STATE OF CALIFORNIA ARNOLD SCHWARZENEGGER, Governor

PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE
SAN FRANCISCO, CA 94102-3298

November 4, 2008 Draft Resolution W-4726
Agenda ID #8089

TO: Parties to Lukins Brothers Water Company - Interim Rate Increase

Thisisthe draft Resolution of the Division of Water and Audits (Division). Thisdraft
Resolution will not appear on the Commission’s agenda for at least 30 days after the date it is
mailed. The Commission may act then, or it may postpone action until |ater.

When the Commission votes on a draft Resolution, it may adopt all or part of it as written,
amend, modify or set it aside and prepare a different Resolution. Only when the Commission
acts does the Resol ution become binding on the parties.

Parties may submit comments on the draft Resolution. An original and two copies of the
comments, with a certificate of service, should be submitted to:

Martin Bragen

Project Manager

Division of Water and Audits
California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Any comments on the draft Resolution must be received by the Division by November 24, 2008.
Those submitting comments must serve a copy of their comments on 1) the service list attached
to the draft Resolution, 2) all Commissioners, and 3) the Director of the Division of Water and
Audits, on the same date that the comments are submitted to the Division.

Comments shall be limited to five pages in length plus a subject index listing the recommended
changes to the draft Resolution, atable of authorities and an appendix setting forth the proposed
findings and ordering paragraphs. Replies to Comments are due on December 1, 2008.
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Comments shall focus on factual, legal or technical errorsin the draft Resolution. Comments
that merely reargue positions taken in the advice letter or protests will be accorded no weight
and are not to be submitted.

Late submitted comments will not be considered.

/s/Rami S. Kahlon

RAMI S. KAHLON

Director

Division of Water and Audits

Enclosures: Draft Resolution W-4726
Certificate of Service
Service List
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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

DIVISION OF WATER AND AUDITS RESOLUTION NO. W-4726
Water and Sewer Advisory Branch December 4, 2008

RESOLUTION

(RES. W-4726), LUKINS BROTHERS WATER COMPANY
(Lukins). ORDER AUTHORIZING A DISTRIBUTION SYSTEM
IMPROVEMENT CHARGE OF $169,840.

SUMMARY

Lukins, a Class C water utility serving 937 customers, has requested authority under
General Order 96-B, Rule 7.6.2 and Water Industry Rule 7.3.3(5), and Section 454 of the
Public Utilities Code to increase its water rates by $223,804 or 66.7 % for test year 2008.
The water system is in urgent need of improvement to provide adequate water for fire
protection. It is in the public interest for public safety that a resolution granting a
Distribution System Improvement Charge of $169,840 be imposed. This interim
measure is issued, pending a final resolution in Lukins’ rate case.

SYSTEM DESCRIPTION
Lukins provides domestic water service to 946 flat rate connections and 16 metered

residential customers. By written agreement, Lukins also provides public fire
protection water service to 7 fire hydrants. The service territory is in the Lukins
Brothers Subdivision, totally within the City of South Lake Tahoe in Placer County.

The system began in the 1940's to serve seasonal and annual residents in the Lukins
Brothers Subdivision. In 1953, when Lukins was granted a Certificate of Public
Convenience and Necessity, the system's 20 customers were served by two wells
through two-inch and four-inch mains. The system now includes approximately 400
feet of two-inch main, 48,000 feet of 4-inch main, 7,600 feet of 6-inch main, and 1,300 feet
of 8-inch main. The mains and wells are almost fully depreciated; they are near the end
of their normal service life. Some parts of the system cannot carry enough water for
adequate fire flow because the mains are too small. Also, there are too few hydrants in
the service area to meet current fire code standards.

359077
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DISCUSSION

Need for System Rehabilitation

Lukins began serving customers near Lake Tahoe in 1947. In 1965, as the population
increased, the City of South Lake Tahoe was incorporated, including the Lukins service
area within its boundaries. The much newer South Tahoe Public Utility District
(STPUD) began serving water to the rest of the City in 1974, and serves over 16,000
residences and 660 businesses.

STPUD considered buying LBWC and commissioned a study by Brown & Caldwell
Engineering. The engineering report of August, 2006, estimated a cost of $18.4 Million
to upgrade the system to State, local, and STPUD standards. The ISO rating of fire
protection for part of the Lukins service area is 9/10, the lowest rating for fire safety.
The low rating was given because there are not enough hydrants, and the mains are too
small to carry adequate flow for fire fighting.

On June 24, 2007, the Angora fire, ignited by an illegal camptfire, burned 3,100 acres of
land and destroyed 254 homes in and around the City of South Lake Tahoe. The fires
did not come into the Lukins service area. The City, the local fire agencies, customers
and Lukins all want the Lukins system to be improved. Lukins does not have the funds
to invest, and few or no grants are available for fire protection improvements. Lukins
would like to get private loans for a series of construction projects. A private or public
lender would require plans and cost estimates for improvement before lending money.

Lukins requested proposals for engineering design of water system rehabilitation and
replacement of the 12th St. water main. A consortium of local firms, C2me Engineering
and Haen Engineering, submitted a proposal for engineering services in July, 2008.
They propose to do preliminary design of overall system rehabilitation and detailed
design of 12th St. water main replacement, for the sum of $169,840.! The preliminary
design of total system rehabilitation will assume that construction work will be done in
separate phases over several years.

The Water and Sewer Advisory Branch recommends that the Commission impose a
distribution system improvement charge on Lukins’ customers for the purpose of

! The principals of the engineering companies are California-registered civil engineersin good
standing. They live and work in the Lake Tahoe area and are familiar with the specia
environmental, construction, and regulatory constraints in effect around the lake.
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funding the engineering design of system rehabilitation. The proposed charge would
total $169,840 and would be levied proportional to meter sizes or flat rates. Lukins
should be required to open a separate bank account to be used only for infrastructure
rehabilitation including planning, engineering design and construction. Receipts from
the charge should be placed in this account and used only to pay for infrastructure
rehabilitation.

Water Action Plan on Infrastructure Investment

The Public Utilities Commission's Water Action Plan (WAP,) adopted on December 15,
2005, calls for safe, high quality water, highly reliable water supplies, efficient use of
water, reasonable rates, and viable utilities. A primary objective of the WAP is to
promote infrastructure investment. The WAP noted that many small water companies
are in such precarious financial condition that additional investment may not be
affordable.

As part of long-term financing of infrastructure rehabilitation, the WAP calls for
examination of a Distribution System Improvement Charge (DSIC) to promote
infrastructure improvement. The DSIC would be a clearly identified and separate rate
component. The revenue from the DSIC would be dedicated solely to infrastructure
improvements, including planning, engineering, design and construction.

The Commission agrees with Branch that a DSIC is an appropriate method to apply to
the Lukins’” General Rate Case for distribution system rehabilitation. LBWC cannot
afford additional investment, and customers desire rehabilitations. This initial DSIC
will be for preliminary engineering and design of projects expected to take several years
to complete.? After completion of the preliminary design, additional DSICs or other
funding mechanisms will be needed for each phase of the project.

? For long-term planning or projects which will take longer than the normal period
between general rate cases, the WAP requires large water companies to file a Water
Management Plan. After completion of the preliminary engineering study, and not
later than the next General Rate Case, Lukins will be required to submit a Water
Management Plan to the Division of Water and Audits.
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NOTICE AND PUBLIC MEETING

On July 15, 2008, a Notice of Proposed Rate Increase was mailed to all customers
announcing Lukins’ request to increase water rates. A public meeting was held on August
22, 2008. The primary concern of customers and officials was the need for system
rehabilitation to provide enough water for fire safety. Several customers complained
that Lukins was asking for a rate increase but had not asked for any funds to improve
the existing system. Three customers complained of low water pressure in the summer,
and several mentioned frequent main leaks.

Customers asked whether Mr. Lukins was willing to sell the system to STPUD. Ernie
Claudio, an STPUD representative, said STPUD had looked at the system and decided it
would cost the agency too much to improve it.

The City Manager of the City of South Lake Tahoe spoke of inadequate fire flow, high
fire insurance rates, and the need for public safety for the 24,000 people in South Lake
Tahoe, not just those in the Lukins tract. He also said the City of South Lake Tahoe
would look for grants which could help Lukins to improve the infrastructure.

Mr. Bragen, from the Commission’s Water and Sewer Advisory Branch, told the
customers that when system improvements are made, the customers will be paying for
those improvements in higher rates, however, all revenues received from the DSIC will
go directly into new facilities. None of these revenues will result in additional profit to
Lukins.

COMMENTS

A draft of this Resolution was served on November 4, 2008 to all parties, for 30 days
public review and comment. A list of parties served is attached to this draft Resolution.

FINDINGS AND CONCLUSIONS

1. Rehabilitation of the LBWC distribution system is urgently needed.
2. Itisin the interest of public safety that an interim resolution be approved.

3. Engineering design services are needed as part of the rehabilitation of the Lukins
Brothers Water Company’s distribution system.
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4. Lukins Brothers Water Company should be required to contract for engineering
design services.

5. A Distribution System Improvement Charge is reasonable and should be imposed to
collect the $169, 840 engineering design costs.

6. Receipts of this Distribution System Improvement Charge should be deposited
within 30 days after collection in a separate trust account and used only for
engineering design for distribution system rehabilitation. The utility should file a
copy of the trust account agreement with the Commission within 15 days after
execution, and should annually file a report of deposits and withdrawals with the
Commission. The agreement with the fiscal agent should require that quarterly
trustee reports about account activity be sent to the Commission.

7. Lukins Brothers Water Company should be required to submit a System
Improvement Plan for 20-year improvement of the distribution system prior to the
next General Rate Case.

IT IS ORDERED that:

1. Lukins Brothers Water Company is ordered to file an advice letter within fifteen
days incorporating the revised schedules attached to this resolution as Appendix A,
and concurrently to cancel its presently effective rate schedules - 1A, Annual
General Metered Service, and 2A, Annual Residential Flat Rate Service. The
effective date of the revised schedules shall be five days after the date of its filing.

2. Lukins Brothers Water Company shall engage consultants for engineering design
services for the water system. Design services shall be for water system
rehabilitation of the Lukins Brothers Water Company’s distribution system and 12th
St. water line replacement.

3. A Distribution System Improvement Charge for engineering design services, in the
amount of $169,840, is imposed.

4. The utility shall establish and maintain a separate bank account in which all deposits
of the Distribution System Improvement Charge proceeds and disbursements are
made. Withdrawals from the account shall be used only for infrastructure
improvements and shall be booked as contributions.



DRAFT
Resolution W-4726 December 4, 2008
Lukin/DRAFT AL/RSK/FLC/IB5/MRBI/jlj

a. The utility shall deposit all Distribution System Improvement
Charge proceeds collected with a fiscal agent into a trust account.
Such deposits are made within 30 days after the surcharges are
collected from customers.

b. The utility shall establish and maintain a separate account in which
all billed Distribution System Improvement Charge revenue and
interest is recorded. The account is reduced by withdrawal of
monies used to design infrastructure and any fees to the trust

account.

C. The utility shall file with the Commission a copy of the trust
account agreement within 15 days of execution.

d. Once a year the utility shall send a comparative report to the

Director of the Water Division stating the deposits and withdrawals
from the trust account.

e. A service fee equal to the DSIC times the number of years from the
time this charge was imposed until service is rendered, with a
maximum of $2,000 shall be charged to customers requesting future
services to currently undeveloped lots and will be the accumulated
total of the Distribution System Improvement Charge as applied to
the property being furnished water service from the initial effective
date of the Charge to the date of connection. The service fee will be
due and payable upon connection of water service to the property.
Thereafter the customer shall pay the applicable tariff rates. Notice
of this fee is added to the utility’s request for water service form.
All service fees collected will be deposited into the Distribution
System Improvement Charge account.

5. Prior to the next General Rate Case, Lukins Brothers Water Company shall submit to
the Division of Water and Audits a System Improvement Plan for 20-year
improvements of the distribution system.
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6. This resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed, and adopted at a
conference of the Public Utilities Commission of the State of California held on
December 4, 2008; the following Commissioners voting favorably thereon:

PAUL CLANON
Executive Director
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APPENDIX A
Page 1
LUKINS BROTHERS WATER COMPANY
Schedule No. 2A
ANNUAL FLAT RATE SERVICE

APPLICABILITY
Applicable to all metered water service furnished on an annual basis.

TERRITORY

Lukins Tract and vicinity near State Highway 89 and U.S. Highway 50 in the City of

South Lake Tahoe, California.

Water

RATES Per Year DSIC
For a single- family residential
unit including premises 294.85 $143.17
For each additional single-family
residential unit on the same premises
and served from the same service
connection 173.43 84.21
Hotels, apartments and motels:
For first room or unit 294.85 143.17
For each additional room or unit
on the same premises and served
from the same service connection 138.75 67.37
For each market, store or office 294.85 143.17

SPECIAL CONDITIONS

1. The above flat rates apply to service connections not larger than 1 inch in diameter.

2. For service covered by the above classifications, if the utility so elects, a meter

shall be installed and service provided under Schedule 1A, Annual Metered Service.

effective as of the first day of the following calendar month. Where the flat rate

charge for a period has been paid in advance, refund of the prorated difference

between such flat rate payment and the meter service charge for the same period

shall be made on or before that date.

3. The Distribution System Improvement Charge is a one-time charge to fund
engineering studies of system rehabilitation and 12th St. main replacement.

(continued)

(N)

(N)

(N)

(N)

(N)

(N)
(N)



DRAFT
Resolution W-4726 December 4, 2008
Lukin/DRAFT AL/RSK/FLC/IB5/MRBI/jlj

APPENDIX A
PAGE 2
LUKINS BROTHERS
WATER COMPANY
Schedule No. 1A
ANNUAL METERED SERVICE

APPLICABILITY
Applicableto all metered water service furnished on an annual basis.

TERRITORY
Lukins Tract and vicinity near State Highway 89 and U.S. Highway 50 in the City of
South Lake Tahoe, Cdifornia.

RATES
Quantity Rate
All water, per 100 cu. ft. $1.02
Service Charge DSIC
Per Meter Per Year
For  5/8x 3/4-inch meter $150.89 $95.45
For 3/4-inch meter $166.50 $143.17
For 1-inch meter $228.94 $238.62
For 1-1/2-inch meter $303.52 $477.23
For 2-inch meter $405.84 $763.57
For 3-inch meter $754.33 $1,431.70
For 4-inch meter $1,030.22 $2,386.17
For 6-inch meter $2,060.43 $4,772.33
For 8-inch meter $7,635.73
For 10-inch meter $10,976.37

The service charge is a readiness-to-serve charge which is applicable to all
metered service and to which is added the charge for water computed at the

quantity rate.

SPECIAL CONDITIONS

1. The annual service charge and surcharge apply to service during the 12-month period
commencing January 1, and are due in advance. When a customer has been a customer of the utility for at least 12
months, he may elect, at the beginning of the calendar year, to pay prorated service charge and surcharge in
advance at intervals of less than one year in accordance with the utility’s established billing periods.

2. The Distribution System Improvement Charge (DSIC) is a one-time charge to fund (N)
Engineering studies of system rehabilitation and 12t St. main replacement. (N)

(N)

I
I
I
I
I
I
|
|
(N)



CERTIFICATE OF SERVICE
| certify that | have by mail this day served atrue copy of draft Resolution W-4726 on all
partiesin these filings or their attorneys as shown on the attached list.

Dated November 4, 2008, at San Francisco, California

/Josie L. Jones

JOSIE L. JONES

NOTICE

Parties should notify the Division of Water and Audits, Public
Utilities Commission, 505 Van Ness Avenue, Room 3106,
San Francisco, CA 94102, of any change of address to insure
that they continue to receive documents. Y ou must indicate
the Resolution number of the service list on which your name

appears.
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James Cullen
2161 Albert St.
South Lake Tahoe, CA 96156

David Jinkens, City Manager
City of South Lake Tahoe
1901 Airport Way

South Lake Tahoe, CA 96150

Fern Erskine
786 Patricia Lane
South Lake Tahoe, CA 96150

Mike Mosca
PO Box 9136
South Lake Tahoe, CA 96158

Alan Miller
PO Box 7526
South Lake Tahoe, CA 96158

Leo Tate
PO Box 1605
South Lake Tahoe, CA 96156

Teri Jamin
1052 Tata Lane
South Lake Tahoe, CA 96150

Danny Freeman
dfreeman@laketahoegroup.com
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Lorenzo Gigliotti
lgigliotti@cityofslt.us

2101 Lake Tahoe Blvd.
South Lake Tahoe, CA 96150

Rita Frink
rfrink@lpainc.com

Maureen Froyum
920 Patricia Lane
South Lake Tahoe, CA 96150

Danny Lukins, Manager

Lukins Brothers Water Company
2031 West Way

South Lake Tahoe, CA 96150

Edmund Viray

Wulff, Hansen & Co.

351 California St.

San Francisco, CA 94104
eviray@wulffthansen.com

Saskia Asamura

Richards, Watson & Gershon

355 South Grand Avenue, 40th Floor
Los Angeles, CA 90071

213-626-8484

213-626-0078 (fax)
sasamura@rwglaw.com

Danilo Sanchez, Program Manager

Division of Ratepayer Advocates, Water Branch
505 Van Ness Ave., Rm. 3200

San Francisco, CA 94102



