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DECISION AUTHORIZING THE PURCHASE OF SATIVA LOS ANGELES
COUNTY WATER DISTRICT BY SUBURBAN WATER SYSTEMS

Summary

This decision authorizes Suburban Water Systems (Suburban) to purchase
the assets of Sativa Los Angeles County Water District (Sativa) for $11.8 million.
Included in the purchase price is a recognition of the land and water rights as
non-depreciable assets. The purchase price is authorized to be included in
Suburban’s rate base.

Suburban is authorized to expand its Certificate of Public Convenience
and Necessity to immediately include Sativa into its Whittier/La Mirada Service
Area for operational purposes. Eligible low-income Sativa customers may apply
for the Low-Income Ratepayer Assistance program as of the closing of the
acquisition.

Suburban is authorized to integrate the Sativa system into the
Whittier/La Mirada Service Area for ratemaking purposes as of January 1, 2024.
Beginning January 1, 2024, rates for Sativa customers will be determined in
Suburban’s 2023 general rate case which is to be filed on January 3, 2023. If the
acquisition closes prior to December 31, 2023, Sativa single unit rates will be
reduced to a flat rate of $62 per month plus fees and charges. After
December 31, 2023, Sativa rates will be subject to the Whittier/La Mirada Service
Area Zone 1 Commission approved rates and charges.

This decision also authorizes the establishment of the Sativa Transaction
Cost Memorandum Account and the Environmental Improvements and
Compliance Issues for Acquisitions Memorandum Account. Suburban is also
authorized to establish the Sativa Production Cost Balancing Account.

This decision also promotes the Commission’s nine goals set forth in the

Environmental and Social Justice Action Plan. Additionally, the acquisition of

_0.-
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Sativa by Suburban will help promote and improve the safety of the Sativa
system. Finally, the acquisition will not have an impact on the environment and
therefore is not subject to review under the California Environmental Quality
Act.

This decision closes the proceeding.

1. Background
1.1. Procedural Background
On August 13, 2021, Suburban Water Systems (Suburban) filed

Application (A.) 21-08-011 seeking authorization from the Commission to
purchase Sativa Los Angeles County Water District’s (Sativa) assets and for other
related approvals (Application). The Application was filed pursuant to

Sections 851 through 854 and Sections 2718 through 2720 of the Public Utilities
(Pub. Util.) Code, Commission Decision (D.) 99-10-064, Article 2 and Rule 3.6 of
the Commission’s Rules of Practice and Procedure.!

There were no protests or responses filed in this proceeding. The
Application appeared on the Commission’s daily calendar on August 18, 2021.
On September 9, 2021, Administrative Law Judge (AL]J) Resolution 176-3492
determined that this matter is ratesetting. A prehearing conference (PHC) was
held remotely on December 6, 2021. At the PHC, the County of Los Angeles
made an oral motion to be become a party in this matter. Los Angeles County’s
oral motion was granted at the PHC. On January 4, 2022, the Scoping Memo and
Ruling was issued.

1.2. Background on Sativa Water System

Sativa was previously owned and operated by the Sativa Los Angeles

County Water District and serves a population of approximately 6,837 through

1 Any future reference to Rules refers to the Commission’s Rules of Practice and Procedure,
unless stated otherwise.
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1,643 active service connections in the city of Compton and Willowbrook, an
unincorporated area of Los Angeles County.? The water system consists of two
active wells (Wells 3 and 5), one active connection with the Liberty Utilities
Compton/Willowbrook Water System, and one emergency connection with the
city of Compton.® The water system has a single pressure zone distribution
system with three operational hydropneumatics tanks, which each have a 10,000
gallon capacity.* Currently the water system does not have any storage tanks.’

1.3. Background on Suburban Water Systems

Suburban is a Class A regulated water company which serves a population
of approximately 300,000 people in Los Angeles and Orange Counties.®
Suburban is a subsidiary of Southwest Water Company which operates in six
states and serves approximately 600,000 customers.”

1.4. Events Leading to Suburban’s
Application to Acquire Sativa

On April 24, 2018, the Los Angeles County Board of Supervisors (Board of
Supervisors) directed the Los Angeles County Department of Public Health
(DPH) and Department of Public Works (DPW) to investigate numerous water
quality complaints raised by customers of Sativa, which at the time was a
separate and distinct agency from Los Angeles County with its own elected

governing board.®

2 See, Attachment 1 of Application.

3 Ibid.

4 Ibid.

> Ibid.

¢ Direct Testimony of Robert Kelly (Kelly Testimony) at 6.

7 Ibid.

8 Direct Testimony of William Russell Bryden (Bryden Testimony) at 2.
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The Board of Supervisors also instructed DPH and DPW to explore
solutions to ensure that appropriate management and governance were in place
so that adequate water service could be provided to Sativa customers.® On
June 1, 2018, California State Water Resources Control Board (SWRCB) issued
Compliance Order No. 04_22_18R_003 to Sativa, which determined that Sativa
had violated the California Safe Drinking Water Act.!

On June 12, 2018, the Board of Supervisors directed County staff to
support Assembly Bill (AB) 1577 (Gipson).!! AB 1577 sought to empower
SWRCB to assume authority over Sativa.!? AB 1577 also required Sativa to
accept administrative and managerial services from a short-term administrator
selected by SWRCB, while long-term strategies were being evaluated.!?

On July 11, 2018, the Local Agency Formation Commission for Los Angeles
County (LAFCO) formally initiated a dissolution proceeding for Sativa with the
goal of permanently replacing Sativa with another provider.* On
August 31, 2018, the California Legislature approved AB 1577, as amended, as an
urgency statute.’®> The Legislature found that AB 1577 needed to be effective
immediately to ensure that Sativa’s ratepayers had access to affordable, safe

drinking water as soon as possible.!¢

% Ibid.

10 Thid.
1d. at3.
12 Thid.

13 Thid.

14 Thid.

15 Thid.

16 Thid.
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On September 28, 2018, Governor Brown signed AB 1577 which was
enacted as California Health and Safety Code Section 116678.1” This law
provided the framework for Sativa to be taken over by an interim administrator,
the dissolution of Sativa’s Board and the eventual transfer to a permanent water
suppler.t®

The Director of DPW was assigned as Los Angeles County’s representative
for the assignment of administrator and interim operator of Sativa.!® On
October 31, 2018, SWRCB issued an order which dissolved the Sativa’s Board of
Directors, appointed DPW as an interim administrator of the Sativa system and
required the Director of DPW to take full financial, operation, and administrative
control of the Sativa system.?

On February 13, 2019, LAFCO formally dissolved the Sativa system which
became effective on March 19, 2019.21 Per the LAFCO dissolution Order,

Los Angeles County became the successor of the former Sativa system.?
Consistent with AB 1577, LAFCO directed Los Angeles County to solicit
proposals and identify a third party to take over permanent operation and
control of the Sativa system.?

Upon taking over the Sativa system, Los Angeles County performed a

rapid financial assessment which revealed that as of November 14, 2018, Sativa

had:

71d. at 4.
18 Thid.
19 Thid.
20 Thid.
21 Tbid.
22 Tbid.
2 Ibid.
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e zero dollars in its checking account;
e approximately $10,000 in a savings account;
e approximately $30,000 in overdue accounts payable; and

e approximately $30,000 bond payment due on
December 1, 2018.%

An additional analysis subsequently determined that as of
January 10, 2019, Sativa had approximately $65,000 in past due accounts payable
and approximately $87,000 bond payment due on June 1, 2019.%

By September 14, 2019, the County had discovered the following through
its own investigation, and an audit by certified public accountants:

e $1,000,000 in loan funds intended to finance the acquisition
and construction of a new well had been used for other
Sativa purposes;

e For Fiscal Year 2017-2018, expenditures exceeded revenues
by approximately $700,000;

e as much as $385,000 in cash disbursement transactions
could not be substantiated by supporting documents;

e an additional $92,000 in debit card charges could not be
substantiated by supporting documents; and

e an additional $84,000 in cash disbursement transactions
appear to be “non-legitimate” and “could possibly have
involved improper and/or unlawful actions.”2¢

In September 2019, DPW issued requests for proposals (RFP) for the
purchase of the Sativa system.?”” The proposals were evaluated on three criteria,

which was qualifications; financial; and plan to address the infrastructure of the

24 1d. at 4-5.
% Ibid.

26 Ibid.

27 1d. at 10.
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Sativa system.?® In November 2019, DPW received five written proposals and in
December 2019, DPW completed the evaluations of the RFPs and Suburban
received the highest score.?’

In March 2020, DPW started to negotiate with Suburban for the sale.
Suburban conducted due diligence and commissioned a valuation of the Sativa
system which resulted in an Asset Purchase Agreement (APA) and an
Operations and Management Order Agreement.?’ In April 2021, an APA with
Suburban was executed.?!

2. Issues Before the Commission

The issues before the Commission in this proceeding are as follows:

1. Does the Application comply with applicable law, rules,
and Commission decisions?

2. Should the Commission Approve the APA’s terms and
conditions, which includes a purchase price of
$11.8 million, in addition to prorated amounts set forth in
the APA?

3. Should the Commission Authorize Suburban to expand its
Certificate of Public Convenience and Necessity (CPCN) so
the company may assume all public utility responsibilities
for the operation and ownership of the water utility
operations in Sativa’s current service area?

4. Should the Commission’s decision establish the rate base of
the acquired system in this proceeding, to be the full
purchase price paid by Suburban for Sativa’s assets
covered by the APA?

5. Additionally, should the Commission approve Suburban’s
requests that included in the purchase price there be a

28 [bid.
2 Ibid.
30 Ibid.
31 Ibid.
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recognition of the land and water rights in the transaction
as non-depreciable assets?

6. Should the Commission allow Suburban to immediately
consolidate the Sativa system into Suburban’s
Whittier/La Mirada Service Area for operational
purposes?

7. Should the Commission authorize Suburban to allow
Sativa customers to apply for the Low-Income Ratepayer
Assistance program (LIRA) program and enroll if they
meet the eligibility criteria immediately after closing of this
transaction?

8. Should the Commission Allow Suburban to integrate the
Sativa system into the Whittier/La Mirada Service Area for
ratemaking purposes as of January 1, 2024, such that the
rates for Sativa customers beginning January 1, 2024,
would be determined in Suburban’s 2023 general rate case
(GRC) to be filed on January 3, 2023?

9. If the acquisition is approved and closes no later than
December 31, 2023, should the Commission authorize a
reduction in Sativa’s current flat rates for residential
service to $62.00 per month plus fees and charges and then
after December 31, 2023, should the Commission authorize
Sativa’s rates to be subject to the Whittier/La Mirada
Service Area Zone 1 Commission approved rates and
charges? It should be noted that if the acquisition closes
after December 31, 2023, Suburban requests that Sativa
customers be subject to the Whittier/La Mirada Service
Area Zone 1 Commission approved rates and charges in
effect at that time, converted to flat rates plus fees and
charges until the time that meters are installed.

10. Should the Commission authorize the establishment of a
Sativa Transaction Cost Memorandum Account (STMA),
pursuant to Commission Standard Practice U-27-W, to
track all transaction related costs with rate treatment to be
determined in Suburban’s subsequent GRC?

11. Should the Commission authorize the establishment of an
Environmental Improvements and Compliance Issues for

-9.
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12.

13.

14.

15.

Acquisitions Memorandum Account (EICIAMA) to
address any possible future required environmental
improvements and compliance issues?

Should the Commission authorize the establishment of a
Sativa Production Cost Balancing Account (SPCBA) to
defer any differences between recorded Water
Replenishment District (WRD) of Southern California
Replenishment Assessment rates and a requested adopted
rate of $382.00 per acre-foot (AF) until the Commission
establishes an updated WRD Replenishment Assessment
rate in Suburban’s next GRC?

Does the California Environmental Quality Act (CEQA)
apply?
Whether the Application aligns with or impacts the

achievement of any of the nine goals of the Commission’s
Environmental and Social Justice Action Plan?

Whether there are any safety issues which the Commission
must address?

3. Discussion and Analysis

3.1. Does the Application Comply with Applicable

Law, Rules, and Commission Decisions

Pub. Util. Code Sections 851-854 require advance approval of this

Commission before an acquisition or purchase transaction occurs. Proposed

water utility ownership changes are additionally reviewed under Pub. Util. Code

Sections 2718-2720 which require that the Commission use fair market value

when determining how much of the purchase price of the acquired water

company is to be incorporated into the acquiring, more financially secure water

company.

In evaluating whether an acquisition should be approved, the Commission

will consider among other things, whether the transaction will improve the

financial condition of the public utility, will maintain, or improve the

management of the utility and the quality of service to the utility’s ratepayers,

-10 -
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will be fair to employees of the utility, and will be generally beneficial to the
community served by the public utility.

As noted above, the Sativa system was mismanaged for a long period of
time. The mismanagement resulted in the Sativa system being poorly run and a
finding that Sativa violated the California Safe Drinking Water Act.>> DPW took
interim control of the Sativa system and made numerous improvements to the
quality of water provided. However, additional work is still needed.®

Suburban’s size, experience, and resources give it a distinct advantage of
being able to effectively and efficiently replace or upgrade systems to meet
increasingly stringent state and federal mandates.>* The purchase of Sativa by
Suburban will help to ensure compliance with California’s requirements to
upgrade water infrastructure, as required by Pub. Util. Code Section 2719, et seq.
(the Public Water System Investment and Consolidation Act of 1997
(Consolidation Act)). Because Suburban is a large utility it can address potential
problems quickly before they get worse.*> Additionally, Suburban has
employees with in-house expertise capable of addressing issues quickly and at a
cost savings.® Furthermore, Suburban has a larger customer base so the needed
infrastructure improvements that are needed at Sativa may have a smaller

impact on customers because they can be spread across the larger customer

base.?”

32 Bryden Testimony at 2.
3]d. at 8.

34 Kelly Testimony at 6.
1d. at7.

36 Ibid.

71d. at 8.
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Customer service will also be improved for Sativa customers because
Suburban has a large and specialized workforce which is nearby in the
Whittier/La Mirada Service Area.®® These employees are close by and can help
to address any service issues in a timely manner. Sativa customers will also have
access to expanded customer service options and more effective assistance in
emergencies.®* After the acquisition, customers in the Sativa system will have
access to on-line self-service options for many services.** Additionally, after the
acquisition of the Sativa system, customers will be able to enroll in paperless
billing, have multiple payment channels, and be able to reach call centers which
have multi-lingual representatives.*!

Suburban also has an excellent record of compliance with water quality
requirements. Suburban’s drinking water distribution and treatment operators
will monitor and operate the Sativa system to ensure compliance with SWRCB
Department of Drinking Water permit compliance requirements.*> Suburban
currently conducts over 10,000 water quality samples and tests each year.*3

The acquisition of the Sativa system will also help to promote conservation
of water. Currently, Sativa does not have a water conservation program.*

Suburban has an established and robust program that educates, encourages, and

B1d. at9.
¥ 1d. at 10.
40 Thid.

41 Tbid.

42 Tbid.

4 Tbid.

4 Tbid.
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facilitates water conservation.*® Sativa is currently unmetered.* Suburban
intends to install meters and eventually adopt the Whittier/La Mirada Service
Area’s tiered conservation rates effective January 1, 2024.4

Suburban intends to also make several capital improvements to the Sativa
system to ensure outstanding compliance issues are properly addressed.*
Suburban’s capital improvement plan for Sativa is to address the outstanding
compliance issues through prudent infrastructure investments to ensure Sativa
customers have a reliable and adequate supply of pure, wholesome, healthful
and potable water by correcting Sativa’s inadequate supply capacity that fails to
meet the Max Day Demand and Peak Hour Demand by adding wells and
reservoir storage; installing larger diameter pipelines; ensuring backup power; a
proper treatment system; installing meters; and improving customer service and
safety. ¥

The Application complies with Pub. Util. Code Sections 851-854, which
requires public utilities, including water system corporations, to seek
Commission approval before selling, leasing, acquiring or otherwise taking
control of any property necessary or useful in the performance of its duties to the
public. We find that the acquisition of the Sativa system by Suburban is in the

public interest.

 Ibid.
46 Ibid.
47 Ibid.

8 See, SWRCB Compliance Order No. 04_22_18R, dated June 1, 2018, at page 11, line §;
Subsequent Water Supply Permit No. 04_22_20P_009, dated December 23, 2020; and Direct
Testimony of Jorge Lopez, P.E. (Lopez Testimony) at 21.

4 Lopez Testimony at 22-26.
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Suburban has operated under the regulatory jurisdiction of the
Commission for many years. There can be no doubt that acquisition by
Suburban will benefit the Sativa system. As noted above, the acquisition will
improve service quality and offer many operational and safety advantages to
Sativa customers. Accordingly, we find that the Application complies with the
Commission’s requirements and therefore, Suburban’s Application should be
approved.

3.2. Is the Purchase Price of $11.8 Million the Fair
Market Value and Should the Purchase Price
Be Included In the Rate Base

Suburban requests the Commission authorize a rate base equal to the total
final purchase price of $11.8 million, (plus adjustments for prorations, if any) for
the purchase of the Sativa system. The Consolidation Act added Sections 2718,
2719, and 2720 to the Pub. Util. Code. The Commission’s Order Instituting
Rulemaking 97-10-048 examined acquisitions and mergers of water companies.
The final decision in that proceeding, D.99-10-064, approved the terms of a
settlement agreement as the guidelines for mergers and acquisitions of water
utilities in accordance with Pub. Util. Code Sections 2718, et seq.

Pub. Util. Code Section 2719 contains the Legislature’s finding and
declaration that: (1) “Public water systems are faced with the need to replace or
upgrade ... infrastructure to meet increasingly stringent ... laws and
regulations”; (2) “Increasing amounts of capital are required to finance the
necessary investment in public water system infrastructure”; (3) “Scale
economies are achievable in the operation of public water systems”; and
(4) ”"Providing water corporations with an incentive to achieve these scale

economies will provide benefits to ratepayers.”

-14 -
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As a public water system, the proposed sale/acquisition of Sativa is
governed in part by Pub. Util. Code Section 2720(a), which deals specifically with
valuation of public water systems acquired by water corporations. It states:

a. The Commission shall use the standard of fair market
value when establishing the rate base value for the
distribution system of a public water system acquired by a
water corporation. This standard shall be used for
ratesetting.

(1) For purposes of this section, “public water system”
shall have the same meaning as set forth in
Section 116275 of the Health and Safety Code.

(2) For purposes of this section, “fair market value” shall
have the same meaning as set forth in
[S]ection 1263.320 of the Code of Civil Procedure.>

Health and Safety Code Section 116275(h) defines “public water system”

as follows:

b. “Public water system” means a system for the provision of
water for human consumption through pipes or other
constructed conveyances that has 15 or more service
connections or regularly serves at least 25 individuals daily
at least 60 days out of the year. A public water system
includes the following:

(1) Any collection, treatment, storage, and distribution
facilities under control of the operator of the system
that are used primarily in connection with the system.

(2) Any collection or pretreatment storage facilities not
under the control of the operator that are used
primarily in connection with the system.

%0 Section 1263.320 of the Code of Civil Procedure sets forth two options for determining fair
market value - (a) the highest price on the date of valuation that would be agreed to by a seller,
being willing to sell... and a buyer , being ready, willing and able to buy...with full knowledge
of all the uses and purposes for which the property is reasonably adaptable and available, and
(b) [for property taken for which there is no relevant, comparable market] the value on the date
of valuation as determined by any method of valuation that is just and equitable.

-15 -
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(3) Any water system that treats water on behalf of one or
more public water systems for the purpose of
rendering it safe for human consumption.

The complete terms of the purchase are set forth in the APA.>! Specifically,
Suburban will acquire the assets of Sativa which consists of the following: four
parcels of land; all easements in favor of Sativa; structures and improvements on
the four parcels of land; wells, reservoirs, tanks, and standpipes; water mains
and valves; system hydrants; water system equipment and vehicles; and water
rights, which namely consists of 474 AF of adjudicated Central Basin
Groundwater Rights held by Sativa.>?

Pursuant to the APA, Suburban will purchase Sativa for $11.8 million,
which Suburban asserts is less than the Replacement Cost New Less
Depreciation (RCNLD).>® The purchase price reimburses Los Angeles County for
all out-of-pocket costs in connection with the takeover and operation of the
Sativa system through the anticipated closing date as well as all capital
improvements that have been completed.> The purchase price does not include
the value of any capital improvements incurred by Los Angeles County that
were paid for or reimbursed by State grant funding.>

MR Valuation Consulting completed a valuation of the assets that
comprise the Sativa system.>® The qualifications of the appraisers are set forth in

the testimony of Calvanico and Rodriguez. Based on valuation theory, employed

51 See, Attachment 1 to the Application.

52 See, Exhibit A to Attachment 1 of the Application.
3 See, Bryden Testimony at 10.

54 Ibid.

% Ibid.

% See, Attachment 5 of Application at 43.
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methodology, assumptions, and analyses, the RCNLD of the Sativa system is
$22,223,000 as of April 20, 2021.>” The value is comprised of $18,203,000 of
non-grant funded and $4,020,000 of grant funded assets (the grant funded assets
are net of depreciation.)>®

The Consolidation Act requires that the Commission use the fair market
value as the rate base value of the acquired distribution system. The purchase
price as described above fits the definition of “fair market value” set forth in
Code of Civil Procedure Section 1263.320(a). The purchase price was established
through the negotiations of a willing buyer and a willing seller, each with full
knowledge of all the uses and purposes for which Sativa’s assets are reasonably
adaptable and available. Therefore, Pub. Util. Code Section 2720 supports the
inclusion in rate base of the full purchase price.

The purchase price, determined in conformance with this definition of fair
market value, is less than the replacement cost of the Sativa water system.
However, Pub. Util. Code Section 2720 would have allowed a purchase price
more than replacement costs to be included in rate base if the excess amounts
were “fair and reasonable.” In determining whether such excess amounts are
“fair and reasonable,” Pub. Util. Code Section 2720 requires the Commission
“shall consider whether the acquisition of the public water system will improve
water system reliability, whether the ability of the water system to comply with
health and safety regulations is improved, whether the water corporation by
acquiring the public water system achieve efficiencies and economies of scale
that would otherwise not be available, and whether the effect on existing

customers of the water corporation and the acquired public water system is fair

7 Ibid.
%8 [bid.
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and reasonable.” This transaction meets the standard set forth in Pub. Util. Code
Section 2720. Therefore, we find the purchase price of $11.8 million to be the fair
market value of the Sativa system.

The purchase price of $11.8 million shall be included in the rate base. In
addition, the rate base may be adjusted for transaction costs, depending on the
resolution of recovery of such costs in Suburban’s subsequent GRC. The Sativa
purchase price of $7,468 per customer is reasonable and is the lowest purchase
price per connection of all the currently pending water system transfers before
the Commission, other than those involving the smallest Class D water utilities.>

3.3. Land and Water Rights as
Non-Depreciable Assets

Suburban requests that as, part of the rate base recognition of the purchase
price, the Commission further recognize the water rights included in the
transaction as a non-depreciable asset. Sativa holds 474 AF of groundwater
pumping rights in the Central Basin.®® The water rights are included as part of
this asset purchase.®! Suburban will use Sativa’s 474 AF of Central Basin water
rights to serve Sativa customers.5?

Central Basin rights are significantly less costly to produce than water
from purchased imported water sources and their use minimizes water
production costs.®®> Suburban’s acquisition of Sativa’s Central Basin rights helps

to ensure supply reliability and water supply cost stability for Sativa’s customers

% Kelly Testimony at 17.
0 Lopez Testimony at 3.
61 Ibid.
62 Ibid.
63 Ibid.
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without reducing supply reliability or increasing water supply costs to
Suburban’s customers.*

Water supply is a utility’s biggest expense, and use of the least expensive
sources should be maximized.®® Sativa’s significant Central Basin groundwater
rights provide its customers with access to water that costs significantly less than
treated imported water.®® Production of this local water also has a significantly
lower environmental impact (carbon footprint) than water pumped and
transported from Northern California or the Colorado River.®”

Suburban has experience as a groundwater producer. Suburban is
primarily a groundwater producer.®® Suburban has substantial and long running
experience producing ground water from the Main San Gabriel Basin, and the
Central Basin groundwater basins.®® Suburban is the largest water rights holder
in the Main San Gabriel Basin at 12.5 percent of the Operating Safe Yield.”
Suburban produces water through its own Main Basin wells and is also a partner
in the U.S. Environmental Protection Agency’s Baldwin Park Operable Unity,
where Suburban receives highly treated water from the Valley County Water
District (VCWD) SA-1 treatment plant and the La Puente VCWD treatment
plant.”!

64 Ibid.

65 Id. at 23-24.
% Ibid.

o7 Ibid.

8 1d. at 4.

% Ibid.

70 Ibid.

1 Ibid.
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An appraisal of the water rights value was conducted by Rodney T. Smith
of Statecom.”? These water rights were appraised at $7,105,517.7 In testimony,
Suburban requests that the water rights be included in post-acquisition rate base
at a proportional 37.8 percent of the requested consideration paid of $11,800,000,
or $4,462,723.74 The Commission’s Uniform System of Accounts for Class A
Water Ultilities includes water rights in Land and Land Rights, which are
included in Utility Plant in Service as part of a water system purchase or
consolidation.”

As noted above, by ensuring Suburban’s customers have access to low-cost
sources of supply, the water rights provide beneficial use and therefore should
be included in utility plant in service as part of the proposed consolidation. The
Commission has previously allowed this in other proceedings.”

In approving California American Water’s acquisition of the Adams Ranch
Mutual Water Company, the Commission determined the water rights were
“supported by a valuation study accepted by both parties and is just and
reasonable.””” Additionally, in approving California American Water’s
acquisition of the assets of the Fruitridge Vista Water Company (Fruitridge), the
Commission determined that the Independent Appraisal provided in that case
“properly includes all of Fruitridge’s assets.” That Independent Appraisal

included within subject property “water distribution assets,” which it described

72 See, Attachments 1 and 2 to testimony of Smith.
73 See, Attachment 2 to testimony of Smith.
74 Kelly Testimony at 19 and Attachment 4 of Kelly Testimony.

7> California Public Utilities Commission Uniform System of Accounts, Utility Plant
Instruction 9, page A55 and page 35, Utility Plant Purchased.

76 1d. at 20
71d.
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as “wells, treatment facilities, distribution facilities, maintenance assets, billing
software, land and easements, buildings and all facilities and equipment used in
the production and delivery of water to customers, including water rights and
Fruitridge’s wholesale water service agreement with Sacramento.””®

We believe that the water rights owned by Sativa will provide a benefit to
Sativa customers. We conclude that, as part of the rate base, the water rights
included in this transaction should be treated as a non-depreciable asset in
accordance with Suburban’s proposal. We find that the water rights should be
included in post-acquisition rate base at a proportional 37.8 percent of the
requested consideration paid of $11,800,000, or $4,462,723.7°

3.4. Consolidation of the Sativa System Into
Suburban’s Whittier/La Mirada Service Area for
Operational Purposes and Expansion of
Suburban’s CPCN to Include the Ownership
and Operation of the Sativa System

Suburban requests that the Commission allow Suburban to immediately
consolidate the Sativa system into Suburban’s Whittier/La Mirada Service Area.
Suburban’s Whittier/La Mirada Service Area is approximately 11 miles from the
Sativa system, which makes it the closest of Suburban’s service areas to the
Sativa system.® Like the Sativa system, the Whittier/La Mirada Service Area
depends upon groundwater produced from the Central Basin groundwater

basin.®! Additionally, being close to the Sativa system will allow employees in

78D.19-12-038 at 13.

7 Although we are allowing the water rights to be included in the post -acquisition rate base in
this matter, this is a situation unique to this proceeding and should not be considered as
precedent or binding on the Commission in future proceedings.

80 Attachment 10 to the Application at 122.
81 Ibid.
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the Whittier/La Mirada area to efficiently address any customer needs in the
Sativa district.

Due to the proximity and similarities of the Whittier/La Mirada Service
Area, consolidating the Sativa system with the Whittier/La Mirada Service Area
is logical. Sativa customers will benefit from this because they will have
expanded access to all the services provided in the Whittier/La Mirada system
such as multiple payment channels and call centers with multilingual customer
service representatives. Immediate consolidation of the Sativa system with the
Whittier/La Mirada system will allow Suburban to efficiently manage the Sativa
system. Therefore, we authorize Suburban to immediately consolidate the Sativa
system with its Whittier/La Mirada service area for operational purposes.

Prior to assuming the responsibilities of Sativa, it will be necessary for
Suburban to expand its current CPCN to include the Sativa Service Area.
Expanding its CPCN will allow Suburban to assume all public utility
responsibilities for the operation and ownership of water utility operations in
Sativa’s current service area. Therefore, we approve Suburban’s request to
expand its CPCN to include the ownership and operation of the Sativa system.
Upon issuance of a new operating permit from SWRCB, Suburban’s CPCN
should be expanded to include the Sativa service area.

3.5. Expansion of Suburban’s LIRA Program to
Allow Eligible Sativa Customers to Enroll
Immediately After Closing of the Acquisition

Sativa lacks a low-income assistance program. Suburban requests that the
Commission authorize it to allow Sativa customers to apply for the LIRA
program and enroll in the program immediately after closing if they meet

eligibility requirements. Sativa customers would normally not become eligible to
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participate in Suburban’s low-income program until completion of Suburban’s
next GRC on January 2, 2024.82

Suburban’s large customer base has a sufficient economy of scale to help
absorb additional customers into its existing low-income program with minimal
impact on non-participating customers. Suburban does not anticipate the need
for changes to its current LIRA surcharge at this time.

Suburban also has the advantage of an existing low-income customer
information sharing mechanism with energy companies to identify customers
who qualify for low-income programs which allows it to identify potentially
eligible low-income customers who may be unaware of the program or unsure
how to participate.?*

The Commission has a longstanding goal of assisting low-income
ratepayers. Allowing Sativa customers to immediately enroll in the LIRA
program will help further this goal. Additionally, allowing low-income
customers to enroll as soon as the transaction closes will help further the
Commission’s interest in assisting low-income customers, particularly during the
COVID-19 public health emergency and the current economic challenges
presented by COVID-19.

The Commission approved a similar request from California American
Water Company on December 4, 2020. Allowing Sativa’s eligible low-income
customers to enroll on Suburban’s LIRA program at the close of the acquisition

will provide substantial benefits to the eligible customers. Therefore, we

82 Kelly Testimony at 11.

8 The low-income surcharge applies to all non-low-income customers in Suburban’s service
area.

8 Kelly Testimony at 11.
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approve this request. Suburban shall submit a Tier 2 Advice Letter to implement
this request.

3.6. Integration of the Sativa System Into the
Whittier/La Mirada Service Area for
Ratemaking Purposes Beginning
January 1, 2024, and Flat Rates for Service
Prior to December 31, 2023

Sativa customers do not have water meters and have been billed at a flat
rate. Suburban requests the Commission allow Suburban to charge Sativa
customers a flat rate from the time the acquisition closes through
December 31, 2023.% If the acquisition closes before December 31, 2023,
Suburban proposes that Sativa customers be charged $62.00 per month as the
base charge for a single unit (and multiples of that amount for each additional
unit or portion thereof consistent with the rate schedule described in the APA,
Section 8.U) along with applicable surcharges, credits, taxes and franchise fees.
Single unit Sativa customers currently pay a flat rate of $67.82.87 This results in a
decrease of approximately 8.6 percent.

Providing a reduction of monthly bills for single unit Sativa customers will
benefit Sativa customers. Many of Sativa customers have limited income and
may have been adversely impacted by the COVID-19 emergency. Therefore, we
approve Suburban’s request to charge single unit Sativa customers a flat base
rate of $62.00 per month from the time the acquisition closes through

December 31, 2023.88

8 Application at 7.
8 See, Kelly Testimony at 20; Attachment 1 at Section 8.U; and Application at 7.
87 Kelly Testimony at 20.

8 If the acquisition closes after December 31, 2023, Sativa customers will be incorporated into
and subject to Commission-approved tariffs for Suburban’s Whittier/La Mirada Service Area
Zone 1, including the rates applicable to Suburban’s Whittier/La Mirada service area along

-24 -



A.21-08-011 ALJ/GK1/nd3 PROPOSED DECISION

Suburban does not seek immediate consolidation of Sativa’s rates with
Suburban.?? Therefore, there is no immediate effect on Sativa customers because
Suburban has agreed to defer addressing Sativa’s revenue requirement until
Suburban’s 2023 GRC.?° Similarly, neither would there be any impact on
Suburban customers until January 1, 2024.°! If Sativa were immediately
integrated for rate purposes, Sativa customers would see a 1.09 percent increase
in their bills.”? All rate changes to address the acquisition will be considered in
Suburban’s 2023 GRC.”

Although the acquisition will have some rate impact it is important to note
that there will also be cost savings following the acquisition. When Sativa was
operated as a stand-alone water district it consisted of five part-time board
members, a general manager, two operators and two customer service
representatives.®* Its wages, retirement and health contributions totaled
$387,182.16.% In comparison, Suburban expects to add only one full-time
employee with an estimated labor cost of only $73,943.° In addition, there may
be other potential savings including possible lower costs for materials, savings

on contracts for engineering projects, and savings from the use of in-house

with applicable surcharges, credits, taxes, and franchise fees in effect at that time, converted to
flat rates until the time that meters are installed.

8 Kelly Testimony at 21.
% Ibid.
91 Ibid.
92 Ibid.
% Ibid.
% Kelly Testimony at 22.

% https:/ / publicpay.ca.gov/Reports/SpecialDistricts / SpecialDistrict.aspx?entityid=2401&year
=2018.

% Kelly Testimony at 22.
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engineers to perform work.”” The specific items mentioned above will not
necessarily create dollar-for-dollar savings, as much of the associated work will
still need to be performed; however, Suburban may be able to leverage existing
economies of scale to perform the work at lower cost, creating long-term savings
for Sativa and Suburban customers.”

3.7. Memorandum and Balancing Accounts

In its Application, Suburban requested the Commission authorize the
establishment of two memorandum accounts (STMA and EICIAMA) and one
balancing account (SPCBA).

Suburban requests the approval of the STMA because it asserts that with
any acquisition, certain transaction costs are inevitable.”” Suburban has incurred
and expects to continue to incur costs for outsourced services, such as legal,
engineering, surveying, the appraisal, noticing, and other professional activities
necessary to complete the proposed transaction.!® Suburban requests that the
Commission approve the establishment this memorandum account to track these
transaction costs.

For the Commission to grant this request, it must meet the requirements
for memorandum accounts as set forth in Standard Practice U-27-W. Standard
Practice U-27-W requires the following;:

e The item is caused by an event of exceptional nature not
under the utility’s control;

e It could not have been reasonably foreseen in the utility’s
last GRC and will occur before the utility’s next scheduled

rate case;
7 Ibid.
% Ibid.
9 See, Kelly Testimony at 25.
100 Thid.

- 26 -



A.21-08-011 ALJ/GK1/nd3 PROPOSED DECISION

e Itis of a substantial nature in the amount of money
involved; and

e The ratepayer will benefit by the memorandum account
treatment.

Here, the expenses are caused by an event outside of Suburban’s control.
When a smaller water system is acquired, there are inherent transaction costs.
These costs have been and will be incurred between rate cases.

The expenses that will be incurred could not have been foreseen in
Suburban’s last GRC and will likely be incurred before the next GRC cycle. The
acquisition of Sativa could not have been included in the 2020 GRC, because the
agreement to acquire Sativa was not executed until April 20, 2021, and the GRC
was filed on March 2, 2020.101

As noted above the transaction costs include outsourced services, such as
legal, engineering, surveying, the appraisal, noticing, and other professional
activities.!%? These costs will likely be substantial.

The purchase of Sativa promotes the Commission’s and SWRCB’s goals
and directives which encourage the purchase of smaller water utilities.
Ratepayers will benefit from the memorandum account as it allows for the
tracking of costs for future prudency and reasonableness review by the
Commission prior to cost recovery.

The Commission has previously authorized similar memorandum
accounts in other acquisitions.!® We grant Suburban’s request for the
establishment of the STMA. We remind Suburban that the establishment of a

memorandum account is not a guarantee that all costs recorded will be

101 ]d. at 26.
102 Ibid.
103 See, D.19-04-015 and D.19-12-038.
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recoverable. Suburban is required to keep a detailed accounting of all such costs
so that these costs can be scrutinized and evaluated to ensure that they are
reasonable. Suburban shall file a Tier 1 Advice Letter to establish the STMA.1%

The only remaining issued regarding the STMA is what should be the
effective date for the establishment of the STMA? The Application requests
authority to track both past and future costs associated with the acquisition. We
are concerned that allowing costs to be tracked prior to the effective date of the
Application could be retroactive ratemaking. Previously, we have allowed the
establishment of similar memorandum accounts to be effective as of the date of
the filing of the application.!® Furthermore, per Pub. Util. Code Section 1731(a),
the Commission may set the effective date of a decision before the date the
decision is issued. Here, to avoid any retroactive ratemaking, we find that the
effective date of the STMA shall be August 13, 2021, which is the date the
Application was filed. The STMA shall be closed once recovery is sought.

Suburban also request the approval of the EICIAMA for the tracking of
possible environmental costs.!® The expenses involved in environmental
compliance and required improvements meet the four-prong test for establishing
new memorandum accounts set forth above. The cost to address the

environmental compliance issues has yet to be determined pending State and/or

104 The draft tariff for the STMA was included as Attachment 2 to the Application.
105 See, D.19-09-026, D.18-11-051, D.18-06-029, D.19-01-019, and D.21-02-009.

1% Examples of such costs include but are not limited to: construction of a welded steel
reservoir to provide operational, fire flow and emergency water storage; drilling a new well to
increase groundwater production capacity to reliably meet demands and provide fire flow
capacity; installing back-up power generators to maintain system pressure during power
outages; increasing pipe diameter to increase transmission capacity to improve flushing
velocities to clean debris from pipes and available fire flow; and installing meters to measure
water delivered to customers.
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other agencies implementation of current or proposed regulations.!”” Since these
costs are yet to be determined by State regulatory agencies, this means the costs
are not under utility control nor can the expenses be reasonable foreseen.
However, addressing these issues will help to ensure safe and environmentally
compliant service, which is a benefit to ratepayers. The memorandum account
treatment helps make certain that the requisite capital expenditures will be
subject to regulatory oversight and that funds are used judiciously.

To provide timely recovery of the costs tracked to the memorandum
account, Suburban requests authorization to file advice letters for recovery on an
annual basis beginning on March 1, 2024, for costs tracked in 2021. Subsequent
advice letters will be filed on March 1, 2025, and March 1, 2026, for costs tracked
in the years 2022 and 2023, respectively. Further advice letters should not be
necessary as the acquisition should be fully incorporated into Suburban’s
revenue requirement beginning with the Test Year 2024.

We have previously approved similar requests in A.14-07-005, A.15-08-024,
A.15-12-016, and A.17-12-006. Therefore, we grant Suburban’s request for the
establishment of the EICIAMA and the filing of annual advice letters for
recovery on an annual basis. Requests for recovery of any balance shall be made
by a Tier 1 Advice Letter filing consistent with General Order (GO) 96-B and
standard practices. We again remind Suburban that it bears the burden to
establish that the costs recorded are reasonable and that just because a cost is
recorded does not mean that it will automatically be recovered.

In its Application, Suburban requests that the Commission approve the
SPCBA to defer any differences between recorded WRD Replenishment
Assessment rates and a requested adopted rate of $382.00 per AF until the

107 Kelly Testimony at 27.
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Commission establishes an updated WRD Replenishment Assessment rate in
Suburban’s next GRC. This request is made pursuant to the provisions of
Pub. Util. Code Sections 454 and 792.5.

Sativa will not be integrated with Suburban’s Whittier/La Mirada Service
Area for ratemaking until 2024.1% In the interim, there may be changes in
non-controllable WRD Replenishment Assessment rates which Suburban would
be responsible for. Suburban would not otherwise be able to recover/refund
uncontrollable changes in WRD Replenishment rates until prospectively after the
Sativa water system has been combined with Suburban’s Whittier/La Mirada
service area, which is not expected to occur until Suburban’s 2023 GRC.!® The
SPCBA will allow Suburban to defer the effects of these non-controllable
variations.!® Suburban’s current estimate of annual WRD Replenishment
Assessment charges post-acquisition is 465.69 AF.11!

The SPCBA would provide treatment like Suburban’s existing balancing
account treatment for WRD Replenishment Assessment charges with an adopted
rate of $382.00 per AF. The SPCBA would only apply to changes in WRD
Replenishment Assessment rates but would not apply otherwise to changes in
the amount of water pumped. In Suburban’s next GRC, any balances in the
SPCBA would be consolidated with Suburban’s WRD balances, and the SPCBA
would then be eliminated.!!?

The Commission has previously authorized Suburban balancing account

treatment for variations in the WRD Replenishment rate based on $297 per AF,

108 Id. at 24.

199 Ibid.

10 Ibid.

1 Ibid.

12 The draft tariff for this account is included as Attachment 4 to the Application.

-30 -



A.21-08-011 ALJ/GK1/nd3 PROPOSED DECISION

which was the rate in effect on January 1, 2018. We, therefore, approve
Suburban’s requests for interim treatment for Sativa based on the current
replenishment rate of $382 per AF. Amortization of this account will occur when
the balance reaches two percent of annual revenues by filing a Tier 1 Advice

Letter or at any level via a GRC application.

3.8. CEQA Review is Not Required
For This Transaction

Rule 2.4 requires applications to address the applicability of the CEQA to
the proposed project or transaction that is the subject of the application. The
transaction described in this application is not subject to CEQA because it does
not constitute a “project” within the meaning of CEQA. Projects under CEQA
are those specifically defined as any “activity which may cause either a direct
physical change [to] the environment, or a reasonably foreseeable indirect
physical change in the environment.”11?

This application seeks Commission approval of the acquisition of assets
from Sativa by Suburban. Once sold and transferred, there will be no change in
the operation of the assets. They will be used and operated in the same manner
and for the same purposes for which they are currently being used. The
Commission has consistently held such a transfer of control and operation of
existing water system facilities does not result in any changes to the
environment, and thus, an application seeking authorization for such a

transaction is not subject to CEQA.114

113 See California Public Resources Code § 21065.
114 See, D. 13-01-033 and D.11-03-016
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Since no “direct or reasonably foreseeable indirect physical change in the
environment” will occur because of the proposed transaction, it therefore is not
subject to the provisions of CEQA.

3.9. Alignment with the Commission’s
Environmental and Social
Justice Action Plan

In February 2019, the Commission adopted its Environmental and Social
Justice (ES]) Action Plan as a comprehensive strategy and framework for
addressing ES] issues in each proceeding. Environmental justice means the fair
treatment of people of all races, cultures, and incomes with respect to the
development, adoption, and enforcement of environmental laws, regulations,
and policies.!>

The community served by the Sativa system is considered by the
Department of Water Resources to be a Disadvantaged Community. The 2020
Census estimates that residents in the area served by the Sativa system are
79.9 percent Hispanic, 17.0 percent Black or African American; 39.4 percent of
dwellings are owner occupied; 75.1 percent speak a language other than English
at home; 55.2 percent graduated high school and 7.1 percent have attained a
bachelor’s degree or higher; 22.4 percent are considered persons in poverty,
18.3 percent are persons without health insurance under the age of 65; and the
median household income is $43,781.116

The Commission’s ESJ Action Plan identifies existing inequities and
proposes actions for how the Commission can use its regulatory authority to

address health and safety, consumer protection, program benefits, and

115 https: / /www.cpuc.ca.gov /news-and-updates / newsroom/ environmental-and-social-justice-
action-plan.
116 https:/ /www.census.gov / quickfacts / fact/ table / willowbrookcdpcalifornia/PST045219.
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enforcement to encompass all the industries it regulates, including energy, water,
and communications programs. Goal 3 of the Commission’s ESJ Action Plan is to
improve access to high-quality water, communications, and transportation
services for ES] communities.!'” For water utilities, objectives for this goal
include (1) consolidating small water systems; and (2) expanding low-income
programs.118

With respect to the first objective, the Commission’s ES] Action Plan
recognizes that consolidation is an important tool to ensure safe and reliable
water. The Commission has previously recognized that “Smaller water
companies often do not have the resources or expertise to operate in full
compliance with increasingly stringent and complex water quality regulations.
Many water companies are too small to be viable in the long-term, raising
questions as to whether they will be able to continue to provide clean and
reliable water in the future.”'%

Suburban will bring economies of scale, internal expertise, access to
resources, and greater knowledge and experience.!?’ These will help maintain
the highest standards of water quality and improve infrastructure
development.'?! Suburban’s size, financial strength, and the breadth of expertise
of its employees, allow it to implement strong conservation programs and setting

rates that balance investment, conservation, and affordability.!?? In addition,

117 Environmental and Social Justice Action Plan, Version 1.0, February 21, 2019 (ES] Action
Plan) at 7.

118 EST Action Plan at 16.

19 California Public Utilities Commission 2010 Water Action Plan at 9.
120 Kelly Testimony at 13.

121]d. at 14.

122 Ibid.
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Suburban can spread costs to operate, maintain, and invest over a much larger
customer base.!?® Suburban’s resources will be used to improve the water
quality and level of customer service in Sativa.1?*

Related to the second objective, Suburban has a well-established
low-income support program to help customers with their monthly bills.1?>
Sativa’s qualifying customers would have access to Suburban’s program that
provides a monthly bill reduction of $7.39 per month.'?® Small water systems
like Sativa do not have a sufficient customer base to support such a program.'?’
As part of the program, Suburban coordinates with energy companies to identify
low-income customers who qualify, which is important because some qualified
customers may be unaware of such programs or unsure how to subscribe to
them.!?® Given that many Californians are experiencing financial difficulties due
to the COVID-19 pandemic, providing access to Suburban low-income support
program is a significant benefit, particularly for the most vulnerable
customers.'?

Suburban’s community outreach, supplier diversity program, and
multilingual capability also provide benefits to the ES] community.t*

First, Suburban’s website highlights events where employees participate in

community outreach such as Meals on Wheels, food drives, and school supply

125 ]d. at 9.

124 Bryden Testimony at 13.
125 Kelly Testimony at 14.
126 Thid.

1271d. at 11.

128 Ibid.

129 Ibid.

130 Jd. at 14.
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drives.3! All these events benefit the communities Suburban serves.!32
Additionally, Suburban participates in various community events by conducting
presentations to customers at landscape/ gardening workshops and local
organizations.*® Suburban will extend this community outreach and
involvement to include the Sativa community once the acquisition is finalized.!3*

Second, Suburban’s supplier diversity program encourages Suburban in
meeting and exceeding the goals of GO 156 to purchase from diverse vendors
(Woman, Minority, Disabled Veteran, and LGBQT).1*® Suburban has led
Commission-regulated water utilities with the highest percentage of supplier
diversity procurement for the past three years, and in 2020, its supplier diversity
procurement spending exceeded 50 percent for the first time.!3¢

Third, Suburban employs multilingual office and field staff who speak
both Spanish and English to serve the primary languages spoken in the
communities it serves. Customer call center employees live in Southern
California and work out of the La Mirada and West Covina offices. They are
familiar with Los Angeles County and participate in many events to support the
communities.

There is a clearly a public interest benefit for Suburban to acquire the
Sativa water system and leverage their customer service, operations experience,
and resources to improve the water system’s reliability, to improve compliance

with health and safety regulations, and to achieve economies of scale that are not

131 Ibid.
132 Ibid.
133 Ibid.
134 Ibid.
135 1d. at 15.
136 Ibid.
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possible for a system of Sativa’s relatively small size. Suburban’s continued
commitment to community outreach and the supplier diversity program is also a
benefit to the public. Therefore, we conclude that approval of this Application
will help promote and further the Commission’s ES] Action Plan goals.

3.10. Safety

Prior to approving this Application, the Commission must ensure that
there are no safety issues or concerns present. From the information contained in
the Application and testimony, Suburban takes safety issues seriously.
Suburban’s Safety and Security Manager ensures that employees have the
training and resources available to safely perform their roles.!3” Suburban also
has an extensive health and safety program which employees receive frequent
training on, and they have weekly safety meetings!®. Additionally, plant sites
have multiple layers of physical and electronic security to help protect water
system assets.!®

The acquisition will allow Suburban to improve the water quality of the
Sativa system.!¥? Suburban will also address all outstanding compliance issues
that are present with the Sativa system.!4!

We are convinced that the acquisition of Sativa by Suburban will help
promote and improve the safety of the Sativa system. We find that the
acquisition promotes safety by helping to ensure that Sativa customers have
long-term access to safe and reliable water. We also find that Suburban

promotes safety culture amongst its employees and will continue to do so with

137 See, Attachment 10 of the Application.
138 Lopez Testimony at 28-30.

139 Ibid.

1401d. at18.

44, at 21.
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the Sativa system. Accordingly, there are no safety issues which need to be
addressed in this Application.

4. Admission of Testimony

Since evidentiary hearings were not held in A.21-08-011, there was no
opportunity to enter prepared testimony into the record. To fairly assess the
record, it is necessary to include all testimony served by Suburban. In its motion
of December 16, 2021, Suburban requested, pursuant to Rule 13.8(c) that the
Commission receive its Exhibits into the record of A.21-08-011. Therefore, we
identify the versions of Suburban’s supporting testimony as Exhibits Suburban-1,
-2,-3, -4, -5, and -6.142 Given the necessity of Suburban’s testimony to our
assessment of the proposals put forth, we admit into evidence the versions of
Suburban’s Exhibits mentioned above.

5. Conclusion

Suburban’s request to purchase the assets of Sativa for $11.8 million is
approved. As such, Suburban is authorized to expand its CPCN to include
Sativa into its Whittier/La Mirada Service Area. Eligible low-income Sativa
customers may apply for the LIRA program as of the closing of the acquisition.

Suburban is authorized to integrate the Sativa system into the
Whittier/La Mirada Service Area for ratemaking purposes as of January 1, 2024.
Beginning January 1, 2024, rates for Sativa customers will be determined in
Suburban’s 2023 GRC which is to be filed on January 3, 2023. Prior to
December 31, 2023, Sativa rates will be reduced to a flat rate of $62 per month
plus fees and charges. After December 31, 2023, Sativa rates will be subject to the

142 Exhibit Suburban-1 - Direct Testimony of William Russell Bryden; Exhibit Suburban-2 -
Direct Testimony of Joseph J. Calvanico; Exhibit Suburban-3 - Direct Testimony of Robert Kelly;
Exhibit Suburban-4 - Direct Testimony of Jorge Lopez, P.E.; Exhibit Suburban-5 - Direct
Testimony of Mark Rodriguez; and Exhibit Suburban-6 - Direct Testimony of Rodney T. Smith.
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Whittier/La Mirada Service Area Zone 1 Commission approved rates and
charges.

Suburban is also authorized to establish two memorandum accounts and
one balancing account. There is no indication that CEQA applies to this
transaction. The purchase of Sativa by Suburban will help promote the safety of
the Sativa system by helping to ensure safe and reliable access to clean water.
Additionally, this transaction helps to further the Commission’s ES] Action Plan.

6. Comments on Proposed Decision

This is an uncontested matter in which the decision grants the relief
requested. Accordingly, pursuant to Pub. Util. Code Section 311(g)(2) and
Rule 14.6(c)(2), the otherwise applicable 30-day period for public review and
comment is waived.

7. Assignment of Proceeding

Genevieve Shiroma is the assigned Commissioner and Gerald F. Kelly is
the assigned ALJ in this proceeding.
Findings of Fact

1. Sativa was previously owned and operated by the Sativa Los Angeles
County Water District.

2. Sativa serves a population of approximately 6,837 through 1,643 active
service connections in the city of Compton and Willowbrook, an unincorporated
area of Los Angeles County.

3. Suburban is a Class A regulated water company which serves a population
of approximately 300,000 customers in Los Angeles and Orange Counties.
Suburban is a subsidiary of Southwest Water Company which operates in six
states and serves approximately 600,000 customers.

4. On September 28, 2018, Governor Brown signed AB 1577 which was
enacted as California Health and Safety Code Section 116678. This law provided
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the framework for Sativa to be taken over by an interim administrator, the
dissolution of the then Sativa Board of Directors, and the eventual transfer to a
permanent water suppler.

5. The Commission has received no substantive comments regarding the
proposed acquisition in this proceeding.

6. There is no opposition to the acquisition of Sativa by Suburban.

7. Acquisition of Sativa is desirable, due to Suburban’s experience in
providing safe and reliable water services in the State of California under the
regulatory jurisdiction of the Commission.

8. The negotiated purchase price of $11.8 million for Sativa’s assets is
reasonable and represents the fair market value.

9. Single unit Sativa customers currently pay a flat rate of $67.82.

10. Until December 31, 2023, Suburban proposes to charge single unit Sativa
customers a flat rate of $62.00 per month as the base charge for a single unit (and
multiples of that amount for each additional unit or portion thereof), along with
applicable surcharges, credits, taxes, and franchise fees.

11. As proposed, upon Commission approval of the proposed acquisition and
after December 31, 2023, Sativa customers would be subject to the
Whittier/La Mirada Service Area Zone 1 Commission approved rates and
charges.

12. The Whittier/La Mirada Service Area is Suburban’s closest existing service
area to the Sativa system.

13. Suburban has demonstrated the need to establish the STMA and EICIMA
memorandum accounts to track costs that it has incurred which are associated
with the acquisition and environmental improvements and compliance issues.

14. Suburban has demonstrated the need to establish the SPCBA balancing

account to defer any differences between recorded WRD Replenishment
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Assessment Rates and requested adopted rate of $382.00 per AF until the
Commission establishes an updated WRD Replenishment Assessment rate in
Suburban’s next GRC.

15. Sativa currently does not offer a low-income rate to its customers.

16. Allowing eligible Sativa low-income customers to enroll on Suburban’s
LIRA program immediately at the close of the acquisition will provide
substantial benefits to the eligible customers.

17. The transaction will have no significant effect on the environment;
therefore, no CEQA review is required.

18. The transaction helps further the Commission’s ES] Action Plan policy
goals.

19. The transaction enhances the safety of Sativa customers.

20. Suburban requested the admittance of its exhibits into evidence pursuant
to Rule 13.8(c).

Conclusions of Law
1. The proposed transaction is subject to Pub. Util. Code Sections 851-854,

requiring the Applicants to seek Commission approval regarding the transfer of
utility property.

2. The Application and the proposed transaction comply with Pub. Util.
Code Sections 851-854.

3. The proposed transaction is subject to Pub. Util. Code Section 2718, et seq.

4. Due to its size, fiscal backing, familiarity, and sophistication, Suburban is
in a superior position to use economies of scale, resources, and knowledge to
better service the water needs of Sativa customers; therefore, the proposed
transaction complies with Pub. Util. Code Section 2718, et seq.

5. Suburban’s acquisition of Sativa is in the public interest as the acquisition

will maintain or improve the financial condition and management of the utility,
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will improve the quality of service to the utility’s ratepayers, will be fair to
employees of the utility, and generally beneficial to the community served by the
public utility.

6. The proposed transaction is subject to Pub. Util. Code Section 2720,
requiring the Applicant to seek Commission assessment of the fair market value
of the acquisition assets.

7. The proposed acquisition purchase price of $11.8 million is the fair market
value of the acquisition assets.

8. Water rights should be included in post-acquisition rate base at a
proportional 37.8 percent of the requested consideration paid of $11,800,000, or
$4,462,723

9. The proposed transaction is reasonable and appropriate under the
applicable statutory scheme and the rules and requirements of the Commission.

10. Suburban should be authorized to purchase all Sativa’s assets, and thereby
obtain complete ownership of Sativa and the entirety of its water system and all
its assets.

11. Pursuant to California Health and Safety Code Section 116525(a), when a
change in ownership of a public water system occurs, the buyer of the public
water system must apply for a new operating permit.

12. Pursuant to California Health and Safety Code Section 116525(a),
Suburban should apply to and obtain from the SWRCB an appropriate operating
permit to operate Sativa.

13. Authority for Suburban to operate Sativa should be conditioned upon
Suburban’s receipt of an operating permit from the SWRCB.

14. Within 30 days of Suburban’s receipt of a new operating permit from the
SWRCB, Suburban should file a copy of the SWRCB permit in this docket.
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15. Effective upon Suburban’s receipt of a new operating permit from the
SWRCB, Suburban’s CPCN should be expanded to include the Sativa service
area.

16. Suburban’s request to consolidate the Sativa system into Suburban’s
Whittier/La Mirada Service Area for operational purposes should be granted.
17. Within 10 days of the completion of Suburban’s acquisition of Sativa,
Suburban should notify the Commission’s Director of the Water Division in

writing that the transaction has been completed.

18. Suburban should be authorized to establish the STMA and EICIMA
memorandum accounts.

19. Suburban should be authorized to establish the SPCBA balancing account.

20. The proposed acquisition of Sativa by Suburban is exempt from CEQA,
and no further environmental assessment or review is required as to this
transaction.

21. Suburban’s request to receive testimony into the record, should be
granted.

22. This proceeding should be closed.

ORDER
IT IS ORDERED that:

1. Suburban Water Systems is authorized to purchase the assets of Sativa
Los Angeles County Water District (Sativa) and thereby obtain complete
ownership of Sativa and the entirety of its water system and all its assets.

2. Suburban Water Systems (Suburban) is authorized to include the
$11.8 million Sativa Los Angeles County Water District purchase price into

Suburban’s Whittier/La Mirada rate base.
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3. Sativa Los Angeles County Water District’s water rights shall be included
in the post-acquisition rate base at a proportional 37.8 percent of the requested
consideration paid of $11,800,000, or $4,462,723.

4. Suburban Water Systems shall, upon closing of the acquisition,
immediately consolidate the Sativa Los Angeles County Water District into its
Whittier/La Mirada Service Area for operational purposes.

5. Suburban Water Systems (Suburban) must apply to and obtain a permit
from the State Water Resources Control Board (SWRCB) to operate the Sativa
Los Angeles County Water District (Sativa) water system, and authority for
Suburban to operate the Sativa water system is conditioned upon Suburban’s
receipt of an operating permit from the SWRCB.

6. Within 30 days from receipt of its operating permit, Suburban Water
Systems shall file a Tier 1 Advice Letter to expand its Certificate of Public
Convenience and Necessity to include and add the Sativa Los Angeles County
Water District service area and rates to its tariffs.

7. Suburban Water Systems (Suburban) shall file a Tier 2 Advice Letter to
implement its request to allow eligible low-income customers in the Sativa
Los Angeles County Water District to immediately apply for Suburban’s Low
Income Ratepayer Assistance Program.

8. Suburban Water Systems is authorized to file a Tier 1 Advice Letter to
establish a Sativa Transaction Cost Memorandum Account consistent with this
Decision.

9. Suburban Water Systems is authorized to file a Tier 1 Advice Letter to
establish a Compliance Issues for Acquisitions Memorandum Account consistent
with this Decision.

10. Suburban Water Systems is authorized to file a Tier 1 Advice Letter to

establish a Sativa Production Cost Balancing Account to defer any differences
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between recorded Water Replenishment District of Southern California (WRD)
Replenishment Assessment rates and an adopted rate of $382.00 per acre-foot
until the Commission establishes an updated WRD Replenishment Assessment
rate in Suburban’s next General Rate Case.

11. Within 10 days of the completion of the sale of the Sativa Los Angeles
County Water District to Suburban Water Systems (Suburban), Suburban must
notify the Commission’s Director of the Water Division in writing that the sale
has been completed.

12. Until December 31, 2023, Suburban Water Systems shall charge single unit
Sativa Los Angeles County Water District customers a flat rate of $62.00 per
month as the base charge for a single unit (and multiples of that amount) for each
additional unit or portion thereof, along with applicable surcharges, credits,
taxes, and franchise fees.

13. After December 31, 2023, Sativa Los Angeles County Water District
customers will be subject to the Whittier/La Mirada Service Area Zone 1
Commission approved rates and charges.

14. Suburban Water Systems is bound by all Commission decisions, rules, and
regulations applicable to regulated water utilities.

15. The prepared testimony of Suburban Water Systems, consisting of the
public versions of Exhibits Suburban-1 through Suburban-6 is received into
evidence.

16. Today’s decision is effectively immediately.

17. Application 21-08-011 is closed.

This order is effective today.

Dated , at San Francisco, California
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