FUBLIC UTILITIES OCHMISSION OF THE STATE OF CALIFORNIA

COMMISSION AINISORY & OOMPLIANCE DIVISIOH RESOLUTICH NO. W-3405
water Utilities Branch July 22, 1988

RESOLUTIONR

(RES. W-3405) WENDELL WATER QOMPANY (WHC). ORDER
AUTHORIZING A GENERAL RATE INCREASE PRODUCTNG $1,281
OR 21.2% ADDITIOHAL ANMUAL REVENUE.

WRC, by draft advice letter subnitted to the Water utilities Branch (Brarda)
on January 11, 1988, requested authority under Section VI of General Order

96-A and Section 454 of the Public Utilities Code to increase rates for water
sexrvice by $3,330 or 55.2%. WWC estimates that 1988 gross reverue of $6,030
at present rates would increase to $9,360 at proposed ratées to produce a rate
of retum on rate base of 4.95%. WWC sérves 25 flat rate customers near

Sebastopol in Sonoma County.

The present rates have been in effect since April 27, 1983 pursuant to
Resolution W-3090 dated April 20, 1983 which authorized a gereral rate
increase

The Branch made an independent analysis of WWC's summary of eamings.
Appendix A shows WWC's and the Branch's estimated sunmary of earnings at
present, requested and adopted rates. Appendix A shows differences in
revemie, expenses and rate base,

WWC and the Branch agree on flat rate revemue at present rates, but the
Branch's estirate of reverue at proposéd metered rates is very much lower
than WWC's. WHC recéntly installed meters for all of its customers and,
having no previcus oconsumption records, used the experience of other water
utilities in the area to estimate its consumption per customer per month.
WHC began reading meters in February and found usage to be much lower than it
had estimated. The Branch used those fiqures and pumping power réocornds to
extrapolate a figure for the entire year,

WHC's estimates of certain expenses have been reallocated to match the
Unifornm System of Aocounts., There are no differences between the Branch and
WHC for those itens. The items that have been reallocated are: other plant
maintenance ($2,027) to other volure related expense (§$250), ocontract work
($1,500), and materials ($277)} anmd professional sexrvioces ($750) to office
services and rent ($300), office supplies ($50), general expense ($100), and
professional services ($300).




The differences in estimates for operating expenses are in purchased power,
managenent salary, and uncollectibles.

The Branch's estimate of purchased power is lower than WWC's bécause the
Branch estimated lower meteréd water usage as explained above. The Branch
used the latest Pacific Gas and Electric Company rates. WWC could mot
explain how its estimate was derived.

HWWC recorded $600 in management salary in 1987 and estimated $720 for 1988.
The Branch escalated the 1987 figure to $630 using the labor escalation
facti:or provided by the Advisory Branch of OCommission Advisory and Oompliance
Division.

WHC did not include an estimate for unoollectibles. The Branch used a nominal
1% fiqure which is oconsistent with WHC's uncollectible levels fronm previcus

years.

The Branch's estimate of depreciation expéense is considerably less than WWC's
bécause the Branch's estimate of plant in service is much lowér than WRC's
and the Branch uséd a lower depreciation rate. The Branch recalculated the
depreciation accrual rate in accordance with the Oommission's Standard
Practice U-4, "Detexrmination of Straight Line Remaining Life Depreciation
Accruals,! to arrive at a rate of 2.8%. WWC inappropriately used accelerated
depreciation applied to its higher plant estimate,

WKC did not include income tades in its estimate. The Branch's fiqures for
incore taxes reflect current rates under the federal Tak Reform Act of 1986
and the corresponding state rates for 1988,

The differencé in rate base is due to differences in plant in service,
depreciation reserve and working cash.

The Branch's estimate of plant in service is considerably lower than WHWC's.
WHC's estimates of average plant in service and average depreciation reserve
are inconsistent with Resolution W-3090 dated April 20, 1983 in WHC's last
general rate increase proceeding which established a rate base of $7,570 and
a depreciation rate of 1.9%. WHWC ocontends that the past records for plant
are unavailahle, but the Branch's research found the Résolution W-3090 rate
base for 1983 to be consistent with earlier records. The Branch brought the
1983 figqures forward adjusting for plant additions and retirements and
calculated the 1988 plant and depreciation reserve averages shown in

Appendix A.

To prevent future inconsistencies between the figures adopted by the
Commission and WRC's anmual reports, the Branch reconmends that WWC be
directed to reocord on its books of acoount the plant in service and
depreciation reserve balances upon which the average amounts adopted in this
resolution are based. Those balances are $22,515 for plant in servicée and
$12,330 for depreciation reserve as of Decerber 31, 1987.




The Branch's estimate of working cash is higher than WHC's. The Branch
follo'ned the simplified method for a water utility using monthly billing at
netered rates as prescribed in the Oomnission's Standard Practice U-16,
"Deternination of Working Cash Allowance! WWC also used Standard Practice
U-16 in its workpapers, but without explanation carried a lower figure

forward to its summary of eamings.

After recasting into the standard ratemaking format of Appendix A, WRC's
proposed sunmary of earnings shows a rate of return of 4.95%. The Branch
recommends a rate of retum of 10.50%, the midpoint of the 10.25% to 10.75%
standard rate of return range recomménded by the Aoccounting and Financial
Branch of the Connmission Advisory and Compliance Division for small 100%
equity financed water utilities.

WWC was informed of the Branch's differing views of revemes, expenses and
rate base and has stated that it accepts the Branch's éstimates,

A notice of the proposed rate increase and public meeting was mailed to éach
custoner on March 21, 1988, HNo letters of protest were received.

On April 6, 1988 an informal public meeting attended by 18 pecple
representing 10 of WWC's 25 customers was held in Rawnert Park. A Branch
engineer conducted the meeting and HWHC's manager was there to answer
questions. CQustorers expressed ooncermn about water quality, the possibility
of filtering out silt, iron and mangancse from the water, the condition of

thefenaea.rmrﬂthepmpingplant and weads around the pumping plant. When
they were informed that the watér is healthful and filtering would increase
their water costs substantially, they indicated that they would prefer to
forego filtering. WHWC's manager pronised that the fence would be repaired
and the weeds cut down

A Branch engineer conducted a field frwvestigation of WWC!'s service aréa on
February 18, 1988. Visible portions of the system were inspected, pressures
checked, and cormpany réocords examined. The lnvestigation revealéed that
sexrvice is satisfactory. No major water supply or water quality problenms
were found. The Sonoma County Environmental Health Department was contacted
and confirmed that WWC's water meets all applicable health standards.

WWC has one well in good ocondition and an abundant ground water supply. With
this increase it will begin billing all of its customers at metered rates.
No additional conservation measures are needed.

During the last general rate case in 1983 it was determinéd that management
of WHWC had shifted from Ewell Baker, Jr. to Suzan Jensen-Weese. Resolution
W-3090 ordered WRC to file an application requesting Comnission authorization
for a transfer of ownership, hut that was never done. The situation today is
unchanged. By letteér dated April 1, 1988, Ewell H. Baker, Jr. stated that he
renains WWC!'s owner, that Suzan Jensen-Wéese is the manager on his behalf,




and that he does not wish to request a change in ownership. Suwzan Jensen-
Heese concurs.  Aoocordingly, the Branch réocommends that the Commission's
ecarlier order reqairing WHC to apply for a transfer of ownership not be

renceed.

WRC currently bills at flat rates but recently installed meters for all of
its customers. It does not have a metered rate schadule. The Branch
reconrends a service charge that reoovers 50% of the fixed costs, and a
stncile netered quantity rate. This is consistent with the Commission's rate
design policy for water companies established by Decision 86-05-064 which
calls for phasing caut lifeline rates, allows for reduction of multiple blocks
to a single block and réoovery of up to 50% of fixed expenses through the
sexrvice chaxge. ‘The old flat rate schedule would be canceléd.

The Branch reocommends that the Connission authorize an increase in gross
reverme of $1,281 or 21.2%. This increasé provides a 10.50% rate of retumn
on rate base in test year 1988,

At the Branch's reocommended rates shown in Appendix B, the bill for a typical
austorer using the Branch's éstimated system average of 1,480 cubic feet per
ronth would increase fronm $20.10 (flat rate) to $24.32 (rmetered rate) per
nmonth or 21.0%. A ocomparison of the present and recommendéd rates is shown

in Appendix C

FINDINGS

1. ‘The Branch's recommended sumnary of earmings (Appendix A) is reasonable
and should be adopted.

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

3. The quantities (Appendix D) uséd t6 develop the Branch's recommendations
are reasonable and should be adopted.

4. WWC should be required to usé a 2.8% depreciation accrual rate until such
time as a future straight line remaining life depreciation study justifies
use of a different rate.

5. WHWC should be required to record on its books of account the plant in
sexvice and depreciation reserve balances upon which the average amounts

1 in this resolution are basé&d, amd to reflect those balances in its
1988 annual report to the Comnission. Those balances are $22,515 for plant
in service and $12,330 for depreciation reserve as of December 31, 1987.

6. The rate increase authorized herein is justified and the resulting rates
are just and reasonable.




IT IS ORDERED that:

1. Authority is granted under Public Utilities Code section 454 for Wendell
Water Company to file an advice letter incorporating the sunmary of earnings
and rate schedule attached to this resolution as Appendices A and B

respectively, and concurrently to cancel the presently effective rate
Schadule No. 2R Such filing shall comply with General Order 96-A. The
effective date of the rate schadule shall be the date of £ilirng.

2. Wendell Water OCompany shall use a 2,8% depreciation aocrual rate until
soch time as a future straight line remaining life depreciation study
justifies use of a different rate.

3, ¥Wendell Water Company shall record on its books of accaunt the plant in
service and depreciation reserve balances upon which the average amaunts
by this resolution are baséd, and shall reflect those balances in its

adopted ‘
1988 annual report to the Comnission.
4. This resolution is effective today.

I certify that this resolution was adoptéd by the rublic Utilities commission
at its reqular meécting on July 22, 1988. The followiny commissioners

aporoved it

STANLEY W. HULETT
Preddent .
DONALD VIAL % W
FREDERICK R DUDA _
G. MITCHELL WILK :
JOHN B OHANIAN VICTOR R. WEISSER
Commissioners Executive Director

1




APFENDIX A
Wendell Water Corpany

SIMPRY OF FARNINGS
Test Year 1988

| Utility Estimated | Branch Estimated |

| i
| | Present [Requested | Present Requested | Adopted |
| Iten | Rates Ratées | Rates |

Operating Revernes
Metered $ 9,360 6 $ 5,448 $ 7,311
Flat Rate ' 0 6,030 0 0
Total Reverues 9,360 5,448 7,311

Operating Expenses 7 7
Purchased Fower 1,086 992 992
Other Volune Related 0 250
Materials 0 277
Contract Work 0 1,500
Other Plant Maintenance 2,027 2,027 0
Managerent Salary 720 ' 630
Unocollectibles : 0 (
Office Sexrv. & Rent 0
office Supplies 150
Professional Services 750
Gereral Bxpense 80
Regulatory Cam. Exp. 123

Subtotal

Depreciation
Property Taxes
Payroll Taxes
Inoane Taxes
Total Deductions

Net Reveme

Rate Base

Average Plant

Average Depr. Res,

Net Plant

Iesst  Advances
Contributions

Plus: Working Cash
Mat'l & Suppl.

Rate Base

Rate of Retum




o

APPENDIX B
Wendell Water Corpany
Schedule Ho. 1
GENERAL METERED SERVICE

APPLICABILYTY

Applicable to all retered water service,
TERRITORY

Wendell Lane in Sebastopol, Sonama County.
RATES

Service Charge! ﬁ ré;et;

For S/SX3/4-indlmter.....-........... $11.30
Quantity Rate!
All water' mr lw OJO ft. IS EREES RN LS NI 0-88

The Service Charge is a readiness-to-serve charge
which is applicable to all meteréd service, and

to which is to be addéd the manthly charge computed
at the Quantity Rate.




QOMPARISON OF RATES

APPENDIX C

All custopers are being converted from flat to metered rates. A
oarparison of the present flat rates and the Branch's proposed petered

rates 1s shoen below:

Usage, 100 cu.ft. Présent Reoormended Amount Percent
Bills Bills Increase  InCréase
0 $20.10 $11.30 (5 8.80) (43.8%)
5 20.10 15.70 ( 4.40) (21.9 )
10 20.10 20.10 0.00 0.0
14.8 (Average)  20.10 24,32 4.22 21.0
20 20.10 28.90 8.80 43.8
30 20.10 37.70 17.60 87.6
- 40 20.10 46.50 26.40 131.3
R 50 20.10 55.30 35.20 175.1




APPENDIX D
Page 1

wendell Water Corpany

ADOPTED
Test Year 1938

Net-to-gross Multiplier: -

Federal Tax Rate: 15%
State Tax Rate: 9.3%
local Franchise Rate: 0.0%
Uncollectible Ratet 1.0%

Bpenses:
1. Purchasad bower

rPacific Gas & Electric Co.
Rate Schedule
Effective Date of Schedule
Kh Usad - Summer
Kh Used - Winter
¥rh Used - Total
$/¥¥h - Sumer
$/K¥h - Win
Win Charges
Energy Cam. (harge ($0.0002/krh)
Service tharge
Total Purchased Power

2. Purchasad Water
3. Pump Tax - Replenishment Tax

4. Payroll
Managenent

5 Ad Valorenm Taxes
Tax Rate
Assessad Value
Service Connections

All retered - 5/8 % 3/4-inch

Metered vater sales used to daslgn rates

260
2
75
992
y

Hae

$ 630
$ 350

1.182%
$ 29,610

25
4,440 oGt




APPENDIX D
Page 2

Fendell Water Corpany

ADOPTED TAX CALCULATIONS
Test Year 1988

Iten

Operating Reverue

0 & M Bxpenses _
Taxes Other than Inocore
Tax Depreciation
Interest

Taxable Incame for State Tax
State Tax (9.3%)

Taxable Inoane for FIT
Federal Income Tax (15%)

Total Inocare Tax




