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RESOLUTION

MINERAL GITY WATER SYSTEM (MCWS). ORDER AUTHORIZING
A GENERAL RATE INCRFASE FRODUCING $9,000 OR 46.1%
ADDITIONAL ARNUAL REVENUE.

By draft advice letter received by the ¥Water Utilities Branch (Branch) on
August 26, 1985, NOWS requested anthority under Section VI of General Order
96-A and Section 454 of the Publi¢ Utilities Code to increase rates for water
service by $17,223 or 92.9%. MCWS estimates that 1936 revenues of $18,533 at
present rates would increase to $35,756 at proposed rates and provide & rate of
return on rate base of 11.04. MOWS currently serves about 173 metered
customers in Mineral, Tehama County.

The present rates have been in effect since June 16, 1982, pursuant to
Resolution No. W-2886, dated June 2, 1932, which anthorized a general rate
increase. -

The Branch made an independent analysis of MCWS's sumary of earnings.

Appendix A shows MCWS's and thé Branch's estimates of the sumary of earnings

at present, requested and adopted rates. Appendix A shows differences between

:’ﬁgs's and the Branch's estimates in operating reveme, operating expenses
rate base,

The Branch's estimate of operating revenue at present rates is higler than
MCWS's. The Branch's estimate at requestéd rates is lower. MCWS used 168
customers in detemmining revenues, whilé the Branch had available a later
figure of 173 which tended to incréase its reverue estimates. Also, reverue
fron water use over 500 cubic feet under MCWS's regquested quantity charge
increase (to 56 cents per 100 cubic feet from 46 cents) should have been up
only 22% instead of the 9%¥ estimated by MCWS. Correcting this error gave the
Branch a lower éstimate at requested rates.

The difference between MCWS's and the Branch's estimates of operating experses
are in all1 categories.




The estimates for source of supply expense, materials, labor, office supplies
vehicle expense, and payroll taxes differ primarily due to MCWS's past
accounting practice of recording these items in the general expenss account
vhen they should have bteen recorded in their own accounts. For its 1986 test
year estimates of these items, the Branch pub recordéd 1985 on the proper
accounting tasis and then escalated this amount to reflect customer growth and
an anount for inflation found reasonadble by the Research Branch of the
Evaluation and Compliance Division. $he Branch notes that MCWS is now keeping
its récords in compliance with the new system accounts adopted by the
Commission, effective January ¥, 1986,

The difference in the estimates of purchased power results from the Branch's
use of the latest power rates and power consunption data.

MCWS's 1986 estimate of labor differs from the Branch's mainly becaunse it
reflects system alteration work done in prior years. To arrive at its
estimate, the Branch adjusted 1955 recorded to exclude this alteration work end
then escalated this ancunt to reflect customer growth amd an amount for
inflation found reasonable by ECD's Research Branch.

Insurance éstimates differ because the Branch has used MOWS's most recent
annual insurance bill a3 its estimate.

Accounting and legal expense estimates differ because MCWS included in its
estimate legal fees ($200) related to incorporation that should have beén
recorded in the intangible plant account in accordance with proper Commission
accounting procedures. The intangible plant account contains all fees paid to
federal or state governments for the privilege of incorporation and
expenditures incident to organieing the corporation, and like other plant i
included in the rate base. _

MCHS's estimate of uncollectibles (revenue billed less revenue collected) is
$1,767 or about 5% of billed reverme. ILocked ab enother way, MCWS is
estimating that it will not be able to collect 5 cents out of every dollar due
it for service. In the Branch's view, this amount of uncollectibles is
excessive, especially for MCWS which is on annual rate schedules and collecting
its revenues in advance. During the Branch's investigation, it was discovered
that MCWS was not properly applying its tariff rules with respect to turn-off
procedures for nonpayment nor keeping adequate billing records. In light of
this the Branch recomménds sgainst any amount for uncollectibles in this case.
The Branch has discussed this matter with MCWS and it has ggreed Yo tighten up
its operations in this area.

The differerce in depreciation expense estimates results from differences in
plant estimates and MCWS improperly including in its estimate depreciation on
contributed plant.

Property tax estimates differ because the Branch had later information related
to a new sewer tax which increased the Branch's estimate to $1,100 as compared
to MCWS' estimate of $1,000.

The difference in rate base estimates results from differeﬁoes in the estimates
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of plant, depreciation reserve and working cash.

The Branch's estimate of plant is lower primarily becaunse its éxcludes $30,000
for a filtration plant t6 be added in 1985 as required ty the Tehama County
mvii-omental Heagth Department (TCHHD) &3 explained later in the discussion on
service.

The difference in depreciation reserve estimates is dué to the difference in -
plant estimates.

FOWS's estimate of working cash allowance is $17,831, a very large aaount
(about 20% of rate base) when compared to any other water utility under
Comnission regulation. Alsd this estimate is not supported by workpapers.
Yorking cash is an allowance for the amount of money that a utility furnishes
from its ¢wn funds for the purpose of enabling it to bridge the gap between the
time expenses of rendering utility service are incurred and the time revenues
from that service are received. Thé Branch recommends no working cash
allowance because MOWS collects revemes in advance of providing service, a
cormon practice among systems on annual rate schedules.

¥CWS's requested increase would result in a rate of return on rate base of
114, ‘This is the midpoint of the rate of return range (10.75%) to 11.25%)
recommended for small water utilities by ¥CD's Financial Branch and the Branch
believes this amount is reasonable.

MCWS was informed about the Branch's differing view of revenue, expenses, rate
base, and rate of return and has stated that it accepts the Branch's
estimates.

A notice of the proposed rate increase was mailed to all customers on
December 19, 1985. Thirty-five custozers wrote letters protesting the
magnitude of the proposed increase. A petition of protest containing 64
signatures was also received. The protest related to the magnitude of the
increase and not to service problems.

The Branch drafted a letter of reply to the customers who wrote to the
Comission about this increase. It explains the Commission's action and will
be mailed after this resolution is signed. The draft letter is attached as
Appendix E.

A field investigation was made on March 24 and 25, 1986 by a member of the
Branch. Visible portions of the water system were inspected, pressures
checked, customers and company employees interviewed, and methods of operations
checked. The investigation indicated that MCSW's system i8 in compliance with
the requirements 6f the Comission's General Order 103, Rules Governing Water
Service, and that service is satisfactory. There are no cutstanding Comission
orders requiring system improvexents.

MCWS's water supply is not filtered. There aré occasions when turdidity is
noticed. Also, water quality semples have at times shown éxcéssive coliform
counts. The term coliform refers to a bacterial group found in the intéstines
of warm-blocded animais. Normally, a high count indicates the presence of
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fecal contamination. These high counts have prompted TCHHD, in its inspection
report dated March 4, 1986, to require that a filtration plant bo installed.
The su{plier of a filter plant for a nearby water coaparny has offered to
install a similar plant for WS for $30,000. Nevertheless, the Branch
recomrends that MCWS put the project out for bid to ensure that the lowest
price is obtained.

NOWS advised the Branch that it could obtain financing at the prime rate
(currently 8.5%) plus 2% to finance it. Given the lead times (minimm { year)
necessary for applying and receiving Safe Drinking Water Bond Act loans
(currently 9%) this option is not available. The Branch notes that according
to Section 818 of the Public Utilities Code, MOWS will be required to formally
file an application to obtain Comission approval bvefore entering into a long-
tern (over 12 months) loan agreement. This application must include the amount
of the loan and its purpose.

Furthermore, becausé the Branch is concerned that the filter plant be most cost
effective it recommends that MCWS be required, before proceeding on the
project, to submit an engineering report on its plans to the Branch for

review. The report should include the design specifications, project cost and
a statement on the bid process, the impact on rates, and the project schedule.
The Branch also recommends that NCWS be anthorized to file an advice letter for
an offset increase in rates to reflect the added capital cost of the filter
plant, after it has been installed.

MCWS's minimun charge rates have been reviewed by the Commission in prior
proceedings. The PBranch believes that conditions contimie to warrant their
use. The water supply, from & spring source, is ample, except for a few weeks
in late surmer. Meteérs were installed and inverted rates adopted to act as a
water conservation means during the water short{ sumer wonths. ‘%he ninimm
quantity (500 cubic feet per month) represents a summer allowance for each
customer vho is asked not to exceed that amount. %his conservation method has
been successful as the sumer time shortages of the past have not reoccurred
despite an increase in customera. ©Snow conditions make it virtually impossible
to read meters in the winter, therefore year-round customers (Schedule No. 1A,
Annual General Metered Service) are billed only the minimm charge portion of
the rates between November { and April 30. The Branch recommends that the
present rate structure be retained and that the increase be applied evenly to -
all rates and charges. MNonthly bills for a typical annual metered residential
customer will increase from $9.40 to $13.74 while monthly bills for seasonal
customers will increase from $13.22 to $19.30. A comparison of the present and
the Branch recommended rates is shown in Appendix C.

MCWS carries in its tariff book rate Schedules Nos. 2RA - Annual Residential
Flat Rate Service, ZRS - Seasonal Flat Rate Service, and 9FL - Temporary
Special Flat Rate Service. There are, and have been for many years, no
custarers using these schedules. MOWS has requested, and the Branch concurs
with, the withdrawal of these schedules.

The Branch recomménds that the Cormission anthorize an increase of $9,000 or
46.1%, which would increase estimated anmial revenue from $19,520 at present
rates Yo $28,520 at recomnended rates contained in Appendix B. This increase
provides for a 11.0% rate of return on rate base.
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The Cormission's opinion, afteér investigation by the Water Utilities Branch is
that? R

a. The Branch's recormended Summary of Farnings (attached as Appendix A)
is reasonable and should be adopted.

b. Rate Schedules Nos. 2RA — Annual Residential Flat Rate Service, 2RS -
Seasonal Flat Rate Service, and 9FL - Temporary Special Flat Rate
Service should be discontinued.

The rates recomended by the Branch (attached as Appendix B) are
reasonable and should be adopted.

The quantities (Appendix D) used to develop the Branch's
recommendations are reasonable and should be adopted.

Installation of a water filtration plant is necéssary and réasonable.
However, before proceeding with the plant addition, MCWS should, by
formal application to this Comission, request approval of any
required long-term financing. Also, before proceeding, MCWS should
submit an engineering report on its plans to the Branch for review.
The report should include the design specifications, the project cost
and a statement on the bid process, the impact on rates, and the
project schedule.

After completion of the filtration plant and it is in regular
operation, MO¥S may request by advice letter offset the inclusion of
the filtration plant in rate base and the appropriate attendant
jncrease in 1ts rates for service.

THE COMM4ISSION FINDS that the increased rates hereby mathorized are justifieéd
and the present rates are, for the future, unjust and unreasonable.

IT IS RESOLYED that:

1. Authority is granted under Public Utilities Code Section 454 for
Mineral City Water System to file an advice letter incorporating the Surmmary of
Farnings and revised rate Schedules Ros. 1A and 1S attachéd to this résolution
as Appendices A and B, and concurréntly to cancel the presently éffective rate
Schedules Nos. 1A, 1S, ZRA, 28RS, and 9FL. Such filing shall comply with
General Order 96-A.

2. The effective date of the revised rate schedulés shazll be the date of
filing.

3. After approval of the necéssary long-term debt requiréments of the
project and review by the Water Utilities Branch as described in Opinion (&)
above, Mineral City Water System is anthorized to install a filter plant and
file an sdvice letter requesting that an offsét be granted in its ratés for the
inclusion of the filter plant in rate base. Such filing shall cimply with
Cenéral Order 96-A. _ ,




4, "hia R%olution is effeotive todew-

I certify that this resolution was aGOpted by the Publio Utilitlw Camission
a: its regular meeting on July 16, 19856, The followving Commissioners approved
it

vma VEIS®
Executive bireetor




APPRDIX A
'NINERAL CITY YWATER SYSTEM

SUMMARY OF FARNINGS
(Estimated Year 19%)

Utility Fstimated ¢ Branch Jstimated @
Present Requested' Present ¢ Requested: Adopted :
. Iten Rates 1 Rates : Rates : Ratés t Rates

Operating Revenue $ 18,533 $ %,T56 $ 19,520 $ 3,70 $ 28,520

Operating ¥xpenses ‘ v
Source of Supply Exp. - - 0
Purchased Power §,200 1,200 T80
Faterials - - 1,300
Labor 6,434 6,43 5,170
Management Salarles 1,731 1,734 1,730
Office Supplies & Exp. - - 200 200
Insurance 5,000 5,000 »e
Accounting and Iegal 900 900 700
General Expenses 3,099 3,099 , 200
Yehiclée Expeénse - - 500
Uncollectibles 839 1,767 -

. Total Operating Bps. 19,253 20,13

Depreciation 5,820 3 900 2,500

Property Taxes 1,000 ,ooo 1,100 1, ‘l(D
Payroll Taxes - 20 28)
Income Taxes 20 1,400 2,990 1,550

Total Expenses 26,273 26,431 ' 24,810 23,370
Net Reverue - (7,740) 9,325 s 9,920 5,150

Rate Base
Average Plant 118,645 118,645 19X Q93,920 93,920
Avg. Depr. Res. 32,700 32,700 - 28,000 28,00
Net Plant 85,945 85,945 ) 65,830 65,820
ILess: Advances - - - - -
Contritmtions 20,000 20,000 20,000 20,000
Plust! Y¥Yorking Cash 17,83t 17,831 - -
V&S 1,000 1,000 1,000 1,000

Rate Base 84,716  84,TI6 . 46,850 46,80
Rate of Return Ioss 11.0% : 2i.2§ 11.0%




APPRNDIX B
Fage 1
Schedule No. 1A

ANNUAL GENFRAL MERFRED SFRVICB

APPLICABILITY

Applicable to a)) metered water service furnished on an annual basis.
Quantity rate schedule to be in effect May 1 through October 31 only.

TERRITORY )
Mineral and vicinity, Tehama County.
RATES

Per Meter
Per Month
Monthly Quantity Rates:

H"st%cu.ft.’ Or less...-...l.........'... 5‘1.69
Over ‘)_(I)C‘u.ft-, per 100 cuftiencesnensannne 067

Anmual Minimunm Charge:

FOI‘ 5/8][3/4—iﬂ0h metel‘---...u.-u-----u... $40.
POI‘ 3/4’1“0}] metel‘-n-.....-.--.....-..- 97.
POI‘ I-indl metel‘--.-._..-.--.u--u-u. 286.
FOI‘ 1"‘/2“in0h met-e‘r------...-.....--..... wl
FOI‘ Z—inCh metel‘-..-........-........- 562. (I)

The Annual Mininum Charge will entitle customer to the quantity
of water each month which one-twelfth of the anmial minimem
charge vill purchase at the Monthly Quantity Rates.




APPRXDIX B
Page 2

Schedule No. 1S
SFASONAL: METERED SERVICE

APPLICABILITY

Applicable to all metered water service from May 1 through October 3i .
TERRITORY

Mineral and vicinity, Tehama County.
RATES

Per Meter
Per Month
Monthly Quantity Rates:

Fil‘stmcu'ft" OP 1953-.-0..---.-...---o-unoc $16.4_‘4
mer Wcu.ftl’ mr 1m cll.ftl‘.ll.l..ll..l... .67

Seasonal Minimum Charge!

POI‘ 5/8X3/4-inch met-ernn.o-no;n..onc.u.....n
FOI‘ 3/4—1!10}\metel‘---a-.-.-----.-a.--..-
FOP |—imh metel‘na-.--.----n--.-.---
I“OI‘ 1-1/2—in0h metel‘-..-..-....-..-u--.-. -
FO]‘ z—imh metel‘u-..-..-....,u.-.... (I)

Tne Seasomal Minimum Charge will entitle the customer to
the quantity of water each month which one-sixth of the
seasonal minimum charge will purchase at the Monthly
Quantity Rates.




APPRNDIX C '
COMPARISON OF RATES

A comparison of present and Branch's recommended rates for metered service is
shown below:

METERED SERVICR A R
, Per Meter Per Year or Secason
Minimm Charge: Present Rates Recormended Rates
Annual  Seasonal: Annual | Seasonal

_ $ 93.60
FOP 3/4"‘iﬂ'0h meter-n-..no v ) ) J 131 .m
For {-inch meternunooco 1 205-(1)
PO]‘ 7 1“1/2"11\&1 metel‘- I AR NN ; 292.m
¥or 2-inch meterveveven 387-m

Monthly Quantity Rates:

First 500 cu.ft., or less 11.69 16.44
Over 500 cu.ft., per 100 cu.ft. 67 .67

A comparison of monthly customer bdbills for annual metered sérvice between May 1
and Oc::)gber 31, at present and recommended rates for a 5/8 X 3/4-inch meter is
shown below:

Usage Recomnended Amount Percent
100 cu.ft. Bills Increase Increase

$11.69 46.1

11.69 _ 46.1

11.69 46.1

15.04 46.0

21.74 45.9

28.44 45.9

‘ _ 41.84 45.8

100 _ .34 : 45.7

A comparison of mohthly bills for seasonal metered service at present and
recomended rates for a 5/8 x 3/A-inch meter is shown below:

' ; TITH Anount Percent
100 cu.ft. - Increase Increase

5.19

&
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APPENDIX D
Page 1

ADOPTED QUANTITIES
(1686 Test Year)

Name of Company: Mineral City ¥Yater Systenm

Net-to-Gross Multiplier: .20
Federal Tax Rates: 15
State Tax Rate! o 9.6%
Local Franchise Tax Rate: 0
Business Iicense: 0
Uncollectible Rates: 0

Expenses Test Year 1966

1. Purchased Power: Total production not determined.
Pacific Gas and Electric Company

Total Cost ($) $ T80
Rate Schedule :  A-1P
Effective Date 10/1/65
kwh: 7,926
$/ikvn 0.0977

" Purchased Water: None

Pump Replénishment Tax: None

Payroll and Employee Benefits:
Management Salary

Total
Payroll Taxes
Ad Yalorem Taxes:

Tax Rate
Assessed Yalue




APPINDIX D
- Page 2

ADOPTED QUARDITIES
(1986 Test Year)

Servioe Connections:

t. PFeter Siee
5/813/4“ Am’tual--n-.....-.....u-.;......n. %
5/813/ " Seasorﬂl--tnlcnolol'---n-.--oncoonno 3%
1
1

TSV FABEEI NI ABRANNRNBIAGORINRARDRNbIBANDY
—1/2' I AN R R R R N R R N RN RN N RN N RN N NN NN NN N NN

Total P

2. Metered ¥Water Sales Used to Design Rates:
Range —Cof Usage — Cof
Block1 0-5 2,595

Block 2 >5 7,551
Total 10,152

ADOPTED TAX CAIGUIATIONS 1/

1966

Line _ Adopted Rates

No. Itém CCIY

FI?

1. Operating Revenues $28,520 $28,520

2. Operating Expenses 17,940
Taxes Other Than Income 1,290
Tax Depreéclation 2,500
Interest . -
State Income Tax -

17 %40
1,380
2,500

640

Subtots) Deduction 21,820

State Taxable Inéome 6,700

. State Income Tax (9.6%) 640
10. Federal Teble Income -
f1. Federal Income Tax (155:;) ) -

22,460

6,060

910

12. Total Income Tax -
1/ Corporation

{END OF AYPEDIX D)

1,550




APPENDIX B

70 ALL PARTIES ¥WHO HAVE WRITTEN 70 THE OOMMISSION REGARDING THE RPQUEST FOR A
92,9% RATE INCREASE BY MINFRAL CITY WATER SYSTEM

Pear Cuatomert

The Comission has anthorized Mineral City Water System to increase its rates
by 46.1%. TFor the typical year-round customer this will mean an increass in
the average monthly bill to $13.75 from $9.40. Tor the typical seasonal
customer the average monthly bill will increase to $19.20 from $13.22.

Some months ago Mineral City Water System notified its custowers that it was
applying to the Commission for authorization to increase its water rates by
92.9%. As a result of the notice, the Comission received thirty five letters
and a petition signed by sixty four people protesting the size of the increase
and requesting a thorough investigation.

Before the increase was granted, the Commission staff made a thorough analysis
of the company's operations and all aspects of its rate increase proposal,
including its revenues, expenses, plant investment and quality of service. As
a resuly, the Commission authorized less than half what the company requested.
The major reasons for the increase were higher insurance rates, higher taxes,
and generally higher costs since the company's last increase in 1982.

The Tehama County Environmental Health Department recently ordered the company
to install a new filter plant to ensure water quality. The Comission has also
anthorized the company to file for an additional rate increase to offset the
cost of the new filter plant when it has been put into service.

In éstablishing rates, the Commission's role is twofold. It attempts to keep
customer rates as low as possible while at the same time allowing the utility
to cover operating expenses and receiving a fair return on its investment in
water plant. This allows the company to contimie to provide service and to
attract the capital needed to replace plant for the future. You may be assured
that Mineral City Water System's request was thoroughly reviewed by the
Comnission staff before this change in rates was authorized.

rwe appreciate the time you took to provide your views on the proposed rate

increase. If you have any questions please call Ernst XKnolle at (415) 557-
1903. .-

Very truly yours,

WESLEY FRANKLIN, Chief
Yater Utilities Branch




