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APPLICATION OF VALENCIA WATER COMPANY
TO ESTABLISH ITS AUTHORIZED COST OF CAPITAL

Pursuant to Rule 2.1 of the Rules of Practice and Procedure (“Rules”) of the California
Public Utilities Commission (“Commission”) and California Public Utilities Code Section 454
et seq., and as directed by the Commission in Decision (“D.”) 07-05-062 (the “Rate Case
Plan”)' and D.10-10-035, Valencia Water Company (hereinafter referred to as “Applicant” or
“Valencia”) submits this Application to adjust its authorized cost of capital for ratemaking
purposes for the period from January 1, 2014 through December 31, 2016.

Specifically, Valencia respectfully requests that the Commission find reasonable and
authorize: (1) a capital structure that reflects Applicant’s current forecast of its capital structure,
consisting of approximately 50% long-term debt and 50% equity; (2) adjustments to
Applicant’s cost of capital and overall rate of return to reflect Applicant’s 4.62% cost of long-

term debt as well as a return on common equity capital equal to the average of the returns on

' Opinion Adopting Revised Rate Case Plan for Class A Water Utilities, D.07-05-062, May 24, 2007.
* Decision on Base Year 2010 Cost of Capital and Subsequent Years’ Adjustment Mechanism for San
Jose Water Company, Valencia Water Company, Park Water Company and Apple Valley Ranchos
Water Company, San Gabriel Valley Water Company, and Suburban Water Systems, D.10-10-035,

October 28, 2010.
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equity that will be authorized by the Commission in A.12-05-001, ef al., a consolidated cost of
capital proceeding addressing applications filed in May 2012 for five small Class A water
utilities,” and (3) maintaining in place Applicant’s Water Cost of Capital Adjustment
Mechanism (“WCCAM”) to provide for an automatic adjustment, up or down, of Valencia’s
rate of return on equity capital and overall rate of return on rate base, based on changes in
Moody’s Baa corporate bond rate index, subject to such adjustments to the dead band and the
base period for application of the benchmark index as may be adopted in A.12-05-001, ef seq.,
for the five small Class A water utilities that are participating in that consolidated proceeding.
Valencia expects that the proposed capital structure, capital costs, and WCCAM adjustments
will result in reductions, and no increases, to Valencia’s rates that would otherwise be in force.

This Application includes information, proposed schedules, exhibits, and supporting
testimony, including responses to the Minimum Data Requirements specified in the Rate Case
Plan, all of which are being served on the Division of Ratepayer Advocates (“DRA”)

concurrently with the filing of this Application.

I. THE APPLICANT

A. Incorporation and Place of Business

In accordance with Rule 2.1(a), Applicant states that its exact legal name is Valencia
Water Company. Its principal place of business is 24631 Avenue Rockefeller, Valencia,
California 91355. Its telephone number is (661) 294-0828, and its facsimile number is (661)

294-3806.

Valencia understands that the four applicant companies (one of which, Park Water Company, acting
on behalf of itself and its wholly-owned subsidiary, Apple Valley Water Company) together with the
Division of Ratepayer Advocates (“DRA”) recently have entered into an all-party settlement
agreement proposing a return on equity of 9.79% for each of the four applicant companies and have
submitted a joint motion in the consolidated cost of capital proceeding (A.12-05-001, et al.) for
Commission approval of that settlement agreement.
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Applicant is a California corporation, incorporated in 1965. A copy of Applicant’s
Articles of Incorporation, certified by the California Secretary of State, was submitted to the
Commission in connection with Application (“A.”) 47250, filed January 11, 1965, and are
incorporated herein by reference. The Articles of Incorporation have been periodically
amended. A certified copy of the Articles of Incorporation, as so amended, including all
amendments since inception, was filed with the Commission on or about August 18, 2003, in
A.03-08-014, and is incorporated herein by this reference.

B. Business

Applicant is engaged in the business of supplying and distributing water for domestic,
commercial, industrial, and landscaping purposes in a service territory defined by its service
area maps included in its tariffs filed with the Commission. Applicant’s service territory is in
the Santa Clarita Valley of northern Los Angeles County, including portions of the
incorporated City of Santa Clarita and certain unincorporated portions of Los Angeles County.
As of December 31, 2011, Valencia provided water utility service to approximately 30,000
customers.

C. Financial Information

Valencia is privately owned and has outstanding $24 million in long-term debt.
Applicant does not plan to add to its current debt load or to make repayments of debt during the
years 2014 through 2016. The Company has two classes of equity stock: common and

preferred.
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For a more detailed description of Valencia’s business, reference is made to results of
operations, maps, rate schedules, financial reports, and other information filed by Valencia with
the Commission in Valencia’s general rate case for Test Year 2014, filed concurrently with this

cost of capital application.

D. Impending Ownership Change

Castaic Lake Water Agency (“CLWA?”), a public agency that obtains water from the
State Water Project for sale on a wholesale basis to Valencia and other retail water purveyors in
the Santa Clarita Valley, is pursuing a Superior Court action in eminent domain with the
intention of acquiring all the capital stock of Valencia. The court proceeding and acquisition of
Valencia are expected to be completed no later than early 2013. As a consequence of that
action, the $1.2 million of preferred equity stock in Valencia’s capital structure will be
redeemed. Valencia anticipates that this change will not signficantly affect Valencia’s overall
cost of capital, because the existing preferred stock comprises only about 2% of Valencia’s
capital structure and the percentage cost of dividends paid on that preferred stock is very close

to the cost of common equity proposed in this Application.

I1. PROCEDURAL BACKGROUND

A. Prior Decisions Relevant to this Application

In the most recently adopted Rate Case Plan, the Commission directed the three largest
Class A water utilities to file cost of capital applications on May 1, 2008, and on a triennial

basis thereafter, and directed all the remaining Class A water utilities to file cost of capital
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applications on May 1, 2009, and on a triennial basis thereafter, with each set of applications to
be consolidated into a single proceeding.*

In D.10-10-035, the Commission approved the cost of capital for the consolidated small
Class A water utilities proceeding and established the base year 2010 ratemaking cost of capital
and return on equity for Valencia. In reaching its decision, the Commission adopted and
rounded to the nearest full percentage point the proportion of debt requested by Valencia,
representing its actual capital structure. In that decision, the Commission adopted a return on
equity of 10.20% for all five applicant companies, including Valencia. The resulting weighted
cost of capital for Valencia is shown in the table below.

D.10-10-035 Adopted 2010 Capital Structure and Costs

Overall Percentage Rate Weighted Rate
Long-Term Debt 23.00% 7.37% 1.70%
Preferred Equity 2.00% 9.50% 0.19%
Common Equity 75.00% 10.20% 7.65%
Total: 100% 9.54%

However, in D.10-10-035, the Commission also adopted a 2011 capital structure
reflecting Valencia’s recent issuance of an additional $12 million in long-term debt at a
favorable interest rate and a rebalancing of its capital structure. The Commission again
adopted a 10.20% return on equity, subject to any adjustments due based on the attrition
mechanism adopted in D.10-10-035. The table below depicts the resulting weighted cost of

capital adopted for 2011.

* Opinion Adopting Revised Rate Case Plan for Class A Water Utilities, D.07-05-062, May 24, 2007, at
15 and App. A at 3.
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D.10-10-035 Adopted 2011 Capital Structure and Costs

Overall Percentage Rate Weighted Rate
Long-Term Debt 46.00% 6.00% 2.76%
Preferred Equity 2.00% 9.50% 0.19%
Common Equity 52.00% 10.20% 5.30%
Total: 100% 8.28%

D.10-10-035 also authorized Valencia and the other small Class A water utilities to implement
a WCCAM, as the Commission had previously adopted for the large Class A companies in
D.09-07-051, but with two modifications. D.10-10-035 provided that the boundaries of the
dead band be 200 basis points, and the base period was set as October 1, 2009 to September 30,
2010. Valencia complied with D.10-10-035 by filing Advice Letter 131, proposing decreased
rates reflecting the reduced rate of return on rate base adopted for Valencia, which the
Commission approved effective December 1, 2010. D.10-10-035 further directed Valencia to
file its cost of capital application individually and concurrently with its general rate case, which
Valencia has done by submission of the present Application.

No adjustments have been required or made to Valencia’s cost of capital for ratemaking
purposes since D.10-10-035 was issued. In the meantime, Valencia’s capital structure has
changed only slightly. Valencia has maintained its long-term debt of $24 million, which bears
an interest rate of 4.62%. This debt is due to mature on September 15, 2022.

Additionally, in accordance with the Rate Case Plan and D.10-10-035,” the four large
Class A water utilities — California Water Service Company, San Jose Water Company,
California-American Water Company, and Golden State Water Company — filed their most
recent triennial cost of capital applications for consolidated review in 2011. The Commission

approved the settlement of their consolidated cost of capital proceeding (A.11-05-001, et al.) in

> In D.10-10-035, the Commission determined that San Jose Water Company should also file its cost of capital
application with the large Class A water utilities.
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D.12-07-009. This decision authorized a cost of equity of 9.99% for all four companies and a
reduction in the WCCAM dead band to 100 basis points, plus and minus, before an adjustment
occurs, based on a new benchmark period of October 1, 2010 to September 30, 2011.

This application is filed in compliance with these prior decisions and with the intention
of conforming to the Commission’s policies as stated therein.

B. Concurrent Proceeding Relevant to this Application

This year, five small Class A water utilities — Park Water Company and Apple Valley
Ranchos Water Company (A.12-05-001), San Gabriel Valley Water Company (A.12-05-002),
Suburban Water Systems (A.12-05-004), and Great Oaks Water Company (A.12-05-005) —
filed their triennial cost of capital applications, which were consolidated by the Commission by
a Scoping Memo and Ruling of Assigned Commissioner and Administrative Law Judge
(“Scoping Memo”) issued on July 3, 2012. Pursuant to the Scoping Memo, the parties served
proposed testimony in preparation for evidentiary hearings set to commence September 29,
2012. Shortly before that date, the applicants and DRA informed the presiding ALJ that they
had arrived at terms of an all-party settlement, and a joint motion for Commission approval of
an all-party settlement was filed on November 28, 2012. The proposed settlement would define
the terms for the capital structure and costs of capital for each of the applicant companies,
including a return on equity of 9.79% for each of them.

C. Stipulation of Valencia and DRA as to Proposed Qutcome

Valencia and DRA met and conferred during the period of October to December 2012,
and negotiated the terms of a stipulation as to the proposed outcome of this Application,
including the adopted capital structure, the costs of long-term debt, the return on common
equity capital, and the overall rate of return for Valencia for the years 2014 to 2016. Valencia

and DRA also reached agreement on proposed terms for modifying the application of the
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WCCAM to Valencia for those years to comport with the terms that will be adopted in A.12-
05-001, et al. The Stipulation of Valencia and DRA, executed December 18, 2012, is attached

to this Application as Exhibit A.

III. APPLICANT’S REQUESTS IN THIS APPLICATION

Valencia’s requests made in this Application mirror the Stipulation as to Proposed
Outcome agreed upon between Valencia and DRA, which in turn looks to certainties of the
final decision that will be adopted in the consolidated small Class A company proceeding
(A.12-05-001, et al.) as set forth more specifically below.

A. Valencia’s Capital Structure Should be Based on 50% Debt and
50% Equity.

Valencia requests that its cost of capital reflect its forecasted capital structure consisting
of 50% long term debt and 50% common equity for 2014 to 2016. As shown in Exhibit C,
Valencia’s responses to Minimum Data Requirements, Valencia forecasts that its capital
structure will maintain approximately a 50%-50% balance between long-term debt and equity
for the years 2014 through 2016, although with a slight declining trend in its debt ratio as
overall utility plant investment increases and a portion of each year’s earnings are retained for
such investment purposes. Valencia proposes to maintain the 50/50 debt to equity ratio for
ratemaking purposes for the entire three-year period despite that trend, even though the effect is
to understate its cost of capital slightly in years 2015 and 2016 while slightly overstating its
cost of capital in year 2014.

Applicant expects that its preferred equity of $1,200,000 will be redeemed no later than
early 2013, but that there will be no change in Valencia’s long term debt of $24,000,000 as
recognized in D.10-10-035 and previous decisions. The table below depicts Valencia’s

estimated capital structure for the period January 1, 2014 through December 31, 2016.
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Estimated Capital Structure

2014 2015 2016
Long-Term Debt 51.00% 49.20% 47.40%
Preferred Equity 0.0% 0.0% 0.0%
Common Equity 49.00% 50.80% 52.60%
Total: 100.00% 100.00% 100.00%

Exhibit C, filed with this Application, Valencia’s response to the Minimum Data
Requirements; Exhibit D, filed with this Application, Valencia’s workpapers for this
Application; and, Exhibit E, filed with this Application, Greg Milleman’s testimony, provide
further details regarding Valencia’s requested capital structure.

B. Valencia’s Actual Cost of Debt and Preferred Stock Should Be Used
to Determine Valencia’s Authorized Rate of Return on Rate Base.

Valencia pays an interest rate of 4.62% on its long term debt of $24,000,000. This was
reviewed and approved by the Commission in D.10-10-035. The debt will mature on
September 15, 2022. Valencia does not have plans to issue additional debt during the period
ended December 31, 2016. Therefore, it is appropriate for the Commission to use the 4.62%

cost of debt for purposes of this Application.

Valencia’s dividend obligation is 9.50% on its preferred stock of $1,200,000. This was
reviewed and approved by the Commission in D.10-10-035. The preferred stock does not have
a mandatory call provision. Valencia expects that the entire amount of its preferred stock
outstanding will be redeemed no later than early 2013.. Therefore, it is appropriate for the
Commission to exclude the 9.50% cost of preferred stock from cost of capital calculations for

the subject period of years 2014 through 2016.for purposes of this Application
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C. Valencia’s Return on Equity Should be Equal to the Average of the
Returns on Equity Adopted for the Five Small Class A Water Utilities
Whose Costs of Capital Are Under Review in A.12-05-001 et al.

Valencia requests a rate of return on equity equal to the average of the rates of return on
equity adopted for the five small Class A water utilities whose costs of capital are currently
under review in the ongoing consolidated cost of capital proceeding for Park Water Company
and Apple Valley Ranchos Water Company (A.12-05-001), San Gabriel Valley Water
Company (A.12-05-002), Suburban Water Systems (A.12-05-004), and Great Oaks Water
Company (A.12-05-005). As noted previously, the applicant water utilities in A.12-05-001, e?
al., have joined with DRA in moving for Commission approval of an all-party settlement of all
contested issues in that proceeding, including their joint proposal to set the authorized return on
equity for each of the five companies at a rate of 9.79% for the three years, 2013 through 2015,
for which costs of capital are being determined in that proceeding.

For illustrative purposes in the present Application, Valencia assumes that the
Commission will approve and adopt the all-party settlement proposed in A.12-05-001, et al.

On the basis of that assumption, Valencia proposes a rate of return on equity of 9.79% for the
years 2014 through 2016 and a resultant rate of return on rate base of 7.20% for those years, as
shown in the following table.

Illustrative Calculation of Requested Return on Rate Base for Years 2014 to 2016

Overall Percentage Rate Weighted Rate
Long-Term Debt 50.00% 4.62% 2.31%
Preferred Equity 0% 0% 0%
Common Equity 50.00% 9.79% 4.89%
Total: 100% 7.20%

Exhibit C, filed with this Application, Valencia’s response to the Minimum Data

Requirements; Exhibit D, filed with this Application, Valencia’s workpapers for this
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Application; and, Exhibit E, filed with this Application, Greg Milleman’s testimony, further
address Valencia’s requested rate of return on equity and rate of return on rate base.

D. The Water Cost of Capital Adjustment Mechanism Authorized in
D.10-10-035 Should Remain in Place as Modified in A.12-05-001, et al.

Valencia is a small company that is not publicly traded and issues debt by private
placements at infrequent intervals. As such, it has not been assigned a bond rating. However,
the Commission’s D.10-10-035 in the last cost of capital proceeding (A.09-05-001, et al.) for
the small Class A water utilities, including Valencia, in adopting a Water Cost of Capital
Adjustment Mechanism (“WCCAM?”) for those companies, determined that Moody’s index of
interest rates on Baa utility bonds should be applied as a benchmark to estimate changes in the
cost of equity for Valencia along with the other small Class A companies for the second and
third years of the cost of capital cycle (2010 through 2012) to which that decision applied.

Recognizing the volatility of financial markets at the time, D.10-10-035 provided for a
dead band of plus or minus 200 basis points before a change in the Moody’s index would
trigger a rate adjustment, and set the initial base period as October 1, 2009 to September 30,
2010. Pursuant to the terms of the WCCAM, no adjustment to Valencia’s return on equity was
necessary or required for the years 2011 or 2012.

In their proposed settlement submitted for Commission approval in A.12-05-001, et al.,
the five small Class A water utility applicants and DRA have jointly proposed that the
WCCAM approved in D.10-10-035 remain in place for each of the applicant water utilities for
years 2013 through 2015 but subject to two modifications: first, a reduction in the dead band to
a range of 100 basis points above or below the benchmark interest rate of Moody’s Baa utility

bond index and, second, a determination of that benchmark interest rate for initial application
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of the WCCAM (for the year 2014) based on the average of Moody’s Baa utility bond index for
the period October 1, 2011 through September 30, 2012.

Valencia requests that the Commission provide for continued application of the
WCCAM as approved in D.10-10-035 to Valencia subject to whatever changes to the WCCAM
are adopted in A.12-05-001, et al. for the small Class A water utility applicants in that
proceeding. Assuming that the Commission will approve the modest adjustments in the
WCCAM proposed in the all-party settlement agreement that has been submitted for
Commission approval in that proceeding, Valencia now proposes for illustrative purposes that
the Commission approve in this proceeding for continued application of the WCCAM to
Valencia subject to the reduced dead band (plus or minus 100 basis points) and for the revised
initial benchmark period (October 1, 2011, through September 30, 2012) proposed in that
settlement agreement in A.12-05-001, et al.

Exhibit C, filed with this Application, Valencia’s response to the Minimum Data
Requirements; Exhibit D, filed with this Application, Valencia’s workpapers for this
Application; and, Exhibit E, filed with this Application, Greg Milleman’s testimony, provide
further details regarding this request.

E. Valencia Requests that It be Authorized to Adjust Rates Pursuant to the

Commission’s Decision on This Application in Conjunction with Rate
Changes Required by the Decision in Valencia’s 2014 Test Year GRC.

As part of the Commission’s decision on this Application, Valencia requests that it be
authorized to implement any adjustment to rates required by that decision concurrently and in
conjunction with the adjustment to rates required by the Commission’s decision in Valencia’s
GRC proceeding. Valencia is filing its 2014 Test Year GRC application concurrently with the

filing of this Application in January 2013, in accordance with the schedule set by the Rate Case
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Plan. Thus, the rate of return on rate base adopted in this Cost of Capital proceeding should be
applied in calculating the overall revenue requirement that will provide the basis for resetting

Valencia’s rates in the Test Year 2014 GRC.

IV.  ADDITIONAL INFORMATION REQUIRED BY THE COMMISSION’S
RULES OF PRACTICE AND PROCEDURE

A. Legal Authority

This Application is submitted in accordance with the Rate Case Plan and Public
Utilities Code Section 454. Valencia will request, pursuant to Rule 13.9, that the Commission
take judicial notice of the Commission’s decisions establishing the cost of capital for several
other Class A water utilities through approved settlements.

B. Correspondence

In accordance with Rule 2.1(b), Applicant requests that correspondence and
communications with respect to this Application be addressed to:

Beverly Johnson

Asst. Vice President and Controller
Valencia Water Company

24631 Avenue Rockefeller

Valencia, California 91355

Telephone: (661) 294-0828
Facsimile: (661) 294-3806

E-mail: bjohnson@valenciawater.com

and to:

Martin A. Mattes

Nossaman LLP

50 California Street, 34™ Floor
San Francisco, California 94111
Telephone: (415) 398-3600
Facsimile: (415) 398-2438
E-mail: mmattes@nossaman.com
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C. Proposed Categorization, Request for Hearing, Statement of
Issues, and Proposed Schedule

Applicant offers the following proposals, in accordance with Rule 2.1(c):

1. Proposed category: Rate setting.

2. Need for hearing: This Application is likely not to require an evidentiary

hearing because the Applicant and DRA already have reached a stipulation as to
the terms of an appropriate outcome of the proceeding and no other parties are
expected to participate. The scheduling of a public participation hearing within
Applicant’s service area probably will not be appropriate unless the Commission
elects to schedule a joint public participation hearing for this proceeding and
Valencia’s concurrently filed GRC.

3. Issues: The issues presented by this Application include: (1) Valencia’s cost of
capital for the period January 1, 2014 to December 31, 2016, including its
capital structure, cost of long-term debt, cost of equity, and its authorized rate of
return on rate base; and (2) continuation of and appropriate modification of a
WCCAM for adjustments to Valencia’s cost of capital in the second and third
year of the applicable period.

4. Proposed Schedule: Applicant proposes the schedule detailed below so that

adjustments may be made to Valencia’s rates effective January 1, 2014. Further,
because this Application is being filed concurrently with Valencia’s current
GRC application and Valencia anticipates the possibility that this application
will be coordinated or even consolidated with that GRC application, this
schedule is consistent with the schedule established by the Rate Case Plan for

water utility GRCs. The proposed schedule deviates from the Rate Case Plan
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only to omit events that are irrelevant to a cost of capital application, to avoid

weekend dates, and to allow any required evidentiary hearing to start on a

Monday. The proposed schedule also specifies particular dates for a prehearing

conference and a public participation hearing, if necessary, and includes

proposed due dates for protests and responses, which proposed dates presume

that the Application is noticed in the Daily Calendar on the next business day

after it is filed.

EVENT Date per Rate Case Plan DATE
1 Application filed 0 January 2, 2013
2 Protests and responses are due 32 February 4
3 Prehearing Conference 40 February 11
4  Update of Applicant’s Showing 45 February 15
5  Public Participation Hearing, if any 10-90 March 18
6 DRA & Intervenors, if any, distribute reports 97 April 8
7  Valencia distributes rebuttal testimony 112 April 23
8  Formal settlement negotiations begin 115 April 26
9  Evidentiary hearings 126-130 May 6-10
10 Opening briefs are due 160 June 10
11 Reply briefs are due 175 June 25
12 ALJ's Proposed Decision issued 240 August 29
13 Comments on Proposed Decision are due 260 September 18
14 Reply Comments are due 265 September 23
15 Commission Meeting considers Proposed Decision 280 October 8
D. Compliance with Rule 3.2 Applicable to Rate Increase Applications

Because the present Application does not propose to increase any of Valencia’s rates, it

is not necessary for Valencia to include in this Application any of the information or exhibits

required by Rule 3.2, which applies to applications for authority to increase rates or to
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implement changes that would result in increased rates. In addition, because this Application
does not propose to increase any of Valencia’s rates, it is not necessary for Valencia to provide
notice of this application to local government officials or to individual customers.

However, because Valencia is concurrently filing its Test Year 2014 GRC, Valencia
will provide a combined notice of both applications to local government officials and to
individual customers, and to members of the public who have informed Valencia of their desire
to be provided such notice. Attached as Exhibit B is Valencia’s draft customer notice for both
this Application and the concurrently filed GRC application. Valencia has submitted this draft
notice to the Commission’s Public Advisor for review and will comply with the notice
requirements of Public Utilities Code Section 454(c) and Rules 3.2(b) through (d). Valencia
will file proof of compliance with Rules 3.2(c) and (d) in accordance with Rule 3.2(e).

E. Exhibits and Testimony

1. Exhibits (Filed with Application):
Exhibit A: Stipulation of Valencia and DRA as to proposed outcome.
Exhibit B: Draft customer notice.
2. Testimony (served, but not filed, with this Application):
Exhibit C: Response to Minimum Data Requirements.
Exhibit D: Valencia’s Workpapers supporting this Application.

Exhibit E: Testimony of Greg Milleman.
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V. REQUESTS FOR RELIEF

WHEREFORE, Valencia respectfully requests that the Commission issue its

opinion and order herein:

1.

Adjusting its cost of capital for ratemaking purposes for the years 2014 through
2016 to reflect Applicant’s 4.62% cost of long-term debt and a rate of return on
equity for Valencia equal to the average of the rates of return on equity that will
be adopted in A.12-05-001, et seq., for the five small Class A water utilities
whose costs of capital for the years 2013 through 2015 are under consideration
in that consolidated proceeding;

Adopting a capital structure consisting of 50% long-term debt and 50% equity)
for Valencia for the years 2014 through 2016, reflecting Valencia’s actual
capital structure for that period;

Maintaining a WCCAM for Valencia utilizing as a benchmark Moody’s Baa
utility bond index consistent with the WCCAM authorized in D.10-10-035, to
provide an automatic adjustment to Valencia’s rate of return on equity and
overall rate of return on rate base for the years 2015 and 2016 if such
mechanism is triggered according to its terms, subject to such adjustments to the
dead band and the base period for application of the benchmark index as may be
adopted in A.12-05-001, et seq., for the five small Class A water utilities that are
participating in that consolidated proceeding;

Authorizing Valencia to adjust its rates to reflect the newly established costs of
capital on January 1, 2014, coincident with rates authorized in Valencia’s

concurrently filed general rate case; and,
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5. Granting such further and additional relief as the Commission finds to be just

and reasonable.

e and
Dated at Valencia, California, thiso] _ day of January, 2013.

Respectfully submitted,

17 )
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Keith Abercrombie, General Manager
VALENCIA WATER COMPANY

24631 Avenue Rockefeller

Valencia, CA 91355

Telephone: (661) 295-6501

Facsimile: (661) 294-3806

E-mail: kabercrombie@yvalenciawater.com

Martin A. Mattes

NOSSAMAN LLP

50 California Street, 34" Floor
San Francisco, CA 94111
Telephone: (415) 398-3600
Facsimile: (415) 398-2438
E-mail: mmattes@nossaman.com

Attorneys for VALENCIA WATER COMPANY
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VERIFICATION

[ am an officer of the Applicant company herein, and am authorized to make this
verification on its behalf. The statements in the foregoing document are true of my own
knowledge, except as to matters which are therein stated on information or belief, and as to those

matters I believe them to be true.
I declare under penalty of perjury that the foregoing is true and correct.

Executed on December /_‘7, 2012, at Valencia, California.

Lt (Wl o

LI (A

Keith Abercrombie, General Manager
Valencia Water Company
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Valencia Water Company

Application No.

Date
Exhibit A

VALENCIA WATER COMPANY

STIPULATION OF VALENCIA AND DRA AS TO
PROPOSED OUTCOME




EXHIBIT A

STIPULATION

Whereas, in July 2007, the California Public Utilities Commission
("Commission”) adopted Decision ("D.”) 07-05-062, prescribing a revised Rate
Case Plan for Class A water utilities ("Rate Case Plan”), including a schedule
prescribing that each Class A water utility file an application every three years for
determination of its cost of capital for a future three-year period; and

Whereas, in accordance with the Rate Case Plan, Valencia Water Company
(“Valencia”) filed such an application in May 2009 for determination of its cost of
capital of calendar years 2010 through 2012, which resulted in the Commission’s
adoption of D.10-10-035 addressing the cost of capital for Valencia and four
other small Class A water utilities; and

Whereas, D.10-10-035 determined costs of capital for each of the five
small Class A water utilities addressed in that decision by applying the same rate
of return on equity capital along with a forecast of each utility’s actual capital
structure and also approved a Water Cost of Capital Adjustment Mechanism
("WCCAM") for possible adjustment of each utility’s cost of capital in the second
and third years of the three-year period to which the decision applied; and

Whereas, D.10-10-035 provided that the next round of cost of capital
applications for small Class A water utilities should be filed in May 2012 except
that Valencia should filed its next cost of capital application concurrently with its
next general rate case ("GRC"), which was due to be filed in January 2, 2013;

and
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Whereas, cost of capital applications were filed in May 2012 by San Gabriel
Valley Water Company, Suburban Water Systems, Great Oaks Water Company,
and jointly by Park Water Company and Apple Valley Water Company, and these
applications were consolidated for consideration by the Commission under the
lead Docket Number A.12-05-001, et seq.; and

Whereas, the applicant companies in A.12-05-001, et seq., have entered
into an all-party settlement with the Division of Ratepayer Advocates ("DRA")
that would resolve all issues presented in that proceeding and on November 28,
2012 settling parties filed a motion with the Commission seeking approval of that
all-party settlement; and

Whereas, the issues presented in A.12-05-001, et seq., are similar to
those that will be presented in the cost of capital application Valencia plans to file
concurrently with its next GRC in January 2013; and

Whereas, representatives of Valencia and DRA held a series of
conversations and other communications in October and November 2012
regarding the issues that will be presented in Valencia’s forthcoming cost of
capital application;

Whereas, Valencia and DRA (the “Parties”) determined that it would be
acceptable to both Parties to achieve an outcome to that proceeding consistent
with the outcome that will result in A.12-05-001, et seq. and that both Parties
would benefit by achieving that outcome without adversarial litigation; and

Whereas, Castaic Lake Water Agency, a public agency, is pursuing a

Superior Court action in eminent domain to acquire all the capital stock of
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Valencia, as a consequence of which Valencia expects that the $1.2 million of

preferred equity stock in Valencia’s capital structure will be redeemed;

NOW, THEREFORE, the Parties agree to take the following actions:
1. Valencia will include in its forthcoming cost of capital application, to
be filed in January 2013, the following proposals:

a. That the Commission approve its forecasted capital structure
consisting of 50% long term debt and 50% common equity for the three
years from January 1, 2014 through December 31, 2016; and

b. That the Commission recognize a cost of 4.62% for Valencia’s
long-term debt for the three years from January 1, 2014 through
December 31, 2016; and

C. That the Commission adopt a rate of return on common
equity for Valencia equal to the average of the rates of return on equity
that the Commission authorizes for the applicant Class A water utilities in
A.12-05-001, et al., with such rate of return on common equity to apply
for Valencia for the three years from January 1, 2014 through December
31, 2016; and

d. That the Commission maintain in place Valencia’s WCCAM,
subject to the same changes that are adopted in A.12-05-001, et al., for
the WCCAM applicable to the applicant Class A water utilities in that
proceeding.

e. That Valencia refund the revenues currently provided for in
rates for costs to prepare and process the cost of capital application for

years 2014-2016 to the extent such revenues exceed the actual cost to
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prepare and process the aforementioned cost of capital application.

Valencia will file the refund by advice letter upon completion of this

proceeding in 2013.

2. Valencia will include this Stipulation as an attachment to its January
2013 cost of capital application.

3. Valencia will serve copies of its cost of capital application and
related testimony on DRA concurrently with the filing of that application.

3. DRA will file a timely response to Valencia’s cost of capital
application, supporting the ’proposals listed in Paragraph 1, above.

4. Valencia and DRA will cooperate in working toward the
Commission’s timely adoption of a decision in Valencia’s cost of capital
application approving the proposals listed in Paragraph 1, above, including, if
appropriate, entering into a settlement agreement consistent with those
proposals and seeking Commission approval of that settlement agreement in
accordance with Article 12 of the Commission’s Rules of Practice and Procedure.

By the signatures of their authorized representatives below, the Parties to
this Stipulation agree to be bound by its terms and to act in accordance with

those terms.

VALENCIA WATER COMPANY DIVISION OF RATEPAYER
DVO i;b
By: g\ug /}/[»(/%/W\M\/ By: [M(ﬁ jﬂ/jﬂf@/
Gréd Milleman Jok e { P. Como
Its: Senor Vice President Its:  Acting Director
of Administration
Dated: December _&{2012 Dated: December /8 , 2012
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Exhibit B
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