PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY & COMPLIANCE DIVISION RESOLUTION NO. W-338%
Water Utilities Branch , February 24, 1988

RESOLUTION

(Res. H—338!|) VISTA GRANDE WATER SYSTEM (VGWS): ORDER
AUTHORIZING A GENERAL RATE INCREASE PRODUCING §5, 206
OR 45.0% ADDITIONAL ANNUAL REVENUE.

VGWS, by draft advice letter accepted by the Watep Ut,ilities Branch (Brarﬁch) on -
September 15, 1987, requésted authority under Section VI of Géneral Order 96-4 -
and Section U454 of the Publie Utilitiés Code to increase ratés for water -
service by $5,267 or U5.0%. After rémoving the effects of user fes surcharges,
which aré not consideréd for ratémaking, VGNS's éstimates show that 1988 gross
revenue of $11,U88 at present ratés would increase to $16,716 at proposed rates
which would pnoduce a raté of retum on rate base of 9.161. VGHS sérves-112
metéred customérs in thé Pulliam Subdivision, 2 miles noprtheast of Red Bluff,
Tehama County, and is 6ne of three¢ watér utilities in the area under comnon
ownership and management . The Branch is concurdently processing a draft advice
letter general raté incréase request for Las Flores Water Works. The thind,
Mira Monte Water System, has not requestéd an increase.

The présent ratés were éstablished by Resolution No. W-2383, effective June 1,
1978 which author'ized a general rate incréase. ’

Tne Branch made an mdependent 2nalysis ot‘ VGHS's surmary of ear‘nings. .
.Appendix A shows VGWS's and the Branch's estimated summary of eéarnings at :
present, réquested and adopted ratés. Appendix A shows differences in r-evenue,
expenses and rate base, ,

The Branch's éstimate of révénuve at present and proposed rates is slightly ,
highér than VGWS'S. VGWS used it$ 1986 recorded revenue as fts éstimate of -
1988 revénue at présent ratés, and incréased that figure by 453 for its neveme
at proposed rates., The Branch dérived a’ figure moré consistent with expéctéd
1988 customers and consm:ption by applying the prese'\t and proposed rateés to-
its projectéd eéstimates for those items. VGWS's figures shown in Appendix A
have also been adjusted to rémove the user fee surcharges it had initially '
inoluded in both revenue and eéxpenses,

The differences in éstimates for operating éxpenses are in purchased power,
employee labor, materials, office suppliés and éxpénse, insur-ance, proféssional .
servicés, vehiclé expenseé, maintenance éxpense, depreciation expense, payroll
tax and incoms taxi For many of its expenseé éstimates, VGWS used its récorded
1986 expense increased by differing arbitrary inflation factors. Since thé
recorded figure for one year may not be representative of the level of an
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expenée in other years, the Branch used a four-year average for most of its
estimates.,

The Branch's eéstimate of vnchased gouer exl‘aenw is lowep than \'GHS's. VGWS
projected an fncrease of 10% over 1986 for 1988 but had nod explanation for the
derivation of the 108 éscalation factor. The Brinch used tha projeoted

water ¢onsumption for 1988, and the latest available Pacifie Gas and Rléotrio
Company vates éffective July 1, 1987 in deriving its estimite. The
Coomission's procedures allow water utilities to seek rate velief to offset
increased costs arising from increased power rates between general rate cases.

The Branch's estimate of employee labor is higher than VOWS's, Oné employee
reads meters for all threo affiliated water systems and the cost is allocated
équally among the companies without régand to the time requived: Fopr
ratémaking, thé Branch re-estimated VGNS's share using information provided by
YGAS on thé number of meters read pér hour and the hourly pay rate.

VOWS estimated -1988 materials éxpense by increasing its 1986 recorded figures
by an arbitrary 8.5% inflation factor without further justification. Thé
‘Branch used the inflation-adjusted avéragé of VGHS's 1ast four years' recorded
amounts. The Branch's éscalation factors for. this and other items were thosé -
pmviciied by the Advisor'y Branch of the Cormission Adviso:*y and Compliance
Division,

The Branch's éstimate of office Supplies and éxpénsé is higher than \'GHS's.
No justification was provided by VOWS for its estimaté othér than it used an
inflation adjustment of 11% over thé 1986 1ével for 1988. - The Branch used

an inflation-adjusted four-year récordéd avérage and added an amount for
telephone bills, which VGWS had miselassit‘1ed as general expense and had not
included for ratemaking.

The Branch's éstimate of {nsurancé 1s higher than VGWS's. \‘GHS'S éstimte

is baséd on 1987 premiuns and an assumption that one-half of thé master policy
relatéd to the owner's home and one-quartér each to two of the threé . :
companies. The Branch's éstimate is also based on 1987 prémiums but the Bi*anch
allocatéed thé portion of thé premium applicable to thé ownert's house based én
the prévious year's recorded allocations (doné by thé insurance, company) and
assigned one-third of the r'emalnder to éach water company.

The Branch's estimate of proféssioml sérvices is lower than VGHS!'s., AYGHS madé
its éstimate by increéasing 1986 recorded valués by 23%. No further CoL
Justification was provided. Thé Branch derived its estimate by taking l;he
inflation-adjustéd average of thé last four years' reécordéd amounts.

The Branch's éstimate of véhicle expense is lower than VGWS's, The Beanch
agrées with VGWS's éstimate of annual vehicle miléage, but differs on the -
appropriate cost pér mile. VGHS uséd $0.30 pér mile whilé the Branch used
$0.21, the rate currently allowed by thé Internal Revénue Sérvice:. VGHS
pmvided no support for its cost per mile figure. VOWS also requéstéd an -
additional $100 for vehiclé licénsés, but the Branch's $0.21 per mile rate '
alréady compensates for vehicle license payments. -




The Branch's estimate of maintenants expense 1s lower than VOWS's, VWS :
requests $150 for maintenande expense, bub since it typically contracts for its
plant maintenance thé Branch has accounted for that amount in the contract
work estimate.

The Branch's estimate of depreciation éxpense is slightly lower than WOWS's
because VGWS inadvertently ¢alculated depreoiation on land, VGHS madé this and
other ervors in ¢alculating its degreoiation expense and reserve in prioe
years, and used its end-of-year 1987 resérve figure as its 1988 average. The
Branch went back to VGWS's last general rate increase in 1978 to ¢orréct the
annual depréciation atéruals since that time and dérive a new depreciation
reserve figure. Both the Branch and VGWS uséd a 2.2% depreociation rate.

To prevent future incdnsistenciés between the figures adopted by thé Co:nniSsion
and the figures shown in VOWS's annual reports, the Branch vecommends thal VOWS
be directéd to record on its books of account the dépréciation reserve balance
upon which the average amount adopted in this résolution is based, and to
réfléct that balance in its 1987 annual report to the Comission. That balaice
is $22,130 as of December 31, 1986,

VOWS did not include payroll taxes in its estimaté. The Branch computed
payroll taxes based on its total estimated payroll, .

VGWS did not include income taxes in its estimate, ‘The Branch's flgures for
income taxes reflect thé current rates undér the federal Tax Reform Act of 1986
and thé corresponding state prates for 1988.

The différénces in raté basé are due to differences in average depréciation
reserve and working c¢ash.

The Branch's éstimaté of average depréciation reserve is higher than VGWS's for
the réasons discussed under depreciation éxpénsé above.

VOWS did not include an amount for Horking cash., The Rranch ursed the
simplifiéd method for a water utility using monthly metered billing as
préséribed by the Commission's Standard Practicé U-16, “Determination of
Working Cash Allowance" to arpive at its estnnate of $1.590.

VGWS's initial draft advice lettér requested a raté of retum on rate base of
8.6%. After reécasting it into the standard raté-making format of Appendii A
VGNS's proposed sumnary of éarnings shows a rate of réturn of 9.161.

Branch's recommended summary of eamings would préoducé a rate of netum of
7.90% at the Branch's récommeénded ratés. This faté of return, although léwer
than the 10.25% to 10.75% rate 6f réturn rangé récomménded by the Accounting:
and Financial Branch of the Comnission Advisery and Compliance Division for -

- small water utilities with 1008 equity finanéing, résults in VGWS being granted
thé total revenue percentageé increasé requestéd. The authorized rate of return
fn the last rate case is generally used to déetémine whether & utility's ‘
éarnings aré excessive whén the Commission is oonsidéring granting rate relief
for offsettable items such as purchased power. The Branch théréefore récomménds
that the Commission find a rate of return on raté base not excéeding 10.50% to
be reasonable for the purpose of future eamings tests for VGWS,
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YGHS was informed o6f the Branch's differing view of revenues, expensés, rate
basfta and rate of veturn and has stated that it accepts the Branch's
estimates,

A notics of the proposed rate increase and public meéting was mailed to éach
customer on September 16, 1987. No letters of protest were received by the
Branch.

On September 29, 1987, a public meeting attended by three people was held in
Red Bluff with repreésentativés of the Branch and YGHS to explain thé inérease
requést and answer customers' questions. The customers! complaints were
directéed primarily towards the size of thé rate increéase.

A Branch engineer conductéd a field investigation of VGWS's service area on
September 30, 1987, Visible portions of thé system were inspeotéd, préssurés
chécked, and company récords reséarchéd., The investigation revealéd that
service is satisfactory. No water supply or water quality problems were
found., The Tehama County Department of Envirdnmeéntal Health was contacted and
confirmed there are nd water quality problems.

YGWS has two wells in good condition and an abundant ground watér supply. It s
system is fully metered. No additional conservation measures are needed.

VGHS's curreént ratés consist of a météred rate schedule with a service chaige
which recovers revénués équivalent to U5 of its fixed costs, a lifeline block
of 300 cubic feéet pér month, and a block for consumption over 300 cudbic feet.
Thé Branch recommends a sérvicé charge which récovérs 50% of fixed c¢osts, and
a single meétéred quantity rate. This is consistént with the Commissionts rate
design policy for watér companiés éstablished by Deécision 86-05-064 which calls
for phasing out lifeline rates, allows for reduction of multiple blocks to a
single block and recovery of up to 50% of fixed expénses through the servicé
charge.

At the Branch's vecomméndéd rates shown in Appendix A, thé monthly bill for a
typical metered rate customer using the system averagé of 2,100 cubic feét per
month would increéase from $8.46 to $12.51 (47.9%) pér month. A comparison of
the présent and recomménded rateés is shown in Appendix C. )

The Branch recommends that thé Commission authorize an increase of 45,206 o .
§5.0% which would incréase éstimated annual operating révenue from $11,570 at
présent ratés to $16,776 at the récomended rates contained in Appendix B,
This provides a 7.90% raté of retum on raté baseé in test year 1988 and réesults
in VGWS's being granted the full percentage revenué incréase it requested.

FINDINGS

1. The Branch's recomménded summary of earnings (Appendix A) is reasonable and
should be adopted.

2. The rates recommended by the Branch (Appendix B) are reasonable and should
be adopted.




The quantities (Appendix D) used t6 develop the Branch's recommendations
are veasonable and should be adopted. ,

VOHS should b¢ required to recond on its books of account thé depreciation
reserve balance upon which the averagé amount adoptéd in this vésolution is
based, and to reflect that balants in its 1987 annual report to the
Cormission, That btalante is $22,130 as of December 31, 1986,

5. The rate increase authorized hereln 1s Justified and the vesulting rates
are Jjust and réasonadble.

IT IS ORDERED t,hat,'

1. Authocity is granted ur‘.-dev Publio Utilitiés Codé Section sy for Vista
Grandé Watéer Systém to filé an advice létter incorporating the sumary of
eamings and revised raté schédule attached to this vésolution as Appendices A
and B respectively, and concurréntly to éancel the presently effective rate
Schedulé No. 1. Such filing shall comply with General Onder 96-A, The
effective date of t,he révised raté schedule shall be thé date of ﬁlin.g.

2. For the wr-posé of ear-nings tests in any future offset rate increase :
requests for Vista Grandé Water Systém, a rate of return on rate base fot
exceeding 10,50% shall be considéred réasonable.. )

3, Vista Grande Water System s‘xall reeérd on its booxs of acc«‘)unt the
depreciation resérveé balancé upon which thé avérage amount addpted in this - -
resolution is baséd, and shall reflédt that balance in its 1987 amual report '_

to the Commission.
4, This resolution is effective today.

I certify that this resolution was adOpted by the Public Utilitieés Comission
at its regular meeting on February 2U, 1988, The following Cannissioners
appm\fed it

STANLEY W. HULETT

President

DONALD VIAL _ -
JOHN B. OHANIAN

, Cossnissione

l's-_ , ‘&’A‘G'

VIC'IDR R. HEISSER
méeutive mrector
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APPENDIX A
Vista Grande Watepr Systen

SUMLARY OF EARNINGS
{Test Year 1988)

Item

Utility Estimated

Branch Estimated

Present ¢ Requested
Rates 't Rates

H

Present ¢ Requestedt Adopted

Rates : Rates

L]
.

Rates

Cperating Revenue
Flat
Metered
Tolal

Operating Expenses
Purchased Power
Erployee Labor
Managerent Salaries
Materials
Contract Work .
Gffice Suppls & Exp.
Insurance _
Professional Sves.
Vehicle Expénsées
Office Sves & Rntl
Genéral Expénsé
Uncollectibles

" Mainténance Expénse
Reg. Comm. Exp.

Subtotal

Depreciation
Proterly Taxes
Payroll Taxes
Incoze Taxes

Tgtal TCeductisns

Net Revenu=z

Rate EBaseé

iyg. Plant in Sve.
Avg, Depr. f=s.

Net Plant

Less: Advancdes
Contrib. .
workx. Casn
Mat'l & Suns.
Rate Base

Plus:

Rate o Retum

0

$11,483
115458

2,697
275
5,040
675
400
SG0
140
535
1,200

LN

316
16,

AV
\..‘)
\,ﬂ.
(W) 8

-t
™
(9]

foe) .
)
g' Gy 0

N
1




APPENDIX B
SChEdU].e “No. l
GENERAL METERED SERVICE

APPLICABILITY
_ Applicable to all metered water sérvice.
TE?RITORY

The unincorporated area known as Vista Grande Subdivision and vieinity,
16cated approximately two milés northeast of the City of Red Bluft‘ Tehama

Oomty.
: " Per Het,er
. Per Month
Ser'vice Cnarge:®

FOP 5/8)(3/!1-5.1‘10}1 met,er‘..a.......uu.n.u $ .95‘ (I)‘}."
- For 3/‘4—ineh meter'..n......s.unun A5 l ‘.__

—FOI" ‘ 'I-inch meter‘s.n......-.unn..' . ."5 ' . )
F'OP ‘ 1/2‘imh EEter.ino-o.-ncnslntilill 190 (I) o

. Quantity Chargé:
: A.l]. Hal'.él", mr‘ 1m cu-ft-c-tnbototabanioi.l-AV $0|36 (I)

*The service charge is applicable to all service.
It is a readiness-to-sérvé charge to which is &
added the charge, co“{.-.zt,ed at the Q.lantlty Rates, -
t‘or- water used during thé month. :




APPENDIX €
Vista Grande Water System
COMPARISON OF RATES »
A ooﬁparison of the present and Branch's recomended rates is shown belowt
METERED SERVICE

Servi¢e (harge: B L
Per Meteépr Per Month. .
Recommended -~ Percent
Rates Increase

~ For 5/8 x 3/8-inch Detéruiviverees  $ $ 055 " ési0
For O 3/1‘-100}1 meterscsvicenan ‘3 5.45 » 65 2 )
For~ _t-inch mt’erotttcist-- . _ 7."5 - 65.6
FDP ) 1 1/2—inch metel‘.-u....u i . 9090 - ) 65-0

Quantity Rates :

 First 300 cu.ft., per 100 cu.ft... $ 0. 36 80 :
" Over 300cu ft., per 100 ou.ft... 0. : _ : . 33.3

A comparison of monthly customer' bllls at présént and Bran\.h's l‘ecommded
: . _ratés for 1988 tést year for a 5/8 % 3/4-inch méter is shéwn below‘ ’

. Usage '~ Present . Recomended Amount. Percent,
100_cu_;f‘t. ‘Ratés’ . Ratés . Increase Increase L

o - $ 3 00 $ 4.9 195 65.0
3 - 3.60 6.03 243 675_?----
5 - R 7% L B 6,75 61 3.0
10 7 5.49 . - 8.55 06 .  55.
5 . 6,84 10,35 3.8 51.
20 - 819 12,15 18,
21 (Avérage) 8.6 12,5 - 805 N7,
30° 10,89 RN ) o,
. o b2,
40,

4o - S 13.59 - 19.35

0

7

3

HV:

9
6

b

9




APPENDIX D
Page 1

ADOPTED QUANTITIES
(Test Yeap 1988)

Namé of Company: Vista Grande Water System
Net-to-Gross Multiplier:

Federal Tax Raté:

State Tax Ratet

Local Franchise Tax:

Uncollectibleés:

Business Licensés.

Expenses for Test Year 1938

1. Pux‘chas’ed Power
Eléctrict
Pacifi¢ Gas & Electri¢ Company :

Schédule & Effective Date T A-IP!?/B? .

KWh Uséd = Sumér - _ ‘ 16 530

KWh Used - Winter , : 8,1 35

kwn Used Total ‘

&/xWn Used! Summer 609 o

$/iin Used: Winter - ' 0.08297 _

Serviée Chargé , $ 1LV
Total Cost ‘ ’ - $ 2 500

Pur'chased Habex‘

Pump Tax - Replenishment Tax

Pamll :

Employéé Labor!i

Management Salariés:

Office Salariés: .
Total

Payroll Taxes:

Ad Valorem Takes
Tax Rate
Assessed Value »

Metered Sales to Design-Rates
0 - 3 Cef
> 3 Cef
Total

Connections Used to Design Rates
Metered
578 x 3/U-inch

- 3/l-inch
. Flat
Total




Item
Operating Revenuves
O Bxperises
Taxes er Than Income
 Deprectation
Interest
Subtotal Deductions

State Taxable Income

. CCFT at 9.3% _

Taxablée Income for FIT
FIT at 15%

Total Ircomé Taxk

Y

APPENDIX D
Page 2

ADOPTED QUANTITIES

- CCFT

$16,776
11,090
1,140
0

0
13,530

3,186
296




