ...... 

252, SOC, 

70)OC~ 

1 , 639,.9'00 

1'''''4'' "'3'0"" *~) 'III • 

!be averag~ of $1,569,900 ane $1,505,600 equals $1~S37,7S0 
wbich the staff rounded to $1,.537,.800 as its estimate of averag~, 
advances for conseruetion for the year 1979. 

We are of the opinion that the adjustoents made by the staff 
in compt:ting its estic:ate of advances for construction for the 'year 
1979' are proper and that the staff estil:nate of $1~S37 ,800 should' be 
adopted as reasonable. 
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5. Average Rate Base 

The staff estimate of $2,757,100 for average rate base fo~ 
the year 1~79 will be increased by (1) $236.700 by reason of tb~ 
inclusion of the office build:tns,. (2) $1,500 by reason of the increl!sc 
in the staff estimate for materials and supplies itlve:ltory,. ane (3) 
$52,900 by reason 0: the increase i:l. t7o(> staff estimate fo'!' workins 
cash allowl!'Cce.. The adjusted sea::f esticate of $3,048,200 ~!l! "~(' 
adopted as the average rate b~sc f~= th~ year 1979. 

-; • ;&lte o! Return 

1. Criticism Rcga:-ding Ap?lic~n:' 50 
Aecountino. Practices 

O::! p.:ls,c 8 cof E:--J-.i':it ~:., .. 14 st:!!~ \o:itnc::is ar"';re poir .. tc~· ("':'.~ 

t:-.at the Cot:::li::osion oreeree certa~n accoun~ir..S cr.~nsc$ i~ .. Dcc:isio:'. :",;. 
84566 issued June li, 1975 in Applicatio~ Ko~ 5442S, a~c t~~t i~ 
DeciSion No. 86552, isst:ec Oc:obc:- 26, 1976 1:. Applicatio:-. ::0 .. »C·5~ 

t::c Co=ission notee tut ap~licatlt still had not sa.tisf.ied certain of 
the accounting. directives set forth in Decisio-=. No .. 84S~6,.. I:l:s 
witness has stated that applicant still MS not c¢:1?licd wi:~ th~:;.-:· 
Cocd.ssion C":oders in t!l.lt: 

"(a) A reserv~ for \:ncollectible acco\"''':l.t~ 
has not be~ propc=ly created as of 
June 30, 1978, and bad debt exp~cc. 
hav¢ uo~ been accrued on a Qont~ly 
basis. 

"Cb) l'icely retirements anc additions are
not being made whe~ utility ?la~t is 
either removed from. or placed into 
servicE'. 

"(c) The Applicant bas not established a. 
work order s1'stee. in conformance ~-ith 
the USA [Uniform. System of Account~ J • " 

On rebuttal applicant's Controller J Mr .. Elser... testified' that 
applicant's General Ledger had been pet on &J)plicant' s new IBM coaputer 
and that all 1978 records would be brought into balance with its 197& 
Annual Report. He further testified that· since June 1978, applicant. 
had been accruing bad debt expense. on' a monthly basis and~ would, 'continue 

I 
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to do so. ~~. Elser also testificr. t~t ~pplica~t had fnitiate~ ~ 

retiretnen~ ","ork order sy~tem and t~t: .a.11. ~·"r!~ order, numbers "'"~~!~ 
issue £rex:. the eontroller's offiee. Applicant ~·ill be able to =ke
timely retirements ¢=. its books "ben utility p::'aue is retired beca\:~c 
additional c:ont::-ols ove:: t:'c proces~ir..g of paperwo::khav'c b~r •• 
ins titutec. . 

Ir. res?o:l.Se to st.3ff critieis:l. f): the n1..~~= of ye~.,..-p.~: 

jO\:'rtUl entries, ~: .. Elser tes:ifiE-d that 1977 adjusting yc~:: .. e~(~ 
jo~al ~tries wer~ subst~tially recueed o~c= 197£ a~d ~~ an:ieip~t~~ 
that the year-end acjusting entries for 1978 ~'ill be subs:.:l:'!tia!ly lE:S!, 

tha~ in lS;7. Th~ ye~r-~ closin~ ent=ic~ are no~ ~:~erce ~~ 
~ 

b~o}-s for t.r.e- cal~c!a't' ye::- to ~'h::c:: they belens. inst .... .:! 0: ;~ 
:(ollo~dn& J.;t':'t.,.l~'. A?;,licOl::': hc.s ~stit.~t("d recciri:lo ::lO~":':.:':,· 

(a) 

(c) 

(d) 

(c) 

(f) 

(s) 

(h) 

To accree interest ('):l d~li:cc;.ucct. 
'976-77 p=orcr~y t~:~s; 
':'0 accrue es::ica~ea c\:'!:::'."<!ti.t propc-rty 
taxes; 
'!.'c- writc· 0:£ current prepaid C!'xpcnsc;:s; 

To record esticatecl Qep:-~i~tt~~ anc 
acortization eK?en~c; 
':0 rec"rc estimated bac! debts; 
To bill outsicc entities foT. utility 
services; 
To record accru.l!:;i. to the Propositic.~ 
13 property tax initiative account; 
To accrue interest. on deb~s. 

The follOWing. additional standard adj.ustllls journal entriE"s 

are being made monthly or on an as-needed basis: 
(a) Correcting. journal" entries for computer 

coding errors and similar items; 
(b) Adjustments required by bank statement 

reconciliations; 
(c) Chargeouts on blue line copy costs; 
(d) Entries to adjust standard labor eosts 

to- actual labor costs. 
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As all traJlS&ceiocs 1:hat 8ho~ld be accrued monthly are now 
aCcr\1ed monthly applicant r s computer can produce accurate monthly 
£iDanc141 statements. 

In response to staff criticism regard~ the proper 
allocatiOl1 of labor charges to C4p1t&1~ Mr. Elser testified that prior 
to 1979 it was possible for field crew labor to' be charged directly to 
capital accou:nts. but the method of repore:tng the labor of. the field 
crews has been changed with the introduetion of new time sheets. Now 
only work in progress can be charged into capital accounts. 

... ... 1 t 4'> ... f+ .•. ~ h . -, 't ~ 4t1 .. ep Y ::> S'-Q. ... crl.tl.Cl.S:S 0_ t c; l.:l4.('rn.::. c~r:;:ro ... C", 

docu:lle:l.ts being processed through the ct)':pute= sysr.co.,. ~'r.. Et~~:· 

testified that as controller he "t<I.·as rev:t~ins all :i::l.e shc:c:s Thi.:h 

appliCAnt's p~)~oll clerk before they were pce on the c~p~ter. 
~ respons~ to staff criticis~ regarding past tre~tc~e ey 

applic~n: o! expenses to be: charged to Aeccur.t 90S. Y.r. Else:- testific~ 

tb.:1t depreciation. anc insurance exposes were being. c:ro=scd to tba~ 
clearing acco~t a:d spreaG througb proper carit~~ and ex~~~~ a~eo~~s. 

Mr. Elser furtb~ testified thatapplieant currently adjus~s 
the construction cos:: for all c:c:pital work done for subdivieers anc 
then either ref\."'Uds the excess adva:lced or bills for any addit:tOtl..al 

amounts owinS the utility. 
2. Contention that Applicant has 

Violated PUC Code Section 818 

Seqtion 818 of the Public Utilities Code read~ as f~llO'"'s: 
"818. No public utility may issue stocr..s and st:ock 

ee~ificates, or other evidence of interest 
or ownerShip, or bonds, notes, or other 
evidences of indebtedness payable at periods 
of more than 12 months after the date thereof 
unless, in addition to the other requirements 
of law it shall first have secured from the 
commission an order authorizing the issue. 
51:4 ting the amount thereof and the purposes 
to which the issue or the proceeds thereof 
are to be applied, and that. :tn the opinion 
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of the comm.ission, the money, property, or 
labor to- be procured or p.t:'icA for by" the 
issue is reasonably requ!r~d for the purposes 
specified in the order, and that, except as 
oth~ise permitted in the order in the case 
of bonds, notes, or other e~idences of indebt
edr:.ess, such t)urposes are t:.ot, in whole- or in 
part, reasonably chargeable to oper~ti~g, 
expenSE':; 0:::- to iccot::e." 

Staff witnes:; Grove poin~ee oct in Exhibit ~~. 14 t~t 
applicant's Badger meter agreement is a blanket lease agreement fo= 

met~rs 'Wi~h a term of ten years and includes an option, to p1lI'CnaSe 

and t~t applicant's Rodeo Land Company agreement is for the office 

building. at 22722 West So14~dad Canyon Road, Saugus, Califo~ia with 
a term o£ thirty-one years. The witness testified that :tnhis opinion 
both of those agreements· violate the code because they are rrothe: 
evidences of indebtedness payable at periods of more than twelve 
months", and have not. been proven by applic:ant to be reasonably 
chargeable to operating expenses. 

We believe that the staff wi:ness 'Was CO:lCernee be-cause tht" 
ap;>li--:a."l:: h<!d not ,,~~a !.!H~a p:-ior ~;:-~ov~l £':'0= the CC>:l.--:issiO'.,'t of t~e 
lease agreements in questio:l. This isst:e was not discussed by staff 
counsel in the staff brief • 

. In its brief applicant points out that the Commission for 
lack of jurisdiction has dismissed applications seeking appro~al cf 
lon.g-term leases under Section 81.8 of the code and refers to: 

In re Pacific Tel~hone a~d Tele~3?h 
Company~ (1974)' cai. F.U.C. 2 3~ and 
In re Pacific Te~pone and Tele~rZ?h 
Company, (1976) eal. P.u.C. 2; 

Of~eo Decision No. 85874, is~uee 
Y-ay 25~ 1976 in Application No. 56467 .. ) 

We agree with the appl:Leant tba t the leases of applicant 
which extend for a period of more· than one year and which contain no 
provision for application of lease payments to an option to< purchase 
do not require prior approval of this Commission. 
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3. Contention that the Merger of Bonelli 
Cactle Com;>.cy with Applicant Required 
Prior Commission ~~roval and Reco[~ 
mended Restriction on Payment of 
Indebtedness of Bonelli Cattle Coo?a~y 
ASsumed by ~?licant 

•• 

In Extibit: Nc. 14 st.l:: witness Gr~v~ st:.bt:itte-! the fo!lOt<::;:';~ 

in:orcati~ regarding th~ ccrscr 0: Bo~c~li Cattle COQ?~ny~ a~ ~f~i!~~:1 
of a?pliC.1nt, into applicant: 

"Ir. Dccet:bt::r of 197€- SC''':C (a??l iCo:'lt J mcrsce -:,:i tl~ 
an affiliate Bonelli Cattle CO=p3~y. Tn~ 
Applicant assumed $128',8'55 of debt: with $-73)50~ 
subject to a current 7i. interest ratc~ Ihis " 
merger subjects the current ratc?aycr to qu~~ :::~I:l.
able debt t~t only benefits the Bonelli f~~ily 
stockh"leer!O-. In 1977» t~e AP?lic:t'ct accrued a:C". 
additional $5,145 of interest: .on this tra:lsfc~::cl 
debt and p~id out $2,024 of th::'s intc:e~: to t~c 
Bonelli f~ily stockh~lder$, evc~ though p~orc=:J 
t~~cs we:e de~i~qu~t ane th~ cain exte--sio~ 
contracts were in arrears. ~io: to the :::le~s~r, 
the Bonelli Ca~t1e Company ow~cd 5,355 shares ~f 
sc~c seock, the cont=olling in~eres~ ~i~b 59.5% 
of tbe totJ3.l stock, anc ~a $lZ3,S:5 of cash 
adva~cee debt. This tra~ferrcd de~: consiste~ 
of a~ open demand acco~~t froo the ~. G. Bon~ll~ 
l'rt,:st: with transactions dating back to 1961. l'h..:' 
int~rest rates on theSe cash advances have v~=ie~ 
from six percent in 1964 to ten pe=cent in" 1970. 
Ibese cash advances recO'rded by the !rust were 
never used fer the benefit of the water c0m?any. 
By transferring this debt over to the utility th~ 
Bonelli facily stockholders were in essence 
guaranteeing tbemselves pay~cnt of the debt plcs 
interest fro~ the SCwC [applicant's} ratepayers. ft 

Witness Grove states that since this debt dates bae~ to- 1961, 
and is currently subject to' a 7 percent interest rate~ the staff has 
classified it as long-term debt and believes that applicant shO'uld. 
have obtained Comc.ission approval prier to' assurdng. the debt. Witness 
Grove recoamends that applicant be restricted from paying off interest 
or prtncipal on the nonntili~ debt assumed by applicant in connection 
with the 1975 Bonelli Cattle Company merger until applicant bas paid 
all delinquent property taxes and all delinquent contracts refunds in 
conformance with the Coamiss1on "5 main extension rule .. 
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Witness Bonelli explained ~hae the merger ~as designed to 
enable applicant to use a $248,000 loss carry forward of Bonelli 
Cattle Company to offset federal income taxes and make the resulttns 

tax saving available to applical:lt to payoff delinquent propert), 
taxes ane! arrearagesQwing. on main extension contractS.. In order for 
apP'lieant to obtain the 'benefits of the ~24S, 000 loss carr)' £on:~l:d) 
it succeeded to the assets anc had to assuce the deb:f of Bcnclli 
Cattle Compa:lY, the mergee corpor.::t:ion. 

Applicant points out tlUlt the asserti~ b~ t:'c st~:: ~i:~c~~ 
that the assum?tion vf an ~ aeco~t advance by the applicant r~quire~ 
CotDCliss):O':. approval is mad:'! witbou~ any citation of Quthori::; .. 
Applicant state~ thOlt' tbE-re is no case 1a .. ·: or statute~ requiri:t; t::'~ 

Com:nission to gra':l: ~pp-rov~l prio.= to toe c:reatiot:. of an o:>en. a.eeoun~ 
indebtedn<:ss, and ehct th-ere is none giving the Co=::iss-ion cocparablc 
authority over the assurcr>tion of"the obl::'gat~ons createG by o?~;::. 

account advances. We agre-e withi.appli'!ant that the assatl?t:ion of the 

open accoantfndebtedncss does not reqaire the a~oval' of this 
CoCJ:i.ssion. 

~ne following inform4tion regardin~ delinq~~t a~~~ntse~e 
'.' " 

under refU':ld prC''I1isiO%!s of applicants m.:in extension COn.t=ZLCts appea:,s 
or. page 1& 0: staff E.~bit No. 14: 
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"As of Decembe: 3!, 1977 the Applicant ow~d $187,364 
in refU'L'ld agreeQeuts. Of this balance $11~,083 was 
past due and included amounts delinquent from 195-8. 
The followins. taoul.ltion summarizes the refunds 
payable as of December 31, 1977. 

Refunds delinquen: 
''Yea,:, o-! Contract I @ 12/31/77' 

1958 
1960 
19,6.! 
1962, 
1963 
19~ 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1975 
Total past dee ~:ain 
E..xtcnsion. cont.ract refund:; 

C' 10"'9r.4' ',' .., .. ,." 
3, '3'~2:' ,>, " 

,3,,050 ' 
""' ~?" J :~,o ...... 

9,1..$7 
320, 

9,372, 
18,27' 
2',Os.:~, , 
3,57,& 

744, 
*' 

7,963.' 
2,577 

461 

$113,OS3 
'During 1977t.~e A?p!ica~t paid oct $125,SSl in y~~~ 
Ext.cnsion Contract refunes leaving the balance sh~."::. 
above s::ill delinquent .. " 

"'kNo contracts ent!":.:ec into in 1970.·' 

Witness Grove testified that the Bonelli fac.ilymair. extension 
contracts are kept. U? to date, whereas refunds a=e de1i~quent on other 
main extension contracts dating back to 1958. The e,vidence shows that 

there are only four contracts ownee by the Bonelli family) i.e., two by 
Mrs. Joyce Bonelli and· two by RocIco Land Company. Rodeo !.:lnd Comp~:l.Y 

received its last payments in 1976 on both of its: contracts. AS shoT.t."C 
above during 1977 applicant paid $125,881 in main extensio~ contract 
refunds. Mrs. Joyce Bonelli received a total of $1,200 on accou::.t of 
cont%'aets sbe owned on April 1, 1977 at 1:h~ time when there were 
substantial refuod payments made under extension agreements owned by 

otbc!rs than the Bonelli family. Mrs. Bonelli received $322 on one
contract entered into 1n 1969 on which the present balance i5$45,283. 
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Applicant contends that the record in this proceeding does . not support 

the contention it bas been preferring the Bonelli family· in making 
refunds under main extension. contracts. 

Applicant points out in its brief that the Bonelli family 

has never received a dividend from applicant and that all of its 
earnings have been plowed back into the company. Applicant contends 

that to impose the staff-recommended restriction to prevent applicant 
from paying off any portion. of the $129-,000 open account indebtedness 
to i.ts shareholders which it assumed in connection wi.th the merger 

, 
until it has paid all delinquent property taxes and main extension 
arrearages would be unjustified and inequitable to the sharebolders, 
who have never received any dividends from applicant and whose 

management bas attempted by the merger to create a fund from income 
tax sa.V'ing which could be used to pay some of the delinquent property 

taxes and main extension arre.arages. 
We will not impose the restriction recommended by the staff, 

but applicant should be required to develop. & program to pay mai;n 
extension contract refunds which are in arrears and to submit a written 

. report of such program to the CoalDission, and we will require applicant 
to make regular reports to the Coamission of amounts paid- and the 
balances due on the delinquent property taxes, main extension refund 
arrearages, and the open accoanes of Bonelli Cattle Company assumed by 
reason of the merger. 

4. Criticism of App1.icant t s Use 
Of Certain Badger Meters 

Witness Arellano testified as follows regardfng the Recordall 
Model 15 me1:ers which applicant bas in its warehouse: 

"When I went out: and inspected the warehouse, they 
bad Recordall Model lSs laying on the floor that 
bad been in the ground. Recordall Model 15- has a 
capacity of from 1 to 15 gallons per minute. Now , 
this is smaller than anything they have tariffs 
for. And I think it should De disallowed. The 
smallest tariff they have and the smallest meter 
listed fn General Order 103 is a S/Sx 3/4 which 
bas a capacity of measurement from. 1 to 20 gallons 
per minute. tf (Direct examinAtion - RT page 926, . 
lines 15-24.) 
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In order to refutetb1s test~ony applicant produced 
Y..r.. Edward Segu:a of :Badger M~t~r Company ~ a graduate engineer who hae 
been involved in the design and developmen~ of Badger's line of 
Recordall meters. Witness Seg;-..:ra testi::iee tMt the Recordal! Model 

15, meters :neet all th~ test flow ane acc\lT.aC)" requirements of. Ger.e.:.l 
Order 103. On t~ b.:tsis of this rebutt.al tes~ia::.ony the cO:ciss::O:1 fin:":: 
that the Re-cordall Mod!!l 15 ::teters ceet the r<-qulreoC'ntc; of ~':l.C:-::': 

OrOel" 103 ane they sholJlc! tbe::efo:::f" nC'lt b-e-. dis.,!.lo~;ee .:~ rC'co=-en.ec~ 

by the st~£f witn~ss. 
5. Ap~1icant's Effort$ to Pr~vic~ 

GoO<! Service anc! te> Coop1.y with 
Tbc ~~ssi~n's Requir~cn:s 

Ir. it~ l:=icf a?plican~ poin:s I")ut tr-..at. since 1~73 "'~C'r;. 

Bo~quet Ca~yon Water Coop~~y and Soleoint Water Company w~re ccrgPG to 
becom~ S~ta Clarit~ W~ter Company a?rlieant hzs bc~ e~sag~d !n ~ 
progra~ tc imp~ove eusto~~r s~rliee and el~inate criticism froQ th~ 
Co~ission ~s follows: 

"1. 1573 - The U:ility bo:rowec $500~000 .. OO to 
iQ?rove its systec ~d provide better servic~; 

• 
"2. 1973 ~ It hired tl. regf.stered civil engineer> 

at the re<iuc!:t of th~ Hydrau:ie Branch $.taff) 
to act as General l'~nagcT of the cocps:ny; 

trS. 1975 - It coacenced a prosraQ to put all of 
its books on a new computer systew; 

"4. 1975 - It acquired a warehouse ill \<:h1eh to 
store its fnven:ory ane operate its ~=vice 
Department:; 

"5. 1976 - It leased $0$50,000 .. 00 worth of ne .... · 
storag~ ta:Y~ to 1opr~ve service; 

HS. 1977 - It contracted to buy 5,000 acre feet of. 
Castaic Lake water to provide ~ore potable and 
reliable water service t~ its customers; 

"7. 1977 - It moved t~ a nett office b:.lild:ing to 
1mpl:ove its employee morale and operations, and 
ultimately, customer relations; 

"8. 1977 - It hired a full-time: Controller to put 
all of its books on its IBM computer and revise 
the utility's entire record ke~ing system to 
eliminate Commiss.i.on criticisms." 
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6. :&ate of Return to be 

Adop1:ed in this Proceeding 

•• 
In view of the staff's contentions that applicant bas failed 

to comply with (1) Comcission directives set: forth in previous 

Commission orders,. (2) Section 8lS of the Public Utilities Code) 

(3) the Uniform System of Accounts, and (4) the Co:m:dss1on's c.ai:. 
extension rules the staff !nits brief contenes that no- justiflcatio~ 

exists for increasing applicant's rate of return on rate base bcyo~~ 

9.& percent. Since'.:1t the rates currently in effect the staff ',est:i:c.ates 

that applica~t vill earn a rate of ret~ for the test year :979 0; 
10.5 perc-cnt the staff furthe:- recoCl:llendz th.:i.t applica::.:' s ra:es 0(: 
reduc~d to the extttt necessa:y to yield C! rate of 'retUl:~ of 9.6-
percent. 

!he rates proposed in appliean:'s ac~QQe~~ are desig:~etc 

produce a ret\:%U of 10.6 percent on rate base. Appl:-:'ca=..t assc-r:s th.:t 

the two-year delay to which if; has alre.:lcy been subj~etcd sir.cc tb~ 

filing of its application is penalty enough. A?plicant po::nts ou~ t~t 
staff witness Grove on cross-~xa:ination conceded that a fai:- an~ 

reasonable retu=n for a regt.:lated California water cOtIp.:1ny cot:1G ranoc 
as high as 9.8 pe:cent. A rate of retu-rn o! 9.8: :re=cen: on rate b.;:sc 
would yield a return on appliea~t's c~on eq~it:y of ap?=oxi~:ely 

10 percent. Ap?lieant ?oints out t:.at Table D of sta!: Exr.i!>it'io. 14 

shows that between Janl.:a~ 1976 and .luly 1978) with a Single; excep-tion 

out of 27 decisions) the Commission has invariably set rates designed t~ 
yielci over 10 percent on cCllllDOn equity. In 18 out of the 27 decisions the 
author1.ze<i rates were designed to yield over 12 percent on ccmmon equity. 

Although applicant had failed to comply with certain accounting. 
directives set form in prior Canm:J.asion decisions) the evidence in this 
proceediDg ahows that applicant 1& nov .akiDg an effort to c:omplyvith 

such directives and the tTn1fODl Syatem of AeC:OWlta. AppliC4Dt baa made 

aubat:&rlt1al P&,.eDta on arrearasea of uounta to be refunded· under ita 
.aiD extcaiOD contracta and will be required to file regular reports vith 

r .. pect to refurada r ... .1u i ng to M paid. Appl1C&Dt Au ude varioaa . 
f.aprov-.mta 1D ita water ayau.. &Dd baa taen -tepa to 1-.prgw. the qtrality 
of ita water and t~ increase the aupply of vater available. In this 

proceediDg the Commission will adopt a rate of return of 10,.1 percent on 
rate base and a return of 11.OS percent on common equity instead of a 
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10.2 percene raee of re1:urn on rate base wh.ich would have been ado?:1:ed 
had:: applicant previously cocplied wi1:h th.e Cocmniss.:ton's accoun1:ins: direc- ' 

1:ives. In view of &?plicant's present ef.forts.tow~~rdeomp'lianC'e and 
the delay which. has occurred in 1:he issuance o£ this decision, an O'~l 

percent reciuc'tion in rate of return on rate base cOllStit,utes an adequate 

penalty for appli<:ant's previous failure to' eomp-lYwit:b. the C¢co:nission1s, 
aeeoun tins. direc'ti ves • The increase. in operating revenue . n-ecess3.ry .to' I 

prod~ce a ra1:e of return of 10.1 percen.'t on a rate haSe' O'f $3-.,048,200 I, I 
is $350 .200. I 

The :following t.::.blc ShO~NS the .:lcoptcd results of opera.cion 

.:It present rates,. proposed :::'.!ltes, and :tuthorized r<ltes for the,tcs:t 
year 1979 .. 

TABLE 2' 

Aciop-ted Results 0:: C;?erations 
Yc-ar 1979 Est:i~:CG 

~ 
Oper~t~g Revc:~e 

D (~duc t i.ons 

Oper::,tior! & Y.ain.tenancc Eh,,?et' . .$~ 
Source of Supply i::.-.:p. \' 
Pump i:lg ;;xp. I 

W.:l:cr :Crc~~ment E..,<?.. . 
Tr3::.scissio:l & Distribt!tio:l Ex? .. 
Customer Acct. Exp •. 
Adci:l. & ~_ Exp. 
Misec llancot:s E."'Cp. 
To=..:!l Oper. 0.: !-!air... E:-:p. 

De?=cciatio~ tAp. 
T~xcs Other !~n On Income 

Incoce !'.ax~s 

!o~l Decuctions 
. ~!et Revenue 

Aver~se Depreciated Rztc Ease 
R.'.ltc of Returc 

$ Increase in Revenue 
i. Increase in Revenue 

.:'"J:esc::'I.t. 
Rates' 

?::op 0 sed· Ao.thorizcd 
~:es Rates 

:"3.)' 000 . 13000 : 13 ~OOO" 
444)'400 444';400: 444~400\. 
, 6o)' 000· 6·,. 000. . . . '6,.00:0': 
12Z~~OO 122,.600' . ' 122,.600 
118',900 113~900 118".900' 
270,000: "270,.000' 270.,:000 
304.6<>0· 304 600,304 :500, 

n ,""!75 ,500 'S1,..27~500'.~J. .. 275·:;.,oo, 
156·,. 600 1:'» 600 15-& 'SOO . ,.. )'. 

84 ,.100 84,.100 84~100" 

200 194,750': 35 ,.400~ 
$1,.5,16,.400 $1, 710,9.5~ . $1,.551,.600> 

(7 ,.100) 45~,.S~O: 307')',909 

$3,048 7 200 $3',.048',200~: $3·;048:,.200, 
Loss. lS.l:Z 10' .. 11.> . ",' , ',,' ',. " ,', . 

$ 6&1,.$00'; .. '. $' 350,;200, 

43.87. ,- 23:~.tt . 
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VI. Rat~ Design 

Applicant has proposed to increase both the service charges 
and the quantity rates per 100 cu.ft. of water delivered. In accordance 

with CommtasiOD policy regard~ lifeline allowances for residential 
customers the present service charge for a 5/S. x 3/4-inch meter of $3.85 
per month vill no'&: be increased. Other aervice charges ~ll be increase( 

by amounts cona1derably leas than proposed by applicant and the quaneity 
rate will be increased by an amount .ore than proposed by ap~lican~. 
The adopted· rates rill yield the adopted· sroaa revenue requirement of 
$1,859,500 for the test ~ear 1979. 

VII. VoluntarvWage and ?rice Guidelines 
No evidence was introduced to show that the requested rate 

increase c~lies with the President's Guidelines on Wage ,and Price 
Stability. The Commission will take official notice, however, that 
authorized rates which provide a reasonable rate of return on rate base 

and a reasonable return on common equity do not exceed such guidelines. 
Findings of Fact 

1. Applicant is in need of additional revenue, but the rates 
requested would produce an excessive rate of return. 

2. Although in the past applicant has failed to comply with ' 
Commission accounting directives and the Uniform System of Accounts," 
a~~licant ?resently is making an effort to comply with such accounting 
directives and the Uniform System of Accounts. 

3. A~plicant bas made substantial payments on arrearages of 
amOmlts to be refunded under its main ~ension contracts. 

4. Applicant. has made various mprovements in its water system 
and bas taken steps to improve the quality of its water and· to increase 
the supply of water available. 

5 •. The adopted estimates~ as set forth in the last column of 

Table 3 herein of operating revenues, operating expenses, and rate base 
for the ,test year 1979.reasonably indicate the probable results of 
appl1caat' a operationa for the Dear future ~ 

-41-



, • •• 
6.. It. rate of return of 10.1 percent on apJ>1icant'. rate base 

for 1979'~ which provides a 0.1 percent penalty for applicant'. 

previous failure to· comply Vith the Commission'. accounting 

directives. 1& reasonable.. The related .allowance for return on 

COCIIIk'n1 equity is 11.0S percent. This vill require an increase of 
$350,.200,. or 23 .. 2 percent,.1n armual revenues for the test year 1979. 
Such an increase is reasonable and jWltified: .. 

7. The increase in rates authorized herein i8 in cOU1P'liance 
with the President's Guidelines on Wage and Price Stability. 

8. Retention of the ae%'Vice charge. based· on meter size,. with 
no increase 1n the service charge for a sIS x 3/4-inch residenti.al' 

meter. and one quanti'ty block-'type rate structure is appropriate . 

in this. proceeding .. 

9. The increases in rates and charges authorized herein are 
justified; the rates and charges au'thorized herein are reasonable; 
the present rates and charges,. insofar as they differ from those 
prescribed herein,. are for the future unjust and unreasonable .. 
Conclusions of Law 

1. Applicant should be penalized 0.1 percent in its rate of 
return on rate base for failure to comply with Commission directives 
and the Uniform System of ACComltS. 

2. Applicant hAs not violated Section 818 of the Public 

Utilities Code by reason of ita failure to secure the prior approval 

by this Coamiaaion of its Badger .eter rental agreement and ita 
~greement with Rodeo Land Ccarpany for' the long-term· lease of 
the office building: 

3. The .. sumption of open account indebtedness by applicant 
does not require the. prior approval of thi. Commission. 

4. AWl1e&nt should be required to develop- a program to pay 
.aiD extension contract refunds which are in arrear. and· to submit 

• written report of such progral to. the CoIIm:lasion. 
5. Appl1c.mt should be required to aubDit: regular reports to 

~he c:c-.t.sion of amounts paid Cld the balances due OQ delinquent 
property taxes, ... in exteuaion contract ref1mda which are in arrears, 
cad the open accounts of BoDell! Cattle Company uaumed by applicant 

by re&ao!l of the 1Ieqer of BoDell1 Cattle eo.pany with applicant.· 
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6. Applicant should be required to make a five-year 
analysis ending with the calendar year 1980 of the insurance 
costs included in Account 79~ for the ~se of explaining 
the reasons for any substantial changes in the insurance 
premiums ~aid for such insurance and to file a report of such 
analysis with the Commission on or before March 1,. 1931. 

7. The application should' be granted to the extent 
authorized tn the order below. In all,other.respects the ap~l~ation 
should be denied. 

8. As there is a need for prompt rate relief, the ef:ective 
date of this order should be the date hereof • 

.Q!J!~! 

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

Sanea Clarita Water Company is authorized to file the revised 
rate schedule at:tached to this order as Appendix A. Such filiug 
shall comply with General Order No. 96-A. The effective date of the 
revised schedule shall be four days after the date of filing.. The 
revised schedule shall apply only to service rendered on and after 

the" effective date thereof. 
2. Applicant is directed to develop a program to pay main 

extension contract refunds which are in arrears,. and, within sixty days 

after the effective date of this order applicant shall file a written 
report. setting forth the program. which 11: bas developed' for the payment 

of such refunds. 
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3. On or before April 1, 1980, and on or before the first day 
of the month of each quarter year thereafter until all delinquencies, 
arrearages and open accounts of Bonelli Cattle Coopany assumed by 

applicant have been paid in full, applicant shall submit to the 
Co;zm1ssion a report showing. amounts paid and balances due on its 
delinquent property taxes, main extension contract refunds which are 
in arrears, and the open accounts of Bonelli Cattle Company assumed' 
by applicant by reason of the merger of Bonelli Cattle Company with 
applica.nt. 

4. Applicant is directed to make a five-year analysis ending 
with the calendar year 1980 of the insurance costs tncluded in 
Account 793 for the tNrpos~ of explaitlin$t the reasons for any 

substant1al changes in the insurance premiums paid' for such insurance 
and to file an original and twelve copies of a rel>Ort: of such 
analYSis w:tth the Coamission on or before March l, 19S1. 

The effective date of this order is the crate hereof. 

Dated MAR 4 1980 , at San Francisco, Cali.fornia. 
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Schedule- No.1 

A'P'PU CA"Sl! .IT'i: 

bouquetCo'lnyon andV1c1n1ty. ne&r Saugus. l.o:: Ang~!e~ County. 

!>(":vie~ Charge-: 

F~= 5/8 X 3/4-inch meter • .. • .' .. .... • • .. • 
For 3/4-1nehtDet~r ............ . 
For 1-inch meter • 
Fol' l~-1nch Tlleter oo. .. .. .. .. .. .. 

tor 2-lneh meter .. • .. .. .. .. .. 
!or 3-iueh~et~r .. .. • ....... 
For 4-inch meter .. .. .. .. .. .. .. .. .. .. • 
For 6-inch C<'ter .. .. .. • • .. .. .. • .. ., 
FoT' 8-ineh meter.. • .. .. .. • .. • .. .. .. 
For lO-inch meter .. • 

QlJant ity Rates: 

For all vater de11vered p ~r 100 cu.ft .. .. .. .. 

Per Ke-ter . 
Per l".oneh 

$- 3-.85. 
5.00' 
7.50 

10.50' 
l3.5O 
2S.00 
34~OO· 
58'~OO 
84'.00 
l04~OO 

$:o.m 
The ~:v1ee Charge 18 .. readiness-eo-serve charger 41'1' l1Qole 
to a 11 m~ered: a~XV1Cf' and to whieh is to ~ adcIt'd th~ monthly' 
charge eompated.at the Quac.t1ty Rates. 


