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BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF CALIFORNIA 

Application for Order Authorizing Suburban 
Water Systems (U-339-W) to Purchase Sativa 
County Water District’s Assets and for 
Related Approvals. 

A.21-08- 
(Filed August 13, 2021) 

APPLICATION FOR AN ORDER AUTHORIZING PURCHASE OF UTILITY ASSETS 

I. INTRODUCTION 

Pursuant to Sections 851-854 and 2718-2720 of the California Public Utilities Code, 

Decision (“D.”) 99-10-064,1 Article 2 of the California Public Utilities Commission 

(“Commission”) Rules of Practice and Procedure (“Rules”), and Rule 3.6, Suburban Water 

Systems (U-339-W) (“Suburban,”) requests that the  Commission authorize (1) Suburban’s 

purchase of the Sativa Water System (“Sativa”) assets, and (2) certain other actions related to the 

transaction.  

This application is in the public interest and the Commission should approve it as such. In 

particular, as discussed in more detail below, the proposed acquisition furthers important 

Legislative and Commission polices and goals, including the goals and objectives set forth in the 

Commission’s Environmental and Social Justice Action Plan. If approved, the transaction would 

bring greater economies of scale, and greater resources and expertise, to the management and 

operation of Sativa. It would also ensure Sativa customers’ long-term access to safe and reliable 

water services at affordable prices and provide Sativa’s economically disadvantaged customers 

with access to Suburban’s already existing low-income assistance program. The transaction will 

also benefit Suburban’s existing customers by spreading the fixed costs of the system across the 

additional customers of Sativa. 

Because the transaction furthers important policy goals and provides much-needed 
                                            
1 D.99-10-064, Order Instituting Rulemaking on the Commission’s Own Motion to Set Rules and Provide 

Guidelines for the Acquisition and Merger of Water Companies, Opinion. As recognized in this 
decision, Sections 852 and 854 of the Public Utilities Code do not apply in the acquisition of a 
municipal water system, such as the one involved in this transaction. 
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benefits, this proceeding should move along quickly and be placed on the Commission’s agenda 

at or before 245 days from the date of this application, in accordance with the timeline 

established in D.99-10-064.2

II. LEGISLATIVE AND ADMINISTRATIVE HISTORY OF THE SATIVA WATER 
SYSTEM 

The Sativa Los Angeles County Water District (the “Sativa District”) owned and 

operated the Sativa Water System, consisting of water delivery pipelines, water appurtenances, 

hydrants, service laterals, interconnections, hydropneumatic tanks, chemical dosing equipment, 

groundwater wells, office, equipment, and storage buildings, and other facilities and properties 

necessary to provide domestic water service to approximately 1,600 customers located within a 

residential area in the unincorporated community of Willowbrook and three small non-

contiguous areas within the City of Compton (“Sativa Water System”) until 2018, when the 

Sativa District was dissolved. The dissolution of the Sativa District was the culmination of a 

legal process that started when the County of Los Angeles initiated an investigation into 

complaints by County residents relating to the poor water quality customers of the Sativa District 

were receiving. That investigation revealed significant aesthetic and other water quality problems 

that were not being addressed by the Sativa District’s governing board. This investigation 

eventually led to compliance orders issued by the Division of Drinking Water (“DDW”).  

Due to the Sativa Water District governing board’s lackluster response to the issues 

disclosed by the County investigation and the DDW compliance order, the California 

Legislature, with the input of the Los Angeles County Board of Supervisors and the support of 

many Sativa District residents, enacted AB 1577 (Gipson), the California Safe Drinking Water 

Act: Sativa-Los Angeles County Water District, in 2018. This legislation – codified in Health & 

Safety Code §116687 – empowered DDW to order the Sativa District to accept technical and 

managerial assistance facilitated by DDW, or alternatively to divest the Sativa District governing 

                                            
2 See D.99-10-064, Appendix D, Section 2.03 (“Processing. The Parties agree that applications should be 

processed according to the schedules attached to this Settlement”), and at page 5, which sets forth the 
schedules. 
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board of authority and appoint an interim administrator. 

As contemplated by Health & Safety Code §116687, DDW appointed the County of Los 

Angeles Department of Public Works as interim administrator. The legislation expressly 

contemplated that the Department of Public Works would temporarily manage the Sativa Water 

System, and that another entity, possibly an investor-owned utility subject to Commission 

regulation, would assume permanent ownership. 

III. REQUEST FOR AUTHORIZATION 

Provided the Commission approves this application, Suburban’s acquisition of Sativa’s 

assets will occur pursuant to the purchase and sale agreement (the “Asset Purchase Agreement”), 

entered on April 20, 2021, between Suburban, and the County of Los Angeles, a corporate body 

and politic, seller. A copy of that Agreement is Attachment 1 to this application.

Through this application, Suburban asks the Commission to approve the Asset Purchase 

Agreement, the transactions contemplated in that Agreement, and certain related matters. 

Specifically, Suburban requests a Commission Order that: 

(i) Approves the Asset Purchase Agreement’s terms and conditions. 

(ii) Expands Suburban’s 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.

(iii) Establishes the rate base of the acquired system, at the time of approval of a 

decision in this proceeding, to be the full purchase price paid by Suburban for 

Sativa’s assets covered by the Asset Purchase Agreement.3 Included in the 

purchase price is recognition of the land and water rights in the transaction as 

non-depreciable assets.  

(iv) Allows Suburban immediate consolidation of the Sativa system into Suburban’s 

                                            
3 Original acquired rate base may be subsequently adjusted to include transactional costs associated with 

the acquisition, depending on the resolution of recovery of such costs in a subsequent Suburban 
general rate case. 
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Whittier/La Mirada Service Area for operational purposes. 

(v) Authorizes Suburban to allow Sativa customers to apply for the Low Income Rate 

Assistant program (“LIRA”) program4 and enroll if they meet the eligibility 

criteria immediately after closing of this transaction.5

(vi) Allows Suburban to integrate the Sativa system into the Whittier/La Mirada 

Service Area for ratemaking purposes as of January 1, 2024. 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.

(vii) If the Commission approves acquisition and the acquisition closes not later than 

December 31, 2023, at the time the acquisition closes Sativa’s current flat rates 

for residential service will be reduced to $62.00 per month and then after 

December 31, 2023 Sativa will be subject to the Whittier/La Mirada Service Area 

Zone 1 Commission approved rates and charges. If the acquisition closes after 

December 31, 2023 Sativa will 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 until the time that meters are installed.

(viii) Establishes a Sativa Transaction Cost Memorandum account, 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. 

(ix) Establishes an Environmental Improvements and Compliance Issues 

Memorandum Account (“EICIMA”) to address any possible future required 

                                            
4 In D.20-08-047, the Commission ordered regulated water utilities to name or rename their respective 

low-income water assistance program as “Customer Assistance Program” or “CAP.” Suburban will 
incorporate this change in its next GRC application. D.20-08-047, Order Instituting Rulemaking 
Evaluating the Commission’s 2010 Water Action Plan Objective of Achieving Consistency between 
Class A Water Utilities’ Low-Income Rate Assistance Programs, Providing Rate Assistance to All 
Low – Income Customers of Investor-Owned Water Utilities, and Affordability, Decision and Order, 
pp. 106-107, Ordering Paragraph 4. 

5 Closing means the date on which the transactions contemplated in the Asset Purchase Agreement are 
completed. 
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environmental improvements and compliance issues.6

(x) Establish a Sativa Production Cost Balancing Account (“SPCBA”) to defer any 

differences between recorded Water Replenishment District of Southern 

California (WRD) Replenishment Assessment rates and a requested adopted rate 

of $382.00 per acre foot until the Commission establishes an updated WRD 

Replenishment Assessment rate in Suburban’s next GRC.

IV. THE PROPOSED TRANSACTION 
A. Parties to the Proposed Transaction 

1. The County of Los Angeles 

On February 13, 2019, the Local Agency Formation Commission for County of Los 

Angeles (“LAFCO”) adopted Resolution No. 2019-02RMD (“LAFCO Resolution”) which, 

among other things (1) dissolved the Sativa District and (2) appointed the County of Los Angeles 

(“County”) as the “successor agency” for the Sativa District, succeeding to all of the rights, 

duties and obligations of the Sativa District with respect to enforcement, performance, or 

payment of outstanding bonds or other contracts and obligations of the Sativa District and 

winding up the affairs of the Sativa District pursuant to Government Code §§ 56886(m) and 

57451(c) and subject to Health & Safety Code § 116687, including the power to exchange, sell, 

or otherwise dispose of all property, real and personal, of the Sativa District. 

Pursuant to the California Safe Drinking Water Act: Sativa-Los Angeles County Water 

District, the dissolution or consolidation of the Sativa District is not subject to the provisions of 

Section 57113 of the Government Code, nor to any other requirement for a protest proceeding or 

election.7 In particular, the Legislature specifically exempted the successor agency, in this case 

the County of Los Angeles, from the requirement to hold a protest proceeding or election 
                                            
6 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. 

7 Health & Safety Code §116687(3). 



6
58148617.v3 

regarding the sale of the Sativa Water System.8 The Legislature specifically authorized the 

successor agency to “solicit proposals, evaluate submittals, and select any public water system to 

be the receiving water system and subsume all assets, liabilities, adjudicated water rights, 

responsibilities, and service obligations to provide retail water service to existing and future 

ratepayers within the former territory of the district” and recognized that the successor agency 

“shall represent the interests of the public and the ratepayers in the former territory of the 

district.”9

The County of Los Angeles has since engaged in a transparent public process to find a 

permanent successor and operator of the Sativa Water System. That process included issuing a 

Request for Proposals (“RFP”) soliciting interest from utilities and agencies to become the 

permanent successor to the Sativa District. The proposal submitted by Suburban received the 

highest score from County staff. The Los Angeles County Board of Supervisors has approved the 

resulting Asset Purchase Agreement that is the subject of this application and has been the 

subject of community outreach meetings targeted specifically to Sativa Water System customers.  

2. Suburban Water Systems 

Suburban, a subsidiary of SouthWest Water Company, is an investor-owned water utility 

providing high-quality water and reliable service in an approximately 42-square-mile service 

area that covers all or portions of Glendora, Covina, West Covina, La Puente, Hacienda Heights, 

City of Industry, Whittier, La Mirada, La Habra, Buena Park and unincorporated portions of 

California’s Los Angeles and Orange counties. 

Suburban serves a population of about 300,000 through a water distribution system that 

includes 18 wells, 32 reservoirs and more than 800 miles of pipeline. Its network of facilities 

pumps and distributes approximately 45,000 acre-feet of water annually. A description of 

Suburban’s plant, water systems, and property is on file with the Commission in Suburban’s 

most recent Annual Report to the Commission. 
                                            
8 Id. 
9 Health & Safety Code §116687(4). 
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B. The Asset Purchase Agreement 

Under the Asset Purchase Agreement, Suburban will acquire all assets associated with 

Sativa. For those assets, Suburban will pay County $11,800,000, in addition to the Proration 

Amounts set forth in the Asset Purchase Agreement 

C. Rate Impact 

Historically, Sativa customers have not had water meters and have been billed at a flat 

rate. Subject to Commission approval, during the period from the closing of the purchase and 

sale of the Sativa assets through December 31, 2023, Suburban will charge Sativa customers 

$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 Asset 

Purchase Agreement, Section 8.U) along with applicable surcharges, credits, taxes and franchise 

fees.   

Beginning after December 31, 2023 the Sativa Water System will be incorporated into 

and subject to the Commission-approved tariffs for Suburban’s Whittier/La Mirada service area, 

along with applicable rates, surcharges, credits, taxes and franchise fees. In the event that the 

closing occurs after December 31, 2023, the Sativa Water System will be incorporated into and 

subject to the Commission-approved tariffs for Suburban’s Whittier/La Mirada service area, 

including the rates applicable to Suburban’s Whittier/La Mirada service area along with 

applicable surcharges, credits, taxes and franchise fees immediately after closing. 

For illustrative purposes, it may be helpful to estimate what the revenue impact would be 

if consolidation were implemented immediately. As discussed in the testimony of Robert Kelly, 

Suburban Vice President of Regulatory Affairs, based on certain assumptions, the consolidated 

Suburban revenue requirement with the addition of Sativa would increase approximately 2.32% 

under immediate rate consolidation. Assuming the average monthly usage of 13 ccf per 

customer, a Sativa customer would see a decrease in their monthly base water bill from $67.84 to 

$62.00, or 8.6% decrease. Again, this discussion is merely to provide an illustration. In this 

application, Suburban does not seek immediate consolidation of Sativa’s rates with Suburban. 
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V. CUSTOMER BENEFITS AND PUBLIC INTEREST 
A. Legislative Declarations and Other Resolutions Support the Acquisition 

In Public Utilities Code Section 2719, the Legislature found and declared (1) public water 

systems face the need to replace or upgrade infrastructure to meet increasingly stringent state and 

federal laws and regulations, (2) increasing amounts of capital are required to finance the 

necessary investment in that 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 provides benefits to ratepayers.  Similarly, State Water Resources Control 

Board (“SWRCB”) Resolution No. 2008-0048 states:  small water systems (1) often cannot 

provide the economies of scale necessary to build and maintain adequate water and wastewater 

systems; (2) lack resources and in-house expertise, including those necessary to best manage 

long term operations; and (3) need financial and technical assistance to ensure compliance. More 

recently, in D.20-08-047, the Commission recognized the benefits of transactions such as the one 

being proposed in this application: 

Consolidation has been and continues to be a tool to remedy systems failing water 
quality health and safety standards. Consolidation may also be a means to 
improve affordability, by leveraging greater economies of scale and scope, and by 
importing best, or better, practices related to operating a water utility, as well as 
designing rates to allow recovery of reasonable expenses.10

As is shown below, the public interest benefits by the proposed transaction, so the 

application should be approved. The County of Los Angeles has documented the poor 

management and historically poor water quality and water service that had plagued Sativa’s 

customers. While the County has remedied significant problems such as well rehabilitation and 

replacing broken mains, additional investment is needed to meet current regulatory standards, as 

well as competent financial and technical expertise to properly manage the system into the 

future. The Sativa Water System is a prime example of the problems the Legislature sought to 

remedy with the Public Water System Investment and Consolidation Act. 

B. Benefits of the Proposed Transaction 

                                            
10 D.20-08-047, p. 85. 
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Suburban has the experience to make the capital investments and operations 

improvements required to provide Sativa customers with clean, safe and reliable water. 

Suburban’s existing low customer water rates make it best suited to acquire the Sativa Water 

System. Suburban’s experience and well-qualified employees will provide quality water and 

service to Sativa by staying true to its core values: 

Safety – customer water quality, and employee and community safety; 

Customer Care – positive customer experience and affordability; 

Employee Development – empower and challenge employees to grow; 

Environmental Stewardship – safety of public health and the environment first, 

above all other objectives; and 

Community Involvement – long term partnerships in the communities we serve.   

Suburban will provide the same exemplary service to Sativa’s customers and will 

continue the great work that the Los Angeles County Department of Public Works team has done 

to improve the quality of life for Sativa’s customers and provide Sativa’s customers with 

affordable bills. Moreover, as noted above, Suburban proposes to – immediately upon 

acquisition – reduce Sativa customers’ monthly bills by 8.6%, from $67.84 to $62.00, and to 

maintain those reduced monthly bills until December 31, 2023, when they will be aligned with 

Suburban’s Whittier/La Mirada rates. 

 Benefits from economies of scale also strongly support granting this application.

Examples of where economies of scale often benefit larger utilities and their customers include:

(1) compliance with regulatory requirements, (2) maintaining customer information and billing

systems, (3) purchasing materials and supplies, (4) maintaining high levels of customer service,

(5) maintaining and improving the quality of treated water, and (6) providing for current

infrastructure needs and future growth.

Suburban is the largest subsidiary of SouthWest Water Company (“SouthWest”) that 

owns and operates water and wastewater systems in California, Oregon, Texas, Alabama, South 

Carolina, and Florida. Southwest’s headquarters are located in Sugar Land (Houston), Texas. 
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SouthWest has extensive expertise in operating both large and small water systems. Because its 

business is multi-jurisdictional and has been for decades, SouthWest has developed a highly 

successful approach that serves the diverse and distinct needs of each community while 

developing overall industry expertise that benefits all communities. 

Being part of a larger organization provides Suburban’s customers with greater 

economies of scale for shared corporate services such as information technology, payroll, 

treasury, and strategic leadership. It also provides redundancy and access to more professional 

knowledge and experience. For example, in the event of an earthquake and the potential loss of 

Suburban’s customer service call center, customer calls would be diverted to the Texas call 

center to maintain excellent customer care which is extremely critical when customers are in 

crisis. 

Larger utilities, such as SouthWest and Suburban, are able to develop greater in-house 

expertise, creating institutional knowledge. Suburban has personnel with specific focuses, such 

as water quality and testing, environmental compliance, customer service, engineering, and 

conservation. In addition, with Suburban’s greater size and more extensive personnel, customers 

will be better served because their issues can be addressed more quickly. Problems such as 

coverage gaps due to illness, vacation, or lack of skills or resources are also much less likely to 

occur.   

Economies of scale are also driven by the relationship between fixed and variable costs of 

operation. Utilities are capital intensive and fixed costs are high relative to variable costs.  With 

greater environmental and regulatory requirements, fixed costs will likely only increase, 

presenting a particular problem for smaller water providers. It would be challenging to spread 

those increased fixed cost across the smaller customer base of the Sativa Water System. Because 

of Suburban’s larger size, it has a much better ability to spread costs and improve efficiencies. It 

is expected that Suburban will be able to leverage existing economies of scale to perform work at 

a lower cost, creating long-term savings for Sativa customers. Other savings could include lower 
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costs for materials, savings on contracts for engineering projects, and savings from the use of in-

house engineers to perform work.  

Suburban’s support services are provided from the headquarters located in Covina, 

California. Suburban also has customer service offices that include payment stations in West 

Covina and in La Mirada. Suburban intends to retain the existing Sativa customer service office. 

This office will house a bilingual (Spanish/English) customer service representative to take 

payments and address concerns, and a bilingual (Spanish/English) field superintendent to 

perform field customer service and operations activities. In addition, after the acquisition, 

customers in the Sativa service area would have access to online self-service for many services, 

paperless billing, multiple payment channels, and call centers that have multi-language 

capability. Sativa customers also will have access to Suburban’s wide-ranging conservation 

programs, that include free water-saving devices such as showerheads and hose nozzles, and if 

requested visits by Suburban staff to homes and businesses to review water use and identify 

ways to save water. 

Suburban will leverage its existing 133 field and office employees that currently operate 

and manage its existing Los Angeles County and Orange County operations to support 

operations at Sativa where required. Suburban has extensive experience maintaining a clean and 

safe drinking water supply that complies with drinking water standards. Suburban’s state 

certified drinking water system operators will leverage this experience to provide Sativa’s 

customers with the clean and safe water they deserve. By leveraging its existing workforce and 

strategically adding key positions for Sativa, Suburban will be able to spread its fixed cost over a 

greater number of customers, thereby lowering the cost per share for all customers.  

Thus, Suburban’s acquisition of the Sativa Water System assets and CPCN expansion 

into the Sativa service territory will benefit customers in numerous ways. The acquisition will 

provide Sativa’s customers with long-term access to safe and reliable water service at affordable 

prices. Suburban’s size, position in the industry, association with SouthWest, specialized 

workforce, and access to capital will allow Suburban to efficiently meet water quality, reliability, 
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infrastructure, and customer service standards for Sativa customers. Moreover, existing 

Suburban customers are not expected to see significant adverse impacts. In fact, the acquisition 

will benefit Suburban’s existing customer base because it will allow for costs to be spread across 

a larger customer base.   

C. The Transaction Furthers the Commission’s Environmental and Social 
Justice Action Plan 

The Commission’s Environmental and Social Justice Action Plan (“ESJ 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 enforcement to 

encompass all the industries it regulates, including energy, water, and communications programs. 

Goal 3 of the Commission’s ESJ Plan is to improve access to high-quality water, 

communications, and transportation services for ESJ communities.11 For water utilities, 

objectives for this goal include (1) consolidating small water systems, and (2) expanding low-

income programs.12

With respect to the first objective, the Commission’s ESJ 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.”13

As discussed above, 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 

                                            
11 Environmental and Social Justice Action Plan, Version 1.0, February 21, 2019 (“ESJ Plan”), p. 7. 
12 ESJ Plan, p. 16. 
13 California Public Utilities Commission 2010 Water Action Plan, p. 9. 
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and setting rates that balance investment, conservation, and affordability. In addition, Suburban 

is able to 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. If Sativa were to hire experts either internally or contractually to match the level of 

expertise Suburban has readily available, it would be far more burdensome on their customer 

base. 

Related to the second objective, Suburban has a well-established low-income support 

program to help customers with their monthly bills. 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 ESJ community.  

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

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

events benefit the communities we serve. Additionally, Suburban participates in various 

community events by conducting presentations to customers at landscape/gardening workshops 

and local organizations. If the transaction is approved, Suburban would extend this community 

outreach and involvement to include the Sativa community.   

Second, Suburban’s supplier diversity program encourages Suburban in meeting and 

exceeding the goals of General Order 156 to purchase from diverse owned vendors (Woman, 

Minority, Disabled Veteran, and LGBQT). Suburban has led Commission-regulated water 
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utilities with the highest percentage of supplier diversity procurement for the past three years, 

and in 2020, its supplier diversity procurement spend exceeded 50% for the first time. 

Third, Suburban employs multilingual office and field staff who speak both Spanish and 

English to serve the primary languages spoken in the communities we serve. Our customer call 

center employees live in Southern California and work out of our La Mirada and West Covina 

offices. They are familiar with Los Angeles County and participate in many events to support our 

communities. 

VI. THE PROPOSED RATEMAKING TREATMENT IS REASONABLE 
A. Rate Base 

Suburban requests that the Commission authorize rate base equal to the $11,800,000 

purchase price, after any applicable adjustments. The purchase price resulted from negotiations 

between a willing and informed buyer and a willing and informed seller with neither side 

compelled to enter into the transaction hastily or out of necessity. 

Inclusion of the entire purchase price in rate base is required by Public Water System 

Investment and Consolidation Act of 1997, codified at Public Utilities Code Sections 2718-2720. 

Public Utilities Code Section 2720(a) provides that the Commission “shall use the standard of

fair market value when establishing the rate base for the distribution system of a public water

system acquired by a water [utility]. This standard shall be used for rate setting.” As the 

Commission has recognized, this legislation was enacted to aid water systems in making 

infrastructure improvements, to meet increasingly stringent state and federal drinking water laws, 

to recognize that economies of scale are achievable in the operation of public water systems, and 

to provide water corporations with incentives to achieve economies that benefit ratepayers.14

Public Utilities Code Section 2720(a)(2) defines “fair market value” as having the 

meaning set forth in Code of Civil Procedure Section 1263.320(a), which states that fair market 

value is “the highest price that would be agreed to by a seller, being willing to sell but under no 

particular or urgent necessity for doing so, nor obligated to sell, and a buyer, being ready, 
                                            
14 D.99-10-064, p. 2. 
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willing, and able to buy but under no particular necessity for doing so.” As described above, this 

purchase price for the proposed transaction is the result of arms’ length negotiations between a 

willing and informed buyer and a willing and informed seller with neither side compelled to 

enter into the transaction hastily or out of necessity. As such, the purchase price for the proposed 

transaction conforms to the definition of “fair market value” set forth in Code of Civil Procedure 

Section 1263.320(a).  

Because the total purchase price therefore represents the fair market value for the assets 

purchased, pursuant to Public Utilities Code Section 2720 and Code of Civil Procedure Section 

1263.320(a), the Commission should authorize Suburban to include the final purchase price paid 

by Suburban in the rate base for the system.15 D.99-10-064 specifically recognizes that Public 

Utilities Code Sections 2718-2720 require that the Commission use the fair market value as the 

rate base value of the acquired distribution system.16 It should also be noted that, as the appraisal 

makes clear, the value of the rate base being requested is well below the reproduction costs new 

less depreciation value or replacement costs new less depreciation value for the system.  

In addition to being required by statute, the ratemaking requested is in the public interest. 

The purchase of Sativa by Suburban supports and furthers the provision of safe, reliable, and 

affordable water services to current Sativa customers. 

B. Ratemaking Mechanisms 
1. Sativa Transaction Memorandum Account 

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 establishment of a memorandum account to track these past and 

                                            
15 In addition, rate base may be adjusted to include transactional costs, depending on the resolution of 

recovery of such costs in Suburban’s subsequent GRC. 
16 D.99-10-064, p. 2.
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future transaction costs. This request meets the Commission’s requirements for memorandum 

accounts as set forth in Standard Practice U-27-W: 

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

It could not have been reasonably foreseen in the utility’s last general rate case and 

will occur before the utility’s next scheduled rate case; 

It is of a substantial nature in the amount of money involved; and 

The ratepayer will benefit by the memorandum account treatment. 

As discussed in more detail in the testimony of Robert Kelly, first, Suburban does not 

incur transaction costs for the acquisition of smaller systems in the normal course of business, 

and the timing of a decision approving recovery of such costs is outside Suburban’s control.  

Second, the expenses Suburban will incur in the Sativa transaction could not have been 

reasonably foreseen in Suburban’s last GRC and will occur before the Suburban’s next 

scheduled case. Third, as noted above transaction costs include outsourced services, such as 

legal, engineering, surveying, the appraisal, noticing costs, and other professional activities 

necessary to complete the proposed transaction, making them substantial in nature. Fourth, 

ratepayers will benefit by the memorandum account treatment because, as discussed above, the 

proposed transaction furthers Legislative and Commission policies and goals, and benefits Sativa 

and Suburban customers. 

Therefore, Suburban should be permitted to establish a memorandum account to track 

transaction costs for future recovery. Suburban further proposes that it be allowed to defer any 

unrecovered transaction cost as a recoverable regulatory asset. In its subsequent GRC, Suburban 

will support the prudency of the transaction costs, seek recovery of the costs, and request that the 

Commission authorize such recovery.  The draft tariff for this account is included with the 

application as Attachment 2. 

2. Environmental Improvements and Compliance Issues for Acquisitions 
Memorandum Account (EICIAMA) 
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Suburban requests that the Commission approve the EICIAMA to allow Suburban to 

track the costs of addressing required environmental improvements and other potential 

compliance issues, with the understanding that, with memorandum account treatment, Suburban 

will bear the burden of proof for the reasonableness of such costs. Approval of this account will 

allow Suburban to the opportunity to recover the costs necessary to provide a safe, reliable, and 

environmentally compliant water supply to Sativa customers.   

The costs to address environmental compliance and required improvements have yet to 

be determined. Such costs are not under the utility’s control, nor can they be reasonably foreseen. 

See Footnote 6 for a listing of some of the expected costs involved. Compliance with such 

requirements, however, ensures safety, benefitting ratepayers. The proposed memorandum 

account treatment helps make certain that the requisite capital expenditures will be subject to 

regulatory oversight and that funds will be used judiciously. The draft tariff for this account is 

included with the application as Attachment 3. 

3. Sativa Production Cost Balancing Account (SPCBA)  

The SPCBA would provide treatment similar to Suburban’s existing balancing account 

treatment for WRD Replenishment Assessment charges with an adopted rate of $382.00 per acre 

foot. 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 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 draft tariff for this account is included with the 

application as Attachment 4. 

VII. SAFETY 

Suburban is committed to the safety of water it provides to its customers, the safety of its 

employees and the safety of the community as a whole. This is demonstrated by the investments 
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Suburban makes in employee development and community outreach. Suburban has implemented 

safety programs designed to protect both its workforce and customers and requires all personnel 

to attend safety training every yearly. Suburban’s extensive Safety Program is described in the 

testimony of Suburban Vice President of Engineering Jorge Lopez. Approval of this application 

will allow Suburban to extend these safety benefits to the customers of the Savita Water System. 

VIII. CEQA REVIEW IS NOT REQUIRED 

Rule 2.4 of the Commission’s Rules requires applications to address the applicability of 

the California Environmental Quality Act (“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.”17 A proposed “activity [that] will not result in a direct or reasonably foreseeable 

indirect physical change in the environment” is not subject to CEQA.18 Similarly, where “it can 

be seen with certainty that there is no possibility that the [proposed] activity in question may 

have a significant effect on the environment, the activity is not subject to CEQA.”19

This application seeks Commission approval of the acquisition of assets from Sativa by 

Suburban. Critically, 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 - to provide water service. 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 

                                            
17 See Cal. Pub. Res. Code § 21065.
18 CEQA Guidelines at §15060(c)(2).
19 CEQA Guidelines at §15061(b)(3).
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is not subject to CEQA.20 Here, also, because it is clear that no “direct or reasonably foreseeable 

indirect physical change in the environment” will occur as a result of the proposed transaction, it 

is not subject to the provisions of CEQA. 

IX. COMPLIANCE  
A. Compliance with D.99-10-064 and D.20-08-047 

After the Legislature passed the Public Water System Investment and Consolidation Act

of 1997, the Commission instituted Rulemaking 97-10-048 to set guidelines for acquisitions and 

mergers of water companies. The final decision in that proceeding approved the terms of a 

settlement agreement included as Appendix D to D.99-10-064. That Appendix contains 

guidelines for mergers and acquisitions of water utilities in accordance with Public Utilities Code 

Sections 2718, et seq. More recently, in D.20-08-047, the Commission affirmed certain data 

elements required by D.99-10-064.21 These data elements are: 

A copy of the purchase agreement; 

A copy of any appraisals conducted in the past five years; 

A forecast of the results of operation for (1) the acquiring utility, (2) the acquired 

utility, and (3) the combined operation; 

A list of all assets funded by the state or federal government and other 

contributions; 

Assets funded by contributions; 

Indication of compliance orders for failures to meet drinking water standards 

                                            
20 See D.13-01-033,  Application of California-American Water Company (U210W) and Garrapata 

Water Company (U212W) for an Order Authorizing Garrapata Water Company to Sell and 
California-American Water Company to Purchase the Assets of Garrapata Water Company, Decision  
Approving the Application of California-American Water Company's Acquisition of Garrapata Water 
Company's Assets, pp. 8-9; D.11-03-016, Application of Watertek, Inc. a California corporation 
(U420W) for Authority to Sell and Del Oro Water Co., Inc (U61W) for Authority to Buy the Watertek, 
Inc. Water Utilities (Grand View Gardens and East Plano) in Tulare County and (Metropolitan) in 
Fresno County, Decision Conditionally Authorizing Douglas F. Elliot, Sole Owner DBA the 
Watertek Water Utilities, to Sell and Del Oro Water Co., Inc. to Buy Grand View Gardens, East 
Plano, and Metropolitan Water Systems, pp. 9-10.

21 D.20-08-047, p. 88. 
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As noted above, a copy of the purchase agreement is included with the application as 

Attachment 1.   

A May 2021 RCNLD appraisal of Sativa performed for Suburban by MR Valuation 

Consulting, LLC is included as Attachment 5. Included in this analysis is a separate appraisal of 

the land and private easements. Stratecon, Inc. performed the valuation of the water rights, which 

was incorporated into the RCNLD analysis. The total RCNLD valuation of the system non-grant 

funded assets is $18,788,000. In compliance with D.20-08-047, Suburban has also included as 

Attachment 6 a September 2019 appraisal performed for the Los Angeles County Public Works 

Department and as Attachment 7 an October 2019 appraisal of four land parcels performed 

Colliers International for Suburban. 

A forecast of the results of operation for the acquiring utility, the acquired utility, and the 

combined operation for the first and fifth years following the acquisition, with the supporting 

information, is included as Attachment 8 to this application.   

Sativa has no contributed property. A list of grant-funded assets is included in the MR 

Valuation Consulting, LLC appraisal discussed above (Attachment 5). 

Information regarding compliance orders for failures to meet drinking water standards is 

included with the Direct Testimony of William Russel Bryden, Assistant Deputy Director of Los 

Angeles County Public Works. 

In addition to these data elements, Appendix D to D.99-10-064 states that the utility 

needs to address how it will finance the acquisition. It may either file an application for the long-

term debt financing of a particular acquisition or rely on authorization previously given by the 

Commission. Suburban will finance the acquisition from net cash provided from internal sources 

and from preapproved equity infusion.  

Appendix D also states that notice of a proposed acquisition should be given to all 

affected customers at the time when the application is filed with the Commission.22 Copies of 
                                            
22 Technically, Section 4.03 may apply only to the acquisition of mutual and publicly-owned water

systems.
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the draft notices are included as Attachment 9 to this application. The notices will be sent to 

customers as soon as the Commission assigns an application number in this proceeding and the 

Commission’s Public Advisor’s Office has reviewed and approved the notice.

In addition to affirming the data elements from Appendix D of D.99-10-064, the 

Commission in D.20-08-047 adopted minimum data requirements (MDRs) for acquisition 

applications. These MDRs are included as Attachment 10 to this application. 

B. Communications Regarding the Application 

All communications and correspondence with Suburban should be directed to: 

Robert L. Kelly 
Suburban Water Systems 
1325 N. Grand Avenue, Suite 100 
Covina, CA 91724 
(626) 543-2590 
bkelly@swwc.com 

and 

Lori Anne Dolqueist 
Nossaman, LLP 
50 California Street 
34th Floor 
San Francisco, CA 94111 
(415) 438-7221 
ldolqueist@nossaman.com 
C. Articles of Incorporation and Financial Statements 

Suburban filed a certified copy of its articles of incorporation with the Commission on 

January 6, 1966, in Application 48170. Suburban filed a certified copy of an amendment to its 

articles of incorporation with the Commission on November 30, 1989, in Application 89-11-036. 

Suburban filed a certified copy of a further amendment to its articles of incorporation with the 

Commission on February 28, 2002, in Application 02-02-030. Suburban filed, with the 

Commission, a certified copy of an additional amendment to its articles of incorporation with 

Application 17-04-003. Suburban has not subsequently amended its articles of incorporation. 

D. Categorization and Schedule 

Applicants request that the Commission classify this application as rate setting. The 

issues presented in the application are whether the transaction will serve the public interest, 
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whether Suburban is financially qualified to acquire Sativa, whether Suburban is qualified to 

operate the Sativa system, and what the appropriate rate base for the acquisition should be.   

The following schedule is consistent with D.99-10-064.

Application Filed   August 13, 2021 (Day 0)

Protests Filed   30 Days after Notice

Replies to Protest   40 Days after Notice

Prehearing Conference   45 Days after Application filed

Cal PA’s Report  90 Days after Application filed

Hearings (if required)   120-125 Days after Application filed

Briefs    155 Days after Application filed

Proposed Decision   215* Days after Application filed

Commission’s Agenda   245** Days after Application filed

*  Or 60 days after the case is submitted. 

** Or 90 days after the case is  submitted. 

X. TESTIMONY IN SUPPORT OF APPLICATION 

The following witnesses have provided direct testimony in support of this application: 

William Russell Bryden, Assistant Deputy Director of Los Angeles County Public Works 

Joseph J. Calvanico, Director, MR Valuation Consulting, LLC 

Robert Kelly, Vice President Regulatory Affairs, Suburban Water Systems 

Jorge Lopez, P.E., Vice President of Engineering, Suburban Water Systems 

Mark Rodriguez, Founder and Managing Partner, MR Valuation Consulting, LLC 

Rodney T. Smith, President, Stratecon Inc. 

XI. NOTICE AND SERVICE OF THE APPLICATION 

After the Commission has accepted this application for filing and assigned it an 

application number and the notices have been approved by the Commission’s Public Advisor’s 

Office, Suburban will provide notice of the proposed transaction and the filing of this application 

to Sativa and Suburban customers. As noted earlier, a copy of the draft notices is included as 
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Attachment 9 to this application. 

A copy of this application is also being served on those persons and entities set forth on 

the service list for the application included as Attachment 11 to this application.

XII. CONCLUSION 

As discussed above, the proposed transaction is the culmination of the extensive public 

processes and policies reflecting the cumulative judgment of multiple agencies and branches of 

government to address the poor water service provided to customers of the Sativa Water System. 

Approval of the application would ensure Sativa customers’ long-term access to safe and reliable 

water services at affordable prices and further important Legislative and Commission policies 

and goals, including the goals and objectives set forth in the Commission’s Environmental and 

Social Justice Action Plan. Therefore, Suburban requests that the Commission authorize (1) 

Suburban’s purchase of the Sativa Water System assets, and (2) the other actions related to the 

transaction discussed above. 

Respectfully submitted, 

  
August 13, 2021 By: /s/ Craig Gott   

Craig Gott 
Suburban Water Systems 

1325 N. Grand Avenue, Suite 100 
Covina, CA 91724 
(626) 543-2554 
cgott@swwc.com 
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VERIFICATION 

I, Robert L. Kelly, declare and verify the following: 

This verification is made in connection with the Application for Order Authorizing 

Suburban Water Systems (U-339-W) to Purchase Sativa County Water District’s Assets and for 

Related Approvals (“the Application”).   

I am an officer of Suburban Water Systems and have read the Application. As to those 

matters in the Application of which I have personal knowledge, I verify them to be true. As to 

those matters stated on information and belief, I verify them to be true.  

I declare, under penalty of perjury under the laws of the State of California, the foregoing 

is true and correct. 

Executed on this 13th day of August, 2021 at Upland, California. 

       /s/ Robert L. Kelly   
  
       Robert L. Kelly 
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EXECUTION COPY 

ASSET PURCHASE AGREEMENT 
SATIVA WATER SYSTEM

This Asset Purchase Agreement (“Agreement”) is made and entered into as of the 20th 
day of April, 2021 (“Effective Date”) by and between Suburban Water Systems, a California 
corporation (“Buyer” or “Suburban”), and the County of Los Angeles, a corporate body and 
politic (“Seller” or “County”). Buyer and Seller may be referred to individually as a “Party” or 
together as the “Parties.” The Parties agree as follows: 

1. RECITALS. The Parties enter into this Agreement with reference to the following: 

A. The Sativa Los Angeles County Water District (the “Sativa District”) owned and 
operated the Sativa Water System, consisting of water delivery pipelines, water 
appurtenances, hydrants, service laterals, interconnections, hydropneumatics tanks, 
chemical dosing equipment, groundwater well, office, equipment, and storage buildings, 
and other facilities and properties necessary to provide domestic water service to 
approximately 1,600 water service connections located within a residential area in the 
unincorporated community of Willowbrook and three small non-contiguous areas within 
the City of Compton (“Sativa Water System”).

B. On June 1, 2018, the California State Water Resources Control Board (“SWRCB”) 
issued Compliance Order No. 04_22_18R_003 to the Sativa District, wherein the 
SWRCB determined that the Sativa District had violated the California Safe Drinking 
Water Act. 

C. On September 28, 2018, Governor Jerry Brown signed Assembly Bill 1577, thereby 
enacting California Health & Safety Code § 116687 (“H&S Code § 116687”) which, 
among other things, authorized the dissolution of the Sativa District, the appointment of 
an “administrator” and “successor agency” for the Sativa District, and certain liability 
protections for the administrator, successor agency, and any water corporation that 
acquired the Sativa Water System. 

D. Pursuant to H&S Code § 116687, on October 31, 2018, the SWRCB appointed County as 
the administrator of the Sativa District and, on November 1, 2018, County assumed full 
administrative, managerial, and financial control of the Sativa District. 

E. On February 13, 2019, the Local Agency Formation Commission for County of Los 
Angeles (“LAFCO”) adopted Resolution No. 2019-02RMD (“LAFCO Resolution”)
which, among other things (1) dissolved the Sativa District and (2) appointed County as 
the “successor agency” for the Sativa District, succeeding to all of the rights, duties and 
obligations of the Sativa District with respect to enforcement, performance, or payment 
of outstanding bonds or other contracts and obligations of the Sativa District and winding 
up the affairs of the Sativa District pursuant to Government Code §§ 56886(m) and 
57451(c) and subject to H&S Code § 116687, including the power to exchange, sell, or 
otherwise dispose of all property, real and personal, of the Sativa District.
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F. On September 11, 2019, County issued a request for proposals, RFP Number 
BRC0000114 (the “RFP”), along with a Bidders Notebook, soliciting proposals for 
interested and qualified bidders to purchase the assets associated with the Sativa Water 
System as described in, and subject to the terms set forth in, the RFP.  

G. In response to the RFP, Buyer submitted a proposal to County dated November 12, 2019 
which included an offer to enter into an interim Operations & Maintenance Agreement 
(the “O&M Agreement”) whereby Suburban would provide operations and maintenance 
services to County with respect to the operations of the Sativa Water System pending the 
Closing of the Contemplated Transactions. The Parties contemplate entering into such an 
O&M Agreement contemporaneously with the execution of this Agreement.

H. By letter dated December 3, 2019, County informed Buyer that it had elected Buyer as 
the preferred bidder and that it was prepared to enter into negotiations with Buyer 
regarding the terms of this Agreement.

I. On May 29, 2020, the Parties entered into an Exclusive Negotiation Agreement (“ENA”) 
to negotiate the terms of this Agreement and thereafter began negotiations regarding the 
terms of this Agreement as well as the terms of the O&M Agreement. 

J. Based on the Parties’ negotiations, County desires to sell, and Buyer desires to purchase, 
all of the assets associated with the Sativa Water System, including the Water Rights, as 
such assets are described in greater detail in Exhibit A attached hereto (collectively, the 
“Acquired Assets”), subject to the terms and conditions set forth in this Agreement. 

K. The SWRCB’s Division of Drinking Water (“DDW”) has issued a new operating permit 
for the Sativa Water System (“DDW Permit”) that identifies deficiencies with the Sativa 
Water System that require correction. A copy of the DDW Permit is attached hereto as 
Exhibit B. 

2. DEFINITIONS; RULES OF CONSTRUCTION.

Unless the contrary is stated or clearly appears from the context, the following definitions 
will govern the construction of the words and phrases used in this Agreement. Capitalized terms 
have the meanings assigned to them. For purposes of this Agreement and the other documents 
executed in connection herewith, the following “Rules of Construction” apply, unless 
specifically indicated to the contrary: (i) wherever from the context it appears appropriate, each 
term stated in either the singular or plural includes the singular and the plural, and pronouns 
stated in the masculine, feminine or neuter gender include the masculine, the feminine and the 
neuter; (ii) the term “or” is not exclusive; (iii) the term “including” (or any form thereof) is not 
limiting or exclusive; (iv) the terms “hereof,” “herein” and “herewith” and words of similar 
import are, unless otherwise stated, construed to refer to this Agreement as a whole and not to 
any particular provision of this Agreement; (v) all references to statutes and related regulations 
include any amendments of same and any successor statutes and regulations as well as all rules 
and regulations promulgated thereunder, unless the context otherwise requires; and (vi) all 
references to any instruments or agreements, including references to any of the documents 
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executed in connection herewith, include any and all modifications or amendments thereto and 
any and all extensions or renewals thereof. 

“Accounting Firm” means an independent accounting firm of national or regional 
standing, mutually selected by the Parties.

“Acquired Assets” means all of the assets associated with the Sativa Water System, 
including the Water Rights, as such assets are described in greater detail in Exhibit A attached 
hereto, including any third party warranty that remains in effect with respect to the Acquired 
Assets and is transferable. 

“Actual Knowledge of County” or “County’s Actual Knowledge” and similar terms mean 
the actual knowledge, or knowledge that would have been obtained after due inquiry, with 
respect to any matter, of any of the following Persons: (1) Russ Bryden; (2) Sami Kabar; and (3) 
Pedro Campos (during the period in which he has been employed by the County). 

“Affiliate” means, (i) with respect to Buyer, SouthWest Water Company and each of its 
subsidiaries and (ii) with respect to County, the Los Angeles County Department of Public 
Works.

“Allocation” means a reasonable and supportable allocation of the Purchase Price and the 
Capex Reimbursement among the Acquired Assets in accordance with Code § 1060 and the 
Treasury regulations thereunder (and any similar provisions of state or local Law, as 
appropriate).

“Assumed Contracts” means those Contracts arising from or related to the Sativa Water 
System or the Acquired Assets to which County is a party, under which County may have any 
rights or by which County or the Sativa Water System is bound, and all bids, quotations and 
proposals therefor, each as set forth in Exhibit C, which will be assumed by Buyer. 

“Bill of Sale” means a bill of sale, in the form of Exhibit D attached hereto.

“Board of Supervisors” means the Board of Supervisors of the County of Los Angeles. 

“Business Day(s)” means any day other than (i) Saturday or Sunday, or (ii) any other day 
on which County’s offices are permitted or required to be closed.  

“Business Records” mean the following books and records which are in the possession of 
County and are related to, used or held for use in connection with the Sativa Water System: (i) 
Permits for the operation of the Sativa Water System; (ii) repair and maintenance records with 
respect to the Acquired Assets; (iii) billing and accounts receivable information concerning the 
revenue and collections of the Sativa Water System; (iv) accounts payable reports for the Sativa 
Water System; and (v) such other information as is reasonably available to County. In no event 
shall Business Records include any attorney work product produced for County or attorney-client 
communications between County and legal counsel. 

“Buyer” or “Suburban” means Suburban Water Systems. 
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“Capex Reimbursement” is defined in Section 3.B. 

“Closing” means the closing of the Contemplated Transactions.  

“Closing Date” means the date on which the Closing occurs. 

“Closing Proration List” is defined in Section 3.C.

“Code” means the Internal Revenue Code of 1986, as amended, and the regulations and 
other guidance promulgated thereunder. 

“Confidential Information” means (i) proprietary information not available to the general 
public concerning the business and financial affairs with respect to a Party hereto or its 
Affiliates, (ii) analyses, compilations, forecasts, studies and other documents prepared on the 
basis of such proprietary information by the Parties or their agents, representatives, any Affiliate, 
employees or consultants, (iii) any information clearly marked as “Confidential” by the 
disclosing Party or (iv) information covered by the Common Interest Doctrine as set forth in the 
Parties’ ENA. 

“Consent” means any approval, consent, ratification, waiver or other authorization.

“Contemplated Transactions” means the transactions contemplated by this Agreement 
and the other Transaction Documents. 

“Contract” means any agreement, contract, obligation, legally binding commitment or 
undertaking (whether written or oral and whether express or implied). 

“County” or “Seller” means the County of Los Angeles. 

“CPUC” means the California Public Utilities Commission. 

“CPUC Decision” means an Order from the CPUC approving the Contemplated 
Transactions.

“Customers” means the customers being provided water service by the Sativa Water 
System. 

“Encumbrance” means any charge, claim, community property interest, condition, 
easement, equitable interest, encumbrance, lien, mortgage, option, pledge, security interest, right 
of first refusal, right of way, servitude or restriction of any kind, including any restriction on use, 
transfer, receipt of income or exercise of any other attribute of ownership, or any repayment 
obligation under any grant.

“Environment” means soil, land surface or subsurface strata, surface waters (including 
navigable waters, ocean waters, streams, ponds, drainage basins and wetlands), groundwater, 
drinking water supply, stream sediments, ambient air (including indoor air), plant and animal life 
and any other environmental medium or natural resource.
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“Environmental Law” means any Law relating to pollution or protection of human health, 
safety, the environment, or natural resources, including any Occupational Safety and Health 
Law, or Law relating to releases or threatened releases of Hazardous Materials into the indoor or 
outdoor environment (including, without limitation, ambient air, surface water, groundwater, 
land, surface and subsurface strata) or otherwise relating to the manufacture, processing, 
distribution, use, treatment, storage, release, transport or handling of Hazardous Materials. 

“Final Proration List” is defined in Section 3.C.

“GAAP” means Generally Accepted Accounting Principles as promulgated by the 
Governmental Accounting Standards Board. 

“Governmental Authority” means any (i) nation, state, county, city, village, district or 
other jurisdiction of any nature, (ii) federal, state, local, municipal, foreign or other government, 
(iii) governmental or quasi-governmental authority of any nature (including any governmental 
agency, branch, department, official or entity and any court or other tribunal), (iv) multi-national 
organization or body or (v) body exercising, or entitled to exercise, any administrative, 
executive, judicial, legislative, police, regulatory or taxing authority or power of any nature. 

“Grant Funding” means all federal, state and local grant funding that is actually received 
by County in connection with the funding of capital improvements to the Sativa Water System, 
either as an advance or reimbursement for the costs of installing such capital improvements.

“Hazardous Materials” means any waste or other substance that is listed, defined, 
designated or classified as, or otherwise determined to be, hazardous, radioactive or toxic or a 
pollutant or a contaminant under or pursuant to any Environmental Law, including any 
admixture or solution thereof, and specifically including petroleum and all derivatives thereof or 
synthetic substitutes therefor and asbestos or asbestos-containing materials.

“Improvements” means all buildings, structures, fixtures, building systems and 
equipment, and all components thereof, including the roof, foundation, load-bearing walls, and 
other structural elements thereof, heating, ventilation, air conditioning, mechanical, electrical, 
plumbing, and other building systems, environmental control, remediation, and abatement 
systems, sewer, storm, and waste water systems, irrigation and other water distribution systems, 
parking facilities, fire protections, fencing, surface improvements, security, and surveillance 
systems, and telecommunications, computer, wiring, and cable installations, included in the Real 
Property.

“Interim Period” means that period between the Effective Date and the Closing.

“Law” means any law, rule, regulation or ordinance of any federal, foreign, state or local 
Governmental Authority or other provisions having the force or effect of law, including all 
judicial or administrative Orders and determinations, and all common law.

“Liability” means any liability, indebtedness or obligation of any kind, character or 
description, whether known or unknown, absolute or contingent, accrued or unaccrued, disputed 
or undisputed, liquidated or unliquidated, secured or unsecured, joint or several, due or to 



26345.00052\33731167.1 6 

become due, vested or unvested, executory, determined, determinable or otherwise and whether 
or not the same is required to be accrued on the financial statements of a Person.

“Material Adverse Effect” means any event, fact, change, development, or occurrence 
(each, an “Effect”) that, individually or in the aggregate, is or could reasonably be expected to be 
materially adverse to the business, assets, Liabilities (contingent or otherwise), prospects, 
operations or condition (financial or otherwise) of the Sativa Water System and/or the Acquired 
Assets. 

“O&M Agreement” is defined in Section 1.G.

“Occupational Safety and Health Law” means any Law designed to provide safe and 
healthful working conditions and to reduce occupational safety and health hazards, and any 
program, whether governmental or private (including those promulgated or sponsored by 
industry associations and insurance companies), designed to provide safe and healthful working 
conditions.

“Order” means any award, decision, injunction, judgment, order, ruling, subpoena or 
verdict entered, issued, made or rendered by any court, administrative agency or other 
Governmental Authority or by any arbitrator.

“Ordinary Course of Business” means, with respect to the Sativa Water System, only the 
ordinary course of water utility operations customarily engaged in by County with respect to the 
Sativa Water System, consistent with past practices, and specifically does not include (a) activity 
(i) involving the purchase or sale of the Sativa Water System, or (ii) that requires approval by the 
Board of Supervisors, or (b) the incurrence of any Liability for any tort or any breach or violation 
of or default under any Contract or Law.

“Permit” means any approval, Consent, license, permit, waiver, franchise, registration, 
exemption, certificate or other authorization or approval issued, granted, given or otherwise 
made available by or under the authority of any Governmental Authority or pursuant to any Law, 
and all pending applications therefor and amendments, modifications and renewals thereof.

“Person” means any individual, corporation (including any non-profit corporation), 
general or limited partnership, limited liability company, joint venture, cooperative, estate, trust, 
association, organization, labor union or other entity or Governmental Authority.

“Proceeding” means any action, application, arbitration, audit, hearing, investigation, 
litigation or suit (whether civil, criminal, administrative, investigative or informal) commenced, 
brought, conducted or heard by or before, or otherwise involving, any Governmental Authority 
or arbitrator.

“Proration Amounts” is defined in Section 3.C. 

“Purchase Price” means Eleven Million Eight Hundred Thousand ($11,800,000), adjusted 
as provided pursuant to Sections 3.C (Prorations).  
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“Real Property” means those parcels of real property and those easements or any rights-
of-way used or held for use in the operation of the Sativa Water System, together with all 
fixtures, fittings, buildings, structures and other Improvements erected therein or thereon.

“Receivables” mean all receivables (including notes, accounts receivable, loans 
receivable and advances) arising from or related to the Sativa Water System.

“Records” means information that is inscribed on a tangible medium or that is stored in 
an electronic or other medium and is retrievable in perceivable form.

“Release” means any spilling, leaking, emitting, discharging, depositing, escaping, 
leaching, dumping or other releasing into the Environment of Hazardous Materials, whether 
intentional or unintentional.

“Tax” means all taxes, charges, withholdings, fees, duties, levies, or other like 
assessments including, without limitation, income, gross receipts, ad valorem, value added, 
excise, personal property, real property, sales, employment, withholding, social security, Pension 
Benefit Guaranty Corporation premium, environmental (under Section 59A of the Code), 
occupation, use, service, service use, license, payroll, franchise, transfer and recording taxes, fees 
and charges, windfall profits, severance, customs, import, export, employment or similar taxes, 
charges, fees, levies or other assessments, imposed by any Governmental Authority, whether 
computed on a separate, consolidated, unitary, combined or any other basis, and shall include 
any interest, fines, penalties, assessments, or additions to tax resulting from, attributable to, or 
incurred in connection with any such Tax or any contest or dispute thereof, and including any 
Liability for the Taxes of another Person under Treasury Regulation § 1.1502-6 (or any similar 
provisions of state, local, or foreign Law), as transferee or successor, by Contract or otherwise.

“Tax Return” means any return, declaration, report, claim for refund, or information 
return or statement relating to, or required to be filed in connection with any Taxes, including 
any schedule or attachment thereto and including any amendment thereof. 

“Title Company” means Orange Coast Title Company.

“Transaction Documents” means this Agreement, the Bill of Sale, the Water Rights 
Assignment, and all other documents, certificates, assignments and agreements executed and/or 
delivered in connection with this Agreement in order to consummate the Contemplated 
Transactions, as the same may be amended, restated, modified or otherwise replaced from time 
to time.

“Water Rights” means the adjudicated water rights included as part of the Acquired 
Assets and set forth on Exhibit A.

“Water Rights Assignment” means the Assignment Agreement from County to Buyer 
conveying the Water Rights, substantially in the form of Exhibit E attached hereto. 
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3. AGREEMENT TO SELL AND PURCHASE; CONSIDERATION.

A. Agreement to Sell.  County agrees to sell, transfer, convey and assign to Buyer, and 
Buyer agrees to purchase and accept from County, upon the terms and subject to the 
conditions set forth in this Agreement, the Acquired Assets, free and clear of all 
Encumbrances that have been placed on the Acquired Assets by County.

B. Consideration. The consideration for the Acquired Assets will be: (1) the Purchase Price 
(as adjusted by the Proration Amounts) and (2) the Capex Reimbursement. At Closing, 
Buyer will pay to County an aggregate amount equal to (i) the Purchase Price (as 
adjusted by the Proration Amounts) and (ii) the Capex Reimbursement, by wire transfer 
of immediately available funds in accordance with wire transfer instructions to be 
provided by County to Buyer at least ten (10) days before the Closing Date. County is 
receiving no compensation resulting from the disposal of any grant financed plant..

C. Prorations.

1. Generally, all operating income and operating expenses of the Sativa Water 
System shall be adjusted and allocated between the Parties to the extent necessary 
to reflect the principle that all such income and expenses attributable to the 
operation of the Sativa Water System on or before the Closing Date shall be for 
the account of County, and all income and expenses attributable to the operation 
of the Sativa Water System after the Closing Date shall be for the account of 
Buyer. No later than five (5) Business Days prior to the Closing, County shall 
provide Buyer with an itemized list of all sums to be credited or charged (the 
“Proration Amounts”) against the account of Buyer, on the one hand, and of 
County, on the other hand, with a brief explanation in reasonable detail of the 
credits or charges, consistent with Exhibit F (the “Closing Proration List”). At 
Closing, the Purchase Price shall be increased to the extent any Proration 
Amounts result in a credit to the account of County or a charge to the account of 
Buyer and decreased to the extent any Proration Amounts result in a credit to the 
account of Buyer or a charge to the account of County.

2. The allocations and prorations to be made pursuant to this Section 3.C shall be 
computed in a manner that is consistent with the assumptions, categories, 
classifications, judgments and allocation, valuation and estimation methodologies 
set forth on Exhibit [F].  If the Closing occurs during a monthly operating period, 
the Proration Amounts for such period will be allocated on a per diem basis 
through the date of Closing to the County and following the date of Closing to the 
Buyer.  To the extent not inconsistent with the express provisions of this 
Agreement, the allocations made pursuant to this Section 3.C shall be made in 
accordance with GAAP. Such prorations shall include all: (i) assessments, (ii) 
utility expenses, (iii) liabilities and obligations under the Assumed Contracts, (iv) 
rents, (v) deferred revenue from customers and prepayments, (vi) customer 
deposits and advances in aid of construction, and (vii) all other expenses and 
obligations attributable to the ownership and operation of the Sativa Water 
System that straddle the period before and after the Closing Date.
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3. Within sixty (60) days following the Closing Date, or such later date as shall be 
mutually agreed to by County and Buyer, Buyer shall prepare and deliver to 
County a proposed final version of the Closing Proration List (the “Final
Proration List”).  The Final Proration List shall become final and binding upon 
the Parties ninety (90) days following delivery thereof (the “Review Period”), 
unless County gives written notice of its disagreement with the Final Proration 
List (the “Notice of Disagreement”) to Buyer prior to the end of the Review 
Period.  The Notice of Disagreement shall specify in reasonable detail the nature 
of any disagreement so asserted, indicating each disputed item, together with the 
amount thereof, and the basis for County’s disagreement therewith.  If a Notice of 
Disagreement is given to Buyer prior to the expiration of the Review Period, then 
the Final Proration List (as revised in accordance with clause (i) or (ii) below) 
shall become final and binding upon the parties on the earlier of (i) the date the 
Parties resolve in writing any differences they have with respect to the matters 
specified in the Notice of Disagreement or (ii) the date any disputed matters are 
finally resolved in writing by the Accounting Firm. Within 15 days after the Final 
Proration List becomes final and binding on the Parties pursuant to the preceding 
sentence, the Parties shall compute an adjusted Purchase Price pursuant to 
subsection (1) using the Final Proration List in lieu of the Closing Proration List. 
If the adjusted Purchase Price is greater than the Purchase Price computed 
pursuant to subsection (1) at the Closing, Buyer shall pay the difference to 
County. If the adjusted Purchase Price is less than the Purchase Price computed 
pursuant to subsection (1) at the Closing, County shall pay the difference to 
Buyer.  If County disagrees with the Final Proration List determined by Buyer or 
with any other matter arising out of this Section 3.C, and the Parties cannot within 
30 days resolve the disagreement themselves, the Parties will refer the 
disagreement to the Accounting Firm, whose decision shall be final.  Each Party 
shall have an additional 30 days from the end of the prior 30-day period to submit 
their respective positions and any relevant supporting materials.  Each of Parties 
shall pay one-half of the fees and expenses of the Accounting Firm. 

D. Capex Reimbursement.  

1. Consistent with Section 3.B., and subject to Section 3.D.3, at Closing, Buyer will 
pay to County the amount of County’s actual and documented capital 
expenditures, minus the amount of Grant Funding (“Capex Reimbursement”),
for Interim Period Capital Improvements (as defined in Section 3.F): (i) that have 
been completed as of the Closing; (ii) for which County has received all 
anticipated Grant Funding; and (iii)  the grant application process for any 
anticipated Grant Funding has concluded.

2. No later than twenty (20) Business Days before the Closing, County shall deliver 
to Buyer County’s proposed Capex Reimbursement, along with sufficient 
information and documentation supporting the calculation, including 
documentation relating to any applicable Grant Funding.  Within sixty (60) days 
following the Closing Date, or such later date as shall be mutually agreed to by 
County and Buyer, Buyer shall prepare and deliver to County a proposed final 
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version of the Capex Reimbursement (“Final Capex Reimbursement”).  The 
Review Period, the Notice of Disagreement, and the dispute resolution process set 
forth in Section 3.C.3 for the Final Proration List shall apply equally to the Final 
Capex Reimbursement. A Notice of Disagreement may include a dispute as to 
whether any cost item is a reimbursable capital expenditure.

3. If an Interim Period Capital Improvement has not been completed as of the 
Closing and/or anticipated Grant Funding for an Interim Period Capital 
Improvement has not been received by County as of the Closing (“Post-Closing
County Capex Project”), County and Buyer will cooperate to supervise the 
completion of each such Post-Closing County Capex Project in accordance with 
the Contract(s) for such project. County shall be responsible for paying all 
amounts due under such Contract(s), subject to Buyer reimbursing County for the 
actual and documented capital expenditures for each such project minus the Grant 
Funding.  Upon (i) the completion of each such Post-Closing County Capex 
Project, (ii) County’s receipt of all anticipated Grant Funding for the project, and 
(iii) the conclusion of any grant application process for Grant Funding for such 
Post-Closing County Capex Project: 

(i) County shall timely pay all amounts properly due under the Contract(s) for 
the project. 

(ii) County shall provide Buyer with a reimbursement request for each such 
improvement, with sufficient information and documentation to support 
the calculation, including copies of invoices and documentation relating to 
any applicable Grant Funding. 

(iii) If Buyer disputes County’s calculation of the reimbursement amount for 
any Post-Closing County Capex Project, including whether any cost item 
is a reimbursable capital expenditure, Buyer shall provide a notice of 
dispute within 60 calendar days of its receipt of County’s reimbursement 
request and supporting documentation and information.  The resolution of 
any such dispute shall be resolved in accordance with the dispute 
resolution process set forth in Section 3.C.3 for the Final Proration List.  
Buyer shall pay any undisputed portion of County’s reimbursement 
request within 60 calendar days of its receipt of County’s reimbursement 
request and supporting documentation and information.

(iv) County will take all necessary steps to promptly transfer and assign title 
and ownership of the completed improvement to Buyer, along with all 
rights attendant thereto, including any contractor warranties. 

E. Allocation.  Buyer must prepare the Allocation in consultation with the County, which 
will be binding upon the Parties. The Parties must report, act, and file Tax Returns in all 
respects and for all Tax purposes consistent with the Allocation. No Party can take any 
Tax position (whether in audits, Tax Returns, or otherwise) that is inconsistent with or 
contrary to the Allocation. In the event that the Allocation is disputed by any 
Governmental Authority, the Party receiving notice of such dispute will promptly notify 
the other Party, and the Parties will consult in good faith as to how to resolve such 
dispute in a manner consistent with the Allocation.
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F. Capital Improvements. 

1. Interim Period Capital Improvements.  The County may invest in capital 
improvements to the Sativa Water System during the Interim Period as necessary 
to comply with applicable Laws (including, without limitation, the DDW Permit) 
and/or to provide for the reasonable and prudent operation of the Sativa Water 
System (“Interim Period Capital Improvements”).  The County will consult 
with Buyer in advance with respect to the scope, design and cost of Interim 
Period Capital Improvements except for any improvements that are undertaken 
on an emergency basis.  The purpose of such consultation will be to 
(i) coordinate any Interim Period Capital Improvements with Suburban’s plan for 
DDW Permit compliance measures and capital improvements following the 
Closing; and (ii) harmonize accounting for costs and expenditures for Interim 
Period Capital Improvements between the County accounting system and 
Sections 5 and 6 of the “Utility Plant Accounts – Instructions” of the Uniform 
System of Accounts for Class A Water Utilities prescribed by the CPUC.  
Notwithstanding clause (ii) above, the Capex Reimbursement for Interim Period 
Capital Improvements will not be subject to compliance with the CPUC’s 
Uniform System of Accounts rules. 

2. Post-Closing Compliance Measures.  Based on the joint review of the DDW 
Permit and discussions between the County, Suburban and DDW staff, the 
County and Suburban acknowledge for planning purposes that Suburban intends 
to undertake the capital improvements specified on Exhibit G as necessary to 
bring the Sativa Water System into compliance with the DDW Permit following 
the Closing.  Notwithstanding the foregoing, the aforementioned list is for 
planning purposes and the actual implementation of such capital improvements 
will be subject to DDW and CPUC approval.  The current estimate of the 
aggregate cost of such compliance measures is $8.5 million. 

G. Operational Covenants.  As additional consideration for the purchase of the Acquired 
Assets, Buyer has committed to the following operational covenants in connection with 
the application to the CPUC for approval of the Contemplated Transactions and after the 
Closing:

1. Rate Plan.  Subject to CPUC approval: (i) during the period from the Closing 
through December 31, 2023, Buyer will charge Customers $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 Section 8.U) 
along with applicable surcharges, credits, taxes and franchise fees; (ii) beginning 
on January 1, 2024, the Sativa Water System will be incorporated into and subject 
to the CPUC-approved tariffs for Buyer’s Whittier / La Mirada Buyer service 
area, including the rates applicable to Buyer’s Whittier / La Mirada Buyer service 
area along with applicable surcharges, credits, taxes and franchise fees; and (iii) in 
the event that the Closing occurs after January 1, 2024, the Sativa Water System 
will be incorporated into and subject to the CPUC-approved tariffs for Buyer’s 
Whittier / La Mirada Buyer service area, including the rates applicable to Buyer’s 



26345.00052\33731167.1 12 

Whittier / La Mirada Buyer service area along with applicable surcharges, credits, 
taxes and franchise fees immediately after Closing (“Rate Plan”).

2. Compliance With Laws And Permits Applicable To The Sativa Water System. 
Buyer will comply with all Laws applicable to the Sativa Water System, 
including: (1) SWRCB Compliance Order No 4_22_18R_003, to the extent it has 
not been rescinded after the issuance of the DDW Permit; (2) the DDW Permit 
and any other permit or compliance order issued by the DDW or the SWRCB; and 
(3) other federal and state laws, regulations, and standards applicable to the Sativa 
Water System, including those requiring the installation of meters by January 1, 
2025 [Public Utility Code § 781].

4. CONVEYANCE OF TITLE; ASSIGNMENTS.

A. Upon the terms and subject to the conditions of this Agreement, at the Closing, County 
agrees to convey by quit claim deed to Buyer fee simple title to the Real Property 
constituting a portion of the Acquired Assets. As set forth below, the Real Property is to 
be transferred to Buyer in “AS-IS, WHERE-IS” condition.

B. Upon the terms and subject to the conditions of this Agreement, at the Closing, County 
agrees to transfer, convey and assign the remainder of the Acquired Assets in accordance 
with the applicable Transaction Document, including the tangible assets that do not 
constitute Real Property via the Bill of Sale and the Water Rights via the Water Rights 
Assignment.

5. ASSUMPTION OF LIABILITIES.

A. Buyer assumes no obligations and liabilities of any kind or nature whatsoever related to, 
arising from, or associated with the Sativa Water System prior to Closing except the 
following: (i) Sativa Water System customer deposits in the approximate amount of 
$148,475.77; and (ii) any Assumed Contracts.  

B. For the avoidance of all doubt, Buyer assumes no obligations with respect to any other 
current or long-term Liabilities, including, but not limited to any obligations with respect 
to (x) the Loan Agreement dated January 11, 2019 by and between the County and the 
Sativa District (“County Loan”) and (y) the Installment Sale Agreement dated June 1, 
2017 by and between Municipal Finance Corporation and the Sativa District “MFC
Loan”). At Closing, County shall pay off all outstanding amounts due under the MFC 
Loan and the County Loan.

6. CLOSING. Closing will occur at Buyer’s place of business or such other place or by 
such other means (e.g., e-mail, PDF or facsimile and overnight delivery of original execution 
documents) as is agreed to by the Parties at 10:00 A.M., Pacific time, on (a) a date that is not 
more than [15] Business Days after the date on which all of the conditions precedent in this 
Agreement are satisfied or waived or, if Buyer elects, the final day of County’s billing period of 
which such date is a part; or (b) such other date, time and/or place as the Parties may agree upon 
in writing.
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7.  CLOSING OBLIGATIONS. In addition to any other documents to be delivered under 
other provisions of this Agreement, at Closing the Parties must deliver:

A. All documents required to be executed by such Party including, without limitation, the 
Transaction Documents;

B. All documents and Consents (including, without limitation, the CPUC Decision) from 
Governmental Authorities and third parties necessary to ensure that Buyer will continue 
to have the same full rights with respect to the Acquired Assets as County had before the 
Closing; and

C. All other documents required to be delivered by a Party or reasonably requested by Buyer 
or County to be delivered at or before the Closing.

D. Joint escrow instructions to the Closing agent effectuating the Closing (i.e., title 
company) that provide for the full payment of the outstanding balances due under the 
Encumbrances listed in Exhibit H.

8. COUNTY’S REPRESENTATIONS AND WARRANTIES. County makes the 
following representations and warranties to Buyer, each of which is true and correct as of the 
date of this Agreement and will be true and correct as of the Closing:

A. County is the successor-in-interest to Sativa District and owner of the Acquired Assets, 
including the Real Property, pursuant to the authority granted under H&S Code § 116687 
and the LAFCO Resolution.

B. Pursuant to the authority granted under H&S Code § 116687 and the LAFCO Resolution, 
County is authorized to own and operate the Sativa Water System and the Acquired 
Assets.

C. County has not placed any Encumbrance on the Acquired Assets, including the Real 
Property, since County’s appointment as the administrator of the Sativa Water System 
and none of the Acquired Assets are on loan by County to any third party. To the 
County’s Actual Knowledge, all Encumbrances on the Acquired Assets, including the 
Real Property, are set forth in Exhibit H attached hereto.

D. County has delivered to Buyer all documents in its possession regarding the location of 
water supply sources, pump stations and storage facilities, mains and service connections 
used in connection with the Sativa Water System and necessary to be used in connection 
with the Sativa Water System and does not have notice of any actual or pending dispute 
or claim that any portion of the Sativa Water System is located on real property for which 
there is not a valid easement, right of way or other real property interest.  County has not 
investigated and makes no representation with respect to the existence, validity or scope 
of any easements for the Sativa Water System that are located on private property.

E. Except as otherwise provided by applicable Law (e.g., the United States Bankruptcy 
Code), this Agreement constitutes the legal, valid and binding obligation of County, 
enforceable against County in accordance with its terms.
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F. Subject to the CPUC Decision, the County has the absolute and unrestricted right, power 
and authority to complete the Contemplated Transactions. County’s representatives are 
authorized to execute and perform this Agreement and the other Transaction Documents. 
This Agreement has been, and the other Transaction Documents will be, duly executed 
and delivered by County.

G. Except as otherwise provided by applicable Law (e.g., the California Public Utilities 
Code and the LAFCO Resolution), no additional Consents are required to complete the 
sale, transfer and assignment of the Acquired Assets.

H. There is no unpaid Tax, levy or assessment against the Acquired Assets, including the 
Real Property (except for Encumbrances relating to Taxes not yet due and payable), nor 
is there pending or threatened any condemnation Proceeding against the Acquired Assets.

I. The Acquired Assets are and have been treated as exempt from real, personal property, 
and ad valorem Taxes in the County of Los Angeles and any other jurisdiction in which 
the Acquired Assets are or have been located, however, this exemption is due to the 
status of Sativa District and County as public agencies and this would not apply to Buyer.

J. County is, and at all times in which it has owned the Acquired Assets has been, a 
corporate body and politic existing in accordance with applicable Law, including the 
California Constitution and California Government Code, and is a legal subdivision of 
the State of California. For purposes of federal Law, County is considered a political 
subdivision of the State of California and an organization described in Sections 115 and 
170(c)(1) of the Code.

K. County has received Grant Funding relating to some of the Acquired Assets. As to any 
Grant Funding the County received, (i) all work or other requirements that were required 
to be taken and completed have been taken and completed (or caused to be taken and 
completed) by County; (ii) County’s performance with respect to such grants has not 
been challenged or questioned by nor is, to County’s knowledge, the subject of any audit 
or investigation; and (iii) all such grants have been completed or are in the process of 
being completed and will be completed prior to the Closing.

L. No general obligation bonds were pledged for use by the Sativa Water System.

M. County has provided Buyer with copies of all Contracts that currently exist affecting the 
Acquired Assets to which County is a party or by which County is bound in its role as the 
successor agency to the Sativa District.

N. To County’s Actual Knowledge, the operation of the Sativa Water System and the use of 
the Acquired Assets by County has been in compliance with all Laws applicable thereto.

O. To County’s Actual Knowledge, the operation of the Sativa Water System and the use of 
the Acquired Assets by County has been in compliance with all Environmental Law 
applicable thereto. County has no basis to expect nor has it received any actual or 
threatened Order, notice or other communication of any actual or potential violation or 
failure to comply with any applicable Law.
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P. Except for SWRCB Compliance Order No. 04_22_18R_003, there are no known pending 
or, to County’s Actual Knowledge, threatened claims, Encumbrances or other restrictions 
of any nature, resulting from any alleged violation of applicable Law affecting the 
Acquired Assets.  There are no Proceedings, either pending or, to County’s Actual 
Knowledge, threatened, against County involving the operation or ownership of the 
Sativa Water System or any of the Acquired Assets, which would reasonably be expected 
to have an adverse effect on the Sativa Water System or any of the Acquired Assets.

Q. To County’s Actual Knowledge and except as otherwise disclosed to Buyer, there are no 
Hazardous Materials present on or in the Real Property, except those used in connection 
with the operation of the Acquired Assets in accordance with applicable Environmental 
Law.

R. To County’s Actual Knowledge, there has been no Release or threat of Release of any 
Hazardous Materials at or from the Acquired Assets.

S. County has provided Buyer with a complete and correct list of all Permits used by 
County in the current ownership, operation and/or maintenance of the Sativa Water 
System, which is attached hereto as Exhibit I, as well as the DDW Permit. Such Permits 
and the DDW Permit constitute all those necessary for the ownership, operation and 
maintenance of the Sativa Water System by the County and are all valid and subsisting 
and in full force and effect.

T. County has made reasonable efforts to provide copies of the Business Records in its 
possession with respect to the Sativa Water System.  Business Records created by County 
in the period following its appointment as administrator of the Sativa Water System are 
true and correct and represent actual transactions entered into by the County with respect 
to the Sativa Water System; however, County makes no representation or warranty 
concerning the accuracy of Business Records that were created prior to its appointment as 
administrator of the Sativa Water System.   

U. Attached hereto as Exhibit J is a true and correct schedule of (i) the current billing rates 
for the Sativa Water System, which provides for a flat rate for water service based on the 
number of dwelling units, with garage conversions and other ancillary buildings being 
treated as half or additional units; and (ii) the number of customers who are currently 
invoiced in each rate category as of November 23, 2020. 

V. County has provided financial statements in the Bidders Notebook with the RFP for 
periods prior to its appointment as administrator of the Sativa Water System and has 
shared internally prepared financial projections and budget information concerning the 
Sativa Water System that are estimates only.  County makes no representations or 
warranties concerning the accuracy of the financial statements in the Bidders Notebook 
and any proforma financial information created by County is provided for the information 
of Buyer only and is subject to Buyer’s independent review and verification.

W. Buyer will not be responsible for any funding or continued operation of any health 
insurance policies, employee benefit plans, retirement plans, individual retirement 
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accounts, or 401(k) accounts related to, managed by, belonging to, or held for the benefit 
of, County, its officers, employees, subcontractors, agents, or any other third parties. 

X. The Sativa Water System buildings, plants, and structures installed or constructed by 
County after its appointment as Administrator and Successor Agency of the Sativa 
District are structurally sound, in good operating condition and repair, and adequate for 
the uses to which they are being put, and none of such buildings, plants, or structures is in 
need of maintenance or repairs other than ordinary, routine maintenance that is not 
material in nature or cost. 

Y. County, as the successor agency to the Sativa District under H&S Code § 116687, has 
taken and will take all necessary steps to ensure that the “interim operation period” 
under H&S Code § 116687 has been or will be extended until the Closing Date. 

Z. County is self-insured for any and all risks and liabilities associated with its ownership 
and operation of the Sativa Water System, does not maintain commercial insurance for 
such risks and liabilities, and intends to continue to be self-insured for such risks and 
liabilities until Closing. 

9. COUNTY’S DISCLOSURE AND DISCLAIMER.  The information provided in the 
RFP and the Bidders Notebook are solely for the evaluation of the Sativa Water System and 
County makes no representation or warranty concerning the accuracy of such information.  
Furthermore, County makes no representation or warranty with respect to the accuracy of any 
documents, Business Records or information provided by County that was in existence prior to 
County’s appointment as the administrator of the Sativa Water System.  Notwithstanding the 
foregoing, County has not knowingly provided any information that is untruthful or inaccurate 
concerning the Sativa Water System. 

10. “AS IS” SALE.

A. EXCEPT FOR THE REPRESENTATIONS, WARRANTIES AND COVENANTS OF 
COUNTY EXPRESSLY SET FORTH IN SECTIONS 8 AND 9 OF THIS AGREEMENT OR 
ANY OTHER DOCUMENT DELIVERED BY COUNTY TO BUYER AT THE CLOSING 
(COLLECTIVELY, THE “COUNTY REPRESENTATIONS, WARRANTIES AND 
COVENANTS”), IT IS UNDERSTOOD AND AGREED THAT COUNTY IS NOT MAKING 
AND HAS NOT AT ANY TIME MADE ANY WARRANTIES OR REPRESENTATIONS OF 
ANY KIND OR CHARACTER, EXPRESSED OR IMPLIED, WITH RESPECT TO THE 
ACQUIRED ASSETS, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OR 
REPRESENTATIONS AS TO HABITABILITY, MERCHANTABILITY, FITNESS FOR A 
PARTICULAR PURPOSE, TITLE, TAX CONSEQUENCES, LATENT OR PATENT 
PHYSICAL OR ENVIRONMENTAL CONDITION, UTILITIES, OPERATING HISTORY OR 
PROJECTIONS, VALUATION, GOVERNMENTAL APPROVALS, THE COMPLIANCE OF 
THE ACQUIRED ASSETS WITH GOVERNMENTAL LAWS, THE TRUTH, ACCURACY 
OR COMPLETENESS OF THE DOCUMENTS RELATING TO THE ACQUIRED ASSETS 
OR ANY OTHER INFORMATION PROVIDED BY OR ON BEHALF OF COUNTY TO 
BUYER, OR ANY OTHER MATTER OR THING REGARDING THE ACQUIRED ASSETS.   

B. BUYER ACKNOWLEDGES AND AGREES THAT UPON CLOSING COUNTY SHALL 
CONVEY TO BUYER, AND BUYER SHALL ACCEPT, THE ACQUIRED ASSETS “AS IS, 
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WHERE IS, WITH ALL FAULTS”, EXCEPT FOR THE COUNTY REPRESENTATIONS, 
WARRANTIES AND COVENANTS.  

C. BUYER ACKNOWLEDGES AND AGREES THAT BUYER WILL HAVE HAD THE 
OPPORTUNITY TO CONDUCT PRIOR TO CLOSING SUCH INVESTIGATIONS OF THE 
ACQUIRED ASSETS, INCLUDING BUT NOT LIMITED TO, THE PHYSICAL AND 
ENVIRONMENTAL CONDITIONS THEREOF, AS BUYER DEEMS NECESSARY TO 
SATISFY BUYER AS TO THE CONDITION OF THE ACQUIRED ASSETS AND THE 
EXISTENCE OR NONEXISTENCE OF ANY HAZARDOUS MATERIALS ON, UNDER, 
ABOUT OR DISCHARGED FROM THE ACQUIRED ASSETS WHICH MAY NOW OR IN 
THE FUTURE REQUIRE INVESTIGATION, REMEDIATION OR OTHER CURATIVE 
ACTION UNDER ANY ENVIRONMENTAL LAWS, AND, EXCEPT FOR THE COUNTY 
REPRESENTATIONS, WARRANTIES AND COVENANTS, BUYER WILL RELY UPON 
SAME AND NOT UPON ANY INFORMATION PROVIDED BY OR ON BEHALF OF 
COUNTY OR COUNTY’S AGENTS OR EMPLOYEES WITH RESPECT THERETO.  

D. UPON CLOSING, EXCEPT FOR AND SUBJECT TO THE COUNTY REPRESENTATIONS, 
WARRANTIES AND COVENANTS, BUYER SHALL ASSUME THE RISK THAT 
ADVERSE MATTERS, INCLUDING BUT NOT LIMITED TO, CONSTRUCTION DEFECTS 
AND ADVERSE PHYSICAL AND ENVIRONMENTAL CONDITIONS, MAY NOT HAVE 
BEEN REVEALED BY THE BUYER’S INVESTIGATIONS, AND, EXCEPT FOR ANY 
CLAIM FOR BREACH BY COUNTY OF ANY OF THE COUNTY REPRESENTATIONS, 
WARRANTIES AND COVENANTS, AND EXCEPT FOR EXCLUDED CLAIMS (DEFINED 
BELOW), BUYER, UPON CLOSING, SHALL BE DEEMED TO HAVE WAIVED, 
RELINQUISHED AND RELEASED COUNTY FROM AND AGAINST ANY AND ALL 
CLAIMS, DEMANDS, CAUSES OF ACTION (INCLUDING CAUSES OF ACTION IN 
TORT), LOSSES, DAMAGES, LIABILITIES, COSTS AND EXPENSES (INCLUDING 
ATTORNEYS’ FEES AND COURT COSTS) OF ANY AND EVERY KIND OR 
CHARACTER, KNOWN OR UNKNOWN, WHICH BUYER MIGHT HAVE ASSERTED OR 
ALLEGED AGAINST COUNTY AT ANY TIME BY REASON OF OR ARISING OUT OF 
(I) ANY LATENT OR PATENT CONSTRUCTION DEFECTS OR PHYSICAL CONDITIONS, 
(II) ANY MAINTENANCE OR OTHER WORK DONE OR PERFORMED ON OR ABOUT 
THE ACQUIRED ASSETS, INCLUDING, WITHOUT LIMITATION, ANY SUCH WORK 
PERFORMED FOR COUNTY OR ANY OF THE OTHER COUNTY, (III) VIOLATIONS OF 
ANY APPLICABLE LAWS INCLUDING ANY ENVIRONMENTAL LAWS) AND/OR 
(IV) ANY AND ALL OTHER ACTS, OMISSIONS, EVENTS, CIRCUMSTANCES OR 
MATTERS REGARDING THE ACQUIRED ASSETS (HEREINAFTER COLLECTIVELY 
THE “RELEASED CLAIMS”).  BUYER AGREES THAT SHOULD ANY CLEANUP, 
REMEDIATION OR REMOVAL OF HAZARDOUS MATERIALS OR OTHER 
ENVIRONMENTAL CONDITIONS ON THE ACQUIRED ASSETS BE REQUIRED AFTER 
THE DATE OF CLOSING, EXCEPT FOR ANY CLAIM OF BREACH BY COUNTY OF ANY 
COUNTY REPRESENTATIONS, WARRANTIES AND COVENANTS AND EXCEPT FOR 
ANY OTHER EXCLUDED CLAIMS, BUYER’S CLAIMS AGAINST COUNTY ARISING 
FROM SUCH MATTERS ARE INCLUDED IN RELEASED CLAIMS. NOTHING 
CONTAINED HEREIN WILL PREVENT BUYER FROM ENFORCING ANY THIRD PARTY 
WARRANTY THAT HAS BEEN ASSIGNED BY COUNTY IN CONNECTION WITH THE 
ACQUISITION OR CONSTRUCTION OF ANY OF THE ACQUIRED ASSETS.  

E. NOTWITHSTANDING ANY PROVISION TO THE CONTRARY IN THIS SECTION 10 OR 
ELSEWHERE IN THIS AGREEMENT, IN NO EVENT SHALL COUNTY BE RELEASED 
FROM, NOR SHALL RELEASED CLAIMS INCLUDE OR BE DEEMED TO INCLUDE: 
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(A) THE BREACH OF ONE OR MORE OF THE COUNTY REPRESENTATIONS, 
WARRANTIES AND COVENANTS; (B) THE FRAUD, WILLFUL MISCONDUCT OR 
OTHER TORTIOUS CONDUCT OF COUNTY, ANY PARTY COMPRISING COUNTY, OR 
ANY OF THEIR REPRESENTATIVES, AGENTS, OR CONTRACTORS; (C) COUNTY’S 
BREACH OF ANY AGREEMENT BETWEEN COUNTY AND A THIRD PARTY; AND (D) 
ANY PERSONAL INJURY AND RELATED ACQUIRED ASSETS DAMAGE WHICH 
OCCURRED WITH RESPECT TO THE SATIVA WATER SYSTEM AND THE ACQUIRED 
ASSETS PRIOR TO THE CLOSING AND WAS NOT CAUSED BY THE ACT OR 
OMISSION OF BUYER OR REPRESENTATIVE OF BUYER) (COLLECTIVELY, THE 
“EXCLUDED CLAIMS”).

F. AS PART OF THE PROVISIONS OF THIS SECTION, BUT NOT AS A LIMITATION 
THEREON, BUYER HEREBY ACKNOWLEDGES AND AGREES  THAT THE MATTERS 
RELEASED HEREIN UPON CLOSING ARE NOT LIMITED TO MATTERS WHICH ARE 
KNOWN OR DISCLOSED, AND BUYER HEREBY WAIVES ANY AND ALL RIGHTS AND 
BENEFITS WHICH IT NOW HAS, OR IN THE FUTURE MAY HAVE CONFERRED UPON 
IT, BY VIRTUE OF THE PROVISIONS OF FEDERAL, STATE OR LOCAL LAW, RULES 
OR REGULATIONS. WITHOUT LIMITING THE FOREGOING, BUYER WAIVES THE 
PROVISIONS OF SECTION 1542 OF THE CALIFORNIA CIVIL CODE, WHICH 
PROVIDES: 

A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS THAT THE CREDITOR OR 
RELEASING PARTY DOES NOT KNOW OR SUSPECT TO EXIST IN HIS OR HER 
FAVOR AT THE TIME OF EXECUTING THE RELEASE AND THAT, IF KNOWN BY 
HIM OR HER WOULD HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENT 
WITH THE DEBTOR OR THE RELEASED PARTY. 

 Buyer initials _______

11. REPRESENTATIONS AND WARRANTIES OF BUYER. Buyer makes the 
following representations and warranties to County:

A. Buyer is a duly organized and validly existing corporation in good standing under the 
laws of the state of California and has the power and authority to own, lease and operate 
its assets and properties.

B. Buyer has all necessary corporate approvals to purchase and accept the Acquired Assets.

C. Except as otherwise provided by applicable Law (e.g., the United States Bankruptcy 
Code), this Agreement constitutes the legal, valid and binding obligation of Buyer, 
enforceable against Buyer in accordance with its terms.

D. Buyer has completed, and is satisfied with, all inspections of the Acquired Assets. No 
additional investigation or due diligence is required to complete performance of this 
Agreement and the other Transaction Documents.

E. Neither the execution or delivery of this Agreement nor the consummation of the 
Contemplated Transactions will result in: (i) a violation of or a conflict with any 
provision of the articles of incorporation or the bylaws of Buyer; (ii) a material breach of 
or default under any term, condition or provision of any Contract to which Buyer is a 
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party, or an event which, with the giving of notice, lapse of time, or both, would result in 
any such breach or default; or (iii) a material violation of any applicable Law, Order, 
judgment, writ, injunction, decree or award or any event which, with the giving of notice, 
lapse of time, or both, would result in any such violation.

12. ACCOUNTS RECEIVABLE. 

A. Before the date hereof, County provided Buyer with a list of customers under seal and 
marked as “confidential” in accordance with Government Code § 6254.16 together with 
an aging schedule relating to such customers’ accounts. These Receivables, together with 
any such Receivables arising between such date and the Closing, are (to the extent not yet 
paid in full and in excess of one year remaining before expiration under the applicable 
statute of limitations) valid. Except to the extent paid before Closing, the Receivables are 
and will be current and fully collectible. County will update the customer list, the list of 
Receivables and the related aging schedule at least five Business Days before Closing.

B. From and after the date of this Agreement through and until the Closing, County will 
undertake its reasonable best efforts to collect all Receivables, whether now existing or 
accrued after the date hereof, in a timely manner (subject to any restrictions on collection 
as a result of the Covid-19 pandemic).

13. CONDITIONS PRECEDENT TO THE OBLIGATIONS OF BUYER. Buyer’s
obligations to consummate the Contemplated Transactions are subject to the satisfaction in full, 
unless expressly waived in writing by Buyer, of each of the following conditions:

A. Buyer must secure the following, in form and substance satisfactory to Buyer:

1. All necessary regulatory approvals from the CPUC, including the CPUC Decision 
in form and substance acceptable to Buyer; and

2. Any other applicable Consents from public entities or third parties.

B. Buyer must receive (or the Title Company will commit to deliver) one or more ALTA 
2006 Standard Owner’s Policy(s) of title insurance for the Real Property.

C. A Material Adverse Effect has not occurred.

D. Prior to the Closing, Buyer shall have conducted, at its sole cost, an ASTM Phase 1 
Environmental Site Assessment covering the Real Property, which assessment shall 
conclude that no recognized environmental conditions, that could reasonably be expected 
to cost more than $25,000 to remediate, were found in connection with the Real Property, 
and that no further investigation of the Real Property is warranted. 

E. All items to be delivered at Closing under the Transaction Documents have been properly 
executed by duly authorized persons and have been delivered to Buyer. 

F. Each of County’s representations and warranties in this Agreement shall have been true 
and correct in all material respects as of the date of this Agreement and will be true and 
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correct in all material respects as of the time of the Closing as if then made (except to the 
extent that any such representation and warranty expressly speaks as of a particular date, 
in which case such representation and warranty shall be true and correct in all material 
respects as of such date).

G. The covenants and obligations that County is required to perform or to comply with 
pursuant to this Agreement at or prior to the Closing shall have been duly performed and 
complied with in all material respects. 

H. County has promptly taken such actions as may have been reasonably requested by Buyer 
to secure the release of all Encumbrances that have been placed on the Acquired Assets 
by County or which County has agreed to satisfy through escrow, in each case, in 
substance and form reasonably satisfactory to Buyer 

14. CONDITIONS PRECEDENT TO THE OBLIGATIONS OF COUNTY. County’s
obligations to consummate the Contemplated Transactions are subject to the satisfaction in full, 
unless expressly waived in writing by County, of each of the following conditions: 

A. Buyer must secure the following, in form and substance satisfactory to County: 

1. All necessary regulatory approvals from the CPUC, including the CPUC 
Decision in form and substance acceptable to County; and 

2. Any other applicable Consents from public entities or third parties. 

B. All items to be delivered at Closing under the Transaction Documents have been properly 
executed by duly authorized persons and have been delivered to County. 

C. Each of Buyer’s representations and warranties in this Agreement shall have been true 
and correct in all material respects as of the date of this Agreement and will be true and 
correct in all material respects as of the time of the Closing as if then made (except to the 
extent that any such representation and warranty expressly speaks as of a particular date, 
in which case such representation and warranty shall be true and correct in all material 
respects as of such date).

D. The covenants and obligations that Buyer is required to perform or to comply with 
pursuant to this Agreement at or prior to the Closing shall have been duly performed and 
complied with in all material respects. 

15. COMPLIANCE WITH APPLICABLE REQUIREMENTS AND 
GOVERNMENTAL APPROVALS. Except for: (i) the CPUC Decision; (ii) County’s consent 
and approval; and (iii) any obligation that must be performed by County under applicable Law; 
Buyer is solely responsible for complying, at Buyer’s sole expense, with all applicable Laws, and 
obtaining all Consents of Governmental Authorities and third persons in connection with the 
consummation of the Contemplated Transactions.  

16. COOPERATION. Upon the terms and subject to the conditions of this Agreement, the 
Parties will use their respective reasonable efforts to cooperate with each other in connection 
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with, and will use reasonable efforts to take or cause to be taken and do or cause to be done, any 
actions required to be taken under applicable Law to perform this Agreement as promptly as 
practicable. Before the Closing, the Parties will proceed expeditiously and in good faith to make 
such filings, including, without limitation, filings with the CPUC, and take such other actions as 
may be reasonably necessary to satisfy the conditions to Closing. Any and all filing fees in 
respect of such filings must be paid by Buyer. From and after the Closing, the Parties will do 
such acts and execute such documents and instruments as may be reasonably required to make 
effective the Contemplated Transactions. County agrees to cooperate with Buyer to ensure a 
proper transition of all customers with respect to billing and customer service activities, 
including meter reading.  Buyer will take the lead in obtaining the required regulatory approvals 
with respect to the Contemplated Transactions.

17. CONDUCT OF BUSINESS. 

A. During the Interim Period, County will (a) carry on the operation and maintenance of the 
Acquired Assets in compliance with applicable Law; (b) not introduce any materially 
new method of management or operation of the Sativa Water System without first 
obtaining the prior written consent of Buyer; (c) use best efforts to preserve the Acquired 
Assets; (d) conserve the goodwill and relationships of the customers, suppliers, and 
others having business relations with the Sativa Water System; (e) maintain supplies at a 
level which is sufficient to operate the Sativa Water System in accordance with past 
practice; (f) maintain the Acquired Assets in substantially the condition currently 
existing, normal wear and tear excepted; (g) preserve all Permits; and (h) maintain all 
Business Records. Notwithstanding the foregoing, if the Parties enter into the O&M 
Agreement, subject to the terms of such O&M Agreement, some or all of the obligations 
set forth in this Section 17(A) may be assumed by Buyer to the extent expressly assumed 
by Buyer therein.

B. Without limiting the generality of the foregoing, during the Interim Period, the County 
shall not, without first obtaining the prior written consent of Buyer:

1. transfer, sell, lease, encumber, or otherwise dispose of all or any portion of any 
Acquired Assets;

2. terminate, cancel, or materially amend or modify any Assumed Contract, or fail 
to exercise any renewal right with respect to any Contract that by its terms would 
otherwise expire (other than in the ordinary course of business); 

3. commence, release or settle any Proceeding or waive any claims or rights of 
value, in each case, attributable to the Acquired Assets; 

4. enter into any transaction or take any other action that could be reasonably 
expected to cause or constitute a breach of any representation or warranty made 
by the County in this Agreement; 

5. voluntarily waive or release any material right with respect to any Acquired 
Assets;
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6. grant or suffer to exist any Encumbrance on or with respect to any of the 
Acquired Assets that would not be fully released and discharged on or prior to 
Closing;

7. install capital improvements into the Sativa Water System during the Interim 
Period except for Interim Period Capital Improvements;

8. make any regulatory or other filings of any kind with any Governmental 
Authority, except in the ordinary course of business consistent with past 
practices or as required in connection with the consummation of the 
Contemplated Transactions consistent with this Agreement; or 

9. enter into any agreement or commitment to take any action prohibited by this 
Section 17.B.

18. RELEASE OF ENCUMBRANCES. County will promptly take such actions as may be 
reasonably requested by Buyer to secure the release of all Encumbrances that have been placed 
on the Acquired Assets by County or which County has agreed to satisfy through escrow, in each 
case, in substance and form reasonably satisfactory to Buyer.

19. PUBLIC RECORDS; RETENTION OF RECORDS. Buyer acknowledges that 
County is a public entity subject to the Public Records Act (Government Code §§ 6250-6276.48) 
and that this Agreement, and documents ancillary to this Agreement, must generally be disclosed 
upon request, except to the extent protected from disclosure under applicable Laws, including the 
Common Interest Doctrine. All records subject to this Agreement that are not delivered to Buyer 
upon Closing will be retained by County in accordance with the Public Records Act and 
County’s retention schedule.

20. LIMITED INDEMNIFICATION. Notwithstanding anything to the contrary in this 
Agreement:

A. Each Party will indemnify and hold harmless the other Party from any and all costs, 
Liabilities, claims and expenses, including those from death or injury to any Person or 
from a loss or damage to any real, personal or other property, to the extent arising from 
any claim against a Party arising from the breach of such Party’s representations, 
warranties, covenants, or obligation set forth in this Agreement or in any certificate, 
document, writing or instrument delivered by a Party pursuant to this Agreement.

B. County will indemnify, defend and hold harmless Buyer from all claims or Liabilities of 
County, or the Sativa Water System, which arise out of the operation of the Sativa Water 
System from the time of County’s appointment as the administrator of the Sativa District 
pursuant to H&S Code § 116687, including any claims covered by H&S Code 
§ 116687(f). 

C. Buyer will indemnify, defend and hold harmless County from all claims or Liabilities 
which arise in connection with the ownership and operation of the Sativa Water System, 
the Assumed Contracts and the Acquired Assets arising on or after the date of Closing. 
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D. To be indemnified and held harmless under this Agreement, a Party must promptly notify 
the other Party of the existence of any matters to which that Party’s indemnity obligations 
apply. Upon demand by a Party pursuant to this Section, the other Party must defend at 
its own expense with mutually acceptable counsel any such matter; provided that the 
Party seeking indemnification and defense also has the right to fully participate in the 
defense and consent to any settlement or compromise.

E. It is expressly understood and agreed that this Section will survive termination of this 
Agreement.

21. NO TRANSFER AT ODDS WITH LAW. Notwithstanding anything to the contrary 
contained herein, nothing in this Agreement will be deemed to require the conveyance, 
assignment or transfer of any Acquired Asset that by operation of applicable Law cannot be 
conveyed, assigned, transferred or assumed.

22. DISPUTE RESOLUTION. Any dispute arising between County and Buyer regarding 
this Agreement will first be attempted to be resolved through informal mediation between the 
respective Parties’ designated representatives.  If the dispute cannot be resolved pursuant to this 
Section 22, then the dispute will either be resolved in accordance with the specific dispute 
resolution mechanisms set forth in this Agreement or in accordance with the rights and remedies 
available under applicable Law.

23. CONFIDENTIALITY.

A. Before Closing and for a period of three (3) years after the Closing Date, each Party will 
ensure that all Confidential Information which such Party or any of its respective officers, 
directors, employees, counsel, agents, or accountants may have obtained, or may 
hereafter obtain, from the other Party (or create using any such information) relating to 
the financial condition, business plans and strategies, results of operations, the Sativa 
Water System, properties, assets, Liabilities or future prospects of the other Party, any 
Affiliate of the other Party or any customer or supplier of such other Party or any such 
Affiliate will not be published, disclosed or made accessible by any of them to any other 
Person at any time or used by any of them, in each case, without the prior written 
Consent of the other Party; provided, however, that the restrictions of this sentence do not 
apply (i) as may otherwise be required by Law, including the requirements of the 
California Public Records Act unless the Confidential Information is subject to an 
exemption from the California Public Records Act, (ii) to the extent such Confidential 
Information has otherwise become publicly available, and (iii) as to Buyer, to disclosure 
by or on its behalf to regulatory authorities or other third parties whose Consent or 
approval may be required to consummate the Contemplated Transactions and to its 
lenders and professionals for the purpose of obtaining financing of such transactions. 

B. In the event of termination of negotiations or failure of the Contemplated Transactions to 
close for any reason whatsoever, each Party promptly will destroy or deliver to the other 
Party and will not retain any documents, work papers and other material (and any 
reproductions thereof) obtained by each Party or on its behalf from such other Party or its 
subsidiaries as a result of this proposal or in connection therewith,  whether  so  obtained  
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before  or  after  the  execution  hereof,  and  will  not  use  any information so obtained 
and will cause any information so obtained to be kept confidential and not used in any 
way detrimental to such other Party.

24. TERMINATION. This Agreement can be terminated at any time before the Closing 
only upon the following: 

A. By mutual written Consent of County and Buyer;

B. By either Party, upon written notice to the other Party, if the Closing has not occurred on 
or before the date that is 90 days after the effective date of the CPUC Decision (unless 
extended in writing by both Parties); provided, however, that the right to terminate this 
Agreement under this Section is not available to any Party whose breach under this 
Agreement has caused or resulted in the failure of the Closing to occur on or before such 
date;

C. By either Party, upon written notice to the other Party, if there is any Law that makes 
consummation of the Contemplated Transactions illegal, or if any court of competent 
jurisdiction or other competent Governmental Authority issues a judgment, Order, decree 
or injunction or taken any other action permanently restraining, enjoining or otherwise 
prohibiting the Contemplated Transactions, and such statute, rule, regulation, Order, 
decree or injunction or other action becomes final and non-appealable; provided, 
however, that the Party seeking to terminate this Agreement pursuant to this Section must 
have used all commercially reasonable efforts to remove such judgment, injunction, 
Order or decree;

D. By Buyer, if a Material Adverse Effect occurs; 

E. By County, if Buyer has not filed an application with the CPUC for the approval of the 
Contemplated Transactions described herein within one hundred eighty (180) days of the 
Effective Date; 

F. By Buyer, if the conditions to Closing set forth in Section 13 have not been satisfied 
within three (3) years of the filing date of Buyer’s application to the CPUC to approve the 
Contemplated Transactions; provided, however, that the right to terminate this 
Agreement under this Section is not available to any Party whose breach under this 
Agreement has caused or resulted in the failure of the Closing to occur on or before such 
date; or 

G. By County, if the conditions to Closing set forth in Section 14 have not been satisfied 
within three (3) years of the filing date of Buyer’s application to the CPUC to approve the 
Contemplated Transactions; provided, however, that the right to terminate this 
Agreement under this Section is not available to any Party whose breach under this 
Agreement has caused or resulted in the failure of the Closing to occur on or before such 
date,
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H. By either Party, within 90 days after the effective date of the CPUC Decision, by written 
notice to the other Party if this Agreement and the Contemplated Transactions are not 
approved by the CPUC in a manner acceptable to the Parties.

25.   TAX REPORTING AND WITHHOLDING – NON-FOREIGN STATUS.

A. The Foreign Investment in Real Property Tax Act of 1980, as amended by the Tax 
Reform Act of 1984, places special requirements for tax reporting and withholding on the 
parties to a real estate transaction where the transferor (County) is a non-resident alien or 
non-domestic corporation or partnership, or is a domestic corporation or partnership 
controlled by a non-resident or non-resident corporation or partnership.

B. County advises Buyer that County is NOT a “foreign person” for the purposes of Section 
1445 (as may be amended) of the Code, and that, in accordance with the provisions of 
Section 1445 of the Code, County must execute an affidavit under penalty of perjury 
setting forth County’s name, address, federal tax identification number, and certifying 
that County is not a “foreign person” in accordance with the provisions of the Code.

26.  AMENDMENT AND MODIFICATION. No amendment, modification or supplement 
of any provision of this Agreement will be effective unless the same is in writing and is signed 
by the Parties.

27.  ASSIGNMENTS. Neither Party may assign or transfer any of its rights or obligations 
under this Agreement to any other person without the prior written consent of the other Party, 
which will not be unreasonably delayed, conditioned or withheld. If an assignment is approved, 
all provisions of this Agreement are binding upon, inure to the benefit of and are enforceable by 
or against the Parties and their respective heirs, executors, administrators or other legal 
representatives and permitted successors and assigns.

28. PUBLIC ANNOUNCEMENTS.  Neither Party may issue any press release or make any 
public statement with respect to this Agreement or the Contemplated Transactions without the 
prior written consent of the other Party (which consent shall not be unreasonably withheld), 
except as may be required by Applicable Law, in which case the Party required to publish such 
press release or public announcement shall allow the other Party a reasonable opportunity to 
comment on such press release or public statement to the extent practicable. 

29.  CAPTIONS; CONSTRUCTION. Captions contained in this Agreement and any table 
of contents preceding this Agreement were inserted as a matter of convenience and in no way 
define, limit, extend or describe the scope of this Agreement or the intent of any provision 
hereof. In the event of an ambiguity or question of intent or interpretation arises, this Agreement 
will be construed as if drafted jointly by the Parties and no presumption or burden of proof will 
arise favoring or disfavoring any Party by virtue of the authorship of any provisions of this 
Agreement.

30.  COUNTERPARTS; ELECTRONIC SIGNATURES. This Agreement may be 
executed by the Parties on any number of separate counterparts, and all such counterparts so 
executed constitute one agreement binding on all the Parties notwithstanding that all the Parties 
are not signatories to the same counterpart. In accordance with Government Code § 16.5, the 
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Parties agree that this Agreement, agreements ancillary to this Agreement, and related documents 
to be entered into in connection with this Agreement will be considered signed when the 
signature of a party is delivered by electronic transmission. Such electronic signature will be 
treated in all respects as having the same effect as an original signature.

31.  ENTIRE AGREEMENT. Except for the confidentiality provisions of the ENA, this 
Agreement (together with its Exhibits) and the other Transaction Documents constitute the entire 
agreement between the Parties pertaining to the conveyance of the Acquired Assets and 
supersede all prior agreements, letters of intent, understandings, negotiations and discussions of 
the Parties, whether oral or written. All of the Exhibits attached to this Agreement are 
incorporated herein by reference.

32.  CONSISTENCY. In interpreting this Agreement and resolving any ambiguities, the 
main body of this Agreement takes precedence over the attached Exhibits; this Agreement 
supersedes any conflicting provisions.

33.  GOVERNING LAW. This Agreement and the rights and obligations of the Parties are 
governed by and construed and interpreted in accordance with the Laws of the State of California 
applicable to Contracts made and to be performed wholly within California, without regard to 
choice or conflict of laws rules.

34.  LEGAL FEES, COSTS. Except as otherwise provided, all legal, consulting and 
advisory fees and other costs and expenses incurred in connection with this Agreement are to be 
paid by the Party incurring such costs and expenses.  Furthermore, in the event of any dispute 
and/or legal action arising from an interpretation and/or performance of any of the provisions of 
this Agreement, each party will bear its own attorneys’ fees and costs.

35.  NOTICES. All notices, Consents, requests, demands and other communications 
hereunder are to be in writing and are deemed to have been duly given, made or delivered: (i) 
when delivered in person or by e-mail (with confirmation of receipt); (ii) three Business Days 
after being deposited in the United States mail, first class postage prepaid; or (iii) in the case of 
overnight courier services, one Business Day after delivery to the overnight courier service with 
payment provided, in each case addressed as follows:

If to Seller/County: 
County of Los Angeles 
Department of Public Works 
900 South Fremont Avenue 
Alhambra, CA  91803 
Tel: (626) 300-3300 
Email:  rbryden@dpw.lacounty.gov 
Attn:  Russ Bryden 
           Assistant Deputy Director 

If to Owner: 
Suburban Water Systems 
1325 N. Grand Avenue, Suite 100 
Covina, CA  91724 
Telephone:  626-543-2500 
E-mail: CGott@swwc.com  
Attn: President 
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With a copy to (which shall not  
constitute notice): 

With a copy to (which shall not  
constitute notice): 

Office of the County Counsel 
County of Los Angeles 
500 West Temple Street 
Los Angeles, CA 90012 
Tel: (213) 974-9668 
Email:  wwellen@counsel.lacounty.gov 
Attn: Warren Wellen 
          Principal Deputy County Counsel 

Suburban Water Systems 
1325 N. Grand Avenue, Suite 100 
Covina, CA  91724 
Telephone:  626-543-2500 
E-mail: Legal@swwc.com  
Attn: General Counsel 

or to such other address as any Party hereto may designate by notice to the other Parties in 
accordance with the terms of this Section.

36.  SEVERABILITY. If any portion of this Agreement is declared by a court of competent 
jurisdiction to be invalid or unenforceable, such portion will be deemed modified to the extent 
necessary in the opinion of the court to render such portion enforceable and, as so modified, such 
portion and the balance of this Agreement will continue in full force and effect.

37.   SPECIFIC PERFORMANCE; ENFORCEMENT COSTS. The Parties agree that 
failure to perform this Agreement cannot be adequately relieved by pecuniary compensation. 
Accordingly, either Party may compel specific performance of this Agreement in accordance 
with Civil Code §§ 3384, 3386, or 3389, and any other applicable Law.

38.   THIRD PARTY BENEFICIARIES. This Agreement and every provision herein is 
generally for the exclusive benefit of Buyer and County and not for the benefit of any other 
party. There will be no incidental or other beneficiaries of any of Buyer’s or County’s 
obligations under this Agreement.

39.  WAIVER OF COMPLIANCE; CONSENTS. Any failure of a Party to comply with 
any part of this Agreement may be waived by the other Party only by a written instrument signed 
by the Party granting such waiver, but such waiver or failure to insist upon strict compliance 
with such obligation, covenant, agreement or condition does not operate as a waiver of, or 
estoppel with respect to, any subsequent or other failure. 

40.  VENUE. Exclusive venue for any action involving this agreement will be in the 
Superior Court for the County of Los Angeles or the Federal District Court for the Central 
District of California.

41.  WAIVER OF JURY TRIAL. To the fullest extent permitted by law, each of the Parties 
irrevocably waives all right to trial by jury in any action, suit, proceeding or counterclaim arising 
out of or relating to this Agreement or any of the Contemplated Transactions.

[Remainder of page intentionally left blank; signature page attached.]
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IN WITNESS WHEREOF, the Parties have executed this Agreement as of the Effective Date. 

SUBURBAN WATER SYSTEMS COUNTY OF LOS ANGELES

By:  Craig Gott By: Mark Pestrella 
Title: President Title: Director 

Approved as to Form: Approved as to Form: 

By: By:
Title: __________________________ Title: __________________________ Senior Deputy County Counsel

 Michael Simon Michael Simononononon

By: Mark Pestrella
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EXHIBITS LIST 

A. Acquired Assets
B. DDW Permit  
C. Assumed Contracts  
D. Form of Bill of Sale   
E. Form of Water Rights Assignment   
F. Prorations
G. Post-Closing Compliance Measures  
H. Encumbrances  
I. Permits 
J. Schedule of Billing Rates and Number of Customers Per Rate Category  
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EXHIBIT A – ACQUIRED ASSETS

The Acquired Assets consist of all of the assets associated with the Sativa Water System, 
including the Water Rights, as such assets are described in further detail below, including any 
transferable third party warranties that remain in effect with respect to any Acquired Asset: 

1. Land: 

a. 2015 Hatchway St., Compton, California 90220   

i. (Lots 35 and 36 in Block Q of Tract 4631, as per Map recorded in Book 
49, Pages 90 and 91 of Maps, in the office of the County Recorder of said 
County) 

b. 13320 Willowbrook Ave., Compton, California 90220  

i. (Lots Eighteen (18) and Nineteen (19) in Block 8 of East Richland Tract, 
as per Map recorded in Book 10, Page 1 of Maps, in the office of the 
County Recorder of said County) 

c. 13139 Aranbe St., Compton, California 90220 and adjacent lot (parcel #6152-
019-900)  

i. (Lots 46 and 47 of Block D of Tract No. 4631, in the County of Los 
Angeles, State of California, as per Map recorded in Book 49, Pages 90 
and 91 of Maps, in the office of the County Recorder of said County) 

d. 2081/2083 E. Stockwell St., Compton, California 90220  

i. (Lot 58 and 59, Block "M" of Tract No. 4631, in the County of Los 
Angeles, State of California, as per Map recorded in Book 49 Pages 90 
and 91, inclusive of Maps, in the office of the County Recorder of said 
County) 

2. Land: All Easements in favor of the Sativa Water District

3. All Structures & Improvements located on the land referenced in item #1, above. 

4. Well Numbers 2, 3, 4, and 5 – including all associated improvements, pumping 
and electrical equipment, and water treatment equipment (including manganese 
water treatment equipment at Well No. 5) 

5. All Sativa Water System reservoirs, tanks, and standpipes  

6. All Sativa Water System water mains and valves  

7. All Sativa Water System water services and meters

8. All Sativa Water System hydrants  
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9. All other Sativa Water System equipment, including a Kubota tractor with 
backhoe, pickup truck, passenger van, trailer mounted air compressor, and a 
trailer mounted generator

10. All adjudicated water rights held in the name of the Sativa Water District, namely, 
the 474 acre-feet of adjudicated Central Basin Groundwater Rights held in the 
name of the Sativa Water District
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EXHIBIT B – DDW PERMIT

See Attached



Ex. B - 001



Shu-
Fang Orr

Digitally signed 

by Shu-Fang Orr 

Date: 2020.12.23 

12:57:42 -08'00'

Ex. B - 002



Ex. B - 003



Ex. B - 004



CALIFORNIA

DOMESTIC WATER SUPPLY PERMIT 

 Los Angeles County Public Works  

Sativa Water System  

Public Water System No. 1910147 

 Los Angeles County Public Works Sativa Water 
System

Los Angeles County Public Works 

Los Angeles County Public Works

Sativa Water System

Ex. B - 005



Sativa Water System 
2015 East Hatchway Street, Compton, California 

90222.

Sativa Water System Los Angeles County Public 
Works Los Angeles County Public Works

The Sativa Water System serves a population of 6,837 through 1,643 active 
service connections in portions of 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.  Wells 3 and 5 are disinfected with chlorine gas prior to 
distribution.  The Los Angeles County Public Works will replace the gas 
chlorination system with the 12.5 percent sodium hypochlorite chlorination 
system.  The water system has single pressure-zone distribution system with 
three operational hydropneumatic tanks with 10,000 gallons capacity each.  The 
water system has no storage tank.     

Sativa Water System 

Los Angeles County Public Works 
Sativa Water System and the 

proposed sodium hypochlorite chlorination systems.

Los Angeles County Public 
Works Sativa Water System 

Ex. B - 006



Los Angeles County Public Works, Sativa Water System, System No. 1910147

Sativa Water System 

Sativa Water System 

Los Angeles County 
Public Works - Sativa Water System

Los Angeles County Public Works (hereinafter LA County PW) 
Sativa Water System

Ex. B - 007



Los Angeles County Public Works, Sativa Water System, System No. 1910147

E. coli

Ex. B - 008



Los Angeles County Public Works, Sativa Water System, System No. 1910147

Operator 
Certification Regulations

Giardia

Ex. B - 009



Los Angeles County Public Works, Sativa Water System, System No. 1910147

Ex. B - 010



Los Angeles County Public Works, Sativa Water System, System No. 1910147

Los Angeles County Public 
Works - Sativa Water System

Ex. B - 011



Los Angeles County Public Works, Sativa Water System, System No. 1910147

Date   Shu-Fang Orr, P.E., District Engineer 
    Angeles District, Southern California Section 

Shu-Fang Orr Digitally signed by Shu-Fang Orr 
Date: 2020.12.23 12:19:49 -08'00'

Ex. B - 012



For Consideration of Full Permit Revision for the 
Los Angeles County Public Works 

Sativa Water System 

Serving Portions of the City of Compton and 
Willowbrook, an Unincorporated Area of Los Angeles County 

December 23, 2020 

Prepared By: 

_______________________________ 
Ofelia Oracion 

Sanitary Engineer, Angeles District 

Approved By: 

_______________________________ 
Shu-Fang Orr, P.E.,  

District Engineer, Angeles District 

______________
Ofelia Oracion

Shu-Fang 
Orr

Digitally signed by 

Shu-Fang Orr 

Date: 2020.12.23 

12:43:57 -08'00'

Ex. B - 013



Ex. B - 014



Ex. B - 015



Ex. B - 016



Ex. B - 017



Ex. B - 018



Ex. B - 019



Ex. B - 020



Ex. B - 021



Ex. B - 022



Ex. B - 023



Ex. B - 024



Ex. B - 025



Ex. B - 026



Ex. B - 027



E. Coli

Ex. B - 028



California Waterworks Standards

Ex. B - 029



Ex. B - 030



Ex. B - 031



)

Ex. B - 032



Ex. B - 033



Recommended Standard for Water Works
Hydropneumatic (pressure) tanks, when provided as 

the only water storage are acceptable only in very small water systems.  Systems 
serving more than 150 living units should have ground or elevated storage…
Hydropneumatic tank storage is not to be permitted for fire protection purposes.”

Ex. B - 034



Ex. B - 035



Ex. B - 036



Ex. B - 037



E. Coli 

E. Coli

Ex. B - 038



Ex. B - 039



Ex. B - 040



Ex. B - 041



E. Coli E.
Coli

Ex. B - 042



E. Coli

E. Coli

E. Coli E. Coli
E. Coli

E. Coli
E. Coli

E. Coli

E. Coli

Ex. B - 043



Ex. B - 044



Distribution System Physical Water Quality

Ex. B - 045



Ex. B - 046



Ex. B - 047



Giardia

Ex. B - 048



Ex. B - 049



Ex. B - 050



Ex. B - 051



Ex. B - 052



Ex. B - 053



Ex. B - 054



E. coli

Operator 
Certification Regulations

Giardia

Ex. B - 055



Ex. B - 056



Ex. B - 057



Ex. B - 058



Ex. B - 059



Ex. B - 060



Ex. B - 061



Ex. B - 062



Ex. B - 063



Ex. B - 064



Ex. B - 065



Ex. B - 066



Ex. B - 067



Ex. B - 068



Ex. B - 069



Ex. B - 070



Ex. B - 071



Ex. B - 072



Ex. B - 073



Ex. B - 074



Ex. B - 075



Ex. B - 076



Ex. B - 077



Ex. B - 078



Ex. B - 079



Ex. B - 080



Ex. B - 081



Ex. B - 082



Ex. B - 083



Ex. B - 084



Ex. B - 085



Ex. B - 086



Ex. B - 087



Ex. B - 088



Ex. B - 089



Ex. B - 090



Ex. B - 091



Ex. B - 092



Ex. B - 093



Ex. B - 094



Ex. B - 095



Ex. B - 096



Ex. B - 097



Ex. B - 098



Ex. B - 099



Ex. B - 100



Ex. B - 101



Ex. B - 102



Ex. B - 103



Ex. B - 104



Ex. B - 105



Ex. B - 106



Ex. B - 107



Ex. B - 108



Ex. B - 109



Ex. B - 110



Ex. B - 111



Ex. B - 112



Ex. B - 113
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Ex. B - 115
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Ex. B - 119



Ex. B - 120
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Ex. B - 122



Ex. B - 123



Ex. B - 124



Ex. B - 125



Ex. B - 126



Ex. B - 127



Ex. B - 128



Ex. B - 129



Ex. B - 130



Ex. B - 131



Ex. B - 132



Ex. B - 133



Ex. B - 134



Ex. B - 135



Ex. B - 136



Ex. B - 137



Ex. B - 138



Ex. B - 139



Ex. B - 140



Ex. B - 141



Ex. B - 142



Ex. B - 143



Ex. B - 144



Ex. B - 145



Ex. B - 146



Ex. B - 147



Ex. B - 148



Ex. B - 149



Ex. B - 150



Ex. B - 151



Ex. B - 152
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EXHIBIT C – ASSUMED CONTRACTS

1. Interim Service Agreement (Interconnection) between Liberty Utilities (Park Water) 
Corporation and Sativa Los Angeles County Water District, as amended by that certain 
Amendment No. One and Amendment No. Two. 

2. Agreement for Emergency Water Service (Interconnection) between the City of Compton 
and Sativa Los Angeles County Water District
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EXHIBIT D – FORM OF BILL OF SALE 

BILL OF SALE AND ASSIGNMENT

FOR GOOD AND VALUABLE CONSIDERATION, the receipt, adequacy, and sufficiency of 
which are hereby acknowledged, the County of Los Angeles (“Seller”) hereby sells, grants, 
conveys, assigns, transfers and sets over to Suburban Water Systems (“Buyer”), its successors 
and assigns, all right, title and interest in and to all the Acquired Assets, as such term is defined 
in Buyer and Seller’s Asset Purchase Agreement dated ______, 2021 and in Exhibit A thereto.

TO HAVE AND TO HOLD the Acquired Assets, together with all rights and appurtenances 
thereto in any way belonging, unto Buyer, its successors and assigns, forever, and Seller does 
hereby bind itself and its successors to WARRANT and FOREVER DEFEND title to the 
Acquired Assets unto Buyer, its successors and assigns, against the lawful claims of any and all 
persons lawfully claiming or to claim the same or any part hereof.

Seller warrants that there are no liens, encumbrances or security agreements affecting the 
Acquired Assets.

IN WITNESS WHEREOF, Seller has executed this Bill of Sale and Assignment as of 
this ____ day of _____, 20__. 

COUNTY OF LOS ANGELES

By: [Name]
Title:  [Title]

Approved as to Form:

By: [Name]
Title:  [Title]
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EXHIBIT E – FORM OF WATER RIGHTS ASSIGNMENT
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EXHIBIT F – PRORATIONS

This Exhibit F sets forth certain assumptions, categories, classifications, judgments and 
allocation, valuation and estimation methodologies that the Parties agree will be used in connection with 
allocations and prorations under Section 3.C. of the Agreement. Capitalized terms used but not defined 
herein shall have the meaning given such terms in the Agreement.

1. Utility Expenses; Accounts Payable. To the extent not paid by County as of the Closing, County 
will retain the obligation for payment of all trade accounts that were incurred on or prior to the 
Closing Date for work performed or materials delivered for the benefit of the Sativa Water 
System on or prior to the Closing Date. Buyer shall be responsible for all trade payables that arise 
or accrue for the benefit of the Sativa Water System after the Closing Date. Any amounts payable 
that cover both periods before and after the Closing shall be prorated based upon number of days. 

2. Unbilled Revenue. Revenue earned by the Sativa Water System during any period (or portion 
thereof) ending on the Closing Date shall be allocated to County and revenue earned by the Sativa 
Water System after the Closing Date shall be allocated to Buyer.  

3. Prepayments. Vendor and customer prepayments shall be allocated between County and Buyer at 
Closing. County will identify and schedule such prepayments to Buyer prior to the Closing, so 
that vendor prepayments that benefit Buyer after Closing shall be allocated to County and 
customer prepayments that relate to periods after Closing shall be allocated to Buyer. 

4. Accounts Receivable. Buyer shall purchase and pay for all the accounts receivable of the Sativa 
Water System accrued as of the Closing Date, whether or not billed, except that Buyer will not 
pay any amounts for accounts receivable that are 60 days or more past due. County shall provide 
Buyer with a schedule of such accounts receivable prior to the Closing. It will be Buyer’s 
responsibility to collect such accounts receivable.

5. Inventory.  Buyer shall purchase all inventories of the System owned as of the Closing Date. 
County shall provide Buyer, to the extent practical, with a schedule of all inventory at the Closing 
no later than five (5) Business Days prior to the Closing.

6. Other Expenses. If any of the items described in Section 3.C. of the Agreement or this Exhibit F 
that cannot be apportioned at the Closing because of the unavailability of information as to the 
amounts which are to be apportioned or otherwise, or are incorrectly apportioned at the Closing 
or subsequent thereto, such items will be estimated as of the Closing and then adjusted, as 
necessary, pursuant to Section 3.C. of the Agreement.
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EXHIBIT G – POST-CLOSING COMPLIANCE MEASURES

Pursuant to Section 3.F.2. of the Agreement, the below lists the capital improvements Suburban 
intends to undertake as necessary to bring the Sativa Water System into compliance with the 
DDW Permit following the Closing.  This list is for planning purposes only and the actual 
implementation of such capital improvements will be subject to DDW and CPUC approval.  

Project Description Total

Misc. System Replacements (Services, Valves, Hydrants, Pipes) $522,800
SCADA Integration $75,000
Steel Reservoir $725,032
Site 4 Pump Station $497,283
Well 3 Transfer Switch and Mobile Generator $190,000
Stockwell Pipeline $917,000
Vesta Pipeline $534,000
Willowbrook Pipeline $1,277,000
Jack and Bore $535,000
Wilmington Pipeline $107,000
Wayside Pipeline $234,000
Vesta Pipeline $310,000
Lucien Pipeline $183,000
Meter purchase and installation $851,932
Drill and Equip Well 6 $1,500,000
Total $8,459,047
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EXHIBIT H – ENCUMBRANCES

1. Municipal Finance Corporation Project Fund/Installment Sale Agreement ($1,500,000) –
to be paid at closing 

2. Los Angeles County Loan Agreement ($1,400,000) – to be paid at closing 
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EXHIBIT I – PERMITS

1. Annual Unified Program Facility Permit (issued by LACFD)

2. State Water Resource Control Board DDW Permit (see Exhibit B)
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EXHIBIT J 
SCHEDULE OF BILLING RATES AND 

NUMBER OF CUSTOMERS PER RATE CATEGORY

Rates
1 unit = $67.84

1.5 units = $101.76
2 units = $135.68

2.5 units = $169.60
3 units = $203.52

3.5 units = $237.44
4 units = $271.36

# Dwelling Units # of Accounts
1 1017

1.5 15
2 191

2.5 2
3 24

3.5 1
4 1

1 + Utility Tax 42
2 + Utility Tax 7
3 + Utility Tax 1
Total Accounts 1301
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Suburban Water Systems Original Cal. P.U.C. Sheet No.
1325 N. Grand Ave., Ste. 100
Covina, CA 91724-4044 Cal. P.U.C. Sheet No.

PRELIMINARY STATEMENT
(Continued)

Sativa Transaction Memorandum Account (“STMA”) (N)
l

1. PURPOSE:
     The purpose of this account is to track all costs resulting from the purchase of  

Sativa water systems. Examples of such costs include, but are not limited to, 
outside legal expenses, engineering, surveying, the appraisal, and other professional 
activities necessary to complete the transaction, including costs associated with the 
noticing of customers. 

2. APPLICABILITY: 
     The STMA applies to Sativa water system. 

3. ACCOUNTING PROCEDURE: 
Suburban Water Systems shall maintain the STMA by making entries at the end  

     of each month as follows: 

a. A debit entry will be created to capture costs associated with the account.

b. A debit or credit entry equal to interest on the balance in the account at the 
beginning of the month and half the balance after the above entries, at a rate 
equal to one-twelfth of the rate on 90-day non-financial Commercial Paper, as 
reported in the Federal Reserve Statistical Release, H.15 or its successor.

4. RATEMAKING PROCEDURE: 
There is currently no ratemaking component to the memorandum account. 
Requests for recovery of any balance are to be processed according to General 
Order 96-B and Standard Practices or otherwise determined in a Commission 
decision. Upon Commission review and approval. 

(Continued) 

l
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 

(N)

(To be inserted by utility) Issued by                 (To be inserted by Cal. P.U.C.)  

Advise Letter No. Robert L. Kelly Date Filed
Name

Decision No. Vice President Effective
Title

Resolution No.
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Suburban Water Systems Original Cal. P.U.C. Sheet No.
1325 N. Grand Ave., Ste. 100
Covina, CA 91724-4044 Cal. P.U.C. Sheet No.

PRELIMINARY STATEMENT
(Continued)

Environmental Improvements and Compliance Issues for Acquisitions 
Memorandum Account (“EICIAMA”) 

(N)
l 
l

1. PURPOSE:
The purpose of the account is to track costs associated with required improvements 
related to environmental and compliance issues in the Sativa water system service 
territories. Example 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.

2. APPLICABILITY: 
     The EICIAMA applies to Sativa water system. 

3. ACCOUNTING PROCEDURE: 
     Suburban Water Systems shall maintain the EICIAMA by making entries at the end 
     of each month as follows: 

a. A debit entry will be created to capture costs associated with the account.

b. A debit or credit entry equal to interest on the balance in the account at the 
beginning of the month and half the balance after the above entries, at a rate 
equal to one-twelfth of the rate on 90-day non-financial Commercial Paper, as 
reported in the Federal Reserve Statistical Release, H.15 or its successor.

4. RATEMAKING PROCEDURE: 
There is currently no ratemaking component to the memorandum account. 
Requests for recovery of any balance are to be processed according to General 
Order 96-B and Standard Practices or otherwise determined in a Commission 
decision. Upon Commission review and approval.

(Continued) 

l
l 
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l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
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l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 
l 

(N)

(To be inserted by utility) Issued by                 (To be inserted by Cal. P.U.C.)  

Advise Letter No. Robert L. Kelly Date Filed
Name



Decision No. Vice President Effective
Title

Resolution No.
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Suburban Water Systems  Original Cal. P.U.C. Sheet No. 
1325 N. Grand Ave., Ste. 100   
Covina, CA 91724-4044  Cal. P.U.C. Sheet No. 

 
PRELIMINARY STATEMENT 

 (Continued) 
 

 Sativa Production Cost Balancing Account (“SPCBA”) (N) 
l 

  1.  PURPOSE: 
The purpose of this account is to record each month the difference between the 
recorded Water Replenishment District (WRD) Assessment rates and a requested 
adopted rate of $382.00 per acre foot, so that these differences can be trued-up 
through rates subsequent to CPUC review and approval. 
 

2.  APPLICABILITY: 
The SPCBA applies to Sativa water system. 

 
3.  ACCOUNTING PROCEDURE: 

a. The following entries will be recorded monthly: 
i. A debit entry for the recorded WRD Assessment expense.
ii. A credit entry for the adopted cost of $382.00 per acre foot for WRD 

Assessment Rate multiplied by the recorded quantity. 
iii. Total net SPCBA balance = (i) minus (ii). 

 
b. The Company will record the accumulated SPCBA balance on a monthly 

basis, by adding its entry in section a.iii. to the prior accumulated monthly 
balance. 
 

a. A debit or credit entry equal to interest on the balance in the account at the 
beginning of the month and half the balance after the above entries, at a rate 
equal to one-twelfth of the rate on 90-day non-financial Commercial Paper, as 
reported in the Federal Reserve Statistical Release, H.15 or its successor. 
 

c. The recovery of under-collections or refunds of over-collection will be passed 
on to the ratepayers through volumetric surcharge or surcredit, respectively. 
 

d. Franchise Fees and Uncollectible Accounts Expense shall be calculated using 
the factors most recently authorized by the Commission.  
 

e. In Suburban’s 2026 GRC any balances in the SPCBA would be consolidated 
with Suburban’s WRD balances and the SPCBA would then be eliminated. 
 

4.  AMORTIZATIONS: 
     Suburban Water Systems may request amortization of this account by Tier 1   
     advice letter when the balance reaches 2% of annual revenues or at any level  
     through a general rate case application.  
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Tim Miller 
General Counsel 
Suburban Water Systems 
1325 North Grand Avenue, Suite 100 
Covina, CA 91724 

RE: RCNLD Analysis of the Sativa Water System 
 
Dear Mr. Miller: 

R Valuation Consulting, LLC (“MRV Consulting”) has completed a valuation of the 
assets that comprise the Sativa Water System (the “System”) in the Willowbrook 
community of unincorporated Los Angeles County and a portion of the City of 

Compton.  This analysis includes both personal property and real property, including fee-owned
land as well as private easements.   
 
The Sativa Water System has 1,643 service connections that include approximately 6,800 
customers within a service area of 0.27 square miles.  The system includes four well sites; 49,922 
linear feet of water mains; 32,860 linear feet of service lines; and 58 fire hydrants.  The well sites 
consist of wells, site improvements, buildings, pumping equipment, electrical equipment, water 
treatment equipment, and 10,000-gallon hydropneumatic tanks (collectively, referred to as the 
“Assets”).  The four well sites are known as Well No. 2; Well No. 3; Well No. 4 (non-operational); 
and Well No. 5.  Well No. 2 is currently inoperable due to a collapsed shaft segment and Well No. 
4 was decommissioned in 2009. 
 
The purpose of this engagement will be to provide a Reproduction Cost New Less Depreciation 
analysis to be utilized by Suburban Water Systems in connection with its acquisition of the Sativa 
Water System.  At Suburban’s request, MRV Consulting may prepare testimony for submission to 
the California Public Utilities Commission and make witness(es) available for evidentiary 
hearings. 
 
The premise of value is a “going-concern” because the business will continue to operate in the 
foreseeable future, therefore, the premise of value for the assets is in “continued use.”  The standard 
of value is Reproduction Cost New Less Depreciation (“RCNLD”).  This report has been written 
for this intended use only and it should not be used for any other purposes.  The intended users of 
this report are Suburban Water Systems.  This report is presented as an Appraisal Report under the 
Uniform Standards of Professional Appraisal Practice of the Appraisal Foundation and the 
standards and codes of ethics of the Appraisal Institute.  

M 
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The scope of work included a valuation analysis via the Reproduction Cost New Less Depreciation 
method that is consistent with the California Public Utilities Commission Decision 99-10-064, 
Appendix D, Sections 2.05 through 2.07.  Additionally, the analysis complies with the California 
Public Utilities Code Section 2720 and with the California Evidence Code Section 820.  The 
valuation of water rights was excluded from MRV Consulting’s scope of work.  Stratecon, Inc. 
performed the valuation of the water rights and MRV incorporated their value into the RCNLD 
analysis without further verification.   

Market Conditions – COVID-19 Effect on Economy  

The full economic impact of the COVID-19 pandemic is unknown as it continues to impact many 
aspects of daily life and the global economy.  Economists are swiftly upgrading their US growth 
forecasts as Covid vaccinations accelerate and after Washington enacted a $1.9 trillion relief 
package, known as the American Rescue Plan Act of 2021.  The US Federal Reserve continues to 
closely monitor the post-stimulus effect on the economy with its goals of maximum employment 
and a 2 percent inflation. 
 
Goldman Sachs is calling for 2021 US GDP growth of 6.9 percent, the fastest since 1984.  For 
average Americans, this optimism signals a stronger jobs market and better prospects for 
prosperity after a dreadful 2020.  Morgan Stanley expects the US unemployment rate will drop 
below 5 percent by the end of 2021 and below 4 percent by the end of 2022. 
 
Beyond the government rescue measures, the economic outlook is getting a boost from serious 
progress in defeating the pandemic.  The acceleration in the rollout of vaccines, along with 
plunging deaths and cases, is raising hope that health restrictions depressing the economy could 
be lifted earlier than expected. 
 
The reader is cautioned and reminded that the conclusions presented in this report apply only as of 
the effective date indicated.  MRV Consulting makes no representation as to the effect on the entity 
of this event, or any event, after the effective date.  This report contains a hypothetical condition 
because it does not consider the impacts of the Coronavirus pandemic. 
 
Conclusion of Value 
 
Subject to the assumptions and limiting conditions stated throughout the attached report and based 
on our analysis, methodology, and prevailing market conditions, the RCNLD of the Sativa Water 
System is: 
 

Reproduction Cost New Less Depreciation 
Sativa Water System 

$22,808,000 
Twenty-Two Million Eight Hundred Eight Thousand Dollars 

As of April 20, 2021 
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This value conclusion is comprised of $18,788,000 of non-grant funded and $4,020,000 of grant-
funded assets (the grant-funded assets are net of depreciation).   
 
A Replacement Cost New Less Depreciation method was completed in addition to the 
Reproduction Cost New Less Depreciation method.  There is a 2.3 percent difference between the 
two methods as detailed in Section I of the attached report.  The replacement method strongly 
supports the reproduction cost method. 
 
The California Public Utilities Code Section 2720 states that if fair market value exceeds 
reproduction cost, the CPUC may include the difference in the rate base for ratesetting purposes if 
it finds that the additional amounts are fair and reasonable.  Therefore, the Reproduction Cost New 
Less Depreciation analysis is assigned 100 percent weight.   
 
The conclusions expressed herein are explained throughout the attached report and are subject to 
the statement of assumptions and limiting conditions and certification.  These conclusions should 
not be used for any purpose other than the purpose specified above.  Before the conclusions 
presented in this letter are relied upon, the attached report should be read and analyzed in its 
entirety. 
 
Should you have any questions with regards to the matters discussed herein, or if we can be of 
any further assistance to you, please contact Mark Rodriguez at (732) 780-6010 or by email at 
MRodriguez@MRValuation.com. 

Respectfully submitted,

MR Valuation Consulting, LLC 
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B. DEFINITIONS AND ABBREVIATIONS 

ASA Accredited Senior Appraiser 

Assets Personal and real property that comprise the Sativa Water System.  The 
real property contains both fee-owned land as well as certain private 
easements within the Sativa Water System service area.  

Client Suburban Water Systems 

Effective Date April 20, 2021 

IRWM Integrated Regional Water Management 

Intended Users Suburban Water Systems 

MRICS Member of the Royal Institution of Chartered Surveyors 

MRV Consulting MR Valuation Consulting, LLC 

MVS Marshall Valuation Service 

PVC Polyvinyl Chloride 

RCN Reproduction Cost New 

RCNLD Reproduction Cost New Less Depreciation 

RSMeans Gordian with RSMeans Data 

SWB State Water Board 

System Sativa Water System 

USPAP Uniform Standards of Professional Appraisal Practice 
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C. STATEMENT OF ASSUMPTIONS AND LIMITING CONDITIONS 

This Appraisal Report is subject to the following Assumptions and Limiting Conditions.  Other 
assumptions and limiting conditions may be included in this report at other locations in the report.

In this section, the term “report” can mean study, appraisal, valuation, research or analysis, and 
any report or work product or deliverable about the study, appraisal, valuation, research, or 
analysis.  Further, the term “MRVC” stands for MR Valuation Consulting, LLC, and its employees, 
consultants, appraisers, staff members, subcontractors, and service providers. 

Information and Data Sources 

1. Information on the financial, legal, and physical condition of the subject property or assets, 
provided by the Client, or its representatives, directly to us or the public through various public 
disclosure methods is assumed to be reliable.  Other materials and information obtained from 
various professionally appropriate public and private sources are assumed to be reliable. 

2. The information contained within this report was obtained from sources deemed to be reliable.  
Reasonable efforts, given the intended use, purpose, and scope of the appraisal, have been 
made to verify such information; however, no warranty and responsibility is given as to its 
accuracy. 

Property Specific Assumptions and Limiting Conditions 

3. Competent and responsible management and ownership are assumed. 

4. This report analyzes the fee simple interest of the subject property or assets, free and clear of 
any or all liens or encumbrances.  This appraisal is subject to the restrictions imposed by this 
agreement. 

5. MRVC does not provide legal, accounting, audit, title, engineering, architectural, or 
environmental sciences services and assumes no responsibility for matters of such services.  It 
is assumed that any legal, engineering, architectural, audit, title, environment, accounting, and 
financial information as provided by the Client, representatives, and management or obtained 
from public records are correct and assumed to be reliable.   

6. MRVC assumes that there are no hidden or unapparent conditions at the subject land and/or 
improvements, which would render the subject property or assets more or less valuable, except 
as noted herein.  MRVC assumes no responsibility for such conditions, or for engineering, 
environmental, legal, or architectural counseling that might be required to discover such 
conditions.  It is assumed that the subject property or assets are not adversely affected by 
contaminants or health risks and that no contamination or health risks exist on or near the 
property or assets.  MRVC assumed that there were no ADA issues sufficient to significantly 
render the subject property or assets more or less valuable. 
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7. It is assumed that there are no zoning or building code issues concerning the subject assets that 
would significantly increase or decrease the value of the assets being appraised. 

 
8. Since MRVC is not an engineering or architectural firm, it makes no representation as to 

quality, functionality, condition, limitations, and size of the subject property or assets, except 
that a) MRVC has relied upon what has been reported to MRVC as the best available data, 
where said data was provided by others to MRVC who MRVC assumes to be an appropriate 
source of said data given the specific purpose, intended use, and scope of work of this study, 
and b) if a visual inspection was conducted by MRVC then MRVC has relied upon the visual 
inspection.  Given the inherent limitations of MRVC’s visual inspection, if conducted, 
important issues at the property may not be uncovered.  If conducted, MRVC’s visual 
inspection of the property is not an engineering, architectural, or environmental inspection, and 
does not test building operations, and does not cover 100 percent of the building(s), machinery 
and equipment, or the site.   
 

9. This study assumes that, unless specifically noted elsewhere in the report, the subject property 
or assets suffers no environmental or hazard issues, and that no contamination or health risks 
exist at or near the property or assets.   
 

10. If substantive issues are later discovered in data relied upon, then the reported opinions in this 
study may need to be revised accordingly. 

 
Study Analysis and Format Assumptions 
 
11. This report has been prepared in conformity with the requirements of USPAP of the Appraisal 

Foundation, and the American Society of Appraisers.  When necessary for compliance with 
local law and assessment procedures, we may employ the jurisdictional exception rule of the 
USPAP.  Extraordinary assumptions or hypothetical conditions, as defined by USPAP, will be 
disclosed at various points in this report, if applicable.  The use of extraordinary assumptions 
or hypothetical conditions may affect the assignment results. 
 

12. MRVC has determined the scope of work, based on its discussions with the Client, and their 
reported needs, their reported purposes, and intended use of the appraisal.  The appraisal scope 
is limited to the work necessary to provide for the Client’s purpose and use of the report, and 
as such, this report is not recommended for any other use.  The scope of this appraisal is not 
so confined as to result in misleading or unsupported opinions of value. 

 
13. USPAP prescribes two types of appraisal reports, Restricted Appraisal Reports and Appraisal 

Reports.  A Restricted Appraisal Report may be provided when the client is the only intended 
user, or when additional intended users are identified by name, and not by types or categories.  
MRVC intends that the use of its reports is limited to the Client and intended users.  When 
reports are restricted, MRVC need not provide as extensive reporting that may be found in 
Appraisal Reports.  The use of Restricted Appraisal Reports is limited to the client and the 
named intended user(s).  Restricted Appraisal Reports may not contain the supporting rationale 
for the opinions and conclusions in their entirety outlined in the Restricted Appraisal Reports. 
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Publication, Distribution, Use of Report 
 
14. The opinions proffered in this report are as of a specific date, for a specific client and intended 

user(s), for a specific purpose and intended use, under a specific, limiting the scope of work, 
and made under specific assumptions and limiting conditions.  Using the opinions proffered 
herein for any other use or purpose is inappropriate and unwise and is prohibited unless 
authorized in writing by MRVC.  The Client agrees that: 

 
a) the Client and intended user(s) are explicitly named herein.  The Client and the intended 

user(s) are the only parties to whom the MRVC has a professional responsibility.  MRVC 
offers and assumes no professional responsibility to any third parties that the Client and 
intended user(s) may choose to provide copies of our report. 

b) any advice or recommendations, written or oral, provided by MRVC in connection with 
this engagement is exclusively for the Client and intended user(s) specifically identified by 
MRVC. 

c) will not refer to MRVC by name or otherwise, or their services in any written materials 
relating to the subject property or assets, including without limitation, any publicly filed 
documents without the prior written consent of MRVC for each requested use or reference. 

d) neither all nor part of the contents of this report or copy thereof shall be conveyed to the 
public through advertising, public relations, news, sales, or any other media without the 
prior written consent of MRVC. 

e) neither all nor part of the contents of this report, or copy thereof, shall be conveyed to the 
public through such forms or methods such as, but not limited to, advertising, public 
relations, news, sales, or any other media without written consent and approval of MRVC. 

f) MRVC or any professional organization of which MRVC is a member or candidate, cannot 
be identified without the prior written consent of MRVC. 

g) this report may not be utilized in any present or proposed, public or private syndication or 
a public offering of any of the interests in the subject property or assets unless a prior 
written agreement has been obtained from MRVC. 

h) this report is intended to be utilized in its entirety and may not be used in parts. 
 

15. Any party receiving a copy of this report to satisfy disclosure requirements does not become 
an intended user(s).  Possession of this report, or a copy thereof, does not give the holder the 
right of publication, nor may this report or any part thereof be used by anyone other than the 
Client and intended user(s) for the intended use. 
 

16. Disclosure of the contents of this report is governed by the by-laws and regulations of the 
USPAP of the Appraisal Foundation, the American Society of Appraisers, and the Royal 
Institution of Chartered Surveyors.  MRVC is authorized by the Client to disclose all or any 
portion of this report, and the work files to appropriate representatives of the Appraisal 
Foundation, the American Society of Appraisers, and the Royal Institution of Chartered 
Surveyors, if such disclosure is required to enable the MRVC to comply with their respective 
by-laws and regulations now or hereafter in effect, or as may otherwise be required to be 
disclosed by Court Order or governing laws, rules and/or regulations. 
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Ownership of MRVC Properties 

17. MRVC has created and has rights in, and may, in connection with the performance of its 
services, employed, provided, modified, created, acquired, or otherwise obtained rights in, 
various concepts, ideas, methods, methodologies, procedures, processes, know-how, and 
techniques, models, templates, user interfaces and screen designs, general-purpose consulting 
and software tools, methods of operation of systems and other intellectual property 
(collectively, referred to as “MRVC Knowhow and Copyrights”).   

18. Upon full and final payment to MRVC for its services, to the extent that any MRVC Knowhow 
and Copyrights are contained herein, MRVC grants the Client an authorization to use such 
MRVC  Knowhow and Copyrights contained in the Deliverables in connection with the use of 
such Deliverables and only for the Client’s intended purpose and use as stated herein. 

19. MRVC owns all rights, title, and interest, including, without limitation, all rights under all 
copyright, patent, and other intellectual property laws, in and to the MRVC Knowhow and 
Copyrights.  MRVC may employ, modify, disclose, and otherwise exploit the MRVC 
Knowhow and Copyrights (including, without limitation, providing services or creating 
programming or materials for other clients).  MRVC does not agree to any terms that may be 
construed as precluding or limiting in any way its right to a) provide services of any kind or 
nature whatsoever to any person or entity as MRVC in its sole discretion deems appropriate or 
b) develop for itself, or for others, materials that are competitive with those produced as a result 
of the services provided hereunder, irrespective of their similarity to the Deliverables. 

Limit of Liability 
 
20. MRVC warrants that it has performed the services hereunder in good faith and a professional 

appraisal manner.  MRVC disclaims all other warranties, either express or implied, including, 
without limitation, warranties of merchantability and fitness for a particular purpose.   

21. Any forecast models of income and expenses in this report are not predictions of the future and 
are created for the specific use and purpose of the appraisal.  No warranty or representation is 
made that the model will coincide with actual future events.  Furthermore, there will usually 
be differences between the modeled results and actual results because events and 
circumstances frequently do not occur as expected, and those differences may be material. 

22. It is understood and agreed that Client and MRVC are independent of the other and that neither 
is, nor shall be considered to be, an agent, distributor, or representative of the other.  Neither 
party shall act or represent itself, directly or by implication, as an agent of the other or in any 
manner assume or create any obligation on behalf of, or in the name of, the other.  The Client 
acknowledges that the full independence and authority of MRVC will be maintained 
throughout this engagement and that no assurances or guarantees of a value estimate or 
consulting recommendation have been made or are a condition of this engagement. 
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23. In providing this service, MRVC establishes, and the Client understands and agrees that (a) no 
relationship other than one of a service provider is created between MRV and its staff members 
and the Client; and (b) MRVC assumes no responsibility for or ownership of the risks and 
rewards of the client business decisions based on, or business results that are consequential to 
the use of this report. 
 

24. The Client will indemnify and hold harmless MRVC from all claims, liabilities, losses, costs, 
demands, and reasonable expenses, such as reasonable legal fees, and management and 
administrative costs, relating to this engagement, except to the extent finally judicially 
determined to have resulted from the bad faith or intentional misconduct of MRVC.   
 

25. The liability of MRVC is limited to the Client only and shall not exceed in the aggregate the 
amounts received by MRVC for its services. 

 
26. Intentionally omitted. 
 
Statements of Qualifications and Personal Histories 
 
27. Any statements of qualifications, resumes, and personal and/or company histories are 

presented in summary for marketing purposes and to assist the intended user(s) of the report 
with understanding the professional competency and experience of MRVC.  These statements 
of qualifications, resumes, and personal and/or company histories are a) not a complete listing 
of our professional experiences and qualifications and b) not full disclosure of our professional, 
corporate, and personal interactions and relationships. 
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D. CERTIFICATION 

I certify for the water system assets (except for land interests) that, to the best of our knowledge and 
belief that: 
 

1. the statements of fact in this report are true and correct.  Certain efforts, as described herein, 
given the use, purpose, and scope of the appraisal, have been made to verify such 
statements of facts. 
 

2. the reported analyses, opinions, and conclusions are limited only by the reported 
assumptions and limiting conditions and are my personal, impartial, and unbiased 
professional analyses, opinions, and conclusions. 
 

3. the undersigned has no present or prospective interest in the real estate or assets that are 
the subject of this report, and no personal interest concerning the parties involved.  
 

 the undersigned has not performed services, as an appraiser or in any other capacity, 
regarding the property and assets that are the subject of this report within the three years
immediately preceding the agreement to perform this assignment.

5. the undersigned has no bias concerning the real estate and assets that are the subject of this 
report, or to the parties involved. 

6. our engagement in this assignment was not contingent upon developing or reporting 
predetermined results. 
 

7. our compensation for completing this assignment is not contingent upon the development 
or reporting of a predetermined value or direction in value that favors the cause of the 
client, the amount of the value opinion, the attainment of a stipulated result, or the 
occurrence of a subsequent event directly related to the intended use of this valuation. 
 

8. the analyses, opinions, and conclusions were developed, and this report has been prepared, 
in conformity with the Uniform Standards of Professional Appraisal Practice. 

9. that a site tour of the Sativa Water System was not performed. 

10. as of the date of this report, the undersigned has completed the requirements of the 
continuing education program established by the American Society of Appraisers (see 
Appendix 1 for Professional Qualifications). 

 
Mark Rodriguez, ASA MRICS 
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E. INTRODUCTION 

The Sativa Water System has 1,643 service connections that include approximately 6,800 
customers within a service area of 0.27 square miles.  The system includes four well sites; 49,922 
linear feet of water mains; 32,860 linear feet of service lines; and 58 fire hydrants.  The well sites 
consist of wells, site improvements, buildings, pumping equipment, electrical equipment, water 
treatment equipment, and 10,000-gallon hydropneumatic tanks.   The four well sites are known as 
Well No. 2; Well No. 3; Well No. 4 (non-operational); and Well No. 5.  Well No. 2 is currently 
inoperable due to a collapsed shaft segment and Well No. 4 was decommissioned in 2009. 

Purpose, Use, and Scope 
 
The purpose of this engagement will be to provide a Reproduction Cost New Less Depreciation 
analysis to be utilized by Suburban Water Systems in connection with its acquisition of the Sativa 
Water System.  At Suburban’s request, MRV Consulting may prepare testimony for submission to 
the California Public Utilities Commission and make witness(es) available for evidentiary 
hearings.   
 
The premise of value is a “going-concern” because the business will continue to operate in the 
foreseeable future, therefore, the premise of value for the assets is in “continued use.”  The standard 
of value was RCNLD. 
 
The scope of work included a valuation analysis via the RCNLD method that is consistent with 
the California Public Utilities Commission Decision 99-10-064, Appendix D, Sections 2.05 
through 2.07.  Additionally, the analysis complies with the California Public Utilities Code Section 
2720 and with the California Evidence Code Section 820.  The valuation of water rights was 
specifically excluded from MRV Consulting’s scope of work.  Stratecon, Inc. performed the 
valuation of the water rights and MRV incorporated their value into the RCNLD analysis without 
further verification.   
 
Hypothetical Conditions and Extraordinary Assumptions 

A hypothetical condition is a condition, directly related to a specific assignment, which is contrary 
to what is known by the appraiser to exist on the effective date of the assignment results but is 
used for the purpose of analysis.  This report contains a hypothetical condition because it does not 
consider the impacts of the Coronavirus pandemic. 

The use of these hypothetical conditions and extraordinary assumptions may have affected the 
appraisal conclusions.  If any of the hypothetical conditions and extraordinary assumptions are 
found to be unsupported, then our appraisal conclusions may need to be revised. 
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Premise of Value 

The premise of value is a “going-concern” because the business will continue to operate in the 
foreseeable future, therefore, the premise of value for the assets is in “continued use.”   

Standard of Value 

The standard of value is Reproduction Cost New Less Depreciation.  The scope of work included 
a valuation analysis via the RCNLD method that is consistent with the California Public Utilities 
Commission Decision 99-10-064, Appendix D, Sections 2.05 through 2.07.  Additionally, the 
analysis complies with the California Public Utilities Code Section 2720 and with the California 
Evidence Code Section 820. 
 
Effective Date  
 
The Effective Date of this report is April 20, 2021.  The 2020-2021 USPAP defines Effective Date 
as “the date to which an appraiser’s analyses, opinions, and conclusions apply; also referred to as 
date of value.”   
 
A valuation can have either a retrospective, current, or prospective effective date.  The Effective 
Date of this analysis is current. 
 
Marketing and Exposure Time 
 
Marketing time is an estimate of the time it might take to sell a property interest in real estate at 
the estimated value level during the period immediately after the effective date of the appraisal.  
Marketing time differs from exposure time, which is always considered to precede the effective 
date of the appraisal.  We expect the marketing time to be 6 to 12 months for the value conclusions 
made in this report.  
 
Exposure time may be defined as the estimated length of time the property interest being appraised 
would have been offered on the market before the hypothetical consummation of a sale at fair 
market value on the effective date of the appraisal.  The opinion of the time for reasonable exposure 
is not intended to be a prediction of the date of sale.  Instead, it is an integral part of the analyses 
conducted during the appraisal assignment.  We expect the exposure time to be 6 to 12 months for 
the value conclusions made in this report. 
 
Deferred Maintenance and Detrimental Conditions 
 
The eventual cost of deferred maintenance is an unpaid operation cost, which can be paid at any 
time by performing the deferred maintenance work.  It is in no sense a depreciation 
cost.  Depreciation, on the other hand, cannot be made good in any particular year, except insofar 
as there are actual replacements of physical items that are wisely retired in that year.   
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In making an engineering valuation of a water utility, the estimated cost at the date of valuation of 
making good, deferred maintenance must be deducted from the total value, for it is a liability that
goes with the property.  The deduction for deferred maintenance is stated separately in valuation 
reports; its amount is added to the value of the property when deferred maintenance is performed.  

In the long-term, deferred maintenance is any maintenance or repair needed to bring the assets up 
to at least a minimum acceptable physical condition level, often referred to as unfunded or 
unaccomplished maintenance or backlog.  Deferred maintenance should not cover work needed 
for growth, enhancements, post-construction regulatory standards, or increases in capacity. 
 
The Sativa Water System suffered from deferred maintenance.  On February 13, 2019, the Local 
Agency Formation Commission unanimously decided that the “Sativa Los Angeles County Water 
District” should cease operations due to mounting allegations of poor maintenance, financial 
malfeasance, and lack of transparency.  The County of Los Angeles was appointed administrator 
by the Local Agency Formation Commission.   
 
These deferred maintenance issues at the Sativa Work System were publicized in a New York 
Times article on July 24, 2019, titled “The Crisis Lurking in Californians’ Taps: How 1,000 
Water Systems May Be at Risk.” 
 
On September 14, 2019, the Los Angeles County Department of Public Works through a 
Community Update Meeting publicized the work that was performed by the county to reduce the 
deferred maintenance.  The following slides are from the Community Update Meeting 
presentation. 
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The Los Angeles County Department of Public Works through the State Water Board Grant along 
with other funds has reduced the deferred maintenance or the past detrimental conditions suffered 
by the Sativa Water System.  Therefore, any deferred maintenance or detrimental conditions that 
existed within the Sativa Water System have been remedied. 
 
Environmental Conditions 
 
It is assumed that there are no environmental issues associated with the Sativa Water System.  
Additionally, management has not raised any issues that would negatively affect the value of the 
System. 
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G. DESCRIPTION OF THE ASSETS 

The Sativa Water System, originally Sativa Los Angeles County Water District, was formed in 
1938 as a special district under the County Water District Act.  The Sativa Water System has 1,643 
service connections that include approximately 6,800 customers within a service area of 0.27 
square miles in the Willowbrook community of unincorporated Los Angeles County and a portion
of the City of Compton.  The Sativa Water System 
service area consists of predominantly single-family 
residential land use.  The service area is approaching its 
maximum developable area.  As of September 2019, 
there are recorded 1,642 residential connections and 
one commercial service connection serving a 
population of approximately 6,800 people.  Appendix 2 
includes photographs of certain above-ground assets 
within the Sativa Water System. 
 
Groundwater Wells 
 
The System has four well sites that are commonly 
known as: 
 

 Well No. 2 – This well has been in place for 80 years.  It was constructed in 1940 to a depth 
of 445 feet below the ground surface.  The highest perforations started at 203 feet below 
(the) ground surface.  Well No. 2 is not in operation because a segment of the well shaft 
has collapsed.   

 Well No. 3 – This well has been in service for over 75 years.  It was constructed in 1944 
to a depth of 316 feet below (the) ground surface, is perforated from 236 feet below (the) 
ground surface to 247 feet below (the) ground surface and 264 feet below (the) ground 
surface to 287 feet below (the) ground surface, and has a pumping capacity of 380 gallons 
per minute.  Sativa Water System records indicate Well No. 3 may have manganese issues; 
however, manganese has not been detected over the past 35 years. 

 Well No. 4 – decommissioned and capped in 2009.  Certain structural components of the 
well are still in place.   

 Well No. 5 – This well has been in service for over 25 years.  It was constructed in 1993 
to a depth of 910 feet below (the) ground surface, is perforated from 200 feet below (the) 
ground surface to 240 feet below (the) ground surface, 380 feet below (the) ground surface
to 510 feet below (the) ground surface, 550 feet below (the) ground surface to 670 feet 
below (the) ground surface, and 750 feet below (the) ground surface to 890 feet below (the) 
ground surface and has a capacity of 640 gallons per minute.  The level of manganese in 
Well No. 5 is high and requires treatment to reduce the amount of manganese precipitate 
in the system.
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Hydropneumatic Tanks 

The Sativa Water System has one 10,000-gallon hydropneumatic tank each at Well Site No. 2 and 
Well Site No. 5 and two 10,000-gallon hydropneumatic tanks at the Well Site No. 3.  Based on the 
Division of Drinking Water data on the Sativa system, the tanks were installed when the wells 
were constructed, indicating the tanks at Well No. 2; Well No. 3; and Well No. 5 were installed in 
1940, 1944, and 1993, respectively.  One tank at both Well No. 3 and Well No. 5 are online.  
Current efforts are underway to bring the second tank at Well No. 3 online as well.  The tank at 
Well No. 2 is offline and disconnected from the System.   

Distribution Piping

The Sativa Water System includes 48,922 linear feet of water mains, ranging from 2 to 8 inches in 
diameter.  Approximately 41 percent of the water mains are 4-inch to 6-inch asbestos cement; 8 
percent are 4 to 8 inches PVC; 8 percent are 4 to 6 inches steel and cast iron; and the remaining 43 
percent are 2 to 6 inches of unknown material.   
 
Service Lines 
 
The Sativa Water System has 1,643 service connections.  The 1960 system map of Sativa Water 
System indicates that the service connections are ¾-inch diameter copper lines.  The average length 
of service lines is 20 linear feet for a total of 32,860 linear feet of service lines.   
 
Metering 
 
The Sativa Water System does not currently have service meters.   
 
Hydrants 
 
The Sativa Water System includes (58) hydrants.  There are (29) 4-inch diameter hydrants and 
(29) 6-inch diameter hydrants. 
 
Other Equipment 
 
Well Site No. 4 is used as a storage yard for a tractor loader, air compressor, and diesel generator, 
as well as miscellaneous tools and spare parts.   

Land 

The Sativa Water System includes four fee simple owned parcels and certain private easements.  
A separate appraisal of the land and private easements is included within Appendix 9. 
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Water Rights 

The Sativa Water System is a party to the adjudication governing the allocation of groundwater 
within the Central Basin.  Groundwater extraction from the Basin has been limited to the amounts 
set by a Superior Court Judgment and monitored by a Court-appointed Watermaster consisting of 
three separate bodies that assist the Court in the administration and enforcement of the provisions 
of the Judgment.  The valuation of these water rights was performed by others. 

Grant – State Water Board Infrastructural Grant 

Los Angeles County has pursued grant funding from the State Water Board for the most critical 
infrastructure challenges within the Sativa Water System.  The State Water Board granted the 
County $1,770,000 to complete the following infrastructural projects: 
 

 8-inch pipeline under the light railroad tracks along Lucien Street 
 Clean and repair well shaft at Well No. 5 
 Replace the pump, motor, and electrical equipment at Well No. 5 
 Upgrade gas chlorine system at Well No. 5 
 Install SCADA equipment for remote monitoring and operation of Well No. 5 

 

 
 
Grant – Proposition 1 Integrated Regional Water Management Grant 
 
The Los Angeles County has partnered with the Water Replenishment District of Southern 
California to pursue grant funds for a manganese treatment system at Well No. 5.  The County has 
been approved for $2,250,000 in Proposition 1 funding through the State Department of Water 
Resources’ Integrated Regional Water Management Program.  The manganese treatment system 
is expected to be installed in 2021. 
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H. HIGHEST AND BEST USE 

To estimate the value of a system of assets, the appraiser must identify the highest and best use of 
the assets and must assume such highest and best use as the premise of value.  Other types of value 
may assume other uses. 

The 2020-2021 Edition of Uniform Standards of Professional Appraisal Practice unequivocally 
states the imperative of appraising market value only under the assumption of the highest and best 
use, in Standards Rule 1-3. 

When necessary, for credible assignment results in developing a market value opinion, an 
appraiser must: 
 
(a) identify and analyze the effect on use and value of existing land use regulations, 

reasonably probable modifications of such land use regulations, economic supply 
and demand, the physical adaptability of the real estate, and market area trends; and

Comment: An appraiser must avoid making an unsupported assumption or premise 
about market area trends, effective age, and remaining life. 

(b) develop an opinion of the highest and best use of real estate. 

Comment: An appraiser must analyze the relevant legal, physical, and economic 
factors to the extent necessary to support the appraiser’s highest and best use 
conclusion(s).” 

Highest and Best Use 

The reasonably probable use of the property that results in the highest value.  The four criteria that 
the highest and best use must meet are legal permissibility, physical possibility, financial 
feasibility, and maximum productivity.1 

Highest and Best Use of Land or a Site as Though Vacant 

Among all reasonable, alternative uses, the use that yields the highest present land value, after 
payments are made for labor, capital, and coordination.  The use of a property is based on the 
assumption that the parcel of land is vacant or can be made vacant by demolishing any 
improvements. 
 
  

1 The Dictionary of Real Estate Appraisal. 6th edition. (Chicago: Appraisal Institute, 2015), Page 109.  
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The Four Criteria 
 
There are four basic criteria that are considered and analyzed in determining the highest and best 
use of property: 
  

1. Physically possible.  What uses are physically possible given the constraints of the size and 
physical characteristics of the site? 

 
2. Legally permissible.  What uses are permitted by zoning or other restrictions (i.e., deed 

restrictions) on the property? 
 

3. Financially feasible.  Of the physically possible and legally permitted uses, which are 
financially feasible in that they will produce a net return to the property owner? 

 
4. Maximum productivity.  Of the financially feasible uses, which use will produce the 

highest net return, or result in the highest present value of the property? 
 
Highest and Best Use Conclusions 
 
As if Vacant Land 
 
The highest and best use of the land, as if vacant, is discussed in Appendix 9. 
 
As Improved 
 
The highest and best use of the Sativa Water System, as currently improved, is for its continued 
use as a water utility system. 
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I. RCNLD ANALYSIS 

The basis of an RCNLD analysis, as applied for these purposes, is reproduction.  How much would 
it cost to build a new water utility system?  The cost to develop/build or redevelop/rebuild a 
property is estimated and reconciled to value.  The RCNLD analysis is based on the “principle of 
substitution.”  This principle supports the position that a prudent seller would not sell for less, nor 
would a prudent buyer pay more for a specific property than the cost of building an asset offering 
the same utility.  The same utility means the same potential capacity, condition, life, and 
operational usefulness as the subject property over a similar remaining useful life. 

The basic concern surrounding an RCNLD analysis is that cost may not equal value.  When 
applicable, an RCNLD analysis reflects market thinking by recognizing that market participants 
sometimes relate value to cost.  Buyers tend to judge the value of improved property by considering 
the cost to create the improvements.  Generally, when making such an analysis, frequently referred 
to as a feasibility analysis, the owner or buyer compares such cost to the revenue that will be 
produced with an expected rate of return included on such an investment. 

There is more than one method to estimate the cost to develop a water utility system; however, 
these methods tend to fall into either the general category of the reproduction cost approach or the 
replacement cost approach.  Using the reproduction cost, the appraiser is concerned with issues 
surrounding an exact duplicate of the subject property, whereas, using the replacement cost, the 
appraiser is concerned with issues surrounding the replacement of functionality or utility. 

When assets are new, the value of those assets is usually closely related to the cost expended to 
develop and construct those assets or groupings of assets.  Buyers of older properties will often 
measure the price they are willing to pay for the subject assets against the cost of developing new 
assets (less adjustments for depreciation and/or the cost to bring the existing asset up to standard).  
Therefore, an RCNLD analysis is applicable in situations where sellers and buyers view “market 
value” to be closely related to “actual cost.”   
 
Continuing Property Record System 
 
An RCNLD analysis is a reproduction cost method that has been and is widely used in many 
industries including public utilities.  Reproduction cost is an accepted cost methodology within the 
water utility industry when the Continuing Property Records and historical cost data are readily 
available. 
 
The Continuing Property Record System is a procedure by which the costs of the water system are 
segregated and maintained by units of property.  A unit of property is an item that can be readily 
identified and accounted for by itself.  The Continuing Property Records may also be known as 
Property Records, Plant Records, or Fixed Asset Registers. 
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There are two types of units of property.  The identifiable units such as land, buildings, pumping 
equipment, wells, etc., for which a record showing location and the original cost of each item is 
maintained.  The group units such as mains, services, meters, etc., are typically recorded in total 
quantities and at an average cost per unit. 
 
The group unit property records are a control record and should be supplemented by subsidiary 
continuing property records subdivided by sizes and recorded in detail from the work orders 
completed during the year.  The total quantities, total cost, and average cost per unit should be 
recorded within the continuing property records at the end of each year.  

The continuing property records are important and useful because they provide a complete record 
by account number.  These records include each type of property unit included in the plant as well 
as their unit cost or average cost. These records will also have cost information that will be useful 
when a utility plant asset is retired from service.  

The continuing property records should be arranged in conformity with the plant accounts 
prescribed in the Uniform System of Accounts.  They should be compiled using a basis of original 
cost or another book cost consistent with the provisions of the Uniform System of Accounts.  

These records should contain a detailed description and classification of property-record units to 
permit their identification and verification.  These records should be maintained in such a manner 
to meet the following basic objectives:  
 

 To provide an inventory of property-record units which may be readily spot-checked for 
proof of physical existence.  

 
 To record the costs associated with such property-record units to assure accurate 

accounting for retirements.  
 

 To record the date of installation and removal of plant retired to provide data for use in 
connection with depreciation studies.  

 
 To identify units such as parcels of land, wells, structures, equipment, etc., as well as all 

the information available on these units.  
 

 To provide that groups such as distribution mains will be subdivided by diameter, material,
and recorded in total quantities and the average cost per unit or average cost per unit for 
the year.  

 To supply the details of costs of the properties, the annual depreciation amounts, as well as 
additions and improvements, retirements, and the amounts in the depreciation reserves and 
the net book values of the properties.  
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On February 13, 2019, the Local Agency Formation Commission unanimously decided that the 
“Sativa Los Angeles County Water District” should cease operations due to mounting allegations 
of poor maintenance, financial malfeasance, and lack of transparency.  The County of Los Angeles 
was appointed administrator by the Local Agency Formation Commission.   
 
The Continuing Property Records were not available for the Sativa Water System.  Additionally, 
we interviewed the Assistant Deputy Director from the Department of Public Works for Los 
Angeles County and confirmed that they did not receive the Continuing Property Records from 
the now-defunct “Sativa Los Angeles County Water District.” 
 
Special-Purpose Property 
 
A property with a unique physical design, special construction materials, or a layout that 
particularly adapts its utility to the use for which it was built; also called a special-design property 
is known as a “Special-Purpose Property.” 
 
An RCNLD analysis is useful for complex appraisal situations involving a large number of 
tangible assets when a distinction needs to be made between asset types or property types that are 
not frequently traded in the market, and when an asset is considered unique, such as a “special-
purpose” or “specialty” assets.  A water delivery system is a special-purpose property. 
 
Special-purpose simply means that it can only be used for one purpose.  Special-purpose has 
nothing to do with marketability, limited market, high market, lots of buyers, few buyers; there is 
no marketability related to a special-purpose property.  It means you can do one thing with a water 
utility system: take water from a central source and deliver it to a customer.  The RCNLD analysis 
was designed to value special-purpose property. 
 
In a valuation of special-purpose purpose property, appraisers should primarily rely upon the 
RCNLD analysis. 
 
RCNLD Procedure 
 
After gathering the relevant information and analyzing data for the market area, site, and 
improvements, an appraiser follows a series of steps to derive a value indication via an RCNLD 
analysis.  The appraiser will: 
 

1. Estimate the value of the land (and private easements) as though vacant and available to be 
developed to its highest and best use. 

 
2. Determine which cost basis is most applicable to the assignment: reproduction cost or 

replacement cost. 
 

3. Estimate the direct (hard) and indirect (soft) costs of the special-purpose improvements as 
of the effective date. 
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4. Estimate an appropriate entrepreneurial incentive or profit from an analysis of the market. 
 

5. Add the estimated direct costs, indirect costs, and entrepreneurial incentive or profit to 
arrive at the total cost of the special-purpose improvements, which is the RCN. 
 

6. Estimate the amount of depreciation in the special-purpose improvements and, if necessary, 
allocate it between physical deterioration; functional obsolescence; and external 
obsolescence. 

7. Deduct estimated depreciation from the total cost of the improvements to derive an estimate 
of their depreciated cost. 

8. Estimate the contributory value of any site improvements that have not already been 
considered. 
 

9. Adjust for personal property (e.g., furniture, fixtures, and equipment), moveable 
equipment, water rights, and any intangible assets that are to be included in the analysis. 

10. Add the land value to the total depreciated cost of the special-purpose improvements to 
develop the RCNLD value of a water utility system. 
 

Fixed Asset Register 
 
Since we were not provided with the Continuing Property Records for the System, we did not have
access to the historical cost information.  Therefore, the Trending Method could not be performed.  
Alternatively, we completed a reproduction cost (new) analysis via a Detail Method.  The first step 
in this analysis is to create a detailed Fixed Asset Register. 

The fixed asset register was compiled from data extracted from the PDF file named “Appendix B 
System Summary” which was provided to the bidders by the Los Angeles County Department of 
Public Works.  The fixed asset register included descriptions of the asset type; name; size and 
length specifications; and quantity.  The bidder’s files along with management interviews were the 
basis of the Fixed Asset Register.   
 
While many consider the theoretical base of the RCN analysis to be the reproduction cost, as 
previously discussed, the replacement cost provides a supportable conclusion, particularly where 
there is a substantial technological difference between the subject assets and the substitute state-
of-the-art assets used for comparison when determining value.  The difference between the 
reproduction cost method and the replacement cost method is excess capital costs; one form of 
functional obsolescence. 
 
RCN is a widely accepted and practiced method for estimating the value of a special-purpose 
property such as a water utility system.  For new and existing water utility systems, the replacement 
cost method is gaining acceptance and it is anticipated to become a definitive method to consider 
for developing a primary value indicator.  
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Reproduction Cost (New) 

The American Society of Appraisers, within the book “Valuing Machinery and Equipment: The 
Fundamentals of Appraising Machinery and Technical Assets,” 4th edition defines Reproduction 
Cost as “the cost of reproducing a new replica of a property (or asset) based on current prices with 
the same or closely similar materials, as of a specific date.” 

Construction Cost Data Sources 

To determine the construction costs, the primary treatises considered were Marshall Valuation 
Service, RSMeans cost data, and actual construction costs. 

Marshall Valuation Service 

The Marshall Valuation Service is compiled and published by Marshall & Swift/Boeckh, LLC.  
The cost data presented is based on years of valuation experience, thousands of appraisals, and 
continual analysis of the costs of new buildings.  This publication has been recognized as an 
authoritative treatise in the appraisal field since 1932.   
 
MVS provides cost data for determining replacement costs of buildings and other improvements in 
the United States, Puerto Rico, Guam, and Canada.  Current Cost Multipliers are furnished 
monthly to keep costs up-to-date in each of three districts, and Local Multipliers convert the costs 
to specific localities, including Los Angeles, California.   

MVS is a complete, authoritative guide for developing replacement costs and depreciated values 
of buildings and other improvements.  Also, it contains indexes for trending building and 
equipment costs.  It provides costs for a wide range of construction classes and types of 
occupancies, from warehouses to industrial buildings to pump houses.   

Gordian with RSMeans Data 

For over 70 years, businesses in the construction industry have been relying on RSMeans data to 
assist with construction cost estimating.  RSMeans data is compiled and provided by Gordian, a 
leading source of construction cost estimating data in California and the rest of the United States.  
RSMeans data provides both direct and indirect costs.   
 
Direct costs include material, labor, and related expenditures normally and directly incurred in the 
purchase and installation of an asset, or group of assets, into functional use.   
 
Indirect costs include expenditures that are necessary for the purchase and installation of assets, 
but not directly attributable to the purchase and installation.   
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Actual Construction Cost Data 

Through interviews with the Los Angeles County Department of Public Works, MRV Consulting 
was informed of certain ongoing infrastructure projects at the Sativa Water System.   
 
The Los Angeles Department of Public Works provided certain contracts and payment applications 
from such vendors as General Pump Company & Angeles Contractor, Inc.   
 
Construction Cost Adjustments 
 
The costs developed from MVS, RSMeans, and the Los Angeles County Department of Public 
Works do not include contingency; interest during construction; and general and administrative 
costs. 
 
Contingency – In construction, contingency refers to a percentage of money reserved to cover 
unanticipated project costs. A contractor, an owner, engineer, or architect all likely feel that the 
proper use of contingency within a project stems from different, but justifiable causes.  The Cost 
Estimate Classification Matrix within the AACE International Recommended Practice 56R-08, 
“Cost Estimate Classification System – As Applied for the Building and General Construction 
Industries.”  The Sativa Water System is comprised of 20 percent of the value for the wells and 80 
percent of the value for the balance of the system.  The four wells are assumed to be Class 5 (more 
risk with uncertainty from its complexity) and the balance of the water system is assumed Class 2
(less risk, less complexity).   = 20%   0.40 +   80%   0.12 = .   
 
MRV Consulting added 17.60 percent for a contingency to the construction costs.  This conclusion 
is consistent with Application 20-04-003 dated July 6, 2020.  This application includes a “Report 
and Recommendations” by the California Public Utilities Commission on the proposed sale of East 
Pasadena Water Company System Assets to California-American Water Company. 
 
Interest During Construction – MRV Consulting included five percent interest during construction 
for both the reproduction and replacement costs analyses for the Sativa Water System. 

General & Administrative Costs – MRV Consulting added seven percent to both the reproduction 
and replacement costs analyses for General & Administrative costs.  These types of expenses are 
incurred in the day-to-day operations of the company and may not be directly tied to a specific 
function or department.  General expenses pertain to operational overhead expenses that impact 
the entire water system.  Administrative expenses are expenses that are administrative and cannot 
be directly tied to a specific function.  G&A expenses typically include rent, utilities, insurance, 
legal fees, and certain salaries. 
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Reproduction Cost 

The Sativa Water System Assets were categorized according to the Uniform System of Accounts 
for Water Utilities, as prescribed by the Public Utilities Commission of the State of California.   
 
Account 303:  Land – The land interests associated with the Sativa Water System include four fee 
simple land parcels at each well site and certain private easements.  The value of the land and 
private easement (from Appendix 9) is $1,012,000, as of April 20, 2021.

Account 304:  Structures & Improvements – The cost of the buildings and site improvements at 
the four well sites were estimated using unit cost data from MVS.   

Based on construction cost data compiled by MVS, we estimated the RCN of the buildings using 
a unit price (price per square foot) cost method.  This cost is based upon the class of the building 
and the quality of construction, as defined by MVS.  The class of construction is based upon the 
type of framing, walls, floors, roof structure, and exterior features.  The quality of construction is 
determined using the following multi-step process: 
 

1. Determine the type and quality of construction materials and supplies used; 

2. Determine if the workmanship level is normal to the type and grade of materials utilized 

3. Take into account the quantity of the various components for the specific class of each 
building 

4. Take into account the overall size (e.g. area, perimeter, etc.), as well as the complexity of 
the building structure and foundation. 

The overall cost of the buildings was calculated after the construction class and quality were 
determined, using the following multi-step process: 
 

1. Determine the average floor area of each building 
 

2. Determine the average perimeter of each building 
 

3. Estimate the effective age and condition of each building 
 

4. Consider the region and climate where the building is located 
 
5. Determine the base square foot cost of the construction class 

 
6. Consider the heating and cooling systems 

REPRODUCTION COST NEW 
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7. Consider the number of stories in each building and the height per story 

8. Consider the floor area/perimeter multiplier, current cost multiplier, local multiplier, and 
congestion multiplier 
 

9. Determine the RCN of each building 

10. Estimate the depreciation of each building 
 

11. Determine the depreciated cost of each building 

To estimate the cost of the site improvements, we completed a detailed drawing “take-off” of the 
improvements located outside the buildings based upon land surveys, site plans, site utility plans, 
etc.  A “take-off” is defined as a quantification of an asset or grouping of assets (i.e., total area 
asphalt or sidewalk, or length of curb).  The google earth measuring tool was used for the “take-
offs.”  We then determined the reproduction costs for the various asset “take-offs.”  These direct 
cost estimates included a contractor mark-up for overhead and profit.  The final step in our analysis 
was to calculate the RCN with indirect costs.  This was accomplished by using the MVS pricing 
manual, which provides unit costs by the various quantities, materials, and installation. 
 
Account 307:  Wells – We estimated the cost of the wells using unit price data from RSMeans.  A 
hydrologist is required to locate groundwater using scientific methods.  Through interviews with 
Suburban Water Systems as well as independent research, we established the procedures and 
activities associated with the development of groundwater wells.   

Most modern wells are drilled, which requires a complicated and expensive drill rig.  Drill rigs are 
often mounted on large trucks.  They use rotary drill bits that chew away at the rock, percussion 
bits that smash the rock, or if the ground is soft, large auger bits.  Drilled wells can be drilled more 
than 1,000 feet deep.  Then a pump is placed in the well at a certain depth to push the water up to 
the surface.  The costs of the wells were determined using the following multi-step process: 
 

1. Estimate the manhours to develop the well 
 
2. Estimate the cost of any observation wells 

3. Estimate the cost to drill the groundwater well at the various perforations 

4. Estimate the cost to install the inner well casing 

5. Estimate the balance of structural components after drilling 

6. Estimate the manhours to test the well 
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Account 311:  Pumping / Electrical Equipment – The cost of the pumping and electrical equipment 
was obtained using actual contractor cost data provided by the Los Angeles County Department 
of Public Works. 

Account 320:  Water Treatment Equipment – The cost of the water treatment equipment was 
obtained using actual contractor cost data provided by the Los Angeles County Department of 
Public Works.   

Account 330:  Reservoirs, Tanks, & Standpipes – The costs of the hydropneumatic tanks were 
obtained from MVS.   

Account 331:  Water Mains & Valves – The cost of the water mains and valves were obtained from 
the 2020 Gordian Site Work & Landscape Costs with RSMeans Data: (Means Site Work and 
Landscape Cost Data). 

The installation of the water mains follows the industry standard procedures.  A minimum depth 
and trench width with a trench box were determined for each pipe diameter.  The costs of the 
infrastructure assets were determined, using the following multi-step process: 
 

1. Estimate the depth and width for excavation by pipe size 
 

2. Estimate the quantities for stone and bedding material for pipe trench 
 

3. Estimate volume of common earth backfill; structural backfill; asphalt paving; and 
landscaping, etc. 

 
Account 333:  Water Services – The unit cost for water services was obtained for the construction 
cost data compiled within RSMeans.   The installation method follows the standard procedures for 
water utilities, which is like Account 331. 

Account 335:  Hydrants – The cost of the hydrants was obtained from construction cost data 
compiled within RSMeans.   

Account 339:  Other Equipment – The other equipment included a tractor, air compressor, and a 
diesel Generator.  This equipment was valued using online market comparable data such from such 
sites as eBay, Fastline.com, and machinerytrader.com. 

Proposition 1 Integrated Regional Water Management Grant – Through interviews with the Los 
Angeles County Department of Public Works, MRV Consulting was informed of the grant-funded 
infrastructure projects to install a manganese treatment system.  The funding for this grant is 
$2,250,000. These assets are assumed to be new construction and with no depreciation. 
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State Water Board Infrastructure Grant – Through interviews with the Los Angeles County 
Department of Public Works, MRV Consulting was informed of the grant-funded infrastructure 
projects.  The amount of the SWB Infrastructural Grant is $1,770,000.  The funds were approved 
to complete the following projects/activities: 

 Lucien Street Waterline (Account 331) 

 Well No. 5 Rehabilitation (Account 307; Account 311; Account 320) 
 
These assets are assumed to be new construction and with no depreciation. 
 
Water Rights – Stratecon Inc. valued the water rights for the Sativa Water System to be $7,105,517. 
This value conclusion was included in our analysis without any further verification. 

The supplemental data and detailed fixed asset registers for the Sativa Water System are included 
in Appendix 7.   = $ , ,  

The REPRODUCTION cost new of the Sativa Water System is summarized in Table I-1 and the 
supporting spreadsheet analysis is in Appendices 3 and 4. 
 
 

 
Replacement Cost (New) 
 
The American Society of Appraisers, within the book “Valuing Machinery and Equipment: The 
Fundamentals of Appraising Machinery and Technical Assets,” 4th edition defines Replacement 
Cost as “the current cost of a similar new property (or asset) having the nearest equivalent utility 
as the property being appraised, as of a specific date.” 
 
Replacement Cost 
 
The Sativa Water System Assets were categorized according to the Uniform System of Accounts 
for Water Utilities, as prescribed by the Public Utilities Commission of the State of California.  
The replacement cost new procedure is similar to the RCN, discussed on pages 29 through 32.   
 
While many consider the theoretical base to be the REPRODUCTION cost new, as previously 
discussed, REPLACEMENT cost new provides a supportable conclusion, particularly where 
there is a substantial technological difference between the subject assets and the substitute state-
of-the-art assets used for comparison when determining value.  The difference between the 

REPLACEMENT COST NEW 
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REPRODUCTION cost new and the REPLACEMENT cost methods is excess capital costs, 
which is a form of functional obsolescence. 
 
Excess Capital Cost 
 
The American Society of Appraisers, within the book “Valuing Machinery and Equipment: The 
Fundamentals of Appraising Machinery and Technical Assets,” 4th edition defines Excess Capital 
Cost as “a type of functional obsolescence that typically results from changes in production or 
construction methods.  Measured by the difference between reproduction and replacement cost 
when a property’s replacement cost is less than its reproduction cost.” 
 
The Sativa Water System distribution system consists of both PVC and non-PVC mains.  The non-
PVC mains include asbestos concrete; ductile iron; steel; and copper.  As confirmed by Suburban 
Water Systems, a water utility system would utilize PVC for distribution mains as a general 
practice for installation.  Similarly, the services are copper, and an appropriate replacement is PVC.   
 
For our analysis, the difference between RCN and replacement cost new is the difference between 
the PVC and non-PVC mains.  This difference was also known as excess capital costs.  In other 
words, the material cost to install PVC pipe is lower than the material cost to install the non-PVC 
pipe.   
 
The excess capital costs for the Sativa Water System are ($1,309,000), as of April 20, 2021.  Excess 
capital costs were identified within the distribution mains and services only.   
 
Conversion Formula 
  =      

Replacement Cost New 
   = $34,475,000 $1,309,000 = $ , ,  

The REPLACEMENT cost new of the Sativa Water System is summarized in Table I-1 and the 
supporting spreadsheet analysis is in Appendices 6 and 7.
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Depreciation 

The American Society of Appraisers, within the book “Valuing Machinery and Equipment: The 
Fundamentals of Appraising Machinery and Technical Assets,” 4th edition defines depreciation 
as “the estimated loss in value of an asset when compared with a new asset; appraisal depreciation 
measures inferiority caused by a combination of physical deterioration, functional obsolescence, 
and economic obsolescence.” 

This is essentially the same definition as that used by the American Standards Board in its 
publication of Uniform Standards of Professional Appraisal Practice.  The above definition implies 
that the difference or loss in value includes all forms of depreciation.  For an appraiser, the question 
becomes how to categorize and measure the various motivations in the market in a way that 
explains and classifies this difference. 

Several mathematical processes have been developed to accomplish and explain depreciation; 
however, it is well to remember that because market value is ultimately based on the judgment of 
both the buyer and the seller, depreciation is also ultimately based on the judgment of both the 
buyer and the seller or in the case of an appraisal, depreciation is ultimately based on the judgment 
of the appraiser.  For this reason, in determining depreciation, one factor to consider is the physical 
inspection of the assets which aids in bringing the various depreciation processes into perspective.
A physical inspection of the Sativa Water System was not practical since the majority of the system 
is buried.  During the interview process with the County, we requested samples of extracted pipe 
segments from any ongoing construction activities.  The County provided a four-inch steel pipe 
segment and a four-inch PVC segment from two documented locations.  Photographs of these pipe 
sections are included in Appendix 2.   

For the appraiser, the quantification and classification of depreciation are needed for directly 
developing REPRODUCTION Cost New Less Depreciation and REPLACEMENT Cost New 
Less Depreciation.  Typical depreciation techniques can be as simple as the estimate of a single 
age over life ratio or as complicated as the breakdown of the subject asset’s depreciation into its 
various components for individual consideration.  The selection of the appropriate depreciation 
model(s) by the appraiser will be based on the type and amount of data available.  While 
depreciation models are plentiful, the model(s) selected must be commensurate with the types of 
depreciation occurring in the assets. 
 
Physical Depreciation 
 
Models based on the age-life method are probably the best known and easiest understood of 
depreciation techniques.  These models provide an estimate of the total depreciation for either 
single or groups of assets.  In the simplest form, the economic age-life method arrives at an 
estimate of accrued depreciation by using the ratio of the effective age over the effective age plus 
the remaining service life.  Often the effective age plus the remaining useful life is equivalent to 
the service life.  The effective age is the measure of the condition of the asset concerning the 
expected life, which may or may not be the actual or chronological (historical) age.  It should also 
be recognized the expected remaining service life of an asset might change during the life cycle of 
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the asset.  We used an age-life depreciation procedure to calculate physical depreciation for the 
REPRODUCTION Cost New Less Depreciation and REPLACEMENT Cost New Less 
Depreciation. 
 
Life Expectancy (Service Life) 
 
Typically, experience indicates the conditions that can be anticipated in the future, and, thus, can 
be useful as a major element in estimating the service life of an asset.  Factors other than age that 
contribute to the service life include the effect of wear and tear on the asset, preventative 
maintenance procedures, operating and capital expenditure policy, thermal cycling, changing 
technology, changing regulatory and environmental requirements, and obsolescence. 
 
We concluded these service lives from analyzing several sources typically used in the industry, 
and from our appraisal experience.   
 

 Standard Practice U-4-W:  California Public Utilities Commission Water Division, 
Standard Practice for Determination of Straight-line Remaining Life Depreciation 
Accruals, 1981 

 
 Table 4 – The Useful Lives of Drinking Water System Components:  American Society of 

Civil Engineers, Failure to Act – The Economic Impact of Current Investment Trends in 
Water & Wastewater Treatment Infrastructure, 2011 
 

 Estimated Normal Useful Life Study:  American Society of Appraisers – Machinery & 
Technical Specialties Committee 
 

 US Treasury Department Bureau of Internal Revenue, Bulletin “F” Income Tax 
Depreciation and Obsolescence Estimated Useful Lives and Depreciation Rates 

 
Table I-2 identifies the service life range based upon Standard Practice U-4-W as promulgated by 
the California Public Utilities Commission. 
 
An asset may survive longer or shorter than its service life.  Service life is the estimated number 
of years that an asset is expected to remain in service, based upon experience and anticipated future 
expectations.   
 
After a review of these data, the concluded life expectancy (service life) by asset type used in our 
analysis is presented in Table I-3. 
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Table I-2 
Chapter 6 – Service Life Estimates (Water Utilities) 
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Table I-3 
Life Expectancy (Service Life) 

In Table I-2, the service life range is 20 to 40 years.  Since the Sativa Wells exceed the upper limit 
for wells, we utilized 40 years as the service life of the wells. 

Age 

Historical age is the appraisal year less the placed-in-service year of the assets.  Improvements 
over time can contribute to an asset being effectively younger than its historical age.  Conversely, 
abnormal wear can contribute to an asset effectively being older than its historical age.  For the 
analysis, we utilized effective ages by asset grouping. 

Account 303:  Land – Land is a non-depreciable asset with an indefinite life.  

Account 304:  Structures & Improvements – Effective ages for the minor buildings and site
improvements at the well sites were determined via interviews, the appraiser’s judgment, site 
photographs, and guidance from Section 97 of MVS.   

Account 307:  Wells – Effective ages for the wells were determined via interviews, installation 
dates, certain technical documents, and the appraiser’s judgment. 

Account 311:  Pumping / Electrical Equipment – Effective ages for the pumping / electrical 
equipment were determined via interviews, certain technical documents, and the appraiser’s 
judgment. 

CPUC
Account Description

303 Land
304 Structures & Improvements 40 Years
307 Wells 40 Years
311 Pumping Equipment 25 Years
320 Water Treatment Equipment 25 Years
330 Tanks 20 Years
331 Water Mains (Cast Iron & Asbestos Cement) 75 Years
331 Water Mains (Polyvinyl Chloride) 75 Years
331 Water Valves 30 Years
333 Water Services 30 Years
335 Hydrants 40 Years
339 Other Equipment 5 Years

Service Life

N/A
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Account 320:  Water Treatment Equipment – Effective ages for the water treatment equipment 
were determined via interviews, certain technical documents, and the appraiser’s judgment. 

Account 330:  Reservoirs, Tanks, & Standpipes – Effective ages for the hydropneumatic tanks at 
the well sites were determined via interviews, the appraiser’s judgment, site photographs, and 
guidance from Section 97 of MVS.   

Account 331:  Water Mains & Valves – Effective ages of the water mains were used by determining 
the percent good via an R3 Probable Life Curve, as published in the Statistical Analyses of 
Industrial Property Retirements of Iowa State University, “the Iowa Curves.”   Additionally, we 
performed visual inspections of extracted pipe from the actual Sativa Water System as well as the 
appraiser’s judgment.   

Account 333:  Water Services – Effective ages of the water services were used by determining the 
percent good via an R3 Probable Life Curve, as published in the Statistical Analyses of Industrial 
Property Retirements of Iowa State University, “the Iowa Curves” and the appraiser’s judgment.   

Account 335:  Hydrants – Effective ages of the water services were used by determining the 
percent good via an R3 Probable Life Curve, as published in the Statistical Analyses of Industrial 
Property Retirements of Iowa State University, “the Iowa Curves” and the appraiser’s judgment.   

Other Equipment – Effective ages for other equipment were determined via interviews, certain 
technical documents, and the appraiser’s judgment. 

Physical Deterioration 
 
Physical deterioration is the physical wear and tear due to age that diminishes the value of an asset.  
Physical deterioration can be estimated by the straight-line method, by the age-life method, using 
mortality dispersion techniques, and by property inspection. 
 
The straight-line depreciation technique is commonly accepted and used in the valuation of public 
utility assets.  The technique is used in our analyses not simply because it is a common accounting 
tool, but rather because it is the most accurate technique in the cost approach valuation of public 
utility assets, as a valuation tool and as an economic reality.  The following equation defines 
straight-line depreciation: 
  ( )  =   ( ) /   ( )    

However, we utilized the following alternative straight-line depreciation equation (where Age and 
Remaining Life are both expressed in years): 
  ( )  =   / (   +  )    
 
  



Suburban Water Systems 
RCNLD Analysis of the Sativa Water System 
May 24, 2021 

MR Valuation Consulting, LLC Page 41 

Correspondingly, the percent good of an asset can be defined as the complement of depreciation:   ( )  =     ( ) 
 
We then multiplied the REPRODUCTION Cost New Less Depreciation and REPLACEMENT 
Cost New Less Depreciation of the Assets by its percent good factor to determine physical 
depreciation, summarized in Table I-4. 
 
Asset Retirement Expense / Future Net Salvage 
 
The Sativa Water System is a going concern.  As a going concern, it assumes the water company 
will remain in business indefinitely and continue to be profitable.   
 
MRV Consulting considered the asset retirement expense and the future net salvage of the System.  
The results were immaterial; therefore, we did not include a retirement expense in the analysis.   

Functional Obsolescence 

Functional obsolescence is the loss of value due to functional deficiencies, overcapacity, excess 
capital costs, lack of functional utility, excess operating costs, or inadequacies within the property 
itself.  An improvement is functionally obsolete when the improvement requires an operation, use, 
or activity to be completed in a way that current replacement improvements would not.  Some 
types of functional obsolescence are curable if the costs to repair, modify, or add are offset by the 
increased value of the asset.  Typical examples of functional obsolescence issues involve the 
current costs to construct new replacement assets, efficiencies, and the cost to maintain the assets 
or improve operations based on changes in available technology.  
 
Functional obsolescence can be characterized by: 

 Deficiencies requiring an addition – Not currently included in the estimate of cost new and 
is currently desired or required in the market.  

 Deficiencies requiring a modification – Included in the estimate of cost new but is not 
adequate or outmoded. 

 Super-adequacies – Included in the reproduction cost (likely not in replacement cost) and 
are cost components that surpass current market standards. 

 Deficiencies requiring an additional operating cost. 
 
We considered functional obsolescence within the Sativa Water System in the form of excess 
capital costs.  As previously discussed, excess capital costs are the difference between reproduction 
and replacement costs.   
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Economic Obsolescence 

Economic obsolescence (external obsolescence) is the loss of earnings and value stemming from 
negative changes in the market, or due to other factors external to the property.  Changes in market 
demand, federal or state law, the economy, and/or any operational constraints external to the asset 
that are detrimental to the asset’s earnings can be measured by capitalizing the expected losses in 
the earnings over the period that the condition is expected to exist.   

During an 18 to 24 month period that spanned 2019 to 2021, the Department of Public Works, Los 
Angeles County is completing grant-funded projects to replace existing operable equipment at 
Well No. 5.  This was identified as economic obsolescence because it forced certain equipment 
into early retirement.  These assets include pumping equipment, electrical equipment, and water 
treatment equipment.  The economic obsolescence penalty identified within Sativa Water System 
is ($180,000), as of April 20, 2021.  The supporting spreadsheet analysis is included within
Appendices 3 through 6.   
 
REPRODUCTION Cost New Less Depreciation 

Based on valuation theory, employed methodology, assumptions, and analyses, the 
REPRODUCTION Cost New Less Depreciation of the Sativa Water System is $22,808,000, as 
of April 20, 2021.   

This value conclusion is comprised of $18,788,000 of non-grant funded and $4,020,000 of grant-
funded assets (the grant-funded assets are net of depreciation). 

REPLACEMENT Cost New Less Depreciation 

Based on valuation theory, employed methodology, assumptions, and analyses, the 
REPLACEMENT Cost New Less Depreciation of the Sativa Water System is $22,223,000, as 
of April 20, 2021.   

This value conclusion 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). 

Conclusion – RCNLD 

In the valuation process, more than one approach to value is usually applied, and each approach 
typically provides a different indication of value.  Moreover, several value indications may be 
derived in a single approach.  If two or more methods are used, the appraiser must reconcile the 
value indications.   
 
The appraiser resolves multiple value indications derived within a single approach as part of the 
application of that approach.  Furthermore, after resolving multiple value indications within a 
single approach, the appraiser applies the same process to the value indications of multiple 
approaches, providing a clear analysis of why the results of one (or more) of the approaches to 
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value are given more weight than the results of the others.  Resolving the differences among 
various value indications is called reconciliation.  There is a 2.3 percent difference between the 
two methods.  The replacement method strongly supports the reproduction cost method. 
 
California Public Utilities Code Section 2720 states that if fair market value exceeds reproduction 
cost, the CPUC may include the difference in the rate base for ratesetting purposes if it finds that 
the additional amounts are fair and reasonable.  Therefore, the REPRODUCTION Cost New 
Less Depreciation analysis is assigned 100 percent weight.  Therefore, the RCNLD of the Sativa 
Water System is $22,808,000, as of April 20, 2021.   
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APPENDIX 1 

PROFESSIONAL QUALIFICATIONS 
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Mark Rodriguez, ASA MRICS is the founder and managing partner of MRV Consulting.  Mr. 
Rodriguez is an Accredited Senior Appraiser with the American Society of Appraisers and a 
Member of the Royal Institution of Chartered Surveyors.  He holds a bachelor’s degree in 
mechanical engineering and a master’s degree in management.   

With over 29 years of experience, Mr. Rodriguez has developed a specialization in domestic and 
international transactions involving complex valuation matters and special-purpose properties.  
Before founding MR Valuation Consulting, LLC, Mr. Rodriguez worked in the valuation group of 
Deloitte & Touche.  There he served as the developer and head of the independent power and 
public utility valuation practice performing consulting projects throughout North America, Latin 
America, and Europe.  His previous experience also includes engineering and construction 
management experience at Dick Corporation with specific involvement in the design and 
construction of power generation facilities, industrial and commercial properties.  Mr. Rodriguez 
has been honored by the American Society of Appraisers with special recognition of his services 
and contribution to the organization and the appraisal profession as he served as president and vice 
president at the Northern New Jersey Chapter. 
 
He has supervised and performed a diversity of valuation, appraisal, and consulting engagements, 
including the valuation of electric generating/transmission/distribution facilities (including 
renewables and nuclear) and systems, water systems and facilities, healthcare facilities and 
operations, public utilities, independent power producers, complex manufacturing, processing and 
industrial facilities, commercial buildings, and residential rental apartments.  These assignments 
were performed for transactional pricing for taxation and management reporting purposes, 
property tax negotiations, transfer tax, project financing, acquisitions, divestitures, insurance, due 
diligence, non-cash charitable contributions, bankruptcy and restructuring proceedings, litigation 
support, and purchase price allocations for tax and financial reporting including compliance with 
FASB ASC and IFRS.  Mr. Rodriguez’s expert witness testimony experience is multi-dimensional, 
as he has successfully testified and provided numerous litigation and negotiation support services 
on behalf of both taxpayers and municipalities. 
 
Mr. Rodriguez was responsible for the valuation of the Sativa Water System Assets.  He performed 
the RCNLD analysis and is the primary author of the narrative report.   
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APPENDIX 2 
 

SITE PHOTOGRAPHS 
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Photograph 1: Well Site No. 2 – 2015 East Hatchway Street, Compton, CA 

 

Photograph 2: Well Site No. 2 – Hydropneumatic Tank 

Photographs Provided by Suburban Water Systems
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Photograph 3: Well Site No. 3 – Electrical Equipment 

 

Photograph 4: Well Site No. 3 – Water Treatment Equipment 

Photographs Provided by Suburban Water Systems
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Photograph 5: Well Site No. 4 – Trailer Mounted Diesel Generator 
 

 
 

Photograph 6: Well Site No. 4 – Kabuto Tractor with Backhoe 
 

Photographs Provided by Suburban Water Systems
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Photograph 7: Well Site No. 5 – Well Enclosure 

 

Photograph 8: Well Site No. 5 – Site Improvements 

Photographs Provided by Suburban Water Systems
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Photograph 9: SAMPLE 4-Inch Steel Pipe (from Lucien St. at Largo Ave.) 

 

Photograph 10: SAMPLE 4-Inch PVC Pipe (from Otis St. at Paulsen Ave.) 
 

Photograph Date:  November 11, 2020 
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APPENDIX 3 
 

EXECUTIVE SUMMARY 
(REPRODUCTION COST NEW LESS DEPRECIATION) 
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LA County Public Works June 15, 2020 Via Email
2120 E. 90th St.
Los Angeles, California 90002
Attn: Gary Hilliard

Subject: Sativa Well 5 VFD Installation and Pump Testing (Freeboarding)

GPC is please to provide this estimate to install the VFD and to provide additional hours to flush 
the well and collect necessary samples as follows:

Remove existing panel from building, relocate/remove transformer.  Relocate sub panel to
make room for the VFD panel.  Install VFD cabinet and install necessary conduit and
wiring to the well head and to the tank to run control wires to VFD cabinet.

Labor $23,502.00

Total Estimate Project $23,502.00

GENERAL PUMP COMPANY, INC.

Prepared By: Ray Reece 6/15/20
Date

Approved By: ________________________________
Date:
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MOVEABLE EQUIPMENT DATA 



1/7/2021 2008 Ingersoll Rand Airsource Plus 185 185 CFM Towable Air Compressor bidadoo | eBay

https://www.ebay.com/itm/2008-Ingersoll-Rand-Airsource-Plus-185-185-CFM-Towable-Air-Compressor-bidadoo/203226660630?hash=item2f5140bf16… 1/5

Back to search results | Listed in category: Business & Industrial > Heavy Equipment, Parts & Attachments > Heavy Equipment > Other Heavy Equipment

All Categor…Search for anything

Hi! Sign in

Shipping: Freight - Read the item description or contact the seller for details

2008 Ingersoll Rand Airsource Plus 185 185 CFM Towable Air Compressor bidadoo See original
listing

Condition: Used
“Please see full equipment details in Description, including photos and video
demonstration.”

Ended: Dec 29, 2020 , 3:54PM

Winning bid: US $5,850.00

Item location: San Antonio, Texas, United States

Seller: bidadoo_business (27234 )  | Seller's other items

2021 BLAZER

Current Offers

Bidding has ended on this item.

[ 32 bids ]

Sell one like this

Related sponsored items Feedback on our suggestions

+ $1,850.00 shipping

NEW ! DHE1.8 mini
excavator 4,000 Lbs + …

$19,900.00
+ shipping

2012 JLG T350 Towable
35ft Boom Lift

$16,550.00
+ shipping

2015 Genie TZ-34/20 34ft
Towable 34ft Boom Lift

$17,500.00

Popular

People who viewed this item also viewed 1/2 Feedback on our suggestions

+ shipping 9 bids

Flex-O-Lite 2002 Towable
Traffic Arrow Sign Boar…

$355.00
+ shipping

2015 Doosan C185WDZ-
T4F 185 CFM Towable …

$7,500.00
+ shipping 35 bids

2015 Miller Big Blue 400
Pro Diesel Towable…

$520.00
+ shipping

2004 Sullivan Palatek
D185Q Towable Air…

$4,999.00
+ shipping 18 bids

2010 Genie AL4 Portable
Towable Diesel Light…

$520.00
+ shipping

2014 Magnum MLT3060K
Towable Light Tower…

$3,000.00

Sell Watchlist My eBay
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1/7/2021 Ingersoll Rand 185 CFM Towable Air Compressor | eBay

https://www.ebay.com/itm/Ingersoll-Rand-185-CFM-Towable-Air-Compressor/133556344471?hash=item1f18941697:g:nvkAAOSwLe5flIbH 1/3

Back to search results | Listed in category: Business & Industrial > Hydraulics, Pneumatics, Pumps & Plumbing > Air Compressors & Blowers > Other Air Compressors

All Categor… Advanced
Shop by
category Search for anything Search

Daily Deals Brand Outlet Help & ContactHi! Sign in or register

Sennheiser HD 660S Refurbished
$399.95 $499.95
Free shipping

Sennheiser HD 350BT - Certified Refurbished
$75.95 $119.95
Free shipping

›

Shipping: Free Local Pickup

Ingersoll Rand 185 CFM Towable Air Compressor See original listing

Condition: Used
Ended: Nov 03, 2020 , 11:21AM

Price:

Item location: Sanderson, Florida, United States

Seller: markmoore144 (553 )  | Seller's other items

Certified Refur
Up to 50% off

KitchenAid RKP26M1XSL Professiona
Stand Mixer
$499.87

Free shipping

This listing has ended. The seller has relisted this item or one like this.

US $5,800.00

Sell one like this

Related sponsored items 1/2 Feedback

$97.07
Free shipping

Ingersoll-Rand ARO 1500
Series 3/8" Piggyback FRL…

$67.95
$48.98
Free shipping

1/4" x 100' Ultra Flexible
Braided Air Hose…

$22.97

Popular

+ $36.98 shipping

INGERSOLL RAND F1155IA
In Line Air Oil Filter 3" NP…

$199.00
Free shipping

115PSI V Type Duplex Air
Pump Air compressor…

$195.02
Free shipping

20Pcs Air Compressor
Accessory Kit Tool 25FT…

$17.99

Popular
+ $0.99 shipping

20pc Air Compr
Accessory Kit T

$15.99

Similar sponsored items 1/2 Feedback

Free shipping

Ingersoll Rand Ss3l3 Electric
Air Compressor,1 Stage

$922.59
Free shipping

SCHULZ AIR
COMPRESSOR 5HP…

$1,599.00

Popular
+ $500.00 shipping

INGERSOLL-RAND AIR
COMPRESSOR Model 5H…

$1,995.00
$3,999.99
+ shipping

Ingersoll Rand SIERRA Air
Compressor 125HP 807C…

$2,341.00
+ shipping

Ingersoll - Rand 25 Hp Air
Compressor, Model 25 H-…

$2,850.00
Free shipping

56288756 , ING
RAND PILOT V

$69.90

Popular

Sell Watchlist My eBay
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1/7/2021 Ingersol Rand, 185 air compressor, towable  | eBay

https://www.ebay.com/itm/Ingersol-Rand-185-air-compressor-towable/274525645420?hash=item3feb00ea6c:g:4nYAAOSwFQ5fflUK 1/3

Back to search results | Listed in category: Business & Industrial > Hydraulics, Pneumatics, Pumps & Plumbing > Air Compressors & Blowers > Other Air Compressors

All Categor…Search for anything

Hi! Sign in

Bose Frames Alto, Certified Refurbished
$129.95 $199.95
Free shipping

›

Shipping: $4.75 Standard Shipping

Ingersol Rand, 185 air compressor, towable See original listing

Condition: Used
Ended: Oct 18, 2020 , 9:00PM

Winning bid: US $6,050.00

Item location: Blooming Prairie, Minnesota, United States

Seller: gtrom442 (283 )  | Seller's other items

Bidding has ended on this item.

[ 47 bids ]

Sell one like this

Related sponsored items 1/2 Feedback on our suggestions

$97.07
Free shipping

Ingersoll-Rand ARO 1500
Series 3/8" Piggyback…

$67.95
+ $12.95 shipping

Ingersoll Rand Ultra
Coolant Air Compressor…

$60.00
$48.98
Free shipping

1/4" x 100' Ultra Flexible
Braided Air Hose…

$22.97

Popular

Free shipping

INGERSOLL RAND
MODEL SS5L5…

$59.95

Almost gone
Free shipping

20Pcs Air Compressor
Accessory Kit Tool 25F…

$17.99

Popular
Free shipping

3PC AIR BLOW GUN KIT
AIR COMPRESSOR…

$24.95

Popular

Similar sponsored items 1/2 Feedback on our suggestions

+ $28.99 shipping

Ingersoll Rand After Filter
Element Air Compresso…

$999.99
+ shipping

INGERSOLL RAND AIR
COMPRESSOR TYPE…

$1,800.00
Free shipping

Ingersoll Rand Ss3l3
Electric Air Compressor…

$922.59
+ $500.00 shipping

INGERSOLL-RAND AIR
COMPRESSOR Model…

$1,995.00
+ shipping

Ingersoll Rand T30 Air
Compressor,2 Stage,15…

$2,800.00
Free shipping

Ingersoll Rand Model
2545 compatible Major…

$405.00

Almost gone

Sell Watchlist My eBay
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1/7/2021 2020 Kubota L3901HST Tractor #. JAYCOX IMPLEMENT, INC. WORTHINGTON Minnesota | Fastline

https://www.fastline.com/farm-equipment/listing-detail/2020-kubota-l3901hst-jaycox-implement-inc-worthington-minnesota/32c662e5-5d3c-4869-b1ec-16821b202d1e 1/2

Find Equipment : Tractors : 2020 Kubota L3901HST

Featured Listings

Roll over image above to zoom in

2020 KUBOTA L3901HST

WORTHINGTON, MN

*** PACKAGE DEAL *** 2020 Kubota L3901HST, 4WD, ROPS, R4 tires, hydro trans, LA525FL loader, grille guard, 66" quick tach bucket, DCT C20BT

Trailer tandem Axle 20' w/ ramps, Landpride Sb1574 snow blower, 2 load straps, 0% for 60/0% down *Trailer to be financed at standard rate

financing* Located at our Worthington location • Call for more details

JAYCOX IMPLEMENT, INC. (507) 376-3147

CONTACT SELLER

 Watch Compare

F

More Details

Seller Information
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APPENDIX 6 
 

EXECUTIVE SUMMARY 
(REPLACEMENT COST NEW LESS DEPRECIATION) 
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APPENDIX 7 
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SUPPLEMENTAL DATA 
FIXED ASSET REGISTER DETAIL 

(REPLACEMENT COST NEW LESS DEPRECIATION) 
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LA County Public Works June 15, 2020 Via Email
2120 E. 90th St.
Los Angeles, California 90002
Attn: Gary Hilliard

Subject: Sativa Well 5 VFD Installation and Pump Testing (Freeboarding)

GPC is please to provide this estimate to install the VFD and to provide additional hours to flush 
the well and collect necessary samples as follows:

Remove existing panel from building, relocate/remove transformer.  Relocate sub panel to
make room for the VFD panel.  Install VFD cabinet and install necessary conduit and
wiring to the well head and to the tank to run control wires to VFD cabinet.

Labor $23,502.00

Total Estimate Project $23,502.00

GENERAL PUMP COMPANY, INC.

Prepared By: Ray Reece 6/15/20
Date

Approved By: ________________________________
Date:
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1/7/2021 2008 Ingersoll Rand Airsource Plus 185 185 CFM Towable Air Compressor bidadoo | eBay

https://www.ebay.com/itm/2008-Ingersoll-Rand-Airsource-Plus-185-185-CFM-Towable-Air-Compressor-bidadoo/203226660630?hash=item2f5140bf16… 1/5

Back to search results | Listed in category: Business & Industrial > Heavy Equipment, Parts & Attachments > Heavy Equipment > Other Heavy Equipment

All Categor…Search for anything

Hi! Sign in

Shipping: Freight - Read the item description or contact the seller for details

2008 Ingersoll Rand Airsource Plus 185 185 CFM Towable Air Compressor bidadoo See original
listing

Condition: Used
“Please see full equipment details in Description, including photos and video
demonstration.”

Ended: Dec 29, 2020 , 3:54PM

Winning bid: US $5,850.00

Item location: San Antonio, Texas, United States

Seller: bidadoo_business (27234 )  | Seller's other items

2021 BLAZER

Current Offers

Bidding has ended on this item.

[ 32 bids ]

Sell one like this

Related sponsored items Feedback on our suggestions

+ $1,850.00 shipping

NEW ! DHE1.8 mini
excavator 4,000 Lbs + …

$19,900.00
+ shipping

2012 JLG T350 Towable
35ft Boom Lift

$16,550.00
+ shipping

2015 Genie TZ-34/20 34ft
Towable 34ft Boom Lift

$17,500.00

Popular

People who viewed this item also viewed 1/2 Feedback on our suggestions

+ shipping 9 bids

Flex-O-Lite 2002 Towable
Traffic Arrow Sign Boar…

$355.00
+ shipping

2015 Doosan C185WDZ-
T4F 185 CFM Towable …

$7,500.00
+ shipping 35 bids

2015 Miller Big Blue 400
Pro Diesel Towable…

$520.00
+ shipping

2004 Sullivan Palatek
D185Q Towable Air…

$4,999.00
+ shipping 18 bids

2010 Genie AL4 Portable
Towable Diesel Light…

$520.00
+ shipping

2014 Magnum MLT3060K
Towable Light Tower…

$3,000.00

Sell Watchlist My eBay
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1/7/2021 Ingersoll Rand 185 CFM Towable Air Compressor | eBay

https://www.ebay.com/itm/Ingersoll-Rand-185-CFM-Towable-Air-Compressor/133556344471?hash=item1f18941697:g:nvkAAOSwLe5flIbH 1/3

Back to search results | Listed in category: Business & Industrial > Hydraulics, Pneumatics, Pumps & Plumbing > Air Compressors & Blowers > Other Air Compressors

All Categor… Advanced
Shop by
category Search for anything Search

Daily Deals Brand Outlet Help & ContactHi! Sign in or register

Sennheiser HD 660S Refurbished
$399.95 $499.95
Free shipping

Sennheiser HD 350BT - Certified Refurbished
$75.95 $119.95
Free shipping

›

Shipping: Free Local Pickup

Ingersoll Rand 185 CFM Towable Air Compressor See original listing

Condition: Used
Ended: Nov 03, 2020 , 11:21AM

Price:

Item location: Sanderson, Florida, United States

Seller: markmoore144 (553 )  | Seller's other items

Certified Refur
Up to 50% off

KitchenAid RKP26M1XSL Professiona
Stand Mixer
$499.87

Free shipping

This listing has ended. The seller has relisted this item or one like this.

US $5,800.00

Sell one like this

Related sponsored items 1/2 Feedback

$97.07
Free shipping

Ingersoll-Rand ARO 1500
Series 3/8" Piggyback FRL…

$67.95
$48.98
Free shipping

1/4" x 100' Ultra Flexible
Braided Air Hose…

$22.97

Popular

+ $36.98 shipping

INGERSOLL RAND F1155IA
In Line Air Oil Filter 3" NP…

$199.00
Free shipping

115PSI V Type Duplex Air
Pump Air compressor…

$195.02
Free shipping

20Pcs Air Compressor
Accessory Kit Tool 25FT…

$17.99

Popular
+ $0.99 shipping

20pc Air Compr
Accessory Kit T

$15.99

Similar sponsored items 1/2 Feedback

Free shipping

Ingersoll Rand Ss3l3 Electric
Air Compressor,1 Stage

$922.59
Free shipping

SCHULZ AIR
COMPRESSOR 5HP…

$1,599.00

Popular
+ $500.00 shipping

INGERSOLL-RAND AIR
COMPRESSOR Model 5H…

$1,995.00
$3,999.99
+ shipping

Ingersoll Rand SIERRA Air
Compressor 125HP 807C…

$2,341.00
+ shipping

Ingersoll - Rand 25 Hp Air
Compressor, Model 25 H-…

$2,850.00
Free shipping

56288756 , ING
RAND PILOT V

$69.90

Popular

Sell Watchlist My eBay
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1/7/2021 Ingersol Rand, 185 air compressor, towable  | eBay

https://www.ebay.com/itm/Ingersol-Rand-185-air-compressor-towable/274525645420?hash=item3feb00ea6c:g:4nYAAOSwFQ5fflUK 1/3

Back to search results | Listed in category: Business & Industrial > Hydraulics, Pneumatics, Pumps & Plumbing > Air Compressors & Blowers > Other Air Compressors

All Categor…Search for anything

Hi! Sign in

Bose Frames Alto, Certified Refurbished
$129.95 $199.95
Free shipping

›

Shipping: $4.75 Standard Shipping

Ingersol Rand, 185 air compressor, towable See original listing

Condition: Used
Ended: Oct 18, 2020 , 9:00PM

Winning bid: US $6,050.00

Item location: Blooming Prairie, Minnesota, United States

Seller: gtrom442 (283 )  | Seller's other items

Bidding has ended on this item.

[ 47 bids ]

Sell one like this

Related sponsored items 1/2 Feedback on our suggestions

$97.07
Free shipping

Ingersoll-Rand ARO 1500
Series 3/8" Piggyback…

$67.95
+ $12.95 shipping

Ingersoll Rand Ultra
Coolant Air Compressor…

$60.00
$48.98
Free shipping

1/4" x 100' Ultra Flexible
Braided Air Hose…

$22.97

Popular

Free shipping

INGERSOLL RAND
MODEL SS5L5…

$59.95

Almost gone
Free shipping

20Pcs Air Compressor
Accessory Kit Tool 25F…

$17.99

Popular
Free shipping

3PC AIR BLOW GUN KIT
AIR COMPRESSOR…

$24.95

Popular

Similar sponsored items 1/2 Feedback on our suggestions

+ $28.99 shipping

Ingersoll Rand After Filter
Element Air Compresso…

$999.99
+ shipping

INGERSOLL RAND AIR
COMPRESSOR TYPE…

$1,800.00
Free shipping

Ingersoll Rand Ss3l3
Electric Air Compressor…

$922.59
+ $500.00 shipping

INGERSOLL-RAND AIR
COMPRESSOR Model…

$1,995.00
+ shipping

Ingersoll Rand T30 Air
Compressor,2 Stage,15…

$2,800.00
Free shipping

Ingersoll Rand Model
2545 compatible Major…

$405.00

Almost gone

Sell Watchlist My eBay
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1/7/2021 2020 Kubota L3901HST Tractor #. JAYCOX IMPLEMENT, INC. WORTHINGTON Minnesota | Fastline

https://www.fastline.com/farm-equipment/listing-detail/2020-kubota-l3901hst-jaycox-implement-inc-worthington-minnesota/32c662e5-5d3c-4869-b1ec-16821b202d1e 1/2

Find Equipment : Tractors : 2020 Kubota L3901HST

Featured Listings

Roll over image above to zoom in

2020 KUBOTA L3901HST

WORTHINGTON, MN

*** PACKAGE DEAL *** 2020 Kubota L3901HST, 4WD, ROPS, R4 tires, hydro trans, LA525FL loader, grille guard, 66" quick tach bucket, DCT C20BT

Trailer tandem Axle 20' w/ ramps, Landpride Sb1574 snow blower, 2 load straps, 0% for 60/0% down *Trailer to be financed at standard rate

financing* Located at our Worthington location • Call for more details

JAYCOX IMPLEMENT, INC. (507) 376-3147

CONTACT SELLER

 Watch Compare

F

More Details

Seller Information
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APPENDIX 9 

LAND APPRAISAL 



 

5 Professional Circle, Suite 208  Colts Neck NJ 07722  Tel: 732.780.6000  Fax: 732.780.6001  www.MRValuation.com 

APPRAISAL OF FOUR LAND PARCELS 
& PRIVATE EASEMENTS 
SATIVA WATER SYSTEM 
COMPTON, CALIFORNIA 

 

Report Date: May 24, 2021 
Effective Date: April 20, 2021 

PRESENTED TO: 
Tim Miller 

General Counsel 
Suburban Water Systems 

1325 North Grand Avenue, Suite 100 
Covina, CA 91724 
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5 Professional Circle, Suite 208  Colts Neck NJ 07722  Tel: 732.780.6000  Fax: 732.780.6001  www.MRValuation.com 

May 24, 2021 

Tim Miller 
General Counsel 
Suburban Water Systems 
1325 North Grand Avenue, Suite 100 
Covina, CA 91724 

RE: Appraisal of Four Land Parcels & Private Easements of the Sativa Water System 

Dear Mr. Miller: 

R Valuation Consulting, LLC (“MRV Consulting”) has completed an appraisal of four 
land parcels and certain private easements that comprise the Sativa Water System (the 
“System”).  We understand that the Department of Public Works, Los Angeles County 

is selling the physical facilities, operational assets, operational liabilities, and water rights 
associated with the Sativa Water System within the City of Compton, California.  Included with 
the physical facilities are the four land parcels and the private easements which are identified in 
Table 1. 

Table 1 
Sativa Water System 

Fee Owned Land & Private Easements 
 

The purpose of this analysis is to provide Suburban Water Systems with an appraisal of the four 
land parcels and the private easements as of April 20, 2021, for internal management discussions 
regarding the acquisition of the Sativa Water System.  Our report has been prepared for this 
exclusive purpose and use only.  The intended user of our report is Suburban Water Systems.   

No. Description Parcel Number Address Area (SF)

1 Land (Well Site No. 2) 6155-017-900 2015 E. Hatchway Street 6,553

2 Land (Well Site No. 3) 6154-010-900 13320 S. Willowbrook Avenue 7,203

3 Land (Well Site No. 4) 6152-019-901 13139 S. Aranbe Avenue 4,934

4 Land (Well Site No. 5) 6155-005-900 / 901 2083 E. Stockwell Street 4,398

5 Private Easements Length = 3,260 feet Width = 4 feet 13,040

M 
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The premise of value is a “going-concern” because the business will continue to operate in the 
foreseeable future, therefore, the premise of value for the assets is in “continued use.”  The standard 
of value is the identification of the type of value being used in a specific engagement.  For this 
engagement, the standard of value is market value as defined in the 6th edition of The Dictionary 
of Real Estate Appraisal as “the most probable 

should sell after reasonable exposure in a competitive market under all conditions requisite to a 
fair sale, with the buyer and seller each acting prudently, knowledgeably, and for self-interest, and 
assuming that neither is under undue duress.” 
 
We have conducted a complete appraisal analysis of the four land parcels and the private easements
and have considered the three traditional approaches to value: the cost approach, the comparable 
sales (market) approach, and the income approach.  Our report is presented in an appraisal report 
format per the Uniform Standards of Professional Appraisal Practice of the Appraisal Foundation, 
and the standards and codes of ethics of the Appraisal Institute and the American Society of 
Appraisers.   
 
In appraising the four land parcels and the private easements, we assume there are no significant 
value-impacting easements (other than those directly addressed in this report), encroachments or 
other deed restrictions, or limitations upon the use and enjoyment of the four land parcels and the 
private easements.  Except as noted herein, we assume no environmental or engineering issues are 
negatively affecting the four land parcels and the private easements.  We assume that the water 
utility has the right to access, use, maintain, and repair the distribution pipelines, services, valves, 
and meters (future) to properly operate the system indefinitely.  Our analysis is based upon a 
desktop appraisal. 
 
Market Conditions – COVID-19 Effect on Economy  
 
The full economic impact of the COVID-19 pandemic is unknown as it continues to impact many 
aspects of daily life and the global economy.  Economists are upgrading their US growth forecasts 
as Covid vaccinations accelerate and after Washington enacted a $1.9 trillion relief package, 
known as the American Rescue Plan Act of 2021.  The US Federal Reserve continues to closely 
monitor the post-stimulus effect on the economy with its goals of maximum employment and a 2 
percent inflation. 
 
Goldman Sachs is calling for 2021 US GDP growth of 6.9 percent, the fastest since 1984.  For 
average Americans, this optimism signals a stronger jobs market and better prospects for 
prosperity after a dreadful 2020.  Morgan Stanley expects the US unemployment rate will drop 
below 5 percent by the end of 2021 and below 4 percent by the end of 2022. 
 
Beyond the government rescue measures, the economic outlook is getting a boost from serious 
progress in defeating the pandemic.  The acceleration in the rollout of vaccines, along with 
declining rates of deaths and cases, is raising hope that health restrictions depressing the economy 
could be lifted earlier than expected. 

Page 160



Suburban Water Systems 
Appraisal of Four Land Parcels and Certain Private Easements of the Sativa Water System 
May 24, 2021 
Page iii 

The reader is cautioned and reminded that the conclusions presented in this report apply only as of 
the effective date indicated.  MRV Consulting makes no representation as to the effect on the entity 
of this event, or any event, after the effective date. 

Conclusion of Value 
 
Based on our analysis, methodology, and prevailing market conditions, the value of the fee simple 
interest in the four land parcels is $882,000 and the value of the land interests in the private 
easements is $130,000.  The effective date of our analysis is April 20, 2021.  
 
The conclusions expressed herein are explained throughout the attached report and are subject to 
the statement of assumptions and limiting conditions and certification.  These conclusions should 
not be used for any purpose other than the purpose specified above.  Before the conclusions 
presented in this letter are relied upon, the attached report should be read and analyzed in its 
entirety. 

It is our pleasure to provide this service to you.  We are prepared to discuss this report further 
should you have any questions concerning the matters discussed herein, please contact us at (732) 
780-6000 or by email through MRV@MRValuation.com. 

Respectfully submitted,

MR Valuation Consulting, LLC 
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MR Valuation Consulting, LLC 

B. DEFINITIONS AND ABBREVIATIONS 

ADA Americans with Disability Act 

AI Appraisal Institute 

Cap Rate Capitalization Rate 

Client Suburban Water Systems 

Direct Cap Direct Capitalization 

Effective Date April 20, 2021 

MRV Consulting MR Valuation Consulting, LLC 

NOI Net Operating Income 

System Sativa Water System 

US United States of America 

USPAP Uniform Standards of Professional Appraisal Practice 
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MR Valuation Consulting, LLC 

C. ASSUMPTIONS AND LIMITING CONDITIONS 

This appraisal is subject to the following Assumptions and Limiting Conditions.  Other 
assumptions and limiting conditions may be included in this report at other locations in the report.

In this section, the term “report” can mean study, appraisal, valuation, research or analysis, and 
any report or work product or deliverable about the study, appraisal, valuation, research, or 
analysis.  Further, the term “MRVC” stands for MR Valuation Consulting, LLC, and its employees, 
consultants, appraisers, staff members, and service providers. 

Information and Data Sources 

1. Information on the financial, legal, and physical condition of the subject property or assets, 
provided by the Client, or its representatives, directly to us or the public through various public 
disclosure methods is assumed to be reliable.  Other materials and information obtained from 
various professionally appropriate public and private sources are assumed to be reliable. 

2. The information contained within this report was obtained from sources deemed to be reliable.  
Reasonable efforts, given the intended use, purpose, and scope of the appraisal, have been 
made to verify such information; however, no warranty and responsibility is given as to its 
accuracy. 

Property Specific Assumptions and Limiting Conditions 

3. Competent and responsible management and ownership are assumed. 

4. This report analyzes the leased fee interest of the subject property or assets, free and clear of 
any or all liens or encumbrances.  This appraisal is subject to the restrictions imposed by this 
agreement. 

5. MRVC does not provide legal, accounting, audit, title, engineering, architectural, or 
environmental sciences services and assumes no responsibility for matters of such services.  It 
is assumed that any legal, engineering, architectural, audit, title, environment, accounting, and 
financial information as provided by the Client, representatives, and management or obtained 
from public records are correct and assumed to be reliable.   

6. MRVC assumes that there are no hidden or unapparent conditions at the subject land and/or 
improvements, which would render the subject property or assets more or less valuable, except 
as noted herein.  MRVC assumes no responsibility for such conditions, or for engineering, 
environmental, legal, or architectural counseling that might be required to discover such 
conditions.  It is assumed that the subject property or assets are not adversely affected by 
contaminants or health risks and that no contamination or health risks exist on or near the 
Property.  MRVC assumed that there were no ADA issues sufficient to significantly render the 
subject property or assets more or less valuable. 
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7. It is assumed that there are no zoning or building code issues concerning the subject real 
property that would significantly increase or decrease the value of the real property being 
appraised. 

8. Since MRVC is not an engineering or architectural firm, it makes no representation as to 
quality, functionality, condition, limitations, and size of the subject property or assets, except 
that a) MRVC has relied upon what has been reported to MRVC as the best available data, 
where said data was provided by others to MRVC who MRVC assumes to be an appropriate 
source of said data given the specific purpose, intended use, and scope of work of this study, 
and b) if a visual inspection was conducted by MRVC then MRVC has relied upon the visual 
inspection.  Given the inherent limitations of MRVC’s visual inspection, if conducted, 
important issues at the Property may not be uncovered.  If conducted, MRVC’s visual 
inspection of the Property is not an engineering, architectural, or environmental inspection, 
and does not test building operations, and does not cover 100 percent of the building(s), 
machinery and equipment, or the site.   
 

9. This study assumes that, unless specifically noted elsewhere in the report, the subject property 
or assets suffers no environmental or hazard issues, and that no contamination or health risks 
exist at or near the Property.   
 

10. If substantive issues are later discovered in data relied upon, then the reported opinions in this 
study may need to be revised accordingly. 

 
Study Analysis and Format Assumptions 
 
11. This report has been prepared in conformity with the requirements of USPAP of the Appraisal 

Foundation, and the American Society of Appraisers.  When necessary for compliance with 
local law and assessment procedures, we may employ the jurisdictional exception rule of the 
USPAP.  Extraordinary assumptions or hypothetical conditions, as defined by USPAP, will be 
disclosed at various points in this report, if applicable.  The use of extraordinary assumptions 
or hypothetical conditions may affect the assignment results. 
 

12. MRVC has determined the scope of work, based on its discussions with the Client, and their 
reported needs, their reported purposes, and intended use of the appraisal.  The appraisal scope 
is limited to the work necessary to provide for the Client’s purpose and use of the report, and 
as such, this report is not recommended for any other use.  The scope of this appraisal is not 
so confined as to result in misleading or unsupported opinions of value. 
 

13. USPAP prescribes two types of appraisal reports, Restricted Appraisal Reports, and Appraisal 
Reports.  A Restricted Appraisal Report may be provided when the client is the only intended 
user, or when additional intended users are identified by name, and not by types or categories.  
MRVC intends that the use of its reports is limited to the Client and intended users.  When 
reports are restricted, MRVC need not provide as extensive reporting that may be found in 
Appraisal Reports.  The use of Restricted Appraisal Reports is limited to the client and the 
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named intended user(s).  Restricted Appraisal Reports may not contain the supporting rationale 
for the opinions and conclusions in their entirety outlined in the Restricted Appraisal Reports.

Publication, Distribution, Use of Report 

14. The opinions proffered in this report are as of a specific date, for a specific client and intended 
user(s), for a specific purpose and intended use, under a specific, limiting the scope of work, 
and made under specific assumptions and limiting conditions.  Using the opinions proffered 
herein for any other use or purpose is inappropriate and unwise and is prohibited unless 
authorized in writing by MRVC.  The Client agrees that: 

a) the Client and intended user(s) are explicitly named herein.  The Client and the intended 
user(s) are the only parties to whom the MRVC has a professional responsibility.  MRVC 
offer and assume no professional responsibility to any third parties that receive copies of 
our report. 

b) any advice or recommendations, written or oral, provided by MRVC in connection with 
this engagement is exclusively for the Client and intended user(s) specifically identified by 
MRVC. 

c) will not refer to MRVC by name or otherwise, or their services in any written materials 
relating to the subject property or assets, including without limitation, any publicly filed 
documents without the prior written consent of MRVC for each requested use or reference.

d) neither all nor part of the contents of this report or copy thereof shall be conveyed to the 
public through advertising, public relations, news, sales, or any other media without the 
prior written consent of MRVC. 

e) neither all nor part of the contents of this report, or copy thereof, shall be conveyed to the 
public through such forms or methods such as, but not limited to, advertising, public 
relations, news, sales, or any other media without written consent and approval of MRVC.

f) MRVC or any professional organization of which MRVC is a member or candidate, cannot 
be identified without the prior written consent of MRVC. 

g) this report may not be utilized in any present or proposed, public or private syndication or 
a public offering of any of the interests in the subject property or assets unless a prior 
written agreement has been obtained from MRVC. 

h) this report is intended to be utilized in its entirety and may not be used in parts. 

15. Any party receiving a copy of this report to satisfy disclosure requirements does not become 
an intended user(s).  Possession of this report, or a copy thereof, does not give the holder the 
right of publication, nor may this report or any part thereof be used by anyone other than the 
Client and intended user(s) for the intended use. 

16. Disclosure of the contents of this report is governed by the by-laws and regulations of the 
USPAP of the Appraisal Foundation, the American Society of Appraisers, and the Royal 
Institution of Chartered Surveyors.  MRVC is authorized by the Client to disclose all or any 
portion of this report, and the work files to appropriate representatives of the Appraisal 
Foundation, the American Society of Appraisers, and the Royal Institution of Chartered 
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Surveyors, if such disclosure is required to enable the MRVC to comply with their respective 
by-laws and regulations now or hereafter in effect, or as may otherwise be required to be 
disclosed by Court Order or governing laws, rules and/or regulations. 

Ownership of MRVC Properties 

17. MRVC has created and has rights in, and may, in connection with the performance of its 
services, employed, provided, modified, created, acquired, or otherwise obtained rights in, 
various concepts, ideas, methods, methodologies, procedures, processes, know-how, and 
techniques, models, templates, user interfaces, and screen designs, general-purpose consulting 
and software tools, methods of operation of systems and other intellectual property 
(collectively, referred to as “MRVC Knowhow and Copyrights”). 

18. Upon full and final payment to MRVC for its services, to the extent that any MRVC Knowhow 
and Copyrights are contained herein, MRVC grants the Client an authorization to use such 
MRVC  Knowhow and Copyrights contained in the Deliverables in connection with the use of 
such Deliverables and only for the Client’s intended purpose and use as stated herein. 

19. MRVC owns all rights, title, and interest, including, without limitation, all rights under all 
copyright, patent, and other intellectual property laws, in and to the MRVC Knowhow and 
Copyrights.  MRVC may employ, modify, disclose, and otherwise exploit the MRVC 
Knowhow and Copyrights (including, without limitation, providing services or creating 
programming or materials for other clients).  MRVC does not agree to any terms that may be 
construed as precluding or limiting in any way its right to a) provide services of any kind or 
nature whatsoever to any person or entity as MRVC in its sole discretion deems appropriate or 
b) develop for itself, or for others, materials that are competitive with those produced as a result 
of the services provided hereunder, irrespective of their similarity to the Deliverables. 

Limit of Liability 
 
20. MRVC warrants that it has performed the services hereunder in good faith and a professional 

appraisal manner.  MRVC disclaims all other warranties, either express or implied, including, 
without limitation, warranties of merchantability and fitness for a particular purpose.   

21. Any forecast models of income and expenses in this report are not predictions of the future and 
are created for the specific use and purpose of the appraisal.  No warranty or representation is 
made that the model will coincide with actual future events.  Furthermore, there will usually 
be differences between the modeled results and actual results because events and 
circumstances frequently do not occur as expected, and those differences may be material. 

22. It is understood and agreed that Client and MRVC are independent of the other and that neither 
is, nor shall be considered to be, an agent, distributor, or representative of the other.  Neither 
party shall act or represent itself, directly or by implication, as an agent of the other or in any 
manner assume or create any obligation on behalf of, or in the name of, the other.  The Client 
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acknowledges that the full independence and authority of MRVC will be maintained 
throughout this engagement and that no assurances or guarantees of a value estimate or 
consulting recommendation have been made or are a condition of this engagement. 

23. In providing this service, MRVC establishes and the Client understands and agrees that a) no 
relationship other than one of a service provider is created between MRV and its staff members 
and the Client, and b) MRVC assumes no responsibility for or ownership of the risks and 
rewards of the client business decisions based on, or business results that are consequential to 
the use of this report. 

24. The Client will indemnify and hold harmless MRVC from all claims, liabilities, losses, costs, 
demands, and reasonable expenses, such as reasonable legal fees, and management and 
administrative costs, relating to this engagement, except to the extent finally judicially 
determined to have resulted from the bad faith or intentional misconduct of MRVC.   

25. The liability of MRVC is limited to the Client only and shall not exceed in the aggregate the 
amounts received by MRVC for its services. 

 
26. MRVC is not required to give testimony about this report, or to provide other services to the 

Client concerning the subject property or assets, without a written agreement between the 
Client and MRVC for compensation to MRVC.   

 
Statements of Qualifications and Personal Histories 
 
27. Any statements of qualifications, resumes, and personal and/or company histories are 

presented in summary for marketing purposes and to assist the intended user(s) of the report 
with understanding the professional competency and experience of MRVC.  These statements 
of qualifications, resumes, and personal and/or company histories are a) not a complete listing 
of our professional experiences and qualifications and b) not full disclosure of our professional, 
corporate, and personal interactions and relationships. 

 
State Specific Required Clauses 
 
28. Michigan requires appraisers to be licensed and are regulated by the Michigan Department of 

Consumer and Industry Services, P.O. Box 30018, Lansing, Michigan 48909.  Michigan 
requires this statement to appear in appraisals, even those in other states. 
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D. CERTIFICATION 

I certify to the best of my knowledge and belief that: 

1. the statements of fact contained in this report are true and correct.  Commensurate with the 
intended use of the report, its type, definition, and premise of value, and its scope of services, 
professional efforts have been made to verify such statements of facts.   

2. the reported analyses, opinions, and conclusions contained herein are limited only by the 
assumptions and conditions reported in this report and are the undersigned’s personal, 
impartial, and unbiased professional analyses, opinions, and conclusions.  The undersigned has 
no present or future interest in the four land parcels and private easements within the Sativa Water 
System that is the subject of this report, and the undersigned has no personal interest concerning 
the parties involved.  The undersigned has no bias concerning the four land parcels and private 
easements within the Sativa Water System that is the subject of this report, or to the parties and 
issues involved.  

 
3. the undersigned’s engagement in this report was not contingent upon developing or reporting 

predetermined results.  The undersigned’s compensation for this report is not contingent upon 
the development or reporting of a predetermined value or direction in value that favors the 
cause of the client, the amount of the value opinion, the attainment of a stipulated result, or the 
occurrence of a subsequent event directly related to the intended use of this report. 

4. the undersigned has not performed appraisal services on and has not provided any other type 
of services for the four land parcels and private easements within the Sativa Water System within 
the past three years. 

 
5. the reported analyses, opinions, and conclusions were developed, and this report has been 

prepared in conformity with the Uniform Standards of Professional Appraisal Practice of the 
Appraisal Foundation.  
 

6. the reported analyses, opinions, and conclusions were developed, and this report has been 
prepared in conformity with the Code of Professional Ethics and Standards of Professional 
Appraisal Practice of the Appraisal Institute. 
 

7. the use of this report is subject to the requirements of the Appraisal Institute relating to review 
by their respective duly authorized representatives. 
 

8. as of the date of this report, Joseph J. Calvanico, MAI, FRICS has completed the continuing 
education program of the Appraisal Institute. 
 

9. Joseph Calvanico did not perform a site tour of the four land parcels and private easements within 
the Sativa Water System.  USPAP does note require a personal inspection by the appraiser. 
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10. Ryan Lehnau provided assistance to the undersigned in the appraisal of the four land parcels 
and private easements within the Sativa Water System.  His assistance included contributions to 
the development and reporting of the analysis.  Any aspect of their assistance was performed 
under the supervision of the undersigned.  It is reasonable for the undersigned to rely on their 
assistance, given their adherence to professional appraisal standards and ethics, and their 
training, experience and capabilities, and the supervision of the undersigned. 

 
 
Certified by: 
 
 

  
Joseph J. Calvanico, MAI, FRICS 
New York Certified General Appraiser 
License No. 46000050898 
License Expires 5/11/2022
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E. INTRODUCTION 

The appraisal process requires that an appraiser must first establish the purpose, use, and scope of 
an appraisal.  This step includes setting the appraisal context, such as the definition of value, report 
date, hypothetical and extraordinary conditions, and others.  Next, a study of the property and the 
legal rights as well as the physical qualities should be considered.  The market and industry are 
researched and analyzed as well.  Next, the highest and best use of the property is analyzed.  Only 
then are the various analyses, or approaches to value, conducted.  There are three traditional 
approaches in determining the value of real estate: the cost approach; the comparable sales 
(market) approach, and the income approach.   

After conducting the applicable approaches to value, the appraiser concludes with a reconciliation 
process where the various indications of value are reviewed, and the merits of each approach are 
analyzed and weighted.  A value for the appraised property is concluded in the reconciliation 
process.  When the appraisal assignment calls for it, various techniques, such as allocations, 
residuals, or summations are made to or with the various elements or components of the concluded 
values from the three traditional approaches, to determine the overall value or parts of a concluded 
overall value. 
 
Property Rights Appraised 
 
We have appraised the land interests in the four land parcels and the private easements that 
comprise the Sativa Water System in Compton, California.  The interests include fee simple 
interests and private easement interests.  We have not appraised any easements on public land. 
 
The real property is comprised of two portions: 1) Four well sites owned in fee simple interest, 
comprised of land and improvements where the company conducts business and management 
operations and 2) private easements of approximately 3,260 linear feet dedicated to pipelines and 
water distribution.  We assume that the water utility has the right to access, use, maintain, and 
repair the distribution pipelines, services, valves, and meters (future) to properly operate the 
system indefinitely. 

We are not aware of any leases or any other partial interests associated with the System.  

Purpose, Use & Scope of Appraisal 

The purpose of this analysis is to provide Suburban Water Systems with an appraisal of the four 
land parcels and the private easements as of April 20, 2021, for internal management discussions 
regarding the acquisition of the Sativa Water System.  Our report has been prepared for this 
exclusive purpose and use only.  The intended user of our report is Suburban Water Systems.   

We understand that the Department of Public Works, Los Angeles County is selling the physical 
facilities, operational assets, operational liabilities, and water rights associated with the Sativa 
Water System in Compton.   
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We have conducted a complete appraisal analysis of the four land parcels and the private easements 
and have considered the three traditional approaches to value: the cost approach, the comparable 
sales (market) approach, and the income approach.  We researched and gathered market data and 
considered such factors as location, quality, size, and zoning.  Both general data, including supply 
and demand trends and neighborhood trends, as well as specific data, including site and 
improvement data, were considered. 

Hypothetical Conditions or Extraordinary Assumptions 

In appraising the four land parcels and the private easements, we assume there are no significant 
value-impacting easements (other than those directly addressed in this report), encroachments or 
other deed restrictions, or limitations upon the use and enjoyment of the four land parcels and the 
private easements.  Except as noted herein, we assume no environmental or engineering issues are 
negatively affecting the four land parcels and the private easements.  We assume that the water 
utility has the right to access, use, maintain, and repair the distribution pipelines, services, valves, 
and meters (future) to properly operate the system indefinitely.  Our analysis is based upon a 
desktop appraisal. 
 
The use of these hypothetical conditions and extraordinary assumptions may have affected our 
appraisal conclusions.  If any of the hypothetical conditions and extraordinary assumptions are 
found to be unsupported, then our appraisal conclusions may need to be revised. 

Premise of Value 

The premise of value is going concern.  Going concern value is a value that assumes the water 
utility company will remain in business indefinitely and continue to be profitable.  A company 
should always be considered a going concern unless there is a good reason to think that it will 
be going out of business.  The appraiser must identify the highest and best use of the land parcels 
and must assume such highest and best use as the premise of value.   

Standard of Value 

The standard of value is the identification of the type of value being used in a specific engagement.  
For this engagement, the standard of value is market value as defined in the 6th edition of The 
Dictionary of Real Estate Appraisal as “the most probable price

rights should sell after reasonable exposure in a competitive market under all conditions requisite 
to a fair sale, with the buyer and seller each acting prudently, knowledgeably, and for self-interest, 
and assuming that neither is under undue duress.” 
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Effective Date  
 
The Effective Date of this appraisal is April 20, 2021.  The 2020-2021 USPAP defines Effective 
Date as “the date to which an appraiser’s analyses, opinions, and conclusions apply; also referred 
to as date of value.”   

This is a current effective date.  An appraisal can have either a retrospective, current, or prospective 
effective date. 

Marketing and Exposure Time 

Marketing time is an estimate of the time it might take to sell a property interest in real estate at 
the estimated value level during the period immediately after the effective date of the appraisal.  
Marketing time differs from exposure time, which is always considered to precede the effective 
date of the appraisal. 
 
Exposure time may be defined as the estimated length of time the property interest being appraised 
would have been offered on the market before the hypothetical consummation of a sale at fair 
market value on the effective date of the appraisal.  The opinion of the time for reasonable exposure 
is not intended to be a prediction of the date of sale.  Instead, it is an integral part of the analyses 
conducted during the appraisal assignment.  Related information garnered through this process 
may include the identification of typical buyers and sellers for the type of property involved and 
typical equity investment levels and/or financing terms. 

We expect that the market time and the exposure time to be approximately 12 months, for the value 
conclusions made in this report.

Deferred Maintenance and Detrimental Conditions 

We have assumed no deferred maintenance or detrimental conditions at the four land parcels and 
the private easements. 

Environmental Conditions 

It is assumed that there are no environmental issues at the four land parcels and the private 
easements.  Additionally, management has not made us aware of any issues that would negatively 
affect the value of the four land parcels and private easements. 

Property History 
 
The Sativa Water System, originally Sativa Los Angeles County Water District, was formed in 
1938 as a special district under the County Water District Act.  The Sativa Water System provides 
retail water service to a 0.27 square mile area in the Willowbrook community of unincorporated 
Los Angeles County and a portion of the City of Compton.  
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On February 13, 2019, the Local Agency Formation Commission unanimously decided that the 
“Sativa Los Angeles County Water District” should cease operations due to mounting allegations 
of poor maintenance, financial malfeasance, and lack of transparency.  The County of Los Angeles 
was appointed administrator by the Local Agency Formation Commission.  

The County of Los Angeles currently owns the title to the four land parcels and the private 
easements.  There are no recorded transactions of the four land parcels and the private easements 
in the past three years.  On September 26, 2019, a request for proposals was published by the 
Department of Public Works, Los Angeles County for the transfer or sale of the Sativa Water 
System. 

Property Tax Assessment 

The scope of work required the appraiser to value the land interests in the four land parcels and 
the private easements which have no individual tax assessments.  Figures G-4, G-5, G-10, and G-
13 summarizes the assessment records for the four parcels.  Further investigation of the four land 
tax records for the larger property interests was not performed.   
 
Physical, Functional, and Economic Adequacy 

The four land parcels and the private easements are generally assumed to be physically adequate, 
functionally adequate, and economically adequate for their current and continued use.   
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F. MARKET AREA DESCRIPTION 

City of Compton, California 

Compton is a city in southern Los Angeles County, California situated south of downtown Los 
Angeles.  Compton is one of the oldest cities in the county and, on May 11, 1888, was the eighth 
city in California to incorporate.   

Geography 

It is known as the “Hub City” due to its geographic centrality in Los Angeles County. 
Neighborhoods in Compton include Sunny Cove, Leland, Downtown Compton, and Richland 
Farms.  The city is generally a working-class community, with some middle-class neighborhoods 
and poor neighborhoods.   
 
According to the United States Census Bureau, the City has a total area of 10.1 square miles.  10.0 
square miles of it is land and 0.1 square miles of it is water.  Compton is bordered by the 
unincorporated Willowbrook on the north and northwest; the unincorporated West Compton on 
the west; the City of Carson on the southwest; the unincorporated Rancho Dominguez on the south; 
the City of Long Beach on the southeast; the City of Paramount and the unincorporated East 
Compton on the east; and by the City of Lynwood on the northeast. 
 
Demographics 
 
The 2010 United States Census reported that Compton had a population of 96,455.  The population 
density was 9,534 people per square mile.   
 
There were 23,062 households, out of which 13,376 (58.0 percent) had children under the age of 
18 living in them, 10,536 (45.7 percent) were opposite-sex married couples living together, 6,373 
(27.6 percent) had a female householder with no husband present, 2,354 (10.2 percent) had a male 
householder with no wife present.  There were 1,725 (7.5 percent) unmarried opposite-sex 
partnerships, and 158 (0.7 percent) same-sex married couples or partnerships.  2,979 households 
(12.9 percent) were made up of individuals, and 1,224 (5.3 percent) had someone living alone who 
was 65 years of age or older.  The average household size was 4.15.  There were 19,263 families 
(83.5 percent of households), and the average family size was 4.41. 

The age distribution of the population was as follows: 31,945 people (33.1 percent) under the age 
of 18; 11,901 people (12.3 percent) aged 18 to 24; 26,573 people (27.5 percent) aged 25 to 44; 
18,838 people (19.5 percent) aged 45 to 64; and 7,198 people (7.5 percent) who were 65 years of 
age or older.  The median age was 28.0 years.   

There were 24,523 housing units at an average density of 2,424 per square mile (935.9 per square 
kilometer), of which 12,726 (55.2 percent) were owner-occupied, and 10,336 (44.8 percent) were 
occupied by renters.  The homeowner vacancy rate was 2.9 percent, and the rental vacancy rate 
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was 5.9 percent.  53,525 people (55.5 percent of the population) lived in owner-occupied housing 
units and 42,175 people (43.7 percent) lived in rental housing units. 
 
From 2009 through 2013, Compton had a median household income of $42,953, with 26.3 percent 
of the population living below the federal poverty line. 
 
Economy 
 
Compton was recently designated as an “Entrepreneurial Hot Spot” by Cognetics, Inc., an 
independent economic research firm.  Compton made the national list for best places to start and 
grow a business and ranked second in Los Angeles County out of a field of 88 cities.  The city’s 
Planning and Economic Development department provides a business assistance program 
consisting of a comprehensive mix of resources to small business owners and entrepreneurs.  The 
grocery chains Ralphs and Food 4 Less, subsidiaries of Kroger, are headquartered in Compton.  
Gelson’s Market, a subsidiary of Arden Group, Inc., is also based in Compton. 
 
Known as the “Hub City” due to its geographical proximity in the center of the Los Angeles 
County boundaries, Compton is a large industrial center for transit and distribution, business 
services, high technology, home and lifestyle products, metals, financial services, and textile 
manufacturing.  The Hub City is part of the Gateway region and has a 77-acre Compton / Woodley 
Airport that is home to 275 based aircraft and experiences over 66,000 flight operations each year.  
This air transportation asset is complemented by the Hub City’s four major freeways adjacent to 
the City’s boundaries.  Interstate 710 runs from the seaports through the eastern boundary; the 
State Route 91 freeway extends through the southern boundary; Interstate 105 runs slightly along 
the north of the City; and Interstate 110 along to the west.  Additionally, the Interstates 405 and 
605 freeways are within two miles of Compton’s southern and eastern edges, respectively. 
 
Compton is surrounded by multiple freeways that provide access to destinations throughout the 
region.  The Long Beach and Los Angeles Ports are less than 20 minutes from downtown Compton, 
providing access to international destinations for customers and suppliers.  The Alameda Corridor, 
a passageway for 25 percent of US waterborne international trade, runs directly through Compton 
from north to south. 
 
The City of Compton’s Parks and Recreation Department operates and maintains a total of 16 
playgrounds for a combined 118 acres of active park space.  Facilities include community centers, 
neighborhood parks, walking parks, competition-size swimming pools, regulation size 
gymnasiums, skate park, the Jackie Robinson Baseball Stadium, nine-hole par golf courses, and 
the Douglas F. Dollarhide Community Center.   
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Figure F-1 
Unemployment Rate – California vs. the United States 

 

 
Source: Employment Development Department of the State of California 

Figure F-2 
Median Household Income – Compton, California 

Recent Job Growth – Compton, California 

Data from the Census Bureau ACS 5-year estimate shows that from 2017 to 2018, employment in 
Compton, CA grew at a rate of 1.84 percent, from 38,700 to 39,400 employees. 

The most common job groups, by the number of people living in Compton, CA are Office & 
Administrative Support Occupations (5,658 people), Production Occupations (4,340 people), and 
Material Moving Occupations (3,409 people).   

Additional demographics have been included in Appendix 4: Demographics Report.  
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G. PROPERTY DESCRIPTION 

The subject of this appraisal is four land parcels and certain private easements, which are 
summarized in Table G-1.  The real property is comprised of two portions:  Four well sites owned 
in fee simple interest, comprised of land and improvements where the company conducts business 
and management operations; and private easements of approximately 3,260 linear feet dedicated 
to pipelines and water distribution.   

Table G-1 
Subject Land Parcels  

 

The water utility has the right to access, use, maintain, and repair the distribution pipelines, 
services, valves, and meters (future) to properly operate the system indefinitely.  This appraisal 
analysis does not include any machinery or equipment or any improvements (connections, 
pipelines, etc.)  The interests appraised does not reflect the value of the real estate improvements 
to the subject land interests.  Furthermore, this analysis does not include any public easements.   

Figure G-1 is a service area map that shows that the System runs through residential land uses 
primarily the rear two feet of single-family residential neighborhoods.  A zoning map of the four 
land parcels is identified in Figure G-2 and Figure G-3 is a locational map of the parcels. 
 
Land (Well Site No. 2) 

Well Site No. 2 is located at 2015 East Hatchway Street, Compton, CA 90222, with a parcel 
number: 6155-017-900 and block and lot numbers: Tract No 4631 Lots 35 And Lot 36 Block Q. 
The land under Well Site No. 2 is ±6,541 square feet, generally flat and level, and rectangular 
shaped.  It is zoned R-1 for single-family residential use and development.  It is currently a non-
conforming use as it is used for government use in the water system.  There is a frontage along 
East Hatchway Street.  Improvements: The land on Well Site No. 2 is improved with a small two-
story office building.  The two-story structure is 1,879 square feet.  The improvement is irregular 
in shape.  This appraisal assumes the land to be vacant land, without any improvements.  Figure 
G-6 and G-7 are tax and identification maps for Well Site No. 2. 

No. Description Parcel Number Address Area (SF)

1 Land (Well Site No. 2) 6155-017-900 2015 E. Hatchway Street 6,553

2 Land (Well Site No. 3) 6154-010-900 13320 S. Willowbrook Avenue 7,203

3 Land (Well Site No. 4) 6152-019-901 13139 S. Aranbe Avenue 4,934

4 Land (Well Site No. 5) 6155-005-900 / 901 2083 E. Stockwell Street 4,398

5 Private Easements Length = 3,260 feet Width = 4 feet 13,040
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Environmental: We are not environmental engineers and have not been provided with an 
environmental assessment report.  Except as noted herein, we assume that no environmental 
conditions remain on or are negatively affecting Well Site No. 2.  ADA issues were not 
investigated.  The land under Well Site No. 2 is physically, functionally, and economically
adequate for its current and continued use.   

Figure G-4 
Well Site No. 2 Tax Assessment 

 

Land (Well Site No. 3) 

Well Site No. 3 is located at 13320 South Willowbrook Avenue, Compton, CA 90222, with a 
parcel number: 6154-010-900 and block and lot numbers: Tract Number 4631 Lots 46 and 47 
Block D.  The land under Well Site No. 4 is ±4,934 square feet, generally flat and level, and 
rectangular shaped.  It is zoned R-1 for single-family residential use and development. This parcel 
is currently a non-conforming use as it is used for government use in the water system.  There is 
frontage on the North West corner of South Aranbe Street and East Knopf Street.  Improvements: 
The land is vacant and there are no improvements.  Figure G-8 and G-9 are tax and identification 
maps for Well Site No. 3. 
 
Environmental: We are not environmental engineers and have not been provided with an 
environmental assessment report.  Except as noted herein, we assume that no environmental 
conditions remain on and/or are negatively affecting Well Site No. 3.  ADA issues were not 
investigated.  The land under Well Site No. 3 is physically, functionally, and economically
adequate for its current and continued use.   

Figure G-5 
Well Site No. 3 Tax Assessment 
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Land (Well Site No. 4) 

Well Site No. 4 is located at 13139 S. Aranbe Avenue, Compton, CA 90222, with a parcel number: 
6152-019-901 and block and lot numbers: Tract No 4631 Lots 35 And Lot 36 Block Q.  

The land under Well Site No. 4 is ±4,934 square feet, generally flat and level, and rectangular 
shaped.  It is zoned R-1 for Single-family residential use and development. The Subject is currently 
a non-conforming use as it is used for government use in the water system.  There is frontage on 
the North West corner of South Aranbe Street and East Knopf Street.  Figure G-11 and G-12 are 
tax and identification maps for Well Site No. 4. 
 
Improvements: Located on the land of Well Site No. 4 is a small shed.  The shed is 922 square 
feet.  The improvement is rectangular in shape.  This appraisal assumes the land to be vacant land, 
without any improvements. 

Environmental: We are not environmental engineers and have not been provided with an 
environmental assessment report.  Except as noted herein, we assume that no environmental 
conditions remain on and/or are negatively affecting Well Site No. 4. ADA issues were not 
investigated. 

The land under Well Site No. 4 is physically, functionally, and economically adequate for its 
current and continued use.   
 

Figure G-10 
Well Site No. 4 Tax Assessment 
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Land (Well Site No. 5) 

Well Site No. 5 is located at 2081-2083 East Stockwell Street, Compton, CA 90222, with parcel 
numbers: 6155-005-900 & 6155-005-901 and block and lot numbers: Tract Number 4631 Lot 58 
Block M and Tract Number 4631 Lot 59 Block M.  The land under Well Site No. 5 is ±4,398 
square feet, generally flat and level, and rectangular shaped.  It is zoned R-1 for single-family 
residential use and development. The Subject is currently a non-conforming use as it is used for 
government use in the water system.  There is frontage along South Willowbrook Avenue.  Figure 
G-14 and G-15 are tax and identification maps for Well Site No. 5. 

Improvements: The land is vacant and there are no improvements.  Environmental: We are not 
environmental engineers and have not been provided with an environmental assessment report.  
Except as noted herein, we assume that no environmental conditions remain on and/or are 
negatively affecting Well Site No. 5.  ADA issues were not investigated. 

The land under Well Site No. 5 is physically, functionally, and economically adequate for its 
current and continued use.   
 

Figure G-13 
Well Site No. 5 Tax Assessment 

Parcel 6155-005-900 

 
 
 

Parcel 6155-005-901 
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Private Easements 

The length of the private easements is approximately 3,260 linear feet.  The easements were 
created in situations where the water utility distribution pipe was not installed under the road, it 
was installed along the rear property lines of private houses that were set back-to-back.   
 

Figure G-16 
Partial System Map of Private Easements 

(Map Provided by Suburban Water Systems) 
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H. APPRAISAL METHODOLOGY 

The appraisal process is applied to develop a well-supported opinion of a defined value based on 
an analysis of pertinent general and specific data.  An opinion of value can be developed with 
specific procedures that reflect three distinct methods of data analysis.   

The utility and applicability of each approach are dependent upon the characteristics of the subject 
property or assets, market conditions, and the purpose of the analysis.  The following sections 
provide a brief overview of the theoretical basis of the three traditional approaches to value.   

Cost Approach 

The cost approach is based on the principle of substitution.  This principle affirms that a prudent 
buyer would pay no more for an asset than the cost to acquire a similar asset of equivalent 
desirability and utility without undue delay.  The cost approach is based on the understanding that 
market participants relate value to cost.  In this approach, the value of the assets is derived by 
subtracting the amount of depreciation of the reproduction or replacement of the assets.  The cost 
of an asset as of a certain date may be developed as the estimated reproduction cost or replacement 
cost of the asset.  The theoretical base (and classic starting point) for the cost approach is 
reproduction cost, but replacement cost is commonly utilized because it may be easier to obtain 
and can reduce the complexity of the depreciation analysis. 

Comparable Sales (Market) Approach 

The market approach to value is a procedure by which value can be estimated from prices paid in 
actual market transactions as well as asking prices for similar assets that are available for sale.  The 
procedure is a comparison and correlation between the asset being appraised and other similar 
assets.  Certain factors such as location, date of sale, physical characteristics, and technical and 
economic conditions relating to the transaction are analyzed for their comparable uniqueness.  
These transactions, with appropriate adjustments, will assist in determining the market approach 
value of the assets being appraised. 
 
Income Approach 
 
The income approach is based on the premise that the value of a security or asset is the present 
value of the future earning capacity that is available for distribution to the subject investors in the 
security or asset.  The underlying principle in this approach is that buyers invest in assets compared
to the subject with the expectation of receiving the anticipated future income.   

Approaches Applied 

Within this appraisal, the three approaches to value were considered in deriving the value of the 
four land parcels and the private easements.  A specific weight was applied to each approach to 
value as deemed appropriate through a reconciliation process.  
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We have employed a comparable sales (market) approach in this analysis.  An income approach 
and a cost approach were not employed.  

The real property at Sativa Water Systems is comprised of two portions: 1) Four well sites owned 
in fee simple interest, comprised of land and improvements where the company conducts business 
and management operations and 2) private easements of approximately 3,260 linear feet for their 
pipelines and water distribution. Sativa Water Systems has the right to access, use, maintain, and 
repair these pipelines as necessary for the water system to operate, indefinitely.   

To calculate the fee simple value of the four land parcels and the private easements interests 
included in the System, we have used the comparable sales approach to analyze a rate of value for 
residential land in Compton, where the Sativa Water System runs through.  Adjustments for the 
private easements are then made accordingly.  The adjustments convert the otherwise ordinary 
land rates of value into values for private easements.  This is a typical approach to determine the 
value of easements. 
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I. HIGHEST AND BEST USE ANALYSIS  

To determine the value of the four land parcels and the private easements, the appraiser must 
identify the highest and best use of the subject and must assume such highest and best use as the 
premise of value.  Other types of value may assume other uses. 
 
The 2020-2021 Edition of Uniform Standards of Professional Appraisal Practice unequivocally 
states the imperative of appraising market value only under the assumption of the highest and best 
use, in Standards Rule 1-3 (b). 
  

When necessary for credible assignment results in developing a market value opinion, an 
appraiser must: 
 
(a) identify and analyze the effect on use and value of existing land use regulations, 

reasonably probable modifications of such land use regulations, economic supply
and demand, the physical adaptability of the real estate, and market area trends; and

Comment: An appraiser must avoid making an unsupported assumption or premise 
about market area trends, effective age, and remaining life. 

(b) develop an opinion of the highest and best use of the real estate. 

Comment: An appraiser must analyze the relevant legal, physical, and economic 
factors to the extent necessary to support the appraiser’s highest and best use 
conclusion(s).” 

Highest and Best Use 

The reasonably probable use of a property that results in the highest value.  The four criteria that 
the highest and best use must meet are legal permissibility, physical possibility, financial 
feasibility, and maximum productivity.1 

Highest and Best Use of Land or a Site as Though Vacant 

Among all reasonable, alternative uses, the use that yields the highest present land value, after 
payments are made for labor, capital, and coordination.  The use of a property is based on the 
assumption that the parcel of land is vacant or can be made vacant by demolishing any 
improvements. 
 
  

1 The Dictionary of Real Estate Appraisal.  6th edition.  (Chicago: Appraisal Institute, 2015), 109.  Accessed on May 23, 2021. 
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The Four Criteria 

Four basic criteria are considered and analyzed in determining the highest and best use of a 
property: 

1. Physically possible.  What uses are physically possible given the constraints of the size and
physical characteristics of the site? 

2. Legally permissible.  What uses are permitted by zoning or other restrictions (i.e. deed 
restrictions) on the property? 

3. Financially feasible.  Of the physically possible and legally permitted uses, which are 
financially feasible in that they will produce a net return to the property owner? 

4. Maximally productive.  Of the financially feasible uses, which use will produce the highest 
net return, or result in the highest present value of the property? 

Highest and Best Use of Land or a Site as though Vacant 

The highest and best use of land or a site as though vacant is defined as: among all reasonable, 
alternative uses, the use that yields the highest present land value, after payments are made for 
labor, capital, and coordination.  The use of a property is based on the assumption that the parcel 
of land is vacant or can be made vacant by demolishing any improvements.   

The highest and best use of land or a site as though vacant assumes that a parcel of land is vacant 
or can be made vacant by demolishing any improvements.  Land as though vacant is a fundamental 
concept of valuation theory and the basis for the cost approach. 

Highest and Best Use of Property as Improved 

The highest and best use of a property as improved is defined as the use that should be made of a 
property as it exists.   

An existing improvement should be renovated or retained as long as it continues to contribute to 
the total value of the property, or until the return from a new improvement would more than offset 
the cost of demolishing the existing building and constructing a new one.  The highest and best 
use of a property as improved pertains to the use that should be made of an improved property in 
light of its improvements.  It is the use that maximizes an investment property’s return on a long-
term basis. 
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Highest and Best Use Conclusions 

As Vacant  

The four land parcels and the private easements are located in a residential neighborhood in 
Compton, CA.  The neighborhood consists predominately of residential single-family homes.  The 
determination of the highest and best use of each parcel is standard appraisal practice, as zoning 
or likely zoning is legally permissible.  They would be physically possible as limitations such as 
geology, wetlands and unusual topography or parcel shape were taken into consideration.  
Development into residential use dependent on the zoning would be economically feasible, most 
profitable, and most probable. 
 
We define highest and best in the traditional way, that reasonably probable use that is physically 
practical, legally permissible subject to reasonable likelihoods of variances, financially feasible 
and maximally productive. 
 
The underlying fee simple land and the private easements at the Subject are all located in a 
residential neighborhood in Compton, CA.  The neighborhood consists of primarily of residential 
single-family homes.   
 
As Improved 
 
Since this appraisal assumes that the four land parcels and the private easements are vacant land, 
without any improvements, we have not opined on the highest and best use of the four land parcels 
and the private easements, as it is currently improved.   
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J. SALES COMPARISON (MARKET) APPROACH 

The sales comparison approach is based on the principle of substitution, which states that buyers 
and sellers will not pay more for or sell for less than, respectively, what other similar properties 
sell for.  The sales comparison approach is the process in which a value estimate is derived by 
analyzing the sales of similar properties and comparing these properties to the appraised property.  
Often property characteristics that differ between a subject property and comparable sales 
properties are analyzed in the sales comparison approach to determine the adjustments to be made 
to the prices of comparable property.  The comparative techniques of analysis applied in the sales 
comparison approach are fundamental to the valuation process and are used in the other approaches 
as well. 
 
The sales comparison approach is a set of procedures in which a value indication is derived by 
comparing the property being appraised to similar properties that have been sold recently, then 
applying appropriate units of comparison and making adjustments to the sale prices of the 
comparable sales based on the elements of comparison.  The sales comparison approach may be 
used to value improved properties, vacant land, or land being considered as though vacant; it is the 
most common and preferred method of land valuation when an adequate supply of comparable 
sales is available.  To apply the sales comparison approach, an appraiser follows a systematic 
procedure: 
 

1. Research the market to obtain information on sales transactions, listings, and offers to 
purchase or sell properties that are similar to the appraised property in terms of the value-
impacting characteristics such as property type, date of sale, size, location, quality, 
condition, and property rights. 

 
2. Select relevant units of comparison (e.g., income multipliers or a dollar per acre or per 

building square foot, dollar per seat, bed, room, or dollar per megawatt-hour) and develop 
a comparative analysis for each unit. 
 

3. Compare comparable sale properties with the subject property using the elements of 
comparison and adjust the sale price of each comparable appropriately to the property being 
appraised or eliminate the sale property as a comparable.  There are basic elements of 
comparison that should always be considered in sales comparison analysis.  The first five 
elements of comparison in the list are considered “transactional adjustments,” while the 
latter five are considered “property adjustments.” 
 

Transactional Adjustments
 real property rights conveyed 
 financing terms 
 conditions of sale 
 expenditures made right after purchase 
 market conditions 

Property Adjustments 
 location 
 physical characteristics 
 economic characteristics 
 legal characteristics 
 non-realty components of value 
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4. Reconcile the various value indications produced from the analysis of comparable sales 
into a single value indication or a range of values.  In an imprecise market, subject to 
varying occupancies and economics, a range of values may be a better conclusion than a 
single value estimate. 

Methodology 

The four land parcels and the private easements traverse residential neighborhoods in Compton, 
California.  This means that the water system runs through residential single-family lots.  The four 
well sites are owned in fee simple and the private easements are zoned for this type of use.  The 
sales comparison approach was utilized to calculate the rate of value for residential use.  
 
Additionally, we employed an “across-the-fence” appraisal theory and approach to these utility-
owned interests.  While these parcels are currently being used for system operations to support 
wells, tanks, and pipelines, the value associated with each underlying land parcel or interest would 
be considered an “across-the-fence” value.  If this utility were to need to acquire land interests, it 
would need to pay the going rates of value within the market.  This means that if these parcels and 
interests were ever be put into market use, they would take on the zoning, development, and use, 
and highest and best use that is found adjacent to these parcels and interests; they would have the 
use and value found “across-the-fence” on the adjacent properties.  As per across-the-fence 
appraisal theory and practice, we have appraised the subject parcels and interests under the highest 
and best uses and rates of value found amongst the adjacent properties for each parcel.  
 
To value the land interests, a conclusion for the value of the fee simple land as-if vacant was 
determined.  A sales comparison grid was prepared for residential land.  Adjustments were made 
whenever deemed necessary.  
 
Transaction/Comparable Data Universe 
 
The analysis focused on sales of comparable vacant land sites of single-family residential lots that 
are ready for single-family development that was announced and closed within the same market 
as the four land parcels and the private easements.  The sales must be arms-length, recent, and 
similar to the subject in terms of physical and locational characteristics.  An important qualification 
of each comparable sale was the level of supporting data that is publicly available.  It is common 
for a significant number of transactions to be excluded from the sales comparison approach.  
Common disqualifiers include a lack of supporting data and partial interest differences or being 
sales that date back to different market periods. 
 
Comparable Sales 
 
The individual comparable sale fact sheets and other sales comparison approach support materials 
are included within Appendix 2.  Transactions chosen for inclusion and comparison in the analysis 
provided the best opportunity to make adjustments that would be critical to the sales comparison 
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technique.  Although it is difficult to adjust for factors unique to each transaction, a discussion of 
the various types of adjustments considered for comparable sales analyses is included.   

Figure J-1 
Map of Comparable Sales 

 

The appraiser estimates the degree of similarity or difference between the subject property and the 
comparable sales by considering various elements of comparison.  These elements are: 

 real property rights conveyed 
 financing terms 
 conditions of sale 
 expenditures made right after purchase 
 market conditions 

 location 
 physical characteristics 
 economic characteristics 
 legal characteristics 
 non-realty components of value 

Sequence of Adjustments 

The sequence in which adjustments are applied to the comparable sales transactions is determined 
by the market data and the appraiser’s analysis of that data.  The first five elements of comparison 
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in the list are considered “transactional adjustments,” while the latter five are considered “property 
adjustments.”  The transactional adjustments are generally applied in the order listed.  The property 
adjustments are usually applied after the transactional adjustments but in no particular order.  The 
five categories of property adjustments—correspond to the criteria of the highest and best use. 

Property Rights Conveyed 

A transaction price is always predicated on the property interest conveyed.  An assumption that 
the site is vacant and ready for development and it is held in a fee simple estate is a hypothetical 
condition.  Since this assumption is consistent for the subject as well as the comparable land sales 
transactions, no adjustments were necessary. 

Financing Terms 
 
This adjustment element is commonly known as the cash equivalency adjustment.  The transaction 
price of one property may differ from that of an identical property due to different financing 
arrangements.  For example, the purchaser of a property may have assumed an existing mortgage 
at a favorable interest rate.  In another case, a developer or seller may have arranged a buydown, 
paying cash to the lender so that a mortgage with a below-market interest rate could be offered.  In 
both cases, the buyers probably paid higher prices for the properties to obtain below-market 
financing. The general availability of financing and the loan-to-value ratio can be significant 
factors that influence property value, and the specific financing terms in a transaction can also 
affect the price.  In some situations, financing and conditions of sale are interdependent, and 
appraisers must be careful not to double-count this influence when making quantitative 
adjustments.  The comparable land sales transactions are assumed to be cash paid to the seller; 
therefore, no adjustments were necessary. 
 
Conditions of Sale 
 
This adjustment element usually reflects the motivations of the buyer and the seller and is required 
when a sale is non-arm’s length.  The definition of market value requires “typical motivations of 
buyers and sellers” with no pressure on either party to consummate the sale.  An adjustment for 
conditions of sale usually reflects the motivation of either a buyer or a seller who is under undue 
duress to complete the transaction.  In many situations, the conditions of sale significantly affect 
transaction prices. 
 
For example, a developer may pay a premium for lots needed in a site assemblage.  A sale may be 
transacted at a below-market price if the seller needs cash in a hurry.  A foreclosure could also be 
interpreted as a non-arm’s length sale.  If the details of the transaction are too difficult to verify, 
an adjustment for conditions of sale may not be usable but it can still be discussed and may be 
useful in reconciliation.   

All of the comparable sales had the same conditions of sale and no adjustments are necessary.   

Page 202



Suburban Water Systems 
Appraisal of Four Land Parcels and Certain Private Easements of the Sativa Water System 
May 24, 2021 
Page 42 

MR Valuation Consulting, LLC 

Expenditures Made Immediately After Purchase 

A knowledgeable buyer considers expenditures that will have to be made upon purchase of a 
property because these costs affect the price the buyer agrees to pay.  Such expenditures may 
include: 

 costs to cure deferred maintenance 
 costs to demolish and remove a portion of the improvements 
 costs for additions or improvements to the property 
 costs to petition for a zoning change 
 costs to remediate environmental contamination 

There were no adjustments made to the comparable land sales transactions for this element. 

Market Conditions (Date of Sale or Time Adjustment) 

Comparable sales that occurred under market conditions different from those applicable to the 
subject on the effective date of appraisal require adjustment for any differences that affect their 
values.  An adjustment for market conditions is made if general property values have increased or 
decreased since the transaction dates. 
 
Although the adjustment for market conditions is often referred to as a “time” adjustment, time is 
not the cause of the adjustment.  Market conditions that change over time create the need for an 
adjustment, not time itself.  In other words, increases or decreases in property values in the market 
over time are the cause of the adjustment and time is the basis of the adjustment. If market 
conditions have not changed, no adjustment is required even though considerable time may have 
elapsed.   

To calculate the market conditions in the subject area, we analyzed the Zillow Median Home Value 
Index of Compton.  These median home values and percent monthly changes are depicted in Table 
J-2 and J-3. 
 
The average annual change is approximately 8.94 percent.  We have concluded a 9.0 percent 
annual increase from 2019 to 2021.  We calculated the market conditions through April of 2021 
and is assumed to continue with the same trends into the future.   
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Table J-3 
Market Conditions – Zillow Median Home Value Trend 

 

 

Location 

An adjustment for location within a market area may be required when the locational 
characteristics of a comparable property are different from those of the subject property.  Excessive 
locational differences may disqualify a property from use as a comparable sale.  The comparable 
land sales transactions and the four subject land parcels and private easements are in similar 
locations; therefore, no adjustments were necessary. 
 
Size 
 
Typically, buyers pay premiums for smaller properties relative to larger ones partly because the 
total investment is lower, and more buyers are competing for the smaller properties.  Residential 
zoning has a minimum lot size requirement of 5,000 under the R-1 zoning ordinance.  The 
comparable sales had similar sizes and no adjustments were necessary.  
 
Zoning/Use  
 
The zoning of a parcel determines how the parcel can legally be used or developed.  Some 
improvements and development would also require additional permits or approvals.  The
comparable sales were single-family residential lots that were ready for development.  No 
adjustments were necessary for this category. 
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Utility/Corner/Frontage 
 
The shape of a parcel can affect the overall utility of any development.  Having more frontage 
along the road can be beneficial for some types of properties that would benefit from extra 
visibility.  None of the comparable sales were unique with utility/corner/frontage characteristics, 
therefore no adjustments were necessary.  

Condition 

The condition of the four land parcels and the private easements and comparable sales were 
considered.  The comparable sales were improved with single-family residential lots with older
single-family homes that would be demolished for redevelopment.  Sale 2 and 4 had improvements 
that needed to be demolished for redevelopment and thus received a negative adjustment, as 
necessary. 

Sales Adjustment Grid  

Table J-4 is the sales adjustment grid.  The individual comparable sale fact sheets and other sales 
comparison support data is included within Appendix 2.   
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Sales Comparison Approach Conclusion

The concluded unit price for a typical vacant residential single-family lot is $40 per square foot as 
detailed in Table J-5.  We have analyzed the comparable sales on both a price per lot and price per 
square foot basis.  
 

 Table J-5 
Sales Comparison Approach 

Adjusted Unit Price Conclusion 

For the four well sites that are owned in fee simple, Well Site No. 2 and No. 3 required a negative 
size adjustment of 5 percent and 10 percent, respectively.  Table J-6 provides a listing of each 
parcel with size adjustments along with the concluded value for the four land parcels owned in fee 
simple.  
 

Table J-6 
Summary of Sales Comparison Approach 

Land Parcels Owned in Fee Simple 
 

Difference Average Median
Unadjusted Price per Lot $100,000 $240,000 $140,000 $165,500 $155,000
Adjusted Price per Lot $116,700 $245,148 $128,448 $180,350 $172,200

Difference Average Median
Unadjusted Price Per SF $20 $65 $44 $39 $35
Adjusted Price Per SF $24 $67 $44 $42 $43 $208,833

Range

Range

Average Adjusted $/SF based on Min Lot Size

Average Adjusted  $/Lot Based on Min Lot Size

$36

Description Land 
Area (SF) Parcel Number Address

Size
Adjustment

(%)

Concluded
Unit

Price / SF
Value

Well Site No. 2 6,553 6155-017-900 2015 E. Hatchway Street -5% 40.00$                 249,000$                   

Well Site No. 3 7,203 6154-010-900 13320 S. Willowbrook Ave -10% 40.00$                 259,000$                   

Well Site No. 4 4,934 6152-019-901 13139 S. Aranbe Avenue 0% 40.00$                 197,000$                   

Well Site No. 5 4,398 6155-005-900/901 2083 E. Stockwell Street 0% 40.00$                 176,000$                   
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K. PRIVATE EASEMENTS 

The length of the private easements is approximately 3,260 linear feet.  The easements were 
created in situations where the water utility distribution pipe was not installed under the road, it 
was installed along the rear property lines of houses that were set back-to-back.   
 
Private easements are considered partial interests whereby the landowner does not have the entire 
bundle of rights associated with the land.  In this situation, the water utility company has the right 
to access, use, maintain, and repair its pipelines as necessary for the successful operation of the 
water system.  The water utility pipelines have minimal impact on the land parcels.  Figure K-1 is 
a partial system map that identifies segments of the private easements. 
 

Figure K-1 
Partial System Map of Private Easements 

(Map Provided by Suburban Water Systems) 
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Figure K-2 includes sample excerpts from four historical residential deeds with private easements 
for water utility pipes within the Sativa Water System. 
 

Figure K-2 
Excerpt from Historical Deeds Along the System 

Tract 4265: Lots 18 and 19 in Block “E” – Easement for water and gas pipes 
(Information Provided by Suburban Water Systems) 

Tract 4265: Lots 7, 8, and 9 in Block “E” – Easement for water and gas pipes 
(Information Provided by Suburban Water Systems) 

Tract 4265: Lots 7 and 8 in Block “I” – Easement for water and gas pipes 
(Information Provided by Suburban Water Systems) 
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Tract 4631: Lots 18-19-20 in Block “O” – Easement for water and gas pipes 
(Information Provided by Suburban Water Systems) 

Since the lots are situated back-to-back and the easement is the rear two feet of each lot, the overall 
width of the private easements (two feet + two feet) is four feet.  This information was confirmed 
by the deed excerpts in Figure K-2. 
 
The total lengths of the land interests in the private easements consist of 3,260 linear feet.  To 
determine the area of the easements, we have multiplied the width by the total lengths of the private 
easements. =   = 4   3,260  = 13,040  = 0.30   
To calculate the value of these interests, we need to first calculate the value of the fee simple 
underlying land.  We have performed a sales comparison approach on vacant residential single-
family lots ready for development in order to calculate a rate of value for the underlying land.   

In Section J, we concluded a $40 per square foot rate of value for residential single-family lots 
ready for development.  Therefore, multiplying this rate of value by the area of the private 
easements results in the value of the underlying fee simple land.    (  ) = $34/   13,040 = $521,600  
Bundle of Rights 
 
An appraisal provides an opinion of value for a given interest in an asset or real property.  Different 
interests have different rights, and those rights can have significantly different values.  Sometimes 
these interests are referred to as estates.  Therefore, the appraiser must clearly and completely 
report what interest, estate, and rights have been appraised. 
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Most frequently, real estate appraisals give values in terms of fee simple interests, leased fee 
interests, or leasehold interests, and business appraisals give either undivided or partial interests.  
However, there are many interests in a piece of real property, such as: 
 

 Fee Simple Interest/Estate 
 Leased Fee Interest/Estate 
 Leasehold Interest/Estate 
 Easement 
 Right of Way 
 Appurtenant Rights 
 Condominium 
 Tenancy in Common 
 Timeshare 

 Water Rights 
 Air Rights 
 Mineral Rights 
 Transferrable Development Rights 
 Temporary/Permanent Rights 
 Undivided Interest 
 Partial Interest 
 Controlling/Non-Controlling Interest 
 Majority/Minority Interest 

 
Unencumbered fee simple ownership is the ownership most people think of when they think of 
owning an asset or real property.  This is typically how most homeowners own their home.  
Unencumbered fee simple ownership means the owner owns the full “bundle of rights” to the 
property.  The owner can occupy and use the property as the owner wishes.  The owner can rent 
out a portion of the property or rent the entire property, or the owner can sell or subdivide the 
property.  The owner can also build new improvements, modify the existing improvements, or 
even demolish everything at will.   
 
As an unencumbered fee simple owner, may: 
 

 Possess 
 Control 
 Enjoy/Use 
 Exclude 
 Dispose of/Sell 

 Lease 
 Devise by will 
 Encumber 
 Build or destroy 
 Dedicate, or give away 

 
Private ownership of real property rights is guaranteed by the US Constitution but it is subject to 
certain restrictions, known as the four powers of government.  The four powers of government are: 

1. Taxation is the right of the government to raise revenue through assessments on goods, 
products, and rights. 

2. Eminent Domain is the right of the government to take private property for public use upon 
payment of just compensation. 

3. Police Power is the right of the government through which property is regulated to protect 
public safety, health, morals, and general welfare.   

4. Escheat is the right of government that gives the state or a local government (e.g., township 
or county) titular ownership of a property when its owner dies without a will or any 
statutory heirs. 

 

Page 212



Suburban Water Systems 
Appraisal of Four Land Parcels and Certain Private Easements of the Sativa Water System 
May 24, 2021 
Page 52 

MR Valuation Consulting, LLC 

Unencumbered fee simple ownership is as pure as it gets, but it is not unlimited.  The Government 
at all levels has rights over even unencumbered fee simple estates, and they regularly exercise this 
authority.  So unencumbered fee simple ownership means only that no part of the bundle of rights 
inherent in unencumbered fee simple ownership has yet been divided off or separated, sold, given, 
or otherwise transferred to another party. 

The total range of private ownership interests in real property is called the bundle of rights and is 
known as the “bundle of rights theory.”  Imagine a bundle of sticks in which each “stick” represents 
a distinct and separate right or interest. The bundle of rights contains all the interests in real 
property, including the right to use the real estate, sell it, lease it, enter it, and give it away, and 
each “stick” can be separated from the bundle and traded in the market. 
 
Any easement on the property separates the bundle of rights.  If the property owner has an easement 
on a property, the bundle of rights has then been divided into different levels of interests on the 
property.  Depending on the type of easement and what they entail, the property owner has fewer
rights to use the property compared to a fee simple ownership. 

Table K-1 identifies how different bundles of rights can be segregated.  It also provides an 
estimated range of the percentage of fee those rights typically entail as well as examples of 
potential types of easements by category.  
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Table K-1 
Easement Matrix 

From an article titled “Easement Valuation” 
(by Donald Sherwood, SR/WA) 

 

 
 
The “Easement Valuation” article by Donald Sherwood, SR/WA is included in Appendix 3 of this 
report. 
 

Page 214



Suburban Water Systems 
Appraisal of Four Land Parcels and Certain Private Easements of the Sativa Water System 
May 24, 2021 
Page 54 

MR Valuation Consulting, LLC 

Ratio of Value of Private Easements to Value of Fee Simple Land 

These private easements would include the right to access, occupy, repair, and maintain these water 
pipes for the water utility system to operate and serve the community.  These water pipes are 
subsurface, and they do not disturb the primary activity at the larger parcels.   
 
Thus, we have concluded \the interests associated with these water pipes would be 25 percent of 
the fee of the land.  Consequently, the fee simple rights that are not owned by Sativa Water 
Company are the remaining 75 percent of the fee simple land.     = %      x Value of Easement Land     = 25%  $521,600 = $130,400 

Therefore, the value of the land interests in private easements after rounding is $130,000, as of 
April 20, 2021. 
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L. RECONCILIATION AND CONCLUSION 

Reconciliation is the final integral quality control assessment of the appraisal process before the 
final opinion of value.  In this stage, the appraiser reexamines the strengths and weaknesses of 
each value approach, the accuracy of calculations, the credibility and sufficiency of data, among 
other key factors relative to the appraisal assignment to support a credible opinion of value.  There 
are two considerations one must weigh when applying various approaches to value.   

The first consideration is that appraisers should use those approaches commonly utilized by market 
participants.  Appropriateness, accuracy, and quantity of evidence are the criteria with which an 
appraiser forms a meaningful, defensible final value estimate.  These criteria are used to analyze 
multiple value indications within each approach and to reconcile the indications produced by the 
different approaches into a final estimate of defined value.  For example, if market participants are 
primarily interested in income-earning potential, the final estimate may be closer to the conclusion 
from income capitalization than the conclusion from the sales comparison. 
 
The second consideration is that the supply of data within a sub-market, or within a particular time 
frame, may necessitate the exclusion of approaches commonly employed in the larger market or 
at different points in time.  
 
Following appropriate appraisal methodology, we have considered the three approaches to value 
and have relied upon the sales comparison (market) approach, which is the most appropriate for 
this analysis.  
 
Market Conditions – COVID-19 Effect on Economy  
 
The full economic impact of the COVID-19 pandemic is unknown as it continues to impact many 
aspects of daily life and the global economy.  Economists are upgrading their US growth forecasts 
as Covid vaccinations accelerate and after Washington enacted a $1.9 trillion relief package, 
known as the American Rescue Plan Act of 2021.  The US Federal Reserve continues to closely 
monitor the post-stimulus effect on the economy with its goals of maximum employment and a 2 
percent inflation. 
 
Goldman Sachs is calling for 2021 US GDP growth of 6.9 percent, the fastest since 1984.  For 
average Americans, this optimism signals a stronger jobs market and better prospects for 
prosperity after a dreadful 2020.  Morgan Stanley expects the US unemployment rate will drop 
below 5 percent by the end of 2021 and below 4 percent by the end of 2022. 
 
Beyond the government rescue measures, the economic outlook is getting a boost from serious 
progress in defeating the pandemic.  The acceleration in the rollout of vaccines, along with 
declining rates of deaths and cases, is raising hope that health restrictions depressing the economy 
could be lifted earlier than expected. 
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The reader is cautioned and reminded that the conclusions presented in this report apply only as of 
the effective date indicated.  MRV Consulting makes no representation as to the effect on the entity 
of this event, or any event, after the effective date. 

Conclusion 

Based on our analysis, methodology, and prevailing market conditions, the value of the fee simple 
interest in the four land parcels is $882,000 and the value of the land interests in the private 
easements is $130,000.  The effective date of the analysis is April 20, 2021.  
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APPENDIX 1 

PROFESSIONAL QUALIFICATIONS 
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Qualifications of Joseph James Calvanico, MAI, FRICS 

Joseph Calvanico was responsible for the appraisal of the four land parcels and private easements 
within the Sativa Water System and was a significant contributor to the narrative appraisal report. 
 
With over 35 years of experience, Joseph J. Calvanico is recognized as a real estate and equipment 
appraisal expert.  He has served thousands of clients, both large and small, by providing property 
tax and property appraisal consulting services. 
 
Mr. Calvanico is experienced in property valuation and taxation work involving many types of 
property, including commercial and industrial, multi-residential, and machinery and equipment.  
His work has supported matters related to financial reporting, tax documentation, bankruptcy, 
disputes, and expert testimony.  His areas of expertise include real property appraisals, personal 
property appraisals, utility appraisals, hospitality valuation, appraisals for bankruptcy cases, as 
well as property tax management. 
 
Mr. Calvanico is a former Big 4 Accounting Firm partner and has run two national practices for 
large accounting firms.  He has served as an expert witness in federal, state, and local court 
proceedings and has testified before state legislatures.  He is a frequent speaker on the subject of 
property value and property taxation and has authored over 100 articles on property value related 
subjects. 
 
Education 

 M.S. Real Estate Law, John Marshall Law School  
 B.A. Economics, University of Wisconsin-Milwaukee  

 
Designations & Accreditations 

 The Appraisal Institute, MAI, Member 
 American Society of Appraisers, ASA, Accredited Senior Appraiser 
 Institute of Professionals in Taxation, CMI, Member 
 Association of Machinery & Equipment Appraisers, CEA, Appraiser 
 Royal Institute of Chartered Surveyors, FRICS, Fellow 
 Certified General Appraiser: 

California (Temporary Licence by Reciprocity) 
Illinois 
Indiana 
Florida 
Maryland 
Nebraska 

New York 
Pennsylvania 
Texas 
Washington, DC 
Virginia 
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Leadership 
 The Appraisal Foundation, Chair Industry Advisory Council 
 RICS Midwest Chapter, Vice President of Public Affairs  
 iCAP (Iowa Communities Assurance Pool), Board of Directors 

Professional History 
 Loop Capital Financial Consulting Services, LLC 
 Madison Appraisal, LLC  
 Navigant Consulting, Inc.  
 Crowe Horwath LLP 
 Grant Thornton LLP  
 General Electric  
 KPMG LLP 
 Price Waterhouse 
 Morton Thiokol / Morton International 

 
Training 

 Conservation Easement Valuation Certificate, Appraisal Institute 
 Marine Survey & Valuation Credential, American Society of Appraisers 
 REIT School Coursework 
 Interview and Interrogation Techniques, Reid School 

 
Teaching  

 Loyola University School of Law | Guest Lecturer on Property Tax 
 Webinar Series on Property Tax | Online Instructor 
 Podcast Series on Property Tax | Online Instructor 
 Institute for Professionals in Taxation | Lecturer 
 McHenry County College | Professor Property Appraisal 

 
Recent Talks: 

 Northern California Chapter of Appraisal Institute – Fall 2014 
 
Testimony: 

 Utah Legislature | Expert Witness 
 Indiana State Tax Commission | Expert Witness 
 Federal Bankruptcy Court | Expert Witness 
 Local Property Tax Appeal Hearings Nationwide | Expert Witness 

 
Publications: 
Author of over 100 articles, including: 
 

 Economic Obsolescence of Manufacturing Facilities 
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 Useful Lives of Machinery & Equipment Employed in Salt Production  
 Economic Life of Improvements Associated with Salt Production Modified Expected 

Value Method 
 Bounty-Hunting in Property Taxation 
 Property Tax Trends – The Impact of Environmental Contamination on the Value of Real 

Estate 
 Overlooked Standard Could Save Business Taxes on Equipment 
 Perspectives in State and Local Taxation 
 The Taxing Predicament of Bank Consolidations 
 The Changing Role of Bank Branches Saving Property Tax Dollars 
 The Obsolescence Principle: A Tax-Savings Strategy 
 Determining Abnormal Obsolescence of Rural Electric Cooperatives for Property 

Taxation 
 Gimme Shelter 
 Economic Obsolescence in the Aircraft Industry Is a Company in Control of Its Fixed 

Assets? Easement Come, Easement Go 
 Madison Two Associates v. Maria Pappas 
 Using the State of the Real Estate Industry for Tax Advantages 
 The Diamond-Star Decision 
 Methods for Calculating Obsolescence 
 Property Tax Issues for Lessees 

 
Media 

 Wall Street Journal | Assessor Survey Story | 2011 
 Elkhart Times | Assessor Survey Story | 2011 
 Real Estate Publications Group | State of the RE Market | 2011 
 Rutland Vermont News | Story on Property Tax Appeal | 2003 
 Ames Tribune | Story on Property Tax Appeal | 2000 
 Practical Homeowner | Story on Value of Home Renovations | 1991 

 
Involvement 

 Infraguard | Treasurer 
 Illinois Attorney Registration & Disciplinary Commission | Hearing Board 
 MiamiCrime Commission | Board of Directors 
 YMCA Camp Duncan | Board of Directors 
 MiamiPublic Schools | Principal-for-A-Day Program 
 The John Marshall Law School – Center For Real Estate Law, Advisory Board 
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APPENDIX 2 
 

COMPARABLE SALES 
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APPENDIX 3 
 

EASEMENT VALUATION ARTICLE
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APPENDIX 4 

DEMOGRAPHICS REPORT 
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Executive Summary: 
DRP Engineering, Inc. (DRP), per the Agreement with the Los Angeles County Public Works (Public Works), has 

made a review and analysis of data supporting an opinion of the fair market value of the Sativa Water System 

(Sativa), formerly the Los Angeles County Water District (District).  Based upon our investigation of Sativa using 

industry standard valuation methods, it is our opinion that the fair market value of this water system, as of June 

30, 2019, will range from $1,500,000 to $4,500,000.  The estimated value of the water rights is about $6,000,000, 

for a total value of $7,500,000 to $10,500,000.   

The industry standard methods of valuation considered in the formation of the opinion of fair market value of 

Sativa included:  

LIMITATIONS AND CONSIDERATIONS OF THIS APPRAISAL 
The opinion of value considers all infrastructure assets and operating rights of Sativa used in its water system 

operations, and not the value of related current and long-term liabilities of the District that would be transferred 

in a sale.  In addition, these industry standard methods of appraisal cannot account for business decisions and 

variable valuations of assets by prospective bidders.  It is important to note that these considerations may 

significantly affect the total expected bid amount proposed.  The following summarize some potential examples: 

A bidder may focus primarily on the rate base (i.e. the number of potential customers and how much 

water they will purchase) in terms of net revenue over a certain period of time (maybe 20 to 30 years), 

and then subtract the expected capital improvements required during that timeframe.  This calculation 

may yield a much smaller bid (possibly similar to income approach), especially considering additional 

liabilities and loans that Sativa holds. 

Different bidders will likely take different views of water rates.  A bidder may consider holding water 

rates steady or keeping increases low.  This would reduce the potential rate base revenue available for 

capital improvements, yielding a lower bid.  The converse is also true (raising rates and increasing bid), 

but may not provide the County with a preferred outcome. 

Bidders will likely view and value the proposed improvements made by the Public Works differently.  

Bidders with nearby systems, may choose to not use the Sativa wells after pipeline improvements are 

made and supply the system through their own infrastructure.  As such, their valuation of the well 

improvements could be much lower, thus affecting the overall valuation of the system. 

The primary asset of Sativa is the water rights.  However, there are indications that the market for water 

rights may currently be a bit “soft”.  In addition, capital improvement needs in addition to loans and 

other liabilities may artificially decrease the valuation of these water rights by prospective bidders. 

The unknown nature of the Sativa condition may result in more conservative valuations of Sativa’s 

assets.   

Overall, there are many ways in which prospective bidders can consider Sativa’s assets and liabilities.  Much of 

the final amounts will rely on their consideration of water rates, required level of future capital improvements, 

ability to leverage their current assets, and valuation of water rights.  The result could be a large variation in 
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overall price proposals.  Generally, the DRP Team estimates that these considerations could result in valuations 

of the system assets as low as near zero and reduce the water rights valuation to less than $5,000,000.   

CAPITALIZATION OF EARNINGS (INCOME APPROACH) 
Under the income approach, the prospective future stream of earnings available to a regulated buyer without 

the ability to escalate the rate base (or one with that ability without the incentive to do so) was capitalized at a 

rate consistent with the rate of return available on other comparable investments.  The results of this valuation 

approach indicated a fair market value of about $1,882,000.  However, in view of the substantial asset value of 

the water rights not currently in the Sativa balance sheet assets, and large utility buyers having the ability to 

escalate the succeeding rate base with resulting higher earnings (both at this time unknowns), DRP considers 

this the weakest approach to value of the three and not a good indicator of potential selling price. 

REPRODUCTION COST NEW LESS DEPRECIATION (COST APPROACH) 
The reproduction cost new less depreciation (RCNLD) method of valuation, also known as the cost approach, is 

based on an estimate of the current cost of construction for the physical facilities of the water system, less the 

estimated actual depreciation to account for the facilities being less than new.  Additionally, separate amounts 

are added for the current market value of other assets such as land and water rights. The RCNLD of the Sativa 

system facilities, using two methodologies, including land and water rights ranges from $10,200,000 to 

$10,400,000. In considering the RCNLD, it is important to note that the comparable sales analysis indicates that a 

regulated buyer would normally not pay total RCNLD for a system. 

COMPARABLE SALES (MARKET APPROACH) 
Under the market approach, an investigation was made of the sales of other properties similar to that being 

valued and the results extrapolated to the subject property.  For any real estate or income producing property 

(including a water utility), the strongest evidence of selling price fulfilling the definition of fair market value is the 

market approach.  The six recent water utility sales analyzed in this appraisal indicate a selling price for the Sativa 

system of $2,000,000.  Including estimates for the planned Capital Improvements and the water rights, the 

estimate is about $9,694,000. 

Our research reveals that there have been six California water utility sales since 2013 sufficiently large enough to 

be comparable to the Sativa system (i.e., systems with a rate base range under the seller’s ownership of about 

$600,000 to $9.6 million).  Purchase price premiums paid over the seller’s rate base component of facilities 

transferred have ranged from 19 to 253 percent.  Four of the sales were California Public Utilities Commission 

(CPUC) regulated, both before and after sale, and two were privatization sales by municipal sellers (both of these 

latter sales by municipalities are pending approval by the CPUC). 

The pending Bellflower System sale is considered the strongest comparison with Sativa being located in the 

same groundwater basin, having a similar number of connections, and system’s current condition (close in age 

needing substantial infrastructure replacements).  Both systems also have significant adjudicated water rights 

values.   

WATER RIGHTS VALUATION 
For Central Basin water rights, it is DRP’s opinion that a sale price of $12,500 per acre-foot is reasonable.  This 

price opinion is supported by an offer by Liberty Utilities in 2018 to purchase the City of Bellflower municipal 

system.  This bid included an additional offer to separately acquire 680 acre-feet of groundwater rights in 2019 

for a price of $12,527 per acre-foot.  This price was validated using an avoided cost estimate.  The current total 

value estimated for 474 acre-feet of Sativa water rights is approximately $5,925,000. It should be noted that 
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there are some indications that the current market for water rights in Central Basin is slowing, which may affect 

this value.  

A potential issue regarding this valuation is the regulatory treatment of water rights value contained in the 

RCNLD analysis submitted in support of the purchase price.  A recent California Public Utilities (CPUC) decision 

rejected value consideration of water rights in a managed, non-adjudicated groundwater basin as part of the 

RCNLD.  Considerable weight is given to the pending Bellflower system sale as a comparable sale. While note 

expected to affect the Sativa sale, if the forthcoming CPUC decision on this sale rejects Central Basin water rights 

value as part of the RCNLD basis for price support, the impact to the opinion of fair market value expressed 

above may be substantial.  

SUMMARY OF ESTIMATES 
Table 1 provides a summary of the results of all the methods of valuation employed. 

Table 1 - Summary of Sativa Valuation 

Methods of Valuation Valuation 

1. Capitalization of Earnings   

($160,000 at a rate of 8.5%)  $1,882,000  

2. Reproduction Cost New Less Depreciation (RCNLD)   

Indexing Escalation Methodology w/o Water Rights  $2,687,000  

With Estimated Capital Improvements (a)  $4,455,825  

With Water Rights 
 

$10,380,825  

Current Unit Price Methodology w/o Water Rights  $4,271,350  

With Water Rights 
 

$10,196,350  

3. Comparative Sales   

Based on OCNLD with 6% Premium  $2,000,000  

With Estimated Capital Improvements (a)  $3,768,825  

With Water Rights  $9,693,825  

Water Rights Valuation (474 AF at $12,500/AF)  $5,925,000  

(a) Does not include Mn Treatment Costs   

Section 1 - Introduction 
DRP Engineering, Inc. (DRP), per the Agreement with the Los Angeles County Public Works (Public Works), has 

made a review and analysis of data supporting an opinion of the fair market value of the Sativa Water System 

(Sativa). It is our understanding that this valuation analysis may be used in negotiations for potential sale of the 

system.  Based upon our investigation of Sativa using industry standard valuation methods, it is our opinion that 

the fair market value of this water system, as of June 30, 2019, will range from $1,500,000 to $4,500,000.  The 

estimated value of the water rights is about $6,000,000, for a total value of $7,500,000 to $10,500,000  Note the 

limitations and  considerations discussed in the executive summary.  The following sections discuss in greater 

detail the basis for this opinion. 
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DETERMINATION OF FAIR MARKET VALUE 

As used in this report, fair market value is defined as the, “…highest price on the date of valuation that would be 

agreed to by a seller willing to sell but under no particular need or necessity for so doing, nor obliged to sell, and 

a buyer, being ready, willing, and able to buy but under no particular necessity for so doing, each dealing with 

the other with full knowledge of all the uses and purposes for which the property is reasonably adaptable and 

available” (CCP 1263.320 (a)).    

This opinion of Sativa’s value assumes the market value of the utility plant assets, easements, business franchise 

rights, going concern value, and materials and supplies.  However, the opinion does not include working funds, 

current assets, and any other investment and fund accounts of the Sativa.  Further, current and accrued 

liabilities, deferred revenues and long-term liabilities are not included.  In summary, the opinion of value 

considers all assets and operating rights of the Sativa used in its water system operations, and not the value of 

related current assets and liabilities of the District that would be transferred in a sale. 

DATE OF VALUE 

The opinion of fair market value expressed in this report is based upon a date of valuation of June 30, 2019, i.e., 

the facilities and intangible assets being valued are those, which existed as of June 30, 2019.  This date was 

chosen because of the availability of financial statements plus asset records.   

SCOPE OF INVESTIGATION 

Studies and preparation undertaken in connection with this appraisal include the following: 

1. Review of accounting records representing annual plant asset additions and depreciation, current trial 

balance sheet and income and expense statement, and other relevant financial records provided by the 

Public Works; and recent independent Auditors Financial Statements.    

2. Review of Sativa Annual Reports to the State Water Resources Control Board, Division of Drinking Water 

(SWRCB) for years 2014 through 2018 as submitted by Sativa; Consumer Confidence Reports to customers 

prepared by Sativa for years 2014 through 2017; recent water qualify data and an interview of Mr. Russ 

Bryden, Assistant Interim Administrator, in order to gain an understanding on the current status of 

operations, water quality and resources, system condition, ratepayer satisfaction and growth, and related 

issues.  

3. Field visit to the service area of Sativa in order to view aboveground system components and service area 

characteristics with assistance from Mr. Jose Molina, system operator, and Mr. Bryden. 

4. Review of records maintained by the SWRCB in its Glendale office including engineering reports to 

support potable water supply permit and amendments, sanitary survey inspection reports, and other 

records supplied by the Board.  

5. Review of Sativa Water Master Plan prepared by CivilTec Engineering, Inc.; fire hydrant tests; modeling 

study report; water quality action plan prepared by the Water Replenishment District of Southern 

California (WRDSC) on behalf of Sativa; real estate parcel records; and other asset evaluation records. 

6. Review of DRP Water System Evaluation Report prepared with assistance from Stetson Engineers, Inc. 

7. Review and analysis of water rights sale and lease records obtained from the WRDSC, administrator of the 

Central Basin Watermaster, in order to derive an opinion of Central Basin groundwater rights.  This task 
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also included conversations with individuals familiar with this market and research on municipal council 

meeting agenda attachments to obtain data. 

8. Estimation of the rate base that would be expected to be allowed by the California Public Utilities 

Commission (CPUC) in determining the amount of investment returns, which would be allowed on these 

facilities under private ownership. 

9. Performance of a capitalization of earnings study for purchasers subject to CPUC regulation. 

10. Investigation of sales of those systems identified to be comparable to this system, including a review of 

data and proceeding records contained in the files of the CPUC for selected sales. 

11. Derivation of the reproduction cost new less depreciation (RCNLD) estimate for the water system assets 

utilizing District asset records escalated by use of either the Handy-Whitman Index of Municipal Water 

System Construction, or US Department of Labor Consumer or Producer Price Indexes; and anticipated 

depreciation accruals based on experience obtained by DRP in preparing many RCNLD studies of similar 

properties. 

QUALIFYING CONDITIONS 

The opinion of value expressed in this report is subject to the following qualifying conditions: 

1. The valuation assumes good and clear title to the property and facilities being valued.  Further, it is 

assumed that a purchase of the system would be on an all-cash basis.  Any assumption of the two existing 

long-term debts as part of the sale financing, or payoff by the seller with sale proceeds would not be 

expected to change the opinion of fair market value. 

2. The facilities included in the appraisal are dedicated to the provision of water service to Sativa ratepayers, 

and their acquisition by a regulated purchaser (other than a public agency or mutual water company) 

would be under the regulatory jurisdiction of the CPUC.  It is also assumed that a purchaser, either a public 

agency, mutual water company or private investor, would be able to obtain a permit from the SWRCB in 

order to operate the water system. 

3. The information and data reported in connection with this appraisal have been obtained from sources, 

which are deemed reliable and, after review, are believed to be substantially correct.   

4. DRP has no present or prospective direct or indirect financial interest connected with any of the parties 

involved with this utility, and its employment in preparing this appraisal report is not in any manner 

contingent on finding of any specified or implied values, or otherwise contingent on anything other than 

the preparation of this opinion. 

5. This report and supporting analyses are limited to the derivation of an opinion of fair market value of the 

system.  No analyses or opinions are expressed with regard to what a detailed due diligence investigation 

might reveal such as condition of title, status of facility easements, risk of hazardous waste exposure or 

contamination, conformance with operating regulations and laws, facility construction violations and 

similar issues. 

6. A potential issue regarding this valuation is the regulatory treatment of water rights value contained in 

the RCNLD analysis submitted in support of the purchase price.  A recent CPUC decision rejected any 

value consideration of water rights in a managed, non-adjudicated groundwater basin as part of the 

RCNLD.  The pending sale price (discussed below) of the City of Bellflower system contains an allocated 

portion to Central Basin water rights.  This appraisal analysis includes an estimated fair market value of the 

system including substantial value of these adjudicated rights (which have an active sale market separate 

from land or system attachment).  Considerable weight is given to the pending Bellflower system sale as a 

comparable sale.  While not expected, Iif the forthcoming CPUC decision on this sale rejects Central Basin 
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water rights value as part of the RCNLD basis for price support, the impact to the opinion of fair market 

value expressed below may be substantial. 

MEHTODS OF APPRAISAL 

The methods of valuation considered in the formation of the opinion of fair market value of Sativa included 

capitalization of earnings (income approach), reproduction cost new less depreciation (cost approach), and 

comparable sales (market approach). 

UTILITY REGULATION 

The primary regulatory agency that exerts jurisdiction over the Sativa system operations is the SWRCB.   Also 

essential to consider in this valuation as a regulatory agency is the CPUC, which exerts regulation over potential 

investor owned utility purchasers of the Sativa. 

California Public Utilities Commission (CPUC) 

The CPUC has jurisdiction over privately owned water utilities in the state including regulation of rates, financial 

practices and operating adequacy.  Currently, as a publicly owned system, Sativa is not under the jurisdiction of 

the CPUC. However, CPUC policy regarding the acquisition of water systems by regulated investor owned water 

companies should be considered when estimating the potential fair market value of the Sativa.  Relevant CPUC 

policy is discussed below.   

State Water Resources Control Board (SWRCB) 

The Sativa system is also under the regulatory jurisdiction of the Glendale office of the SWRCB.  The agency 

provided many regulatory files in response to a data request for our review. 

Section 2 – Description of the System  
Sativa was formed in 1938 as a special district under the County Water District Act (Water Code 3000 et seq.).  

Sativa provides retail water service to an approximately one-half square mile area in the Willowbrook 

community of unincorporated Los Angeles County and a portion of the City of Compton. The Sativa service area 

consists of essentially all single-family residential land use and is almost totally built out.  There are currently a 

recorded 1,642 residential and one commercial service connections serving a population of about 6,800 people. 

Service is provided through approximately 49,000 feet of distribution mains in one pressure zone, almost all of 4- 

to 6-inch diameter asbestos cement delivered from two Central Basin groundwater wells. Sativa owns 474 acre-

feet of allowed pumping allocation in the Central Basin required for groundwater production. Minimal storage is 

contained in four 10,000-gallon hydropneumatic tanks (3 operational).  The system also contains 58 fire hydrants 

of 4- and 6-inch size.  Sativa is operated from one two-story block office building and owns a variety of office and 

maintenance equipment plus vehicles.  A detailed inventory and system evaluation report has been prepared by 

DRP to accompany this valuation report to further describe the system and needed improvements.  

Customers of Sativa historically have observed episodes of “brown water” coming out of their faucets.  Water 

quality sampling has indicated there have been secondary water quality violations related to the discoloration of 
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the water and the presence of manganese.  There have been numerous occurrences of brown water events with 

associated ratepayer complaints.  With the exception of the physical characteristics, the water quality in the 

Sativa system has been in compliance with water quality standards.  Total dissolved solids reported in past 

recent testing have averaged 370 mg/l or less (compared to the first tier standard of 500 mg/l).  Hardness has 

been detected at 210 to 250 mg/l.  No violations of trace organic or inorganic chemicals have occurred.   

In addition, Sativa has been cited by the State Water Resources Control Board – Division of Drinking Water 

(DDW) for not having adequate water pressure and flow required for firefighting.  Also mandated for correction 

is the insufficient storage and production capacity to meet emergencies and peak hourly flow.  DDW has 

expressed concerns regarding Sativa’s ability to maintain its pipes and related infrastructure.  To ensure that 

customers of Sativa have access to safe and clean water, the State of California passed legislation for Public 

Works to take over administration and operation of Sativa until a new, long-term water provider is identified.  In 

addition, the Local Agency Formation Commission of Los Angeles (LAFCO) has completed the formal process of 

dissolving Sativa. 

Sativa has recently secured funds from the State Revolving Fund to rehabilitate the well casings, replace well 

mechanical (downhole and top side) and electrical systems, convert the gas chlorination systems to hypochlorite 

tablet, and install a SCADA system for Wells 3 and 5.  Funding for this work will come from an Integrated 

Regional Management grant.  The total estimated cost for these improvements in approximately $1,700,000.  It 

is believed that any infrastructure improvements accompanied by grant forgiveness at the time of system sale 

will result in an equal increase in fair market value.  In addition, Public Works has applied for a grant to install a 

Manganese Treatment System at Well 5.  Additional detail regarding these improvements at provided in 

subsequent documents prepared for the RFP. 

The Sativa system also has two long-term loans in approximate amount of $2.9 million.  One of these debts is 

owed to the County of Los Angeles for an estimated amount of $1,400,000; the other is a private bond in the 

approximate amount of $1,620,000.  Note that approximately 570,000 of these bond funds are unused.  Other 

debts and agreements are detailed fully in the Bidder’s Notebook prepared as part of the RFP..  This appraisal 

opinion is given without consideration of any loan payoff or assumption. 

Section 3 – Comparable Sales 
A comparable sale is a sale of property, the price of which will shed light on the value of the property being 

appraised.  Although, there is never a completely “comparable sale”, based on knowledge and experience 

gained in appraising water utility facilities, it can be stated generally that market sales of water systems follow 

the same economic principles of supply and demand as other market transactions.  This can provide a basis for 

making an estimate of the fair market value of water system facilities being valued.  In appraisal practice there 

are several characteristics of a transaction, which are typically considered in evaluating whether a transaction is a 

“comparable sale”. 

Characteristics of Comparable Sales 

Among the characteristics considered for selecting comparable sales are: 
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All of the sales considered as being comparable were sales of water system facilities, which following transfer 

were under the regulatory jurisdiction of the CPUC.  All of the utility properties sold deliver water for domestic 

and associated commercial use through distribution systems consisting of pipelines and appurtenant 

equipment.  After sale, the facilities were all governed by the rules of the CPUC (research indicated that no recent 

large California water system sale occurred to a public agency not under the jurisdiction of the CPUC).  Most 

importantly, the rate setting procedures and the determination of return on invested capital would be similar for 

all of these properties for the purchasers.  Further, in the case of a potential public agency purchaser not under 

CPUC supervision, such a buyer would be in the same market with potential regulated purchasers and would 

likely develop insights on current water system values from the same recent market transactions (not unlike the 

market completion occurring between Central Basin water rights transfers involving both public agencies and 

regulated utilities).  Consequently, it is concluded that for all of the sales we have considered, the character and 

use of the property following sale are sufficiently similar to that of the property being appraised that the sales 

can be considered as comparable.   

From the standpoint of size, adjustments have been made for the differences between various sales by 

expressing the sales price as a percentage of rate base (or depreciated original cost in the case of municipal 

systems including Sativa), or RCNLD under the seller’s ownership, rather than making a primary comparison of 

actual dollar amounts paid.  Further, only sales of facilities having rate bases of sufficient magnitude were 

considered.  For this appraisal, a sale range was considered for utilities having rate bases in the range of 

approximately $600,000 to $9.6 million. Hence, it is considered that from the standpoint of size, the sales we 

have utilized are comparable. 

All of the comparable sales considered are utilities within the State of California and following sale were under 

the regulatory jurisdiction of the same regulatory agencies.  The CPUC utilizes the same procedures and criteria 

for setting rates and for determination of allowable rates of return throughout the state.  Further, for all selected 

system transfers, either under private or public ownership, water quality and operational regulations are applied 

by the SWRCB.  Accordingly, any sale taking place within the State of California can be considered as sufficiently 

close in location to the property being valued to be a comparable sale. 

The last characteristic to be considered is the date when a sale took place in relation to the date of value 

applicable to this analysis.  In order to sufficiently analyze the utility market for system facilities of comparable 

size, we have reviewed sales occurring from 2013 through the date of this report.   However, the price paid for a 

system was not used alone in this approach to value but also a review of the price paid as percentages of the 

rate base and RCNLD were used to determine value.  Therefore, it is considered that the earlier sales are 

sufficiently close in time to the date of value of this analysis to provide meaningful data for comparison 

purposes.  Before analyzing comparable sales it is necessary first to derive a potential imputed rate base 

(OCNLD) for the Sativa system, which is utilized as a comparable sale parameter. 



 WATER SYSTEM APPRAISAL 

Page | 11  

ESTIMATED RATE BASE 

The operations of an investor owned water utility in California including earnings are required to be regulated by 

the CPUC if charges are applied to water deliveries.  The Sativa system is currently not under CPUC jurisdiction in 

view of its operation as a publicly owned water system.  However, it is likely that the majority of potential 

purchasers will be under CPUC regulation.  Under the policies of the CPUC, a utility’s earnings are designed to 

yield a fair rate of return on the capital invested in the facilities by the owners of the utility.  This invested capital 

is referred to as rate base. 

The rate base, which may be expected to be allowed for facilities owned by an investor-owned utility by the 

CPUC is normally made up of the following elements: 

1. The historic capital costs of the facilities comprising the utility plant which remain in service; 

2. A deduction for the accumulated depreciation applicable to the foregoing facilities computed in 

accordance with the policies of the CPUC; 

3. Deductions for that portion of the utility plant financed by means other than investment by the utility 

owner.  These deductions include contributions in aid of construction, or “CIAC” (on the basis of the 

depreciated value of the facilities represented by these contributions) and unreimbursed advances for 

construction remaining on the books at the time of computation of the rate base; 

4. Deductions for any portions of the depreciated costs which represent an imprudent expenditure of funds, 

including money used for facilities not used or useful in supplying the water system demands or for over 

design of the system; 

5. Allowances for working cash and for materials and supplies; 

6. An allowance for the given rate making unit’s pro rata share of common plant (such as a utility’s general 

offices) in the case of larger water companies owning multiple water systems. 

Several of the above items, including investment by others and common plant, although they would typically 

make up a part of the rate base, do not relate to the property being valued in this report. 

Estimated Existing Rate Base of Sativa Water System 

In order to perform a comparable sales analysis for the Sativa system potentially to be acquired by a purchaser 

under the regulation of the CPUC, it was necessary to first establish an estimated current imputed rate base for 

the system facilities potentially to be purchased at the date of value (June 30, 2019).  Table 2 presents our 

assessment of the potential utility plant component of rate base (representing that portion of the rate base 

being considered for sale) in the amount of $1,883,805 for the water system facilities as of June 30, 2019.  The 

sources for this rate base estimate include the following: 
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A new rate base would be recognized by the CPUC in a sale approval proceeding equivalent to the purchase 

price paid for the system.  However, the current rate base before escalation is a parameter that a buyer would 
take into account in determining the price of the system to offer. 

Theoretically, a large Class A or B regulated utility buyer (over 10,000 and between 2,000 and 10,000 

connections, respectively) could request from the CPUC a stepped up rate base based on a purchase price above 

the existing rate base in accordance with CPUC policy.  This possibility is discussed below following the 

presentation of recent comparable sales. 

 

TABLE 2 - POTENTIAL ESTIMATED UTILITY PLANT COMPONENT OF RATE BASE 

SATIVA WATER SYSTEM (APRIL 30, 2019) 

Account No. Description Amount ($) 

303 Land 154,511 

304 Structures 329,549 

307-311 Wells and Pumping Equipment 1,095,649 

317 Other Source Plant (Paulsen Conn.) 159,306 

331 Water Mains 775,928 

333 Services 53,920 

335 Hydrants 6,722 

340 Furniture & Office Equipment 83,422 

341 Transportation Equipment                        77,315 

339 Other Maintenance Equipment                      179,390 

 Subtotal, Utility Plant in Service $2,915,712 

108 Depreciation Reserve (1,246,902) 

 Subtotal, Depreciated Utility Plant    $1,668,810 

151 Plus, Materials and Supplies                       43,734 

105 Plus, Deferred Capital Charges                      171,261 

 Utility Plant Component of Rate Base $1,883,805 

Public Water System Investment And Consolidation Act Of 1997 (SB 1268) 

In 1997, the Public Water System Investment and Consolidation Act (Act) was signed into law (codified in Section 

2720 of the Public Utilities Code).  There are three major elements to this legislation, only one of which is 

pertinent to this study.  That element addresses sales of water utility property to regulated buyers of water 

systems and the associated recognition of rate base by the CPUC.  This appraisal study takes into account the 

results of this legislation, as discussed below. 

COMPARABLE UTILITY SALES 

The specific utility sales considered in this analysis are those meeting the following criteria (in addition to the 

earlier criteria stated): 
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Sales representing arm’s length transactions; 

Sales which were limited to utility property (i.e., the sale did not include significant other non-utility 

property); 

Sales which did not involve any other special circumstances which would cast a doubt on their validity as 

an indication of what would happen in a normal market transaction; 

Sales of complete water systems (either a complete water company or a separate operating system of a 

company). 

Utility Sales To Regulated Buyers 

Our research reveals that there have been six California water utility sales since 2013 sufficiently large enough to 

be comparable to the Sativa system (i.e., systems with a rate base range under the seller’s ownership of about 

$600,000 to $9.6 million).  Purchase price premiums paid over the prospective rate base component of facilities 

transferred have ranged from 19 to 253 percent.  As shown in Table 3, four of the sales were CPUC regulated, 

both before and after sale, and two were privatization sales by municipal sellers.  The last three sales (Hillview, 

Perris and Bellflower are still pending approval by the CPUC). 

TABLE 3 - SUMMARY OF DATA ON SALES OF CALIFORNIA WATER SYSTEMS 

System Purchaser Year 

Rate Base 

Component of 

Facilities 

Transferred 

Purchase Price 
Percent 

Premium 

Sales to Regulated Buyers 

Rural Water Company  
Golden State 

Water Co.  
2013 590,000 1,700,000 (a) 188 

Meadowbrook Water 

Company 

Cal-Am Water 

Co. 
2014 1,904,000 3,902,000 105 

Rio Plaza Water 

Company 

Cal-Am Water 

Co. 
2016 509,000 (b) 1,796,000 (a) 253 

Hillview Water 

Company 

Cal-Am Water 

Co. 
2017 2,690,000 (c) 7,470,000  178 

City of Perris  

Municipal WS 

Liberty Util. 

Corp. 
2017 9,635,000 (e) 11,500,000 19 

Bellflower Municipal WS 
Cal-Am  

Water Co. 
2018 6,837,000 (e) 17,000,000(a) 149 

(a)  Includes allocation to water rights value. 
(b)  Imputed rate base from 2017 test year and income based on rate of margin. 

(c)  Imputed rate base from 2015 test year and income based on rate of margin. 

(e)  Estimated only. 

Rural Water Company 

The first sale in Table 2 is the agreement for the sale of the assets of Rural Water Company (Rural) to Golden State 

Water Company (GSWC), a subsidiary of American States Water Company, executed on June 12, 2013.  The 

application for CPUC approval was filed on October 10, 2013; followed by a settlement agreement in July 2014.  

The CPUC approved the settlement agreement and sale in 2016 (D.15-06-049).  The settlement agreement was 

uncontested.  Rural Water Company serves about 950 customers in, or near Arroyo Grande, San Luis Obispo 
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County.  Annual revenues are about $917,000.  Rural also included a sewer utility serving the same customers.  

The sale did not include the sewer utility.   

GSWC is the second largest regulated water utility in California, and the third largest in the U.S. by market 

capitalization.  GSWC proposed to add Rural to its Santa Maria service area, composed of five non-contiguous 

systems, the nearest of which is only six miles away. Service includes customers located in all or portions of the 

cities of Santa Maria and San Luis Obispo, and in the wider areas of Santa Barbara and San Luis Obispo counties.   

This service area serves about 13,500 customers before combining with Rural.   

The seller of Rural was Charles Baker, the sole stockholder, who had been operating the system since 1988.  On 

account of his age (80s) and health, he made the decision to sell the system. The system has 11 active wells with 

a combined capacity of 1,318 gpm, 5 storage tanks with a combined storage capacity of 1.2 million gallons (mg), 

and in excess of 66,000 feet of distribution mains.  Most of the facilities were constructed after 1983.  An RCNLD 

appraisal, performed by Kennedy Jenks, indicated a value of about $25 million.  Rural’s water quality is 

reportedly meeting standards. 

The purchase price was $1.7 million cash.  GSWC proposed to add $375,000 of the purchase price to the utility’s 

general office rate base (with the rate of return and depreciation revenue requirements allocated to all service 

areas of the company- the general office allocation was to be depreciated over 8 years).  The remaining purchase 

price of $1,325,000 was proposed to be added to the Santa Maria service area rate base.  Initial rates were the 

existing Rural rates until new rates were adopted for the Santa Maria service area (with an ongoing currect rate 

case).   The estimate of rate base for Rural in the application for sale approval was approximately $590,000 

indicating a sales price premium of about $1,110,000 or 188 percent.   

One consideration which makes this sale different from most is the amount of contributed facilities.  Rural had 

an estimated $2.3 million of CIAC which, as stated below, the CPUC indicated may be compensated in whole or 

part in a proposed sale on a case by case basis. 

Monthly customer rates for the Santa Maria district are about 35 percent higher than Rural’s, but the latter’s 

volumetric rates are greater by 10 to 15 percent.  For a customer with a minimum 5/8-inch meter and 20 ccf 

(hundred cubic feet) usage, rates are close to unchanged ($52.49 for a Rural customer, versus $53.05 for a GSWC 

customer, a difference of only about 1 percent, with GSWC rates pending adoption in the ongoing rate case).  

Customers with lower usage would see higher bills; customers with higher usage would see lower bills.  The 

active rate case was also targeting higher rates for 2017 and 2018 by 4.2 and 4.0 percent respectively. 

In the settlement agreement between the state’s utilities and the CPUC following the passage of SB 1268 in 1998 

(D.99-10-064) regarding how to handle future proposed sales, the CPUC stated it would consider inclusion of 

CIAC as compensable property on a case by case basis (that is, allow the price paid for such purchased 

contributed facilities to be included in the buyer’s rate base).  This is the first sale approval since that time where 

the CPUC cited CIAC as a justification for approving a high sale premium.  In the most recent sale proceedings, 

the CPUC appears to have become much more favorable in approving proposed sales in order to accomplish 

consolidation of the smaller water companies into the ownership of the largest Class A utilities in accordance the 

CPUC’s 2010 Water Action Plan.  The recent Meadowbrook sale decision (see below) also provided in the 

settlement agreement an allowance for California American Water Company (Cal-Am) to classify a portion of the 

sales price as a contribution by the company subject to refund by the ratepayers.  

Meadowbrook Water Company 

On December 21, 2015 Cal-Am filed an application (A.15-12-016) to acquire the stock of Meadowbook Water 

Company (Meadowbrook) providing service to approximately 1,700 customers in Merced County (located 

approximately 125 miles north of Sacramento).  After negotiations between involved parties (not including area 
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public agencies or ratepayer groups, except as represented by the CPUC’s Public Advocate’s Office) a settlement 

agreement was signed.  Subsequently, in December, 2016, the CPUC approved the settlement agreement and 

proposed sale (D.16-12-014).  Meadowbrook was started by a building contractor in the 1950s to serve a 

residential development which today includes about 1,600 residential customers and 100 commercial 

connections.  Service is provided through three wells controlled by hydropneumatic tanks, approximately 

106,000 feet of cement asbestos pipe (almost all of which is 4- and 6-inch diameter), a SCADA system and VFD 

controls on all motors.  All connections are metered.  No compliance orders are outstanding.  The total RCNLD 

for the system was estimated to be about $22 million. 

The settlement agreement provided for a $4.0 million purchase price consisting of a  $3,425,000 addition to rate 

base (added to the Sacramento District rate base of Cal-Am) plus $575,000 included as a contribution in aid of 

construction, which Cal-Am will not be able to earn a rate of return.  However, the seller received the full amount 

of $4.0 million as the sale price.  The $575,000 portion was to be paid off by the Sacramento District ratepayers as 

a 36-month surcharge.  The existing rate base for the Meadowbrook system, based on the 2014 Annual Report 

(as of December 31, 2014), was $1,904,000, plus net current assets (current assets less current liabilities) of about 

$98,000 resulting in a total seller’s asset balance of about $2,002,000.  This resulted in a premium paid for the 

rate base of approximately 105 percent (making an adjustment for $98,000 of the purchase price being paid for 

net current assets).   

The CPUC approved this settlement which was almost twice the highest premium approved historically.  This is 

also believed to be the first time ratepayers from another District are required to pay for contributed system 

investment in an acquisition from another area.  Based on the submitted public information, it is unclear how 

rates will be affected from this transaction.  It appears Meadowbrook customers may have incurred a 40 percent 

or higher increase in average bills. 

Rio Plaza Water Company 
In 2016, Cal-Am proposed the acquisition of the stock of Rio Plaza Water Company in Ventura County, northeast 

of the City of Oxnard.  The sole owner wished to sell the system on account of age and his desire to retire.  This 

system serves approximately 520-metered connections including seven commercial or institutional customers 

and the remainder residential.  The system relies on two groundwater wells, one booster pump station, two 

reservoirs and about 20,725-feet of distribution mains, primarily 4- to 10-inch diameter asbestos cement. It is 

believed the system was constructed between 1956 and 1961. The system is in compliance with drinking water 

standards and has adequate source capacity to serve its customer base.  The buyer also owns a large system 

serving the City of Thousand Oaks located about 20 miles away.   

Cal-Am proposed to pay $1.75 million plus assumption of about $46,000 in current liabilities net of current assets 

for this system to be operated as a standalone rate district.  The rates at the time of sale were based on a return 

to margin basis as the existing rate base was on the order of $431,000.  Imputing a comparable rate base based 

on the recently authorized projected net income and recommended average rate of return for Class C utilities in 

2017 of 10.5 percent results in an amount of $509,000.  Accordingly, Cal-Am proposed to acquire this system for 

a rate base premium of about 253 percent. The claimed submitted RCNLD for this system was $2,562,401 of 

which $1,155,000 was attributed to water rights in a public agency managed groundwater basin.  The decision 

approving this sale (D.19-04-015, April 25, 2019) excluded the estimated value of water rights from the RCNLD 

estimate by the proponents.  Therefore, the associated recognized RCNLD for this system was estimated to be 

$1,407,401, well under the adopted purchase price. 
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Hillview Water Company 

The last sale of an existing CPUC regulated system on Table 2 is the proposed acquisition by Cal-Am of the 

Hillview Water Company (Hillview) located in Madera County.  The stock purchase agreement for an amount of 

$7,479,459 (includes assumption of company debt as reported by the buyer) was dated October 5, 2017.    This 

purchase price reflects a premium above the inputed rate base of about 178 percent.  Hillview initiated water 

service in 1961 and now serves approximately 1,150 residential customers in six separate operating systems.  

Water quality continues to be an ongoing problem with arsenic, uranium, iron and manganese needing 

expensive removal treatment.  The system has been classified as an “Inadequately Operated and Maintained 

Small Water Utility” on account of several outstanding compliance orders issued by the SWRCB.  This designation 

provides several incentives to an acquiring large water utility (including the authorization to establish 

memorandum accounts to recover the cost of future unanticipated repair expenses up to seven years and 

recover sale transaction costs).  The system is being sold by several children of the founder’s family, one of which 

has been the sole general manager and is nearing retirement age.  

Total main footage in the four service areas is about 322,000-feet, varying is size from 1- to 12-inches in diameter 

and comprised mainly of polyvinyl chloride.  Water production is from 29 small capacity wells distributed 

through 45 tanks with a combined capacity of 2.3 mg.  The estimated RCNLD of this water company, submitted 

with the sale application, is in excess of $30 million.  This proposed purchase is currently being processed by the 

CPUC. 

City of Perris Municipal Water System 

The last two proposed sales are privatization sales of municipally owned systems to CPUC regulated buyers.  The 

first in 2017 is the proposed purchase of the City of Perris water system by Liberty Utilities (Park Water) Corp.  

This system consists of two separate areas, the downtown area with about 2,374 connections and the North 

Perris system (the former McCanna Ranch Water Company) with approximately 1,367 connections, together 

serving an estimated 3,741-metered customers (3,385 residential and 356 commercial).  The purchase price is 

$11,500,000, all cash.  The City Council and customers voted to privatize the system on account of the water 

enterprise being in debt and the continuing annual operating deficits.  Annual future water rates will be limited 

for 10 years to the greatest of 3.3% or annual increases in Eastern Municipal Water District (EMWD) water service 

rates which agency serves the remainder of the City of Perris service area.  Current rates will be retained after the 

sale without substantial increase.  This proposed sale is pending approval by the CPUC. 

The North Perris system relies almost entirely on four groundwater wells, with one imported water connection 

being available for deliveries from EMWD.  Groundwater quality is very good for this system with no regulatory 

notices or deficiencies except for minor monitoring violations (for either water qualify or operations).  This 

system is of recent construction with all of the facilities constructed in 2003 (accordingly, about 12 years old at 

the time of the sale contract).  Pipelines, totaling about 50,000 feet, vary from 8- to 16-inch diameter, believed to 

be all PVC.  Other facilities include two steel reservoirs, each 0.5 mg, one booster station with four variable speed 

pumps (7.5 to 125 hp), telemetering and backup generation.   

The downtown system is older with many facilities extending to 60 years of age.  The majority of remaining 

construction occurred in the 1980s and 1990s.  The water supply is primarily imported water from EMWD 

delivered through five interconnections, with the remainder produced from two wells.  However, the water 

quality supplying these wells is very high in total dissolved solids and hardness requiring blending before 

distribution.  No other water quality issues were identified for this system.  Pipelines, totaling about 206,000 feet 

consist of a large amount of asbestos cement, 4- to 12-inch diameters, as well as PVC.  There is also a small 
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amount of 2-, 12- and 14-inch steel pipes.  Other facilities include one pump station (1,000 gpm) and two steel 

reservoirs (1.0 and 1.25 mg). 

An RCNLD study by Stetson Engineers, Inc. for all facilities serving the Perris customers (exclusive of land, water 

rights, organization expense and going concern value) totaled approximately $22.9 million.  On account of City 

financial statements combining the water and sewer system facilities, an analysis was made of the Stetson 

RCNLD facility estimates utilizing the Handy-Whitman Index of Water System Construction to derive the 

estimated original cost depreciated values for the proposed transferred water system facilities.  This analysis 

estimated an OCNLD amount for the Perris system of $9,635,000, indicating a premium of approximately 19 

percent is being paid by Liberty.    

Bellflower Municipal Water System 
Finally, the most recent proposed purchase is the pending acquisition by California American Water of the City 

of Bellflower (Bellflower) municipal water system filed with the CPUC for approval in September 2018.  An 

amount of $17.0 million is being offered to the City to transfer the system.  This system was acquired by the City 

from Peerless Water Company in 2007 at a cost of $5.8 million.  Bellflower made the decision to privatize the 

system on account of the need to provide frequent annual operating subsidies from the City’s general fund ($2.7 

million since acquisition) and the results of master improvement planning indicating the need to expend over 

$20 million in the coming near term.   

The Bellflower system serves about 1,827 connections, almost all residential, representing about 10 percent of 

the City’s residents.  Water production is entirely groundwater obtained from one high capacity well constructed 

in 2012.  The system is comprised of about 78,000 feet of pipelines, ranging from 2- to 12-inch diameter with the 

majority over 50 years of age.  The system is not capable of providing adequate fire flows in some areas.  The 

entire ratepayers are metered.  However, storage is minimal provided only by three 3,000-gallon 

hydropneumatic tanks located at three low capacity backup wells.  The CIP schedules $2.2 million for storage 

installation.  Water quality is very good with no issues (other than the detection of 1,4-Dioxane, an unregulated 

trace organic chemical, exceeding the notification level in 2015 in one of the wells).  The system has no current 

or recent compliance orders from the SWRCB.  Bellflower also owns 700 acre-feet of Central Basin water rights to 

be sold with the system to meet annual customer demand.  Cal-Am valued these rights at a replacement value of 

$9.1 million ($13,000 per acre-foot).   

A CPUC decision on the Bellflower sale for approval is not scheduled until the last quarter of this year.  However, 

the CPUC Public Advocates Office (PAO) is protesting the application on the amount of rate base requested, 

based on its assertion that the price per connection is two to four times as high as all sales from 2016 to present 

and the purchase price is the second highest in the last 20 years.  It should be noted that the City received three 

other bids for the system including an amount of $3.0 million from California Water Service Company, $12.26 

million from Liberty Utilities (including $4.0 million for the system infrastructure plus water rights); and $14.5 

million from Golden State Water Company.  

Mesa Crest Water Company 
It should also be noted that a review was made of the pending sale of Mesa Crest Water Company, located in La 

Canada, Los Angles County, to Liberty Utilities (Park Water Company).  However, this sale violates the definition 

of fair market value in that the seller is under a CPUC directive to sell the system to a larger Class A utility as a 

settlement to a regulatory proceeding investigating the financial and operating practices of the current owners.  

This investigation was brought by the CPUC Consumer Protection and Enforcement Division.  The owners were 

also under a CPUC directive to show cause why the Commission should not petition the state Superior Court to 
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appoint a receiver for Mesa-Crest.  Clearly, the seller is under a compulsion to sell which the fair market value 

definition requires the seller not to be.  Also, as a part of this appraisal, review was made of the pending 

acquisition of Fruitridge Vista Water Company in Sacramento by Cal-Am Water Company.  However, this 

proposed acquisition for almost 5,000 connections for a purchase price in excess of $20 million, without water 

rights value, is considered to be too large to include in the comparable sales group. 

Utility Sales to Non-Regulated Buyers 

No sales to non-regulated buyers meeting the definition of fair market value were identified.   It is unknown if 

there are currently such likely potential buyers of the Sativa system.  However, any such sale, which might occur 

to a public agency buyer in the near future would most likely take place at a price very close to the one reached 

by considering the market sales for regulated buyers.   

ANALYSIS OF MARKET SALES 

Each of the sales in Table 2 was reviewed regarding system condition, service problems, service area growth 

potential, sale price and terms, rate impacts following sale, water rights value, RCNLD and other factors and 

circumstances (see Appendix 1).  

Prior to the passage of SB 1268 in 1997 (the Act, referenced above), sales of utility properties subject to 

regulatory jurisdiction could be expected to take place at prices close to or at a moderate premium over the rate 

base of the subject utility system.  As a matter of prior CPUC policy, the amount paid in excess of the derived rate 

base from historical investment was not allowed to be accounted for in the rate base established by the new 

owner.  The sale of a utility could be expected to be at a premium when the system was in very good condition, 

had good growth potential in the service area, and a strong anticipation by the purchaser of earnings stability 

and growth.  Conversely, a utility without these characteristics could be expected to sell at a price very close to 

historic rate base.   

SB 1268 required the CPUC to recognize the fair market value paid for a utility up to RCNLD as the succeeding 

rate base.  In selected cases, even prices above the RCNLD could receive CPUC approval if they were considered 

fair and reasonable.  The Act outlines criteria to apply in determining whether or not the sale complies with this 

standard.  However, the legislation continued to authorize the CPUC to have powers of disapproval over any sale 

not in the public interest (which did occur in the proposed purchase of Peerless Water Company by Southern 

California Water Company disapproved by the CPUC in 2001 finding that the proposed new rate base was 

unreasonable and unfair considering the future benefits received).  Previous CPUC decisions have put buyers 

and sellers on notice that sales with significant potential rate increases would not be acceptable.   

The above discussed sales to Class A utility buyers are examples of large regulated utilities paying significant 

premiums over net book value (105 to 253 percent) and having the premiums subsequently recognized by the 

CPUC in the rate base following acquisition.  Pending approval are three additional proposed transfers with 

prices ranging from 19 to 149 percent.  Two of these three proposed sales involve municipal sellers 

(privatization).  Following the passage of the Act, the CPUC reached a settlement agreement with large utilities 

on guidelines to process proposed sales (D.99-10-064).  Article 4.01 of the settlement approval guidelines 

specifically exempt the requirement for a large regulated utility to obtain CPUC approval for acquisition of a 

municipal system, although rates to be applied to the succeeding ownership do require CPUC approval (rates 

are limited to either the buyer’s nearby system, the seller’s existing system, or lower than both as per Art. 4.02).  
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Nevertheless, as noted above, in the pending sale approval process of the Bellflower system, the PAO is 

opposing the high price of this municipal system sale, requesting that the CPUC reduce the rate base to a more 

reasonable level.  

It is believed the Sativa and Bellflower systems are the oldest operating systems among the comparable system 

sales.  The others all have significant proportions of infrastructure of more recent construction dates.  Growth is 

only a positive factor in two of the systems (Rural and Meadowbrook).  Sativa also has the largest pending water 

quality issue with the need to address manganese removal (as did Bellflower with phosphate well treatment 

injection to control manganese).  The other systems have good water quality, although Hillview has several 

significant issues requiring treatment and Rio Plaza has high TDS in comparison to Sativa.  None of the systems 

had significant rate increases as a result of sale, with the exception of Meadowbrook having higher rates in a 

couple of years after transfer.  Only Sativa has an outstanding SWRCB compliance order requiring substantial 

investment to correct.    

The pending Bellflower system sale is considered as the strongest comparison with Sativa being located in the 

same groundwater basin, having a similar number of connections, with systems close in age needing substantial 

infrastructure replacements.  Both systems also have large adjudicated water rights values.  Allocating a portion 

of the proposed $17 million purchase price to water rights and the recently constructed high capacity well nets 

$4,954,000 paid for an estimated remaining system OCNLD of $4,347,000 for a premium of about 14 percent.   

Considering all of the comparable factors between these two systems, in addition to taking into account 

comparisons with the other sales leads to an opinion that a Class A utility buyer would pay a projected price of 

about $2,000,000 for the OCNLD of the Sativa system, reflecting a 6 percent premium.  Adding the estimated 

amount of $5,925,000 for the 474 acre-feet of Central Basin water rights (see section below) resulting in a total 

bid price of $7,925,000.  This amounts to an estimated 90 percent of the RCNLD (compared to 81 percent for 

Bellflower). 

Section 4 – Capitalization of Earnings 
An indication of the value of the Sativa system sold to a regulated investor (either to an entity not having the 

ability to escalate the rate base or to a large utility not choosing to do so) can also be partially developed 

through the capitalization of earnings approach.  However, this analysis approach only applies to the system 

assets not including any value attributed to water rights since no value for this asset category is currently on the 

balance sheet of Sativa, and no consideration was paid for its acquisition historically. Any requested recognition 

in the succeeding owner’s rate base would require escalation (as noted above in the discussion of the market 

sale analysis, there is a pending issue whether or not the CPUC needs to recognize a sale rate base for a 

municipal system).    

The operations of a water utility in California including earnings (if not a mutual water company or in the 

possession of a public agency), are required to be regulated by the CPUC if charges are applied to water 

deliveries.  The Sativa system, currently not under CPUC jurisdiction, would be regulated by the CPUC if the 

system were sold to a private investor.  Under the policies of the CPUC, the earnings are designed to yield a fair 

rate of return on the capital invested by the owners of the utility.  This invested capital is referred to as rate base. 
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RELATIONSHIP BETWEEN RATE BASE AND CAPITALIZED EARNINGS VALUE 

The earnings allowed can be expected to be established at levels which will yield a rate of return on capital 

invested by the owners of the utility, sufficient to attract capital considering other investment opportunities.  

Assuming that earnings are maintained by rate adjustments when necessary, then capitalization of these 

earnings (at a capitalization rate equal to the fair rate of return allowed by the CPUC) would by definition result 

in a number equal to the rate base.  This is demonstrated by the following example (with the specific figures in 

the example being for illustrative purposes only and assuming 100 percent equity): 

 Rate Base = $150,000 

 Rate of Return allowed by CPUC = 10% 

Then the CPUC will allow water rates sufficient to produce net revenues, which will provide (after general and 

administrative costs, operating expenses, taxes and depreciation) an annual income of: 

 0.10 X $150,000 = $15,000 per year 

The amount which a purchaser would be willing to pay for a system which would produce a net income of 

$15,000 per year, if the purchaser were willing to accept a 10 percent return on his investment, could be 

estimated by: 

 $15,000 = $150,000 

     0.10 

It should be noted that although the rate base and the capitalized earnings value are the same numbers, 

conceptually they are different values. 

The price a purchaser may be willing to pay for a system could also be estimated from the Present Worth Value 

for an annual payment of $15,000 at a current investment rate.  With an interest rate of 4 percent and annual 

payments of $15,000 over 30 years, the result would be a present value of $260,000. 

These estimates would be considered the rate base.  To the extent that the CPUC allows a fair rate of return on 

the rate base higher than a rate of return demanded by an investor considering other potential investments, or 

to the extent that growth pressures or other factors enhance the expectation of future earnings, the purchaser 

could be expected to be willing to pay a premium over the rate base.  Alternatively, if expected earnings in the 

estimation of the buyer are lower than required considering other potential investments, then the price paid by 

the buyer could be expected to include a discount from the rate base (in the case of a stock purchase). 

RATE OF RETURN AND PROJECTED EARNINGS 

As stated above, for regulated investor owned water utilities, the CPUC will authorize rates sufficient to generate 

earnings in order to attract investment and finance capital considering other market opportunities are 

competing for capital.  Earnings are measured as a rate of return both to the utility investment overall and 

specifically to the equity shareholders.  The shareholders obtain a higher rate of return than debt holders as a 
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result of financial leverage through the use of lower cost borrowed capital to make up a significant portion of 

the utility’s capitalization.  The authorized rate of return varies between utilities based on current economic 

conditions, the historic embedded cost of debt financing, and a judgement on the shareholder’s risk for a 

particular utility based on a variety of factors. 

It is not possible at this time to project with certainty a rate of return on overall rate base for a potential 

purchaser of the Sativa system without knowing specifically the identity of the buyer.  However, Table 4 presents 

recent annual returns awarded by the California CPUC both on common equity and overall return to rate base to 

several large California water utilities, which are potential purchasers of the Sativa system.  As shown, equity 

returns for five of the large utilities for 2019 average at a level of 9.80 percent.   In order to provide these levels of 

return to shareholders through financial leverage, it is estimated by the CPUC staff that the overall rate of return 

would vary between about 7.9 to 9.1 percent, with an average overall rate of return of about 8.5 percent.  For the 

capitalization analysis performed in this report for large Class A utilities, it is assumed an overall prospective rate 

of return of 8.5 percent is appropriate. 

TABLE 4 - RECENT CPUC AUTHORIZED RATES OF RETURN FOR MAJOR 

CALIFORNIA WATER UTILITIES 

Utility 
S & P Bond 

Rating 

Return on 

Rate Base 

Return on 

Common Eq. 

California American Water Co. NA 8.41% 9.99% 

California Water Service Co. AA- 7.94% 9.43% 

Suburban Water Systems A 8.61% 9.79% 

Park Water Company NA 9.07% 9.79% 

Golden State Water Co. A+ 8.34% 9.99% 

Average  8.47% 9.80% 

PROJECTED EARNINGS 

Sativa, if sold to a regulated Class A investor merging the acquisition into a larger customer base with rates 

returning about 8.5 percent on investment, incremental projected earnings would be on the order of $160,000.  

Earnings would be higher, of course, if the purchase price paid is above the existing level of OCNLD and the 

succeeding rate base is escalated. 

CAPITALIZED EARNINGS VALUE 

It is our opinion that the anticipated rate of return, which would be expected to be allowed by the CPUC on the 

potential rate base of the transferred Sativa water system facilities is a reasonable rate at which to capitalize 

earnings Capitalization of $160,000 at a capitalization rate of 8.5 percent would indicate a potential sales price of 

approximately $1,882,000.  Consequently, the capitalization of earnings approach for a Class A buyer combining 



 WATER SYSTEM APPRAISAL 

Page | 22  

the system into a larger customer base indicates a potential price for the Sativa system essentially equivalent to 

the anticipated rate base component of the facilities being valued, or $1,882,000.   

Section 5 – Reproduction Cost New Less Depreciations (RCNLD) 
The reproduction cost new less depreciation (RCNLD) method of valuation, also known as the cost approach, is 

based on an estimate of the current cost of construction for the physical facilities of the water system, less the 

estimated actual depreciation to account for the facilities being less than new.  Additionally, separate amounts 

are added for the current market value of other assets such as land and water rights.   In the interest of 

thoroughness, this appraisal considers two methodologies for the estimation of the RCNLD.  The first considers 

the original costs of the facilities and employs indexing to escalate the costs to present value, prior to applying a 

straight-line depreciation (Indexing Escalation).  The second methodology applies current unit price 

construction costs to estimate the value prior to the depreciation (Current Unit Price).  

INDEXING ESCALATION METHODOLOGY  

Estimates of reproduction cost new (RCN) were made by utilizing the Handy-Whitman Cost Index for water 

utility system construction to escalate original costs of facilities as reported in company records (Handy-

Whitman index data is only available currently through July 2018), but it is anticipated results would not vary 

significantly by escalating to the date of value when such data is available). In the case of general plant accounts 

(office furniture and equipment, transportation assets and similar assets) escalation was undertaken by the use 

of the Producer or Consumer Price Indexes.  The amount of accrued depreciation was estimated for all assets by 

the straight-line method.  Expected original and remaining service lives were based on judgment, giving 

consideration to data from several sources (including Sativa experience, CPUC guidelines, industry standards 

and experience gained by DRP in conducting numerous RCNLD studies).  The costs of reproducing the Sativa 

water system facilities were estimated at price levels that prevailed in the first half of 2019.   

In accordance with this approach, the current market value of land and water rights are normally added to the 

facilities’ depreciated reproduction cost.  At this time, separate land appraisals of parcels owned by Sativa were 

not conducted in view of the need to retain a separate local land appraiser that is not part of the scope of this 

effort. The small contributed value to the overall RCNLD from land assets, and the fact that a slightly higher 

RCNLD than shown below would not change the opinion of fair market value of the assets expressed in this 

report.  However, the current estimated value of Central Basin groundwater rights owned by Sativa has been 

added in Table 4 based on the appraisal analysis presented below. 

The results of the RCNLD analysis are summarized in the following Table 5.  As shown, the RCNLD of the Sativa 

system facilities is about $8,827,000. The RCNLD of the system facilities exclusive of the water rights amounts to 

about $2,902,000.   See Appendix 2 for the detailed calculation and summary of this estimation.  Note that as 

stated previously, this cost does not include the proposed capital improvements that are to be made prior to any 

sale. 

It is important to note that the comparable sales analysis did not support the proposition that a regulated buyer 

would normally pay total RCNLD for a system. 
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Verification of the RCNLD Indexing 

As part of this methodology a rough verification analysis of the RCNLD for water mains was also performed by 

unit pricing (see Appendix 2).  This infrastructure component typically comprises on the order of about 70 

percent of a water system fixed plant (in the case of Sativa, it makes up about 74 percent as shown in Table 4).  If 

a 20 percent contingency escalation factor is applied to the direct costs (used in planning before construction) in 

addition to the 15 percent engineering design and construction supervision, the unit pricing indicates an 

estimated RCNLD which is about 13 percent higher than the result obtained by indexing.  On the other hand, if 

no contingency percentage is included, the unit price RCNLD is about 4 percent less than indexing.  Accordingly, 

the full amount of contingency costs to install the Sativa system may not have been incurred.  Therefore, it is 

considered the unit cost approach confirms the results obtained by indexing and the latter is the best estimate 

of the Sativa system RCNLD, as described above and presented in Table 4.  

TABLE 5 - ESTIMATE OF REPRODUCTION COST NEW LESS DEPRECIATION FOR 

SATIVA WATER SYSTEM FACILITIES AS OF APRIL 30, 2019 

Account No. Description AMOUNT ($) 

303 Land (a) 300,000 

304 Structures 476,883 

307-311 Wells and Pumping Equipment 1,928,052 

317 Other Source Plant (Paulsen Conn.) 159,306 

331 Water Mains                  7,658,978 

333 Services (b) 69,139 

335 Hydrants (b) 14,113 

340 Furniture & Office Equipment 42,534 

341 Transportation Equipment                      106,909 

339 Other Maintenance Equipment                      201,911 

 Subtotal, Utility Plant in Service $10,957,825 

108 Depreciation Reserve (8,485,393) 

 Subtotal, Depreciated Utility Plant    $2,687,427 

151 Plus, Materials and Supplies                       43,734 

105 Plus, Deferred Capital Charges                      171,261 

303 Plus, Water Rights Value (c)                5,925,000 

           Total, Sativa RCNLD $8,827,422 

      (a)  Non-appraised estimate only. 

      (b)  Majority of services and hydrants accounted for in water mains. 
 (c)  See discussion below for range 

 

CURRENT UNIT PRICE METHODOLOGY  

The RCNLD valuation of facilities using this methodology was accomplished in three phases as follows (see 

Appendix 3 for calculations):  
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General Overheads 

The general overhead percentages used in this appraisal total approximately 40 percent for engineered items 

and non-engineered items.  Engineered items include (classified by the PUC as Account Nos. 315 through 348) 

source of water, pumping, water treatment, and transmission and distribution.  Non-engineered items (Account 

Nos. 371 through 373) include general equipment and structures.   

The general overheads percentage is composed of the following: 

The contingency factor that compensates for the unforeseen or unknown conditions encountered 

during construction, which will increase the cost.  The range recommended by Manual 45 of the 

American Society of Civil Engineers (ASCE) is 10 to 25 percent 

The cost of engineering for the construction of facilities. This item is divided into three parts, (1) design, 

(2) inspection, and (3) surveying.  The design services are taken from Curve B of ASCE Manual No. 

45.  This guide indicates that the percent to be added for basic engineering services (preparation of 

plans and specifications) depends upon the construction cost and complexity of the project. 

The general administrative costs. This includes financial and legal costs, as well as the budgeting, cost 

accounting, and other administrative functions, which would be performed during the construction of 

the water system. 

Interest during construction. 

 Construction Costs 

Utilizing the water facilities inventory completed as part of the Water System Evaluation Report, the cost of 

facilities was estimated by using standard methods accepted in the profession, such as Mean’s Building 

Construction Cost Data current water system construction costs, communication with vendor’s and contractors, 

and recent bid tabulations for similar work. 

The inventory and construction cost estimates are presented in Appendix 3.  Those data show the Reproduction 

Cost New (RCN) with the general overheads included, as well as the age, average service life, remaining life and 

accrued depreciation.  The last column shows the Reproduction Cost New Less Accrued Depreciation. 

 Accrued Depreciation 

The ages of the various facilities were provided by Sativa and depreciation was estimated. The average service 

life varies according to the size, type, and age of the facility.  The estimated average service lives used for these 

facilities are within ranges utilized by the PUC, Standard Practice U-4.  Remaining lives were based either on the 

appropriate Iowa Survivor Curve, or the forecast method, whichever was applicable.  No allowances were made 

for salvage values. 

Reproduction Cost New Less Accrued Depreciation 

The Reproduction Cost New Less Accrued Depreciation of the Sativa water system facilities was found to be 

approximately $4,271,350, as shown on Table 6.  As noted above, separate land appraisals of parcels owned by 
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Sativa were not conducted.  However, in the interest of comparing the methodologies, an amount of $300,564 

was included for a total of about $4,572,00. 

Table 6 - Summary of RCNLD as of June 2019 

ACCT 

# 
DESCRIPTION 

TOTAL COST 

WITHOUT 

GENERAL 

OVERHEAD 

GENERAL 

OVERHEAD 

RCN WITH 

GENERAL 

OVERHEAD 

ACCRUED 

DEPRECIATION 

RCN LESS 

ACCRUED 

DEPRECIATION 

              

311 

STRUCTURES AND 
IMPROVEMENTS 
(SOURCE OF WATER 

PLANT) 

 $62,200   $24,880   $87,080   $8,654   $78,426  

315 WELLS  $1,226,000   $490,400   $1,716,400   $993,410   $722,990  

321 
STRUCTURES AND 
IMPROVEMENTS 

(PUMPING PLANT) 

 $633,000   $253,200   $886,200   $466,081   $420,119  

324 PUMPING EQUIPMENT  $487,000   $194,800   $681,800   $158,946   $522,854  

332 WATER TREATMENT  $350,600   $140,240   $490,840   $32,701   $458,139  

342 
RESERVOIRS AND 

TANKS 
 $400,000   $160,000   $560,000   $450,842   $109,158  

343 
TRANSMISSION AND 

DISTRIBUTION MAINS 
 $5,291,009   $2,116,404   $7,407,413   $5,536,746   $1,870,666  

345 SERVICES  $1,971,600   $788,640   $2,760,240   $2,701,262   $58,978  

348 HYDRANTS  $348,000   $139,200   $487,200   $457,179   $30,021  

  Total  $10,769,409   $4,307,764   $15,077,173   $10,805,822   $4,271,350  

Note: This estimate does not include land values. 

Going Concern 

Going concern is a value, which represents the investment made in developing the water system and customers 

for the system.  It reflects the fact that the business is now a viable business.  Marston and Agg, in their book 

entitled “Engineering Valuation,” state that “Going values allowed in actual cases frequently equal about 10 

percent of the present value of the fixed-capital physical elements of public utility properties; usually, they are 

not less than 5 or more than 15 percent.”  Going concern value is an area where the appraiser may adjust the 

value upward if there is potential for future growth of a utility.  For the Sativa system going concern value of  5-

percent of Reproduction Cost New Less Accrued Depreciation, a conservative amount, would result in a value of 

approximately $201,723. 

Organization Expense 

Organization expense (preliminary expenses) is defined as the cost involved in organizing a utility as an 

operating system.  It would include such costs as organizing the entity, obtaining operating permits financial 

studies and reports, setting up customer accounts, and determining the feasibility of the improvements.  Other 

costs to be included would be the recruitment of proper maintenance and office personnel, preparation of 

meter books, organization of a billing system, setting up proper accounting systems with necessary forms, 
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records, books, depreciation and accrual programs, and establishing pension and welfare programs for the 

employees.  Marston and Agg, in their book entitled “Engineering Valuation,” indicate that, “It is not uncommon 

for valuators to allow, and courts to approve, preliminary expense values of 2.0 percent or 2.5 percent of the 

present value of the physical property in valuations of public utility properties.”  For purposes of this study, a 

value of 2.0 percent of the Reproduction Cost New Less Accrued Depreciation was utilized, resulting in a value of 

approximately $80,689. 

CONSIDERATIONS 

Note that there is disagreement within RCNLD methodologies regarding the inclusion of any value for either 

going concern or organization expense.  According to the 1997 Water System Consolidation Act (CPUC Code 

section 2720), intangible asset values are not identified to be included as part of a system infrastructure RCNLD 

study to be submitted for sale approval by the CPUC.  For the purposes of this estimate it was considered, but 

not specifically included in the valuation. 

Section 6 – Central Basin Water Rights 
Since the early 1960s, the Central Groundwater Basin underlying southeastern Los Angeles County has been an 

adjudicated basin with groundwater production restricted to those pumpers holding rights to defined pumping 

allocations.  A Court appointed Watermaster (WRDSC) monitors annual extractions to ensure that each pumper 

does not exceed its individual pumping allocation and that the production in the Basin as a whole does not 

exceed the annual Judgment allowance.  The legal withdrawal allowance or pumping right is not attached to 

land ownership such as in the case of surface water riparian rights.  Accordingly, these production rights can be 

leased for one or more years for use by other pumpers, or bought and sold for permanent transfer between any 

parties having the capacity to transact property rights. Sativa owns 474 acre-feet of Central Basin water rights. 

The appraisal assignment is to review recent Central Basin sales of groundwater rights to determine an 

indication of likely price for such rights if offered for sale, taking into account current water supply and demand 

factors, economic conditions, trends in the water right lease market and other forces influencing the price such a 

right would bring in the marketplace. 

 

The primary alternate source of water supply to purchasing imported water from The Metropolitan Water 

District of Southern California (MWDSC) in the Central Basin is the production of groundwater.  For an active 

producer who has adequate production capacity, but insufficient groundwater rights, an active leasing market 

exists to mitigate a pumper’s shortfall in needed rights.  All leases must be on a July 1-June 30 fiscal year basis 

and received by the Watermaster by June 30th of the year in which the lease is effective.   

  

Based on data obtained from Watermaster files containing lease contracts and information obtained from 

purveyors, the following Tables 7 and 8 are presented containing representative selections of groundwater 

production leases in the Central Basin for fiscal years 2010-11 and 2018-19, showing the increase in lease prices 

over the past eight year period.   Shown are lessors, lessees, the contract date, acre-feet involved, and the price 

per acre-foot.  Also included for each fiscal year is an annual total in acre-feet, the average price and weighted 

average price giving more credit to contracts of higher volume.  Finally, shown is the weighted average price 

exclusive of June contracts.  The lease prices tend to fall significantly in the last month before the end of the 

fiscal year.  If a water right holder is not able to pump, carryover or lease the full allocated pumping right, the 

non-used portion is forfeited. 
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As shown, the weighted average lease price (exclusive of the June contract) for 2010-11 is on the order of $135 

per acre foot compared to the present lease market value of about $175 per acre-foot in 2018-19, a lease price 

increase of about 30 percent over the past eight years, or about 3.75 percent annually.   However, the last and 

largest (600 acre-feet) lease occurring in 2018-19 was at a level of $185 per acre-foot.  At this higher level, lease 

prices have increased by approximately 37 percent for an estimated annual average of 4.6 percent. It can be 

expected that water rights sale prices would follow a somewhat similar escalation in view of the alternative of 

either buying or leasing Central Basin groundwater production. 

 

TABLE 7 – LEASES OF CENTRAL BASIN GROUNDWATER PRODUCTION RIGHTS FISCAL YEAR 

2010-11 

Lessor Lessee Date Acre-feet $/AF 

Cerritos CC District Tract 349 Mutual 3/8/10 147    130 

Suburban Water Systems Orchard Dale Water Dist. 4/21/10 900    135 

City of Bell Gardens City of Lynwood 11/22/10 700        135 

Central Basin Municipal Suburban Water Systems 12/13/10 70    100 

Suburban Water Systems Orchard Dale Water Dist. 2/9/10 400    150 

Tract 349 Renewals  7 Contract Renewals various 266    120 

Newark Group Tract 349 Mutual 7/1/11 50      85 
 

Total acre-feet 2,533  

Average     122 

Weighted average (more credit to those of higher volume)     134 

Weighted average exclusive of June 2011contracts     135 

 

TABLE 8 – LEASES OF CENTRAL BASIN GROUNDWATER PRODUCTION RIGHTS FISCAL YEAR 

2018-19 

Lessor Lessee Date Acre-feet $/AF 

Pabco Building Products City of Cerritos 11/16/16 500    175 

Mary Buell City of Cerritos 5/16/18 1    205 

Corning Trust City of Cerritos 5/16/18 3.75        185 

Nancy Keane Trust City of Cerritos 5/16/18 4    185 

Mary Mitsuchi Trust City of Cerritos 5/16/18 11    180 

City of Downey City of Cerritos 6/13/18 500    160 

City of Norwalk  Orchard Dale Water Dist. 7/1/18 600    185 
 

Total acre-feet 1,620  

Average     182 

Weighted average (more credit to those of higher volume)     174 

Weighted average exclusive of June 2019 contracts     174 

The most recently released 2017-18 Watermaster Report indicates that currently there are 130 entities holding 

water rights who could be possible sellers and only 63 active producers who would be likely buyers (the 

difference between the two groups represent entities who are not using their adjudicated rights or who have 

allowed others to use these rights through leases).  However, many of the water rights holders represent public 

agencies who are improbable sellers by virtue of water service obligations or institutional obstacles (such as the 

City of Long Beach which is prohibited from selling or leasing water rights without an assent of two thirds of the 
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qualified voters of the City, voting on the proposition at a general or special election at which such proposition 

shall be lawfully submitted).  Further, a review of 2017-18 Watermaster data indicates there were only nine large 

pumpers who needed to lease at least 500 acre-feet. 

In examining reported transfers and sales for recent years, it was found that in many instances the transactions 

took place between associated entities.  In other instances water rights were sold as a part of the sale of the land 

and no separate sales price for the water rights can be determined.  Typically, sale price information between 

private parties was confidential and not available to DRP. In such cases, where either the buyer or seller was a 

publicly traded company, an attempt was made to discover the sale price by reviewing Security and Exchange 

Commission filings.  For public agencies, Board minutes were reviewed to confirm or discover the sale price paid.  

Copies of contracts in the files of the Watermaster for all sales selected for research were reviewed for price and 

term information.   

Set forth in Table 9 is a listing of sales for water rights in the Central Basin for seven recent fiscal years (2009-10 

through 2015-16).  Sales over the last three fiscal years have been infrequent and small.  In 2016-17 only one sale 

occurred for 120 acre-feet; in 2017-18 seven transfers took place, from 4 to 94 acre-feet, totaling about 183 acre-

feet; and for the current 2018-19 fiscal year only two sales have taken place amounting to 17 acre-feet.  DRP was 

not able to obtain confidential price data for any of these small sales.   

A market discussion was made with EcoGas, Inc., a water rights broker involved in many of the recent 

transactions, indicating that the current market is very soft with potential buyers uninterested in acquiring large 

offerings, adding that a sale proposal for a large bloc (several hundred acre-feet) might have to be negotiated in 

several small lots to different buyers.  The representative also shared that currently there is a large of amount of 

water available for lease.  

TABLE 9 – SALES OF CENTRAL BASIN GROUNDWATER PRODUCTION RIGHTS 

BUYER SELLER DATE ACRE-FEET $/AF 

2009-10 Fiscal Year     

Orchard Dale WD 
Candlewood  Country 
Club 

6/9/10 147.0 7,010 

City of Long Beach 
Carol Francis Trust 
 

6/29/10 
 

8.0 
 

<7,000 

2010-11 Fiscal Year     

City of Bellflower Union Develop Financial 7/26/10 12.0 7,250 

Rowland Water District CMPC Transition 10/26/10 1.0 5,000 

2011-12 Fiscal Year     

Puente Basin Water 
Agency 

United States Gypsum 5/7/12 365.0 8,600 

2012-13 Fiscal Year 

Montebello Land and 
Water 

Jones Company 7/26/12 70.0 10,300 
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City of Norwalk City of Vernon 3/18/13 500.0 12,000 

2013-14 Fiscal Year     

La Habra Heights CWD Aqua Capital Mgt. 5/1/14 50.0 13,000 

City of Los Angeles Central Basin MWD 5/30/14 46.0 10,000 

2014-15 Fiscal Year     

City of Los Angeles Aqua Capital Mgt. 12/17/14 1,500.0 10,000 

2015-16 Fiscal Year     

City of Los Angeles Aqua Capital Mgt. 2/18/16 690.0 11,000 

Excluded from the table are those sales and transfers, which are known to not be representative for various 

reasons (lack of arm’s length transactions) or sales where prices between private parties are held confidential.  

The majority of the buyers and sellers listed in Table 7 (particularly those involved in the larger transactions) are 

financially sophisticated public agencies or business enterprises, who would be expected to be knowledgeable 

as to the factors influencing values of water rights. 

As indicated, individual sale prices reached a level of $7,250 in 2009-10.  Sale prices jumped in 2012-13 to a level 

of $10,000 to 13,000 likely as a result of the ongoing drought conditions occurring in the state (2012-13 was the 

second of the five year drought period).  Annual rainfall for the Central Basin area averaged slightly under 50 

percent of normal from 2011-12 through 2015-16.   With the exception of 2017-18, a very dry year, the current 

2018-19 and recent 2016-17 have been very wet at approximately 130 percent of normal, possibly resulting in 

the lower number and amounts of water rights sales. 

The highest sale price reported is the modest purchase of 50 acre-feet for a unit price of $13,000 in 2013-14, 

which is in the middle of the drought period.  Thereafter, prices fell to $10,000 to $11,000 for years at the end of 

the drought.  At the end of 2013-14, the City of Los Angeles (Department of Water and Power) purchased 1,500 

acre-feet of water rights from Aqua Capital Management for a purchase price of $15,000,000, or $10,000 per 

acre-foot.   Subsequently, in February 2016, the City made an additional purchase from the same party of 690 

acre-feet for a price of $7,590,000, or $11,000 per acre-foot.  Both of these parties are knowledgeable and 

sophisticated.  Additionally, it was reported to DRP that the City was aware at the time of the market prices paid 

for Central Basin rights.  Finally, it should be pointed out that these two sales are the largest transactions for the 

last several years.  

In view of the absence of recent sale data, it is considered reasonable to escalate the most recent large sale in 

2015-16 at $11,000 per acre-foot for three years by the corresponding average increase in lease prices as 

discussed above.  Accordingly, it is DRP’s opinion that a sale price of $12,500 per acre-foot is reasonable and 

conservative.  The price opinion is supported by the offer by Liberty Utilities in 2018 to purchase the City of 

Bellflower municipal system.  This bid included an additional offer to separately acquire 680 acre-feet of 

groundwater rights in 2019 for a price of $12,527 per acre-foot.  Accordingly, the current total Sativa water rights 

value would be approximately $5,925,000.   
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Validation – Estimation of Avoided Cost 

As an additional validation of the Sativa water rights, and rough estimate was made of the avoided costs 

associated with pumping groundwater from the Central Basin versus purchasing treated MWD water (see Table 

10).   Based on experience in the Central Basin, it was assumed that the pumping and wellhead treatment costs 

would be approximately $150 per acre-foot.  Applying the current WRD Replenishment Assessment and 

comparing it to the MWD Treated (Tier 1) rate with Central Basin Administrative Surcharge, results in an estimate 

avoided cost of approximately $669 per acre-foot. 

Table 10 - Water Rights Analysis - Calculation from Avoided 

Costs 

Well Operation [$/AF] 

Estimated Pumping and Treatment  $150  

WRD Replenishment Assessment (2019)  $366  

Total:   $516  

Imported Water   

MWD Non-Interruptible- Treated (Tier 1) (2019)  $1,050  

Central Basin Administrative Surcharge (2019)  $135  

Total:   $1,185  

    

Savings from Well Operation  $669  

Interest Rate - Federal Prime Rate 5.5% 

Present Worth (in perpetuity):  $12,164  

A present value of that savings in perpetuity at the Prime Rate of 5.5 percent results in a price of $12,164 per 

acre-foot.  It should be noted that this estimation is quite sensitive to changes in interest rate.  A rate of 4 percent 

would increase this value to $16,725.  However, for the purposes of validation, use of the current Prime Rate 

would seem reasonable. 
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DRP Engineering, Inc.

2550 W. Main Street, Suite #212

Alhambra, CA 91801

Phone: (626) 693-2966
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Apparel, 9.13%

Computers, 2.14%
Education, 6.76%Entertainment, 14.35%

Food at Home,
20.12%

Eating Out, 15.90%
Health Care, 21.97%

Hsld Furnishings,
9.21%

Auto Maint., 0.41%



% ∆ Yr Ago



Aug
2018

Sep
2018

Oct
2018

Nov
2018

Dec
2018

Jan
2019

Feb
2019

Mar
2019

Apr
2019

May
2019

Jun
2019

Jul
2019

USA 3.9% 3.6% 3.5% 3.5% 3.7% 4.4% 4.1% 3.9% 3.3% 3.4% 3.8% 4.0%
California 4.3% 3.9% 4.0% 3.9% 4.1% 4.8% 4.4% 4.6% 3.9% 3.5% 4.2% 4.4%
Area 4.6% 4.2% 4.2% 4.1% 4.1% 4.5% 4.0% 4.1% 3.7% 3.6% 4.2% 4.6%









0-17 18-29 30-39 40-49 50-64 65+ 0-17 18-29 30-39 40-49 50-64 65+

















































































































Real estate valuations play a pivotal role 

in today’s business climate. An accurate 

and well supported opinion of property 

reaching a critical goal—securing a loan, 

closing a sale, reporting to investors, 

choosing the best asset—or failing to 

achieve it altogether. 

Colliers Valuation & Advisory Services’ 

reports are designed to deliver insight 

into a property’s fundamentals, its 

competition and the overall market 

valuation report can be a strategic 

asset for investors, lenders and owners, 

provided that it addresses both a 

property’s unique characteristics and the 

most current market conditions.

Commitment to high-end client service, 

coupled with Colliers International’s 

unparalleled market intelligence and 

choice in the real estate industry.

PROFESSIONALS

Our professionals share a commitment 

to deliver the highest level of service 

and consistent results. We go the extra 

mile for our clients, whether this means 

meeting a tight deadline or working with 

a complex and challenging property.

TECHNOLOGY

Our unmatched report creation 

technology speeds appraisals through 

the pipeline. This secure, centralized 

production system generates a wide 

range of reports and high volume 

portfolio orders without delays.

INFORMATION

Today’s business climate places 

valuation in a more pivotal position 

than ever before. All our appraisals 

are evaluated and approved by an 

experienced review team to ensure 

our clients receive concise and timely 

appraisals. With clear, prompt reporting 

and a comprehensive, big picture  

approach, Colliers International’s 

Valuation and Advisory reports give 

our clients the information they need to 

make better business decisions.

VALUATION & ADVISORY SERVICES                                       Colliers International

Single Asset Valuation

Portfolio Valuation

Institutional Asset Valuation

Loan Pool Valuation

Appraisal Review

Appraisal Management

Lease and Cost Analysis

Insurance Valuation

Arbitration & Consulting

Feasibility Studies

Investment Analysis

Highest and Best Use Studies

Tax Appeals

Litigation Support

Segregated-Cost Analysis

Experience That Counts

Industrial

Retail

Multifamily

Mixed-Use Properties

Senior Housing

Land

Self-Storage

Manufactured Housing

Agriculture

Net Lease

Hospitality

Health Care

Subdivisions

Embassies & Consulates

GSA Properties

Special Use Properties

Telecommunications

Colliers International
Valuation & Advisory Services



ALBUQUERQUE
Conner Marshall MAI

Sr. Valuation Services Director
Conner.Marshall@colliers.com
+1 505 880 7053

AUSTIN
Brian Biggs CPA, MAI

Valuation Service Director
Brian.Biggs@colliers.com
+1 512 539 3007

ATLANTA
MAI

Managing Director
Leamon.Holliday@colliers.com
+1 404 892 3526

BALTIMORE 
MAI 

Associate Managing Director
Zachary.Smith@colliers.com
+1 443 602 8985 

BOISE
MAI

Sr. Valuation Services Director

+1 208 472 2853 

BOSTON
MAI

Managing Director
Corey.Gustafson@colliers.com
+1 617 330 8070 

BUFFALO
James Murrett MAI, SRA

Executive Managing Director
Jim.Murrett@colliers.com
+1 716 312 7790

CHARLOTTE
Chris Johnson MAI, SRA, ASA

Managing Director
Christopher.Johnson@colliers.com

+1 704 409 2374 

CHICAGO  
 MAI

Managing Director
Nancy.Myers@colliers.com
+1 312 602 6159  

CINCINNATI  
MAI 

Managing Director
Steven.Hodge@colliers.com
+1 513 562 2214 

CLEVELAND
Bruce Nell 
EMD | National Practices
Bruce.Nell@colliers.com
+1 614 437 4687

COLUMBUS
Bruce Nell 
EMD | National Practices
Bruce.Nell@colliers.com
+1 614 437 4687

DALLAS
 MAI, R/W-AC, MRICS

EMD | Southcentral Region
Thomas.Bogdon@colliers.com
+1 214 217 9338 

DENVER
Jonathan Fletcher MAI

Managing Director
Jon.Fletcher@colliers.com
+1 303 779 5500 

DESTIN 
Kevin Branton
Senior Valuation Specialist
Kevin.Branton@colliers.com
+1 904 861 1150

DETROIT
MAI, SRA

Managing Director
David.Abraham@colliers.com
+1 248 226 1872

FAYETTEVILLE
Curt Smith MAI

Valuation Services Director
Curt.Smith@colliers.com
+1 479 202 5932 

FRESNO
John Larson MAI

Sr. Valuation Services Director
John.Larson@colliers.com
+1 559 221 1271 

GRAND RAPIDS
William Loker
Managing Director
William.Loker@colliers.com
+1 616 988 5843 

HAWAIIAN ISLANDS
MAI, MRICS

Managing Director
Bobby.Hastings@colliers.com
+1 808 200 5603 

HOUSTON  
Chris Stallings MAI, CCIM, MRICS  
Managing Director
Chris.Stallings@colliers.com
+1 713 835 0088

INDIANAPOLIS  
 MAI

Managing Director
Nancy.Myers@colliers.com
+1 312 602 6159  

IRVINE
John Park MAI

Sr. Valuation Services Director
John.Park@colliers.com
+1 213 532 3249 

JACKSONVILLE 
Patrick Phipps MAI

Managing Director
Patrick.Phipps@colliers.com
+1 904 861 1114

KANSAS CITY
Alex Hoenig MAI

Valuation Services Director
Alex.Hoenig@colliers.com 
+1 816 419 3561

LAS VEGAS
Evan Ranes MAI, ASA, R/W-AC

Managing Director
Evan.Ranes@colliers.com
+1 702 836 3749

LITTLE ROCK
Joshua Smith MAI, MRICS

Managing Director
Joshua.Smith@colliers.com 
+1 501 219 8546

LOS ANGELES 
MAI, ASA, FRICS

EMD | Southwest Region
Casey.Merrill@colliers.com
+1 213 417 3315

MIAMI  
Ralph Peña, III MAI

Managing Director 
Ralph.Pena@colliers.com

+1 786 517 4855

MILWAUKEE
MAI, CFA

Valuation Services Director
Ryan.Sikorski@colliers.com
+1 414 727 9800

MINNEAPOLIS  
MAI

Sr. Valuation Services Director
Karen.Dabek@colliers.com
+1 312 602 6158

NASHVILLE  
MAI, CCIM

Managing Director
Patrick.Gibson@colliers.com
+1 615 610 4728  

NEW ORLEANS  
MAI

Valuation Services Director
Jason.Lindsey@colliers.com
+1 504 717 1926 

NEW YORK
MAI, MRICS

Managing Director
Tony.OSullivan@colliers.com
+1 212 207 8057 

NEW YORK (UPSTATE) 
MRICS

Sr. Valuation Services Director
Anthony.Palma@colliers.com  
+1 518 788 8108

ONTARIO
MAI, ASA, FRICS

EMD | Southwest Region
Casey.Merrill@colliers.com
+1 213 417 3315

ORLANDO
PJ Cusmano MAI, MRICS

EMD | Florida Region
PJ.Cusmano@colliers.com
+1 813 229 1599

PHILADELPHIA
MAI

Associate Managing Director
Albert.Crosby@colliers.com
+1 215 928 7526

PHOENIX
 

Associate Managing Director
Michael.Brown@colliers.com
+1 602 222 5166

PITTSBURGH
Bruce Nell 
EMD | National Practices
Bruce.Nell@colliers.com
+1 614 437 4687

PORTLAND/VANCOUVER
MAI

Managing Director
Jeremy.Snow@colliers.com
+1 503 542 5409

RALEIGH
Chris Johnson MAI, SRA, ASA

Managing Director
Christopher.Johnson@colliers.com

+1 704 409 2374

RENO
MAI, CRE

EMD | National Practices

+1 916 724 5531

RICHMOND
Michael Miller MAI, FRICS

EMD | Mid-Atlantic Region
Michael.G.Miller@colliers.com
+1 804 289 2168 

SACRAMENTO
MAI, CRE

EMD | National Practices

+1 916 724 5531 

SALT LAKE CITY
John Blaser MAI

Valuation Services Director
John.Blaser@colliers.com
+1 385 249 5440

SAN DIEGO
MAI

Managing Director
Rob.Detling@colliers.com
+1 858 860 3852 

SAN FRANCISCO
Vathana Duong MAI

Managing Director 
Vathana.Duong@colliers.com
+1 415 788 3100

SAN JOSE
MAI, CRE

EMD | National Practices

+1 916 724 5531 

SARASOTA 
Justin Butler MAI

MD | Healthcare Valuation
Justin.Butler@colliers.com 
+1 941 923 8588

SEATTLE
MAI

EMD | Northwest Region
Reid.Erickson@colliers.com
+1 206 965 1106

ST. LOUIS
 MAI, MRICS

Executive Vice President
Jeremy.Walling@colliers.com
+1 312 371 4920  

TAMPA
PJ Cusmano MAI, MRICS

EMD | Florida Region
PJ.Cusmano@colliers.com
+1 813 229 1599

WASHINGTON DC 
CRE, MAI, FRICS

Managing Director
David.Wilk@colliers.com
+1 202 534 3603

NATIONAL CLIENT SERVICES
MAI, MRICS

EMD | National Client Services
Jerry.Gisclair@colliers.com
+1 813 871 8531

MAI

MD | Multifamily Client Services
John.Jordan@colliers.com
+1 214 217 9328

NATIONAL OPERATIONS
MAI, MRICS

EMD | National Operations
Morgan.Turnbow@colliers.com
+1 212 355 1029

US LEADERSHIP
 MAI, MRICS

Executive Vice President
Jeremy.Walling@colliers.com
+1 312 371 4920  

AMERICAS LEADERSHIP
MAI, MRICS

President | Americas
Ed.Alegre@colliers.com
+1 714 496 9400

Updated August 2019

VALUATION & ADVISORY KEY CONTACTS & OFFICES

Accelerating success.
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Para más información en cómo este cambio impactará su factura, llame al 626-543-2640. 
 

DRAFT NOTICE OF APPLICATION 
SUBURBAN WATER SYSTEM’S REQUEST TO PURCHASE THE SATIVA LOS ANGELES WATER DISTRICT 

APPLICATION [A.XX-XX-XXX] 
 
 
Why am I receiving this notice?  
On August __, 2021, Suburban Water Systems (Suburban) filed its Application for an Order Authorizing 
Purchase of Utility Assets (A.XX-XX-XXX) with the California Public Utility Commission (CPUC).    
 
Los Angeles County Water District has approved the sale of the Sativa Los Angeles County Water District 
(Sativa) to Suburban.  Before the sale is completed, the CPUC must also review and approve the sale. 
 
Why is Suburban requesting authorization to purchase Sativa? 

Suburban has significant experience providing water service in the Los Angeles Metropolitan 
area; therefore, customers in Sativa will benefit from costs, rates, etc. being spread over a larger 
customer base, as well as being serviced by experienced engineers, scientists, managers and 
water treatment and distribution operators. 
Customers will have access to Suburban online payment options, web self-service account 
management tools, and the option of paperless billing. 
Suburban proposes to offer a low-income discount program for qualifying customers and water 
conservation programs that provide numerous alternatives to help reduce water consumption. 

 
How could this affect my water bill?  
If the acquisition is approved by the CPUC and the acquisition closes not later than December 31, 2023, 
at the time the acquisition closes Sativa’s current flat rates for residential service will be reduced to 
$62.00 per month. 
 
If the acquisition closes after December 31, 2023, upon closing Sativa customers will 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 until the time that meters are installed. 
 
Subsequent potential rate increases will be addressed through a General Rate Case (GRC) process.  
Suburban expects to file its next GRC in January of 2023, for rates to take effect in 2024.  As requested in 
this Application, Suburban is proposing that Sativa be consolidated into the Whittier/La Mirada Service 
Area for operational purposes. 
 
  



For comparative purposes, a chart is provided below. The chart shows the estimated average monthly 
residential bill based on Sativa Los Angeles County Water District’s current rates and the same bills after 
consolidation with Suburban. 
 

COMPARISON OF TOTAL RESIDENTIAL BILL IF RATE CONSOLIDATION WERE TO 
OCCUR AT CLOSING PER ASSET PURCHASE AGREEMENT 

Service Area 

Avg. Res. 
Usage/Mo. 

(ccf) 

Estimated 
Total Bill in 

2022 

2022 
Change in 
Estimated 

Bill 

Estimated 
Total Bill After 
Consolidation 

San Jose Hills 13 $71.99  $0.91  $72.90  

Whittier/La Mirada 13 $67.67  $1.04  $68.71  

Sativa  N/A $67.84   $5.84 $62.00  

 
How does the rest of this process work?  
This application will be assigned to a CPUC Administrative Law Judge who will consider proposals and 
evidence presented during the formal hearing process. The Administrative Law Judge will issue a 
proposed decision that may adopt Suburban’s application, modify it, or deny it. Any CPUC Commissioner 
may sponsor an alternate decision with a different outcome. The proposed decision, and any alternate 
decisions, will be discussed and voted upon by the CPUC Commissioners at a public CPUC Voting 
Meeting.  
 
Parties to the proceeding are currently reviewing Suburban's application, including the Public Advocates 
Office, which is an independent consumer advocate within the CPUC that represents customers to 
obtain the lowest possible rate for service consistent with reliable and safe service levels. For more 
information regarding the Public Advocates Office, please call 1-415-703-1584, email 
PublicAdvocatesOffice@cpuc.ca.gov, or visit PublicAdvocates.cpuc.ca.gov. 
 
Where can I get more information?  
Contact Suburban  

Website: http://www.swwc.com/suburban 
Phone: (626) 543-2531 
Email: San Jose Hills Service Area: sanjosehills@swwc.com; 

Whittier/La Mirada Service Area: whittierlamirada@swwc.com 
A copy of the Application and any related documents may also be reviewed at [insert website 
link].  

 
Contact CPUC 
Please visit apps.cpuc.ca.gov/c/A[PROCEEDING NUMBER without dashes or periods] to submit a 
comment about this proceeding on the CPUC Docket Card. Here you can also view documents and other 
public comments related to this proceeding. Your participation by providing your thoughts on 
Suburban's request can help the CPUC make an informed decision. 
 
 



If you have questions about CPUC processes, you may contact the CPUC’s Public Advisor’s Office at: 
Phone:  1-866-849-8390 (toll-free) or 1-415-703-2074 
Email: Public.Advisor@cpuc.ca.gov  
Mail:  CPUC Public Advisor’s Office 

505 Van Ness Avenue 
San Francisco, CA 94102 

 
Please reference Application A.XX-XX-XXX in any communications you have with the CPUC regarding 
this matter. 
 
 
Sincerely, 
 
 
 
_________________________ 
Sativa Los Angeles County Water District 
 
 



Para más información en cómo este cambio impactará su factura, llame al 626-543-2640. 
 

DRAFT NOTICE OF APPLICATION 
SUBURBAN WATER SYSTEM’S REQUEST TO PURCHASE THE SATIVA LOS ANGELES WATER DISTRICT 

APPLICATION [A.XX-XX-XXX] 
 

Why am I receiving this notice?  
On August __, 2021, Suburban Water Systems (Suburban) filed Application A.XX-XX-XXX with the 
California Public Utilities Commission (“CPUC”). The application seeks CPUC approval of Suburban’s 
acquisition of Sativa Los Angeles County Water District’s (Sativa’s) assets, permission for Suburban to 
service Sativa’s customers, and consolidation of those customers immediately for operational purposes 
as part of Suburban’s Whittier/La Mirada Service Area. 
 
Why is Suburban requesting authorization to purchase Sativa? 

Sativa includes approximately 1,600 customers located within a residential area in the 
unincorporated community of Willowbrook and three small non-contiguous areas within the 
City of Compton. The system consists of water delivery pipelines, water appurtenances, 
hydrants, service laterals, interconnections, hydropneumatics tanks, chemical dosing 
equipment, groundwater wells, office, equipment, and storage buildings, and other facilities and 
properties necessary to provide domestic water service. 
The integration of the Sativa system into Suburban’s systems is expected to create greater 
economies of scale and synergies, which would benefit both existing customers and Sativa 
customers over time. 
The acquisition helps to ensure the provision of safe and reliable water service for Sativa and 
Suburban customers now and in the future. 

 
How could this affect my water bill?  
The average residential Suburban customer is not expected to see any rate or bill impact from the 
purchase of Sativa Water until January 1, 2024. 
 
If this purchase is approved, Suburban will, in a future General Rate Case (GRC), seek to consolidate its 
Sativa customers with Suburban’s Whittier/La Mirada Service Area for ratemaking purposes. Potential 
rate increases will be addressed in future GRCs. Suburban recently filed its current GRC in March of 2020 
for rates to take effect in 2021 and expects to file its next GRC in January 2023, for rates to take effect in 
2024. You will receive notice of the GRC proceedings. 
 
How does the rest of this process work?  
This application will be assigned to a CPUC Administrative Law Judge who will consider proposals and 
evidence presented during the formal hearing process. The Administrative Law Judge will issue a 
proposed decision that may adopt Suburban’s application, modify it, or deny it. Any CPUC Commissioner 
may sponsor an alternate decision with a different outcome. The proposed decision, and any alternate 
decisions, will be discussed and voted upon by the CPUC Commissioners at a public CPUC Voting 
Meeting.  
 
Parties to the proceeding are currently reviewing Suburban's application, including the Public Advocates 
Office, which is an independent consumer advocate within the CPUC that represents customers to 
obtain the lowest possible rate for service consistent with reliable and safe service levels. For more 



information regarding the Public Advocates Office, please call 1-415-703-1584, email 
PublicAdvocatesOffice@cpuc.ca.gov, or visit PublicAdvocates.cpuc.ca.gov. 
 
Your participation by providing your thoughts on Suburban's request can help the CPUC make an 
informed decision. 
 
Where can I get more information?  
Contact Suburban  

Website: http://www.swwc.com/suburban 
Phone: (626) 543-2531 
Email: San Jose Hills Service Area: sanjosehills@swwc.com; 

Whittier/La Mirada Service Area: whittierlamirada@swwc.com 
A copy of the Application and any related documents may also be reviewed at [insert website 
link].  

 
Contact CPUC 
Please visit apps.cpuc.ca.gov/c/A[PROCEEDING NUMBER]to submit a comment about this proceeding 
on the CPUC Docket Card. Here you can also view documents and other public comments related to this 
proceeding. 
 
If you have questions about CPUC processes, you may contact the CPUC’s Public Advisor’s Office at: 

Phone:  1-866-849-8390 (toll-free) or 1-415-703-2074 
Email: Public.Advisor@cpuc.ca.gov  
Mail:  CPUC Public Advisor’s Office 

505 Van Ness Avenue 
San Francisco, CA 94102 

 
Please reference Application A.XX-XX-XXX in any communications you have with the CPUC regarding 
this matter. 
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R.17-06-024/D.20-08-047  
Minimum Data Requirements for Application for Order Authorizing Sale and Purchase 

1. Estimate the potential monthly incremental cost impact on existing and acquired 
customers following the actual results of the Buyer’s most recently authorized 
tariffs. 
Upon Suburban's acquisition of Sativa, there will be no monthly incremental cost impact 
on existing customers. Immediately upon acquisition, Suburban will reduce Sativa 
customers’ monthly bills by 8.5% from $67.84 to $62.00. Additionally, eligible Sativa’s 
customers will be able to take advantage of Suburban’s Customer Assistance Program. 
This will further reduce the monthly bills of eligible low-income customers by $7.39 each 
month. 

a. If a Buyer has pending request before the Commission to change rates, it must 
also calculate the above using data as proposed in its pending request. 
N/A 

2. If the Buyer is seeking authority to increase the acquired system’s rates to a certain 
level, please state the basis for the targeted rate and period of time for such targeted 
rate to be implemented. 
N/A 

3. Provide the annual depreciation expense using the proposed rate base of the 
acquired assets. If the exact depreciation expense is not available, provide the best 
estimate of the annual depreciation expense. Show how the depreciation expense is 
calculated. 
See attachment R.17-06-024_03. Annual Depreciation Calculation 

4. Provide an estimate of the annual revenue requirement of the system proposed to be 
acquired. Provide the assumptions for the annual revenue requirement, including 
expected rate of return, expected depreciation expense, O&M expenses, etc. 
See the Direct Testimony of Robert Kelly, Attachment 1, column “(c)”.  

5. Other than the revenue requirement data requested above, separately identify all 
other approved and/or intended impacts to customer bills (i.e., surcharges, 
passthrough fees, etc.). 
Like most municipal water agencies subject to Proposition 218, Sativa lacks a low-
income customer rate assistance program. Given the small size of Sativa’s system, such a 
program would likely be very difficult, if not impossible, to implement. Sativa customers 
would normally not become eligible to participate in Suburban’s low-income program 
until completion of Suburban’s next general rate case on January 2, 2024. Considering 
the Commission’s interest in assisting low-income customers, particularly during the 
COVID-19 public health emergency and in light of the current economic challenges, 
Suburban recommends expediting the eligibility for Sativa customers. Suburban requests 
authorization to allow Sativa customers to apply for the Low Income Rate Assistant 
program (LIRA) program and enroll if they meet the eligibility criteria immediately after 
closing of this transaction. Suburban does not anticipate the need for changes to its 
current LIRA surcharge at this time. The low-income surcharge applies to all non-low-
income customers in Suburban’s service areas. Suburban requests similar treatment to 
that provided California American Water in Advice Letter 1307-W. 

Suburban will apply the UF surcharge to Sativa customers as required by Public Utility 
Code Section 433. Additionally, Sativa customers within the City of Compton will be 
subject to the city’s Utility Users Tax Ordinance. 
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6. Provide a listing of any entities that currently receive free service from the acquired 
utility. 
None 

7. If the acquired utility has increased rates in the last year, please state the date of the 
increase and provide a copy of the new rate schedule and the total annual revenues 
projected under the new rates. 
Sativa has not increased rates in the past year. 

8. Are there any leases, easements, and access to public rights-of-way that Buyer 
expects to be needed in order to provide service which will not be conveyed at 
closing? If yes, identify when the conveyance will take place and whether there are 
expected to be additional costs involved. 
No. 

9. Provide a breakdown of the estimated transaction and closing costs. Provide 
invoices to support any transaction and closing costs that have already been 
incurred. 
See Attachment R.17-06-024_09. Transaction Costs 

10. Describe known and anticipated general expense savings and efficiencies under 
Buyer’s ownership. State the basis for assumptions used in developing these savings 
and efficiencies and provide all supporting documentation for the assumptions. 
Being part of a larger organization provides Suburban’s customers with greater 
economies of scale for shared corporate services such as information technology, payroll, 
treasury, and strategic leadership. It also provides redundancy and access to more 
professional knowledge and experience. For example, in the event of an earthquake and 
the potential loss of Suburban’s customer service call center, customer calls would be 
diverted to the Texas call center to maintain excellent customer care which is extremely 
critical when customers are in crisis. Suburban’s support services are provided from the 
headquarters located in Covina, CA. There are customer service offices that include 
payment stations in West Covina and in La Mirada. These offices also host field 
operations employees. By leveraging its existing workforce, Suburban will be able to 
spread its fixed cost of a greater number of customers, thereby lowering the cost per share 
for customers. Further evidence of the savings and efficiencies provided by this 
acquisition can be found in the testimonies of Robert Kelly, Jorge Lopez and William 
Russell Bryden. 

11. Provide a copy of the Seller’s request for proposals (if there was one) and any 
accompanying exhibits with respect to the proposed sale of the water system or 
water system assets. 
See Attachment R.17-06-024_11. Sativa’s Request for Proposal 

12. Provide a copy of the response to the request for proposals (if there was one) of the 
Buyer for the purchase of the acquired water system or water system assets. 
See Attachment R.17-06-024_12. Sativa Suburban Proposal Vol 1 – FINAL – 2019.11.10 

13. For each Utility Valuation Expert (UVE) providing testimony or exhibits, please 
provide the following: 

a. A list of valuations of utility property performed by the UVE in the last two 
years;  
Mark Rodriguez - See Attachment R.17-06-024_13.a. List of Utility Property 
Valuations_MRV 
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b. A list of appraisals of utility property performed by the UVE in the last two 
years; 
Mark Rodriguez - See Attachment R.17-06-024_13.b. List of Utility Property 
Appraisals_MRV 

Rodney T. Smith (Stratecon): 
“Economic Valuation of Laguna Water’s Edwards Groundwater Permits 
and Carrizo/Wilcox Groundwater Rights”, February 26, 2020 for 
Southwest Water Company 
“Updated Valuation Opinion Regarding Central Basin Adjudicated 
Groundwater Rights” February 18, 2021 updating September 30, 2019 
opinion for Southwest Water Company 

c. A list of all dockets in which the UVE submitted testimony to a public utility 
commission or regulatory authority related to the acquisition of utility 
property in the last two years;  

  Mark Rodriguez - See Attachment R.17-06-024_13.c. Testimony      
  Experience_M.Rodriguez 
  

Rodney T. Smith (Stratecon): 
Westlake Farms v. County Sanitation District No. 2 for Los Angeles 
County, Superior Court of California, County of San Luis Obispo, Case 
No. 16CV-0244 (deposition testimony) on behalf of County Sanitation 
District regarding the market value of Central Valley water.  

d. An electronic copy of or electronic link to written testimony in which the 
UVE testified on public utility fair value acquisitions in the past two years. 

Mark Rodriguez - See Attachment R.17-06-024_13.d. MRV Testimony_Water 
System Fair Value 

14. Explain each discount rate used in the appraisals and valuations, including 
explanations of the capital structure, cost of equity and cost of debt. State the basis 
for each input. Provide all sources, documentation, calculations and/or workpapers 
used in determining the inputs. 
See the Direct Testimony of Mark Rodriguez (MR Valuation Consulting, LLC) and 
Application Attachment 5. 
See the Direct Testimony of Rodney Smith (Stratecon, Inc.) 

15. Explain whether the appraisal/valuation used replacement cost or reproduction cost 
and why that methodology was chosen.  
The appraisal completed by MR Valuation Consulting, LLC covers both replacement cost 
and reproduction cost. Section 2720(b) of the Public Utilities Code references 
reproduction cost. That statute also cites to Section 820 of the Evidence Code, which 
refers to both reproduction cost and replacement cost. D.99-10-064 references 
replacement cost. 

16. Explain the basis for any comparable acquisitions used in the appraisal/valuation 
including the purchase price and number of customers for each comparable 
acquisition.  
N/A  
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17. Are there any outstanding compliance issues, including but not limited to water 
quality violations, that the Seller’s system has pending with the Board’s Division of 
Drinking Water? If yes, provide the following information: 
Yes. Sativa is currently subject to a compliance order issued by the Division of Drinking 
Water, Compliance Order No. 04_22_18R_002.  

a. Identify the compliance issue(s); 
The Compliance Order alleges that the Sativa system meets neither Maximum 
Day Demand nor Peak Hourly Demand as required by 22 CCR Section 64454; the 
system does not meet the California Waterworks standards for pressure and 
flushing velocity; the system delivers water exceeding the secondary maximum 
contaminant levels for manganese and color, as well as having overall poor 
aesthetic qualities. 

b. Provide an estimated date of compliance;  
Manganese and Color:  See the testimony of William Russell Bryden for 
estimated date of compliance. 
MDD, Pressure, Flushing: See the testimony of Jorge Lopez for estimated dates of 
compliance. 

c. Explain Buyer’s anticipated or actual plan for remediation;  
See Response to MDR 21(c) 

d. Provide Buyer’s estimated costs for remediation; and,  
See Response to MDR 21(c) 

e. Indicate whether the cost of remediation was or is anticipated to be factored 
into either or both fair market valuation appraisals offered in this 
proceeding.  
The costs of remediating some of these deficiencies are addressed in the 
valuation, specifically the improvements constructed by the County of Los 
Angeles prior to Closing were addressed through functional obsolescence and/or 
excluded from proposed rate base to the extent funded with grants.  

18. Are there any outstanding compliance issues that the Seller’s system has pending 
with the US Environmental Protection Agency? If yes, provide the following 
information: 
No.  

a. Identify the compliance issue(s); 
N/A 

b. Provide an estimated date of compliance;  
N/A 

c. Explain Buyer’s anticipated or actual plan for remediation;  
N/A 

d. Provide Buyer’s estimated costs for remediation; and,  
N/A 

e. Indicate whether the cost of remediation was or is anticipated to be factored 
into either or both fair market valuation appraisals offered in this 
proceeding.  
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N/A 

19. Provide copies of all notices of a proposed acquisition given to affected customers. 
The notices are included as Attachment 9 to the application. 

20. Provide copies of all disclosures and customer notices required by Pub. Util. Code § 
10061 related to the sale and disposal of utilities owned by municipal corporations.  

N/A 

21. Describe other requests to be included in the application, including but not limited 
to requests for approval of: 

a. Consulting, transition of service, water wholesaling, or other agreements;  
N/A 

b. Interim rate increases outside of a general rate case proceeding or other 
special rate treatment (e.g., CPI-U rate increases, or rate increases under 
Class C/D requirements);  
Suburban will be requesting Sativa customers’ water rates be reduce from $67.84 
to $62 until January 1, 2024, at which time Suburban requests that Sativa 
customers be placed on the same rates and rate schedules as Suburban’s 
Whittier/La Mirada service area. 

c. Facilities construction; 
The table below lists the capital improvements Suburban intends to undertake as 
necessary to bring the Sativa Water System into compliance with the DDW 
Permit following the closing. This list is for planning purposes only and the actual 
implementation of such capital improvements will be subject to DDW approval 
and Commission approval in a future GRC proceeding.  

Project Description Total 

Misc. System Replacements (Services, Valves, Hydrants, 
Pipes) 522,800

SCADA Integration  75,000

Steel Reservoir 725,032

Site 4 Pump Station 497,283

Well 3 Transfer Switch and Mobile Generator 190,000

Stockwell Pipeline 917,000

Vesta Pipeline 534,000

Willowbrook Pipeline 1,277,000

Jack and Bore 535,000

Wilmington Pipeline 107,000
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Wayside Pipeline 234,000

Vesta Pipeline 310,000

Lucien Pipeline 183,000

Meter purchase and installation 851,932

Drill and Equip Well 6 1,500,000

Total $8,459,047

d. Memorandum or Balancing Accounts. 

Memorandum Accounts 
Suburban requests the following memorandum accounts: 

Environment Improvements and Compliance Issues for Acquisitions 
Memorandum Account (“EICIAMA”). 
Sativa Transaction Cost Memorandum Account (“STCMA”).  

Balancing Account 
Suburban requests a Sativa Production Cost Balancing Account 
(“SPCBA”). 

22. Identify the ratepayer benefits that accrue to current ratepayers of the system being 
acquired due to this transaction. 
The purchase increases Sativa customers’ long-term access to safe and reliable water 
services at affordable rates. Suburban’s size, position in the industry, and the proximity of 
Suburban’s Whittier/La Mirada service area will allow Suburban to efficiently meet 
water quality, reliability, and customer service standards.  

Suburban’s access to financial resources and ability to spread investment over a large 
customer base ensure that investments needed can be made and ensure that safe and 
reliable service to Sativa’s customers will be provided. 

Suburban’s large and specialized workforce and nearby service areas allow for expanded 
customer service options and for more effective assistance in emergency situations. In 
addition, after the acquisition, customers in the Sativa service area would have access to 
online self-service for many services, paperless billing, multiple payment channels, and 
call centers that have multi-language capability. Sativa customers also will have access to 
Suburban’s wide-ranging conservation programs, that include free water-saving devices 
such as showerheads and hose nozzles, and if requested visits by Suburban staff to homes 
and businesses to review water use and identify ways to save water. 

23. Identify all actions the applicant has taken with governmental agencies related to 
obtaining required permits and/or approvals to effectuate the acquisition. 
Annual Unified Program Facility Permit (issued by LACFD) 
State Water Resource Control Board DDW Permit 

On May 25th, 2021, Suburban and the County of Los Angeles met with representatives of 
DDW and discussed the content and timing of the change of ownership application. The 
application will be filed in coordination with the permit to install and operate a 
manganese treatment plant. 
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24. Provide all workpapers that support the testimony for each of the witnesses that 
accompany the application, in native format where possible. 
Supporting workpapers, if required, are attached to each witnesses’ testimony. 

SUPPLEMENTAL INFORMATION 

1. A list of recommended, proposed or required capital improvements to the acquired 
water system known at the time of the application, with cost estimates, if available; 

Project Description Total 

Misc. System Replacements (Services, Valves, Hydrants, 
Pipes) 522,800

SCADA Integration  75,000

Steel Reservoir 725,032

Site 4 Pump Station 497,283

Well 3 Transfer Switch and Mobile Generator 190,000

Stockwell Pipeline 917,000

Vesta Pipeline 534,000

Willowbrook Pipeline 1,277,000

Jack and Bore 535,000

Wilmington Pipeline 107,000

Wayside Pipeline 234,000

Vesta Pipeline 310,000

Lucien Pipeline 183,000

Meter purchase and installation 851,932

Drill and Equip Well 6 1,500,000

Total $8,459,047

2. If applicable, supporting documentation for the designation of Disadvantaged 
Community; and;  
Sativa’s service area is within census tracts 6037541300, 6037541400, and 6037541500. 
These tracts have been designated by the California Environmental Protection Agency 
(CalEPA) as disadvantaged. 

See attachment R.17-06-024_Sup 2. Disadvantaged Community 
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3. If applicable, documents required by Pub. Util. Code Section 10061(c). 
N/A 
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INVOICE 

5 Professional Circle, Suite 208 Colts Neck, NJ 07722 USA  Tel: 1-732-780-6000  Fax: 1-732-780-6001  www.MRValuation.com 

August 27, 2020 

Tim Miller
Associate General Counsel
Suburban Water Systems 
1325 North Grand Avenue, Suite 100 
Covina, CA 91724 

Re: Invoice #: SUB-001-A

RETAINER – Billing on account for professional consulting services to provide 
valuation advisory services to support the acquisition of the Sativa Water System by 
Suburban Water Systems.  The Sativa Water System is located in Compton, California.  

Professional Fee: $ 63,750.00 
Direct Expenses: 4,000.00

 Overhead (@ 3 percent): 1,912.50
 Total: $ 69,662.50

Please note:
Currency: US Dollars
Terms: Due by August 31, 2020 

To send payment by check: For Wire / Automated Clearing House:
MR Valuation Consulting, LLC JPMorgan Chase Bank
5 Professional Circle, Suite 208 290 Route 34, Colts Neck, NJ 07722
Colts Neck, NJ 07722 ABA Routing: 021000021 

Account: 783393051
EIN 22-3702437 

For International Wire Transfers use: 
Swift (or BIC) Code: CHASUS33

To pay via QuickPay with Zelle use the following email: QuickPay@MRValuation.com

If you have any questions or require any additional information, please feel free to contact us at 
1-732-780-6000 or through mrv@mrvaluation.com.  Thank you for your business!
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t t t ,l pqô qbdibpdol r m,` l j

LOQBD> PQO>QBDFBP DOL RM

P f` e ^oa P f` e
Qr _ r o_ ^k U ^qbo Qv pqbj p
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t t t ,l pqô qbdfbpdol r m,` l j

Eh pi c] _

@GJ J RM
P f` e ^oa P f` e
Qr _r o_^k U ^qbo Qvpqbj p
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COUNTY OF LOS ANGELES
DEPARTMENT OF PUBLIC WORKS

900 SOUTH FREMONT AVENUE
ALHAMBRA, CALIFORNIA  91803-1331

Telephone: (626) 458-5100
http://dpw.lacounty.gov

MARK PESTRELLA, Director
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Transfer or Sale of Sativa Water System 
RFP Number:  BRC0000114 

Volume I

November 12, 2019 

Contact: Craig Gott, General Manager 

1325 N. Grand Ave., Suite 1  | Covina, CA 91724 | (P): 626-543-2554 | (F): 626-331-4848 



 

 
 

November 12, 2019  
 
VIA PERSONAL DELIVERY 
 
County of Los Angeles Public Works Cashier's Office 
900 South Fremont Avenue, Mezzanine Level 
Alhambra, California 91803-1331 
Attention: Erayna Chang 
 
Subject:  Proposal – Suburban Water Systems 
  Transfer or Sale of Sativa Water System; RFP Number:  BRC0000114 
 
Dear Ms. Chang, 
 
Please see attached to this cover letter Suburban Water Systems’ proposal for the Transfer or 
Sale of Sativa Water System; RFP Number:  BRC0000114. 
 
EXECUTIVE SUMMARY: Suburban Water Systems (“Suburban”) has the following goals for the 
Sativa system as the successful bidder: 

Provide Sativa customers with clean, safe, reliable, and affordable drinking water; 

Relieve the County from involvement in operating the system as soon as possible; and 

Leverage our talented operations and management capabilities over a larger customer 
base to achieve efficiencies that benefit both Sativa’s and Suburban’s customers.  

 
Suburban offers $17,000,000.00 to purchase the assets of the Sativa Water System (“Sativa”) 
from Los Angeles County, subject to approval from the California Public Utilities Commission 
(“CPUC”).  Further, Suburban offers to enter into an Operations and Maintenance (“O&M”) 
agreement with the County as soon as possible after being selected as the successful bidder 
and would operate under this agreement for the period between the signing of the Asset 
Purchase Agreement and the closing of the transaction after CPUC approval of the acquisition.  
 
Suburban proposes to – immediately upon acquisition – reduce Sativa customers’ monthly bills 
by 8.5%, from $67.84 to $62.00, and to maintain those reduced monthly bills until December 
31, 2023, when they will be aligned with Suburban’s Whittier / La Mirada rates. 
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Suburban has the experience to make the capital investments and operations improvements 
required to provide Sativa customers with clean, safe and reliable water. Suburban’s existing 
low customer water rates make it best suited to absorb the Sativa Water System while 
providing customers with affordable bills into the future.  Suburban’s experience and well 
qualified employees will provide quality water and service to Sativa by staying true to our core 
values: 

 Safety – customer water quality, and employee and community safety; 

 Customer Care – positive customer experience and affordability; 

 Employee Development – empower and challenge employees to grow; 

 Environmental Stewardship – safety of public health and the environment first, above 
all other objectives; and 

 Community Involvement – long term partnerships in the communities we serve.  
 
While Suburban’s existing operations are not immediately adjacent to Sativa’s water system, 
they are nearby and Suburban’s employees are covering a similar service radius every day in its 
existing operations that span from Glendora in the north to La Mirada in the south.  Suburban 
will provide the same great service to Sativa’s customers. 
 
Selecting Suburban Water Systems will continue the great work that the Los Angeles County 
Department of Public Works (“LACPW”) team has done improving the quality of life for Sativa’s 
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customers and provide Sativa’s customers with affordable bills into the future.  Specifically,
Suburban can provide Sativa’s customers the lowest rates. 
 

 
Please note that the average monthly bill amount reflected in the above chart above does not
include the $7.11 per month Low Income Rate Assistance (“LIRA”) discount applicable to 
eligible Sativa customers. 
 
Suburban is regulated by the California Public Utilities Commission (“CPUC”) and everything we 
do is subject to modification over time at the direction of the commission. The responses in our 
proposal below represent our operations today, and are subject to change in the future.  
 
EXCEPTIONS: 
 
1. CPUC Approval. This Proposal, including all conditions, contingencies and exceptions, and 

any asset purchase agreement to be negotiated by Suburban and the County are subject to
regulation by, and contingent upon approval by, the CPUC. 

 
ATTESTATION: I, Craig Gott, General Manager of Suburban Water Systems, attest to the 
accuracy of the binding legal documents that comprise our proposal to purchase the Sativa 
Water System.  Further, I attest that I have the authority to execute said binding documents,
and have the authority to negotiate and execute an agreement on behalf of the utility.   
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My contact information is as follows: 
 

Mr. Craig Gott 
General Manager 
1325 N. Grand Ave., Suite 100
Covina, CA 91724 
(p): 626-543-2554 
cgott@swwc.com 

 
We at Suburban believe we are best suited and positioned to become the next stewards of the 
Sativa Water System, to provide quality water and service to all who are served by the system.  
We are optimistic that the Evaluation Committee will agree and invite Suburban to the next 
stage of the RFP process – to negotiate mutually acceptable terms of the definitive agreement 
that will govern the transfer of the system to Suburban.  Please don’t hesitate to contact me at
at 626-543-2554 if you would like to discuss our proposal. 
 
Regards, 
Suburban Water Systems
 
 
Craig D. Gott, P.E.
General Manager 
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4.2.3A Part 3A – Statement of Qualifications 
 
Section 1 – Organizational Information 
 
A.1. Suburban Water Systems’ History 
 
From Walnuts to Water: Suburban Water Systems’ roots date back to 1925 when Able Garnier 
drilled a well on his 300-acre ranch in what is now the City of La Puente, California, seeking 
water for his vegetables and walnut trees.  He struck a source of groundwater so plentiful that 
soon he had more than enough to meet his needs.  Other ranchers noticed that Able’s well 
continued to yield water abundantly while theirs were drying up.  They appealed to Able for 
help and he readily agreed to share his water.  When Able Garnier died in 1933, his son Camille 
took over the ranch and the water well.   
 
Post-World War II: In 1946, Camille formed the San Jose Hills Water Company to begin selling 
water to neighboring farmers and ranchers on a formal business basis. As the post-War 
population boomed and more people settled in the San Gabriel Valley to make their homes, the 
company joined forces with other nearby water companies to serve more customers.  In 1953, 
the assets of the water companies were consolidated to form Suburban Water Systems.  In 
1954, Suburban’s parent company was incorporated as SouthWest Water Company.  After 
Camille’s passing in 1968, management of the company passed on to his son, Anton C. (Tony) 
Garnier, who led the company until his retirement in 2006. 
 
Today: Suburban is still the largest subsidiary of SouthWest Water Company (“SouthWest”) that 
now owns and operates water and wastewater systems in California, Oregon, Texas, Oklahoma, 
Alabama, and South Carolina.  Southwest’s headquarters are located in Sugar Land (Houston), 
Texas.  Being part of a larger organization provides Suburban’s customers with greater 
economies of scale for shared corporate services such as information technology, payroll, 
treasury, and strategic leadership.  It also provides redundancy and access to more professional 
knowledge and experience.  For example, in the event of an earthquake and the potential loss 
of Suburban’s customer service call center, customer calls would be diverted to the Texas call 
center. 
 
A.2. Incorporation Details 
 

State of Incorporation:   California 
Date of Incorporation:   April 18, 1907 
Parent Corporation:    SouthWest Water Company 
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A.3. Organization Chart of Key Personnel at Suburban Water Systems 
 
Suburban has 133 employees that perform operations, administrative, and management 
functions for its San Jose Hills and Whittier/La Mirada water systems. The following 
organizational chart shows the structure of the leadership and management team. 
 

Craig Gott
General Manager

Jorge Lopez
Vice President, 

Engineering

Jocelyn Padilla
Vice President,

Service Operations

John Brettl
Vice President,

Field Operations

Kenneth Reich
Water Quality 
Compliance 

Manager

Lauren James
Communication, and 

Supplier Diversity 
Manager

Nathan Au
Engineering 

Manager

Frank Garcia
Mechanical Maintenance 

Manager

Paul DiMaggio
Production Manager

Tom Medina
Field Superintendent

Pat Pooler
Field Superintendent

Kathy Medina
Customer Service Manager

David Button
Field Services Manager

Josh Vaughn
Quality Assurance Manager

Carlos Teves
Technical Services and 

Information Technology 
Manager

Tim Tillery
Safety / Security 

Manager

Darleen Phares
Conservation 

Manager

Bob Kelly
Vice President, 

Regulatory Affairs

Tony Stevens
Financial Director

Joanne Elliott
Director of Human 

Resources

Joe Park
General Counsel

Gigie Baker
Accounting Manager

Satish Sadanandam
GIS Manager

 
 
A.4. Proximity of Personnel to the Sativa System 
 
If successful in acquiring the Sativa water systems, Suburban intends to retain the existing 
Sativa customer service office.  This office will house a bilingual (Spanish/English) customer 
service representative to take payments and address concerns, and a bilingual (Spanish/English) 
field superintendent to perform field customer service and operations activities. 
 
Suburban’s 133 field and office employees operate and manage its existing Los Angeles County 
and Orange County operations.  Suburban’s support services are provided from the 
headquarters located in Covina (address provided in next section).  Suburban has customer 
service offices that include payment stations in West Covina and in La Mirada. These offices 
also host field operations employees.  
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The below map shows the proximity of Suburban’s service area to the Sativa service area, and 
the above-mentioned Suburban office locations. 
 

 
 
B.1. Address of California Headquarters 
 

Suburban Water Systems 
1325 N. Grand Ave., Suite 100 
Covina, CA 91724 
(P): 626-543-2500 
(F): 626-331-4848 

 
B.1. Functions Headquarters Provides to District System Operations 
 
The following is a brief description of the functions that the headquarters provides to district 
system operations; please note that Suburban’s customer service functions are located in its 
West Covina and La Mirada offices: 
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Communication: Suburban’s Communication Manager is responsible for both external and 
internal communication.  Specifically, the Communication Manager coordinates meetings with 
local elected officials, and county and city staff to develop important relationships that help 
both Suburban and the municipalities run smoothly together. 
 
Safety and Security: Suburban’s Safety and Security Manager ensures that our employees have 
the training and resources required to perform their roles safely.  This manager is also 
responsible for ensuring that our many plant sites have multiple layers of physical and 
electronic security (fencing, access control, monitoring, video surveillance, etc.) to protect our 
critical water system assets necessary for providing our customers with clean, safe and reliable 
water. 
 
Conservation: Our Conservation Manager works to help our customers use water efficiently.  
This is achieved through the administration of various education, community involvement, 
water use efficiency, and rebate programs. 
 
Engineering: Suburban’s engineering team is primarily responsible for the planning, designing, 
permitting, contracting, and inspecting our capital investment program.  The team also includes 
the Geographical Information Systems (“GIS”) group that is responsible for managing data 
associated with Suburban’s vast underground assets, above-ground assets, and coordinating 
modifications to the systems to accommodate new development.  Engineering is responsible 
for contract management to ensure that vendors meet requirements for insurance and safety 
and is also responsible for Asset Management planning for identifying, assessing the condition 
of, and prioritizing the replacement of Suburban’s assets. 
 
Regulatory: Suburban’s regulatory team ensures that we comply with CPUC regulations and 
requirements.  This team manages our rate making process and regulatory filing requirements, 
which includes annual reports and a variety of advice letters and applications, including for 
acquisitions.  
 
Accounting: Suburban’s team of accounting professionals track expenses and capital 
investments to ensure accurate reporting to comply with CPUC requirements, meeting bond 
holder requirements, and providing timely information for financial management. 
 
Billing Printing and Remittance: This group prints approximately 76,000 paper bills every 
month, folds and stuffs them, and marks them for postage and delivery to our customers. The 
same team receives checks and remittance coupons for processing customer payments. 
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Human Resources (“HR”): Suburban’s HR team is responsible for recruiting, interviewing, 
onboarding, evaluating, and developing employees as well as managing and overseeing a 
variety of employee benefits programs.   
 
Information Technology (“IT”): Suburban’s IT team provides desktop, network, and phone 
system support to its office and field employees. Suburban’s parent, SouthWest Water 
Company (“SouthWest”), provides Enterprise Resource Planning (“ERP") software and network 
administration support from its Sugar Land (Houston) office. 
 
C. Operating and Rate Making Districts 
 
Suburban has two existing ratemaking service areas, and intends to combine Sativa into the 
Whittier/La Mirada area as it is physically closer to Sativa and, like Sativa, depends on 
groundwater produced from the Central Basin groundwater basin: 
 

Suburban Water Systems - Whittier/La Mirada 
Number of connections: 33,814, which equates to 62,876 effective dwelling units 
Customer service counter address:  15088 Rosecrans Ave, La Mirada, CA 90638 
  
Suburban Water System - San Jose Hills 
Number of connections: 42,606, which equates to 81,941 effective dwelling units 
Customer service counter address: 2235 E Garvey Ave N, # A, West Covina, CA 91791 
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The following map shows Suburban’s rate making service areas: 

 
 
D. Contact Information for Points of Contact 
 

Role Contact Contract Information 
General Manager  Craig Gott Suburban Water Systems 

1325 N. Grand Ave., Suite 100 
Covina, CA 91107 
(P): 626-543-2554 
(F): 626-331-4848 
(E): cgott@swwc.com 

Vice President, Service 
Operations (Customer 
Service & Quality Assurance) 

Jocelyn Padilla Suburban Water Systems 
15088 Rosecrans Ave. 
La Mirada, CA 90638 
(P): 626-543-2500 
(F): 626-543-2692 
(E): jpadilla@swwc.com  
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Role Contact Contract Information 
Vice President, Field 
Operations (Water System 
Operating, Maintenance, 
and Leak Repair) 

John Brettl Suburban Water Systems 
2235 E Garvey Ave N # A 
West Covina, CA 91791 
(P): 626-543-2643 
(F): 626-331-4848 
(E): jbrettl@swwc.com 

Vice President, Engineering Jorge Lopez Suburban Water Systems 
1325 N. Grand Ave., Suite 100 
Covina, CA 91107 
(P): 626-543-2518 
(F): 626-331-4848 
(E): jlopez@swwc.com  

 
E. Management Audit Report 
 
Suburban has been in full compliance with CPUC requirements and has not been required to 
participate in any CPUC management audits. 
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Section 2 – Water Utility Management Experience 
 
A. Engineering Department Capability and Local Experience 
 
The Suburban engineering department has built a strong reputation for being responsible and 
credible with city and county public works departments as well as the CPUC.  Suburban’s capital 
projects, which are approved in the CPUC’s General Rate Case process, have been found to be 
prudent, cost effective, and ensure that customers receive a safe and reliable water supply.  
Suburban’s capital expenditure in each of the past 12 years has been within 1% of the CPUC 
approved project budget. 
 
Suburban’s diverse engineering department team is led by Jorge Lopez, P.E., Vice President, 
Engineering.  Mr. Lopez is responsible for capital improvement planning, design, contract 
administration, and construction management.  He is also responsible for asset management 
planning, new development, and GIS.  Mr. Lopez’s complete resume is attached to this proposal 
as Appendix 1, but the following provides a brief description of his qualifications and 
experience. 
 
Mr. Lopez has a Bachelor of Science degree (Mechanical Engineering) from California State 
University Los Angeles and a Master of Business Administration degree from the University of 
La Verne. He holds an operator certification from the State Water Control Board in Water 
Distribution and Water Treatment and is a licensed Professional Engineer in the State of 
California.  During his 13 year tenure with Suburban, he has led a variety of projects including, 
but not limited to, replacement of aging pipelines, valve station replacements, well drilling and 
equipping, bulk meter change out projects, SCADA upgrades, electrical-mechanical upgrades of 
pumping equipment, concrete and steel reservoirs, and water treatment plants that range in 
cost from $1,000 to $24 Million.  
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Engineering Organization Chart 
 
The following is an organization chart showing the reporting relationship and roles of the 
engineering department employees: 
 

Jorge Lopez
Vice President, 

Engineering

Laura Sainz
Water Service 

Planner

Veronica De La 
Santo

Procurement/
Contract 

Administrator

Satish Sadanandam
GIS Manager

Chernet Asnake
GIS Specialist

Josie Sun
Asset Management 

and Planning 
Engineer

Merriam Rials
Engineering 

Secretary

Nathan Au
Engineering 

Manager

Cathy Nhothavath
Associate Engineer

Jacqueline Olivares
Assistant Engineer

Warjay Naigan
Assistant Engineer

Steve Beard
Lead Inspector

David Islas
Inspector II

Victor Mendoza
Inspector II

Eryk Aguilar
Designer II

Juan Silva
Designer II

 
 
Primary Capabilities and Primary Functions 
 
The following section describes the primary functions and capabilities of Suburban’s 
engineering team: 
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Capital Project Delivery: Nathan Au, P.E., is Suburban’s Engineering Manager.  He is responsible 
for capital project delivery, including the planning, design, contract management, and 
inspection of Suburban’s capital projects. Mr. Au’s complete resume is attached to this proposal 
as Appendix 1. 
 
Suburban’s engineering department has extensive technical capabilities in planning, design, 
operational support, contract management, and project management.  Suburban’s in-house 
project team has historically performed engineering services for the complete delivery of 
pipeline and valve station projects.  Department personnel have many years of experience and 
are well qualified for performing this work.  Suburban’s staff also have tremendous experience 
with other projects including pump stations, wells, reservoirs, and treatment plants that usually 
require the use of engineering consultants specializing in geotechnical, electrical, structural, 
and hydro-geotechnical engineering.  Suburban’s internal personnel perform this work at a 
significantly lower cost than external consultants. 
 
Permits: Suburban’s water systems are located within a number of local jurisdictions including, 
but not limited to, Los Angeles County, City of La Mirada and City of Whittier.  Suburban’s staff 
is familiar with local agency requirements and have developed cooperative relationships with 
them.  Further, Suburban’s construction projects located near the San Gabriel river have 
resulted in experience with federal and state agencies including the U.S. Army Corps of 
Engineers, the California Regional Water Quality Control Board, and the California Department 
of Fish and Wildlife. 
 
Construction Inspection: Suburban has an in-house team of three (3) construction inspectors 
who ensure that new water system facilities added to Suburban meet design requirements and 
are constructed according to contract and specification plans and documents. 
 
Asset Management: Suburban has an in-house Asset Management and Planning Engineer who 
is responsible for identifying and studying the condition of its assets, and then determining and 
prioritizing refurbishment and replacement needs.  The goal of Suburban’s asset management 
program is to ensure the longest possible lifecycle for assets.  This approach minimizes costs to 
customers while ensuring safe and reliable water that meets customers’ service level 
expectations.  Suburban’s Asset Management and Planning Engineer, Josie Sun, has over 20 
years of public works planning experience in both large public agencies and private water 
companies.  Ms. Sun’s complete resume is attached to this proposal as Appendix 1. 
 
B. System Design and Experience with Automated Technologies 
 
Supervisory Control and Data Acquisition (“SCADA”) System: Suburban’s extensive SCADA 
experience will greatly benefit Sativa customers. The real-time data collected via the SCADA 
system allows operators to make decisions quickly and implement appropriate changes 
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remotely to ensure that a high level of service is maintained.  The use of SCADA has created a 
tremendous labor efficiency; without SCADA, plant operators would need to physically travel to 
each site to determine its status and make operational changes. 
 
SCADA is particularly important for ensuring public safety because it allows for remote, real 
time responses to events in the water system, thereby minimizing emergency response times.  
For example, when a vehicle hits a fire hydrant or when large water leaks occur, water system 
SCADA operators can observe changes in the system – such as reductions in pressure or falling 
reservoir levels – and can alert crews to respond and resolve the issue before it has a significant 
impact on service to customers.  The SCADA system is a critical tool for responding to natural 
disasters, like earthquakes, as it allows for a quick evaluation of the status of the water system 
and the identification of problems that need to be prioritized and addressed by field crews. 
 
Suburban uses its SCADA system to monitor and control water distribution facilities throughout 
its San Jose Hills and Whittier / La Mirada water systems.  The system monitors all 63 plant sites 
remotely, and the operator interface provides real time data that enables remote and timely 
decision making and necessary operational changes.  Suburban has three (3) system controllers 
who monitor and control the system during business hours and respond to system alarms after 
hours and on weekends. 
 
Suburban uses data collected and stored in the SCADA system to make design decisions for new 
and replacement facilities such as reservoirs, pipelines, and pumps.  Data from the SCADA 
system is also used monthly to calculate water loss and production source totals that allow 
Suburban to efficiently manage the water system, resulting in affordable rates for customers. 
 
Over the last few years, Suburban has taken several measures to establish a robust 
communication system between remote sites and centralized components that create 
consistency and facilitate maintenance.  A recent review of the SCADA system by Cannon, a 
third-party engineering consultant based in Los Angeles, determined that Suburban’s SCADA 
system security has a good foundation in physical security and cybersecurity that complies with 
industry standards. Sativa’s customers will greatly benefit from the SCADA infrastructure that 
Suburban has in place, which will be expanded to cover the Sativa water system. 
  
Advanced Metering Infrastructure (“AMI”): Suburban plans to initially install Automatic Meter 
Reading (“AMR”) meters for all Sativa customers. AMR meters transmit meter reads using radio 
signals to a meter reader’s laptop. The reader collects the meter reads from the whole 
neighborhood at one time, allowing for significantly faster and more efficient data collection 
compared to gathering individual meter reads from each meter. Suburban plans to install 
forward programmable meters that can easily be upgraded to work with the AMI system. In 
time, Suburban will install an antenna and bring the benefits of AMI to Sativa’s customers.  
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Suburban intends to convert all of its 76,000 meters to AMI by 2025.  On June 11, 2018, in 
response to a data request under a CPUC decision (D-16-12-026), Suburban submitted a plan to 
the CPUC  Executive Director for the conversion of all meters to AMI over the next two General 
Rate Case (“GRC”) cycles, each of which is three years.  A multi-phase approach has been 
established that began in 2018.   
 
Phase 1 involves replacing existing meters with a more versatile, modern electronic meter that 
can be read via traditional direct read, AMR, and AMI methods. Over 10,000 meters have been 
replaced through October 2019.  The meters are initially configured as AMR devices, where the 
customer’s monthly usage is transmitted from the meter to an antenna mounted on a roaming 
company vehicle.  Suburban has successfully integrated AMR meters into its operations with 
data flowing directly into the billing process. 
 
Phase 2 is an AMI pilot project that involves the construction of a fixed receiving antenna on a 
tower, and integration of remotely collected data into the billing system.  2,300 meters will be 
remotely converted from AMR to AMI mode, at which time they will begin transmitting 
continuous data to the fixed antenna.  The AMI antenna equipment has been installed and is 
operational 
 
Phase 3 involves the construction of multiple antennas throughout Suburban’s service area to 
collect customer usage data from all of Suburban’s meters using AMI.  
 
Suburban believes the forward programmable meter approach takes advantage of the 
efficiencies provided by AMR, while avoiding the cost of having to switch meters again in the 
future to accommodate AMI.  In addition, this provides for a phased AMI tower roll out.  The 
phased implementation of this project ensures that issues are resolved before going full scale, 
minimizing the number of impacted customers and wasted investment if modifications to the 
implementation strategy is required.  Further, the phased replacement of meters reduces the 
rate shock that customers would experience in a full scale un-phased deployment. 
 
Geographic Information System (GIS): Suburban’s GIS Manager, Satish Sadanandam, has over 
20 years of GIS expertise and his complete resume is attached to this proposal in Appendix 1. 
 
Suburban’s GIS architecture utilizes the latest available technology from ESRI and applications 
that are customized to meet the needs of Suburban’s teams.  The GIS system allows users from 
various departments to quickly and efficiently search data to make operations and customer 
service decisions.  The GIS system is available for employees on desk top computers in the 
office and on Mobile Data Terminals in the field.  Applications include water quality issue 
tracking, leak repair data collection, valve exercising records, underground dig alert dispatch, 
completion tracking, and fire flow test result records.  Recently, Suburban worked with HDR, a 
consulting engineering firm, who used Suburban’s GIS pipe information and leak repair data to 
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study pipe longevity and failure probability to optimize the pipe replacement program for over 
860 miles of aging pipe. 
 
The water quality application gives water quality technicians the ability to input water quality 
alerts from customers (complaints) such as water odor, smell, color and turbidity.  The events 
are graphically displayed to indicate potential area-wide problems and support technicians in 
making decisions to remedy problems.  
 
Suburban’s valve exercising crews also collect valve location data using Global Position System 
(“GPS”) instruments.  The coordinates, valve status, and conditions help our repair crews in 
locating valves and understanding how they will perform.  This data is also used to identify and 
prioritize the replacement of valves.  Suburban is now starting to use GPS instruments to record 
the location of meters. 
 
Hydraulic Modelling: Suburban uses hydraulic modelling to analyze its system to identify 
restrictions and reliability vulnerabilities and to validate fire flow availability test results.  
Suburban also uses this technology to design system improvements, with the hydraulic model 
providing important validation of whether improvements are sized to meet requirements. 
 
C.1. Capital Improvements and Replacements 
 
Suburban plans on investing $66,964,861 in 2020 and 2021, and intends to invest $196,942,156 
over the five (5) year period from 2020 to 2024. The following table summarizes Suburban’s 
capital expenditure (“CAPEX”) plans for the Whittier / La Mirada and San Jose Hills water 
systems for the next five (5) years.  
 

Asset Class 2020 2021 2022 2023 2024 
Plant Site Improvements 671,000         
Treatment Plants 810,000 3,200,000       
SCADA   268,000       
Generators   1,837,502 3,855,432     
Reservoirs 1,107,000 3,227,000   1,000,000 1,000,000 
Pipelines 7,056,000 21,455,000 20,881,000 27,000,000 24,000,000 
Pump Stations 3,540,000   3,400,000 1,000,000 1,000,000 
Annual Work Orders 11,473,728 12,319,631 14,902,321 13,443,721 15,994,821 
Wells       1,000,000 1,500,000 
Annual CAPEX Total 24,657,728 42,307,133 43,038,753 43,443,721 43,494,821 
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C.2. Recent Innovations 
 
Pipeline Replacement Prioritization: Suburban recently embarked on a pipeline study with 
HDR, an engineering consulting firm that is a recognized industry leader in Asbestos Cement 
(“AC”) pipe life cycle analysis and pipe replacement prioritization.  The study leveraged the 
pipeline attribute information and leak history collected systematically over the past two (2) 
decades and stored in Suburban’s GIS system to create a performance curve that relates break 
counts, the average duration between leaks, and the proportion that failed again.  The study 
determined that the majority of leaks are occurring on a relatively small percentage (20%) of 
the pipe inventory, and that each successive failure on a pipeline occurs sooner than the last.  
This information suggests that if Suburban can prioritize its pipeline replacement to these poor 
performing pipelines, it can maintain a level of service to customers without reinvesting 
infrastructure at an unaffordable rate. 
 
Construction Management Software: Suburban has recently started using Procore, a web-
based construction management software.  Suburban’s construction inspection and 
engineering team use this software to capture, store, and catalog construction photos and daily 
inspection notes.  This system catalogs the work by project and phase and provides valuable 
asset information for recording fixed assets.  It can be accessed by inspectors in the field and 
engineers in the office.  This provides clear records of construction that will be used by future 
generations of employees maintaining and repairing the system.   
 
Contract Management System: Suburban has recently started using ContractWorks, a web-
based contract management system.  Suburban’s engineering department uses this application 
extensively to store and manage its contracts.  It allows engineers to quickly obtain electronic 
authorization from stakeholders who are located remotely or away from the office.  
ContractWorks provides reminders to stakeholders for important events, such as deadlines, 
permit renewals, insurance renewals for Master Service Agreements, and warranty inspections.  
This web-based system allows controlled access to contracts in the office and on mobile 
devices.  Most importantly, it stores contract documents and amendments (change orders) for 
future reference. 
 
Construction Site Photography:  Suburban uses a fixed high-resolution camera and the Work 
Zone Cam application to record construction site conditions and progress for major projects.  
This web-based software takes photographs every 30 minutes and stores them for future 
reference in the office or in the field.  This allows engineers to get almost real time updates on 
construction progress and provides important records for future reference.  The application 
also stitches photos together to create a time lapse video that shows months or years of 
construction progress in just a few minutes.  This has been a valuable tool for communicating 
the construction process to customers, elected officials, city management, and other 
stakeholders.  
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D.1. Treatment Facility and Experience 
 
Plant 409 Manganese and Color Removal Plant (Whittier / La Mirada System):  Suburban 
treats water from Plant 409 W-3 to remove manganese and organic color prior to delivery to 
the system.  Well 409 W-3 has a design capacity of approximately 2,500 gallons per minute 
(gpm).   
 
The treatment system includes the following processes:  oxidation, coagulation, mixing, 
pressure filtration, and ammonia addition.  Chemical oxidation is achieved by injecting 12.5% 
sodium hypochlorite solution at the well discharge for pretreatment and oxidation of color, 
manganese and low-level hydrogen sulfide.  Polyaluminum hydroxychloride (PROPAC 9810) is 
injected as a coagulant before the water enters the first mixing vessel.  Ammonia is injected at 
the discharge side of the filters to form a chloramine residual at a 4.5 to 1 chlorine to ammonia 
ratio.  The plant uses mixed media filter vessels that were designed and constructed by 
Filltronics. 
 
The treatment system includes a 70,000 gallon reclamation holding tank for filter backwash 
water.  The supernatant water from the holding tank is returned to the influent line prior to 
chemical injection at a rate of approximately 10 percent of the operating flow.  Settled sludge is 
discharged through an air-gap structure into the sanitary sewer system.   
 
Fully-treated water is analyzed continuously for total chlorine residual by a Prominent 
Dulcometer D1C.  Water quality monitoring is conducted to optimize treatment efficiency, 
control chloramination, and ensure compliance with the permit requirements issued by the 
State of California Department.  The following table summarizes the monitoring performed at 
this plant: 
 

Constituent Frequency Location Analysis 

Color, Odor, 
Turbidity, Iron, 
Manganese, pH 

Weekly 

Well Raw Water, Plant 
Effluent and 2 - 4 
intermediate process 
locations 

Approved Laboratory 

Coliform/HPC Weekly Well Raw Water and 
Plant Effluent Approved Laboratory 

Title 22 primary 
and secondary 
source water 
standards 

Various Well Raw Water Approved Laboratory 
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Constituent Frequency Location Analysis 

Disinfection 
Byproducts Weekly 

Four intermediate 
process locations prior 
to ammonia addition 
and the Plant Effluent 

Approved Laboratory 

Free chlorine 
residual Weekly 

Four intermediate 
process locations prior 
to ammonia addition 

HACH Colorimeter 

Turbidity Continuous 
(SCADA) Plant Effluent Great Lakes Instruments 

Model 8220 Turbidimeter 

Total chlorine 
residual 

Continuous 
(SCADA) Plant Effluent Prominent Dulcometer 

D1C 

Flow Daily Plant Effluent  Meter reading 

Chlorine residual Weekly Plant Effluent HACH Colorimeter 

Ammonia, Nitrite, 
Monochloramine Weekly Plant Effluent HACH  

 
Manganese Pilot Study:  In 2018, Suburban contracted with WQTS (Water Quality & Treatment 
Solutions, Inc.), a specialty environmental engineering and science consulting company located 
in Los Angeles, to perform treatment process pilot testing on its Plant 410 to determine the 
most effective technology to remove manganese.  The study determined that oxidation 
followed by green sand filtration was the most effective treatment technology to remove the 
manganese.  Suburban plans to construct a treatment plant in 2021 according to the 
recommendations in this study. 
 
D.2. Laboratory Facilities and Personnel 
 
Suburban’s certified Quality Assurance (“QA”) Technicians collect samples and perform a 
number of lab tests and quality assurance procedures to ensure safe drinking water quality. 

 
Chain of custody recording:  When taking water samples, Suburban’s QA Technicians 
perform field water quality tests and record the following data:  Chlorine residuals (Free 
or Combined), pH, temperature, sampler’s name and signature including time that the 
sample is collected, sample type (e.g., Total Coliform, Perchlorate, and Nitrate), sample 
frequency (e.g., routine, repeat, other, well, distribution), and bottle type (plastic, glass, 
sterile). 
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Water Quality Tests Performed by Suburban: Suburban’s QA Technicians perform the 
following tests in the field:  Free and Combined chlorine residuals, pH, nitrite, 
orthophosphate, free and total ammonia, monochloramine, and hardness. 

 
Suburban’s QA Technicians use the following field instruments to perform water quality 
testing in the field: 

o HACH Colorimeter II (chlorine residuals); 
o HACH SL 1000 (chlorine, temperature, pH, nitrite, orthophosphate, ammonia, 

hardness); 
o HACH DR890 (chlorine, nitrite, ammonia); 
o Hanna (pH, temperature); 
o HACH (hardness test kit); 
o HACH (total chlorine kit for high chlorine residuals); 
o Hach 2100Q Portable Turbidimeter (turbidity). 

  
Third Party Laboratories:  Suburban does not generate enough lab testing work to warrant a 
specialized laboratory staff and the operation of an accredited in-house laboratory.  It is more 
cost efficient to outsource the balance of the more complex water testing work to accredited 
laboratories that provide an unbiased and world class analysis of our water supply.  Suburban 
uses the following accredited labs for routine and weekly sampling of wells and distribution 
systems: 
  

Weck Laboratories Inc. (CA ELAP #1132) 
14859 Clark Avenue 
City of Industry, CA 91745 
(626) 336-2139 

  
Clinical Laboratory of San Bernardino (CA ELAP #1088) 
21881 Barton Road 
Grand Terrace, CA 92313 
(909) 825-7693 

 
E. Benchmarking 
 
The following are examples of some of the benchmarking that Suburban has monitored. 
 
Average Bill:  Suburban proposes to request CPUC approval for an immediate reduction in 
Sativa average monthly bills, from the current $67.84 to $62.00. This is in line with Suburban’s 
continuing efforts to provide affordable service to its customers.   
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The following chart compares Sativa’s current $67.84 fixed monthly water bill with comparable 
bills of neighboring investor owned and municipal water purveyors.  The County has indicated 
that Sativa’s customers are using an average of 13 CCF/month.  The following chart was 
prepared using publicly available tariff and rate sheets.  The bill includes a fixed base fee for a 
¾-inch service, and a volume charge.  The volume charge is determined by multiplying usage 
(Sativa’s average usage per customer of 13 CCF) by the volume rates and other surcharges. 
 
The chart includes an estimate of $63.65 per month that a Sativa customer would be paying if 
they were charged based on Suburban’s current La Mirada rates, and shows that equivalent 
Suburban rates for average usage at Sativa is less than those of nearby investor owned utilities 
and the neighboring municipal systems in Lakewood and Compton: 

 

 

Please note that the monthly bill amount reflected in the above chart does not include the 
$7.11 per month Low Income Rate Assistance (“LIRA”) discount applicable to eligible Sativa 
customers. 

Customer Service Metrics: Each year, CPUC regulated water utilities are required to file annual 
reports with the CPUC that include Attachment A – GO 103A Customer Service Performance 
Measures. The data in this attachment summarizes the utility’s performance measured against 
the CPUC’s goals.  
 
The following charts generated using publicly available data from annual reports benchmark 
Suburban’s performance on Calls Answered in 30 Seconds, Call Abandonment Rate, and Percent 
Complaints to Utility from the CPUC’s Consumer Affairs Branch, to the CPUC’s goals and other 
Class A regulated water utilities. 
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The charts show that Suburban’s La Mirada-based call center quickly responds to customer calls 
with few customers abandoning their calls, and that Suburban customers make very few 
complaints to the CPUC’s Consumer Affairs Branch.  Suburban is responsive to all complaints 
and reaches resolution without the need for a CPUC hearing. 
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F.  Rate Management - Operations and Management Innovations to Maintain Affordable 
Rates 
 
Innovative Rate Design: Suburban is the only California CPUC regulated Class-A water utility 
with rates that distinguish cost of service by pressure zone. Customers at higher elevations pay 
higher quantity charges to account for required “lifts” – i.e., the added cost to pump water to 
higher elevations. As Sativa would be in the lowest pressure zone, it would have the lowest 
rates. 

Energy Efficiency:  Suburban has dozens of pressure zones and more than 25 water sources 
that enter the system at various elevations and pressures.  Suburban’s production team 
aggressively manages their supply strategy to maximize energy efficiency to minimize power 
costs that are ultimately passed on to customers.  The production team is careful not to send 
water into lower elevation zones only to waste energy re-pumping it at another time. 
 
Suburban’s SCADA system runs a time-of-use energy management program that looks at 
available water in lower zones and available storage in upper zones and runs pumps during off-
peak or low-peak hours to avoid the higher costs of on-peak pumping. 
 
Suburban works with Southern California Edison (“SCE”) and consultants to perform pump 
energy efficiency tests on wells every twelve (12) months and on booster pumps every two (2) 
years.  These tests reveal if a pump’s moving parts have worn down and need to be replaced to 
maximize energy efficiency and minimize waste. 
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G.1. Experience Managing Water Resources and Water Rights 
 
Suburban’s managers and operators require a sophisticated understanding of water sources, 
costs, energy, and treatment requirements to meet the following production requirements: 
 

1. Ensure that all water produced is safe to drink 
2. Ensure that customers don’t run out of water 
3. Minimize production costs 

 
Suburban delivers approximately 45,000 AF of water to customers each year.  This requirement 
peaked at over 60,000 AF before Suburban’s intensive conservation initiatives successfully 
curbed customer demand.   
 
Suburban is the largest water rights holder in the Main San Gabriel Basin.  Suburban 
participates in the Basin Management Committee that makes recommendations to the board 
for policies to ensure sustaining management, and also the Finance and Administrative 
committees that ensure the agency is managed well. 
 
Suburban produces water through its own Main Basin wells and is also a partner in the U.S. 
Environmental Protection Agency’s (“EPA”) 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 Valley County Water District (“LPVCWD”) treatment plant.  There are 
many ways to purchase main basin water, including entitlement, leases, over-production 
replacement, and pre-purchased cyclic storage. 
 
Suburban also holds significant water rights in the Central Basin groundwater basin.  Suburban 
has production wells to produce this water and has available water rights in the Central Basin 
that could also be used to meet Sativa’s demand, if needed. 
 
Suburban has ownership interests in two (2) local mutual wholesale water companies –  
California Domestic Water (“Cal Domestic”) and Covina Irrigating Company (“CIC”) – that have 
extensive water rights, surface and groundwater production, treatment, and transmission 
capacities. 
 
Suburban’s large service area overlays three (3) Metropolitan Water District of Southern 
California (“MWD”) member agencies that include Upper San Gabriel Municipal Water District 
(“USGVWMD”), Three Valleys Municipal Water District (“TVWMD”), and Central Basin 
Municipal Water District (“CBMWD”).  Suburban has direct treated connections with 
USGVMWD, and CBMWD, and takes TVWMD water though a neighboring agency. 
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Suburban has worked closely with neighboring water agencies to establish interconnections 
where we can deliver and receive water with neighboring water purveyors, including City of 
Glendora, City of Covina, City of Azusa, San Gabriel Valley Water Company, Valley County Water 
District, Golden State Water Company, Walnut Valley Water District, La Puente Valley County 
Water District, La Habra Heights Water District, Valencia Water District, Rowland Water District, 
City of La Habra, Orchard Dale Water District, City of Whittier, and City of Cerritos. 
 
Suburban managers participate in the Central Basin Water Association (“CBWA”) and San 
Gabriel Valley Water Association (“SGVWA”), holding board director seats and executive board 
leadership roles with both associations.   Suburban employees hold director roles with the San 
Gabriel River Protective Association (“SGRPA”), which holds the diversion permit used to 
recharge the Main San Gabriel and Central basins.  In the past, Suburban employees have 
participated in the Water Replenishment District’s (“WRD”) Technical Advisory Committee 
(“TAC”) that ensures that pumpers are part of the WRD’s capital planning process. 
 
G.2. Securing New or Cheaper Sources of Water Supply 
 
In December 2018, Suburban secured 41.70 AF of Prescriptive Pumping Rights in the Main San 
Gabriel Basin from a private party, which allows Suburban to pump more groundwater at a 
lower cost than other alternatives. 
   
In June 2019, Suburban purchased at total of 68 shares of CIC stock from another water agency 
and a private party that provides Suburban with access to more cost-effective entitlement 
water.  Similarly, from November 2018 to May 2019, Suburban purchased 9.5 shares of Cal 
Domestic Stock, which secure additional lower cost Cal Domestic entitlement water for 
Suburban. 
 
In 2002, Suburban and other Main Basin pumpers impacted by industrial contamination 
successfully negotiated a project agreement for the cleanup of contaminants in the Main San 
Gabriel Basin known as the Baldwin Park Operable Unit (“BPOU”), an EPA Superfund site.  This 
agreement provided low cost treated water to Suburban for 15 years.  In 2017, Suburban and 
the other parties renewed this agreement for another ten (10) years. 
     
In 2018, Suburban and other Main Basin pumpers impacted by industrial contamination 
successfully negotiated a project agreement for the cleanup of contaminants in the Main San 
Gabriel basin known as the Puente Valley Operable Unit (“PVOU”), another EPA Superfund site.  
Once completed, the PVOU treatment plant will provide low cost treated water to Suburban 
and its customers for the next several decades. 
 
In 2010, Suburban entered into an agreement with the Upper San Gabriel Municipal Water 
District (“Upper District”) to partner on the design, construction, and operation of a recycled 
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water transmission, storage, and distribution system in West Covina.  Upper District secured 
over $28.5 million of grant funding and State Revolving funds to build and own this project.  
This recycled water offsets more costly and environmentally impactful imported water.  
Suburban customers purchase this recycled water at a cost that is 15% less than the potable 
water cost. 
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Section 3 – Water Utility Operating Experience 

A. Ratemaking Service Areas, Connections and Employees 
 
The following describes Suburban’s existing ratemaking areas and provides the number of 
connections in each system: 
 

Suburban Water Systems - Whittier / La Mirada 
Number of connections: 33,814, which equates to 62,876.5 Effective dwelling units 
Appendix 2 shows the Whittier / La Mirada ratemaking service area. 
 
Suburban Water Systems - San Jose Hills 
Number of connections: 42,606, which equates to 81,941.5 Effective dwelling units 
Appendix 3 shows the San Jose Hills ratemaking service area. 

 
Number of Employees:  Suburban’s two ratemaking service areas are immediately adjacent to 
each other and are only divided by the Puente Hills.  Even though the systems are hydraulically 
independent, they are both operated by Suburban’s 133 employees who are assigned to a 
system depending on the system needs and their rotating assignments. 
 
Operational and Professional Recognition Awards 
 
Quantum Workplace Employee Voice Award:  In 2019, SouthWest and its subsidiaries, 
including Suburban, was recognized for distinction in employee engagement with the 2019 
Quantum Workplace Employee Voice Award.  Each year, Quantum Workplace, an employee 
satisfaction benchmarking company serving more than 8,700 organizations, recognizes 20 
organizations for excelling in collecting, analyzing and taking action on employee feedback. 
(https://www.quantumworkplace.com). 

 

Suburban’s high employee engagement scores were a major contributor to SWWC earning this 
award and demonstrates that Suburban’s employees feel that Suburban is a great place to 
work. 
 
5-Star GRESB Rating:  GRESB (https://www.gresb.com) is a globally-recognized independent 
rating service that measures the long-term sustainability of real estate and infrastructure 
companies, through an assessment of companies’ environmental, social and governance 
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(“ESG”) principles.  GRESB Infrastructure provides systematic assessment, objective scoring, and 
peer benchmarking for ESG performance of infrastructure companies and funds. 
 

 

 

On September 4, 2019, SouthWest and its subsidiaries, including Suburban, received high marks 
for its Environmental, Social, Governance efforts.  Specifically, SouthWest: 
 

Earned a 5-star rating in all four (4) years the GRESB Infrastructure survey has been 
administered (2016-2019) 

Achieved a score of 76 compared to a GRESB Average of 45 and a Peer Average of 71 

Ranked in the top 10% (8 out of 88) among survey participants from the Americas 
Region 

Ranked in the top 8% (30 out of 393) among All Infrastructure Assets 
 
Highest 2018 Supplier Diversity Spend:  As a CPUC-regulated water utility, Suburban is subject 
to CPUC General Order 156, which established the Utility Supplier Diversity Program framework 
and guidelines.  General Order 156 sets a 21.5% of eligible procurement spend goals for 
utilities’ use of diverse owned vendors (Minority-, Women-, Disable Veteran-, and LGBT- owned 
business enterprises).  Suburban is proud to have exceeded this requirement annually and, in 
2018, recorded a Supplier Diversity spend of over $15 million, or 49.5%.  This was the highest 
diversity spend percentage of all CPUC-regulated water utilities and the second highest among 
all CPUC-regulated utilities. 
 
B. Most Likely Ratemaking District to be combined with Sativa 
 
Suburban will file with the CPUC to combine Sativa with the Whittier/La Mirada ratemaking 
area that consists of Suburban’s Whittier and La Mirada operating systems. This service area 
was selected by Suburban because it is the closest to Sativa and, like Sativa, depends on 
groundwater produced from the Central Basin groundwater basin. 
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C. CPUC Annual Reports 
 
Although it has two (2) operating systems (San Jose Hills and Whittier/La Mirada), Suburban 
files a single CPUC report that encompasses all of its operations.  The 2016, 2017, and 2018 
CPUC annual reports are attached as Appendix 4. 
 
D. Most Recent State Department of Water Resources (SWRCB) Division of Drinking Water 
Annual Inspection Report 
 
The most recent SWRCB Division of Drinking Water annual inspection report is attached as 
Appendix 5. 
 
E. Annual Reports to SWRCB and Consumer Confidence Reports (CCR’s) 
 
The 2016, 2017, and 2018 annual reports to SWRCB are attached as Appendix 6. 
The 2016, 2017, and 2018 Consumer Confidence Reports are attached as Appendix 7. 
 
F.1. Systematic Routine Repair and Maintenance (Resources, Cost, and Manpower) 
 
Construction Departments:  The bulk of Suburban’s water distribution system was constructed 
between 1955 and 1965 and is primarily composed of Asbestos Cement pipe that have failures 
due to ground movement, tree roots, rolled rubber gaskets, and collar failures.  Suburban’s 
water system has a high proportion of High Density Polyethylene service lines that are prone to 
failure where they are bent at the curb stop.  Suburban has over 10,000 mainline valves that 
are also 60 to 70 years of age.  This aging infrastructure results in routine maintenance for 
Suburban’s construction crews, with crew members rotating their assignments every six (6) 
months.  The construction crews have the following primary functions: 
 

Leak Crew:  Suburban has three (3) full-time leak crews that use heavy equipment 
(backhoes and dump trucks) to excavate and repair failures on pipe, services, and valves.  In 
2018, these crews worked 946 service orders on these major system repairs (78.8/month). 
 
Metershop:  Suburban has over 76,000 service lines and meter boxes that are the same 
vintage as the aging pipes.  Suburban has two (2) dedicated Metershop crews that repair 
leaking meter box assemblies and change out stopped meters.  In 2018, the Metershop 
crews completed 2,731 service orders on meter boxes (227.6/month). 
 
Valve Crew:  Suburban has three (3) dedicated crews consisting of two (2) valve inspection 
crews and one (1) exercising crew.  This work is described in detail in the following section 
on preventative maintenance. 
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Underground Service Alert and Governmental:  Every day, Suburban receives dozens of 
requests through the Underground Service Alert (“USA”) system for the location of its 
underground utilities.  In 2018, Suburban’s two (2) USA team members responded to 13,084 
location requests (1090.3/month).  Also, to comply with county and city franchise 
agreements, Suburban coordinates the relocation of utility assets that conflict with projects 
such as street resurfacing, wheel chair ramps, street lights, etc.   

 
Mechanical Maintenance Department:  The Mechanical Maintenance Department maintains 
Suburban’s production, pumping, treatment, and storage assets, which is critical to Suburban’s 
ability to provide safe and reliable quality water and fire flow to its customers.  Mechanical 
Maintenance employees are also responsible for achieving the designed life cycle and efficiency 
of each asset to minimize the costs passed on to customers.  The following are the routine 
repair and maintenance functions that Suburban’s Mechanical Maintenance Department 
performs: 
 

Safety/Security – Perform daily inspections of Plant sites.  This task ensures that all the 
plants sites are secure and have not been breached by unauthorized individuals that may 
result in theft, vandalism or sabotage. This function is important for ensuring water safety 
to customers and providing a quick response to potential terrorist activity. This task also 
identifies any damage to facilities caused by natural disasters or other sources such as car 
accidents or fallen trees. 

 
Housekeeping – Clean all plant sites for the purpose of sustaining the condition of the 
plants’ structures and assets.  This is a fundamental part of Suburban’s preventative 
maintenance (“PM”) program. 

 
Systems Control Valve Maintenance – Perform routine inspections and timely 
refurbishments of flow control, pressure reducing, pressure relief, and pressure sustaining 
valves within Suburban’s system.  This program is critical for maintaining the equipment 
that ensures appropriate pressures and distribution of water within the zones. 

 
Electrical Panel Maintenance – Perform the cleaning, inspections, amperage & voltage 
reads, and maintenance of every booster and well control panel annually.  Corrective 
maintenance is performed if faulty hardware and terminations are identified via 
thermography.  This program ensures that the electrical panels remain in good condition 
and reduces the risk of component failures and arc flash incidents.  

 
Corrective Maintenance – Identify defects through inspections and predictive maintenance 
activities. Corrective maintenance is scheduled, tracked, and prioritized.  The purpose of 
this activity is to proactively address imminent failures, thus increasing the reliability and 
availability of assets. 
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Reactive Maintenance – Respond to unplanned downtime 24/7.  Reactive maintenance 
creates the greatest risk of not providing safe and reliable water to our customers but may 
be necessary in the event of an emergency. 

    
F.2 Preventative Maintenance Programs 
 
Mechanical Maintenance: Suburban’s mechanics perform the following preventative 
maintenance actions: 
  

Preventative Maintenance – Perform routine inspections of all assets, replace motor 
lubricants, and grease motors/pumps bearings, packing adjustments, and/or replacements.  
This calendar-based PM program is designed to sustain the reliability of our assets. 

 
Predictive Maintenance – Collect vibration readings of motors and pumps to identify any 
abnormal assembly vibrations that may indicate with bad bearings, misalignments, 
imbalance, or looseness.  Data is captured for trending purposes and identifying defects.  
This is an important function for preventing reactive maintenance. 

 
Valve Inspection and Exercising:  Suburban’s Whittier/La Mirada, and San Jose Hills 
Construction departments execute the valve inspection and exercising programs in their 
respective water systems. 
 
Suburban has three (3) valve trucks with two (2) person crews who inspect and exercise valves 
and exercise and paint hydrants.  Suburban is on pace to exercise all of its more than 10,000 
valves in five (5) year cycles.  In 2018, Suburban’s valve crews exercised 2,772 valves 
(231/month).  The valve crew also records valve locations using a GPS device, which will help 
locate the valve again in the future. 
 
Reservoir Inspections and Repairs:  Suburban has a consultant/inspector dive into its reservoirs 
every three (3) years and provide a report, video, and photos that show required preventative 
maintenance.  The Engineering Department summarizes all of the required repairs and 
prioritizes the execution of the work.  This preventative maintenance extends the life of the 
reservoirs, which reduces costs to customers. 
 
Flushing:  Our QA team performs routine flushing of dead end blow-offs.  Flushing eliminates 
aged water from dead ends and removes particulates that settle out in the system.  As part of 
this program, our technicians identify missing or non-functional blow-offs and submits them to 
Engineering for installation or replacement.  
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G.1. Emergency Response Ability 
 
After Hours On-Call Program:  The water system is required to provide safe and reliable service 
to customer 24 hours a day, 7 days a week and 365 days a year.  Even though water system 
employees work regular business hours, events can occur that impact the water system outside 
of regular business hours.  Suburban maintains a robust after-hours response program to 
maintain safe and reliable services outside of regular business hours. 
 
Suburban’s field employees participate in an On-Call program where they respond to after-
hours emergencies and customer concerns.  Suburban uses an after-hours call service to 
receive and route calls to the responsible on-call employees.  These employees respond directly 
to customers and report to the site to investigate the scope of the problem to determine the 
appropriate response and urgency.  Depending on the situation, they will address the issue, 
involve a more appropriate group, or call in the rest of the on-call response team to address the 
issue.  These employees can also call in contractors to assist if the scope of the problem is 
beyond their capabilities.  Employees participating in the On-Call Program take home company 
vehicles to facilitate timely responses.  
 
Suburban’s employees perform the following on-call duties: 
 

Construction Department Duties:  Respond to water distribution system issues 
such as leaks and damaged fire hydrants, address customer service concerns, 
and address general water system issues.  
 
Mechanical Maintenance Department Duties:  Respond to issues which may 
arise related to Plant Sites and other distribution facilities identified by 
Production, Construction or Quality Assurance On-Call employees.  
 
Quality Assurance Department Duties:  Address customer water quality 
concerns. 
 
Production Department Duties:  Review the water system periodically as 
needed, and respond to SCADA alarms. 

 
SouthWest Resources: In emergencies, Suburban can rely on support and resources from its 
affiliates in five (5) other states. If Suburban’s call center is unavailable after a disaster, its 
customer calls will be transferred to SouthWest’s call center located in Texas.  
 
CalWARN: Suburban is a member of the California Water/Wastewater Agency Response 
Network (“CalWARN"), whose mission is to support and promote statewide emergency 
preparedness, disaster response, and mutual assistance processes for public and private water 
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and wastewater utilities. Suburban has signed onto the omnibus mutual assistance agreement 
that promotes the sharing of resources during emergencies, mutual assistance, a forum for 
developing and maintaining emergency contacts and relationships, and new ideas learned in 
disasters. 
 
Backup Generators: Suburban has a number of mobile emergency generators that it can move 
to plant sites that are without power for an extended period of time. Suburban also has fixed 
backup power generators at critical plant sites that are required to continue to pump even 
when power is not available. 
 
Inventory: Suburban maintains an extensive inventory of parts required to repair the water 
system. It also relies on water parts suppliers/vendors that to maintain an inventory of parts. 
 
G.2. Emergency Response Plan 
 
Suburban’s emergency response plan is included as Appendix 8. 
 
H. Safety and Risk Management 
 
In the past three (3) years Suburban has had the following major employee, operational and 
environmental accidents or losses: 
 

 
 
Note: There were no environmental incidents in the past 3 years. 
 
I.1. Water and Energy Conservation – Meter Testing and Replacement 
 
Large Meter Testing Program:  The water that flows through Suburban’s largest customer 
meters (greater than 2-inch) represents a significant portion of water delivered to customers.  
Metering inaccuracies in these large meters can result in significant volumes of water loss that 
have negative consequences, including inefficient water use, wasted embedded energy, and 
higher costs to other customers.   
 

Year Type Incident Measurement CAL OSHA 
Citation

2016 Workers Compensation Employee injuried right shoulder 53 lost days None
2017 Workers Compensation Employee injured left knee 45 lost days None
2017 Workers Compensation Employee amputated tip of index finger 42 lost days None
2018 Major Vehicle Incidents Employee hit parked vehicles, no injury Repair Costs $10,600 N/A
2018 Major Vehicle Incidents Employee rear ended other party, no injury Repair Costs $10,000 N/A
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Suburban’s Metershop teams test meters on a regular basis to ensure that these large meters 
accurately measure flows to customers.  The testing frequency of each meter is determined 
annually based upon the consumption at that point of service.  
 
Suburban owns calibrated comparative test meter devices that it uses in series to measure flow 
through large meters to determine their accuracy.  Suburban also employs outside meter 
testing vendors to perform the same type of testing and produce test result reports.  Meters 
found to be inaccurate are scheduled for replacement.   
 
Small Meter Testing Program:  Small meter (less than 2-inch) testing is performed on a case by 
case basis.  If a customer makes an inquiry regarding a high bill, and the water consumption 
appears to be out of the normal range of history, the meter is tested by an independent third 
party.   
 
Production Meter Testing Program:  Suburban tests all production meters for accuracy every 
twelve (12) months.  
 
Meter Replacement Programs:  Suburban has a program to replace meters 2-inch and less 
every fifteen (15) years.  The age of the meter is tracked in our Enterprise Resource Planning 
(“ERP”) software.  This program assures that Suburban’s water sales within the sizes of meters 
adhere to the standard of 98.5% to 101.5% accuracy allowed.  
 
I.2. Water and Energy Conservation – Water Auditing and Leak Detection Practices, and 
Energy Auditing and Energy Conservation 
 
Water Loss Auditing:  At the end of each month, Suburban compares its billed consumption 
with the water produced and purchased to determine unaccounted-for water loss.  Suburban 
monitors the running twelve (12) month water loss average to ensure unaccounted-for water is 
minimized.  Suburban has historically had water loss below 6.0%.  
 
Suburban submits reports annually to the California Department of Water Resources to comply 
with the California Water Code (Section 10608.34). The validity scores for the San Jose Hills and 
Whittier/La Mirada water systems in the 2018 reports were 74 and 77, respectively. 
 
Leak Detection Practices:  Like Sativa, Suburban’s service area is completely built out with 
suburban development.  Combining this high-density population with Southern California’s dry 
climate makes leaks easily apparent because of the running water they produce in gutters, 
streets, parkways, and sidewalks.  Suburban’s customers are conscious of water conservation 
and are quick to report their observation of running water.  Also, Suburban’s employees are 
always vigilant for running water while driving around the service areas.  Suburban’s field 
customer service employees and construction crews respond immediately to leaks to  
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determine its origin and scope, and prioritize its repair. Although leaks typically surface near the 
break in the line, it is not obvious.  For hard-to-detect leaks, Suburban uses underground utility 
locating devices and ground microphones.   Suburban prioritizes leak repairs to reduce water 
loss based on risk to health and safety, then by amount of water flowing, and then by age of the 
leak.  
 
Suburban’s construction crews capture data about leaks and submit them to the GIS system for 
historical references.  This information is then used to identify pipes that have failed, and also 
to study the long-term life cycle of pipelines to prioritize replacement. 
 
Energy Auditing:  To ensure that energy is being used efficiently, Suburban uses the following 
approaches to audit energy use: 
 

Performs pump efficiency tests on well pumps annually, and all booster pump stations 
bi-annually, to identify inefficiencies in pumping energy consumption.  Motors and 
pumps identified as inefficient are rehabilitated or replaced to maximize energy 
efficiency. 

Prepares a monthly energy report that combines Southern California Edison (“SCE”) 
usage and billing information with production meter data to determine kilowatt per 
acre-foot metrics at each location to identify plant sites that have declining energy 
efficiency. 

Uses SCADA to monitor real time energy usage data provided by power monitor 
equipment at each site.   

 
Energy Usage and Efficiency:  Suburban strives to maximize operational efficiency including 
minimizing power consumption.  Not only does this reduce environmental impact (smaller 
carbon footprint), it also minimizes the cost to provide service to customers.  Suburban 
employs the following measures to maximize the efficient energy use: 

 
Takes advantage of its elevated reservoirs to do most of its pumping during low energy 
demand periods so it can participate in energy demand response events by manually 
shutting down wells and booster pumps where feasible.  Suburban participates in 
demand response events to reduce its load on the power grid, reduce the potential for 
rolling outages, and reduce the power utility’s installed capacity requirements. 

Takes advantage of time-of-use pumping rates to minimize energy costs and shift 
energy use to lower demand periods. 

Reviews pumping applications at the time of pump replacement to ensure that new 
pumps are ideally suited for the application. 
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Installs premium efficient motors whenever it installs new motors or replaces existing 
motors.  Premium efficient motors are more expensive to purchase than standard 
motors but use less electricity to do the same amount of work.  Premium efficient 
motors reduce energy consumption and expenses. 

Has installed Variable Frequency Drives on many wells and booster pumps to control the 
speed of the motor and produce only the flow rate required.  This saves energy that 
would otherwise be lost to relief valves or unnecessarily high pressure. 

 
Water Conservation and Embedded Energy:  In addition to the above listed mechanical 
strategies, Suburban is actively pursuing customer water conservation to reduce the amount of 
water delivered.  A reduction in water delivered reduces the amount of energy embedded in 
the production, treatment, and distribution of that water. 
 
Water Conservation: In 2016, California’s Governor directed the SWRCB to provide 
conservation goals for water purveyors. Suburban’s San Jose Hills water system was given a 
goal of 24% and its Whittier / La Mirada water system was given a goal of 28%. Suburban was 
able to work with its customers to achieve both of these goals. Please see the Section 4.2.3A 
Part 3A Section 4 item E - Communication with Customers of this proposal for more information 
on our conservation program. 
 
J.1. Water Quality Violations and Corrective Action Plans 
 
Suburban has not had any violations or corrective action plans for its operating districts. 
 
J.2. Description of Suburban Water Systems Water Quality Activities 
 
Suburban’s San Jose Hills water system is classified as SWRCB Treatment 4 and the Whittier/La 
Mirada water system is classified as SWRCB Treatment 2.  The following is a brief summary of 
the activities that Suburban’s team complete to ensure the safety and quality of the water 
delivered to customers: 
 

Sampling and testing:  Suburban’s certified QA Technicians collect several thousand water 
samples each year at water sources such as wells, treatment plants, and interconnections 
with wholesalers. Suburban performs in-house tests such as chlorine and chloramine 
residual, and sends samples to state certified laboratories for testing substances such as 
coliform. The team monitors these results to identify concerns and coordinates with the 
Production Department and Mechanical Maintenance Department to adjust operations so 
that water delivered to customers is of the highest quality and meets primary and 
secondary drinking water quality requirements.  
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Reporting:  Throughout the year, the QA team and QA Reporting Manager enter data and 
prepare reports that are submitted to the Department of Drinking Water compliance 
program. 

 
Responding to customer inquiries:  Suburban’s Customer Service call center forwards calls 
in English and Spanish from customers regarding water quality concerns to our QA 
Technicians.  The QA Technician coordinates with the customer to meet at their residence 
as soon as possible to observe and test the water.  This QA Technician will perform flushing 
and take other measures to address the customer’s concern. 

 
Sequestration:  Suburban receives water from the Baldwin Park Operable Unit (BPOU) 
regional treatment plant SA-1, which is extensively treated using air stripping and ion 
exchange.  As the resulting water has a high potential to cause corrosion in ferrous metallic 
pipes, which causes water to turn red, Suburban injects an ortho-polyphosphate 
sequestering agent to inhibit the corrosion effect and minimize the potential for customers 
receiving discolored water. 

 
Chlorination & Chloramination:  Suburban disinfects water produced by its own well and 
maintains a free chlorine disinfectant residual by injecting sodium hypochlorite at its well 
production facilities. Suburban’s employees practice safe chemical handling procedures, 
including using personal protective equipment.  

 
For wells that have high potential for high Trihalomethane (“THM”) production, or for pump 
stations that lift free chlorinated water into zones that also receive chloraminated water 
from Metropolitan Water District of Southern California Water (“MWD”), Suburban injects 
anhydrous ammonia to convert its free chlorinate residual water into chloraminated water.  

 
Suburban’s Mechanics and QA Technicians perform regular free chlorine and chloramine 
measurements on water samples taken throughout the system and at its production, 
distribution, and storage plant sites. 

 
Reservoir Chloramine Residual Management:  Suburban’s water system is supplied with 
water that is disinfected with free chlorine and chloramines.  Mixing of disinfectants and 
water age can both cause a deterioration of disinfectant residual.  Suburban maintains 
residual in reservoirs by regularly cycling them (running them down and filling them up).  
Suburban has recently completed a pilot study to test the effectiveness of a treatment 
process that involves reservoir mixing and chemical dosing.  Suburban is in the contract 
phase of installing a permanent system on its first reservoir and plans to install this system 
on other reservoirs as needed. 
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Blending Treatment:  Suburban has a DDW approved blending plan that allows blending of 
water from wells that have poorer quality with high quality treated groundwater from 
Valley County Water District (VCWD) [Lante] Plant (SA-1) at Plant 121 in West Covina.  The 
permit requires comprehensive testing and reporting to ensure high quality treated water 
leaves the plant. 

 
SCADA utilizes an operational interlock flow-weighted set point for perchlorate, which is the 
controlling contaminant. The purpose of this interlock is to remove wells exceeding the 
perchlorate maximum contaminant level (“MCL”) from service and disable them from 
pumping if the calculated flow-weighted perchlorate level exceeds the set point and/or 
VCWD initiates a shutdown of SA-1.  Once the calculated flow-weighted perchlorate level 
returns below the set point, the most contaminated well can become re-enabled and 
allowed to run.   

 
On a weekly basis, or whenever new analytical results are obtained from the laboratory, the 
blending scenarios are updated by Suburban’s Chief Operator and distributed to the System 
Control Operators (“SCOs”). The SCOs update the source water perchlorate concentrations in 
the SCADA system, if necessary, and use the updated scenarios for guidance when adjusting 
source water flow rates to the blend plant, and ultimately to the distribution system. System 
demands and system reservoirs capacities, along with other factors, determine the sequence, 
flow rate, and pumping duration of sources delivered to the blending plant. 
 
K. Certified Operators Responsible for Operating Sativa 
 
The following table summarizes all of Suburban’s certified operators who work in the San Jose 
Hills and Whittier/La Mirada service areas.  Suburban intends to use all of them at different 
times to operate the Sativa system.  To protect employees’ privacy, rather than use their 
names, letter/number combinations are used based on the employees’ last names (e.g., “G8” 
instead of “Gott”). 
 

A1 
A2 
A3 
A4 
B2 T2 
B3 
B4 
B5 
C1 
C2 
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C3 
C4 
D1 
D2 
F1   
F2 
F3 
G1 
G2 
G3 T2 
G4 
G5 
G6 T2 
G7 
G8 
G9 
H1 
H2 
H3 
H4 
H5 
I1 T1 
I2 T2 
J1 
J2 
K1 
K2 D1 
L1 D1 T2 
L2 
L3 
L4 
M1 D1   
M2 
M3 
M4 
M5 
M6 
M7 
M8 T2 
N1 
N2 
O1 
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O2 
P1 
P2 
P4 
P5 
P6 
P7 
R1 
R2 
R3 
R4 
R5 
R6 
R7 
S1 
S2 
S3 
S4 D2 T1 
T1 
T2 T2 
V1 T3 
V2 D2 T1 
Z1 
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Section 4 – Customer Service Experience 
 
A. Location for Utility Receipt of Customer Payments, Inquiries and Complaints 

Sativa customers will benefit from Suburban’s state-of-the-art customer information system. 
Suburban has multi-lingual (English and Spanish) customer service counters at the following 
locations that are also shown on the map below: 

Suburban Water Systems - Whittier / La Mirada 
15088 Rosecrans Ave, La Mirada, CA 90638 
Phone: (562) 944-8219 
Hours: Monday – Friday 8:00am to 4:30pm 

Suburban Water System - San Jose Hills 
2235 E Garvey Ave, West Covina, CA 91791 
Phone: (626) 543-2640 
Hours: Monday – Friday 8:00am to 4:30pm 

Suburban intends to maintain a customer service presence at the existing Sativa Water District 
office: 

Sativa Water District Office 
2015 E Hatchway St, Compton, CA 90222 
Phone: To be determined 
Hours: Monday – Friday 8am to 4:30pm 
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Customers will also be able to pay in cash at retailers who participate in the Pay Near Me 
program. The map below shows the retailers within a two (2) mile radius of the Sativa water 
system. 

 

 
 
Our offices are staffed with experienced, professional, and courteous customer service 
professionals who are knowledgeable about the water system.  
 
Suburban employs multilingual office and field staff who speak both Spanish and English to 
serve the primary languages spoken in the communities we serve. Our customer call center 
employees live in Southern California and work out of our La Mirada and West Covina offices. 
They are familiar with Los Angeles County and participate in many events to support our 
communities. Unlike many other call centers, Suburban’s customer service call center 
employees have a long tenure with Suburban and are experienced and committed.  In fact, we 
recently celebrated two customer service employees who recently passed the 40 years of 
service milestone.  
 
As noted in the Benchmarking section of this proposal, Suburban has very minimal CPUC 
customer service complaints (0.001%) and the few complaints that are made are resolved 
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without the need for a hearing. Suburban’s call center has a high answering calls within 30 
seconds rate (91%), and a low number of customers who abandon their call (2%). 
 
Suburban offers customers a variety of options for paying their bill: 

Pay cash or no fee credit card at one of above-mentioned office locations 
Mail a check to our remittance center in Covina 
Pay on online at Suburban’s customer service web site: 

o Customers have access to their account information 24/7 
o Customers may pay their bill, start service, and stop service 
o Our website also highlights events where our employees participate in 

community outreach such as Meals on Wheels, food drives, and school supply 
drives. All these events benefit the communities where our customers are 
located. 

Pay with credit card over the phone 
Direct debit with Automated Clearing House (ACH) 
Pay cash at third party retailers through Suburban’s Pay Near Me partners. 

 
B. Suburban’s Customer Service Philosophy 
 
Customer Care is a core value in Suburban’s Mission and Values and is top of mind for our 
employees. Our Customer Care values are: 

We listen attentively; 
We speak and act in a courteous and respectful manner; and 
We honor our commitments. 
 

At Suburban, we understand the critical value of water and how important it is for customers’ 
safety, welfare, and dignity.  With this in mind, Suburban’s customer service representatives 
strive to find solutions to help customers maintain service continuity. 
 
We communicate and reinforce our Customer Care philosophy with our employees through 
various methods including our monthly newsletter, annual Values Award, annual performance 
evaluations, and one-on-one meetings. 
 
C. Continuous Improvement in Customer Satisfaction 
 
Suburban practices continuous improvement strategies to elevate the service we provide to our 
customers.  We solicit customer feedback to enable continuous improvement, and use this 
information, with technology to improve processes. Suburban employees are empowered to 
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participate in the development of our programs and initiatives, and their contributions enable 
us to achieve organizational transformation. 
  
Suburban understands that some customers prefer to communicate via social media; we have 
integrated these communication channels into our organization. Specifically, Suburban has 
augmented its social media presence to include Facebook, Twitter, and Instagram, and 
monitors neighborhood applications, including Nextdoor, to learn about customer issues not 
raised directly to the customer service team.  Feedback received in person, by phone, email, or 
posted on social media is passed on to field operations and customer care teams so that 
processes can be reviewed and revised, to ensure that technology is being leveraged to support 
the customer.   
  
Suburban seeks to continually improve its customer service experience by using technology to 
automate processes that benefit customers.  Suburban’s field operators have ruggedized laptop 
computers that provide them remote access to up-to-date customer information.  Customer 
service field work is dispatched to operators using service orders generated by the company’s 
integrated computing platform.  This real time communication allows field operators to address 
customer issues associated with their water service in a timely and proficient manner.   
Customer care call center representatives also have access to a modern Customer Relationship 
Management (“CRM”) system that is used to manage customer accounts and provides 
representatives with real-time information to address customer questions and concerns in a 
timely manner.  The information that supports both the field and call center operations is 
stored in a modern ERP software system (SAP), which is periodically updated and upgraded to 
ensure contemporary technology is available to support customer facing processes. 
  
Suburban customers have multiple options to pay their bills; our objective is to provide them 
with convenient payment choices that meet their needs and schedules.  Payment options 
include mailing a check to the company’s remittance center located in Covina, accessing the 
company website payment portal to set up a one-time or recurring payment, utilizing the 
interactive voice response (IVR) via telephone, visiting one of our payment locations, or 
dropping off payment at a retailer participating in Pay Near Me.  Customers have the option of 
selecting to receive bills via US Postal Service or they can opt into the environmentally friendly 
method of paperless billing.   
  
Suburban recently upgraded the telephone system used by the call center to handle customer 
calls. This upgrade ensures that the company’s technology is compatible with the 
communication devices and smart phones used by our customers.  Suburban wants to provide 
customers with a positive experience using either the self-service process or speaking with an 
agent.  The phone system includes a courtesy-call-back feature that gives the customer the 
option to receive a call back or remain on hold. This feature reduces the amount of time the 
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customer spends on hold, especially during busy hours, and allows the customer to select the 
option that is most convenient for them.   
  
Suburban is also upgrading its customer website portal to provide our customers expanded self 
service functions, including a streamlined move-in / move-out process, and access to 
consumption information to assist with conservation. 
  
Since 2018, Suburban has installed over 10,000 AMR meters. These meters measure and 
capture the volume of water passing through the meter each hour. This hourly data is stored 
and can be exported into a report. These usage reports help our field representatives work with 
customers in identifying the source of high consumption (e.g., automatic sprinklers running 
when customer is asleep or a continuous toilet leak). Feedback from customers has been 
positive because customers are able to act and reduce their water usage to save money. In 
October 2019, Suburban began an AMI pilot project that will provide remote access usage 
information for 2,300 customers. Suburban plans on converting its entire system to AMI, which 
will greatly improve customer access to their usage information. 
 
We have made process changes to reduce customer disconnections for non-payment.  These 
changes, which include the following, have resulted in a significant reduction in disconnections 
for non-payment and improved customer satisfaction: 

Not turning water off on Mondays; 
Increasing the minimum balance due; and 
Proactively calling and giving customers notice 1-2 days prior to a shut-off for non-
payment.  

 
D. Complaint Resolution Procedure and Regaining Customer Confidence 
 
Suburban strives to satisfy the customer, however, there are times when customers are 
dissatisfied because they disagree with a charge, feel they have a high bill, or they are unhappy 
that their water was disconnected for failing to pay their bill.  The following describes 
Suburban’s approach for helping dissatisfied customers: 
 

Disagree with a Charge:  Suburban’s customer service team will walk the customer 
through the bill and help them understand the charges. 

 
High Bills:  Our call center and customer counter representatives are empowered to 
help the customer.  Representatives often satisfy a customer by helping them 
understand the types of uses that contribute to high bills, such as excessive irrigation or 
a plumbing leak.  However, if this does not resolve the customers concern, the customer 
service representative has additional tools, including:   
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o Field Visit:  Suburban’s office representatives are empowered to dispatch a field 
customer service representative to the customer’s address to determine if there 
was an error on the meter read, and to determine if the customer has a leak on 
their plumbing; 
 

o One-time Leak Adjustment:  It is possible that a customer may have a high bill 
because they have a plumbing leak. If the customer can provide proof that they 
repaired the leak, they may qualify for a one time leak adjustment where their 
high bill can be reduced.  
 

Financial Hardship:  Sometimes our customers are experiencing financial hardship and 
cannot afford to pay their bill.  Suburban’s representatives and our Customer Service 
Manager can use the following tools to help them maintain service: 

 
o Payment Past Due Date Extension:  Past due date is extended to provide more 

time for customer to bring their account current 
 

o Payment Plan:  Customer agrees to remain current on future bills, and signs an 
agreement to pay off the overdue bill over a specified number of months. To 
comply with the Water Shutoff Protection Act (SB998) that becomes effective on 
February 1, 2020, Suburban will extend the number of days past due prior to 
disconnection to 79 days, which is 19 days longer than required.  
 

o Low Income Rate Assistance (LIRA):  Suburban’s low income customers that 
meet program requirements are eligible for our LIRA program, which gives them 
a $7.11/month discount on their fixed service charge. The LIRA discount 
increases if base rates increase.  
 

California Public Utilities Commission (CPUC) Complaint:  If the customer is still 
unsatisfied after Suburban’s customer service team has exhausted its options, the 
customer may make a written complaint to the CPUC.  The CPUC will send the complaint 
to Suburban requesting an investigation and a summary of actions taken to resolve the 
complaint.  Our Customer Service Manager researches each issue and responds to the 
CPUC.  If the CPUC is dissatisfied with the response, it may direct Suburban to resolve 
the customer’s issue. In 2018, Suburban received 12 complaints from customers, which  
represents a miniscule 0.001% of customers served. All of these complaints were 
resolved without the need for a CPUC hearing.  

 
  



 

Proposal - Suburban Water Systems 
November 12, 2019 

Page 48 
 

 

 
 

E. Communicating with Customers 
 
Customer Communication:  Suburban uses a number of multilingual channels to communicate 
with its customers including: 
 

General Rate Case (GRC) Notices:  Suburban sends customers a notice when it files a 
GRC application.  This notice describes requested rate changes (actual changes are 
always less than requested).  The multilingual notice provides links and contact 
information for customers to find additional information about the process and 
changes. 
 
Public Participation Hearings (PPH):  Suburban may be required by the CPUC to hold 
PPH’s whenever it files a GRC application or a Cost of Capital application, both of which 
are required by the CPUC’s Rate Case Plan every three (3) years.  A notice is sent to all 
customers regarding the PPH meeting details.  

 
o Suburban implemented drought conservation measures to comply with the 

California Governor’s mandatory water use reductions.  Suburban held PPH’s in 
La Mirada and West Covina to discuss the requirements with customers and to 
respond to questions and concerns utilizing multiannual personnel and 
informational materials. 
 

Website:  Suburban’s website (http://www.swwc.com/suburban/) provides important 
multilingual information for customers including: 
 

o Customer service contact information; 
o Rates, Rules and Tariffs; 
o Accounting information and payment portal; 
o News about the utility (community involvement activities, etc.); and 
o Water quality (Consumer Confidence Reports – CCR’s). 

 
Customer Service Counter:  Suburban maintains flyers at the customer service counters 
for customers to learn about our programs, and have multilingual staff available. 
 
Social Media:  Suburban has Facebook, Twitter, Instagram, and LinkedIn accounts to 
serve as another communication channel to reach customers.  Suburban’s 
Communications Manager posts updates regularly and responds to customer’s 
questions and concerns. In some situations, the Communications Manager provides 
contact recommendations so the customer may reach the Suburban employee who has 
the expertise to resolve the issue. 
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Bill Flyers:  Suburban has an in-house billing center where bills are printed, folded, and 
stuffed every month.  Throughout the year, the bill includes a flyer that contains 
important multilingual information for customers.  Subjects covered in these flyers 
include: 

o How to read your bill 
o Lifeline (house service line repair program) 
o Conservation programs 
o Consumer Confidence Report (CCR)  
o Military Active Duty Bill Relief 
o Third party notification (older adult and disabled customers may designate a 

third party to receive copies of bills to help them manage their account) 
o Improvement projects updates 
o Water Invoice and Statement Help (WISH) Program (Low Income Rate 

Assistance) 
 
Conservation Communication:  Suburban is committed to an active program of public outreach 
and education to promote conservation and efficient water use with our customers.  
Suburban’s conservation programs are as follows: 
 

Theater Program:  Since 2010, Suburban has sponsored a water conservation-themed 
theater program for schools within our service areas.  Each year, approximately 20 
schools (or 10,000 children) participate in the program provided by the National Theatre 
for Children.  
 
High Efficiency Toilet Program:  Suburban provided customers with high efficiency 
toilets to replace their existing toilets that consumed up to five (5) times as much water 
as the new models.  These fixture replacements help customers reduce their water 
usage and keep their bills affordable. 
 
Resource Action Program:  Since 2017, Suburban has worked with the Resource Action 
Program to provide a WaterWise program to 5th grade students throughout our service 
areas.  During the 2017-2018 school year, more than 2,000 students participated in this 
program. 
 
Customer Awareness Communications:  Each year, Suburban participates in various 
community events by conducting presentations to customers at landscape/gardening 
workshops and local organizations such as the Kiwanis Clubs, Lions Clubs, homeowner 
associations, and school groups. 
 
Landscape Workshops:  Suburban’s landscape and gardening workshops are held four 
(4) times a year to teach participants on how to conserve water while keeping a healthy 
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landscape. Each two (2) hour workshop covers topics ranging from type of plants, soil 
preparation, water needs, landscape design, irrigation design, and general landscape 
maintenance.  Attendance at these workshops is typically from 25-100 participants per 
class. 
 
Residential Landscape Surveys:  In 2018, Suburban commenced a Landscape Survey and 
Irrigation Retrofit Program.  Customers are provided with an in-depth report about their 
past water usage, a new smart irrigation controller, and new efficient sprinkler heads.  
 
Other Activities:  Suburban participates on an ongoing basis in the following activities to 
promote conservation with our customers: 

 
o Presentations to homeowners association groups, school classes, city 

organizations, and other groups as requested. 
 
Community Involvement: Suburban’s employees are very active in the communities we serve. 
Suburban provides its employees with 8 hours of paid time to participate in community events 
during work hours. The following is a list of some of the activities our employees have been 
involved in 2019: 
 

Relay for Life / Breast Cancer Fundraising 
Tzu Chi Mobile Food Drive and Food Pantry 
Fun runs in West Covina, Industry, La Mirada 
Meals on Wheels (Industry / La Mirada) 
Watershed Restoration and Clean Up Events (Upper San Gabriel MWD) 
Small Business Expo 
West Covina Earth Day event 
Water Fest (Upper San Gabriel MWD) 
Women of Achievement Awards 
Glendora Water Awareness Festival 
Love La Mirada day of service event 
National Utilities Diversity Council (NUDC) Garden State Get Together 
Merced Elementary Career Day 
Merlinda Elementary End of Year Field Day 
School Supplies Drive / School Backpack Drive 
Summer Concerts in the Park (La Mirada) 
La Mirada Health Fair 
Whittier Chamber of Commerce – Women in Business Seminar 
West Covina Fire Department Open House 
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F. Customer Satisfaction Survey 
 
Suburban conducted a survey in 2017 to gauge customer satisfaction, identify areas of strength, 
and determine opportunities for improvement.  Suburban is proud of the contributions 
throughout our communities and will continue to deliver high quality, safe, and reliable water 
at an affordable cost.  The survey focused on the following categories: 

Overall Satisfaction 
Company Attribute Ratings 
Billing and Payments 
Water Quality and Delivery 
Bill Inserts 
Newsletter Communications 
Promotions 
Customer Communication with Water Provider 
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The following info-graphic shows highlights from the survey results that are provided in full in 
Appendix 10. 

  

Suburban received high marks from our 
customers with an overall rating of 8.3 out 
of 10.  

Suburban scored well in important areas 
including conservation, communication, 
environmental stewardship, and caring: 
 

 

Water Company Attributes 
 

 
Our customers rated us highly on billing attributes including: 

 
8.7 Sending bills that are easy to understand 
8.7 Bill Timing 
8.5 Offering a variety of options for you to pay your bill 
8.7 Billing accuracy 
8.3 Offering flexibile payment options 

Suburban customers rated both the billing and payment processes highly, giving 
positive scores on understandable bills, accurate bills and timely bills.   

8.4 Billing process 
8.5 Payment process 

Suburban customers rated our water quality and delivery high: 
 

9.1 Delivering water without interruption 
8.3 Water pressure 
8.2 Water smell 
8.1 Water being safe to use and drink 
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4.2.3B Part 3B – Financial Information 

Section 1 – Proposal Bid Sheet 

Please see the Proposal Bid Sheet on pages 5 -5 , after this 4.2.3B Part 3B. 

Section 2 – Financial Capabilities 

A. Audited Financial Information

Please see the most recent three (3) years of audited financial information attached as 
Appendix 9. 

B. Annual Report to Public Utilities Commission

Please see the most recent annual report to the Public Utilities Commission attached as 
Appendix 4 

C. Quarterly Securities and Exchange Commission filings

Not applicable as Suburban is not a public company. 

D. Investment Grade Rating

Suburban’s first mortgage bonds are investment grade, rated “1” by the Securities Valuation 
Office of the National Association of Insurance Commission. 

E.1 Revenue Sources

The following summarizes Suburban’s revenue sources: 
Base Fee Revenue (monthly service charge)
Industrial Water Sales
Water Sales to Public Authority
Residential Water Sales
Business Water Sales
Recycled Water Sales
Fire Hydrant Service (public hydrants on private property)
Private Fire Protection Service
Non-Tariff Revenue (houseline repair program)
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Recycled Water Operating Revenue (Suburban operates the Upper San Gabriel Valley 
Municipal Water District’s recycled water system under an Operations and Maintenance 
Contract) 
Other Revenue 

 
E.2. Collection Process 
 
Suburban follows CPUC approved rules that govern customer payments.  Customers receive 
their bill by mail or by way of their on-line account.  The bill becomes past due 19 days after the 
bill date.  A water shut-off notice is sent to the customer ten (10) days after the past due date 
and, if the customer has not paid by the 17th day after the past due date, another notice is sent 
to the customer to inform them that payment needs to be received within 24 hours to avoid a 
shut-off for non-payment.  If the customer still does not pay their bill, the customer receives a 
notification that the account will be sent to a third party collections agency.   
 
Suburban is always looking for new ways to remind customers of due dates and make it easier 
for them to make payments on time. For example, Suburban recently started calling customers 
who are scheduled for disconnection to let them know. 
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4.2.3C Part 3C – The Plan to Address Primary Issues of Sativa System 
 
Section 1 – Governmental Submittal Requirements 
 
A. Rate Projection 
 
Subject to CPUC approval, Suburban proposes to reduce average monthly bills for Sativa 
customers immediately after acquisition by 8.5% – from $67.84 to $62.00 – and to maintain the 
$62.00 rate through 2023.   
 

Year Monthly Rate per 
Equivalent 

Dwelling Unit 
(EDU) 

Comments 

2020 $62.00 Effective subject to CPUC approval  
2021 $62.00  
2022 $62.00  
2023 $62.00  

2024 $68.39 Effective on January 1, 2024 subject to 
CPUC approval  

 
Suburban assumes the CPUC approval process will follow the 245-day schedule and the 
transition is completed before the end of 2020 (see 4.2.3C, section 1.C., below). 

The estimated 2024 average bill assumes the Sativa water system is combined with 
Suburban’s Whittier/La Mirada Service Area and subject to the current forecasted 2024 
combined Sativa-Whittier/La Mirada rates.  

Suburban plans to install meters at all customer connections by the middle of 2023 so that 
Suburban can provide customers six (6) months of consumption usage to allow higher 
consumption customers to conserve and fix leaks before volumetric rates are charged in 
2024.  Suburban intends to install meters at Sativa to comply with the January 1, 2025 
deadline for metering under AB2572 and AB975. 

Periodically, Suburban’s customers are assessed surcharges/surcredits for changes in 
various costs that are beyond Suburban’s control. 

As Suburban’s next proposed GRC application is due shortly, on December 31, 2019, 
Suburban will not be able to include the Sativa water system in the next GRC; Suburban 
therefore proposes, subject to CPUC approval, an initial immediate 8.5% rate reduction for 
Sativa customers with the combined Sativa – Whittier/La Mirada rates to become effective 
on January 1, 2024.   



Proposal - Suburban Water Systems 
November 12, 2019 

Page 59 
 

Suburban cannot definitively state what the rate resulting from Suburban’s 2023 GRC 
proceeding will be. Rates will be set based on actual inflationary impacts on operating 
expenses (e.g., labor, water, electricity) and CPUC approved capital expenditures.   

In our application for CPUC approval of the acquisition of the Sativa water system, we will 
request CPUC approval for eligible Sativa customers to participate in Suburban’s Low 
Income Rate Assistance Program, which currently provides a $7.11 discount on the fixed 
monthly charge for qualifying residential customers.  

The following chart summarizes Sativa’s rate history and provides a comparison of the rate 
increase plan approved by the Sativa Board on August 31, 2016, with Suburban’s proposed 5-
year rate plan for Sativa with and without the $7.11/ month LIRA discount. As reflected below, 
Suburban’s rates in all years is lower than the rates approved by the Sativa board.  
 

 

B1. Sativa 5-Year Capital Improvement Plan 

The goal of the capital improvement plan is to provide clean and affordable water to Sativa’s 
customers while making prudent infrastructure investments.  The following is a narrative that 
explains Suburban’s understanding of the Sativa water system’s operational condition and 
situation, and our strategy to achieve our goals. The strategy is based on the information 
available to Suburban at the time of the Request for Proposal; the plan would be adjusted if
unanticipated conditions are encountered. The costs for the first five (5) years of this plan are 
summarized in the table that follows the narrative. 
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Supply:  The most important part of a water system is its supply.  If the water supply is of poor 
quality, unreliable, or insufficient to meet demand, then customers will not receive clean, safe, 
reliable, and abundant drinking water.  In addition to meeting customer demands, adequate 
supply is critical for providing lifesaving water for firefighting and emergencies.  
 
As water supply is a utility’s biggest expense, 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. 
 
We understand that Sativa’s wells have impaired quality and are insufficient to meet 
firefighting and emergency demands, which has resulted in a dependence on water from 
neighboring purveyors.  While interconnections with neighbors can be important reliable 
source of supply for both parties, they typically tend to have higher costs than groundwater 
produced from a water system’s own wells. 
 
The County’s work to rehabilitate the existing wells and replace the pumping, electrical, and 
control systems will vastly improve the reliability and adequacy of supply.  However, to further 
improve the reliability and adequacy of the lowest cost water supply, Suburban will invest in 
the construction of an additional well to replace the no longer operational Well 4.  If 
manganese is also present in water produced from the new proposed well, we would route a 
dedicated pipeline approximately 1,000 Linear Feet (L.F.) to the soon-to-be-constructed 
treatment plant at Well 5.   
 
Treatment:  Suburban recognizes that Sativa’s existing primary supply, Well 5, is producing 
water that has high levels of manganese, resulting in colored water being delivered to 
customers through the distribution system.  This poor color quality is unacceptable to 
customers and reduces their confidence in its safety for consumption, bathing, and washing.  
Suburban agrees with the County’s approach of installing an Oxidation-Filtration treatment 
system to remove the manganese and expects that it will be installed and operational by the 
time of ownership transition. 
 
Storage:  Reservoir storage in a water system primarily provides emergency supply should the 
primary supplies become unavailable or depleted.  Storage also supports fire flow availability 
and helps balance the difference between the constant supply and fluctuating customer 
demand.    The existing hydro-pneumatic tanks provide very minimal storage and are used for 
short term pressure stabilization.  The Sativa water system does not have adequate storage to 
meet spikes in demand, which Suburban views as a major risk to the system’s customers. 
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To address these storage issues, Suburban plans to install a 300,000 gallon, welded steel 
reservoir at the Well 4 site (as shown in the Tetra Tech study provided in Appendix Q - Current 
CIP of the bidder’s notebook).  Per the 2013 Civiltec Master Plan study attached to the bidder’s 
notebook, more storage would be ideal but, given the limited available space, this smaller tank 
will provide direly needed emergency and fire protection supply.  This will also simplify pressure 
management as discussed in the section below.  This limited storage will be complemented by 
the 48,000 gallon tank to be constructed with the treatment plant at Well 5, and by its backup 
generators that will allow the wells to continue to access the vast underground central basin 
reservoir in the event of a power outage. 
 
Pressure Management:  Currently, the wells in the Sativa water system pump into aging 10,000 
gallon hydro-pneumatic tanks.  Air is added or removed with valves and air compressors to 
maintain a constant pressure on the water system, which is a complicated approach to pressure 
management. The tanks could be removed if Variable Frequency Drives (“VFDs”) are used to 
manage pressure as described below.  The 2013 Civiltec report recommends spending $400,000 
on replacing the four (4) existing tanks.  This money would be better served elsewhere if these 
tanks are eliminated. 
 
The County intends to install VFDs on Well 3 and Well 5.  The VFDs on these wells by 
themselves eliminate the need for the hydro-pneumatic tanks because they can be set to 
automatically modulate flow rate production to match customer demand and maintain a 
constant pressure in the system.  To protect the system from over-pressurization, a valve is 
required to release excess pressure.  Without a reservoir to discharge into, this water would go 
to waste, which is undesirable.  Suburban assumes the County will install a relief valve at the 
discharge of the treatment plant to relieve excess water from the system into the 48,000 gallon 
tank to be constructed with the treatment plant. 
 
As noted above, Suburban recommends constructing a large reservoir at the Well 4 site.  For 
this reservoir to work it requires a pump station designed to meet the varying customer 
demand and higher fire flow and peak hour demands.  The boosters in this pump station would 
also be driven by VFDs similar to those the County intends to install on the wells and would be 
designed to produce supplemental water for the system to match customer demand.  Suburban 
would also install a relief valve from the system that would return excess water to the reservoir 
during off peak power periods.  This would not only protect the system from over-
pressurization but would also allow wells to run at optimal constant rates (improved energy 
efficiency) to balance supply and demand.  The boosters would have smaller motors than the 
wells, providing lower cost pumping during low demand periods when the wells are not 
required. 
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The following is a system schematic that shows the proposed system: 

Backup power:  Sativa’s wells pump from the groundwater basin that holds millions of acre-feet 
of water.  In the event of a major water supply shortage event, access to this enormous 
reservoir is critical. Sativa’s wells are driven by electric motors dependent on electricity from 
the power utility.  Without an elevated tank, the Sativa system depends on 24-hour pumping 
powered by electricity. Power outage is therefore the greatest threat to maintaining pressure 
and supply to customers.  The bidder’s note book describes an existing generator owned by 
Sativa that does not have a California Air Resources Board (“CARB”) permit.  The County noted 
on the tour on September 23, 2019 that the generator has been maintained and is functional. 
 
Suburban would purchase an AQMD-permitted fixed generator to run the well and pump 
station at Well 5.  Should additional backup generators be required at the other wells, 
Suburban would deploy existing generators that are stored at its existing water systems.  
Further, it would install a fixed generator at the Well 4 site to power the pump station to supply 
reservoir water.  Suburban recommends that the County install electrical transfer switches 
along with the new motor control centers at the wells to accept power from an emergency 
diesel generator. 
 
Suburban would also work with the City of Compton and Liberty Utilities Park Water to 
establish interconnection agreements to provide water supply if all other measures fail. 
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Pipe Replacement:  Sativa’s pipeline system contains pipes of different sizes and materials 
installed in various locations (streets, alleys, and backyards).  Although many of these pipes are 
old, the information in the bidder’s notebook suggests that main leaks are rare and these pipes 
are not failing.  The larger problem for Sativa’s piping system is its poor performance 
transmitting fire flow, which is caused by poor looping and insufficiently sized pipes.  Suburban 
agrees with the County’s project to jack and bore a large pipe under the Metro Corridor to 
eliminate the restriction in the eastern part of the system. 
 
A large portion of Sativa’s pipelines are class 200 AC pipe (41%).  A large portion of Suburban’s 
pipelines are also AC (80%).  A recent Suburban study found that most of those pipes are still 
performing well (few or no failures) after 60 to 70 years.  AC pipe is non-ferrous and does not 
rust or contribute to red water.  For these reasons, we are putting a low priority on replacing 
these pipelines and instead will focus on the following projects over the next five (5) years. 
 
Based on the limited information and time available to prepare this analysis, Suburban 
proposes the following pipeline improvements.  These pipeline projects will also include the 
installation of meters and the replacement of services, hydrants, and valves: 

Install 8-inch pipeline on Stockwell to create transmission capacity through core of 
service area, and relocate pipeline from backyards. 

Construct 8-inch pipeline on Vesta (north of Stockwell) to improve fire flow northwest of 
water system, and replace pipelines in backyards and alleys. 

Construct 8-inch pipeline on Willowbrook to create northwest transmission capacity on 
east side of Metro right of way, improve transmission from Well 3, connect to new 
crossing on Lucien, and replace pipeline in the backyards. 

Construct 8-inch pipeline on Vesta (south of Stockwell) to improve transmission from 
the City of Compton connection. 

Construct 8-inch pipeline on Lucien (east of S. Largo) to improve fire flow in northeast 
corner of system.  

Construct 8-inch pipeline on Stockwell (west of S. Aranbe) to improve transmission from 
the Liberty Utilities connection. 

Construct 6-inch pipeline on N. Wilmington to eliminate two (2) dead ends and improve 
fire flow southwest of the water system. 

Construct 8-inch pipeline on E. Wayside to improve fire flow in the northwest end of the 
system, and to provide transmission to and from the reservoir to be constructed at the 
Well 4 site. 
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Construct 8-inch and 6-inch pipeline on W. Willowbrook to connect new transmission on 
Stockwell with new crossing on E. Lucien, improve fire flow at dead end, and replace 
pipeline in backyards. 

Construct 6-inch pipeline on E. Willowbrook to improve fire flow at dead end, and 
replace pipeline in backyards. 

 
The following shows the proposed piping that will improve fire flow transmission from the City 
of Compton and Liberty Utilities tie-ins and the wells to the extremities of the distribution 
system.  Further, these pipelines replace those located in alleys and in backyards to provide 
access for maintenance, and to facilitate meter installations. 
 

 
 
Service Replacement:  The documents provided by the County suggest that most of Sativa’s 
services are galvanized and are reaching the end of their useful lives.  Suburban intends to 
replace services as part of its pipeline projects to improve fire protection and eliminate 
backyard and narrow alley mains.  
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Meter Installation:  As-built plans and observation show that many of Sativa’s services already 
have meter box assemblies, but without meters.  Suburban plans to install meters in these 
boxes.  For services that do not have boxes, or meter box assemblies that are in poor condition, 
Suburban will replace or refurbish the meter box assemblies and install meters.  Suburban plans 
to install the same AMR to AMI meters discussed in the section 2.B above.  In time, Suburban 
will install an antenna and bring the benefits of AMI to Sativa’s customers. 
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B2. Capital Project Funding and Construction Schedule 
 
The following table summarizes Suburban’s five (5) year capital plan for Sativa:  
 

Description 2021 2022 2023 2024 2025 
Company Funded           
Service Replacements       182,400  182,400  
Valve Replacements       48,000  48,000  
Fire Hydrant Replacement       13,000  13,000  
Pipeline Replacements       18,000  18,000  
SCADA Integration    75,000        
Welded Steel Reservoir (290,000 
gallons)       725,032    

Pump Station Construction (Site no.4)         222,283  
Electrical Panel w/ ATS         50,000  
Pump Station SCADA         25,000  
Pump Station Generator         125,000  
Pressure Relief Valve & Flow meter (site 
no.4)       75,000    

Well 3 Manual Transfer Switch       100,000    
Mobile Generator         90,000  
Stockwell Pipeline (Backyard + Fire Flow) 566,000          
Vesta Pipeline (Backyard + Fire Flow) 534,000          
E. Willowbrook Pipeline (Backyard + Fire 
Flow)   741,000        

Jack & Bore (Fire Flow)         535,000  
Wilmington Pipeline (Fire Flow)       107,000    
Wayside Pipeline (Fire Flow)       234,000    
Vesta Pipeline (Fire Flow)     310,000      
Lucien Pipeline (Fire Flow)     183,000      
Stockwell Pipeline Fire Flow     351,000      
W. Willowbrook Pipeline ( Alley)       366,000    
E. Willowbrook Pipeline (Alley)       170,000    
Meter Purchase     418,758      
Meter Installation (Meter box and curb 
stop replacements)     433,174      

Well Drilling       1,000,000    
Well Piping and Equipment         500,000  
Total 1,100,000  816,000  1,695,932  3,038,432  1,808,683  
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C. Proposed Schedule for Filing with CPUC  
 
Upon being declared the successful bidder and successfully negotiating, drafting, and signing 
the asset purchase agreement with the County, Suburban would next submit an Acquisition 
Application to the CPUC.  The preparation of the Acquisition Application would take 
approximately 60 days to allow time for Replacement Cost New Less Deprecation Study to be 
completed for the Sativa assets.   The following application processing schedule is consistent 
with CPUC decision D.99-10-064 which includes the settlement attached to that decision 
between the Office of Ratepayer Advocates (now known as California Public Advocates (“Cal-
PA”)) and the water utilities. 
 

Days After Filing Event 
0 Application filed 
20 Utility notified by Cal-PA if it will request an independent appraisal 

(excludes municipal corporations) 
30 Pre-hearing conference – schedule dates after the pre-hearing conference 

assume no independent appraisal 
80 Cal-PA’s report 
115-125 Hearings 
155 Briefs 
215 Proposed decision – Or 60 days after case is submitted 
245 Commission’s agenda for decision – Or 90 days after case is submitted 

 
D. Community Outreach Program 
 
With the acquisition of the Sativa Water System, Suburban’s Communications team will roll out 
our strategic communications plan with the focus on community partnership, building trust and 
strengthening the relationship with the customers, city staff, and local legislators. The strategic 
plan is the result of our ongoing experience in greater Los Angeles County and the work we 
support for disadvantaged communities through the California Association of Mutual Water 
Companies, which we support as a major shareholder of the California Domestic Water 
Company. 

Suburban’s communications approach will provide important, multilingual, timely, and accurate 
information to customers and community partners using a variety of communication channels. 
We will seek to continue and build on with the outreach efforts the County Department of 
Public Works has successfully established with the residents:  

• Bilingual (Spanish, English, Multilingual as necessary) Mailer:  

o Update customers on the finalization of the agreement to transition to Suburban 
ownership of the Sativa water system; 
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o Mailer will serve as Welcome Packet for customers; and 

o Mailer will include all information they have previously received along with the key 
bill inserts they will receive throughout the year featuring water quality topics, new 
service features, enrollment in Suburban’s low income assistance program. 

• Community Forums: Work with the County and local officials to conduct a series of 
multilingual community forums to explain rates, participation in low income rate assistance 
programs, as well as to introduce customer service and field service staff. 

• Bilingual (Spanish, English, Multilingual as necessary) Bill Inserts: Suburban will provide 
educational material to customers on ways to save water and save money, updates on 
improvement projects, flushing schedule, our low income assistance programs, etc. (Note: 
the CPUC requires several inserts to be sent out annually.)  

• Bilingual (Spanish English, Multilingual as necessary) Press Releases: 

o Bilingual announcement of completion of purchase agreement, reintroducing 
Suburban and the next steps; 

o Bilingual notice on planned and/or completed improvement projects; and 

o Bilingual notice on planned community town halls and/or open houses. 

• Sativa District Lobby: Continue to make multilingual announcements available for walk-in 
customers to provide information and ongoing education 

• Legislative Quarterly Newsletter: Update local legislators and community partners on 
ongoing improvement projects, community involvement opportunities, water quality, and 
Sativa field staff certifications. 

• Suburban Social Media: Use Suburban’s Facebook, Instagram, and Twitter accounts to 
communicate information to customers and respond to customer inquiries.  

• Suburban Website: 

o Use Suburban website to communicate information to customers and community 
partners using multilingual resources; 

o Maintain current stories, announcements, and customer information portals; 

o Adapt site to best serve customers – provide information in a timely, easy to find 
manner using multilingual resources; and 

o Feature customer initiative campaigns. 

  



 

Proposal - Suburban Water Systems 
November 12, 2019 

Page 69 
 

 

 
 

• Community Involvement: 

o Proactive community engagement – Community engagement campaigns will 
encourage increased awareness, transparency and active community participation; 

o Community events – have an informational booth for customers to visit and 
communicate with Suburban personnel while receiving educational material and 
copies of bill inserts. Suburban is equipped to staff these booths with bilingual 
individuals at events held by schools, parks and recreation events, resident forums 
held by elected officials, and water education forums by various water districts; 

o Team up with nonprofits and community partners for fundraisers and food-donation 
drives (e.g., Operation Gobble – frozen turkey donations to local non-profits); 

o Coordinate with County Supervisors to build relationships with the local elected 
officials to see how Suburban can better serve their constituents who are also 
customers; 

o Meet with the Compton City Manager and water department officials to further 
develop and build on our relationship with the City and its residents; 

o Open House presentation and tours of new facilities (improvement project sites) for 
local legislators and customers to build long term relationships and trust; and 

o Visit public schools located adjacent to the Sativa service area to give presentations 
to students to teach them about water distribution and efficient water use. 
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Section 2 – Transition Plan 
 
Transition Tasks:  Suburban’s team recently (2017-2019) transitioned five (5) remotely located 
water and wastewater systems.  For Sativa, Suburban will use our system integration 100 Day 
Acquisition Plans to identify and execute all items required to close and onboard the new 
customers.  The plan will include all activities required to ensure customers receive safe, 
reliable, and affordable service throughout the transition period and thereafter.  The plan will 
also address communication strategies, regulatory approvals, reporting requirements and all 
other items to ensure a smooth transition during the pre-closing and post-closing periods.   
 
Suburban understands that the County would like to be relieved of providing day-to-day 
operations for the Sativa Water System as soon as possible; even before CPUC approval.  If 
selected as the successful bidder, Suburban would welcome the opportunity to enter into an 
Operations and Maintenance (O&M) agreement with the County to perform these services until 
the CPUC has approved the acquisition.  Suburban’s bid is not contingent on being awarded an 
O&M agreement. 
 
Pre-Closing Period 
 
Once selected as to be the acquirer, Suburban’s leadership team would work closely with the 
County to address all legal, water quality, customer service, and regulatory requirements.  The 
following tasks would need to be addressed in the Pre-Closing Period: 
 

Negotiation and Execution of the Asset Purchase Agreement 
Community communication  
Construction CapEx progress  
Asset evaluation  
Customer and financial data integration plans 
Identify all easements  
Update Emergency Plan  
Prepare and Assign tasks for 100 Day Acquisition Plan 
Prepare and file CPUC acquisition filing 
Receive CPUC approval for Suburban to provide service to Sativa service area and 
approval of rates 
 

Closing and Post Closing Period:  Upon approval of the acquisition by the CPUC and closing the 
acquisition with the County, Suburban would immediately assume complete responsibility for 
operating the system, providing customer service, and executing the 100 Day Acquisition Plan.  
Suburban would address the following and all other areas needed:  
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Customers 
Finalize customer integration into Suburban’s system 
Communicate to customers the completion of the acquisition and provide 
welcome letter in English and Spanish providing customer service contact 
information along with new account numbers 
Make all customer payment channels available to customers 
Work with customers who qualify for low-income assistance to get them set up 
in the system 

 
Community Involvement 

Meet with stakeholders, including current employees, appropriate County 
Supervisors (including Supervisor Ridley Thomas), Legislators, City of Compton 
staff and representatives, Water Replenishment District, Central Basin MWD  
 

Employees 
Human Resources team will on-board employees who are offered employment 
and enroll them onto Suburban’s payroll and benefits programs 
Ensure employees have needed safety equipment and training  
 

Environmental Compliance and Water Quality  
Notify and update Department of Drinking Water of change in ownership prior to 
closing 
Update all permits once closed 
Continue flushing schedule to ensure high water quality 
Develop sampling and reporting compliance schedules, and meet with DDW 
personnel to provide periodic updates 
Commence planning, prioritizing, permitting and executing the water system 
capital improvement plan to ensure environmental, fire flow, DDW and other 
regulatory and legislative compliance  

 
Financial Systems 

Accounts Payable will contact vendors and provide contact information to 
ensure services are not interrupted 
Begin tracking all assets, expenditures and revenues in Suburban’s system 
 

Facilities  
Conduct final inspections of plant sites 
Begin performing Cleaning, Inspection and Lubrication procedures 
Develop preventative maintenance schedules by taking baseline vibration 
readings, and prioritize 
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Work with SCADA vendors to integrate the Sativa facilities into Suburban’s 
existing SCADA system 

 
Legal 

Prepare all closing documents 
Ensure all post-closing requirements are completed 
 

Operation and Maintenance  
Assign Suburban’s operators to be available to respond 24/7 to all water quality, 
operational, and customer service issues in the service area 

 
Risk Management  

Ensure that required insurance policies are in place for worker’s compensation, 
general liability, automobiles, etc. 
Update Emergency Response Plans 

 
Staffing and Organizational responsibilities:  
 

Customer Service Office: Suburban intends to have a full-time customer service person 
available at the existing Sativa office during business hours.  
 

Note: Customers will also be able to pay in cash at retailers who partner with Pay 
Near Me.  

 
Customer Field Service:  Suburban intends to have a full-time Field Services 
Superintendent at the existing Sativa Office location.  This field-based employee would 
be responsible for day-to-day customer service field (turn on, turn off, etc.) operations 
and daily plant rounds (production meter reads, chlorine residual, etc.) and supporting 
the customer service office representative where required.  
 
Upon installation of meters, Suburban would use existing Field Services staff from its La 
Mirada office to read customer meters each month.  Suburban’s Whittier/La Mirada 
system Mechanical Maintenance team would maintain the Sativa vertical assets (pumps, 
motors, valves, treatment plant equipment, reservoirs, SCADA, etc.).  Suburban’s 
Whittier/La Mirada system based Quality Assurance team would perform required 
sampling, testing and flushing, and operate treatment plant equipment.  Suburban’s 
Covina based production team would remotely operate and monitor Sativa’s production 
and distribution facilities to ensure they meet customer demand and provide required 
emergency service.  Should major repairs be required, Suburban’s La Mirada or West 
Covina based in-house construction departments would make the repairs.  The 
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mechanics, QA technicians, production staff, and construction crews are available after 
hours if emergency attention is required. 

 
Opportunities to Retain Existing Sativa Employees:  Suburban understands that there are two 
(2) Sativa employees remaining.  Suburban will gladly interview these employees and 
determine their suitability for the roles described above.  Any offer of employment would 
require the applicant to pass Suburban’s standard employment screening, including a physical 
and background check.  Suburban’s preference would be to retain these employees who have 
historical knowledge of the water system and have important existing relationships with 
customers and other stakeholders.  Should Suburban retain these employees, they would 
receive training in Suburban’s systems (Customer Relationship Management – CRM, Service 
Orders, etc.) and policies that provide financial and accountability controls.  Further, as with all 
Suburban employees, Suburban would provide these new employees with training and 
resources to obtain higher levels of water distribution and treatment certifications, develop 
customer service skills, and provide access to tuition reimbursement for higher education.  
 
Billing and Financial Reporting Transfers 
 
Suburban’s customer service and IT teams will transition Sativa’s customers onto Suburban’s 
existing billing system.  Suburban’s Accounting and Finance teams will transition Sativa onto the 
Suburban’s existing accounting system.  The company’s experienced IT and Accounting teams 
have participated in integrating acquired billing systems into our existing billing system.  
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4.2.4 Part 4 - Required Forms/Certifications 
 
The following signed forms follow on the next page: 

Non-collusion declaration 
Avoidance of conflict of interest certification 
EEO Certification 
Lobbyist ordinance affidavit 
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See Volume II for appendices. 
 
Appendix 1 - Engineering Department Resumes 
Appendix 2 - Whittier / La Mirada Ratemaking Service Area 
Appendix 3 - San Jose Hills Ratemaking Service Area 
Appendix 4 - CPUC Annual Reports 
Appendix 5 - DDW Inspection Report 
Appendix 6 - SWRCB Annual Reports 
Appendix 7 - Consumer Confidence Reports (CCR) 
Appendix 8 - Emergency Response Plan (ERP) 
Appendix 9 - Audited Financial Information 
Appendix 10 - Customer Satisfaction Survey 
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Utility Property Valuations
Performed by Mark Rodriguez

Page 1 of 1 

Year Project Summary

2021 Valuation of the fuel tank farm and interconnecting pipelines at an airport in Florida

2020 Valuation of a cogeneration facility in PA to satisfy tax reporting requirements

2020 Valuation of power plant assets in Manhattan

2020 Valuation of a hydroelectric facility in Chile for litigation support

2020 RCNLD Analysis of the Sativa Water System in Compton

2019 Valuation of a cogeneration facility in NY to satisfy tax reporting requirements

2019 Valuation of portfolio of nine hydroelectric power plants in New England to satisfy tax reporting requirements

2019 Valuation of two gas fired power plants in NY to satisfy tax reporting requirements

2019 Valuation of two gas fired power plants in NY to satisfy tax reporting requirements

2018 Valuation of three hydroelectric power plants in Arkansas for potential disposition

2018 Valuation of cogeneration power plant in NY for financing

2018 Valuation of a utility in Alaska for potential acquisition

2018 Valuation of a municipal water system in CA for management planning purposes

2018 Valuation of the fuel tank farm and interconnecting pipelines at an airport in Wisconsin

2017 Valuation of a cogeneration facility in MD to satisfy tax reporting requirements

2017 Valuation of a municipal water system in RI for management planning purposes

2017 Valuation of two gas fired power plants in CA to satisfy tax reporting requirements

2017 Valuation of resource recovery power plant in CA for lease buyout
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Utility Property Appraisals
Performed by Mark Rodriguez

Page 1 of 2 

Year Project Summary

2021 Appraisal of water utility system in NY for management planning in anticipation of a potential condemnation action

2021 Appraisal of water utility assets and certain intangible assets in Texas for litigation support

2021 Appraisal of process piping and utility assets at a chemical plant in New Jersey for litigation support

2020 Appraisal of water irrigation systems for multiple golf course in Florida for litigation support

2020 Appraisal of water utility system in NY for management planning in anticipation of a potential condemnation action

2020 Appraisal of water and storm utility system assets in IL for due diligence to support a potential acquisition

2020 Appraisal of a two hydroelectric facilities in MA

2020 Appraisal of water and wastewater utility system assets in IL for due diligence to support a potential acquisition

2020 Appraisal of water and wastewater utility system assets in IL for due diligence to support a potential acquisition

2020 Appraisal of cogeneration facility in RI for litigation support

2020 Appraisal of a nuclear power plant in IL for litigation support

2019 Prospective appraisal of a future power plant in NJ for management planning purposes

2019 Appraisal of water utility system in CA for management planning in anticipation of a potential condemnation action

2019 Appraisal of water utility system in MA for condemnation action

2019 Appraisal of gas fired power plant in NY for litigation support

2019 Appraisal of gas fired power plant in NY for litigation support

2019 Appraisal of offshore natural gas platform and interconnect pipelines in Alaska for due diligence & potential acquisition

2019 Appraisal of gas fired power plant site in NY for lease buyout

2019 Appraisal of resource recovery power plant in VA for litigation support

2019 Appraisal of a nuclear power plant in IL for litigation support

2018 Appraisal of cogeneration power plant in MA for litigation support

2018 Appraisal of oil refinery in Midwest for litigation support

2018 Appraisal of gas fired power plant in NJ for litigation support
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Utility Property Appraisals 
Performed by Mark Rodriguez

Year Project Summary

2018 Appraisal of water utility system assets in NH for litigation support

2018 Appraisal of biomass plant in NY for litigation support

2018 Appraisal of a nuclear power plant in IL for litigation support

2017 Appraisal of water and storm utility system assets in IL for due diligence to support a potential acquisition

2017 Appraisal of gas fired power plant in MA for litigation support

2017 Appraisal of three hydroelectric power plants in MA for litigation support

2017 Appraisal of a nuclear power plant in IL for litigation support
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Mark Rodriguez, ASA MRICS

mrv@mrvaluation.com    P: +1 732-780-6000    F: +1 732- 780-6001    www.MRValuation.com 

Testimonial Experience (Expert Witness) & Litigation Support 
2018 through April 2021 
 
In addition to the following trials and hearings, Mr. Rodriguez has presented his appraisals 
and valuations in several arbitrations and at several property tax appeal boards. 
 

State of Florida – Provided deposition in February 2021 in a litigation matter Grey 
Oaks Community Services, Inc. v. Grey Oaks Country Club, Inc. to determine the market 
value of the tangible and intangible assets that comprise the water irrigation system. 

 
 
Commonwealth of Massachusetts – At the Department of Public Utilities, testified as 
an expert witness in May 2019 on behalf of the Milford Water Company as to the full 
and fair cash value of the water system assets, which are owned and operated by the 
Milford Water Company.  This is an ongoing condemnation case.  
 
 
State of New Hampshire – Testified as an expert witness in February 2018, on behalf 
of Pennichuck Water regarding the value of the water system assets that are owned 
and operated by Pennichuck East Utility, Inc. within Litchfield, NH.  This matter 
reached a settlement through mediation. 



R.
17

-0
6-

02
4_

13
.d

.M
RV

 T
es

tim
on

y_
W

at
er

 S
ys

te
m

 F
ai

r V
al

ue



                         VOLUME 5, PAGES 604-747

COMMONWEALTH OF MASSACHUSETTS

DEPARTMENT OF PUBLIC UTILITIES

DPU 18-60

            EVIDENTIARY HEARING held at the

Department of Public Utilities, One South Station,

Boston, Massachusetts, on Friday, May 17, 2019,

2019, commencing at 10:00 a.m., concerning:

                  TOWN OF MILFORD

SITTING:

Kevin T. Crane, Jr., Hearing Officer

Rates and Revenue Requirements Division:

    Dan Strout

    Mauricio Diaz

    Alex Taylor

 --------Reporter:  Alan H. Brock, RDR/CRR--------

    ahb@fabreporters.com   fab@fabreporters.com

            Farmer Arsenault Brock LLC

               Boston, Massachusetts

                   617-728-4404



 DPU 18-60 Town of Milford (Water) - Vol. 5 - 5/17/2019

FARMER ARSENAULT BROCK LLC

2

605

1 APPEARANCES:
2     Jesse S. Reyes, Esq.

    Jed M. Nosal, Esq.
3     Amy I. Tierney, Esq.

    Brown Rudnick LLP
4         One Financial Center

        Boston, Massachusetts 02111
5         617-856-8200

        jreyes@brownrudnick.com
6         jnosal@brownrudnick.com

        atierney@brownrudnick.com
7         for the Town of Milford
8
9

10     Jon N. Bonsall, Esq.
    Keegan Werlin LLP

11         99 High Street, Suite 2900
        Boston, Massachusetts 02110

12         617-951-1400
        jbonsall@keeganwerlin.com

13         for Milford Water Company
14
15
16     Joe A. Conner, Esq.

    Adam Sanders, Esq.
17     Baker, Donelson, Bearman, Caldwell & Berkowitz,

    P.C.
18         633 Chestnut Street, Suite 1900

        Chattanooga, Tennessee 37450
19         423-756-2010

        jconner@bakerdonelson.com
20         asanders@bakerdonelson.com

        for Milford Water Company
21
22
23
24

606

1             May 17, 2019     10:00 a.m.
2                P R O C E E D I N G S
3             MR. CRANE:  Let's go on the record.
4 This is the fifth day of evidentiary hearings in
5 Docket No. DPU 18-60.  My name is Kevin Crane.  I'm
6 the hearing officer assigned to this case.  With me
7 on the bench this morning are Dan Strout, Mauricio
8 Diaz, and Alex Taylor, from the Rates and Revenue
9 Requirements Division.  We are continuing with the

10 Milford Water Company's witnesses this morning.
11             Mr. Conner, who is testifying first
12 today?
13             MR. CONNER:  Mark Rodriguez, Mr. Crane.
14             MR. CRANE:  Mr. Rodriguez, could you
15 please state your full name for the record.
16             THE WITNESS:  Mark Rodriguez.
17                   MARK RODRIGUEZ,
18 being first duly sworn or affirmed to testify to the
19 truth, the whole truth, and nothing but the truth,
20 was examined and testified as follows:
21             MR. CRANE:  You may proceed with direct
22 testimony.
23                 DIRECT EXAMINATION
24 BY MR. CONNER:

607

1     Q.  Good morning, Mr. Rodriguez.
2     A.  Good morning.
3     Q.  Mr. Rodriguez, with respect to your direct
4 testimony, marked for identification as Exhibit
5 MWC-MR-1, dated January 25, 2019 -- I'm going to
6 read several other items as well -- your CV, marked
7 as MW-MR-2; and your report, marked MW-MR-3; as well
8 as your workpapers, marked MW-MR-4 and MR-5; and
9 finally, your rebuttal testimony, dated March 19,

10 2019, and marked for identification as Exhibit
11 MW-MR-6, were these exhibits and any associated
12 schedules and/or appendices prepared by you or under
13 your supervision, direction, and control?
14     A.  Yes, they were.
15     Q.  I'm going to ask you regarding a series of
16 information requests the same issues or topics -- or
17 the same question.  Were the responses to the
18 following information requests prepared by you or
19 under your supervision, direction, and control, as
20 follows, DPU-MWC-1-1, 1-4, 1-5, 1-9, and 1-12 --
21 prepared under your supervision, direction, and
22 control?
23     A.  Yes.
24     Q.  The following information responses as

608

1 well:  DPU-MWC-2-1, 2-1a, 2-2, 2-3, 2-4, 2-5, 2-5a,
2 3-2, 3-3, 3-3a, 3-4, 3-4a, 3-5, 3-5a, 3-6, 3-6a,
3 3-7, 3-7a, 3-8, 3-9, 3-10, 3-10-a, 3-11, 3-12, 4-1,
4 4-2 -- those are all DPU information requests.  Were
5 those information requests prepared under your
6 supervision, direction, or control or by you?
7     A.  Yes.
8     Q.  And they're responses, not requests.
9     A.  Yes.

10     Q.  Finally, the next series:  TOWN-MWC-4-1,
11 TOWN-MWC-4-1a, TOWN-MWC-4-14 through 4-20, and
12 TOWN-MWC-4-20-A, 4-20-B, 4-20-C, 4-21, 4-22, 4-22
13 Attachment, 4-23, 4-24, 4-24a, 4-25, 4-26:  Were
14 those responses to Town information requests
15 prepared by you or under your supervision,
16 direction, and control?
17     A.  Yes.
18     Q.  And finally, the next series is
19 TOWN-MWC-4-26 -- I'm sorry, I already did 4-26.
20 I'll go to the 7 series.
21             TOWN-MWC-7-25 through 7-33:  Were those
22 responses to information requests from the Town
23 prepared by you or under your supervision,
24 direction, and control?



 DPU 18-60 Town of Milford (Water) - Vol. 5 - 5/17/2019

FARMER ARSENAULT BROCK LLC

3

609

1     A.  Yes.
2     Q.  Do you have any corrections or revisions to
3 make to your prefiled testimony?
4     A.  Yes, I do.
5     Q.  And what are those revisions?
6     A.  I have several errata sheets that I need to
7 make to the MRV appraisal.
8     Q.  The MRV appraisal report is, I think, based
9 on the previous identification, is marked MW-MR-3.

10             Mr. Rodriguez, we'll put these on the
11 screen as we go through them.  If you could explain
12 to the Department each -- or the reason for the
13 errata sheets and take us through each of the pages
14 so the record is clear.
15     A.  Sure.  The first page of the errata is Page
16 ii of our cover letter.  The overall conclusion of
17 value has been revised to $154 million as of
18 December 31st, 2018.
19             Page 43, the calculation of functional
20 obsolescence due to water loss as of October 31st,
21 2018, has been revised to negative $7,780,028.
22             Page 44, the economic obsolescence
23 calculation has been revised and updated.  The
24 economic obsolescence penalty associated with the

610

1 Milford Water System is $18,787,072 as of December
2 31st, 2018.
3             Page 50, Table L-2, the buildup model
4 for the cost-of-equity analysis:  We've updated the
5 equity-risk premium from 5 to 5.0.  We issued our
6 report on January 18th, 2018.  On February 19th,
7 2019, Duff & Phelps had a technical adjustment to
8 the equity risk premiums within our cost-of-equity
9 analysis, so we made the adjustment from 5 to 5.0 on
10 Page 50.
11     Q.  Mr. Rodriguez, before you go on -- and this
12 is what real-time is good for, I think.  I think you
13 indicated on Page 43 your economic-loss calculation
14 as of October 31, 2018.  Is that supposed to be
15 December 31, 2018?
16     A.  Yes, December 31st.
17     Q.  Then on the Duff & Phelps, their correction
18 was published in February 2019?
19     A.  Yes, February 2019 -- February 19th, 2019.
20             Page 51, we've updated the weighted
21 average cost of capital, the 5.36.  Also at the
22 bottom of Page 51 we've revised our income approach
23 value conclusion to $112 million as of December
24 31st, 2018.

611

1     Q.  The weighted average cost of capital
2 revision was due to what?
3     A.  Was due to the Duff & Phelps technical
4 adjustment.
5             Page 56 shows our revised income
6 approach value of $112 million as of December 31st,
7 2018.
8             Page 57, Table N-1, at the bottom of the
9 page shows the three approaches to value with our

10 concluded values for each approach and the
11 weightings within the income approach, the income
12 approach value was updated to $112 million.
13             Page 59, Table N-3, the overall value
14 conclusion for the Milford Water System was updated
15 to $138,400,000.
16             Page 64 within our appendices, the
17 overall full and fair cash value of the Milford
18 Water System assets was updated.  The Milford Water
19 System was revised to $138,400,000.
20             Page 65, the weighted reconciliation
21 section table, the income approach value was updated
22 to $112 million.
23             Page 67, both the functional
24 obsolescence and the economic obsolescence

612

1 calculations were updated, and the overall cost
2 approach value was revised to $156,000.
3     Q.  56 million?
4     A.  $156 million.
5             Page 69, the income approach analysis
6 was updated with the new weighted average cost of
7 capital, $112 million.
8             Page 70 reflects the equity-risk premium
9 update from the Duff & Phelps technical adjustment

10 from February 19th, 2019, from 5 to 5.0.
11             Page 396, the functional obsolescence
12 calculation has been updated with the revised
13 capitalization rate of 2.36, showing a new
14 functional obsolescence value of negative
15 $7,780,028.
16             Page 429, the economic obsolescence
17 calculation was updated with the new -- with the new
18 weighted average cost-of-capital adjustment.  The
19 economic obsolescence penalty is negative
20 18,787,072.
21     Q.  Thank you, Mr. Rodriguez.  Mr. Rodriguez,
22 with those corrections, is all of your prefiled
23 testimony that we've identified as well as your
24 responses to information requests from both the
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1 Department and the Town, are they true and correct?
2     A.  Yes.
3             MR. CONNER:  I pass the witness for
4 cross-examination.
5                  CROSS-EXAMINATION
6 BY MR. REYES:
7     Q.  Mr. Rodriguez, could you please turn to
8 your response to Information Request DPU-MWC-2-2.
9             MR. CRANE:  I'm sorry, Mr. Reyes, I want
10 to go off the record for a moment before we proceed
11 with your questioning.
12             (Discussion off the record.)
13             MR. CRANE:  Let's go back on the record.
14 Off the record we discussed a slight discrepancy
15 between the pagination of the errata sheet
16 distributed this morning and the prefiled testimony.
17 Milford Water Company has offered to file a
18 corrected version of the errata sheet during the
19 lunch recess.
20             Mr. Reyes, thank you.  You may proceed.
21             MR. REYES:  Sure.
22     Q.  So in your response to Part B of this
23 information request, you've provided the company's
24 actual rate of return for the past five years?

614

1     A.  Yes.
2     Q.  How did you arrive at these numbers?
3     A.  These were provided to us by David Condrey.
4     Q.  So did you review any of the company's
5 other documents regarding these numbers?
6     A.  Some of them.
7     Q.  Which documents did you review?
8     A.  The financials that were provided to us by
9 the Milford Water Company.
10     Q.  And by "financials" what do you mean?
11     A.  The revenue and expense documents, most of
12 the documents that are included within our workpaper
13 files.
14     Q.  So you didn't review the documents that
15 were submitted in the company's last rate case, did
16 you?
17     A.  Some of them I've looked at.
18     Q.  Did you review the papers filed by John
19 Guastella in that last rate case?  That's DPU
20 17-107.
21     A.  I'd have to see the document to be able to
22 recognize it.
23     Q.  I'm going to put before you --
24             MR. REYES:  And I'm not marking this up

615

1 as an exhibit, Mr. Hearing Officer.  I'd like the
2 Department to take notice of this document in its
3 records.
4     Q.  This is Exhibit JFG-2, Schedule D-1, in DPU
5 17-107.
6             And if you turn to Page 2 of the
7 document -- I'll give you a moment to review that.
8 Do you recognize this sheet?
9     A.  Yes.
10     Q.  So if you look at your discovery response
11 in DPU-MWC-2-2, for 2014 you've indicated a rate of
12 return of 5.72.  And for 2014 in Mr. Guastella's
13 exhibit he listed 3.48 percent.  Does that appear
14 correct to you?
15     A.  It's listed as 3.48, yes.
16     Q.  I won't go through all of these.  I think
17 you can look at them.  You would agree that these
18 numbers don't match?
19     A.  I agree, they don't match.
20     Q.  So why don't these numbers match?
21     A.  I think you have to asked David Condrey.
22     Q.  So you're not familiar with -- you said you
23 reviewed the company's financials in coming up with
24 the numbers in Exhibit DPU-MWC-2-2?

616

1     A.  Yes.
2     Q.  And you don't know -- and you reviewed this
3 previously; correct?
4     A.  I've read this previously.  But neither of
5 these have anything to do with my appraisal, how I
6 calculated my cost of equity.  My cost of equity is
7 based on the market, not based on one particular
8 investor.
9     Q.  Sure.  But my question was:  In your

10 response in this docket, to this information
11 request, you reported a different number from what
12 was submitted to the Department in its last rate
13 case; correct?
14     A.  Yes.  This is a document that I prepared
15 here along with David Condrey, and I'm sure David
16 can explain the differences when he testifies next
17 week.
18     Q.  So it's fair to say you don't know why
19 there's a difference?
20     A.  No.
21             MR. CONNER:  Mr. Reyes, I'd like to
22 point out for the record that this document only
23 goes through 2016, and 1b goes through 2017 and
24 2018.  So the information on 2017 and '18 is not



 DPU 18-60 Town of Milford (Water) - Vol. 5 - 5/17/2019

FARMER ARSENAULT BROCK LLC

5

617

1 reflected on the exhibit that you showed Mr.
2 Rodriguez.
3             MR. REYES:  I'll agree with that.
4     Q.  Just to clarify the record:  The discussion
5 we were having was with respect to the numbers
6 reported from 2014 through 2016.  Is that correct?
7     A.  Yes.
8     Q.  Could you turn to your response to
9 Information Request DPU-MWC-3-10.
10     A.  Okay.
11     Q.  It indicates that you also submitted an
12 attachment, Attachment DPU-MWC-3-10, which is
13 included in -- which was filed by the company in
14 DPU -- Docket DPU 18-75 in its response to
15 AG-MWC-1-2.  Would you turn to that document.
16             I'm going to skip this question for now.
17             Could you turn to your testimony; that's
18 document MW-MR-1, Page 26.
19     A.  Okay.
20     Q.  And in the chart below there's -- it says
21 for the line SCADA Computer Software, and the cost
22 approach is $75,412.  Would you agree to that?
23     A.  Yes, but that number has been updated in
24 the errata.

618

1     Q.  Okay.  So have all of these numbers been
2 updated thereby?
3     A.  Yes.  This table here is consistent with
4 Page 67 of the errata that -- it's a little bigger
5 to read.
6     Q.  So in the errata, for that line item, you
7 would agree that says 76,927; correct?
8     A.  Yes.
9     Q.  All right.  Could you turn to your report,

10 Exhibit MW-MR-3, to Page 338.
11     A.  I don't think I have that deep into the
12 report here with me.
13             MR. CONNER:  It should in that one.
14             THE WITNESS:  This one here goes to 338.
15             MR. CONNER:  It would be under Tab B.
16             What's the title of the table?
17             MR. REYES:  There's just a box.  It's
18 untitled.
19     A.  Okay.
20             MS. TIERNEY:  I don't think we're on the
21 same page.  338?
22             MR. CRANE:  Let's go off the record.
23             (Discussion off the record.)
24             MR. CRANE:  Let's go on the record.  Off

619

1 the record the witness was allowed to find the
2 exhibit.  Mr. Reyes, you may proceed with your
3 cross-examination.
4     Q.  So that exhibit is an email from Marc Lemoi
5 to David Condrey; is that correct?
6     A.  Yes.
7     Q.  And this was in your workpapers?
8     A.  Yes.
9     Q.  And so in that workpaper you would agree
10 there's a valuation using the cost approach for the
11 SCADA for $54,599?
12             MR. CONNER:  I'm going to object to the
13 form of the question.  It's not a cost approach.
14 The document doesn't reflect that.
15     Q.  There's a calculation indicating a cost
16 approach value set by Marc Lemoi, indicating
17 calculation of RCNLD minus economic obsolescence of
18 $54,599?
19             MR. CONNER:  Again, that misstates the
20 text of the document itself.  It doesn't say "less
21 depreciation" on here, either.
22     Q.  Mr. Rodriguez, can you read the last two
23 lines in the box at the bottom of the email?
24     A.  Sure.  It says, "Cost approach value equals

620

1 RCNLD minus economic obsolescence, $54,599 equals
2 $86,539 minus 31,940."
3             This document here represents what it
4 would cost to replace the SCADA system, and the
5 SCADA system is the addition of the software at
6 57,000, the plant startup and commissioning at
7 26,600, additional instrumentation startup 5700, and
8 a remote pump station configuration program at 4800.
9 So it gives you a total of 94,100.

10             If you refer back to errata Page 67, the
11 94,100 is under the RCN and Tata & Howard number,
12 and then it is applied -- the indirect costs of
13 14,905, it gets $9,021 of AFUDC applied to it, to
14 have a total replacement cost of the SCADA software
15 at $118,027.
16             We used physical depreciation via an
17 age/life method.  We applied a five-year age and a
18 20-year life.  So we have a physical depreciation on
19 Page 67 of the errata of 25 percent.  It comes up
20 with a reproduction -- or a replacement cost new
21 less physical depreciation of $88,520.
22             And then with the recalculated new
23 economic obsolescence, it has a penalty associated
24 with that asset of 11,593.  And then on Page 67 it
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1 has the value of the SCADA system at $76,927.  And
2 that's the value of the SCADA system that goes into
3 the cost approach analysis.
4     Q.  Mr. Rodriguez, have you testified before as
5 an expert in any regulatory proceedings as -- strike
6 that.
7             Have you testified before in any
8 regulatory proceedings pertaining to ratemaking for
9 public utilities?

10     A.  No, I don't believe so.
11     Q.  Do you have any familiarity with how state
12 public utilities set rates for regulated utilities?
13     A.  Yes.
14     Q.  Could you describe what the source is of
15 your familiarity with that practice is?
16     A.  Well, I've been valuing water companies and
17 utilities for over 25 years, and, you know, over
18 that time I've come across, you know, many financial
19 pieces of information for these companies.  And I'm
20 familiar with that the rates are based on the rate
21 base, with the original cost less book depreciation.
22     Q.  Are you familiar with how regulatory --
23 state regulatory agencies determine the allowed ROEs
24 for public utilities?

622

1     A.  Not intimately, no.
2     Q.  Please turn to your testimony -- that's
3 MR-MW-1 -- to Page 30.
4     A.  Yes.
5     Q.  So if you look down -- so you've got a
6 section here indicating -- talking about a capital
7 structure; correct?
8     A.  Yes.
9     Q.  And as you developed this capital
10 structure, you reviewed two scenarios, one scenario
11 with a government-owned utility and the second
12 scenario assuming an investor-owned utility
13 acquirer?
14     A.  Yes.
15     Q.  And then you applied a 50 percent weight to
16 each scenario; correct?
17     A.  Yes.
18     Q.  And so on the next page, Page 31, for the
19 investor-owned utility scenario, you're arriving at
20 a capital structure of 55 percent debt and 45
21 percent equity; correct?
22     A.  Yes.
23     Q.  So in this table on Page 32 you have an
24 average equity-to-capital ratio 47.7 percent;
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1 correct?
2     A.  Yes.
3     Q.  And the median is 51.2 percent; correct?
4     A.  Yes.
5     Q.  So if the average is 47.7 percent and the
6 median is 51.2 percent, why did you select a 45
7 percent ratio?
8     A.  We took a look at either of the two largest
9 companies, American Water and Aqua America, and I
10 just felt most comfortable going with a 55/45 split.
11     Q.  So that was a pure judgment call; correct?
12     A.  Yes.
13     Q.  It doesn't reflect any particular one of
14 these utilities you've analyzed; correct?
15     A.  No.
16     Q.  Have you performed this type of analysis
17 prior to this case?
18     A.  Yes.
19     Q.  How many times have you done that,
20 approximately?
21     A.  More than 25.
22     Q.  And with those -- were those with respect
23 to regulated utilities?
24     A.  Could have been for regulated utilities,

624

1 could have been for unregulated utilities.
2     Q.  Well, so how many times have you done that
3 before for a regulated utility?
4     A.  When you say "done that," are you talking
5 about --
6     Q.  This type of analysis.
7     A.  The split between IOU and GOU, or just
8 looking for research and coming up with debt to
9 equity on a peer group of companies?

10     Q.  This analysis that you've summarized in
11 this box at the top of Page 32, how many times have
12 you done that for public utilities, for regulated
13 public utilities?
14     A.  Over 25 times.
15     Q.  So for this analysis on Page 32, that box
16 again, what documents did you review to arrive at
17 these numbers?
18     A.  Which numbers are we talking about?
19     Q.  Well, all of these numbers that are
20 reported here.  If you could describe them
21 generally, first, and then I'll get more detailed.
22     A.  As far as which numbers are we talking
23 about?
24     Q.  Well, let me take a step back.  Let's go
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1 line by line.  The first company, American Water
2 Works Company, what documents did you review to
3 arrive at these numbers that you're reporting in
4 this first line?
5     A.  If you refer to my report -- or the MR
6 Valuation report, Page 48 -- but I guess it would be
7 three pages different from that.
8     Q.  Why is it off several pages?  For the
9 record, Page 48 of --

10     A.  The MR Valuation report.
11     Q.  That's MW-MR-3?
12     A.  Yes.
13     Q.  That's the page labeled --
14             MR. CONNER:  51 on the exhibit.
15     A.  51 within the exhibit.
16     Q.  Okay.
17     A.  So the section titled Capital Structure,
18 these three paragraphs explain how we came about --
19 in the introduction to Table 1.
20     Q.  So in the last paragraph it indicates you
21 reviewed and analyzed several water system rate
22 cases.  Correct?
23     A.  Yes.
24     Q.  And these numbers come from those rate
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1 cases?
2     A.  They could come from the rate cases, but
3 overall rate cases gave me a feel for the
4 debt-to-equity ratio that allowed me to select --
5 the comfort level to select 55 percent debt and 45
6 percent equity.
7     Q.  When you say "a feel for" those structures,
8 are you saying -- well, for example, debt to capital
9 for American Water Works Company you've reported at

10 56.39 percent and equity to capital of 43.6 percent.
11 Are you saying that those are not exact numbers?
12     A.  No, I'm not saying they're not exact
13 numbers.
14     Q.  So when you say "get a feel for those,"
15 what are you referring to?
16     A.  You asked earlier why I selected 55 and 45
17 when I had an average of 52.3 and an average of
18 47.7, with a median of 48.8 for debt and 51.2 for
19 equity.  I selected 55 percent debt, 45 percent
20 equity based on my review of this information
21 presented in L-1 as well as a review of those rate
22 cases.
23     Q.  Okay, but what's the source of these
24 numbers that you're reporting -- not your final

627

1 conclusion, but for each individual rate case?  That
2 came from the rate case; correct?
3     A.  It could come from the rate case, could be
4 from publicly filed information for the companies.
5     Q.  Let's go through each of these rate cases.
6 I'm going to put them before you.
7             I'm going to drop that line of
8 questioning.  I'll move on.
9             Turn to your testimony, MW-MR-1, to Page
10 39.
11     A.  Yes.
12     Q.  So you indicate that you assigned
13 significant weight to the income approach because it
14 enables -- and I'm not quoting directly -- it
15 enables the potential acquirer to finance the
16 acquisition and earn a fair rate of return?
17             MR. CONNER:  Object to the form of the
18 question.  It totally misstates his testimony.
19     Q.  Mr. Rodriguez, would you read that
20 paragraph.
21     A.  "We assigned significant weight to the
22 income approach value indication.  This approach to
23 value is heavily relied upon by market participants
24 since it is enables the acquirer to, one, whether or
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1 not the acquirer can finance the potential
2 acquisition, and two, whether or not the acquirer
3 can earn a fair rate of return on the acquisition
4 price.  For these reasons, we weighted the three
5 approaches to value as follows:  one, 60 percent to
6 the cost approach method; two, 40 percent to the
7 income approach method and zero percent to the sales
8 comparison market approach.  The following table
9 summarizes the various approaches to value,

10 weightings, and the concluded full and fair cash
11 value of the Milford Water System assets."
12     Q.  So in the first two items in the second
13 sentence, why are those two factors important?
14     A.  Which factors are we talking about?
15     Q.  Well, one and two.
16     A.  Whether or not the acquirer can finance a
17 potential acquisition, and two, whether or not the
18 acquirer can earn a fair rate of return on the
19 acquisition.  These are two basic requirements that
20 financial investors are looking to ascertain when
21 they make an acquisition.
22     Q.  And at your recommended valuation for
23 Milford Water Company, did you perform an evaluation
24 whether an acquirer could do both of these items?
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1     A.  Whether an acquirer could do both of these
2 items?  It's a fair market valuation, so it's the
3 potential market of potential buyers.  Some may fall
4 into those categories, some may not.
5     Q.  So you believe that there are some
6 potential acquirers who could both finance the
7 acquisition at your recommended valuation and earn a
8 fair rate of return?
9     A.  Yes.
10     Q.  What types of acquirers could do that?
11     A.  The hypothetical buyers listed in my
12 report -- and I'll turn to the page.
13             MR. CONNER:  If you give me the report
14 page, I'll give you --
15             THE WITNESS:  It's Page 19, but I
16 believe it's 22.
17             MR. CONNER:  It's on Page 22 of the
18 exhibit.
19     A.  So on Page 22 of the MRV appraisal, Exhibit
20 3, it would be the hypothetical willing buyers
21 listed on Pages 22 and 23.
22     Q.  Okay.  Eversource Energy:  Are you
23 referring to the holding company?
24     A.  I'm referring to the investor-owned utility
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1 that's headquartered in Hartford, Connecticut.
2     Q.  And if Eversource Energy were to acquire
3 Milford Water Company, you agree it would be
4 regulated by the Department of Public Utilities?
5 Strike that.
6             You would agree that if Eversource
7 Energy acquired Milford Water Company, Milford Water
8 Company would -- no, strike that.
9             You would agree....

10             If Eversource Energy acquired -- formed
11 an operating company that acquired all the
12 properties and rights and privileges of Milford
13 Water Company, that this operating company would be
14 subject to the Department of Public Utilities'
15 regulation?  Correct?
16     A.  Yes.
17     Q.  And you contend that that operating
18 company, if it purchased those assets at the price
19 you value it at, it would be able to finance that
20 acquisition and earn a fair rate of return?
21     A.  There's nothing that would preclude
22 Eversource from purchasing the assets with 100
23 percent equity and not have the need to finance.
24     Q.  What about earn a fair rate of return?
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1     A.  If they purchase the assets, there is a
2 fair rate -- yes, there would be a fair rate of
3 return.  The assets have a net income of almost $5
4 million.
5     Q.  When you say the assets have a net income
6 of $5 million, what are you referring to?
7     A.  I'm referring to the errata pages, or
8 page -- Page 69 of the errata.  Under Year 2019 the
9 net operating income is $4,857,659.
10     Q.  So let me back up.  What's your recommended
11 valuation for Milford Water Company?
12             MR. CONNER:  Object to the form of the
13 question.
14             MR. REYES:  Can I use as a shortcut
15 "Milford Water Company" to mean Milford Water
16 Company, all of its properties -- or all of its
17 corporate properties and its rights and privileges?
18             MR. CONNER:  That wasn't the source of
19 my objection.
20             MR. REYES:  What's the source of your
21 objection?
22             MR. CONNER:  You said his
23 recommendation.  It's his conclusion of value.
24     Q.  What's your conclusion of value?
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1     A.  If you refer to the errata Page 64, the
2 conclusion of value for the Milford Water System is
3 $138,400,000, and then the water rights at
4 $15,890,000, for a total full and fair cash value of
5 the Milford Water System assets to be $154 million
6 as of December 31st, 2018.
7     Q.  And if Eversource -- in your scenario, if
8 Eversource would acquire Milford Water Company, its
9 assets, for $154 million in pure equity, it could
10 finance that amount.  Is that what you're saying?
11     A.  Well, if it's pure equity, you wouldn't
12 finance; right?
13     Q.  Well, they have to compete internally -- or
14 the operating company would have to allocate equity
15 to do that; right?
16     A.  There's many different scenarios and
17 creative structured financing that companies set up
18 beyond, you know, being able to purchase it.  I'm
19 sure Eversource can purchase this without any issues
20 at $154 million.
21     Q.  Okay.  So some combination of debt, equity,
22 other financing vehicles?
23     A.  It could.  They could just do 100 percent
24 equity, similar to what we saw, I think, with Epcor
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1 earlier this week was, I think, 98, 99 percent
2 equity, cash purchase.
3     Q.  So whatever the precise combination of
4 financing vehicles that's put together to do this
5 purchase, do you contend that Eversource would be
6 able to make a fair rate of return based on its
7 overall cost of capital for that financing?  I'm
8 using "financing" in terms of all of what needs to
9 be done to make the acquisition.
10     A.  Yes.
11     Q.  Are you aware of what the company's net
12 plant is today?
13     A.  Which company are we talking about?
14 Eversource?
15     Q.  Milford Water Company.
16     A.  Yes.
17     Q.  And that's several -- your recommended
18 valuation is several multiples of that; correct?
19             MR. CONNER:  Object to the form of the
20 question.
21     Q.  Your conclusion of value in your report is
22 several multiples of that; correct?
23     A.  Are you saying -- are you referring to the
24 book value of approximately $32 million?
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1     Q.  The net book value.
2     A.  The net book value; and if I recall Robert
3 Reilly's testimony yesterday, he had mentioned that
4 companies trade at three or four or five times book
5 value.  So if you were to multiply that by 5, it's
6 about $154 million.  It sounds like it's right in
7 line with the $154 million number.
8     Q.  So you believe that based -- well, in order
9 for the company to earn a return, it has to have
10 revenues; correct?
11     A.  Yes.
12     Q.  And those revenues are set by the
13 Department of Public Utilities; correct?
14     A.  Yes.
15     Q.  And the Department of Public Utilities sets
16 those revenues based on its expenses plus its cost
17 of capital times its rate base; correct?
18     A.  Yes.
19     Q.  If Eversource, its operating company, were
20 to acquire Milford Water Company, its allowed rate
21 base would have to be several multiples of what it's
22 currently at right now; correct?
23     A.  No, its rate base is set, and it's
24 increased in 2019 by 17.8 percent.  In our model on
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1 Page 69 we have a net operating income of
2 $4,857,659.  It is a profitable company.  It's
3 throwing off a net operating income of almost $5
4 million.
5     Q.  You're saying that with a net operating
6 income of $4,857,659, Eversource would earn a fair
7 rate of return based on a purchase price of $154
8 million?
9     A.  Yes.
10     Q.  Let's go to the hypothetical government-
11 owned buyers that you've listed.  I understand you
12 responded in a discovery response that your approach
13 doesn't require any of these specific buyers to be
14 the hypothetical buyer; correct?
15     A.  That is correct.  These are just a sample
16 of some of the hypothetical willing buyers that
17 would most likely be interested in the system.
18     Q.  And when you select a hypothetical buyer,
19 do you make any judgment about whether it has any
20 likelihood of being able to purchase Milford Water
21 Company?
22     A.  The answer is yes.  And to a certain
23 extent, when you list an item or a Town or a
24 municipality as one, you also have to consider that
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1 they could group together and form a water utility
2 or a combination of different municipalities.  So
3 just to single one out and look at their financial
4 wherewithal might not necessarily be a true
5 indication of what potentially could happen if a
6 group got together.
7     Q.  What's the basis of your hypothetical that
8 any group of these could get together to form -- to
9 purchase Milford Water Company?

10     A.  Because it's situations that could be a
11 realistic situation.  These groups could get
12 together and form a utility, or a Town could single
13 up and do it themselves, or a County or the State.
14 It's different scenarios that are potential.  This
15 is listing some of the Towns in the surrounding area
16 that may have the interest or the likelihood to
17 become a buyer if the system was put up for sale.
18     Q.  Are you saying that county government could
19 do this?
20     A.  In certain states.  I was talking
21 hypothetically.  Other states I've seen Counties
22 pull together with local Towns to do that.
23     Q.  You're not aware of any operating county
24 governments in Massachusetts that could do this;
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1 right?
2     A.  I'm not.
3     Q.  And are you aware of any of these
4 municipalities, or, for that matter, any
5 municipality, that could possibly purchase Milford
6 Water Company?
7     A.  I'm sorry, I don't understand the question.
8     Q.  Can you tell us what the likelihood is of
9 any particular municipality in Massachusetts to
10 purchase Milford Water Company?
11     A.  If you refer to Page 22 of my report, under
12 hypothetical willing buyers, this section here
13 explains specifically the likely hypothetical buyers
14 of the system, both from the government-owned
15 utility side as well as the investor-owned utility
16 side.
17     Q.  But you can't tell us with what likelihood
18 any of these buyers could do so; correct?
19     A.  Just as well as I couldn't tell you that
20 they wouldn't.
21     Q.  You state that municipalities have
22 extraterritorial condemnation authority for water
23 utility and supply projects; correct?
24     A.  Yes.
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1     Q.  Is that true in Massachusetts?
2     A.  I think we're in a situation here where the
3 City is trying to take the system through a
4 condemnation process.  So the answer would be yes.
5     Q.  Well, other than Milford, Massachusetts,
6 can any municipality condemn Milford Water Company?
7     A.  Weren't we talking about, I think, two days
8 ago another -- another agreement that was changed in
9 the '50s so another Town could take some of the

10 assets?
11             You know, there's many different
12 scenarios out there.  To analyze every particular
13 one and go through every scenario, could be
14 numerous.
15     Q.  So when you pose a hypothetical, don't you
16 have to consider the legal ability to -- for these
17 municipalities or any municipality to do so?
18     A.  There may be -- or there is a legal aspect
19 to it, which needs to be considered.  Right now this
20 is my list of the hypothetical willing buyers in the
21 surrounding area that may be interested in the
22 system.
23     Q.  You didn't consider these Towns' legal
24 capacity to buy Milford Water Company, did you?
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1     A.  No, but that's a consideration that one
2 needs to also consider, is the legal aspect of it.
3     Q.  So you failed to make a legal conclusion of
4 whether these Towns could purchase Milford Water
5 Company?
6     A.  I'm not an attorney.  I don't make any
7 legal conclusions in my appraisal.
8     Q.  Did you make a legal assumption about
9 whether these Towns could purchase Milford Water

10 Company?
11     A.  No, I made the assumption of these
12 potential hypothetical willing buyers of government
13 municipalities may be interested in acquiring the
14 system, based on my appraisal.
15     Q.  You were here yesterday for Justice Cordy's
16 testimony; correct?
17     A.  Part of it.
18     Q.  Do you recall him saying -- and I'm not
19 quoting directly -- but to the effect that a
20 municipality can't just condemn property without a
21 statute enabling it?
22     A.  I don't recall that.
23     Q.  So are you aware of any statute or any
24 special account -- you mentioned -- we had a

640

1 discussion yesterday of the Town that could -- let
2 me strike that.  Let me back up.
3             You were here yesterday for the
4 testimony and discussion with Mr. Cordy about a Town
5 that had a special act that enabled it to take by
6 eminent domain part of Milford Water Company;
7 correct?
8     A.  Yes.
9     Q.  And you're not aware of any other special

10 act to that effect; correct?
11     A.  I walked in and out a couple of times
12 yesterday, so I didn't hear the whole testimony.  So
13 I don't know if there were any other discussions
14 about that.
15     Q.  But when you prepared your report, you
16 weren't aware of that fact, either; right?
17     A.  No, I was not aware of that fact, because I
18 put together a list of what I believe the
19 hypothetical willing buyers would be on Page 22 of
20 my report.
21     Q.  You reviewed Mr. Cordy's declaration;
22 correct?
23     A.  No, I don't believe I reviewed it.
24     Q.  Well, you filed a rebuttal in this case,
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1 didn't you?
2     A.  You have to show me exactly what you're
3 talking about.
4     Q.  That was in your testimony; correct?
5     A.  Excuse me?
6     Q.  You have rebuttal testimony in this case;
7 right?
8     A.  Yes.
9     Q.  So turn to Page 1 of your rebuttal.  That's

10 marked as Exhibit MW-MR-6.
11     A.  Okay, I have it.
12     Q.  So between Lines 13 and 16 you've
13 indicated -- well, it seems to suggest you've
14 reviewed the declaration of Justice Robert Cordy;
15 correct?
16     A.  Yes, with regard to the opinion of fair
17 market value of the system.
18     Q.  Are you relying on his legal opinions?
19     A.  I'm not relying on his legal opinions.
20 It's one of the items that I reviewed when I
21 determined -- or when I reviewed -- however I
22 determined that my appraisal was completed
23 consistent with valuation procedures and consistent
24 with the fair market value definition, as defined

642

1 within my report.
2     Q.  So you're not updating your report given
3 this declaration?
4     A.  No.
5     Q.  And given what you heard yesterday from
6 Mr. Cordy, you're not -- you're not changing your
7 opinion about whether government entities could
8 purchase Milford Water Company; correct?
9     A.  I'm not changing my report based on

10 anything that happened yesterday, no.
11     Q.  And let me ask you this hypothetical:
12 Let's say there was no other municipality that had
13 legal authority to purchase Milford Water Company.
14 How would that change your report?
15     A.  If no other -- other than one or than --
16     Q.  Let's say it's just the Town of Milford.
17     A.  Okay.
18     Q.  Would that change your report?
19     A.  Absolutely not.  As soon as you have one
20 government-owned utility enter into the arena of
21 potential purchasers, all investor-owned utilities
22 need to consider that, and that has an effect on the
23 bidding.
24     Q.  Could you turn to Page 15 of your report,
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1 MW-MR-3.  You quote a portion of an order -- or an
2 opinion by the Massachusetts Supreme Judicial Court;
3 correct?
4     A.  Yes.
5     Q.  And in that -- are you relying on that
6 opinion for -- as a basis -- as a legal basis for
7 your valuation in your report?
8     A.  I am relying on this definition of full and
9 fair cash value.

10     Q.  You would agree that it says, "A valuation
11 limited to what the property is worth to the
12 purchaser is not market value."  Correct?
13     A.  "A valuation limited to what the property
14 is worth to the purchaser is not market value."
15 That is correct.
16     Q.  And you can only identify one government
17 entity, the Town of Milford, that could purchase
18 Milford Water Company; correct?
19     A.  No.  If you refer to my report, Page 19, I
20 list at least ten hypothetical willing buyers.  In
21 your hypothetical scenario that you asked me to
22 consider, you said there was one hypothetical one.
23 So which one are you talking about?
24     Q.  So let's say my hypothetical was correct.
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1 You can only identify Milford Water Company -- the
2 Town of Milford as the purchaser; correct?
3     A.  If you're limiting my pool of potential
4 government-owned utilities to just one, then
5 obviously in your scenario there is only one.
6     Q.  And that's not a market, is it?
7     A.  If there's only one in your world of
8 hypothetical scenarios and they are going up against
9 IOUs or....

10     Q.  Sure, yes.
11     A.  Then in that scenario you can
12 hypothetically have a market.
13     Q.  So you've listed Eversource Energy as a
14 potential purchaser; correct?
15     A.  As a hypothetical investor-owned utility
16 buyer.
17     Q.  There are other investor-owned utilities
18 who could purchase Milford Water; correct?
19     A.  Correct.  If you refer to Page 23 of my
20 report at the top, it's Connecticut Water Service is
21 another investor-owned utility that we have
22 identified.
23     Q.  So you've only listed those two.  But
24 there's no reason any other investor-owned utility
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1 couldn't also try to purchase Milford Water Company;
2 correct?
3     A.  Yes, there is no limitation.  There could
4 be -- if they were invited to the bid, I'm sure that
5 there would be others that would be interested.
6     Q.  And given all of the other potential
7 buyers, you contend -- if this were an open market,
8 you contend that the Town of Milford would be the
9 most likely buyer.  Is that correct?

10     A.  If you relate in your hypothetical only one
11 limited GOU buyer to Page 23 of my report, to the
12 last paragraph, it says, "In the case of the Milford
13 Water System, a not-for-profit public entity buyer
14 (i.e., government-owned utility) will," and
15 continuing, "will set the market price for which all
16 potential buyers, both GOU and IOU, will have to
17 compete."
18             So in your hypothetical scenario of one
19 IOU -- or one GOU or in my scenario of multiple
20 GOUs, this sentence here is correct.  The GOUs will
21 set the market price to which all potential buyers,
22 both GOU and IOU, will have to compete to bid.
23     Q.  How is it that a GOU would set the market
24 price?
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1     A.  It says here in this paragraph, Item No. 1,
2 "The GOU will not have to pay income taxes.  The GOU
3 will have access to low-cost municipal financing.
4 And a GOU will not be subject to the same regulatory
5 environment as an investor-owned utility.
6 Therefore, the public government entity buyers will
7 set the market price range for which all potential
8 buyers, both GOU and IOU, will have to compete with
9 to bid."

10     Q.  Do you agree that the Town of Milford in
11 this hypothetical is the only government-owned
12 entity -- government entity that could purchase
13 Milford Water?
14             MR. CONNER:  Mr. Reyes, could I ask for
15 a clarification?
16             MR. REYES:  Sure.
17             MR. CONNER:  I don't want to interrupt
18 your flow.  But when you say "have the right to
19 purchase," are you equating that with condemnation
20 or just the consensual right to buy?
21             MR. REYES:  I should make that broader:
22 having the authority to buy.
23             MR. CONNER:  Authority, not just
24 condemnation, right to condemn?
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1             MR. REYES:  No, authority.
2             MR. CONNER:  But Mr. Cordy was on
3 condemning.
4             MR. REYES:  I'm talking now about
5 authority to buy.
6             MR. CONNER:  Okay.  Thank you.
7             MR. REYES:  Although I should ask a few
8 clarifications, now that I think of it.
9             MR. CONNER:  I'm glad I could help you.
10             MR. REYES:  Thank you.
11     Q.  Would you agree that if another
12 municipality hypothetically were to purchase Milford
13 Water Company, the operating company would still be
14 subject to the Department of Public Utilities'
15 regulation?
16     A.  Are we talking about reality or the
17 hypothetical or scenarios?  I'm a little confused on
18 which scenarios we're talking about.
19     Q.  Sure.  We're trying to establish a free and
20 open market; correct?
21     A.  Yes.
22     Q.  Or what constitutes a free and open market;
23 correct?
24     A.  Yes.
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1     Q.  And the buyers in this hypothetical, aside
2 from the Town of Milford, would be purchasing
3 Milford Water Company as an investment; correct?
4     A.  If that's your scenario, then I'll agree
5 with it.
6     Q.  And so they would be regulated by -- the
7 Milford Water Company would still be regulated as an
8 investor-owned utility at that point, in that
9 scenario; correct?
10     A.  If you're stating that that's the scenario,
11 then I'll agree with it.  So you have a GOU that
12 purchased the system, and they're going to keep it,
13 operate it as an IOU.
14     Q.  Yes.
15     A.  Okay -- which is inconsistent with Bullet 3
16 of my report, Page 23.
17     Q.  How is it inconsistent?
18     A.  Because the GOU would not be subject to the
19 same regulatory environment as an IOU buyer.
20     Q.  So you're making an assumption that that
21 would be different from the hypothetical.
22     A.  You made the assumption.  I'm going with
23 your hypothetical.  I'm trying to keep it in line
24 for the panel here, that that is different than my
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1 scenario.  My scenario, which is probably more of
2 reality, it's not subject to the same regulatory
3 environment as an IOU.  But in your scenario you
4 have it as an IOU.
5             MR. REYES:  I think it's a good time for
6 the morning break perhaps.
7             MR. CRANE:  Let's take a ten-minute
8 break.  We're off the record.
9             (Recess taken.)

10             MR. CRANE:  Let's go on the record.
11             Before we continue:  As discussed
12 earlier, Milford Water Company will be filing the
13 revisions Mr. Rodriguez discussed this morning with
14 the correct exhibit identification pagination over
15 the lunch break.
16             MR. SANDERS:  Correct.
17             MR. CRANE:  Earlier today there were
18 several lines of questioning referring to an errata
19 sheet that was handed out that include those
20 revisions.  I'm going to mark the errata sheet for
21 identification purposes as Exhibit MWC-6.
22             (Exhibit MWC-6 marked for
23 identification.)
24             MR. BONSALL:  Is that the revised one
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1 that we're filing?
2             MR. CRANE:  No, the errata sheet that
3 was handed out this morning was not marked for
4 identification purposes or entered as an exhibit
5 into the record.  I am doing that now, so anyone
6 reviewing the transcript and wondering what the
7 errata sheet was, they will be able to locate it at
8 Exhibit MWC-6.
9             Mr. Reyes, all yours.

10     Q.  Just to clarify that last line of
11 questioning:  None of my hypotheticals are reflected
12 in the conditions you've assumed in your report;
13 correct?
14     A.  No, they're not.
15     Q.  Turn to Page 72 of your report.  That's
16 MW-MR-3.
17     A.  Okay.
18     Q.  One of the expenses included in your income
19 approach analysis in your report is taxes other than
20 income taxes; correct?
21     A.  Yes.
22     Q.  So in the first year of your analysis,
23 2019, you have included $179,191.
24     A.  Yes.
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1     Q.  And that escalates to $196,813.
2     A.  That is correct.
3     Q.  The source for that -- what is the source
4 of that information?
5     A.  It's payroll taxes from the company.
6     Q.  And if all else were equal, if taxes other
7 than income were higher, then the results of your
8 income approach would be lower; correct?
9     A.  I'm sorry, say that again.
10     Q.  If, all other things equal, if taxes other
11 than income were higher, the results of your income
12 approach would be lower; correct?
13     A.  That is correct.
14     Q.  You provided some supporting calculations
15 for these numbers in response to Information Request
16 DPU-MWC-3-10; correct?  There should be an
17 attachment.
18     A.  I have 3-10 in front of me now.
19     Q.  The attachment to 3-10?  Sorry, let me
20 refer you to 3-11, and that refers you to an
21 attachment to 3-10; correct?
22     A.  Yes.
23     Q.  So please turn to the attachment.
24     A.  I do not have the attachment.
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1             MR. CONNER:  The attachment is
2 referenced in the DPU Docket 18-75, in response to
3 AG-MWC-1-2.
4             MR. REYES:  I am going to reserve that
5 question.  I don't have that right now.
6     Q.  Mr. Rodriguez, in your weighted average
7 cost of capital analysis you analyzed eight publicly
8 traded water companies; is that correct?
9     A.  In my weighted average cost of capital?

10 Where are you referring to?
11     Q.  Sorry, your capital structure analysis.
12 Page 32 of your testimony.
13     A.  I'm on Page 32.
14     Q.  In your capital structure analysis you
15 analyzed eight publicly traded water companies?
16     A.  Yes, they were considered in my capital
17 structure analysis.
18     Q.  But in your comparable sales analysis you
19 didn't analyze any publicly traded companies, did
20 you?
21     A.  No.
22     Q.  You analyzed six private transactions;
23 correct?
24     A.  Yes, but they could be public companies.
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1             MR. CONNER:  Mr. Reyes, where are you
2 referring to for your comparable sales?
3             MR. REYES:  I was going to get to that.
4     Q.  If you would refer to Page 75 of the
5 report.  That's Exhibit MW-MR-3.
6     A.  Yes, I'm here.
7     Q.  You've got a table.  And when you said that
8 these could be public, what did you mean by that?
9     A.  Well, Comparable 4 is American Water, which
10 is a public company.  It's American States Water.
11             So some of these may be public
12 companies.
13     Q.  Which ones?
14     A.  We have Pennsylvania American Water is part
15 of American Water.  Eversource we've talked about.
16     Q.  So you were asked in Information Request
17 DPU-MWC-2-3 why the company didn't include in your
18 market analysis section of the appraisal the
19 publicly traded companies that you studied in your
20 weighted average cost of capital analysis in regards
21 to comparables.  Correct?
22     A.  I'm just turning to 2-3 now.  I'm sorry,
23 what was the question, now?
24     Q.  So the Department asked why you didn't

654

1 include in your market analysis section of the
2 appraisal the publicly traded companies you used in
3 your weighted average cost of capital analysis.
4 Correct?
5     A.  Okay.
6     Q.  And in your response -- well, can you read
7 your response?  Do you recall what you said in your
8 response?
9     A.  I have it here in front of me, yes.

10     Q.  And so you said that -- and I'm
11 paraphrasing -- you excluded them because there's
12 information that's not publicly available.
13             MR. CONNER:  Object to the form of the
14 question.  Misstates the response.
15     Q.  In the second paragraph of your response,
16 you would agree that that information isn't strictly
17 necessary for you to include those companies, those
18 public companies, in a weighted average cost of
19 capital analysis; correct?
20     A.  I use the public companies that are listed
21 in the response as a buildup for my capital
22 structure analysis.  So if you refer to MW-MR-1,
23 Page 32 of 43, I use those eight companies to
24 determine my capital structure, 55 percent debt and
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1 45 percent equity.
2     Q.  But my question was whether -- you wouldn't
3 need to have -- you wouldn't necessarily need to
4 have this information you've listed in Items 1
5 through 10 in order to determine whether those
6 companies were comparable for the use in your
7 weighted average cost of capital analysis; correct?
8     A.  I don't think I'm following you.  My
9 weighted average cost of capital analysis is
10 completely different.  This is the capital
11 structure, how much debt and equity is assigned to
12 an IOU.  The items here, 1 through 10, or the second
13 part of the question, deal with an entire different
14 approach to value.  This is dealing with the sales
15 comparison analysis.  Your questions regarding the
16 WAC in the capital structure are dealing with the
17 income approach to value.
18     Q.  So why is it necessary to have this
19 information, 1 through 10, in your comparison
20 analysis?
21             MR. CONNER:  Object to the form of the
22 question.  Do you mean under the sales comparison
23 approach?
24             MR. REYES:  Yes, under the sales
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1 comparison approach.
2     A.  Well, under the sales comparison approach
3 you need information to make the appropriate
4 adjustments so you could rely on the comparables,
5 and these ten bullets here in the second paragraph
6 of the response are a list of some of the items that
7 you need to make the appropriate adjustments to the
8 sales comparison analysis to be able to get a
9 meaningful conclusion of value with that approach.

10     Q.  You would agree that analysts make
11 recommendations about the publicly traded securities
12 of companies -- and I'm not talking about your
13 comparable approach -- that for the purpose of
14 financial analysis and investment, analysts make
15 valuation determinations without having this type of
16 information necessarily; correct?
17             MR. CONNER:  I'm going to object to the
18 question as being irrelevant to the valuation of the
19 Milford Water Company.
20             MR. REYES:  I'm getting to the relevance
21 of this qualification here, about why the lack of
22 this information, 1 through 10, would preclude him
23 from including these companies that he's applied in
24 his weighted average cost of capital approach --
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1 preclude him from making recommendations about value
2 in his comparable approach.
3             MR. CONNER:  Mr. Reyes, that's Appraisal
4 101, out of The Appraisal of Real Estate, 14th
5 edition.
6             MR. REYES:  I'd like to have the witness
7 talk about it.
8             MR. CRANE:  I'll overrule the objection.
9 The witness can answer the question.

10     A.  The sales comparison analysis takes a look
11 at acquisitions, one company acquiring another, and
12 my appraisal looks at four transactions that closed
13 in 2017, one transaction that closed in 2018, and
14 one pending transaction that is still pending.
15             There was nothing to preclude any of
16 those public companies to be included or excluded
17 from my sales comparison analysis.  As you see, some
18 of them are included within the companies in there.
19             I think that you're using the guideline
20 publicly traded company analysis with a market
21 approach analysis.  A market approach analysis that
22 we did takes a look at sales, mergers, and
23 acquisitions in the marketplace.  It does not look
24 at the public guideline trading -- public company
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1 guideline trading method, which deals with public
2 companies as part of a stock analysis.
3             This is not a stock sale, so we did not
4 look at the publicly guided analysis because it's
5 related to stocks.  We were looking at asset deals.
6             This section here, the sales comparison
7 analysis, identifies those transactions in the
8 marketplace.  They didn't preclude public companies
9 or exclude any companies from being in or out.

10     Q.  As you've stated, that you have not
11 looked -- you have not valued the company as a stock
12 sale but rather as an asset sale.  In doing so, you
13 didn't value the company as an ongoing business as a
14 whole; correct?
15     A.  It is an ongoing business.  It is being
16 valued as an ongoing business.  We took a look at
17 the market approach, the cost approach, and the
18 income approach and concluded a value based on all
19 three approaches to value.
20     Q.  You included construction work in progress
21 in your cost approach; correct?  I'll refer you to
22 Page 26 of your testimony, MW-MR-1.
23     A.  Well, my analysis was updated, so if you
24 refer to the MW-6, and then specifically Page 67, I
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1 believe 12 lines down, construction work in progress
2 is identified on there as $3,040,000, and then we
3 applied economic obsolescence to that, so it has a
4 cost approach value of $2,641,882.
5     Q.  So before adjustment, you started with 3.04
6 million in CWIP -- I mean, construction work in
7 progress?
8     A.  Yes.
9     Q.  Are you aware that the company provided an

10 updated annual return to the Department?  Or not --
11 strike that.
12             Have you reviewed the company's 2018
13 annual return?
14     A.  I've seen it, yes.
15     Q.  You've seen it.  Do you have that with you?
16     A.  I do not.
17     Q.  This was Attachment TOWN-MWC-4-12
18 Supplemental.
19     A.  Okay, I'm sorry.
20     Q.  Do you have that?
21     A.  No.  What was it called?
22     Q.  Let me give that to you.  That's Attachment
23 TOWN-MWC-4-12 Supplemental.
24             MR. CONNER:  It's not in your book.
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1     Q.  You don't have it.  Let me give it to you.
2             MR. CONNER:  What page are you
3 referencing?
4     Q.  If you'll look at Page 6.
5             THE WITNESS:  6 of 61.
6     A.  Okay.
7     Q.  So Line 28 says "unfinished construction."
8 Correct?
9     A.  Okay.
10     Q.  And the balance at close of the year, what
11 is that?
12     A.  Balance at the beginning of the year.
13 Balance at the close of the year is $1,252,865.14.
14     Q.  Shouldn't that have been used in your --
15 instead of your number, 3.04 million, in your
16 report?
17     A.  I don't know how that number is calculated.
18 But my number, if you refer to MW-MR-3, Page 396 of
19 1009, this identifies not only the total of the
20 construction work in progress but a breakdown of
21 each one of the projects that comprise the
22 construction in progress account.  So it's
23 $3,040,000.
24             And your sheet may reflect items that
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1 were converted from completed projects to -- up into
2 their asset categories.  This is the construction in
3 progress for the year.
4     Q.  Could you turn to Page 75 of your report,
5 MW-MR-3.
6     A.  Okay.
7     Q.  So this lists six transactions, and the
8 last one is a pending transaction; correct?
9     A.  Yes.
10     Q.  And Comparable Sale No. 1, that is Steelton
11 Borough Authority.  Is that transaction still
12 pending?
13     A.  No.
14     Q.  When did it close?
15     A.  It has a sales date of November 15th, 2018.
16     Q.  Were you aware that Mr. Reilly responded in
17 response to Information Request TOWN-MWC-7-18 that
18 this transaction was not actually closed as of April
19 11, 2019, and that it still required regulatory
20 approval from the Pennsylvania PUC?
21             MR. CONNER:  Which transaction?
22             MR. REYES:  The Steelton Borough
23 Authority -- the acquisition of Steelton Borough.
24 That's listed in Column 1 of the comparable sales
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1 chart.
2     A.  I was not aware of that.  I can read you
3 the first paragraph from Page 76 of my report.  It
4 says, "Pennsylvania American Water, subsidiary of
5 American Water, announced today that it signed an
6 agreement to acquire the water assets of Steelton
7 Borough Authority in Dauphin County, Pennsylvania.
8 The total value of the transaction is $22.5 million
9 for the water system, which serves nearly 2400
10 metered residential, commercial, and large
11 industrial connections."
12     Q.  So does an agreement to acquire necessarily
13 mean the transaction is closed?
14     A.  That's one of the shortfalls of this
15 approach, is that you don't have all the information
16 readily available to you to make all the adjustments
17 to these comparable sales.  You need what you call
18 that block of second paragraph of ten items to be
19 able to make the appropriate adjustments.
20             And that's just one more reason why we
21 have zero weight on the comparable sales approach,
22 is because there are issues like that that need to
23 be identified and cross-checked to verify beyond the
24 press release.  You're trying to make a
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1 determination of value based on a three- or four-
2 paragraph press release based on an agreement that
3 may have a purchase and sale agreement 2 or 3 inches
4 thick.
5     Q.  So you should have listed that in this
6 chart as a pending transaction rather than a
7 comparable sale; correct?
8     A.  No.  If you read the paragraph here it says
9 that they have signed an agreement to acquire the
10 water assets of the Steelton Borough Authority.  As
11 far as the publicly available information, available
12 to me as of December 31, 2018, it's shown as a
13 closed sale.
14             But regardless if it was closed or not
15 closed, it would have no impact whatsoever on my
16 appraisal report.
17     Q.  So you're not checking whether or not they
18 have actually closed, you're just going by the press
19 release?
20     A.  That's one of the limitations of the sales
21 comparison analysis, is that you're going with
22 whatever publicly available data is available to the
23 appraiser.
24             There are situations where I may be
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1 doing a valuation on a transaction; I have intimate
2 inner workings of the transaction, but I'm precluded
3 from using that because I have to work off of
4 publicly available information.  This paragraph here
5 says that they have signed an agreement to acquire.
6     Q.  So when you do an analysis as an appraiser,
7 you can in fact include analysis of companies
8 without full information.  Whether or not you
9 ultimately rely on that comparable approach, it is

10 possible to rely on less than complete information.
11     A.  It's not that you rely on it.  It's when an
12 appraiser comes down to, at the end of the analysis
13 and the reconciliation process, you take a look at
14 the data that goes into the cost approach, goes into
15 the income approach, goes into the market approach.
16 And based on the level of comfort that you have that
17 data is complete and you have all the information,
18 then you put the appropriate weightings on those
19 categories -- or those approaches to value.
20             As I stated within my market approach,
21 we did not have the information listed within that
22 paragraph of ten bullets to make the appropriate
23 adjustments to the comparable sales analysis.
24 That's why we didn't put any weight on that
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1 approach.
2     Q.  All right.  So as you do the reconciliation
3 approach, it sounds like what you do is --
4             MR. CONNER:  Object to the form of the
5 question.  Reconciliation is not an approach.
6     Q.  In the reconciliation process that you
7 applied after conducting each of these approaches,
8 what you do -- and correct me if I'm wrong -- what
9 you do is, you weigh the evidence before you and,

10 considering those weights, determine the relevant
11 weights you will apply in your ultimate opinion of
12 value?
13     A.  That is correct.
14     Q.  And if the evidence you have in certain --
15 in one of your approaches is less reliable, you
16 would assign it less weight?
17     A.  Yes.
18     Q.  There's no mathematical precision to that;
19 correct?
20     A.  It's based on the analysis and the comfort
21 and the data, the reliability of the data, the
22 information that you use.  In our analysis we relied
23 upon the cost approach value, the value of the
24 assets, and the income approach value based on cash
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1 flows and revenues and expenses, and no weight on
2 the market approach.
3     Q.  So it's ultimately a judgment call;
4 correct?
5     A.  It's ultimately a judgment call.  And if
6 you refer to -- if you refer to Mr. Reed's exhibit,
7 Town-JJR-3, Page 19 of 57, one thing I agreed with
8 Mr. Reed's comments was, "Earnings and assets give
9 rise to value for a company."  And this is

10 consistent with the methodology that we used.  The
11 earnings -- we used the income approach.
12             For the earnings we used the income
13 approach, and for the assets we used the cost
14 approach, which is consistent with the methodology
15 that we used on Page 59 of our report, Section N,
16 reconciliation to value.
17     Q.  And you would agree that under USPAP that
18 in the evaluation of the -- in the valuation of a
19 business it doesn't necessarily -- it doesn't
20 prescribe a mathematical formula of how to weight
21 the different approaches, the three different
22 traditional approaches to value; correct?
23             MR. CONNER:  What is "it"?
24             MR. REYES:  The USPAP rules on reporting
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1 of business valuations.
2     A.  USPAP does not address reconciliation of
3 value.
4     Q.  So it only tells you to state your opinion
5 of value and explain why you excluded any one of
6 those three approaches; correct?
7     A.  No, it requires you to consider the three
8 approaches to value.  You consider the cost
9 approach, which we did.  We came up with a value
10 conclusion from the cost approach.  We felt
11 comfortable.  We applied 60 percent of our weighting
12 to the cost approach.
13             We considered the income approach.  We
14 concluded a value.  We applied 40 percent weighting
15 to it.
16             We considered the market approach.  We
17 reviewed transactions.  We collected data.  But at
18 the end of the day we did not have enough
19 information to rely on the market approach, so we
20 put zero weight on the market approach to value.
21     Q.  So as a generalization of that process,
22 it's really just examining all the evidence, all of
23 the facts you've gathered before you undertake each
24 of those approaches, and assigning them their
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1 appropriate weight, although not mathematically?
2 It's a judgment call ultimately?
3     A.  Yes.
4     Q.  Could you turn to Page 99 of the report.
5 That's Exhibit MW-MR-3.
6     A.  Okay.
7     Q.  What is this document on this page, 99?
8     A.  This is part of Appendix 6.  It's the
9 market analysis that was done by WestWater Research

10 with regard to the valuation of the water rights
11 associated with the Milford Water Company.
12     Q.  And did you incorporate results of this
13 report or this research in your evaluation of
14 Milford Water Company's water rights?
15     A.  Yes.
16     Q.  So you assigned it a value of $15.89
17 million; correct?
18     A.  If you refer to Page 107 of this appendix,
19 the value concluded is $15.89 million by WestWater
20 Research LLC.
21     Q.  Just to clarify the headers on this table:
22 What is AFY?
23     A.  Acre feet per year.
24     Q.  So at the bottom of this table, just so I
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1 understand it -- so at the bottom -- there's a
2 number at the bottom of the acre foot per year
3 column, 3,708, and then that gets to market value of
4 15.89 million.  You arrive there by multiplying
5 3,708 by 4,285?
6     A.  That is correct.
7     Q.  If you turn to the previous page, 106, at
8 the top paragraph, last sentence of that:  Do you
9 agree it appears that WestWater Research arrived at

10 that figure of -- that estimated value of $4,285 per
11 acre foot based on the Town of Shrewsbury's
12 alternate water supply study?
13     A.  Yes, as of June 30th, 2015.
14     Q.  And that was with regard to their proposal
15 to subscribe to the Massachusetts Water Resource
16 Authority?
17     A.  Yes, the MWRA.
18     Q.  And do you know if they are currently
19 subscribed to the MWRA?
20     A.  I do not.
21     Q.  So this is actually just a proposed number;
22 correct?
23     A.  This analysis is taking a look at what is
24 the cost, the cost to acquire water from a different

670

1 source.  And that's how the market price of water is
2 determined, based on the Town of Shrewsbury's
3 alternate water supply study of what another
4 competing Town was willing to pay per acre foot of
5 water per year if they tied into the MWRA system.
6     Q.  If you turn back to Page 100 of that
7 document and refer to Table 1.
8     A.  Yes.
9     Q.  There's a figure, the total at the last

10 column, 3,708.  That's the total withdrawal volume
11 allowed by Milford Water's water rights permits;
12 correct?
13     A.  That is their annual baseline volume, so
14 that is the amount that they're allowed to extract.
15     Q.  And so this baseline is not in excess of
16 what Milford Water Company requires to serve its
17 customers, is it?
18     A.  It's the maximum daily rate -- you can see
19 it's in million gallons per day -- is what they need
20 to service their customers.  But they run very close
21 to the amount that they're able to pull from the
22 water.
23             So if you refer to Page 30 of my report,
24 under Water Rights, we can see that their permits
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1 allow for 11 points of withdrawal, to withdraw
2 water, eight for groundwater and three for surface
3 water, for a total maximum daily rate of 8.565
4 million gallons per day.
5     Q.  So you would agree that there's -- well,
6 let me back up.
7             So you said that they're running very
8 close to -- let me start over.
9             In order to serve its customers, Milford

10 Water Company is actually withdrawing very close to
11 that number.  Is that an accurate characterization
12 of what you said?
13     A.  Yes.  But some of these wells are not in
14 operation now, so they're not pulling from all the
15 well sources that are identified here.
16     Q.  You're not saying that the permits are less
17 than what they need, are you?
18     A.  No, their permits are what they need.
19     Q.  So if Milford Water Company did not have
20 any one of -- well, any -- let me start over.
21             If Milford Water Company were not
22 permitted to withdraw water from any of these
23 points -- Charles River, Echo Lake, Louisa Lake --
24 it wouldn't have sufficient water rights to serve
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1 its customers; correct?
2     A.  No, it would not have sufficient water
3 rights.  The water rights are very valuable.  That's
4 why we assigned a value to them.  If they didn't
5 have water rights, they wouldn't be able to service
6 their customers.  Without those water rights, they
7 would need to tie into the MWRA system to obtain
8 water rights -- in order to obtain source water.
9     Q.  If Milford Water did not have these water

10 rights, would it be able to generate operating
11 income?
12     A.  Not without these water rights.  They need
13 the water to generate their income.  That's their
14 supply.
15             MR. REYES:  Mr. Hearing Officer, this
16 might be an appropriate time to do the midday break.
17 I have perhaps an hour left of questioning.
18             MR. CRANE:  Let's take an hour break for
19 lunch.  We'll be back here at 2:00 o'clock.  We're
20 off the record.
21             (Recess for lunch.)
22             MR. CRANE:  Let's go on the record.
23 Mr. Reyes.
24     Q.  So in your rebuttal testimony, Exhibit
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1 MW-MR-6, you stated that the purpose of your
2 rebuttal is to provide an opinion of the fair market
3 value of the system should the Department decide
4 only to apply the cost approach.  Are you updating
5 your appraisal?
6     A.  These pages here update the appraisal and
7 the conclusion of value.
8     Q.  Okay.  I should clarify.  Aside from the
9 numbers that were updated as a result of the Duff &

10 Phelps update, you had filed a rebuttal earlier,
11 rebuttal testimony?  Do you recall that?
12     A.  Is there a specific page?
13     Q.  Well, just in general I'm asking you here.
14 Well, on Page 1 you stated that the purpose of your
15 testimony is to provide an opinion of fair market
16 value of the system should the Department decide
17 to -- only to apply the cost approach.  Are you
18 providing a separate opinion of value with this
19 testimony?
20     A.  Well, with that testimony, if we just go to
21 the cost approach value, we could look at, I believe
22 it's MWC-6.  And if you go to Page 67, you would see
23 the cost approach value is $156 million, and then to
24 that you would add the water rights of 15.8 million.

674

1 It would be 171.8 million.
2     Q.  I'm sorry, where is the 171.8 million?
3     A.  It's -- well, it would be an addition of --
4 this is Page 67, I guess, which is Page 70.  It's
5 the only large page.  It's Page 67.  So it would be
6 that page there, would be the 156.  That would be
7 the cost approach value.
8             And then if you go to Page 64 you would
9 add the water rights at 15.89 million, and you would
10 get the 171.89 million if it were a 100 percent cost
11 approach, RCNLD.
12     Q.  And so are you offering two opinions of the
13 fair value of the system?
14     A.  If one were to conclude that you're not
15 going to consider the income or the market approach,
16 this would be the cost approach to value.
17     Q.  Just to clarify, just to make sure I
18 understand what you're doing:  So are you saying
19 that your opinion of value depends on whatever the
20 Department finds is the proper approach?
21     A.  If the Department decides that they're
22 going to rely upon the RCNLD approach to value only,
23 and not consider the income approach and the market
24 approach, then the value conclusion, if you put zero
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1 weight on the income approach, zero weight on the
2 market approach, and 100 percent weight on the cost
3 approach, my revised number would be 156 million
4 plus the 15.8 for the water rights, for a total
5 RCNLD value of 171.89 million.
6     Q.  I guess I'll ask this out of curiosity,
7 because I don't really know whether this rule
8 applies under the USPAP:  In order to provide that
9 recommendation, that alternate valuation based on

10 the chosen approach which you've presented in your
11 rebuttal testimony, are you required under USPAP to
12 update your report?
13     A.  What I'm suggesting is that if the
14 Department, the panel, decides that they only want
15 to consider the cost approach, USPAP has what they
16 call the jurisdictional exception rule, which will
17 take the local jurisdiction's rules and apply that
18 to USPAP.  If that were to be the case and 100
19 percent of the weight is only to be applied to the
20 cost approach, then that would be the application.
21     Q.  Did you state the need to rely on the
22 jurisdictional exception rule in your report?
23     A.  No.
24     Q.  Were you required to disclose that in your
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1 report?
2     A.  I don't know how -- how the Department or
3 the panel is going to view the appraisal report.  If
4 they review it and they decide they're only going to
5 rely upon the cost approach, that's their
6 prerogative.  I don't know that at this point, if
7 that's the way the ruling is.  If that's the way
8 they rule and someone wants me to revise the report
9 to reflect that, I have no problem doing that.

10     Q.  When you say "they," who are you referring
11 to?
12     A.  The panel or the Department.
13     Q.  I guess my question is:  Under USP would
14 you be required to disclose the need to use the
15 jurisdictional exception rule?
16     A.  We don't know if there is a need to use it
17 at this time.  If someone comes back and says that
18 we're only going to consider only the cost approach,
19 then I could update the report to reflect that.  But
20 at this time no one has directed me that it's any
21 different than considering all three approaches as
22 required by USPAP.
23             MR. REYES:  I think that's all I have.
24             MR. CRANE:  Mr. Strout, do you have
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1 questions for the witness?
2             BENCH EXAMINATION
3 BY MR. STROUT:
4     Q.  Good afternoon, Mr. Rodriguez.
5     A.  Good afternoon.
6     Q.  I have just a few questions this afternoon.
7             If I could refer you, please, to Exhibit
8 MWC-6 at 67, and that's the company's errata
9 information that was distributed today.

10     A.  Okay, I have Page 67 in front of me.
11     Q.  Could you just please explain what indirect
12 costs, that column, what they represent as it's
13 currently represented in this exhibit?
14     A.  Sure.  Do you have a copy of MW-3, which is
15 my appraisal report?
16     Q.  I do.
17     A.  If we turn to Page 45 of the document.  The
18 first paragraph starts with "the replacement cost
19 new provided by Tata & Howard."
20     Q.  Okay.
21     A.  So the indirect costs -- when Tata & Howard
22 provided their analysis, their replacement cost new
23 values, they went to the section of RSMeans that has
24 the total direct costs.  And once the analysis is
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1 done, it gives you -- they give a total of all their
2 direct costs.  And then RSMeans directs you that
3 their costs do not include indirect costs, so they
4 don't include construction management fees -- if you
5 see the first full paragraph with the five or six
6 bullets here.
7             So there's a 2 1/2 percent added to it
8 for construction management fees.  There's another 2
9 1/2 percent added for engineering fees, a half a

10 percent added for construction permits, 1 percent
11 added for performance and construction bonds, and
12 9.34 percent for construction insurance.
13             So those indirect costs there have those
14 percentages added to it, to reflect those costs.  So
15 now we take Tata & Howard's cost numbers and we make
16 them complete by adding the appropriate indirect
17 costs associated with them.
18             And this is from the same book that they
19 pulled their cost information from, and it's the
20 right application of the indirects to the directs.
21     Q.  Thank you.  Could I refer you, please, to,
22 staying on this exhibit, MW-MR-3, on Page 396, as
23 well as your response to Information Request
24 DPU-MWC-1-7.
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1             THE WITNESS:  Was MWC-1-7 one of mine?
2             MR. CONNER:  If we put it on the screen,
3 that might be easier.
4             MR. SANDERS:  Was it 1-7?
5             MR. STROUT:  Correct, DPU-MWC-1-7.
6     A.  Okay, I have the MWC-1-7 in front of me.
7     Q.  And on that response the Department asked
8 why each of those assets were included as elements
9 to the company's cost approach to construction work

10 in progress.  And the response was that these items
11 were listed on the company's preliminary December
12 2018 balance sheet and under the unfinished
13 construction.
14             So now, if we turn to Exhibit MW-MR-3 at
15 396, from the second line to the fourth line, you'll
16 see that each of those three items -- the Lake
17 Louisa project, the 2017 rate case, and the sale of
18 MWC to the Town -- are included as elements to the
19 company's total construction work in progress.  Is
20 that right?
21     A.  Yes.
22     Q.  Could you please explain whether these
23 three assets represent -- are tangible assets that
24 could be physically transferred to a potential
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1 buyer?
2     A.  You would have to look into which -- the
3 work and activity that was being performed under
4 each of these line items here.  It says 2017 rate
5 case, but there may have been activities that were
6 required of them during that rate case.
7             And the way our analysis was set up,
8 because we're doing a replacement cost analysis,
9 we're building the system from scratch -- acquiring

10 the land, putting the pipes in the ground.  And when
11 Tata & Howard finished their analysis, they did not
12 have the ongoing construction work in progress in
13 their analysis.
14             So we took a look at all of the active
15 2018 projects as of the valuation date, which total
16 $3,040,000, and we added that to the Tata & Howard
17 analysis.  And the 3,040,000 is also hit with
18 economic obsolescence.  I believe there's about
19 $400,000 worth of economic obsolescence that is
20 removed from that number to reflect, I believe, a
21 fair market value of $2,641,882.
22     Q.  Do you still represent that the cost
23 represented for the rate case and the cost
24 represented for the sale of MWC to the Town
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1 represent construction work in progress?
2     A.  Yes, as it was reported to me, that those
3 are activities that are being performed for those
4 descriptions.  They might not be the best
5 descriptions there, but there were construction work
6 activities going on to associate.
7     Q.  Would I be able to get specific
8 descriptions for each of those three projects that
9 would relate specifically to the designation of
10 construction work in progress?
11     A.  I'm sure you can.  I'm sure that we can ask
12 Mr. Condrey next week, when he's talking, or we'll
13 be prepared over the weekend for when he comes on to
14 have that information.
15     Q.  I would like to do that for those three.
16 And in a similar manner, there are additional items
17 that relate to this construction work in progress.
18 Still looking at Page 396 of Exhibit MW-MR-3, if I
19 could refer you to -- from the top to the bottom
20 there's a line item entitled Congress Street Booster
21 Temp Improvements.
22     A.  Yes.
23     Q.  It's about five line items down.  Just
24 below that, Godfrey Brook Wellfield Investigation.
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1     A.  Okay.
2     Q.  A few line items below that, AG-18-15 tax
3 rate adjustment.  A couple of lines below that, PUB
4 7m Loan Facility.  And almost near the bottom, 2018
5 Purchase of Miscellaneous Plant Equipment.  More
6 than anything I was just looking for clarification
7 on what that particular line item may have entailed.
8 And the last one is the Annual Sanitary and Security
9 Tank Inspection.
10             So for all of those items that I have
11 just identified, including the Lake Louisa project,
12 the 2017 rate case, and the sale of MWC to Town, I
13 would like a further description of what each of
14 those projects entail.
15     A.  Okay.  I have a total of nine of them
16 identified.
17     Q.  And how they relate to CWIP.  Yes, I
18 concur, there are nine items.
19             So would that be a record request to be
20 taken --
21             MR. CRANE:  Let's go off the record for
22 a moment.
23             (Discussion off the record.)
24             MR. CRANE:  Let's go back on the record.
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1 So this is Record Request DPU-4.  So this request,
2 in reference to Exhibit MW-MR-3, is for a complete
3 and detailed project description, with an
4 explanation of how each project relates to
5 construction work in progress for the following
6 identified projects in the exhibit:  The Louisa Lake
7 project, identified as Project 201-9809; 2017 rate
8 case, Project No. 201-1707; sale of MWC to Town,
9 Project No. 201-1808; Congress Street Booster Temp
10 Improvements, 201-1709; Godfrey Brook Wellfield
11 Investigation, 201-1710; AG 18-15 Tax Rate
12 Adjustment, 201-1815; PUB $7m Loan Facility, Project
13 No. 201-1816; 2018 Purchase Miscellaneous Plant
14 Equipment, Project 201-1802; and lastly, Annual
15 Sanitary and Security Tank Inspection, Project No.
16 201-1817.
17             Sir, you understand the request?
18             THE WITNESS:  Yes.
19             (Record Request DPU-4.)
20     Q.  If I could refer you, please, to the Town's
21 2017 annual return, which I believe is Exhibit
22 TOWN-MWC-1-1; and also, continuing to stay on
23 Exhibit MW-MR-3, on Page 396.
24             Now, Town's counsel touched upon this
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1 next question a bit earlier this morning, and I
2 wanted to follow up.
3             On your Exhibit MW-MR-3 you identify a
4 total construction work in progress amount of
5 3,040,000.  And if I refer you to what's identified
6 as Page 202 in the Town's 2017 annual return --
7     A.  Okay.
8     Q.  -- on Page -- I mean on Line No. 28....
9             MR. SANDERS:  Could you please say on
10 what exhibit that is?
11             MR. STROUT:  I may have written this
12 down incorrectly, but I thought it was TOWN-MWC-1-1.
13 It's the company's 2017 annual return.
14             MR. SANDERS:  I think 1-1 was its 2008-
15 through-2017 returns, so I'm just looking for the
16 specific page that you're looking for.
17             This is the 2017 return.
18             MR. CRANE:  It's Page 330 of 385.
19             MR. SANDERS:  Thank you.
20     Q.  And on the company's 2017 annual return,
21 for plant investment accounts, Line No. 28, that row
22 is entitled Unfinished Construction, for the amount
23 of $942,411, for the balance at the close of the
24 year, which is year ending -- calendar year ending
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1 December 31st, 2017.
2     A.  Okay.
3     Q.  Does the term "unfinished construction" as
4 it's represented here in the company's 2017 annual
5 return, does that equate to the same term of total
6 construction work in progress, as identified on
7 Exhibit MW-MR-3?
8     A.  I would assume that the 942,411.07 is part
9 of the 3,040,000, because the 3,040,000 reflects

10 projects completed during 2018.  So that unfinished
11 amount of 942 would be part of the 3 million,
12 because it's pushed over to the next year.  You're
13 at December 31st, 2017, and my analysis is
14 through -- is one year later, through December 31st,
15 2018.
16     Q.  So for your analysis, that includes 12
17 months, a full 12 months, for months ended December
18 31st, 2018.
19     A.  Yes, these are the projects that are open
20 as of the end of 2018.  So, you know, you draw a
21 line in the sand on December 31st.  The 3,040,000
22 was the projects that were identified as
23 construction in progress for that year.
24     Q.  And step me through the reconciliation
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1 again of that number, the 3,040,000.
2     A.  Sure.  Can I walk up to the board?
3     Q.  Sure.
4     A.  So this 942 right here is overflowed into
5 the next year.  It's unfinished construction.  So
6 that 942 would go into the 2018 construction in
7 progress, and just as well as some of the ongoing
8 construction from 2018 will go into 2019, you know,
9 it doesn't end at the year.  The projects overlap

10 and continue into the next year.
11             So our analysis picks up the building up
12 of the system as Tata & Howard did it plus the
13 projects that they didn't account for, which were
14 the 2018 construction work in progress, which is the
15 ongoing projects as of the end of the year.
16     Q.  Would you be able to identify the
17 incremental projects, the value of the difference
18 between the 3,040,000 and the 942,000?
19     A.  Me personally, right here now, sitting
20 here, the answer is no.  But I'm sure if I sat down
21 with David Condrey for a day or two and went through
22 all the work orders, that it could be reconciled
23 very easily.
24     Q.  I'd like to be able to see the
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1 reconciliation of those two numbers, to see where
2 the difference comes in.
3     A.  Sure.
4             MR. CONNER:  If I might, Mr. Strout:
5 What we'll do is, Mr. Condrey will be prepared to
6 answer those questions and give you a full
7 accounting for that during his testimony.
8             MR. STROUT:  Okay, that's fine.  We'll
9 do that.

10     Q.  Thank you.  That's all that I have.
11     A.  Thank you very much.
12 BY MR. CRANE:
13     Q.  Before we move on, I wanted to ask you a
14 couple of clarifying questions from your direct
15 testimony at the beginning of the morning, when you
16 were introducing the revisions to your direct
17 testimony.
18             There were revisions to what's Page 46
19 of your Exhibit MW-MR-3.  It discusses functional
20 obsolescence.  And I believe during your testimony
21 you had stated that the functional obsolescence was
22 as of October 31st, 2018, and then counsel had asked
23 you about what the date of the economic obsolescence
24 was.  So I just want to clarify:  What are the
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1 correct dates for functional obsolescence and
2 economic obsolescence?
3     A.  Sure.  So on the errata page, which is the
4 MWC-6, the one that's identified with 396, which I
5 believe would be 399, the functional obsolescence is
6 as of December 31st, 2018.
7             Also, on Page 432, economic obsolescence
8 is as of December 31st, 2018.  My appraisal was
9 complete -- it was completed as of December 31st,
10 2018, in its entirety.
11     Q.  Thank you.  Referring next to what is Page
12 53 of Exhibit MW-MR-3.  Earlier this morning you had
13 identified the revision to the equity-risk premium
14 in Table L-2, and that the revised number is 5.0.
15     A.  Yes -- 5.50.  So Duff & Phelps added .5 to
16 that equity-risk premium.  It went from 5 to 5.5.
17     Q.  So just to clarify your testimony earlier,
18 the testimony is 5.5.
19     A.  That is correct, sir.
20             MR. CRANE:  Mr. Diaz, do you have
21 questions for the witness?
22             MR. DIAZ:  I do, and I actually have
23 questions on the same topic.
24 BY MR. DIAZ:
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1     Q.  If you look at your errata -- and this will
2 be Page 70 of Exhibit MW-MR-3.
3     A.  Yes.
4     Q.  Mr. Rodriguez, I know you revised this
5 exhibit.  I notice that even though there were
6 changes in the table, the total amount is $156
7 million; is that correct?  Which is the same in the
8 original amount.
9     A.  The cost approach remains the same, with --

10 well, the cost approach is 156.  The income
11 approach, if you go to Page 69, drops down to $112
12 million.
13             So this weighted average cost of capital
14 is predominantly affecting the income approach to
15 value -- so the income approach, which we weighted
16 as 40 percent of our approach, so that the $9
17 million it went down as the effect of that 40
18 percent.
19     Q.  So these numbers are not adding across in
20 here?
21     A.  When you say, which numbers?
22     Q.  Let's take the first line.  Is that a
23 summation of these numbers, and then you come up
24 with a number and then you add the amount?
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1     A.  Yeah, those numbers go all the way across.
2 And this is the cost approach to value.  So the cost
3 approach is 156.  The income approach was revised
4 from, I believe, 121 or 122 down to 112.  The cost
5 approach had some minor reflections with the
6 functional and economic obsolescence because we
7 updated the cap rate in the functional obsolescence
8 calculation.  Is it clear, the way I explained it?
9     Q.  Yes.  Could you turn to Exhibit
10 DPU-MWC-1-6.
11             MR. CONNER:  It's not in your book.
12 It's David Condrey's.  We'll pull it up.
13     A.  Okay.
14     Q.  Mr. Rodriguez, in here, in your response,
15 you indicated that the information is based on the
16 preliminary December 2018 balance sheet.  Do you
17 know, are you aware of whether there are any
18 revisions to this, other than the preliminary?
19     A.  This was -- the person responsible is
20 Mr. Condrey on this one here.  So I am not familiar
21 if there was any revisions to that information.
22     Q.  We'll save that for Mr. Condrey.
23 BY MR. CRANE:
24     Q.  Mr. Rodriguez, I'm going to refer you to
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1 Page 70 of Exhibit MW-MR-3.  It's your revised cost
2 approach summary.
3     A.  Okay.
4     Q.  So comparing your original version filed
5 January 25th, 2019, and the revised version filed
6 today, it does not appear that the data under Column
7 RCN Tata & Howard changes; is that correct?
8     A.  That's correct.
9     Q.  It does not appear that the data under
10 Indirect Costs changes; is that correct?
11     A.  That is correct.
12     Q.  It does not appear that the data under
13 Allowance for Funds Used During Construction
14 changes; is that correct?
15     A.  That's correct.
16     Q.  It does not appear that the data under
17 Total Replacement Cost New changes; is that correct?
18     A.  Yes.
19     Q.  The data under Physical Depreciation
20 remains the same?
21     A.  Yes.
22     Q.  The data under Replacement Cost New Less
23 Physical Depreciation stays the same?
24     A.  That is correct.
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1     Q.  The data for Economic Obsolescence has
2 changed?
3     A.  And also Functional Obsolescence has
4 changed, too.
5     Q.  Thank you.  It would appear that those
6 negative numbers have -- the numbers have
7 decreased -- the obsolescence numbers have
8 decreased, so that there's a -- so that the numbers
9 under the cost approach value go down.
10     A.  Yes.
11     Q.  The total cost approach value does not
12 change between your revised version and the original
13 version filed January 25th of 2019?
14     A.  Functional obsolescence goes down, and
15 economic obsolescence comes up.  But the overall
16 rounded number of 156 stays the same.  So the
17 functional obsolescence calculation adjusts with the
18 new cap rate that I revised in there, and the
19 economic obsolescence adjusts because of the cash
20 flows associated with it.
21     Q.  So the total is a rounded number?
22     A.  The total is a rounded number of 156.
23     Q.  And the difference in the revision is not
24 big enough to change the rounded number?



 DPU 18-60 Town of Milford (Water) - Vol. 5 - 5/17/2019

FARMER ARSENAULT BROCK LLC

24

693

1     A.  Exactly, yes.
2     Q.  Thank you.
3             MR. CRANE:  Mr. Diaz, do you have
4 further questions?
5             MR. DIAZ:  Yes, I do.
6 BY MR. DIAZ:
7     Q.  Mr. Rodriguez, could you turn to Exhibit
8 MW-MR-3, Page 72.
9     A.  Okay.
10     Q.  If you look at the line item Taxes Other
11 than Income Taxes -- do you see that?
12     A.  Yes, I do.
13     Q.  And the Department asked you to explain the
14 source of these numbers, and I believe you responded
15 in DPU-MWC-3-10, which is an attachment in Excel.
16     A.  Okay.
17     Q.  Let me know when you have that information.
18     A.  I do not have the Excel in front of me,
19 though.
20     Q.  Maybe we can put it up.
21             MR. SANDERS:  Is this it, Mr. Diaz?
22             MR. DIAZ:  Yes.
23             MR. SANDERS:  There's three tabs along
24 the bottom.
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1     Q.  Do you have an amount in there for taxes
2 other than income taxes?
3             MR. SANDERS:  Go back to the prior tab?
4     Q.  Do you see that, Mr. Rodriguez?
5     A.  Excel Row 33, if you highlight that?
6     Q.  Right.  My question is:  Why are those
7 numbers different?
8     A.  The numbers reflected in the discounted
9 cash flow analysis that we did here reflects payroll
10 taxes.  What we've done here is, we have taken out
11 property taxes, and what that does is, it reflects
12 what the likely buyer, where the pool of
13 hypothetical willing buyers would have to set a
14 threshold to what they would purchase the facility.
15             So if you have one government-owned
16 utility that is not going to pay taxes in there, the
17 investor-owned utilities need to step up to that
18 level if they're going to compete with the
19 government-owned utilities.
20             So our model does not include property
21 taxes in there.  But our weighted average cost of
22 capital and our capital structure adjustments
23 reflect the position of a hypothetical buyer in
24 total.

695

1     Q.  So the only amount that you are removing is
2 the property taxes from this calculation?
3     A.  Yes.
4     Q.  Could you go back and explain to me why it
5 is appropriate to include property taxes with this
6 calculation.
7     A.  For this particular analysis we're coming
8 up with what is the hypothetical willing buyer, and
9 the hypothetical willing buyer, assuming that
10 there's both GOUs and IOUs in the pool of buyers,
11 the GOU will not have to pay property taxes.  The
12 IOUs, in order to competitively bid with that, have
13 to step up their value adjustment to reflect what a
14 GOU would bid.  And this gives you a representation
15 of what a GOU -- what the pool of buyers would be.
16 And if you include those taxes in there, it would
17 show a lower value for a GOU, and a GOU doesn't
18 reflect property taxes.
19 BY MR. TAYLOR:
20     Q.  On that point, where you are suggesting
21 that a GOU purchase would involve a buyer that does
22 not have to pay property taxes:  Would the
23 opportunity cost of property taxes have an intrinsic
24 value to the municipality or the government-owned
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1 utility?
2             Stated another way, maybe more clearly:
3 Is it an implicit cost, the forgone taxes, of
4 purchasing the water utility for the Town?
5     A.  I'm sorry, I don't think I understand the
6 question.
7     Q.  So you state that the Town -- if a
8 government-owned utility purchased the water
9 company, they would not have to pay taxes.  If that
10 hypothetical government-owned utility were the Town
11 of Milford and they did not have to pay taxes,
12 wouldn't it also be true that the Town of Milford
13 would no longer be receiving property taxes on that
14 income?
15     A.  That is correct.  Now, to counteract that,
16 what we've done is, we've balanced and put 50
17 percent of our weight on the GOU scenario and 50
18 percent on the IOU scenario.  So the GOU is not a
19 full coming down to the IOU, an IOU is not fully
20 going up to the GOU.  They're meeting in the middle.
21 So in essence, it's coming up with what a half of
22 those property taxes might be.  But then again, when
23 you sit back and you think, well, what would the
24 taxes be, are they based on the value of the system
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1 today or based on the value of the system as we
2 apply it -- that's why we leave the property taxes
3 out of the equation, because we don't know if the
4 property taxes will be based on the value of the
5 system as it is today or the value of the system as
6 it sells in the future.
7             So to account for that, we adjust our
8 weighted average cost of capital and weight it 50
9 percent GOU and 50 percent IOU, to account for that
10 type of analysis.
11     Q.  That's in your discount rate.
12     A.  Yes.
13     Q.  So you've removed the cost of taxes
14 altogether from the calculation.
15     A.  Yes.
16     Q.  And then what you're stating is that, by
17 adjusting that weighted average cost of capital to
18 reflect half GOU, half IOU, that compensates for
19 that?
20     A.  It compensates for part of that at the
21 revised WAC.  It compensates for at least 50 percent
22 of that.
23     Q.  But whether the company -- whether the Town
24 buys the water company or an independent operator
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1 buys the company, those taxes are a real cost to the
2 Town, whether the Town is actually not receiving
3 them, because they are now the water company, or
4 whether the independent operator is paying those
5 taxes.  It would be a cost to the Town either way.
6     A.  Or, if it was another GOU, it would be a
7 cost to the Town, and that would be something after
8 the acquisition that one would negotiate with a
9 potential pilot agreement or tax negotiations with
10 the Town after the fact, to account for that.
11     Q.  I'm sorry, could you rewind and explain
12 that again?  I didn't follow that.
13     A.  Sure.  We're trying to determine what the
14 fair market value is of the system with assumption
15 of the hypothetical most willing buyer.  And our
16 analysis includes both 50 percent scenario of GOU
17 and 50 percent of IOU.
18             We've removed the property taxes from
19 the calculation in their entirety to reflect what a
20 hypothetical buyer would anticipate when they put
21 together their bid.
22             After the fact that the transaction
23 closes, if there's issues regarding the Town with
24 regard to property taxes, that would be something
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1 that they would discuss at a later date, after the
2 valuation, because the valuation is trying to come
3 up with fair market value today of what the system
4 is worth as a whole.
5             Now, my analysis also, if you were to
6 look at that, only puts 40 percent of the weight on
7 that particular part of the analysis.  60 percent of
8 the weight is still on the cost approach, and within
9 that 40 percent, only 50 percent of it is associated

10 with the scenario associated with a GOU.
11             So the effect is 50 percent, and the
12 effect then further down is another 50 percent of
13 that.  So the overall effect to the analysis is not
14 insignificant, but it is minimalized when we come up
15 with, you know, our overall conclusion of value
16 versus the cost approach to value.
17     Q.  Okay.  Just to be clear, though:  If it's
18 an independent owned utility that purchases this
19 hypothetically, the property taxes would be an
20 expense, and if a government-owned entity -- if
21 Milford were to purchase the water company, there
22 would be no tax -- property taxes.
23     A.  Or another GOU there would be no property
24 taxes, either.  Any GOU you would assume would have
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1 no property taxes.  In an IOU scenario they would
2 have property taxes.  But my analysis would be
3 overinflated.  If I were to include property taxes
4 at a value associated with a number higher if the
5 transaction doesn't close and it closes at a lower
6 number, then I'm understating.  So that's why we
7 remove the property taxes out and adjust the
8 weighted average cost of capital as best we can to
9 reflect what the scenario is between a willing buyer
10 and a willing seller.
11             MR. CRANE:  Mr. Diaz, do you have
12 followup?
13 BY MR. DIAZ:
14     Q.  Mr. Rodriguez, going back to that number of
15 taxes other than income taxes that we talked about.
16     A.  Yes.
17     Q.  We were in Exhibit MW-MR-3, Page 72.  Would
18 it be possible to provide documentation how you
19 calculated those numbers for the year 2019
20 throughout the terminal year?
21     A.  I'm sorry, how I provided these numbers on
22 this page?
23     Q.  Right, how you calculated, how you came up
24 with that amount.
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1     A.  Which amount?  The 179,191?
2     Q.  Correct.
3     A.  That was provided by the company.
4     Q.  And how did you go about -- what I'd like
5 to see is how -- you explained to us the 50/50
6 portion and how you removed the property taxes.  So
7 I'd like to see, you know, the calculation of how
8 you come up in the end with 179,191.
9     A.  That's solely the payroll taxes provided to
10 us by the company.  There was no calculation or
11 anything.  They provided us 179,191.  That's a hard
12 input from the company.
13     Q.  Okay.  That clarifies my question.  So it's
14 strictly payroll taxes.
15     A.  Yes.
16 BY MR. TAYLOR:
17     Q.  I have a few more questions for you.
18     A.  Sure.
19     Q.  Could you please turn to Exhibit MW-MR-3
20 Revised at 72.
21             I'm sorry.  It's not at 72.  At 53.
22     A.  Okay.
23     Q.  This morning you said that you made a
24 correction to this table on the equity-risk premium
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1 from 5 to 5 1/2 percent to reflect a technical
2 change that's been made by Duff & Phelps; is that
3 correct?
4     A.  That is correct.
5     Q.  When did Duff & Phelps make this technical
6 correction?
7     A.  They made it on -- their advertisement of
8 the technical correction was on February 19th, 2019.
9 Our report was completed on January 18th, so a
10 little bit -- a month earlier we had it done, and
11 that's why we made the adjustment after the fact.
12     Q.  And have you updated any of the other
13 components of the Duff & Phelps buildup model to
14 reflect new or updated information?
15     A.  This was the only one that affected our
16 analysis, was that equity-risk premium going from 5
17 to 5.0 (sic).
18     Q.  So a change in the risk-free rate wouldn't
19 affect your pretax cost-of-equity capital?
20     A.  If we changed the risk-free rate, then it
21 would affect it, but there was no change to that.
22     Q.  There's been no change in the risk-free
23 rate?
24     A.  No.
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1     Q.  Thank you.  Can you turn to your Exhibit
2 MW-MR-3 at 49.
3     A.  Okay.
4     Q.  Halfway down on this page you discuss the
5 holding period.
6     A.  Yes.
7     Q.  And you state that the most common
8 multistage variation of the DCF model projects cash
9 flows over a finite number of periods, usually one

10 business cycle, between three and ten years; is that
11 correct?
12     A.  Yes.
13     Q.  Would you define what your understanding of
14 a business cycle is?
15     A.  A business cycle would be one complete
16 scenario of an inclusion of maybe rate adjustments.
17 So it could be anywhere from three to ten years.
18             No matter what scenario you use with a
19 DCF, if you use three years, five years, or ten
20 years, or a direct cap, if you do it correctly,
21 theoretically you should come up with the same
22 value.
23     Q.  So in this context, when you use the term
24 "business cycle," you are referring to the business
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1 cycle of a regulated distribution company?
2     A.  Yes.
3     Q.  Thank you.  Could you turn to Page 50 of
4 the same exhibit.
5     A.  Okay.
6     Q.  Here you stated that, "We forecasted a
7 stabilized long-term inflation rate of 3 percent for
8 the holding period, which accounts for the
9 likelihood of future rate increases."

10     A.  Yes.
11     Q.  What forecasting methods did you use to
12 arrive at the 3 percent inflation rate?
13     A.  We took a look at -- I believe we responded
14 to one of the questions.  If you could give me a
15 second, I'll pull up the....
16             I found it.  It is DPU-MWC-3-4.  And to
17 calculate our long-term growth rate, we considered
18 both general inflation at about 2 1/2 percent, and
19 we also took a look at the water industry in
20 particular.  And we cited here one particular
21 article here that shows a 4 percent growth rate for
22 the water industry.  We have some other additional
23 ones as well that show 5, 5 1/2 percent.
24             So we conservatively took a look at the
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1 4 percent here plus the 2.2 percent, and we
2 conservatively selected a 3 percent growth rate for
3 the water industry.
4     Q.  Thank you.  On Page 60 of this same
5 exhibit -- I'm sorry, of MW-MR-3, at Page 60 --
6     A.  Okay.
7     Q.  -- you stated that "The income approach is
8 heavily relied upon by market participants, since it
9 enables the acquirer to evaluate, one, whether or
10 not the acquirer can finance the potential
11 acquisition; and, two, whether or not the acquirer
12 can earn a fair rate of return on the acquisition
13 price."  Is that correct?
14     A.  That is correct.
15     Q.  Can you explain how a potential acquirer
16 would utilize a DCF analysis to determine If it
17 could earn a fair rate of return?
18     A.  Sure.  Market participants are going to set
19 up a discounted cash flow or a direct cap analysis,
20 inputting their particular investment criteria into
21 developing their own particular purchase price or
22 offer price if they were to acquire the system.
23             Specific to each potential acquirer,
24 they're going to come up with their own method of
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1 how they're going to finance the transaction, if
2 it's going to be 100 percent equity or 50 percent
3 equity or 25 percent equity.  Each potential buyer
4 is going to create their own particular investment
5 strategy, investment criteria, to go into their
6 financial modeling.  And at the end of the day each
7 of the bidders will put their best strategy forward,
8 and one of them will be the successful bidder.  And
9 that's what we're trying to anticipate, is what the

10 successful bidder will look like based on the
11 analysis that is performed here.
12     Q.  If we turn, then, to your discounted cash
13 flow analysis on Exhibit MW-MR-3 Revised at 72.
14     A.  Okay.
15     Q.  The starting point for the revenue that
16 you've used in this analysis is $7,776,000; is that
17 correct?
18     A.  $7,765,569.
19     Q.  And that is determined by adjusting the
20 company's 2018 revenues up by 17.8 percent; is that
21 correct?
22     A.  That is correct.  There's a footnote on the
23 bottom of that page that reflects that.
24     Q.  And that 17.8 percent, I believe you said
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1 in response to discovery, was an anticipated rate
2 increase that the company would receive based on its
3 cost of service?
4     A.  Yes.
5     Q.  And that cost of service -- or that
6 anticipated increase of 17.8 percent would reflect
7 the company's capital structure?
8     A.  It's based on the actual revenues
9 anticipated from the existing capital structure,

10 yes.
11     Q.  Which is the company's capital structure.
12     A.  Yes.
13     Q.  And is that company's capital structure 100
14 percent equity?
15     A.  No.
16     Q.  Does that represent the hypothetical buyer
17 that would include a 100 percent equity purchase?
18     A.  This is -- which is the financial
19 information that would be available to the potential
20 bidders.  So all the bidders will take a look at
21 what is the revenue, the current revenue and
22 expenses.  They will consider that in putting
23 together their discounted cash flow analysis.  And
24 the discounting and the determining of the price,
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1 the discount rate, and the terminal growth rate, all
2 of that will be the potential bidders to put
3 together what their structure is.  It could be 100
4 percent equity, could be 95 percent debt and 5
5 percent equity.  You know, that's for the
6 hypothetical buyer here.
7             But there is some starting point that
8 they have to start from, and that's where this 7,765
9 reflects the current situation, where their starting
10 point is going to be from.
11     Q.  But that's the hypothetical current
12 starting position for the company, using the
13 company's cost of capital and capital structure;
14 correct?
15     A.  Yes.
16     Q.  If a company, hypothetical company, decided
17 to purchase this water company with 100 percent
18 equity, would it be able to get an approved cost of
19 capital based on a 100 percent equity capital
20 structure?
21     A.  That would happen after the fact.  We have
22 to have a starting point for the analysis to come up
23 with the fair market value.  You're going to come in
24 in the middle of a rate scenario here in 2019.
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1 There might not be another, if it's an IOU, for two
2 or three years.  So that would be something down the
3 road that would be affected by that, not the
4 appraisal here today.
5     Q.  But it is something that the potential IOU
6 would consider; correct?
7     A.  It's something that may be a consideration,
8 yes.
9     Q.  In the terminal year on this table, you

10 have a revenue of 8,085,271.
11     A.  Yes.
12     Q.  And did you calculate that figure by
13 increasing the 2023 revenue by 3 percent?
14     A.  Yes.
15     Q.  Would that make the terminal year 2024?
16     A.  We have to go to the bottom if we're
17 present-valuing.  If you go to the bottom, if you
18 scroll down, you'll see we're bringing back the
19 discount period four and a half years.  So the
20 terminal value is in that last year.  We're
21 present-valuing that with the 2013 --
22             The 2013 and the terminal occur in the
23 same year, if you see the 4.5 we're bringing back
24 from that particular year.  So it is a five-year
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1 analysis.
2     Q.  So I see that you've used a four-and-a-
3 half-year discount.  My question is, why did you use
4 four and a half years, time period there, not five
5 and a half years, when at the top of the table we
6 can see that you've now increased the revenue for
7 the terminal year by one more year of growth at 3
8 percent.
9     A.  Well, we're representing what that growth
10 would be in the terminal year if it were to be
11 growing, to be growing.  Both occur in the same
12 year.  2023 and the terminal occur in the same year.
13             MR. TAYLOR:  Could you scroll down on
14 that page just a little bit, please.
15     Q.  Do you see a terminal value of $2,973,627
16 for your free cash flow?
17     A.  Yes.
18     Q.  And then the present value of that cash
19 flow in perpetuity is $125,835,920; is that correct?
20     A.  No, the present value of that would be the
21 $99,473,231.
22     Q.  I'm sorry?
23     A.  Is your concern the midyear convention, why
24 we're using the middle of the year?
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1     Q.  No, I understand the middle-of-the-year
2 convention.  I don't know why you haven't used a
3 five-and-a-half-year time period to discount the
4 terminal value.
5     A.  We didn't use -- we used the five-year
6 discounted cash flow model, not a six-year, and we
7 have the terminal year the same as the fifth year.
8             So it doesn't matter if I'm going to
9 continue on and do a ten-year DCF or a three-year
10 DCF.  If you sit back and look at this -- in
11 essence, it's a normalized direct cap.  You know,
12 over those middle years, it's relatively flat,
13 because we're showing where the rate case is.  We
14 could have modified the capital expenditures,
15 leveled that off to have a number, and just did a
16 one-year direct cap.  But if I did one year or five
17 years or six years or ten years, theoretically
18 mathematically I'm going to come up with the same
19 value as long as it's normalized correctly.
20     Q.  I think I understand.  The terminal value
21 of 125 million, how did you arrive at that figure?
22     A.  That's the 2,973,627 capped at the discount
23 rate less the terminal growth.  So that would be
24 capped at 2.36 percent.
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1     Q.  Could you just explain to me the
2 calculation?
3     A.  It should be 2,973,627 divided by, and then
4 open parentheses, 5.36 minus the 3, close
5 parentheses; and that should divide out to
6 125,835,920.  It may be off slightly for rounding
7 because of the other numbers that are affecting it
8 throughout there.
9     Q.  Earlier today you discussed the -- well, in

10 discussing the valuation for the company, you've
11 come up with a -- not discussing it -- in performing
12 your valuation for the company, you've arrived at an
13 amount of 154 million?  Is that the new figure?
14     A.  Yes.
15     Q.  And the difference between the 154 million
16 and the net book value is an acquisition premium;
17 correct?
18     A.  Yes.
19     Q.  And are you familiar with the Department's
20 treatment of acquisition premiums?
21     A.  To an extent, yes.
22     Q.  So a company can include acquisition
23 premium for recovery in rates traditionally if they
24 can show the benefits outweigh those costs; correct?
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1     A.  Okay.
2     Q.  Do you think that it's feasible that a
3 company could find cost savings in Milford Water
4 Company that exceed that acquisition premium, based
5 on your analysis?
6     A.  I believe that there are companies that
7 would be interested in acquiring this asset -- these
8 assets of this company as we have appraised them.
9 We have seen in the marketplace people paid three,
10 four, five times book value for similar-type
11 companies like this.
12             This is not a big company, by any means,
13 so it's not -- while it looks on paper as a
14 significant multiple overall, if a larger investor-
15 owned utility were to acquire it, it would not be a
16 significant impact on the company.  If a GOU
17 acquires it, it's a moot point because it will no
18 longer be rate-regulated.
19     Q.  When you say that you've seen companies pay
20 three, four, five times market -- sorry, three,
21 four, five times book value in acquisitions, is that
22 for a utility that we're discussing?
23     A.  Sure.
24     Q.  Or in general?
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1     A.  For water utilities -- I mean, water
2 utilities as well as other utilities as well.
3             MR. CRANE:  That's all the questions
4 from the Bench for now.  Does the company have
5 redirect?
6             MR. CONNER:  Briefly.
7                REDIRECT EXAMINATION
8 BY MR. CONNER:
9     Q.  Mr. Rodriguez, Mr. Reyes asked you a number
10 of questions concerning specific potential
11 hypothetical buyers, and if I'm not mistaken, one of
12 his questions was directed to whether or not you
13 were aware if any of your municipal hypothetical
14 buyers that you listed had the ability to condemn
15 property outside of its municipal boundaries.  Do
16 you recall that line of questioning?
17     A.  Yes.
18     Q.  In your analysis of the hypothetical buyer,
19 are you assuming that the municipal hypothetical GOU
20 buyer would have to have condemnation authority?
21     A.  No.  It would be somebody that would
22 negotiate an arm's-length transaction to acquire the
23 water utility.
24     Q.  So it would be a consensual buyer,
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1 consensual seller, who might happen to be a GOU
2 outside of the municipal boundaries of Milford?
3     A.  Yes, a willing buyer and a willing seller,
4 yes.
5     Q.  With respect to your growth rate that I
6 think one of the panelists asked you about from, I
7 think it's 3 percent, that is just in your income
8 approach analysis, isn't it?
9     A.  That is correct.

10     Q.  That does not impact your cost approach at
11 all, does it?
12     A.  No, it does not.
13     Q.  With respect to your growth rate, you
14 indicated -- and I think directed the panel to one
15 of your IR responses that identified growth of
16 potentially 4 percent in the water industry for
17 2018.  I'd like to hand you another document, and
18 present it to the panel as well.
19             Can you identify this document for us,
20 Mr. Rodriguez?
21     A.  Sure.  This is another industry forecast
22 that we prepared for the water industry.  This shows
23 forecasts from 2019 through 2023.
24     Q.  What is the source of this information?
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1             MR. CRANE:  Are you introducing this as
2 an exhibit?
3             MR. CONNER:  Yes, I am.
4             MR. CRANE:  We're going to mark this for
5 identification as Exhibit MWC-7.
6             (Exhibit MWC-7 marked for
7 identification.)
8     Q.  What is the source of the information found
9 on MWC-7?
10     A.  At the bottom there's a footnote here.  It
11 says, "Water/sewer/utilities quarterly update, March
12 25th, 2019."
13     Q.  If the industry forecast is for an annual
14 compounded rate of 4 percent in the U.S. water,
15 sewer, and other systems between 2018 and 2023, why
16 didn't you include a 4 percent growth rate in your
17 income approach analysis, or your DCF model?
18     A.  We took a conservative approach and
19 basically averaged the 4 percent with the general
20 inflation rate of about 2.2 percent and came up with
21 a conservative estimate of 3 percent, middle of the
22 road.
23             MR. CONNER:  Would you pull up the
24 summary on his income -- I mean, the valuation, from
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1 the errata.
2 Q. Mr. Rodriguez, I'm going to direct your
3 attention to MW-MR-3, Page 68, and this is your
4 corrected income approach number of $112 million; is
5 that correct?
6 A. That is correct.
7 Q. And so before adding the water rights to
8 the final conclusion of value, what is your fair
9 market value determination or final conclusion of

10 value in this matter?
11 A. The final value conclusion is weighted 60
12 percent on the cost approach, 40 percent on the
13 income.  The weighted -- or a total fair market
14 value of the Milford Water System is $138,400,000 as
15 of December 31st, 2018.
16 Q. Now, your explanation to the panel I think
17 with respect to the 50/50 weight from your income
18 approach to the GOU hypothetical buyer and a 50
19 percent approach to an IOU hypothetical buyer,
20 that's solely in the income approach; correct?
21 A. Yes, it is.
22 Q. So on an overall weighted percentage in the
23 $138 million final conclusion of value, what percent
24 does the -- is reflected by a GOU in the income
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1 approach?
2 A. It would be overall 20 percent, or 50
3 percent of the income approach to value.
4 Q. Thank you.
5 MR. CONNER:  I have no further
6 questions.
7 MR. CRANE:  Does Milford have any
8 followup?
9 RECROSS-EXAMINATION

10 BY MR. REYES:
11 Q. Just on the errata sheets, on Page 69, just
12 comparing the terminal value, which you've listed --
13 you've indicated is 125,835,920 --
14 MR. CONNER:  Jesse, are you on the one
15 that we submitted with the exhibit numbers?  It's
16 Page 72.
17 Q. And then compare that to the other sheet,
18 Page 429 -- 432, where the terminal value is
19 indicated as 135,715,150.  Could you explain the
20 difference between those two sheets?
21 A. Page 432 is the economic obsolescence
22 calculation.  Is that correct?
23 MS. TIERNEY:  Yes.
24 A. So what is your question?  I have the DCF
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1 in front of me, which is Page 72, and now I have the
2 report, MW-MR-3, Page 432, in front of me.
3 Q. So we're just comparing the terminal value
4 of free cash flow on Page 432 with the DCF sheet.
5 A.  Okay.  You would have to use the errata
6 Page 432.  Is that what you're asking?
7 Q. Yes.
8 A. So not the original 432.
9 So the free cash flow, which is the

10 2,278,468, is the year one free cash flow that goes
11 into the economic obsolescence calculation.
12 Q. Sure.  And the terminal value column?
13 A. The terminal value -- the terminal value is
14 135,713,150, which should be 125,835.
15 Q. Does this affect any other numbers?
16 A. I'm just trying to think of how it would
17 affect it.  It's not going to go down as much.
18 It's going to have a slight impact on
19 the economic obsolescence calculation.  How much it
20 is, I'd have to rerun it.
21 MR. REYES:  No further questions.
22            FURTHER REDIRECT EXAMINATION
23 BY MR. CONNER:
24 Q. Is that a correction you need to make, Mr.

720

1 Rodriguez?
2 A. I do need to make it.  It is a typo on Page
3 432.
4 MR. CONNER:  We'll propose, Mr. Crane,
5 to submit that revised worksheet.
6 MS. TIERNEY:  Can we also get how it
7 affects any other calculations?
8 MR. CONNER:  Yes.
9 THE WITNESS:  Yes.

10 MS. TIERNEY:  Thank you.
11 MR. CONNER:  If it's okay, we'll provide
12 that Monday morning.
13 MR. CRANE:  That would be fine.
14 MR. CONNER:  I have nothing further.
15 MR. CRANE:  Thank you, Mr. Rodriguez.
16 You are excused.
17 THE WITNESS:  Thank you.
18 MR. CRANE:  Let's go off the record.
19 (Recess taken.)
20 MR. CRANE:  Let's go on the record.
21 We're proceeding with the Milford Water Company's
22 next witness.  Sir, could you please state your name
23 for the record.
24 THE WITNESS:  Mark Pomykacz.
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58216385.v1 

APPLICATION SERVICE LIST 

VIA E-MAIL 

Anne Simon  
Administrative Law Judge Division 
California Public Utilities Commission  
505 Van Ness Avenue  
San Francisco, CA 94102  
anne.simon@cpuc.ca.gov

Arocles Aguilar  
Legal Division  
California Public Utilities Commission  
505 Van Ness Avenue  
San Francisco, CA 94102  
arocles.aguilar@cpuc.ca.gov  

Terence Shia  
Division of Water and Audits  
California Public Utilities Commission  
505 Van Ness Avenue  
San Francisco, CA 94102  
terence.shia@cpuc.ca.gov

Amy Yip-Kikugawa 
Public Advocates Office  
California Public Utilities Commission  
505 Van Ness Avenue  
San Francisco, CA 94102  
amy.yip-kikugawa@cpuc.ca.gov

Richard Rauschmeier 
Public Advocates Office  
California Public Utilities Commission  
505 Van Ness Avenue  
San Francisco, CA 94102  
richard.rauschmeier@cpuc.ca.gov

Hani Moussa 
Public Advocates Office 
California Public Utilities Commission  
320 West 4th Street, Ste. 500  
Los Angeles, CA 90013 
hani.moussa@cpuc.ca.gov

Lynwood Park Mutual Water Company 
2644 E. 124th Street 
Compton, CA 90222 
mutualwatercompany2644@gmail.com  

Municipal Water Department 
City of Compton  
205 S. Willowbrook Avenue 
Compton, CA 90220 
cwdcd@comptoncity.org

Central Basin Municipal Water District 
6252 Telegraph Road 
Commerce, CA 90040 
alexr@centralbasin.org  

Golden State Water Company 
630 East Foothill Boulevard 
San Dimas, CA 91773 
GSWC_Reg_Affairs@gswater.com

Liberty Utilities 
9750 Washburn Road 
Downey, CA 90241 
Edward.Jackson@libertyutilities.com


