TOWN OF
APPLE VALLEY, CALIFORNIA
AGENDA MATTER

Subject Item:
WATER RATES UPDATE
Summary Statement:
Public Water service within the Town of Apple Valley (excepting Spring Valley Lake
Equestrian Estates) is provided by two privately held, for profit, public utility water
companies. Apple Valley Ranchos Water Company (AVR) provides water service for
approximately 20,000 customers. Golden State Water Company (GSWC), formerly
Southern California Water Company, provides water service for approximately 3,000
customers. Privately held water utilities are under the jurisdiction of the California Public
Utilities Commission (CPUC). Increases in water rates and service charges are
consequently determined by the CPUC, and are separated from the local political
structure. PUC regulated utilities are required to file general rate case applications with
the CPUC on a three-year cycle. The application is reviewed and challenged, if
warranted, by the Division of Rate-payer Advocates (DRA). Any final decision on the
rates is determined for the next three year period upon subsequent approval by the
CPUC.
Complaints that water rates in Apple Valley are excessively high are nothing new. It
comes and goes as the case may be with every successive general rate case filing. In
August 2005, in response to public outcry over proposed water rate increases and a lack
of local control and input, Council directed Town’s special legal counsel on water rights
(Somach, Simmons and Dunn), to engage the financial firm of Bartle Wells Assoc. to
prepare a feasibility study of probable cost for the acquisition of AVR and GSWC by the
Town. The cost to complete this study ($55,000) was authorized by Council. The study
was performed and results of the study were discussed and accepted at the Council
meeting on April 11, 2006. The report estimated the cost of acquiring the two systems at
$102.1M in 2006.
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Council directed staff to begin discussions with AVR and GSWC to see if a negotiated
purchase would be possible. In each case, AVR and GSWC declined the Town’s offer to
consider a purchase. Formal notification rejecting the offer to purchase was forwarded to
the Town by each agency on or around June 2006. After several months of spirited
public debate at Council meetings and in the local media on both the pro and con side of
the acquisition question, and subsequently, a detailed discussion at the Council goal
setting workshop on February 16, 2007, Council directed staff to cease further
negotiations with AVR and GSWC, and to consider the matter concluded.
Approximately three years after the previous July 2005 general rate case (July 2008) the
next general rate case cycle approached. AVR and GSWC each announced proposed
rate increases of approximately 25%. Council was again confronted by an angry public
insisting the Town do something to provide relief from the never-ending rate increases.
The Town, along with the cities of Placentia, Claremont and San Dimas, who are also
served by GSWC, agreed to “intervene” in the rate making process at the CPUC. Each
community paid an equal share of the cost of the legal effort to challenge the rate case
on its merits as unfair, unreasonable and unjustified given the economy and the
requested rate of return in 2008. Ultimately, the Town and its city partners spent $80,000
in legal expenses to intervene. The rate increase was approved by the CPUC on
November 22, 2010 with only slight modification to the proposed rates originally sought.
Subsequent to the CPUC approval of the new rates, Council directed staff to work
through the Town’s new legal counsel, Best, Best and Krieger and the financial team at
Bartle Wells Associates to update the original 2006 feasibility study and refine the
financial estimates and assumptions regarding acquisition cost and funding options. In
addition, Council directed staff to remain actively involved in new rate application filings
and advice letters issued by AVR and GSWC to implement CPUC authorized rates.
Since 2008, not including the intervention in the general rate case, the Town has
officially protested GSWC advice letter filings on five (5) separate occasions. In addition,
the Town attempted to intervene in the AVR rate case in September 2008 but was
denied by the CPUC as untimely. Since September 2008 the Town has officially
protested advice letter filings by AVR five (5) times as well. In each case the CPUC
approved the rate increases requested by AVR and GSWC.
Council was briefed by legal council on the progress of the update to the April 2006
acquisition feasibility study in closed session on April 13, 2010. No action was taken by
Council regarding the status report and no further direction was provided to staff to
continue further with the updated data. The update was not finalized or accepted as
complete. It remains a protected, incomplete and unfinished attorney/client privileged
work product at this time.
In 1988 when the Town first incorporated, AVR water rates were established at $.60 per
100 cubic feet (CCF), or roughly $.60 for every 750 gallons of water delivered to the
customer. The current AVR rate for the average customer using from 1 – 28 CCF is
$2.10 per CCF. AVR water rates have increased on average 11.36% per year for each
of the last 22 years.GSWC water rates were established at $.70 per CCF. The current
Council Meeting 1/25/11

4-2

Summary Continued
Page Three

rate for water from GSWC is $2.63 per CCF delivered. GSWC water rates have
increased on average 12.53% per year for each of the last 22 years. To put the AVR and
GSWC rates into perspective, the current water rate in Spring Valley Lake is $.90 per
CCF, Victorville is $1.47 per CCF, and Hesperia is $1.49 per CCF.
At the Council meeting on January 11, AVR provided notice to Council and the public
that AVR will be seeking increased rates in the upcoming general rate case filing period
with the CPUC. The application was filed with the CPUC on January 3, 2011. AVR
proposes to increase rates over the next three year period by an additional 26.6%, with
20.28% occurring in the first year and smaller increases in the following two years. If
approved as filed, it will result in an increase of $14.09 per average customer, per
month. Over the next three years, an annual increase of $169.00 per average customer
would be imposed. The Town has not been advised of a proposed rate increase having
been filed by GSWC as of this date. It would be safe to assume GSWC will submit a
general rate case application for something similar in size.
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