w5 ORIGIAL

BEFORE THE PUBLIC UTILITIES COMMISSION OF TI-IE STATE OI" CALIFORNIA

In the Matter of the Application of )
CALYFORNIA WATER SERVICE COMPANY, a ) :

corporation, for an order authorizing
it to increase rates charged for App h.cation No. 49837

water service in the Bear Gulch (F:Lled Decenber 4, 1057)

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

William C. Bri.cca, Counsel, for the Comission
staff,

OPINION

Applicant California Water Service Company seeks authority
to increase rates for water service :Ln its Bear Gulch d:.strict. '

Public hearing was held before Examiner Catey ‘:Cn Atherton
on March 11, 1968. Copies of the appiieation had been served and
notice of hearing had been published and posted, in ee'cordence- ‘with
this Coﬁmission's ruleo of procedure; The matter was submitted on B

March 11, 1968.

1/
Testimony on behalf of applicant was presented by its

president, its viee-—president ard bis assis§7nt » and its general

manager. The Commission staff presentation was :nade through _two :

accoumntants and. two engineers;

Service Area and Water System

Appl:’.cant owns and operates water systems in twenty-one

districts in Califomia. It Bear Gulch‘d:.strict includes the citieé;i

1/ Testimony relating to overall company operations had been presented
by witnesses for applicant and the staff in Application No. 49443,
the Salinas District rate proceed:.ng This testimony was 'anorpo-
rated by reference in the record in Application No. 49837
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of Atherton and Menlo Park, thé towns of'Portolé‘Valloy‘ano Woodéide,
and unincorporated areas of San Mateo County adgacent to those |
coumunities. The sexvice area slopes from sea level to approxlmacely
800 feet above sea level. Total population served 1n the: distrxct
is estimated at 54,700. | : N

The principal water supply for this distxic£~io‘purchaSed5;43
from the San Francisco Water Department (SFWD), through‘eighcf
separate counections to SFWD's San Francisco, Palo-Alto on&QBaf .
Division #S»pipelines. A secound souxco,is’Béarﬂculch'éreek;Efiom_
which applicant obtains watex by meano:ofrthree diversionf&ams;

The distribution system includes about 250 miles of mains,
ranging in size up to 24~inch. There are about 14,700 mete:e& .
services, 30 private fire proteotion:seroices and'l,BOO‘publicvfire-
bydrants. Two reservoirs, 28 storage tanks and 31 boostér oumPS' |
maintain system pressure and provide storage in'24 sepaiétefpresoure
zones. All of the booster pumps have electric motofs; ooe-of;the
stations has an emexgency puﬁp'with a gasoline engine~an&'allﬂ
principal boosters have . provision for emergency connection to a
portable, gasoline—powered pump . |
Service ‘ ,
| A field investigation of applicant's. operations service
and facilities in its Bear Gulch.district was made by the Comm1331on-
staff. The plant was»found to be in good conditzou.‘ Only ten
informal complaints have been registered,with the Commission during
the seven years since the last rate,proceeding. A staff revzew of
customer complaints in applicant s files zndicates that the number
of such complaints is not excessive. "
Rates |

Applicant's present tariffs include Scheduloo_for general

metered service, private fire'proteotioo service;,pooiicjfireghydranzo
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servicevand service to company employees. The presén: rates became
effective in 1961. | o

Applican:'proposesvto-increaoe its rates for‘ge#eral
metered service. There are no proposed changes in the other schedules..
The following Table I presents a comparison of applicant'svprosent«
general metered service rates and those requéscedgbyjapplicont,

TABLE 1
COMPARISON OF‘MDNTHDY'RAIES

. Preseat- Proposed
General Metered Sexvice ‘ Rates ‘ ‘ﬁ" Rates

Service Charge® . s240 $2.80
Quantxty Rate, per- 100 cu.ft. B 0.295 o 0.329
*Service charge for a 5/8 x 3/4-fnch meter.
A graduated scale of inereased charges is
provided for 1arger meters., -

Results of QOperation

Wicnesses for applicant and the Commission s aff have
analyzed aod estimated applicant's operational resul:s. Summar_zed |
in Table II, from the staff's Exhibit No. 8-(modifie8'to fefleot the
testimony‘of a staff enginecer as to the_effectvof a’recentlfonegoti-,

ated wage adjustment) and applicant's Exhibit No; avare'the estimated

results of operation for the test year 1968 under pxesent rates

and under those proposed by applicant.
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| TABLE II |
ESTIMATED RESULTS OF OPERATION; TEST YEAR 1968

At Present Rates

Item Statt . Applicant

Operating Revenues $1,868,500 $1,868,500
Deductions 1, 594 500 1, 598 100
Net Revenue 274 7000 ’270 400
Rate Base 5,6025500 5,613, >800
Rate of Return _4.892. 4 822.

At Rates Proposed by Applicant

Stazt Applicant

Operating Revenues $2,134,200 $2,134,200°
Deductions 1, 732 000 l 735 800
Net Revenue 402 200 498‘400
Rate Base : 5,602, ’500 5, 613 800
Rate of Returm 7. 18% ‘ . .10%

From Table IY it can be determined that the rates requested
by applicant will result in an increase of l4 percentrin operating |
revenues. | - -

The principal differences\between the estfmates;presentedv
by applicant and those presented by the*Commission~staff are-tn‘ |
opexating expenses and the working cash component of rate base. As? 1
hereinafter dxscussed the rate of return is not excessrve'under
either applicant's or the staff's estimates, when;the-apparent future
trend in rate of return is considered so there is no need to-disouss
or resolve the differences.

- Rate of Return

In the three recemt rate proceedings involving applicant s'
Salinas, Visalia and Hermosa-Redondo distriects, the Commission found -
that an average rate of return of 6.6 percent over the next three
years is reasonable for applicant's operations. In'Exhibit'No.r7,
the staff.recommendsras reasonable a range ofrretes”of‘retnrn’ the
midpoint of which is 6. 65~percent reflecting the higher interest
rate on applicant's debt financing since the previous proeeedings.
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jApplicant asks that consideration be given'to the:raterofvreturnv

- 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 0.45 percent in zate of return at
proposed rates. The stéff'S‘estimates,’including,thé effect of a
1968 wage increase, show an annual decline of O.SQ‘perdent at pro~
posed rates. | |

| The comparative rates of retufn for two successive test
years,; or for a series of recordéd‘years, are indicative of~;he
future trend in rate of retwurm omly if the ra:es‘of change-dffmajor ‘
individual couponents of revenues, expensés and‘raté base in the
test years, or recorded years, are reasonably fndicative of the
future tfend‘of those items. Distortions caused by abnormal,
nonrecurrxng or sporadically‘recurrxng_changes in revenues, expenses,
or rate base items must be avoided to provide a valid basis for
pro;ectxon of the anticipated future trend in rate of return

As an indication of the reasonableness.of the trend in
rate of return derived from the test yeaxrs 1967 and 1968 applicant
prepared Exhibit No. 5, a comprehenszve analysis of the many changes
in recorded items of revenues, expenses and ratevbase during,the
years 1961 through 1966. Applicant amalyzed and evaluated dis-.
tortions during those years caused by changes in (l) its own water
rates, (2) wholesale rates it pays to SFWD, and (3) income tax ratesd,
and allowances. The study shows additional e:rétid-flﬁctuatiods‘fn |
the annual cost of purchased water due to the fact thdt*the.éuantity:
of watexr avafiable'from:applicant's locdi'séd::es~véries“ﬁithi”
climatic—condltlons. : “‘

Exhibit No. S shows that, elimdnating the effects of'water

and income tax rate changes, and of fluctuatxons in the annual
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production from local supplies, the average annual decliﬁe'in‘:atec.
of return during the period from 1961 thxoﬁgh 1966awotid\h§vé'béen
0.30 pexcent. At the higher current and planned.futuie‘rate'of\
installing plant, particularly replacemeﬁt of existing‘maiﬁs that
are reaching the ends of their?useful sexvice lives, the aéerage' 
annual decltne from 1961 througn 1966 would have been 0.49 percent

at applicant's present water rates and even greater at its pxoposed

rates.

There is no reason to believe that the trend in rate of

return will level off in the next few years to less than thé'0;45~
percent per year Indicated by\applicaﬁt'5~escimateénfor the~tést
years 1967 and 1968, provided itlcOntinuesfto replace'oid.méins"gt
the current pace. Applicant contends thaﬁ it must'continue its 
replacement program to maintain the high sérvice‘standardsfiﬁ&ﬁas
achieved in the past. Applicant's past service record leads us
to conclude that it will, in fact, proceed”wzth its planned maxn
replacement program.

In most of the recenz decisions in rate proceedings in-'
volving other districts of applicant, the apparent future trend zn
rate of return has becn offset by the au:horization of a level of
rates to remain in effect for several years and designed to produce,
on the average over that period, the rate 0* return found reasondble.?
In one decision, a somewhat different method of offsettlng the-trend
was the authorization of rate imcreases in several annnal-steps de—~
signed to produce, in each year rather than on the average, the raue

of return found reasonable. Either apphoaCh should achieve the'&e—f\

sired result,
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In the current proceeding; the staff recoumends thaf;
should the Commission authorize—stepéty?e increases, the number.of'
steps be limited to two and the second step be_euthorized’by‘supple-
mental order or resolution after further showing«ﬁy'applicant.
Applicant contends that the delay inherent in the aceumulecion;«
presentation and review of additioral data could result in a lower -
actual rate of return than is found reasonable. The single—step in;
crease utilized for most of applicant s other discricts is.adopted
for this proceeding. | |

The rate increase authorized herein.will not be in effect
for about the first one-third of the year 1968. with the indieared
future tremnd in rate of return, the 7.10 to 7. 18’percent return }
under appliean: s proposed rates for the test year 1968 should |

produce an average rate of return of 6.7 percent’ for :he-nextwthree_‘
years. | R |

Findtngs and Conclusion

The Commissxon finds that-" |

1. Applicant is in need of additfonal revenues.

2. The estimates presented by‘applicantrand‘by the Commission
staff, of operating revenues, operating expenses and rate baSe'for
the test year 1968, and an annual declime of.0‘45'perceht in~rate of
return, reasonably indicate the probable Tange of results of applx-
cant's operations for the near future, | ] |

3. An average rate of return of 6.7 nercent on applicant s
rate base for the nert three years is reasonable.

4. The increases In rates and chaxges authorxzed herein are
justified; the rates and eharges authorized herein are reasonable- '
and the present rates and charges, insofar as they differ from those

prescribed herein, are for the future unjust and unreasonable._

Tae Commission concludes tbatythe applicat;oa shouldvbe‘“

granted.
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IT IS ORDERED that, after the effective date of this order,
applicant California Water Service Company is authorized to file for
its Bear Gulch district the revised rate schedule attached to this
order as Appendix A. Such filing shall comply with General Order
No. 96-A. The effective date of the revised schedule shall be four
dayé after the date of fi.l:.ng. The revised schedule shall apply
only to service remdered on and after tb.c effecti.ve date thereof .

The effective date of this order shall be. twenty days ‘
after the date hereof | oy

Dated at____ Saz Francisco ‘ R C.ﬁlifornia, this . Zé d’
day of » _APRIL , 1968. S

-

COzﬁmJ.ssioners




APPENDIX A

Schedule No. BG=1

GENERAL METERED SERVICE |

APPLICABILITY

Applicable to all metered water service. |

TERRITORY

The communities of A.therton, Menlo ?ark, Portola. Valley, Woodsi.de >
and vicinity, San Mateo County.

PATES T
, Per Meter -
| Per Month .
Service Charge: ‘

For 5/8 % 3/4~inch DOLED cecsvevnvoncocasmcrncasss B 20 80
For . 3/l~inch BEYET -evveeicrcrotionicanssres 3100
For 1-inch meter cseermismreceerioes - 4eR0
Tor ' 1‘&‘1!:&11 MOLET cecncvenons o-o---.---o-‘v- . 5-90 ‘
FO:' : 2—1.261’& mem tosasvessmssa .b.toc-..-—.-.o‘ ’ 7-50”'
I“O‘t : 3—iDCb. meter 0-00.00---o..&-&o..--..v-. . M.OO
For A-inch meter ceeececorerccccscncnnrcess 19200
For 6-1&0)1 me‘ber‘..--;......-.--..‘Qh...'..-....:- 32-00
FO!‘ 8—13611 meter lovvo-oo‘o.-o‘--po'(d.o-.;;o.--*."‘ 4-7.00

Quantity Rate: o

For all water delivered, per 100 cu.ft. ‘._..;.....«.' $f_0.‘32"?

The Sexrvice Charge 13 & readizess-to-semve
charge applicable to all meterod zervice
and to whick is to be added the zoothly
charge computed at the Quantity Rate.




