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PUBLIC UTILITIES C(M-IISSION OF WE $lATE OF CALIFORNIA 

EVALUATION & ca~PLIANCE DIVISION 
Water Utilities Branch 

RESOLUTION 

RESOUJfION NO. W-3312 
October 16, 1981 

(RES. 101-3312) MESA CREST WATER OOJ,PA.'ti' (P£'W'). ORDER 
AtJfHORIZING A GENERAL RATE INCREASE PRODUCING $1t5,15lJ 
OR 10.86~ AOOITIONAL ~UAL REVENUE. 

101-2 

MCtl by draft advice letter accepted by the Water Utilities Branch (Branch) on 
~tober 5, 1986, requested authority under Section VI of General Order 96-A and 
Section ~54 of the Public Utilities COOe to increase rates for ,,-ater service 
by $125,~33 or 31.27~. }'.CW estimates that 1981 gross revenue of $~O"l80 at 
present rates would increase to $526,613 at proposed rates and would produce a 
rate of return of 10.0~ on rate base. MCW serves about 656 metered services 
and ~ fire protection services in the community of La Canada. Los Angeles 
Cotmty. 

The present rates have been in effect since August 7, 1985 pursuant to 
Resolution W-3272 which authOrized an offset rate increase. The last general 
rate increase was authorized on September 3, 1980 by Resolution W-2102. 

The Branch rode an independent analysis of MC'Il's st.mnary of earnings. 
Appendix A shows HeW's and the &anch's estimated stmnary of earnings at 
present, requested and adopted rates. Appendix A shows differences in 
revenues, expenses and rate base. 

The &anch and MeW met on several occasions to discuss the stmnary of 
earnings. The differences in revenues, expenses, and rate base result. from: 
( 1) later infonnatio."l provided by V.cw on the nmOOr of customers and "'ater 
COOSUl!iptioo pel' customer which caused the Branch's estimates of revenues and 
purchased power and water to be somewhat higher, (2) a supplemental property 
tax assess."Gent related to new storage facilities not available to Hew at the 
tiIte it made its estimate, (3) 1-iClol's use of unsubstantiated inflation factors -
factors higher than those recoarr..ended by the AdvIsory. Evaluation and Research 
Branch (AER) of Evaluation and Compliance DIvision (ECD) - for estimating 
contract work and outside service, (lI) accounting practices on the part of HC'r: 
not in accord with the Co!mission's accounting system for small \."3ter 
utilities, and (5) differences in items such as taxes, general expenses 
(employee benefits. franchise taxes. and uncollectibles), and working cash 
which depend on the level of expenses and revenues estilated elsewhere. 

The mljor differences bet"'een the Branch and V£W involve the estimates of 
payroll, materials expense, office supplies. and vehicle expense. These 
differences are addressed below. 
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Hal's estimate of payroll Is $89,919 versus the Branch's estimte of $62, 3911. 
The $27 ,585 difference results primarily from the difference in the mnber or 
employees used to develop payroll estimates. fI.c'rl's estimte is hlsed on four 
full-time employees rooorded on its books. Adopted payroll in the last general 
rate case in 1980 was $38,700 and cust.<xoor growth since that time has been very 
limited - less than 1~ per year. In light of this, the Branch views P£W's 
estimate as excessive. Based on a study it made of comparable ~tef' utilities, 
the Branch used one part-time and t~~ fUll-tirre employees to develop its 
recommended payroll estimate ($62,39~) and believes this n~~r of employees is 
sufficient to run the system. To check its l'ecoarnended estirr.ale for 
reasonableness, the Branch used the 1980 adopted payroll as a base, adjusted 
it for system gro·.nh and inflation, and found the result to be ¢OOsistent with 
its recoomended estionte. The inflation factors used by the Branch "''ere those 
provided by AER for small water corrpanies. AER derives its factors from the 
monthly Data Resources, Inc. publication .Review of the U.S. Econo:ny. 

HOW's estimates of materials and office supply expenses of $19,O~5 and $18.224, 
respectively, greatly exceed the Branch's estimates of $7.565 for each. For 
these expense items, r.c'rl's accounting practices were not In keeping with the 
Counission's accounting standards for s.wll water utilities. In its review, 
the Branch discovered that a nmober of these !tess ""ere either mingled with 
other accounts or misclassi fied. HOf could not explain how this occurred. 
Rather than rely on the records and workpapers provided by MCW for materials 
and office supply expenses, the Branch based its estimates of these expense 
items on the adopted levels in the last. general rate case. updated to reflect 
system growth and inflation. 

MCW's estimate of vehicle expense of $20.580 greatly exceeds the Branch's 
estirrate of $4,200. t.:cw's estimate is based on the average of five years (1981-
1935) recorded expenses escalated to 1981. MCW is a small coo:.opany with a 
compact service area near a major rretropolitan area ,,'here water system parts 
and supplies are readily available. Given these circu;~tances, the Branch 
believes that ~£W's recorded vehicle fidleage - 58.500 rrdles in 1985. for 
exarr,ple - is far too high. The Branch based its estimate on what a typical 
srnll water coo:pany in HeW's situation requires. The a"!lOUnt reooorr..ended is 
sufficient to cover vehicle RJleage in and around the service area and for 
outside business, and for repairs. upkeep. and insurance. The result W3S 

checked for reasonableness by corr~aring it to the vehicle expenses of other 
similarly situated "~tcr utilities. 

The Branch's Sll!F.J<3.ry of earnings shows a rate of return of 10.50~ at its 
reCOOltended rates. This Is the midp:>int of the rate of return range (10.25$ 
to 10.75~) r~~nded for small "'~ter utilities with 1001 equity financing by 
ECD's Accounting and Financial Branch. Although this is greater than the 10.0$ 
return proposed, it still results in the utility being granted an overall 
revenue increase less t.han it requested. 

Mar "'as informed of the Branch's differing view of revenues, expenses. rate 
base and rate of return and has stated that it accepts the Branch's estimates. 

A notice of the proposed rate increase ""as mailed to all customers on 
~tober 20. 1986. Nineteen leUers ,,-ere received in response to the notice. 
All protested the magnitude of the rate increase, and one also requested a 
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foroal hearing. There were no service coo:oplaints in the protest. let.ters • 

The &'anch conduct.ed a publiC) rreeting in La Canada on Sept.ember llj, 1981 to 
re<:eive publio input. and ans ... -er cust.omers· questions. Eleven ~1CW customers 
attended and three \olT'Ote letters. The primary sentirr:.ent. expressed was that. the 
rates proposed by »::W \o.'ere too high. Following the meeting the Branch also 
received a protest letter f~ the starllte Mesa ~wners Associat.ion 
oo,nplaining once again of the high proposed rates, MC"'rr's propjsal to transition 
from a rnlnill'UQ charge to a service charge rate structure, the unwillingness of 
l-~ to bear the cost of rearranging the Association's landscape in'lgation 
system, and the inclusion of depreciation as a legitimate utility expense. 
A Branch representative discussed the propjsed increase with the Association's 
representative at the publio lteeting. and the Branch later responded in writing 
addressing each of the concerns expressed in the Association's letter. 

The Branch has drafted a separate letter explaining the COmmission's action. 
It will be mailed to all those who wrote in about ~'s proposal. including the 
HomeOwners Association, after this resolution is signed. The draft letter is 
attached as Appendix E. 

A field investigation of HeW's system was made on October 23. 1986 by a member 
of the Branch. Visible portions of the 'W'3.ter system were inspected, pressures 
checked, C()(Ilpany Employees intervie ... 'ed and methoos of operation checked. The 
investigation indicated that service is satisfactory and MeW's syste~ is in 
compliance with the requirements of the Commission's General Order No. 103, 
Rules Governing Water Service. There are no outstanding Coornission orders 
requiring system impnovements • 

According to the California Departffient of Health Services, the quality of HeW's 
lo.-ater meets state standards. All of MeW's water is obtained from the Foothill 
Municipal Water District lo.tdch is a ~etropolitan Water District \o.nolesaler, and 
MeW uses the conservation n:.ceasures sponsored by Y.tlD. All cust«ners are metered 
and all abnormal readings are investigated. Additional water conservation 
measures are not needed at this time. 

As of l-'ay. 1981 ~£W's oolaooing account for purchased po ... -er and purchased water 
was overcollected by $111 .1106, or about 3. of gross revenues. In coofon:nance 
with the Comnission's balancing account policy for water utilities, the Branch 
recommends that the overcollectioo be ax~rtized over t\o.~lve months by applying 
a credit of $0.06 per one hundred cubic feet to the qu-mtity charge. 

By Decision 86-05-061j the Corrmission adopted a neil policy effective J-l.ay 28. 
1986 calling for recovery of up to 50% of "''ater companies' fixed expenses 
through service charges. The new policy also calls for phasing out lifeline 
rates and encourages the reduction of multiple blocks to a single block. 

The present metered rate schedule consists of a mnwn charge, a block for the 
first 300 cubic feet under the minimum charge and a second quantity block for 
over 300 cubic feet. The minirrun charges currently recover 50$ of MCW's fixed 
expenses; the Branch proposes to revise the lI.€tered schedule to service 
charges which recover 35~. A rate design with higher service charges would 
recover a greater proportion, but. would also result in custooers with low to 
n:.~erate usage receiving an increase far greater than the overall percentage 
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Increase. The Branch's proposed services charges are lower than the present 
minimum charges, resulting in a s~ll rate reduction for customers with no 
usage. Ibwever, it. is unlikely that any metered customer will have zero usage 
for an extended period, so all will realize an increase over the 100g lem. 

At the Branch's l'eCOOIt.ended rates, the monthly bill for a typical metered rate 
customer \lith a one-inch meter would increase fr<xn $511.lj1 to $61.80 or 13. "5~. 
This is somewhat higher than the bills of other companies, but. MCtlts average 
usage of 30 Cof per customer per month is far greater than the statewide 
average 15 to 20 Ccf. In addition, MeW's cost of purchased water at $301 per 
acre foot is very high, and it has to lift. its water more than 800 feet. from 
its sou!'Ce of supply to its upper storage tanks which contributes to very high 
pmtping po ... ·er costs. A comparison of the present. and l'eC(){!1T.€nded rates Is 
sho',m In Appendix C. 

The Branch reooornends that the Comnission authorize an increase of $li5.1511 or 
10.86~ which 'r.'Ould increase gross annual revenues from $lil5.71t6 at. present 
rates to $~60.900 at the recocrnended rates contained in Appendix B. 

Findings: 

1. The Branch's recoornended S\..l'!IMry of earnings (Appendix A) is reasonable and 
should be adopted. 

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

3. The quantity rates should be reduced by $0.06 per 100 cubic feet. for a 
period of 12 months to amortize the overoollection in the purchased po'"er and 
purchased water balancing account. 

II. The increased rates hereby aut.horized are justified and the present. rates 
are. for the fut.ure. unjust. and unreasonable. 

IT IS ORDERED that: 

1. Aut.horit.y is granted under Public Utilities Code Sect.ion ~5~ for ~esa Crest. 
Water ~~ny to file an advice letter incorporating the summary of earnings 
and revised rate schedule attached to this resolution as Appendices A and B. 
and concurrently to cancel the presently effective rate schedule. SUch fHing 
shall comply with General Order 96-A. 

2. The effective dat.e of the revised rate schedule shall be the date of 
filing. 

3. The quantity rates shown in the revised rate schedule shall be reduced by 
$0.06 per 100 cu. ft. for a period of 12 months starting on the effective date 
of the revised rate schedule for wJOrtization of the overcollection in the 
purchased wat.er and purchased p<Y"er balancing account • 
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~. This resolution 15 effective Wday. 

I certify that this resolution was adopt.ed by the J\)bllo Utilities Coon Iss Ion 
at its regular' meeting on ~tober 16, 1981. The following ('.(mnissloners 
appJ"ovcd it: 

STANLEY 'V. HULK'T 
PresIdent 

DONALD VIAL 
FREDERICK R DUOA 
G. MITCHELL WILl( 

CommissiQMU 

Commissioner John B. Ohanian, being ; 
necessarily absent, did not 
participate. 

'. 
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VICTOR R. WEISSffi 
Execu~ive Director 



APPENDIX A 

• Mesa Crest. Water O>:npany 

Slq.t-lARY (t' EARNINGS 
(Test Year 19-81) 

utilit~ Est.imated &anch Estimated 
Present PropOsed Present Proposed Adopted 

It.em Rates • Pates Rates • Rates Rates • . 
Operating Revenue 
l-'.etered Revenue $ lKlO,1111 $ 525,541 $ 11111,680 $: 540,157 $ 459,83zt 
Priv. Fire Hydr. Rev. ,

1
066 ,

1
066 

'1 066 ,
1
066 ,

1
066 

Tota 1 Revenue 401,180 526,613 1115,7lj6 5111,823 460,900 

Operating Exeenses 
Purchased Water 16Jj .843 16fj,8lJ3 111,202 111,202 111,202 
Purchased Power 53,666 53,666 55,223 55,223 55,223 
Payroll 89,979 89,919 62,39zt 62,39li 62,39li 
... .aterials 19.0~6 19,0116 7,565 7,565 7,565 
Contract. Work 12,989 12,989 11 ,348 11,348 11 .34a. 
Off. Suppls. &: Exp. 18,2221 18,2221 7,565 7,565 7,565 
Insurance 15,860 15,860 15,860 15,860 15,860 
futside Service 11,839 11,839- 10,740 10,7~0 10,740 

• Vehicle Expense lO,5&) 20,580 11,200 11,200 4,200 
Rentals 12,92lj 12,924 12,9211 12,9211 12,9211 
General Expenses 21J 1283 26.257 181813 20 1 339 19.602 

Subtotal 1tltlt,233 1t46,207 377,89lj 319,360 318,623 

Depreciation 22,610 22,610 22,610 22,610 22,610 
Propert.y Taxes 6,220 6,220 8,101 8,701 8,701 
Payroll Taxes 7,940 7,940 5,201 5,201 5,201 
Income Tax 21°16 101 305 369 ljll.210 1' I OS1 

Total Deductions 1183,079 493,282 4111,787 46O,09li 1126,231.J 

Net Revenue (81,899) 33,331 959 81,729 311,666 

Rate fuse 
Average Plant. 1,262,270 1,262,270 1.262,270 1.262.270 1,262,270 
Aver. Depr. Res. 429,zt40 429,zt1jO lj29,4110 1129,440 lj29,41jO 
Net. Plant 832,830 832,830 832,830 832,830 832,830 
Less: Advances 278,760 278,760 278,760 278,76() 278,760 

O:>ntributioos 216,610 216,670 216,670 216,670 216,670 
Plus: Work Cash 311,830 311.830 31,716 31,755 31,738 

Hat.'} &: Supp. 350 350 350 350 350 
Less: Defer Taxes 39,li20 39,420 39,420 39,li20 39,420 
Rate fuse 333,160 333,160 330,Olj6 330,085 330,068 

• Rate ()f Return (2zt.58)~ 10.0~ 0.29$ 24.76$ 10.50$ 

(Negative) 
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APPLICABILITY 

APPENDIX B 

$¢hedule No. 1 

MSfERED SERVICE 

Applicable to all metered water service. 

TERRITORY 

The vioinity of La Canada, Los Angeles County. 

RATES 

~antity Rates: 
All usage, per 100 Qu.ft ••••••••••••••••• $ 1.12 (I) 

Service Charge: (e) 
Per »3ter 

For 5/8 x 3/4-inch meter ••••••••••••••••• 
For 3/4-ioch meter ••••••••••••••••• 
For 1-inch meter ••••••••••••••••• 
For 1-1/2-inch met-er ••••••••••••••••• 
For 2-inch meter ••••••••••••••••• 
For 3-inch meter ••••••••••••••••• 
For 4-inch meter ••••••••••••••••• 
For 6-1nch meter ••••••••••••••••• 

Per Peter 
Per I-bnth 

$ 6.80 
1.50 

10.20 
13.60 
18.30 
33.90 
46.20 
76.10 

(1) 
I 
I 

I 
I 
I 

I 
I 
I 
I 

(1) 

The service charge is applicable to all service. 
It is a readiness to serve charge to which is 
added the charge. computed at the QJantity R3.te, 
for water used during the month. 

METERED SERVICE SURCHARGE 

Per KJoth 
Surcharge 
$ 1.00 

1.50 
2.50 
5.00 
8.00 

15.00 
25.00 
50.00 

(e) 
I 
I 

(e) 

Note: This surcharge is in addition to the regular monthly metered 
water bill. The total monthly surcharge rust be identified on each bill. 
This surcharge is specifically for the repayment of the California &lfe 
Drinking water Bond Act Loan as auUlOrized by Decision 83-12-003. (T) 

BALANCING AOOOUNT 

Note: For a period of 12 months start.ing 00 the effective date 
of ~iis rate schedule, the quantity rate is subject to a decrease of 
$0.06 per 100 cu.ft. for aroort.izatioo of the overcollection in the 
balancing account for purchased \o.'ater and purchased polo.-er • 

(N) 
I 
I 
I 
I 

(N) 
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APPflWIX C 

WiPARlSON OF RATES 

A eotr.{>arison of the present. and &anch IS reOOC!Illeooed rat.es Is shown below: 

Pe~ Meter Per .hnth 
Present. Recoomended 
Rates Rates 

METERED SERVICE 

QJantity Rates: 
First 300 cu.ft., per 100 cu.ft ••••• $11.00 
Over 300 cu.ft., per tOO cu.ft...... 1.61 
All usage, per 100 cu,ft •••••••••••• $ 1.72 

For 5/8 x 3/4-inch meter •••••••••••• 
For 3/4-ioch meter •••••••••••• 
For l-inch meter •••••••••••• 
For 1-1/2-ioch ~eter •••••••••••• 
For 2-ioeh meter •••••••••••• 
For 3-ioch meter •••••••••••• 
For 4-ioch meter •••••••••••• 
For 6-ioch meter •••••••••••• 

Mini.rnu:n 
Charges 

$ 11.00 
14.30 
11.00 
24.00 
35.00 
5'1.00 
86.00 

110.00 

Service 
Olarges 

$ 6.80 
7.50 

10.20 
13.60 
18.30 
33.90 
46.20 
76.70 

A comparison of monthly bills for customers with l-inch water meters at present. 
and Branch reCO!!lUended rates is SOOio.'Il below: 

Usage Present RecOOILeoded A.'T.IOU!l t Percent 
100 cu.ft. Bills Bills ?l6nij Ch3.n~e 

0 $17 .00 $10.20 . ) (40.00) 
5 17.00 18.80 1.80 10.59 

10 22.27 27.40 5.13 23.03 
15 30.32 36.00 5.68 18.73 
20 38.37 44.60 6.23 16.23 
30 (Avg.) 5".~1 61.80 7.33 13.115 
40 70.51 79.00 S.ljJ 11.91& 
50 86.61 96.20 9.53 10.99 

100 167.11 182.20 15.03 8.99 

NOTE: Exclooes Safe Drinking Water Bond Act. Surcharge and balancing acrount 
overcollection sureredit • 
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APPENDIX D 
Page 1 

AOOPTEO QJAm'ITIES 
(1981 Test Year) 

N3roe of CQropany: ~sa Q-es t Wa tel' Company 

1. 328~ Net-to-Gross Multiplier: 
Federal Tax Rates: 
State Tax futes: 

15.0~ @ ~25,OOOt 18.0~ @ $25,000 - $50,000 
9.6~ 

Franchise Tax Rates: 
Uncollectible Rates: 

Expenses Test. Year 
1. Purchased Por.'er: 

Electric: 

0.OO1Z,2 
0.00100 

SOuthern california Edison Company 
Total Cost. 
kr.'h Used 
Eff. Soh. fute 
$lkr.'h Used 
Schedule 

2. Purchased Water: 
QJ anti ty 
Foothill M..micipal Water District Rate 
Effective Date 

3. P\.rr;p Tax-Replenisllnent. Tax: 
~ • Payroll and flnployee 8enefi ts: 

Operation and Maintenance Payroll 
Administrative & General Salaries 

Total Payroll 

Payroll Taxes 
Employee Benefits 

5. Ad Valorem Taxes: 
Tax Rate 
Assessed Value 
&Ipplroental Tax (S~'BA Plant) 

Service Connections: 
1. Y.eter-Size 

*' 55,223 
7211,060 

111187 
$0.01627 

TOO-PA-lIGS-2 

568.8 JF 
$301 per AF 

7/1186 
None 

$ 26,076 
$ 36,318 
$ 62,39lj 

$ 5,201 
*' 11,361 
$ 6,527 

1.18$ 
$552.906 
$ 2.180 

5/8 x 3/11-inch............................ 133 
3/4-inch •... II •• t • • • • • • • • • • • • • • • • • • • • 1 

1-lllCh. • • • • • • .. • • • • • .. • • • • • • • • • • • • • • 1&91 
1-1/2-inch............................ 19 

2-irK!:h. • • • • • • • .. • • • • • • • • • • • • • .. • • • • • 10 
3-iflCh t- • • • • • • .. • • • • • • • • • • .. • • • • • • • .. • 2 

2. Fire Protection Services ~ 
fu~l ~ 

3. Petered Water Sales used to Design Rates: 
All usage 

Unacoounted for' Water' 

222,354 Ccf 

11.1j$ 
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APPENDIX D 
Page 2 

AOOmO TAX CALC~ATION 

• • : At Adopted Rates • • 
: Line: • State I • 

No. : Item Tax • FIT • 

1 Operating Revenues $~60,900 $'160.900 
2 O&HExpenses 318,623 318,623 
3 Taxes Other than Income 13,9111 13.9111 
~ ~preciatioo 22.610 22,610 

5 Subt.otal 45.753 115.753 

6 Net Taxable Ioooroe for 
State Tax 45,753 

7 State Tax 11,392 11,392 
8 Net TaXable Income for FIT ~1,361 
9 Federal Income Tax 6,695 

10 Total II'lC(){OO Taxes 11,087 
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APpmDIX E 

TO AlL PARTIES "'1-0 HAVE WRITTEN TO THE (Xlt-ttISSION REGARDlOO MESA CREST WATER 
COOPANY'S ~ESr FOR A 31. 27~ RATE INCREASE: 

Dear Q.lstomer: 

In October, 1986, ... .esa Crest. Water Company notified Us customers that it. was 
requesting authOrity from the California Public Utilities Commission to raise 
its rates by an average of 31.27$. 

After considering all the factors presented the Cbornission has authorized "'~sa 
Crest an increase in gross annual revenues of $145,15'1 or 10.86~. The major 
factors causing the rate increase are inoreased costs of electrio po'ro-er for 
ptrnping water. purchased water, insurance and property taxes. The ave~.age 
metered customer will see an increase in the monthly bill f~~ $5~.1j1 to 
$61.80, or 13.5~. 

The Comnission received letters protesting the magnitude of ... ..esa Crest's 
propOSed increase from 22 of its 656 custroers. The Comnission staff C()Oducted 
a thorough investigation of JI.esa CresVa operations, including its cost of 
providing service, its investment. in W3ter plant, its level of service, and the 
condition of its facilities. Following the investigatioo, the staff 
rec()C!l'nended and the Coarnission approved a 10.86~ increase to cover Y.esa Crest's 
costs and a reasonable ret.urn 00 its investment in water plant. 

If you have any questions, please contact. Richard Finnstrom in our Los Angeles 
office at (213) 620-2588 • 

Very truly yours. 

WESLEY FRAUKLIN. Ollef 
Water Utilities Branch 


