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RESOLUTION
RETHOOD WATER CQA4PANY (RWC). ORDFR AUTHORIZING

A GENERAL RATE INCRFASE FRODUCING $5,115 OR
34% ADDITIONAL ANNUAY, REVENUE,

R4G, by draft advice letter furnished to the ¥Water Utilities Branch (Branch) on
Oeto‘os..r 28, 1935, requested aathority under Section VI of General Order 96-A
and Section 454 of the Public Utilities Gode to increase rates for water
service by $5,115 or 34%. RAC estimates that 1956 gross revenae of 315,035 at
present rates would increase to $20,150 at proposed rates and would prodace a
rate of retarn of 1.06% on rate base. FWC serves about 155 flat rate customers
in the vicinity of Forestville, Scnana Coanty.

The present rates have been in effect since Fay 10, 1983 parsaant t6 Resclution
No. W-3024, duted May 4, 1933 which aathorized a general rate increase.

- Tne Pranch made an independent analysis ¢f RWC's sommary of earnings. Appendix
A shows RdC's and the Branch's estimates of summary of earnings at present,
requested and adopted rates. Appendix A shows differences in cperating
expenses and rate base.

The differences in estimates of operating expenses aré in purchased péwer,
uncollectibles, and inoome taxes.

Tne Branch's estimate of purchased power is lower than ReC's due tc the
Branch's use of the latest pdwer rates which are lower than the rates in effect
when RAC prepared its estimate.

All of RIC's customers are under its annaal flat rate residential service
tariff which calls for payment in advance. The Branch has therefore not
incluied -an ancunt for uncsllectibles.

The difference in the estimate of income taxes is due to RWC not including

federal income tax in its estimate of expenses for ratemaking. The Branch
included both federal and state income tax in its estimate. :
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Tne difference in rate bas¢ is due to differences in the estimates of plant and
depreciation reserve.

The Branch's estimate of utility plant is higher than RWC's. The Branch's
estimate is btased on a réview of recorded data regarding annual plant additions
and the last adopted plant. RWC's estimate is not supported by workpapers.

The Branch's estimate of depreciation reserve is slightly lower than RWG's.
The difference is due to an arithmetical error in RWC's 1983 annual report
which it carried through to its test year estimate.

The sammary of earnings subnitted with RWC's rate increase request shows a
rate of return on rate base of 1.06% at proposed rates. The Branch's
recommended sammary of earnings shows a rate of return of 2.18% at proposed
rates. This rate of return, although lower than the rate of return range
(10.25% to 10.75¢) recommended by the Financial and Accounting Branch of the
Evaluation and Compliance Division for small water utilities with 100% equity
financing, results in RWC being granted the total revenue increasé requested.

RWC was informed of the Branch's differing views of operating expenses, rate
base and rate of return and has stated that it accepts the Branch's estimates.

A notice of the proposed increase was mailed to each custamer on Augsst 8,
19686, Two letters were received concerning thé propesed increase, both
alleging that the annaal flat rate tariff is inequitable to part-time
residents.

The Branch has drafted a letter of reply to the customers who wrote about this
rate increase. It explains that a large portion of the costs of providing
water service do not vary with the amount of water used. Thus, even though
many customers do not use water year-round, the costs of maintaining the system
ready to service accrue regardless, and the rates must take this into
consideration. If the company were to install metérs, the costs of puarchasing,
installing, maintaining and reading those meters would have to be passed on to
castomers as overall higher rates. The Branch's letter will be mailed after
the resolution is signed. The draft letter is attached as Appendix E.

A field investigation of RWC's system was made on March 18, 1986 by a member of
the Branch. Visible portions of the water system were inspected, pressuares
checked, customers and company employees interviewed and methods of operation
reviewed. The investigation indicated that RWC's system is in compliance with
the requirements of the Commission's General Order 103, Rules Govérning ¥aier
Service and that service is satisfactory. There are no Comnission orders
requiring system improvements.

RWG's water supply is obtained from two deep wells., According to the Sonoma
County Public Health Department, there are no water quality problems and the
water system has ample water supply. ‘herefore, a water conservation progran
is not needed.

At the Branch recommended rate, the annual bill for a typical flat rate
customer will increase from $97.00 to $130.00 which is 34%. A comparison of
present and recommended rates is shown in Appendix C.
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Tne Branch recomzends that the Commission authorize an increase of $5,115 or

3% shich wuld increase estimated annaal operating revenie from $15,035 at the
present rate to $20,150 at the recwmended rate contained in Appendix B. fThis
increase provides a 2.18% rate of return on rate hase.

T™e Commission's opinicn, after investigaticn by the Water Utilities Branch is
that:

a. ‘The Branch's recomiended sammary of earnings (Appendix A) is
reasomble and shoald be adopted.

b. ‘he rate recommended by the Franch (Appendix B) is reascnable and
shoald be aathorized. :

¢. ‘he quantities (Appendix D) used to develsp the Rranch's
recomrendation are reascnable and sheald be adopted.

THE CUL{ISSION FINDS that the increased rates hereby aathorized are jastified
and that the present rates are, for the future, unjust and unreascmable.

" I7 IS RESOLVED that:

1. Aathority is granted under Public Utilities Code Sectiocn 454 for Redwood
¥Water Company to file an advice letter incorporating the Swrmary of Farnings
and revised rate schedule attached tG this resslution as Appendices A amd B,
respectively, and concarrently tc cancel the presently effective rate Schedule
No. 2AR. Sach filing shall comply with General Order 96-A.

2. ‘The effective date of the revised rate schedale shall be the date of
filing.

3. This resoclution is effective today.
I certify tnat this resclution was adopted by the Public Utilities Commission

at its regalar neeting on October 1, 1986, The following Commissioners
approved it: S RRE

VICTOR R, WEISSER 7.
Execative Director .,
j;’;-’f!ll.‘-':l\\(‘:.

4

D VIAL '
DONAL‘ _ Prgsidenl '
VICTOR CALVO .
PRISCILLA C. GREW
FREDERICK R. DUDA
A STANLEY W HULETT
Commissione
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APPRNDIX A
REIWOOD WATIR CQUPANY

SUMMARY OF FARNINGS
(Fstimated Year 1986)

L
-
.
-

Iten ) :

Utility Fstimated

Branch Istimated

t
esent ¢ Reqaested:
[]

Rates’ ¢ Rates Rates

Present : Requested:

Operating Revenae

Operating Expenses
Parchased Power
Eaployee Iabor
¥aterials
Contract Work
Unesllectibles
Insarance
Accounting, Iegal, ete.
Yehiclé Fxpenses

Subtotal

Depreciaticon
Property Taxes
Payroll Taxes
Income Taxes

Total Expenses
Net Revenae
Rate Bese

Average Plant
Average Depr. Res.
Net Plant
Iess: Advances
Contribaticons
FPlus: Working Cash
M&S

Rate Base
Rate of Retarn

$15,035 $20,150 815,035

2,290
4,800
2,200
1,800

0

4,114
600
400

$16,764  $16,204

2,004 2,00
400 400
430 430
200 200

Rates :Adopted
$20,150 20,150

2,004
400
430
331

($ 4,763)

$33,267

$19,798  $19,793 $19,238

$ 392 (% 4,203)

71,9553
38,286
33,261

0

0
o
)

71,553
38,285
33,267
0
0
0 0
0 0

$33,261 $35,53%0
1.06% Ioss

3,50
31,910
35,530

0

0

Ioss

$19,375
$ T

73,500
31,910
39,9530

$35,530
2.18%¢

$19,37
$ Ti5

3,50
21,910
35,550




APPENDIX B
Schedule No. 2AR
ANNUAL RESIDINTIAL FIAT RATE SFRVICE

APPLICABILITY

Applicable to all flat rate residential water service furziished cn an
annaal basis.

TERRITORY

the areas known as Summer Home Park and Higheroft and vicinity, lccated
approxinately four miles northwest of Forestville, Sonoma Coanty.

RATES
Per Service Connecticn
Per Year

For a single-fanily residential unit,
including PromiSes cisssessreasastatonsssanes $1%0.00 (1)

SPECIAL CONDITIONS

1. ‘he above flat rate applies to service comnections not larger than one inch
in diaxeter.

2. ‘The annaal flat rate charge applies to service daring the 12-onth pericd
comencing Janaary | and is due in advance. If a permanent resident of the
area has teen a customer of the utility for at least 12-months, he may electd,
at the beginning of the calendar year, to pay prorated fiat rate charges in
advance at intervals of less than cne year (monthly, bimonthly or gquarterly) in
accondance with the atility's established billing periods. -

3. ‘The opening bill for flat rate service shall be the established annaal flat
rate charge for the service. Wnére the initial service is established after
the first day of any year, the portion of sach annual charge applicable tc the
carrent year shall be detemmined by maltiplying the annial charge by one three-
hundred sixty-fifth (1/365) of the number of days remaining in the calendar
year. The balance of the payment of the initial anniual charge shall be
credited against the charges for the succeeding annual périod. If service is
not continaed for at least one year after the date of initial service, no
refund of the initial annaal charges shall be due the customer.




APPINDIX C

COMPARISON OF RATES

A comparison of present and Branch's recormended rates for flat rate service is
shown belowr:! :

ANNUAL RESTIDENTIAL FIAT RATE SFERVICE Yer Service Connecticn
: Per Year
Present  Recommended  Percent
Rates Rates Increase

For a single-fanily residential unit,
imlmingpremis% S8 % ¢HSIRA DAL SEBENSS DS w?.w $1m.m - %




"APPINDIX D
Page \

ADOPTED QUANTITIES
(1966 Test Year)

Name of Company: Redwood Water Company

Net-to-Gross Maltiplier: N/A
Yederal Tax Rate: 15%
State Tax Rate: $200 mininun
Iocal Franchise Tax Rate: 0
Basiness License: 0
Unoollectible Rate: 0

Expenses Test Year 1986

1. Purchased Power:
Pacific Gas and Electric Co.

Total Cost ($)
Rate Schedule
Eff. Sch. Date
kwh

$/xen

Parchased Water:
Puasp Tax-Replenishment Tax:

Fayroll and Eaployee Benefits:
Operation and Maintenance

Ad Valoren Taxes: $400
Tax Rate 1.0591%
Assessed Valus 331,400

Service Connecticns

Flat mt‘e &rviw [N NN RN NN NN N 155




APPRNDIX D
(Page 2)

ADOPTED TAX CAICUIATIONS!

- 1986
Iten Adopted Rates
CCFT FIT
Operating Revenaes £20,1%0 $20,150
Operating Fxpenses 16,204 16,204
Taxes COther Than Incore 830 ' 830

Tax Depreciaticn 2,004 2,004

Interest ' 0 | 0

State Income Tax - 200
Sub-total Deduction 19,238

State Taxable Incone

State Incorme Tax

Federal Table Income

Federal Income Tax

Total Incomg Tax

| Corporation




APFENDIX E

TO ALL PARTIES WHO HAVE WRITTEN TO THE COMAISSION REGARDING THE RBQUEST FOR
RATE INCREASE BY REIMOOD WATER COHPANY :

‘Dear Customer:

On Aagast 8, 1986, Redwsod Water Company notified its customers that it was
reqaesting aathority fron the Comission to raise its water rates. After
considering all factors presented, the Commission has aatnorized Redwood to
raise its rates by 34% as requested. For all flat rate castomers, this will
mean an increase in the annaal bill to $130.00 fron $97.00.

The Comissicn is aware that the percentage increase granted is large.

" However, this utility has bteen operating at a 1loss for many years. Yoa may bte
assared that the utility's request was thoroughly reviewed and evaluated by the
Commission staff befcore this change in rate was granted.

In response to Redwood ¥Water Company's notice, two castomers wrote to point
out that they were regaired to pay water rates based on year-round service when
they only use the systeam for limited periods in the summer. fThe Comission

sets rates so as to allow utilities to cover their expenses and realize a
reascnable retarn ¢n their investment in the water system. A large porticn of
the costs of providing water service do not vary with the amcunt of water
used. Thas, even though many customers do not use water year-round, the costs
of maintaining the systen ready to serve continue to accroe, and the rates
nast take this into consideration. Additicnally, if the company were to
install meters, the costs of parchasing, installing, maintaining and reading
those meters would have to be passed on to castomers as overall higher rates.

¥We appreciate ycur writing to us. If you have any further questions, please
contact Peter T. Liu at (415) $57-CR40.

Yery traly yours,

WESLEY FRANKIIN, Chief
water Utilities Branch




