Decision No.

63530 ﬂlmﬁmﬁl

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

CALIFORNIA WATER SERVICE COMPANY, .

a corporation, for an order author- Application No. 43397
izing it to increase rates charged . (Filed May 15, 1961)

for watexr service in the Oroville
district. '

McCutchen, Doyle, Brown & Enersen, by A. Crawford
Greene, Jr., for applicant,

Thermalito lLrrigation District, by David A, Minasian;
City of Oroville, by Carl O. Ohmer; Bexkeley Olive
Association, by Peter Frandsen; protestants.

Table Mountain Irrigation District, by A. L. Chaffin,
interested paxty.

Cyril M, Sarovan and Robert W, Beardslee, for the
Commission staff. ‘

OPINION

Public hearing in this matter was held before Commissioner
George G. Grover and Examiner F. Everett Emerson on October &, 5 and

6, 1961, at Oroville. Written closing statements were filed and the
matter was submitted as of October 26, 196l. T

This application 1s one of three concurxent filingﬁf and
the record herein has been incorporated by referemce into the othex
two proceedings because applicant's showing respecting its over-all
operations was presented during the course of this proceeding.

Applicant sceks authority to increase its rates for water
service in its Oroville distrxict by amounts sufficient to zw,;ield. a
rate of return for that district of 6.64 percemt in 1962,

On the basis of its estimate of 1961 operations, its proposal would

1/ Application No. 43395 (Bakexsfield), Application No. 43396 (East
Los Angeles) and Application No, 43397 (Qroville).

2/ According to applicant, the proposed rates were designed to
yield 6.%&% in 1962; applicant claims, however, that inflation
would reduce such retura to 6.18% in 1963 and to an even lower
percentage in 1964, | o
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produce an increase of approximately $52,000 in gross revenues, It
proposes to obtain such gross increase by increasing dharges for
treated water by approximately 17 pexcent and by increasing charges
for raw water by approximztely 32 pexcent. | |

Aprplicant operates watexr systems in 17 separate districts,
Its genmeral office is in San Jose. It has a central billing office
in Stockton and metexr shops in Stockton and East Los Angeles. It
becomes necessary, thercfore, to allocate a fair share ofyéhe costs
and expenses of these over-all functions‘and‘services to e#ch of the
operating districts. While the Commission staff and applicant a:é
in substantial agrcement as =0 the methods.and%proceduies‘of alloca-
tion, the staff has challenged the propriety and reasonablemess of .
botlx the manner of handling and the amounts involved in applicant's
estimates of (1) administrative and genmeral salaries; (2) the tax
effect of involuntary conversions; and (3) employees' pensions and
benefits.

In its estimate of administrative and gemeral salaries for
the years 1961 and 1962, the staff has included amounts which are
$15,900 and $36,900, xespectively, below those which applicant claims
to be necessary. The staff-allowed amounts are based upon the
premise that the existing executive payroll should not be increased
beyond its 1962 level. As Justification for such assumption, the
staff directs attention to the facts that since 1954 applicant hés
sold five of its operating systems and that applicant's executive
officexs, upon.retirement, either have been replaced from within the
organization or have had their functions redistributed to others.
Applicant clains that any reduction in executive salaxies is of a

temporary nature and, as in the case of other salaries, executive

salary trends have been and must continue to be upward. In.view of
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the evidence on this subject, we are-of the opinion that reliance
shaould be placed upon the estimates as they now pertain to the test
year 1962 and not upon conjectures as to what may transpire i

- subsequent years., We find that the staff estimate éf $275§200“is
a fair and reésonable level of administrative and gewmeral payroll
during the test year 1962,

So-called "involuntary conversions' occur when a utility,
such as applicant, sells its properties in the face of threat and
imminence of condemnation by a public ageney and acquires replacemént
-properties in an amount equal to the proceeds received from the
"involuntary" sale. Applicant has experienced such.sales in five
operating districts. The United States Internal‘Revenue Code, by
Section 1033, undexr such circumstances peruits an election to be
made whereby the taxpayer may escape immediate recognition of a

taxable gain and Instead spread the tax consequences over the sexvice

life of the depreciable replacemegﬁ property purchased with the

proceeds of the involuntary sale. Applicant has made such election e

for four of its five sales. Election with Tespect to the fifth and
latest sale, made during 1961, had mot yet been made at the time of
the hearing herein. Under the terms of the revenue code, the tax‘
basis of the replacement property is its cost less the amount of the
gain not recognized. This adjusted basis xresults in lower future
annual depreciation charges allowable for tax purposes, with conse-
quent increases in the amount of future income tax'expense bésed‘on
ordinary income at the corporate rate. The effect, in essence, is
that instead of applicant's paying a capital gain tax of ZSIpefcent
at the time of sale, applicant's future customexrs, for an indetex-

minate period in the future, would be called upon, through rates, to

3/ The California Revenue and Taxation Code has comparable provi-
—  sions, - : '

i
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provide for applicant's corporate income tax of 52 percent on the
difference in depreclation charges. Amother way of stating the
situation is that instead of payment by;thé owners of the property
of the tax on the capital gain, the buxden of the paywent would £all
upon applicant’s customers through future taxes on applicant's
income. Such result, in our opinion, would be unfajir to applicant's
customers. Although applicant's eiection pursuant to Section 1033
nas altered the superficial éppearance of the tax, as well as the
time of its payment and even its amount, the tax nevertheless is ome
occasioned by a profitable transfer of property. It should not be
charged to operating expense for ratewaking puxposes..

It is txue that the amount of the tax liability (whether
paid directly on the capital gain or pursuant to the electionA
allowed by Section 1033) is somewhat greater by reason of appli-
cant's eaxliexr use of liberalized depreciation for fedexal income
tax purposes. It is also true that such use of liberalized depre-
clation has reduced applicant's operating expenses and made possible
the establishment of lower rates for applicant's customers., Even
50, we would not be justified in shifting the tax burxden to the
ratepayers., Involqptary conversions are exceptional, and the risk
of their occurrence depends on the location, type, and size of each
utility. A more appropriate place to consider the péssible conse=-
quences of liberalized depreciation is in coﬁnection with rate of
return and we have done so.

In this proceeding, applicant has used so-called "actual"
tax payments as part of its current and estimated operating expenses
and has théreby included in operating expenses the above-discussed

tax burden resulting from its election respecting involuntary

conversions, The Commission staff has excluded it. Applicant's:
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capital gains from suéh sales (amounting to morxe than $4,000 000)
have become part of applicant s earned surplus or surplus reserves
and are so recorded. We believe that, for ratemaking purposes, the
costs associated thexewith should not be divorced therefrom and
should not become a part of the—operating expenses chargeable to the
ratepayers. In view of the ev1dence, the Commission £inds that the
exclusion made by the staff is proper and provxdes a fair and
rcasonable solution of the problem. The staff metbod,will be
adopted for ratemaking purposes in this proceeding.

‘Applicant maintains both funded and unfunded pension and
welfare plans. It has established a resexve for the purpose of
providing for its estimated liability under retirement contracts
with its officexrs. The resexrve, originally established by crediting
thereto an amount equal to 10 pexrcent of the profit from the-eale of
utility properties, has been further increased by charges to
operating expenses and reduced in an amount equal to payments made
to retired officers. The balance in this reserve had xeached |
$382,000 by mid-1961l. The credits to the resexrve, resulting from
chaxges to operating expenses, have been at the rate of $20,000
pex yvear. The charges to such reserve; iﬁ'eider*to meet the
obligations applicant has assumed with the fod: retirement contracts
in foxece with retired officexrs of the compani, total $35,000
aonually. Such amoumt will noxmally increeee as additiomal officexs
retire., Applicant is charging the yearxly emount to the operating

expenses of the general office. The staff of the Commission urges

that this chaxrge be totally disallowed, ehiefly on the grounds that

the plan is unfunded, that it is not cont“ibutory, that it has not
been submitted to the stockholders for their approval that offxcers

who have already retired will in effect receive increased




A, 43397 ds

coapensation for past sexrvices, and that some retixed officers
reccive moxe than others. We do mot concur in all of these
obiections, Thus, the Commission in the past has not insisted that‘
all retirement plans be contributory; especlally in view of the
substantial xeserve set up by applicant from its own funds, it is
not fatal that the plan is not funded; neilther do we consider,
in this rate proceeding, that stockholders might raise objectiqns to
the contracts authorized by the board of directors. Certain of the
staff's criticisms, howevexr, are pextinent. We note
that the retirement payments do not really constitute a "plan" at
all; each officer is dealt with on an individual basis, and the
contracts of some officers still do not contain retirement provi-
sions. Moreover, benefits foxr some officers were not authorized in
final foxm until at oxr near the time of retirement, so that their
allowances to some extent rescmble bonuses for sexrvices already
performed, Although applicant is entitled to a certain number of
days of consultation from each retired officer each’year, the pay-
ments camnot be justified on that ground alohe, especially since the
work of most of the officers involved iz now being perfofmed’by
others., We do not here question the right of applicant to make
retirement payments, nor do we now instruct applicant that a
particular plan should be adopted., In determining to what extent
these payments should be borme by the ratepayers, however, we have
taken the foregoing matters into conmsideration.

Even so, we canmot adopt the staff recommendation that
the payments be entirely excluded for ratemaking purposes. One of

tae prinecipal objectives of such a retirement program Is To attract

talented executive persommel--for the beneflt of ratepayers as well

as stockholders. We have no doubt that the payments in question are
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being made noxr do we doubt that applicant's policy in this xespect
docs make employment wore attractive to prospective officers., At
least a portion of these payments should be recognized in this
proceeding. The payments to retixed officers now total $36 ,OOO
annually, In the cireumstances, we find that $20,000 is a
reasonable amount for test year purposes; that amouat will be
allowed herelin.

With respect to the earnings of applicant's Oroville
operations, after adjusting the estimates of applicant and the staff
to reflect the above-stated conclusions régarding applicant's over-sll
cpexations, the evidence rday be summarized as shown in the folloWing
tabulation:

SUMMARY OF EARNINGS

OROVILIE DISTRICT OPERATIONS
TEST YEAR 1962

Under Existing Rates

Item Applicant ~ CPUC Staff

%ratz.ng %evenues 3322 %?.g S%zg,ggg
rat nses : :
Tet Revemue & 42,184 44 412
Rate 3ase (depreciated) 975 700 971 900
Rate of Return 4,37 4.57%

Under Applicant’s Proposed Rates

Item Applicant CPUC Staff

Operating Revenues $341,600 $343,600
Operating Expenses 275, 7516 275,138
Net.Revenue 66 084 _ 68 412
Rate Base (deprecz.ated) 975, >700 971 S00
Rate of Return 6. 76% 7,04,

The evidence demonstrates, as the above tabulation
indicates, that applicant s in need of and is emtitled to increased

revenues in its Oroville district and the Commission so finds. In
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the light of the evidence, the Commission finds that a rate of returﬁ,

based upon the estimated and test year 1962, of approximately 6.35

percent oa & depreciated rate bsse of $97l;900 is faixr and reasonable

for this system's operations. Rates will be authorized which should

produce such result and provide applicant with increased revenues |

amounting to $43,000 on an annual basis.. ‘
Thermalito Irrigation Distriet, Table Mountain Irxigation V’//

District eand Berkeley Olive Association are three (of approximately"

12) customers who take delivery of raw water from applicant at |

separate points along the Powers Canal under applicemt's rate

schedule for irrigation service. All three object t04app1;cant's

proposal to increase the existing irrigation rate of 20X cemts perx

miner's inch per day to a mew rate of 27 cents. Table Mountain and

Bexkeley make use of the water almost wholly for irrigation., The
charactexistics of the usage by Thermalito, however, ave changed
considerably inm xecent years. What was once primarily an irrigation
service hias increasingly become a domestic service as‘lands‘havelbeeﬁ
subdivided into homesites,

It appea:s-ffom the evidence that water deliveries under
the existing irrigation rate schedule are of the oxder of 1,536
willions of gallons foxr the year 1961 and are estimated to decline
by sbout 18 millions of gallons during the year 1962, Such amounts
axe approximately 55 percent of the total amount of water to be used
by applicant's entire system in each of these years.‘ Irrigation
service customers pay am average of only 1.3 cents per thousand
gallons while all other metered customers pay an average of 27.3
cents:per thousand gallons, or 21 times zs much. When costs axe
examined, the evidence is clear that the cost of providing irrigation

water sexvice averages about 1.8 cents pex thousand gallons sold.and
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that, as a xesult, the xrevenues which applicant receives under the
present irrigation rate, fail to meet costs by about 1/2 cent pex
thousand galloﬁs;‘ The Commission f£inds that such aisﬁérity is
unfair to épplicant's other customers, that the continuation of
applicant’s present xate would constitute an unreasonable discrimin-
ation between classes of customers, and that the irrigation service
rate schedule which applicant has proposed is fair and reasonable.
We comclude that it should be authorized,

As heretofore recitedélThermalito receives utility sexrvice
from applicant by conmtract. Such contract, in paragraph 5 thereof,
sets forth the pﬁice at which water Is sold to Thermalito. Since
January 1, 1955, the specified price has been identical with that
set forth in applicant's regularly filed tariffs. It is appropriate
at this time to wodify said paragraph 5 in such manner as will
recognize such fact and thereby obviate the necessity of mbéié}ing
the contract each time a chaﬁge in rate or price may be found to be
justified by this Commission. -

The evidence shows that applicant's existing an&”proposed
residéntial flat rate sexvice schedules are cumbersome and require

continuwing inspections of premises. They should be modified., We

find that it is fair and reasomable to bill flat rate dﬁéxges on

a lot~size basis and the schedule to be authorized hexein will be
so classified. | B

In view of the evidemce, the more iﬁpoftant elements of
which axe hereinabove discussed, the Commission finds and concludes
that the increases in rates and charges authorized herein are
Jjustified and that existing rates and charges, insofar as they differ

therefrom, foxr the future are umjust and unreasonmable.

3/ See Decision No. 50844, issued December 7, 1954, in Application
No. 34458 (53 CPUC 671-679).
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Based upon the evidence and the foregoing discussion,
f£indings and conclusions, .

IT IS ORDERED that California Water Sexrvice Company is
authorized to file In quadruplicate with this Commission, on ox after
the effective date of this orxder and in conformity with the provi-
sions of General Order No. 96-A, the schedulgs of rates and charges
set forth in Appendix A attached to this oxder and, updq not less
than ten days' notice to the public end to this.Commissidn, to make
said schedules cffective for sexrvice rendered on and after May 1,
1962,

IT IS FURTHER ORDERED that that certain contract entered

into on April 25, 1923 by Thermalito Ixrrigation District and Pacific
Gas and Electric Company, aé modified by this Commission's-becisioﬁ
No. 50844, is hexeby further modified by adding to paragraph 5
thereof the following:

"On and after May 1, 1962, the price at which water
shall be sold and delivered to, and purchased and paid
for by, the District hereundexr shall be that rate set
forth in the regularly filed tariffs of Califormia
Water Service Company applicable to the District.”

The effective date of this orxder shall be twenty days after
the date herecof. |

Dated at

NCApR.

President

—J ?2%§?;¢¢(, :

CommIdsioners
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I concur but take exception to the inclusion In operating
expenses of amounts represented by 'retirement contracts” with
utility oflicers. The utility has not sustained its burden of
proving that any such amounts should reasonably be charged to the
ratepayer. "The plan" is discriminatory In that it f£ails to
encompass all employees. Although a reserve was set aside from a
portion of profits from the sale of utility propertieé, the company
has not in effect relied on this zeserve in‘payment for the retire-
ment contracts, but is, In effect, attempting to pass the entire costs
on to the ratepayer. In the absence of any definitive proof that such
gmount in practice is reasonable, the item should be entirely
disallowed for ratemaking purposes.

Waile the dollar amount involved is swall, if this novel

principle-were to be widely applied, the impact would be comsiderable

on the ratepayers.
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Schedule No. OR-1
Oroville Tariff Area

GENERAL METERED SERVICE

APPLICABILITY

Appliceble to all metered water service.

TSRRITORY
Oreville and vicinity, Butte County.

RATES

Per Meter’
Per Month

Quantity Rate:

Tor all water delivered per 200 GULfL: veeevenes. $ 0.14
Service Charge:

For 5/8 x 3/4=inch MOLET tceienenceneecesecansens B 2.50
For 3/Lminch MOLET teeceeensscsvncnnnnnnnas 3.20
For 1=Inch meter sesvececcanivracnnes cene 435
For 1-iNch BOLOT secvneceniireinencnonnns 6.20
For 2-inch MOLer cevvccecacnsivccnsccanne 7.80
For 3=Inch MELEr ceceecccnsiiotovncnsncesn 14.50
For L=inch meter .eeciceccrnieinrocncanne 20.00
For 6=Inch MetOr teivicessseviiircnsennne 33.00
Tor g=inch meter : 49.00
For 10-inch meter ..eesecesvoonanaes cevaee 60.00

-

The Service Charge i3 a readiness-to-serve
chaxrge avplicable to all metered cervice
and to which is to be added the monthly
charge computed at the Quantity Rate.




Schedule No. OR=2R

Oroville Tariff Area

RESIDENTIAL FLAT RATE SERVICE

APPLICABILITY

Applicable to all flat rate residential water service.

TERRITORY

Oroville and vicinity, Butte County. , (T)

RATES

Per Service Comnection
Per Month

l. For a singlo-famlly residentfial unit,
including premises having the
following area:
6,000 5¢efte OF 1855 vececnecoonens
From 6,001 'tO 10,000 sq-ﬁ- sroessanceas
Trom 10,001 t0 16,000 5Qefte eeveevenncos

E?om 16’001 to 25,000 SQ-f't. sessssosvsnve

8. Tor each additiomal single-family residential
unit on the same premises and served from the
same service connection esecenvmncnse

SPECTAY, CONDITIONS

L. The abcve flat rates apply to service conncctions vot larger
than one inch in diameter.

2. All service not covered by the above_classification will be
furnished only on & metercd basis.

3. Meters shall be irstalled if either the utility or customer
£0 chooses for above classification, in which event service thereafter .

shall be fwrnished on the basis of Schedule No. OR-1, General Metered
Service.
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APPENDIX A
Page 3 of 4

Sehedule No. OR=-2UL
Oroville Tarif€ Aren

LIMITED FIAT RATE SERVICE

APPLICABTLITY

Applicable to all flat rate water service furnished to customers
taking untreated water directly from Powers Canal.

TERRITORY
Oroville and vicinity, Butte Counby.
RATES : :
Pox Month
Slaughter House Meat COe cascescrecssnscsocens $l9.25
Ray Beborle sececiccececcecanccscccncncnsonsnns 2.65

wimam Caron l.lo.-.lt.n.-l;.-.lv.lhoovuion'... 3.95«‘

SPECTAL CONDITION

Service under this schedule is limited to those service connections
through which sexvice was being furnished as of Jamuwary 1, 1955.




APPENDIX A
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Schedule No. QR~3M

Oroville Tarif€ Avea

IRRICATION SERVICE

APPLICABILITY

Applicable to service of untreated water from Powers Canal to
irrigetion districts and to irrigation or mining ditches, for uses
including but not limited to the irrigation of vineysrds, orcherds
and pasture lands.

TERRTTORY
" Lards located along the Powers Camsl, between Coal Canyon Poﬁer

House and Cherokee Reservoir, north of the City of Oroville, Butte
County. :

-

RATE , .
Per Miner's Tnch Day.

FOI‘ all W&.‘Ber deliverOd sesessenOBre $o.27

SPECTAL CONDITION

A miner's inch day is defined as the quantity of water equal to

1/40 of a cubic foot per sccond flowing continuously for & perdod
of 24 hours. . '




