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William G. Peters, for himself;  Richard Thomas Pretzinger, Jr. for himself; and Kathy Wanser, for herself;  interested parties.

Daniel R. Paige, for Ratepayer Representation Branch of the Commission’s Water Division.

INTERIM OPINION

Summary

By this interim decision the Commission approves an uncontested settlement agreement proffered by four of the five parties in the proceeding: Arrowhead Manor Water Company, Inc. (Arrowhead), Ratepayer Representation Branch of the Commission’s Water Division (RRB), William G. Peters, and Richard Thomas Pretzinger, Jr.  Arrowhead is authorized an interim 87.6% general rate increase, which includes a 57.5% interim increase authorized previously. Arrowhead will establish memorandum accounts for purchased 

water and for contract repair work and will charge or credit customers at six month intervals for variations between actual expenditures and amounts allowed in rates.  The Commission relaxes a previous notice requirement so that Arrowhead may now post in its office rather than mail to customers a quarterly report of system repairs.  These outcomes resolve all issues related to Arrowhead’s general rate increase Application (A.) 99-10-027 except the appropriate net revenue allowance, which the settling parties agree should be deferred to a later decision in the investigatory phase to follow in this proceeding.

Background

Arrowhead is Class C water utility providing service to approximately 560 customers in the unincorporated community of Cedar Glen and vicinity one mile southeast of Lake Arrowhead, San Bernardino County.  Its last general rate increase was authorized in 1994 by Resolution W-3826.  There have been minor rate adjustments since that time.

Although the dates are uncertain, the roots of this general rate case apparently stretch back to mid-1997 when Water Division dispatched an accountant to conduct an audit of Arrowhead’s Safe Drinking Water Bond Act (SDWBA) loan.  That assignment may or may not have included as a second purpose laying the foundation for an Arrowhead request under the Water Division’s outreach program.  In about March 1998 the Division assigned an engineer and an analyst from its Los Angeles office to begin the informal rate increase process.  By some accounts, that resulted in an interim Water Division report in June 1998, after which efforts tailed off or became sporadic.  Water Division revisited the company in April 1999, and in June resumed with a full financial audit focused on Arrowhead’s 1998 income statement and SDWBA loan.  During that process, the Division’s auditor worked with Arrowhead’s owner and staff to assemble a set of workpapers in the Commission standard format for Class D water utility informal general rate increases.  Whether the resulting figures were Arrowhead’s or the Division’s later became an issue in the proceeding, but it is clear that there were at least two direct results of their joint effort.  The first was a September 20, 1999 draft advice letter that led to Resolution W-4167 on October 7, 1999, in which the Commission granted Arrowhead a 57.5% interim rate increase for purchased water subject to refund pending the outcome of a general rate case.  The second was a September 24, 1999 draft advice letter informal general rate increase request, which Water Division shortly thereafter had converted into this formal application.

 Assigned Commissioner Josiah Neeper’s January 31, 2000 scoping ruling confirmed the Commission’s preliminary designation of this as a ratesetting proceeding expected to go to hearing, defined the issues, and designated assigned Administrative Law Judge (ALJ) McVicar as the principal hearing officer and thus the presiding officer.  ALJ McVicar held a prehearing conference in Crestline on January 10, 2000 and two days of evidentiary hearings March 27 and March 28 in Crestline.

On March 16, 2000, the Commission issued its Order Instituting Investigation (I.) 00-03-016 to examine allegations of SDWBA improprieties, noncompliance with Commission and California Department of Health Services requirements, and failure to resolve customer complaints and inquiries.  I.00‑03‑016 and A.99-10-027 were consolidated and evidentiary hearings set for July in the investigatory phase.  Today’s Interim Opinion deals entirely with the A.99-10-027 general rate case issues; investigatory issues will be addressed in a later decision.

At the conclusion of evidentiary hearings, the ALJ set an April 28 due date for briefs.  No briefs were filed.  The ALJ learned shortly after that Arrowhead,

RRB, Peters and Pretzinger had instead reached a tentative settlement agreement on all ratesetting issues.  On May 19, 2000 the settling parties filed their Motion for Adoption of Settlement and the proposed settlement included as Attachment A to this decision.

Party Kathy Wanser did not join in the settlement.  After conferring with the other settling parties, RRB filed a motion on May 25 to shorten the time for comments on the proposed settlement in the belief that doing so would allow the Commission to dispose of the ratemaking issues in advance of the forthcoming investigatory phase hearings.  After confirming with Wanser that she did not object to shortening the comment period, the ALJ so ruled.  Although she professed to oppose the settlement and any rate increase, Wanser did not subsequently file comments on the settlement as she was permitted to do under the Commission’s Rules of Practice and Procedure, Rule 51.4.

The Parties’ Positions

Arrowhead and RRB made comprehensive revenue requirement showings in the evidentiary hearings.  Their figures are compared in settlement Appendix A, Summary of Earnings, Attachment A to this decision.  The positions they took before reaching settlement, and those of the other three parties, are further described below.

Arrowhead’s Initial Position

Arrowhead believes that since its current owner acquired the utility in 1988 it has been, and continues to be, challenged by the regulatory process.  Much of the system was constructed more than 60 years ago.  Over the decades its mains have deteriorated badly to the point where there are frequent leaks and breaks.  Repairs have become extraordinarily difficult because system records are inadequate and valves are buried or frozen from age.  Dirt roads above the lines 

are constantly being regraded, lessening the cover over mains and making them more susceptible to traffic loading and wintertime freezing.  Despite demanding maintenance conditions, the company has had only two general rate increases since 1979, and the more recent in 1994 did not provide sufficient rate relief.  Nonetheless, Arrowhead maintains, it has done everything it could to keep water flowing.  Arrowhead acknowledges in years past it has had to forego payments on its SDWBA loan to make ends meet.  In Arrowhead’s eyes, the rate relief it hoped for has been under consideration for an unconscionably long time.

In A.99-10-027, Arrowhead requests a general rate increase of $203,266 (131.2%) based on Test Year 2000.  The summary of earnings and workpapers that form A.99-10-027 derive directly from those assembled by Water Division’s auditor working with Arrowhead’s owner from June through September, 1999.  In addition to justifying those figures with testimony and exhibits in the hearings, Arrowhead sought to establish that the figures supporting the application were in no small part estimates actually prepared by Water Division’s own auditor who was now testifying for RRB.  RRB, Arrowhead maintained, was now presenting different figures leading to a much lower increase.  

RRB’s Initial Position

RRB’s auditor testified that the application figures Arrowhead attributed to him had in fact been expense estimates made by Arrowhead’s owner during the 1999 audit.  RRB advocated a $108,626 general rate increase.  Of that amount, the Commission had already authorized $91,342 through Resolution W-4167 as an interim increase for purchased water.  RRB’s considerably lower expense estimates accounted for over half of its difference with Arrowhead, and the remainder was RRB’s elimination of depreciation expense and net return.  Depreciation and return should be disallowed completely, RRB argued, because 

Arrowhead had since 1995 failed to deposit into the SDWBA trust account surcharge revenues collected from customers, and had failed to keep up its SDWBA loan payments.  RRB’s recommended increase was intended to be just sufficient to cover Arrowhead’s cash outlays and provide adequate service pending the Commission’s later disposition of the investigatory phase issues.

RRB also made other operational, financial and accounting-related recommendations, most of which have been deferred to the forthcoming investigatory phase of the proceeding.

Peters’ Initial Position

William J. Peters appeared for himself and spoke for a group of 75 neighbors informally called Cedar Glen Water Improvement Task Force.  Peters recommended the rate increase request be totally denied.  Although he analyzed most of Arrowhead’s revenues and expenses, he paid greatest attention to its largest expense item, purchased water, which he would have cut severely.  According to Peters, the system has been allowed to deteriorate so much that any rate increase would have little beneficial effect, going instead to temporary, superficial repairs.  Peters cited numerous violations of Department of Health Services requirements, financial weakness, and SDWBA fund diversion in calling for a thorough Commission investigation into Arrowhead’s performance, hopefully leading to Arrowhead’s removal.  In the meantime, Arrowhead’s current owner is simply in a holding pattern waiting for somebody to acquire the system.  No private buyer would be interested, Peters believes, so the only solution would be to bring in a public agency as quickly as possible.  Any rate increase granted in the meantime would simply enable and encourage Arrowhead to continue its unacceptable practices.

Pretzinger’s Initial Position

Richard Thomas Pretzinger, Jr. testified that he was appearing on behalf of approximately 150 Arrowhead customers who are full time residents and property owners.  Pretzinger recognizes that Arrowhead is severely challenged in running the company.  He does not believe the answer is for a large, private water company to step in, nor would he favor turning the system over to Crestline Lake Arrowhead Water Agency, Arrowhead’s wholesale water supplier.  His preferred solution is for local residents to form a water district to take over the system, and he has begun to work with others toward that end.  In the meantime, he would have the Commission take whatever steps are necessary to keep Arrowhead in business and water flowing, including granting any rate increase that may be necessary.  Pretzinger took no position on how large an increase is needed.  He did, however, request the Commission attach strings to any increase it grants.  First, the Commission should act as an intermediary, establishing and administering an account into which increased revenues would flow and from which Arrowhead’s bills would be paid.  Second, any increase granted should be temporary, perhaps for one year, with monthly reports from Pretzinger’s committee on what progress was being made toward forming a district and acquiring the system.  Third, Arrowhead and Pretzinger’s committee must have in place within one year a plan to operate Arrowhead efficiently and in compliance with legal requirements.

Wanser’s Position

Kathy Wanser set forth her position in a statement on the record during the first day of evidentiary hearing, and later that day submitted her appearance at the prehearing conference for the proceeding’s investigatory phase.  Wanser is primarily interested in the allegation that Arrowhead has commingled SDWBA and operating funds, an issue to be taken up later.  She is also concerned about 

rust in the water and opposes any rate increase.  Beyond her unsworn statement and her appearance, Wanser did not participate in the rate case phase of the consolidated proceeding.

The Settlement

The Arrowhead, RRB, Peters and Pretzinger settlement is Attachment A to this decision.  Table 1 compares the settling parties’ initial positions with what they propose in the settlement.

Table 1
Revenue Requirement Increases


Test Year 2000 

Revenue Increase

Initial Positions



Arrowhead
$203,266
131.2%

RRB
$108,626
71.7%

Peters
$0
0%

Pretzinger
As Necessary
 

Settlement/Adopted
$132,638
87.6%

The Commission has already granted Arrowhead an interim $91,342 (57.5%) increase subject to refund in Resolution W-4167.  That increase would be applied toward these amounts.

The settlement indicates each area of difference among the parties’ initial positions and summarizes how those differences were resolved.  In addition, the settling parties agree to the following three special provisions:

Memorandum Accounts

The parties agree that any increase in rates authorized as a result of this settlement should be conditioned on Arrowhead maintaining a memorandum account for purchased water and another for Contract Work – Repairs.  The purpose of this accounting is to assure that expenditures made in repairing and replacing water mains are tracked along with any resulting change in the expense of Purchased Water.  Any variance in actual expenditures charged to these accounts from the estimates the 

parties have agreed to in this settlement should be reconciled by a surcharge or surcredit to rates every six months by filing an appropriate advice letter with the Commission.

Future Earnings


The parties agree that the Commission should not authorize any net revenue in this settlement, but it should defer consideration of setting rates to provide earnings on the basis of a return on rate base, or on the basis of an operating ratio, until there is a decision on the outcome of I.00‑03-016.

Notices of Completion of Repairs
Resolution W-4167 requires Arrowhead to mail a quarterly notice to each customer identifying repairs that it has made and the corresponding quantity of water each repair has saved.  The parties agree that posting such a notice at Arrowhead’s office in Cedar Glen would accomplish the same purpose; therefore, the parties have not included any estimate for the expense of individual mailings in this settlement and request that the Commission modify the requirement of Resolution W-4167 accordingly.

Discussion

Article 13.5, Stipulations and Settlements, Rule 51 et seq., applies to proposed settlements.  In the ratesetting phase of this proceeding, the settling parties have tendered for our consideration an uncontested settlement as defined in Rule 51(f), i.e., a “… settlement that (1) is filed concurrently by all parties to the proceeding in which such… settlement is proposed for adoption by the Commission, or (2) is not contested by any party to the proceeding within the comment period after service of the … settlement on all parties to the proceeding.”  The standard of review set forth in Rule 51.1(e) states that the Commission will not approve settlements, whether contested or uncontested, unless they are reasonable in light of the whole record, consistent with law, and in the public interest.

In preparing for hearings in this proceeding, RRB assigned an auditor and an engineer to investigate Arrowhead’s accounting and operations.  Each 

prepared a report of his findings and presented and defended it in evidentiary hearings.  The auditor’s report examined operating expenses and deductions from 1994 through 1998, and made specific recommendations related to Arrowhead’s accounting and bookkeeping procedures.  The engineer inspected the company’s facilities and operations, and used the auditor’s results where appropriate as a base for his test year ratemaking projections.  RRB’s reports cover all components of Arrowhead’s results of operations, and recommend a rate design and tariff revisions.  During its investigation, RRB conducted a public meeting near Arrowhead’s service territory at which customers had an opportunity to express their views and have their questions answered.  RRB’s charge is to represent water utility ratepayers and there is no indication that it has not earnestly upheld that purpose here.

Ratepayers’ interests were also well represented by Peters’ and Pretzinger’s participation.  Each indicated he had consulted with and reflected the views of a significant bloc of Arrowhead customers.  Each served prepared testimony and defended his recommendations in evidentiary hearings.  Peters and Pretzinger approached a solution to Arrowhead’s problems differently, and in the end each has aligned himself with the settlement’s proposed outcome.

Wanser, in contrast, entered the proceeding midway through the evidentiary hearings, did not claim to have collaborated with other affected customers, presented no evidence and did not testify in defense of her views.  She is a party by virtue of having appeared in the prehearing conference for the forthcoming investigatory phase of this consolidated proceeding, and her interest appears to be more in the issues yet to come.

Arrowhead’s interests were also competently represented in the proceeding’s ratesetting phase.  Arrowhead presented prepared exhibits and testimony and called numerous witnesses including the company’s 

owner/operator, its office manager and its full-charge bookkeeper, each of whom testified at length and introduced into the record evidentiary items relating to his or her areas of responsibility.  Arrowhead had clearly prepared itself well to support its requested rate increase.

The settlement’s three special provisions relating to memorandum accounts, future earnings, and repair completion notices are reasonably designed to accomplish their goals.  The memorandum accounts will ensure that amounts allowed in rates for contract repair work and purchased water are used for those purposes and any variations properly accounted for, thus protecting both the company and its customers.  By withholding judgment on the appropriate level of net earnings to include in rates until the record is complete on the investigatory phase issues, the Commission retains flexibility to tailor whatever remedy it deems appropriate.  Customers’ access to leak repair information can be assured by posting it in Arrowhead’s offices rather than requiring individual mailings, and the resulting expense savings will flow immediately to customers through the rates we approve today.

In their motion, the settling parties state that no term of the settlement contravenes any statutory provision or any Commission decision.  After examining the settlement carefully, we concur.

We conclude the proposed settlement is reasonable in light of the whole record, consistent with law and in the public interest.  It will be approved.

Ordering Paragraph #2 of Resolution W-4167 held Arrowhead’s earlier interim increase subject to refund; ordered a program of leak repairs utilizing 30% of Arrowhead’s interim revenue increase; and ordered Arrowhead to report quarterly to its customers and Water Division information on system leaks repaired and water saved.  Each of those three requirements is superseded by this decision.

Comments on Proposed Decision

The principal hearing officer’s proposed decision was filed with the Commission and served on all parties in accordance with Section 311(d) of the Public Utilities Code and Rule 77.2 of the Rules of Practice and Procedure.  No comments were received.

Findings of Fact

1. The settlement resolves all issues among the settling parties related to Arrowhead’s general rate increase application except the appropriate net revenue allowance.  The settling parties agree that issue should be deferred to a later decision in the investigatory phase to follow in this proceeding.

2. No party filed comments in opposition to the proposed settlement.

3. Wanser’s participation in the ratesetting phase of this proceeding was de minimis.

4. The summary of earnings presented in Appendix A to the settlement and the quantities included in Appendix D which support them are reasonable for ratemaking purposes.

Conclusions of Law

1. The proposed settlement among Arrowhead, RRB, Peters and Pretzinger is an uncontested settlement as defined in Rule 51(f).

2. The settlement is reasonable in light of the whole record, consistent with law, and in the public interest.

3. The settlement should be adopted and its provisions should be implemented.

4. The revised rates and tariffs set forth in Appendix B to each settlement are justified.

5. The requirements of Ordering Paragraph #2 of Resolution W-4167 should be canceled.

6. This decision should be made effective immediately to enable the settlement’s provisions to be implemented without delay.

ORDER

IT IS ORDERED that:

1. The joint Motion for Adoption of Settlement among Arrowhead Manor Water Company, Inc. (Arrowhead), Ratepayer Representation Branch of the Commission’s Water Division, William G. Peters, and Richard Thomas Pretzinger, Jr. is granted.  The settlement included with this decision as Attachment A is adopted.

2. Arrowhead is authorized to file in accordance with General Order 96 Series and make effective on not less than five days’ notice tariffs containing the test year 2000 increases and the tariff revisions shown in Appendix B to the settlement, Attachment A to this order.  The revised rates shall apply to service rendered on and after the tariffs’ effective date.

3. Arrowhead shall establish a purchased water memorandum account and a contract repair work memorandum account.  Beginning with the effective date of the increased rates authorized in this decision, Arrowhead shall track in these accounts its purchased water and contract repair work expenditures.  All entries in the memorandum accounts shall be supported by documentation made available to the Commission staff on request.

4. Amounts allowed in rates by this decision for purchased water expense and contract repair work expense shall be subject to refund to the extent they exceed Arrowhead’s actual, reasonable expenses for those purposes.  Arrowhead shall file advice letters by January 31 and July 31 each year seeking Commission approval for a customer billing surcharge or surcredit to collect or refund the accumulated amounts by which its actual, reasonable purchased water and 

contract repair work expenses in the memorandum accounts as of the preceding December 31 or June 30 deviate from amounts the Commission has allowed in rates.

5. The requirements of Ordering Paragraph #2 of Resolution W-4167 are canceled as of the effective date of this decision. 

6. The summary of earnings presented in Appendix A to the settlement, and the quantities included as Appendix D which support it, are adopted.

7. This proceeding is held open to allow the Commission to examine issues remaining in the ratesetting and investigatory phases.

This order is effective today.

Dated July 20, 2000, at San Francisco, California.


LORETTA M. LYNCH


President


HENRY M. DUQUE


JOSIAH L. NEEPER


RICHARD A. BILAS


CARL W. WOOD


Commissioners

Note:  See CPUC Formal File for Attachment A.
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