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APPENDIX A 
AFFILIATED INTEREST TRANSACTION RULES 

These Affiliated Interest Transaction Rules set forth the practices to be observed by 
Valencia Water Company (Valencia). 

Definitions: 
Affiliated company or companies:  all entities that are under direct or indirect 
common ownership or control with Valencia, including any holding companies. 
Cost:  all fully allocated capital and expense amounts including all management, 
administration, overhead, and indirect allocations. 
Property:  any right or thing to which an entity has legal or equitable title. 
Real Property:  any interest in real estate including leases, easements, and water 
rights.    

1. Access to Officers and Employees.  The officers and employees of Valencia and its affiliated 
companies shall be available to appear and testify in any proceeding before the Commission 
involving Valencia.  If in the proper exercise of Commission staff’s duties, Valencia cannot 
supply appropriate personnel to address staff’s reasonable concerns, then the appropriate staff of 
the relevant Valencia affiliated companies shall be made available to staff. 

2. Access to Books and Records.  Valencia and its affiliated companies will provide the 
Commission, its staff, and its agents with access to the relevant books and records of such 
entities in connection with the exercise by the Commission of its regulatory responsibilities. 

3. Annual Report.  Valencia shall file with the Commission each year, and include in all 
general rate case filings, a report that includes a summary of all transactions between Valencia 
and its affiliated companies for the previous calendar year.  Valencia shall maintain such 
information on a monthly basis and make such information available to the Commission’s staff 
upon request.  To the extent not covered by an existing affiliated transaction agreement, the 
summary shall include a complete description of each transaction and an accounting of all costs 
associated with each transaction although each transaction need not be separately identified 
where multiple transactions occur in the same account.  These transactions shall include 
(a) services provided by Valencia to any affiliated company; (b) services provided by any 
affiliated company to Valencia; (c) assets transferred from Valencia to any affiliated company; 
(d) assets transferred from any affiliated company, to Valencia; (e) employees transferred from 
Valencia to any affiliated company; (f) employees transferred from any affiliated company to 
Valencia; and (g) financing arrangements and transactions between Valencia and any affiliated 
company. 

4. Issuance of Debt for Affiliated Companies.  Debt of Valencia’s affiliated companies shall 
not be issued or guaranteed by Valencia without prior approval by the Commission. 

5. Accounting.  Valencia shall maintain its accounting records in accordance with Generally 
Accepted Accounting Principles and, where appropriate, the Commission’s Uniform System of 
Accounts. 
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6. Allocation of Common Costs.  Valencia and each of its affiliated companies shall allocate 
costs between them in such a manner that ratepayers of Valencia will not subsidize any affiliate 
of Valencia.  Valencia shall include and explain its methodology in its general rate case filings.  

7. Unregulated Operations and Transfer of Employees. 

a. Valencia shall not use its employees or officers to provide unregulated services 
if such use would adversely affect Valencia or its ratepayers. 

b. To the extent Valencia chooses to use its employees or officers to provide 
unregulated services, Valencia shall carefully account for all such employee and officer 
time.  In each general rate case application, Valencia shall submit a report showing all 
such employee and officer time on an annual basis for each year since the last general 
rate case. 

c. Valencia shall not use its property to sell unregulated goods if such use would 
adversely affect Valencia or its ratepayers. 

d. To the extent Valencia chooses to use its property to sell unregulated goods, 
Valencia shall carefully account for all such property use and tabulate the fully allocated 
cost.  In each general rate case application, Valencia shall submit a report showing all 
such use on an annual basis for each year since the last general rate case. 

8. Transfer of Property Other Than Real Property From Valencia.  All transfers of property 
other than real property or payment of dividends from Valencia to any affiliated company shall 
be in writing and priced at the higher of cost or fair market value.  Valencia shall record any 
revenue resulting from the transfer of any such property in a memorandum account for further 
disposition by the Commission. 

9. Valencia shall develop a verifiable and independent appraisal of fair market value for any 
property that is transferred to any affiliate under Paragraph 8 above.  The Commission’s staff 
will have access to all supporting documents used in the development of the fair market value. 

10. Transfers of Property Other than Real Property to Valencia.  All transfers of any property 
other than real property to Valencia from any affiliated company shall be in writing and priced at 
the lower of cost or fair market value.  Valencia shall obtain and retain sufficient cost data from 
the affiliate to support the price charged.  Valencia shall obtain explicit Commission 
authorization prior to including the costs or expenses of any such property in its revenue 
requirement or rate base. 

11. Pricing of Services From Valencia To Affiliated Companies.  All services provided by 
Valencia to an affiliated company shall either be pursuant to a Commission-approved tariff or be 
in writing and priced to recover all costs associated with such service that have been included in 
Valencia’s revenue requirement for its last general rate case. 

12. Pricing of Services From Affiliated Companies To Valencia.  Except for common costs 
allocated in the manner described in Paragraph 6, all services provided by an affiliate to Valencia 
shall be pursuant to a written services agreement.  All services provided by the affiliate shall be 
priced at the lower of the affiliate’s incremental cost to provide the service or the fair market 
value of the service.  Copies of all such service agreements shall be included in all general rate 
case filings and shall also include a full accounting of all services forecasted for the test year 
including the affiliated company’s cost analysis and supporting documentation. 
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13. Transfers of Real Property from Valencia to an Affiliate.  Valencia shall not transfer to an 
affiliate any real property necessary or useful in its provision of public utility service to the 
public.  Valencia shall obtain Commission authorization prior to transferring to an affiliate any 
real property that was at any time included in Valencia’s rate base. 

14. Transfers of Real Property from an Affiliate to Valencia.  Valencia shall not include in its 
rate base or revenue requirement the costs or expenses associated with any real property obtained 
from an affiliate, except for fees and costs paid to third parties incidental to obtaining and 
recording title to real property, absent a Commission decision specifically approving the 
acquisition and adopting specific ratemaking treatment.  

15. Confidentiality.  Any records or other information of a confidential nature furnished to the 
Commission pursuant to these Rules that are individually marked confidential are not to be 
treated as public records and shall be treated in accordance with Public Utilities Code section 
583 and the Commission’s General Order 66-C. 

16. Physical Separation of Valencia from Affiliated Companies.  To the greatest extent feasible, 
Valencia shall maintain its offices, facilities, and employees in locations physically separate from 
affiliated companies.  Where such separation is not feasible, Valencia shall create and implement 
stringent management and accounting policies to ensure that Valencia’s public utility functions 
are not affected by the proximity of the affiliates, and that all affiliate costs are paid by the 
affiliate. 
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