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Decision No. --7~3~4 ___ S,JIIIGiiJ---

:OEFORE !HE PUBLIC UTILITIES COMMISSION OF TEtE STATE OF CALIFORNIA 

In the Matter of the Application 
of CALIFORNIA WA'tER; SERVICE 
COMPANY, a corporation, for an 
order authorizing it to increase 
rates charged for water serviee 
in the Salinas district. 

Application No~ 49443 
(Filed June 9, 1967) 

MCCutchen, Doyle, Brown & Enersen, by A. Crawford 
Greene, Jr., for applicant. f • 

Thomas C. DUnne, for City of Salinas, interested 
party .. 

William C. Bricca and Janice Kerr, Counsel; and 
R. D. Gardner~ for the Commission staff. 

OPINION ----- .... -' 

Applicant California Water Service Company seeks authority 

to increase rates for water service in its Salines D1str1c~. 

Public hearing was held before Examiner Catey inSali~ 

on October 30 and 31, 1967. Copies of the application had been 

served and notice of hearing had been published and posted, in 

accordance with this Commission's rules of procedure. The matter 

was submitted on October 31, 1967 .. 

Testfmony on behalf of applicant was presented by its 

president, its vice president and his aSSistant, and its general 

~ager. The Commission staff presentation was made by three 

accountants and two engineers. The City of Salinas did not present 

any evidence but appeared as an interested party. 

Service Area and Wa~er System 

Applicant owns and operates water systems in twenty-one 

districts in California. Its Salinas District includes the City of 

Salinas and unincorporated area of MOnterey County adjacent to the 
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city limits. The·service area is relatively flat, the elevation 

being approximately 50 feet above sea level for most of the area~ 

rising to about 8S feet at the north end. Total population served 

in the district is estimated at 39,600. 

The supply for this district is obtained from 20 wells 

located throughout the district, all having pumps equipped with 

electric motors. In addition, for emergency use, eight of the well 

pumps and two ~ooster pumps are also each equipped with an auxiliary 

natural gas~ gasoline or diesel engine. 

The well pumps deliver water directly into the distribution 

system, consisting of about 140 miles of distribution mains, ranging 

in size up to l6-inch. There are about 11,900 metered services, 

50 private fire protection services and 920 public fire hydrants. 

An elevated steel tank and a ground-level tank maintain system 

pressure and provide storage. 

A field investigation of the company's operations, service 

and facilities in its Salinas District was made by the Commission 

staff. The plant was found to be well-maintainedr' and operated and 

good service was being furnished. 

Rates 

Applicant's present tariffs include schedules for: 

general metered service in (1) the Alisal Heights Rate Area, (2) the 

former Bruce E. Baird Water Company service area, and (3) the rest: 

of the Salinas District; residential flat rate service to the Bruce 

B~ird area; private fire protection service; public fire hydrant 

service in (1) the Bruce Baird area, and (2) the rest of the Salinas 

District; and service to' company employees. 'nle basic general 

metered, service and residential flat rate service rates were adopted 

fr~ applicant's predecessors: Pacific Gas and Electric Company, 
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A1isa1 Heights Water Company, and Bruce E. Baird W~cer Company, as 

authorized by the Commission. The Alisal Heights rates were 

established in 1940, the Bruce Baird rates in 1965 and most of the 

other Salinas District rates in 1959. 

Applicant proposes to increase its rates for general 

metered service, to change from a minimum charge to a service charge 

form of rate and to discontinue residential flat rate service and 

separate zone rates for the Alisal Heights and Bruce B~ird areas. 

The only proposed change in the other schedules is the simplifica

tion of charges for public fire hydrant service. The following 

Table I presents a comparison of applicant's present rates Zlld those 

requested by applicant. 

TABLE I 

CO!parison of Monthly Rates 

Present 
Item Krisa! ~ts. Baird Other Proposed 

General Metered Service 

Hinimum or Service Ci.").ar~e 
First 500 c.f., ~er 100 c.f. 
Next 100 c.f., per 100 c.f. 
Next 150 c.f., per 100 c.f. 
Next 250 e.f .. , per 100 e .. f .. 
Next 2,000 c.f., per 100,c.f. 
Next 27,000 c.f .. , per 100 c.f. 

'Over 30,000 c .. f., per 100 c .. f. 

Residential Flat Rate Service 

First single-family unit 
Each additional unit 
Per 100 s.f. premises over 

2,500 s.f. ' 

$1.501( 
.00* 
.. 001,. 

.00* 

.20 

.15 

.10 

.. 10 

Public Fire Hydrant Service 

Utility-owned hydrants 
Publicly owned hydrants 

2 .. 50-8. OO~p 
1.25-3.S0~F 

$2.35* 
.. OO"( 
.001( 
.25 
.25 
.25, 
.. 15 
.15 

2.50 
2.00 

.04 

$2. SO'/( 
.00* 
.28-
.28 
.28 
.28 
.l3 
.. l3 

$3 .. 00* 
.18 
.18 
.18 
.1B 
..18 
.1B . 
.145 

2.00 2 .. 50-8.00# 6.00 
2.00 1.2'5:'3:.501'; 2.00 

* M1nimum or se~ice charge for a 5/8 x 3/4-inch meter. A 
graduated scale of increased charges is provided for 
larger meters. 

~fo Rate varies, depending upon size and type of hydrant and 
size of main. 
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The City of Salinas questioned the reasonableness ,of the 

proposed change from a mintmum charge eo a service charge form of 

general metered service rate, inasmuch as that change will result in 

varying percentage increases to customers, depending upon level of 

usc. !he cost-of-service study introduced by applicant in Exhibit 

No.4, however, shows that the present form of rate does not produce 

revenues which ~e consistent with the cost of service at various 

levels of use, whereas the proposed form of rate does. It is not 
pOSSible, in correcting the existing ine~uities, to provide for 

uniform percentage increases in charges at all levels of use. vTe 

find that the proposed change in form of general metered service 

r~te is reasonable. 

Results of Operation 

Witnesses for applicant and the Commission staff have 

analyzed and estimated applicant's operational results. Summarized . 
in Table II, from the staff's Exhibits Nos. 6 and 8 and applicant's 

Exhibit No.4 are the estimated results of operation for the test 

year 1968, under present rates and under those proposed by applicant. 

For comparison this table also shows the corresponding results of 

operation, modified as discussed hereinafter. 
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TABLE II 

Estimated Results of Operation, Test Y~~r 196B 

Item -
At Present Rates 

Operating Revenues 

Deductions 

Allocated ED? Conversion Amort. 
Allocated Other CBO Exp. 
Direct Ad Valorem Taxes 
All Other Deductions Excl. 

Bus. Lic. and Income Taxes 
Subtotal 

Business License 
Income Taxes 

Net Revenue 
Rate ~e 
R..:.te of R.eturn 

Total 

At Rates Proposed by Applicant 

Operating Revenues 

Deductions 

Excl. Bus. Lie. & Income Taxes 
Business License 
Income Taxes 

Net Revenue 
aate Base 
Rate of R.eturn 

Total 

Staff AR21icant MOdified 

$ 945,900 $ 945',900 $ 945,900 

1,200 2,400 1,200 
6 200 6,700 6,200 

152:900 164,400 166,000 

452 zGOO 453 z400 453'zOOO 
612,900 626,900 626,400. 

9,200 
82 z800 

9,.200 
73:.200: 

9,200 ' 
75~700 

704,900 709,300 711,300 
241,000 23&,600 234,.600 

4,573,300 4,560,200 4,573,.,300. 
5.27% 5.19% 5· .. 13%. 

$1,103,500 $1,103:,500 $1,103,500 

612,900 626,900 626',400 
10 800 10,800 10.800 ' 

163:300 152z700 156&300 

787,000 790',400 793',SOO~ 

316,500 313',100 310,000 
4,573,300 4,560,200· 4,573:,300' 

6.92%, 6,,87% 6 .. 78% 

From Table II it can be determined that the rates requested 

by applicant will result in an increase of 17 percent in operating 

revenues. The percentage change for individual bills will vary 

somewhat, depending upon type, size and location of service and 

leve 1 of use. 

The principal differences between the esttmated results 

of operation for the test year 1968 presented by applicant and those 
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presented by the Commission staff are in the esttmaees of (1) the 

appropriate amortization period for cost of conversion of applicant's 

billing procedures to electronic data processing, (2) the level of 

other prorated central billing office expenses, (3) the level of 

local ad valorem taxes, (4) state corporation franchise tax, and 

(5) the appropriate allowance in rate base for working cash. The 

staff checked, verified and adopted applicant's estimates of revenues, 

certain operating expenses, depreci3tion, and most rate base compon

ents. In the esttmates of operating expenses other than those 

hereinafter discussed, there is a very minor difference between the 

estimates of applicant and the staff, well within the range of 

accuracy possible in such estimates, so a level midway between them 

is adopted in Table II. The income t~es adopted in Table I: 

reflect the revenues and expenses adopted in the table, and the 

increase in state corporation franchise rax rate recognized by the 

staff but which was not established at the tfme applicant's estiw 

mates were being pre~ared. 

Electronic Data Processing 

Applicant's present mechanical billing machines are 

reaching the ends of their economic lives. Applicane's president 

testified that neither repair parts nor complete duplicate machines 

are any longer being manufactured, that similar mechanical billing 

machines are available but would be working at close to their 

saturation point with applicant's present billing load, and that 

applicant therefore concluded that this would be an appropriate time 

to convert to electronic data processing (EDP) of customer billing. 

Applicant esttmates that the rather high cost of leasing 

ED? equipment will be approximately offset by the economics, resulting 

from its use for billing purposes during the next few years. the 
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conversion to EDP and the moving of applicant's central billing 

office from Stockton to San Jose, where the EDP equipment ultimately 

will be ~3ilablc for payroll accoun~ing and other uses by appli~ 

cant's San Jose general office, results in nonrecurring abnormal 

expenditures in 1967 and 1968. Applicant requests that, for rate

mjking purposes, the nonrecurring costs be amortized over a five-year 

period. The staff concurs that the abnormal costs should not be 

considered as an operating expense for rate-making purposes entirely 

in the years such expenses are incurred, 'but recommends a ten-year 

amortization period. 

A more equitable rate~ing treatment of these nonrecur

ring expenses might be to defer any amortization for, say, five year.s 

and to write off the expense, plus accrued interest, over a second 

five-year period when, presumably,. the EDP equipment will reduce the 

cost of payroll accounting and other func~ions. We note, however, 

that the simple ten-year amortization recommended by the staff, when' 

allocated among the n~erous customer bills prepared annually by 

applicant, affects ap?licant's indicated rate of ret~ for its 

Salinas District by only 0.01 percent. Under these circumstances, 

refinement of the amortization procedure is not warranted and the 

staff's recommendation is adopted in Table II. 

Allocated Other Central Billing Office Expenses 

The testimony of applicant's vice president indicates that 

tae trend of prior billing expenses shown on Chart 6-A of Exhibit 

No. 1 is distorted somewhat by the inclusion in 1966 of certain 

expenditures which normally would have been applicable to the year 

1965. '!he staff's Exhibit No.6 shows tha~, in addition,. some 

extraordinary repairs and travel expense are included in the recorded 

expenses for 1966. These factors made the apparent trend of 
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expenses, projected by applicant, too steep. Tl1e staffrs estimate 

of Central Billing Office operating expenses exclusive of amortiza

tion of conversion costs falls closer than applicant's to the 

probable trend line on the aforementioned Chart 6-A and is reflected 

in the expenses adopted in Table II. 

Ad Valorem Taxes 

Ad valorem tax bills for the fiscal year 1967-68 have only 

recently been received by applicant and thus were not available to 

either applicant or the staff in preparing their estimates. In the 

absence of actual tax data for that fiscal year, applicant based its 

estimates of ad valorem taxes upon a projection of the prior trend 

of "effective tax rate" related to utility plant. The staff ass1.1Illed 

no change from the 1966-67 effective tax rate. 

It is apparent that recognition of a reasonably well

defined trend in the effective rate for ad valorem taxes is more 

likely to produce reasonable esttmates than to ignore the trend. 

In fact, the recent tax bills received by applicant show that 

applicant's projection falls sh~rt of the actual taxes. Adding the 

recent tax data to Chart 7wA of Exhibit No. 4 permits the develop

ment of a reasonable average trend line of effective tax rates. 

This trend line roughly parallels that estfmated by applicant but is 

at a somewhat higher level. The ad valorem. 'taxes adopted in 

Teble II reflect a revised apparent average trend of 2.62, 2.72 and 

2.82 percent of plant, for the effective tax rates applicable to 

1966-67, 1967-68 and 1968-69, respectively. 

v70rking Cash 

Staff Exhibit No. S states that one of the primary 

differences between -ehe staff's and applicant's working cash 

estimates is applicant's deduction of bond interest from the total," 
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gross working cash requirement, The estimate presented by the staff 

treats bond interest as investor funds. The staff estimate is 

reflected in the rate base adopted in Table II. We do not necessarily 

concur ~th the staff's inclusion in working cash of amounts provided 

by subdividers, in the form. of temporarily unexpended advances for 

construction, but the item appears to be insignificant in this 

district .. 

Rate of Return 
1/ 

In several recent rate proceedings involving other- of 

applicant's districts, the Commission found that an average rate of 

re~rn of 6-1/2 percent over the next 3-1/2 to 4-1/2 years is 

reasonable for applicant's operations. In Exhibit No .. 7, the staff 

indicates that additional bond financing will undoubtedly be at a 

higher interest rate than the ~bedded cost of long-term debt. 

Giving consideration to this and other factors,the staff recommends 

as reasonable a range of rates of return, the midpoint of which is 

about 6.6 percent. Applicant asks that consideration be given to the 

rate of return likely to be realized over a five-year future" period .. 

Applicant's estimates for the test years 1967 and 1968 

indicate an annual decline of 0.17 percent in rate of return at 

proposed rates. The staff's estimates made prior to availability of 

1967-68 ad valorem tax data show an annual decline of 0.12 percent 

at proposed rates; revised staff estimates reflecting the actual 

1967-68 taxes indicate an annual corresponding decline of 0.20 

percent. !here is no reason to· believe that the trend will level off 

in the next few years to less than the 0.17 percent per year esti

mated by applicant. With the average downward trend in-rate of 

1/ Chico, Bakersfield, Marysville and Oroville Districts. 
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return anticipated in this district's operations, it is necessary 

that the rate of return immediately after a rate increase be greater 

than the average return found reasonable for a period several years 

into the future. Otherwise, a rate proceeding would be required 

each year for applicant to realize the allowable rate of return. 

With the indicated future trend in rate of return, ihe 

5.78 percent return under applicant's proposed rates, for the test: 

year 1968, will produce an average future rate of return of 6.6 

percent through the year 1970, and the rates of return during that 

period will fall almost exactly within the range recommended by the 

staff. 

Findings and Conclusion 

The Commission finds that: 

1. Applicant is in need of additional revenues. 

2. The adopted estimates, previously discussed herein, of 

operating revenues, operating. expenses and rate base for the test 

year 1968, and an annual decline of 0.17 percent in rate of return, 

reasonably indicate the results of applicant's operations for the 

near future .. 

3. An average future rate of return of 6.6 percent on 

applicant's rate base through the year 1970 is reasonable. 

4. The increases in rates and charges authorized herein are 

justified; the rates and ~harges authorized herein are rea~onable; 

and the present rates and charges, insofar as they differ from 

those prescribed herein, are for ~he future unjust and unreasonabl~_ 

The Co~ssion concludes ~hat the application should be 

granted. 
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ORDER. --_ ...... _-

IT IS ORDERED that) after the effective date of this 

order, applicant California ~ater Service Company is authorized to 

file for itz Salinas District the revised rate schedules attached 

to this order as AppendtK A and concurrently to cancel its present 

rate schedules SA-l, SA-lL) SA-lLB, SA~2R> SA~4, SA-5 and SA-SL. 

Such filing shall comply with General Order No. SG-A, The effective 

date of the revised schedules shall be four days after the date of 

filing. The revised schedules shall apply only to service rendered 

on and after the effective date thereof. 

The effective date of this order shall be twenty days 

after the date hereof. 

Dated at San Frand!olco , California, this 12!i 
; 
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APPLICABILITY 

APPENDIX A 
Page 1 or 4 

Schodule No. SA-l 

GENERA t METERED SERVICB 

Applicable to all metered ~a~r service. 

TERRITORY 

Salina3 and vieixn ty, Monterey County. 

Qua.ntity Rnt~s: 

First 30,000 cu. ft., per 100 cu. ft .•.•••••.•••• 
Over 30,000 cu. £t., per 100 eu~ ft ••••••••••••• 

Per Meter 
Pe%" Month 

(T) 

$ O.lS (C) 
0.145 

For 5/8 x 3/4-inch meter ••••••••••••••••••••••••• $ 
For 3!4-ineh meter ••••••••••••••••••••••••• 

3.00 
3.30 
4.50 
6.30 
8.10 

For l-ineh moter •••••••••• at .............. . 

For 1-1/2-ineh met~r ••••••••••••••••••••••••• 
For 2-ineh meter ••••••••••••••••••••••••• 
For )-ineh meter •••••••••••••••••••••.••• 
For 4-ineb meter ••••••••••••••••••••••••• 
For 6-inch meter ...................... .. ~ .•• 
For S-incb. meter ........... ' .................. . 
For 10-inch meter ••••••••••••••••••••••••• 

The Serviee Charge 1~ a readine~s-to-3erve charge 
vthieh is a.pplicable to all metere<1 sorvico ttnd 't¢. 
vthich. is to be added the :onthly charge computed 
at~he Quantity Rato~. 

l5.00 
20.00 
34.00 
50.00 
62.0f) 

(C) 
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APPLlCABILl1Y 

APPENDDC A 
Page 2 of 4 

Schedule No. SA-4 

PRIVATE ~ PROTECTION SERVICE 

Appl1c~b1o to all ~~tor service turn1~hod to pr1v~toly owned 
fire protection ~ystems. 

TERRITORY 

Sal11las aDd vicinity, Monterey County. 

For each 2-inch connection •••••••••• 
For each 4-inch connection •••••••••• 
For each 6-incb. connectiou ••••.••••• 
For each S-inch connection •••••••••• 
For oach 10-incb. connoction •••••••••• 

SPECIALCONDrrIONS 

Pm;: Month 
~lit1es Inst~lled at Cost of 

Utilitz CU3tomer 

$ 4.00 
8.00 

12.00 
16 .. 00 
30.00· 

$·'3.00 
5.50 
7.00 

10.SO 
25.00 

(1) 

'1. The fire protoction service connection shall be in3talled by tho (1) 
utility and the cost paid by the appl1ce.nt. Such payment sha.ll not be I 
subject to retune. (f) 

2. It a. distribution main ofadeq:uo.te size to serve ~ pr1vt::.te fire 
protection systom in addition to a.ll other normal sorvice does not 0x13t 
in tho street or alley adj a.cent to' tho premises to 'be servod., then a. 
service main from the nearest existing main or adequate eape.city shall (1') 
b() in3tallod. by tho utUity and the cost paid by the applicant.. Such (1) 
pa.yment shall not be subject to refund. • 

(Continued) 
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APPEN:DlX A 
Page :3 or 4 

Schedule No. SA-4 

PRlVATE FIRE PRctrECTION SERVICE 
(Continued) 

SPECIAL CONDTrIONS (Continued) 

3. S~rvice hereunder is tor private tire protection systems to 
which no connections tor other than fire protection purposes are 
allowed and which are rogulQrly inspectod by the underwriters having 
juriod1ct10n, are installed accordillg to spec1!ications- of the utility, (1'') 
o.r.d are ma,1nta1ncd to tbe SJlt1sfa.ct10n ot the utility. The utility (1') 
may install the st~d detector type meter approved b.1 the Board of 
Firo Underwriters tor protection o.gain:::t thoft, leako.go or "ro.stQ of 
vater and the COGt p~id by tho ~pp11e~t. Such payment shall ~ot be (NN) . 
subject toroftnd. ( ) 

4. The utility undertakes to supply o:o1y such water o.t GUch (T) 
presS':.re as may be a.vailable at an'1 t1me through the normal oporation I 
or its. system. ('!) 
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A PPLlCA.BItITY 

APm"DIX A 
Pago 4 or 4 

Sehedule No. SA-5 

PUBLIC £:m -.HYD=RAN;,;;;;.;,,;;;.T SERVICE 

Applicable to a.ll tire bydrant ~erviee turn1shed to Jn1.l1lic1pal1tieD, (T) 
orgs.n1zed. tire d,ietricto tmd· other political subdivisions ot: tbe Sta.te.. (T) 

TERRITORY 

Sslino.s and vicinity, Monterey County. 

RATES 

For eaeh hydrant •.............•. 

SPECIA.LCCNDITIONS 

P~r Hvd~ant P~ Month 
Faei.15.ties Inst41J;~d .«J.t Cost of 

Utility l~~lic Authority 

$ 6.00 $ 2.00 (C) 

1. Water delivered tor purposes other than tire protection shall be (':I:) 
charged tor at the quantity rates in Schedule No. SA-l, General 11etered. i 
Sorvice. j 

2. The cost ot relocQ.tion of tlny hydrant shall be paid by the party 
requesting reloctlt1on .. 

:3. Hydrants shall. be eonneeted. to the utility' s system upon receipt 
or 1NX'1tton reque~t from e. public authority. The 'Wl"itten req,uest ,hall 
deSignate tho ~pecific location or each hydrant and, where a.ppropr1ate~ 
the Q\oIIlership, type a.nd size .. 

4. The utility 'Undertakes to supply orJ.y such va.ter a.t such . 
pree3~e as r:AY be' avaUable at a:r::! time tl:lrougb. the normal operation 
of' its system. (T) 

" 
" 


