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Decision No. 75531 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFO~~lA 

In the Matter of the Application of ) 
CALIFORNIA WATER SERVICE COMPANY, 8. ) 
corporation, for an order authorizing) 
it to increase rates charged for water) 
servi~e in the Willows district_ ) 

) 

Application No. 50352 
(Filed June 26, 1968; 
.Amended July 24, 1968) 

McCutchen, Doyle, Bro"Cotm« Enersen, by A. Crawford 
Greene, Jr., for applicant. 

Peter M. Towne, for Willows City Council, 
protesUlnt. 

Elinore C. Morgan, Counsel, and J. E. Johnson, 
for the Commission staff. 

o PIN ION .... .-- ........ --

Appl~cant california Water Service Company seeks ~uthor1ty 

to increase rates for water service in its Willows district. 

Public hearing was held before Examiner Catey in Willows 

on December 17, 1968. Copies of the application h3d be~ served, 

notice of filing of the application published, and notic~ of hearing 

published and posted, in accordance with this Commission's rules of 

procedure. The matter was submitted on December 17, 1968. 
11 

Testimony on behalf of applicant was presented by its 

vice-president and his assistant and by its. general manager.. A 

statement on behalf of protes:ant was presentee by the vice-mayor 

of the City of WillOW's _ The Commission staff prcsent:ation was made 

through an accountant and two engineers. 

1/ Testtmony relating to overall company operations had been 
pres~nted by witnesses for 4pplican~ and the staff in 
Application, No .. 50351, the Stockton <!istrict rate proceed
ing.. This testimony was incorporated by =eferences in 
Application No.. SOS:S2. 
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Service A~ea and Water System 

Applicant owns and operates water systems in twenty-one 

districts in california. Its W1llowo district includes the City 

of Willows and unincorporated areas of Glenn County adjacent to the 

city. The relatively flat area is approximately 130 feet above sea 

level. Total population served in the district is est~ted at 5,700. 

The entire water supply for this district is obtained from 

applicantfs six wells and one leased well. The distribution system 

includes about 28 miles of distribution mains, ranging in size up to 

12-inches. There are about 670 metered services, 1,040 flat rAte 

residential se%'Vices, six private fire protection services and 156 

public fire hydrants. A storage tank maintains system pressure and 

provides storage for the system. Each well pump has an electric motor, 

and two well punps have provision for emergency operation with 

auxiliary gasoline engines. 

Se'rV'ice 

A field investigation of applicant's operations, service 

and facilities in its Willows distric~ was made by the Commission 

staff. The system was found to be .well-maintained and appeared to be 

providing good service. A staff engineer testified that no infoxmal 

complaints have been registered with the Commission during the past 

three years. 

Rates 

Applicant's p~esent .tariffs include schedules for general 

metered service, residential flat rate service, private fire pro

tection service, public fire hydr4nt service and serv.ice eo company 

employees. The present rate: became effective in 1958. 
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Applicant proposes to increase its rates for general 

metered service and residential flat ra.te se-rvice. There are no 

proposed changes in the other schedules. The following Table I 

presents a comparison of applicantfs pre sect general metered serviee 

and residential flat rate service rates, those re~sted by applieant~ 

and those authorized herein. 

Table I 

Comparison of Monthly Rates 

Item -
General Metered Serrice 

Se-rv1c:e Chargc* 

Quant1'ty Rate: 
All water G~11vered, per 

100cu.£t. 

Residential Flat Rate Service 

Basic: Rate 

Additions: 
Each room in exeess of five 
Each flush tOilet, tub or 

shower 
Irrigation, May-October: 

1st 3,000 sq.ft."per 
100 Gq .. £t .. 

Over 3,000 sq.ft .. ,per 
100 sq .. ft .. 

Single-famtly residential unit, 
incl~1ng premises having 
area of: . 

6,000 sq.ft. or less' 
6,001 to 10,000 sq.ft. 

10,,001 to 16,000 sq.ft. 
10,,001 to 25,000 sq.ft. 

Additional single-family 
resident1al UDit 

Present Proposed Auehorized# 

$2.40 

.17 

3 .. 00 

.. 25 

.40 

.. 12 

.05 

$ 3.00 

.222 

4.29 

.• 36 

.. $7 

.171 

.. 072 

6.45+ 
S.60+ 

10 .. 85+ 
14 .. 10+ 

5 .. 10+ 

$ 3.00 

.222 

6 .. 35 
8 .. 45 

10 .. 60 •. 
13 .. 80 

5.00 

* Service charge for a 5/8 x 3/4-1nch meter. A graduated scale 
of increased charges is provided for larger meters. 

* Uneil ehe 10 percen: surcharge to Federal ~neome taxis removed, 
bills computed under authorized rates to be increased by 2.93 pereen~ 

+ Aleernae1ve rates proposed by applicant to comply ~th staff's 
recommendation for stmp11fieat1on of rate struceure. 
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The C~iss1on staff recommended simplification of the 
I 

cumbersome form of the present flat rate schedule. Applicant had no 

objection to this suggestion. The flat rates authorized herein 

follow the simplified foxmat already in effect in all of applicantTs 

other districts which provide flat rate service. In Exhibit No. 7-A~ 

applicant ass'Umed that~ when it meters all customers with premises 

in excess of 25~OOO square feee, the seTVice revenue from each such 

customer Will be less than f-:Onl the smallest flat rate customer. 'I'h1s 

ass1Jmption is unreasonable. Inasmuch as there is presumably a 

reasonable eorrelationbeeween the flat rates and metered service 

rates ~ we will asst:lle that aver.e.ge revenue from e:lch of these metered 

customers with pr.:=1ses larger th::!.n 2S"COO square feet -:.1ill equal 

the revenue :::om tl'l.a flc.~ r.:.t2 ew;::omer With precise:; of 2S,~OOO 

square feet. 

Table 12··C of Exh1b!.t No. 7 :;hows that, for a typical 

commercial met~red service customer With aver~ge monthly consumption 

of 1,8'50 cubic feet through a. SIS, x 3!4-ineh mete,:, the average 

monthly ch&rgc will inc-:case 28 percent frO:l $5.54 under present 

rates -to $7.11 ~~~ the ra~es proposed in the original application. 

The tempor~ry 2.93 perc~t $u:charge authorized herein will add $0.2l 

to this aver.cgc mOt~thly charge. 

Cost-of-zcrv~cc studies prepared by app1ican: and s~r1z¢d 

in Exhibit No. 7 show t1:'~t the present relationship between rates for 

metered and flat rate service unduly favors the fla~ rate eustocers, 

who are provided -unl:1m1ted quantities of water. To overcome this 7 

applicant proposes a greater percentage increase for flat rates than 

for metered. The rates authorized herein also result in a greater 
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peTcentage 'tne-rease:for ,'flat rates :thanformetered'. Table 12-C of 

Exh1bit 'No. • ., 'shows :that, for a typical fl4t rate customer With a 

f~ve-roomhouse,,'o¢ bath, one tOilet, and 4J1600 square feet of 

l.rr1gable land, :the 'average monthly charge would increase 43 percent 

from. '$6":O~ 'Under present rates to $8,.51 unde-r the rates proposed in 

theorlg1.nal applleation.. The temporary 2.82 pe-rcent: surcharge 

r~s'ted in the amendment would add $0.24 to this aver~ge monthly 

charge at proposed rates. The flat rates authorized herein are 

des1gnedto increase average monthly charges to present flat rate 

customers by 43 pe-reent.,plus the temporary 2.93 percent surcharge .. 

Results of Operation 

Witnesses for applicant and the Commission seaff have 
. . ~" 

analyzed and estimated applicant's operational results.. S't!1Wl4rized in 

Table II, from applicant's Exhibit No .. 7 and the staff's Exhibit No .. 9,. 

are the estimated results of operation for the test year 1969, under 

present rates and. under those proposed by applicant, before consider

ing the additional expenses and offsetting revenue requiremene re

sulting from the 10 percent surcharge to Federal income tax. For 

comparison, this table also shows the corresponding results of 

operation modified as discussed here:lnafte1:' .. 
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Item -
At Present Raees 

Table II 

Est~ted Results of Operation 
Test Yea':: 1969 

Applicant suff Modified 

Operating Revenues $134,,100 $134,,100 $134,,100 

Deduetions 
District Operation Expenses 44,700 437 900 43,900 
District Maintenance Expenses 9,800 9,,000 9,000 . 
Other Expenses, Exc1. 

Taxes & Depr. 15,100 1>,,100 15,100 , 
Taxes, Exel .. Bus. 1..1c .. & Itl(:. Ta.xes 21,000 20,400 21,800 
Depreciation 18.z800 19z000 19'1°00 

Subtotal 109,400 107,,400 108,800 
Business License 2,400 2,400 2,400 
Income Taxes 100 1.,t100 400 

Total 111,,900 llO,900 111,600 

Net Revenue 22,200 23,200 22,500 
Rate Base 594 .. 500 601,700 601,700 
Rate of Return 3 .. 731. 3 .. 861- 3 .. 741-

At Rates ProEosed ~ AEElieant* 

Operating Revenues $183,500 $183,500 $183,500 

Deductions 

Exc1. Bus.. Lic.. & Income Taxes 109,400 107,400 108,800 
Business License 3,200 3,200 3,200 
Income Taxes 251100, 26;.z200· 25z500 

Total 137,700 136,800 137,500 

Net Revenue 45,800 46,700 46,000' 
Rate Base 594,,500 601 .. 700 601,700 
Rate of Return 7.70% 7 .. 76% 1.65% 

*Pr1or to amendment for income tax surcharge .. 

From Table II it can be dete-rmine<1 that, exclusive of the 

tempora.'X'Y increase due to the income tax surcharge, the increase in 

opera~ing revenues would be 37 percent under applicant's proposed 

. rates and will be 37 percent undc-.r the rates authorized herein. 
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E!penses . and Rate Base 

In developing the historical trend of district operation 

expenses~ applicant applied a "labor factor"' to ce:tain nonlabor 

teems, whereas, the seaff projected separate est~tes for those 1tems* 

In developing the historical trend of district maintenance expenses, 

applicant used 4 shorter period of years than did ehe staff. The 

staff's methods of est~e1ng district operation and maintenance 

expenses appear reasonable and the staff T s estimates are adop:ed in 

Table II. 

Protestant questions the reasonableness of applicant's 

expense esttmates. In particular, protestane objects eo the $139 

annual charge to the Willows district for amortization of a~l 

costs related to conversion of billing functions to eleeero~~ data 

processing. The independent expense estimates prepared by the seaf£, 

however, are only slightly lower than those of applicont. 

The overall effective ad valor~ ~ rate for this district 

shows a gradually steepening upward trend over the pest decade, With 

a shaxp j'Ump for the fiscal year 1967-6&> as is portrayed by Cba,=t: 7-A 

of Exhibit No.7. The sharp jump was caused by a revision of the 

assessment ratio to 25 percent from the former 20 percent. App11can:: 

and the staff projected different ~et~ted trends 1nto 1968-69' and 

1969-70. Protestant expressed doubt that the taxes paid to it and 

the County of Glenn would 1nerease at the rate projected by applicant:. 

By the time of the December 17 hea~ng7 actual ~. bills for 1968-69 

were ,available and prov~d to be higher than estimated by e1th~ 

applicant or the staff. The taxes 'adopted 1n Table II are based upon 

projection of the trend of effeetive tax rates through a point midway 

between the rates applicable' to 1967-68 aM 1968-69~ after adjusting 
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the periods prior to 1967-68 for the reassessment program. The pro

jected rates are applied after adjusting 1968~69 and 1969-70 plant 

for the additional investment required as a result of street tmprove

ments. 

The staff's est~tes of depreciation expense and rate base 

are higher than app~1cantTs because the aforementioned street tmprove

ments were not anticipated at the tfme applicantTs estfmates were 

being prepared. The staff estimates are adopted in Table II .• 

The various differences between applicant's, the staff's 

and the adopted est~tes of revenues and expenses affect the 

corresponding estimates of income taxes. The income taxes adopted 

in Table II reflect the revenues and expenses adopted in that eable. 

Surcharge to Federal Incom~ Tax 

Subsequent to the filing of the application, a 10 percent 

surcharge to Federal income taxes was imposed by the Revenue and 

Expenditure Control Act of 1968. The surcharge is ret:oaetive for 

the full year 1968 and, unless extended, expires June 30, 1969. In the 

amended application, applicant estfmates that a 2.82 pereent sureharge 

on bills computed under the general metered service rates· requested 

in the original application would be required to offset the effect 

of the income ~ surcharge and produce the same net revenues indicated 

hereinbefore in Table II. Revised calculations show that the sur

charge should be 2.93 percent. !his surcharge on applicantfs bills 

will offset only the future effeet of the tax surcharge and i& not 

deSigned to recoup any of the increased taxes on net revenue produced 

prior to the effective date of the increased water rates Authorized 

in this proceeding. 
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Protestant opposes any recognition of the tax surcharge as 

an operating expense for rate making purposes ~ on the grounds that 

the surcharge was intended to curb inflation and that reflection of 

the surcharge in applicant T s rates would d.efeat that purpose. We 

discussed this subject in Decision No. 14835~ dated October lS~ 1963~ 

in Application No. SOt!o03 and related applications of Ca11forc1a Water 

Service Company: 

~The courts have long held that income taxes 
must be reco~1zed as operating expenses in setting 
rates for a regulated utility. This Commission 
historically has determined the amount of such income 
tax allowances based upon the tax rates and credits 
actually to be in effect. Thus, when the federal corporate 
tax rate was lowered to 48 percent from the former 
52 percent, the lower tax rate was thereafte-r used in 
deteTminin utilities' tax allowances for rate~akin 
~ses. S1mi ar y ~ w en taxes are re uced. cause 
07 e f investment tax credit f, this savin~ is passed 
on to the customers in setting the utility s rates. 

ffTNe now face the opposite ~1tuat1on, where the 
utility's tax liability will be greater than allowed for 
when present water r<ltes were established. When those 
water rates have been determined 45 recently as in ehe 
districts involved herein, ie is apparentehat the 
utility Will not achieve the rate of return found 
reasonable Without additional rate relief .. " (Empho.sis added) 

Rate of Return 

In the recent rate proceeding 1nvolving app11eant's 

Stockton district, the Commission found that an average rate of 

return of 6.9 percent over the next three years is reasonable for 

applicant T s operations in that district.. Applicant asks that rates 

be authorized for its Willows district which will produce 

a 7 percent rate of return over the next five years. 

Protestant contends that a· 15· percent increase in water 

rates would provide the necessary revenues, but this is predicated 

upon an increase of 15 percent ccmpany-w1de, not just for 1:he Willows 

district.. Many of applicantTs other districts, recently have had rate 
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adjustments resulting in a reasonable return from those portions~ of 

applicant T s overall op~rat.ions. Because of wiclely diffe1:'1ng 

characteristics of the various districts" rates for each district 

are reviewed and established individually- Each district should 

provide a reasonable return on the investment in that district. It 

would not be proper to require customers in other districts to 

provide more than their fair share of the total earnings requirements 

so that the Willows district could have lower rates. 

Protestant points out that applicant's earnings and div

idends per shD.re have been 1ncre.as1ng over the years. This is to be 

expected when, as in the ease of applicant, only a portion of the 

earnings are distributed to the stockholders and the remainder is 

invested in utility plant" thus increasing ehe e<iU1ty per share of 

common stock. 

The staff recommends,'4s a reasonable average allowable 

rate of return for applicantTs near future oper4tions, 6.7 to 6.9 

percent. There do not appear to be any factors in the Willows 

district warranting a different ~llowable rate of return from the 

6.9 percent found reasonable for applicant's Stockton district. 

Trend in Rate of Return 

Applicant's esttmates for the test years 1968, and 1969 

indicate an annual decline of 0.54 percent in rate of return at 

proposed rates. The staff's est1mates shaw an annual decline of 0.47 

percent at proposed rates. 

The comparative rates of return fo= two successive test 

years, or for a ser1~s of recorded years, are 1ndicative of the 

future trend in rate of retU'rn only if the rates of change of major 

inclividual components of revenues, expenses and rate base in the test 

years, or recorded years, are =easonably indicative of the future 
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trend of those items.. Distortions caused by a.bnorma1 7 nonrecurring 

Or sporadically recurring changes in revenues 7 expenses, or race base 

items must be avoided to provide a valid basis for projec~ion of the 

anticipated future trend in race of return. 

As an indication of the reasonableness of the trend in rate 

of return derived from the test years 1968 and 1969 7 applicant 

prepared Exhibit No. 87 a. comprehensive analysis of the many changes 

in recorded items of revenues, expenses and rate base during the 

years 1962 through 1967. Applicant analyzed and evaluated distortions 

during these years caused by such factors as changes in income cax 

rates and allowances-

Exhibit No. 8 shows that, eliminating the effects of changes 

in income tax rates and allowances, the average annual decline in 

rate of return during the per10d from. 1962 through 196·7 would have 

been 0.47 percent at applicancTs present water rates ana slightly 

greater at its proposed rates. This adjusted decline for the f1ve

year period is close to the 0 .. 53 percent per year at present water 

rates projected by applicant and the 0.46 percent projected by the 

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

turn at applicant 1s proposed water rates in the nexe few years will 

be less than the 0.4 percent per year which applicant requests be 

considered for rate~king purposes. 

In most of the recent deCisions in rate proceedings involv

ing other districts of applicant, the apparent fueu:e trend in ~ate of 

return has been offset by the authorization of a level of ra.tes to 

remain in effect for several years and designed to produce, on the 

average over that period, the rate of return found reasonable. That 

same approach is adopted for this proceeding. In the Stockton pro

ceeding, With so much of the add:Lt1ollS.1 reve~ roe<lU1..1:ement bav1'Cg 
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been due to capital addit10ns~ the cose of which could. not be exactly 

detem.1ned et that t1me~'it was not deemed appropriate to project 

more than three years into the fu:ure. Although the estimates for 

the Willows district are not as subject to variation as for the 

Stockton district ~ Exhibit No /10 8 shows that significant cbatlges ea.n 

take place in a five-year period.. FOr this district, a four-year 

projection appears reasonable. 

The rate increase authorized herein Will not be in effect 

for about the first one-third of the year 1969. With the inCticated 

future trend in rate of return, the 7 .65 percent return under the 

rates authorized herein for the te3t year 1969 should produce an 

average =ate of return of 6.9 percent for the next four years, 

appro~tely 6.3 percent for the year 1969 (With about two-thirds 

of the year at the new rates)~ 7.2 percent for the year 1910, &.8 

percent for the year 1971" and 6.4 percent for 1972. 

Findings and Conclusion 

The Commission finds that: 

1. Applicant is in need of additional revenues /10 

2. The adopted estimates, previously discussed herein~ of 

operating revenues, operating expenses and rate base for the test 

year 1969, and an annual decline of 0.4 percent in rate of return, 

reasonably indical:e the probable range of Tesults of applicant f s 

operations for the near fut~e. 

3. An average rate of return of &.9 percent on' .applicant f s 

rate base for the next four years is reasonable. 

4. The increases in rates and charge~ authorized herein are 

justified; the rates and charges authoTized J::.ereinare reasonable; 

and the present rates and charges ~ iU$ofar as they differ from. those 

prescribed herein,. are 'for the future: unjust And unresu;onable. 
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5 •. , The sureharges requested by 4pplieant and authorized herein 

are designed to proVide only suff1eient additional revenue to offset 

the future effeet of the income tax sureharge whieh is DOt refleeted 

in the basie rate schedules. 

The Commission eoneludes that the applieation should be 

granted as provided by the following order. 

IT IS ORDERED that after the effeetive date of this order; 

applicant California Water Se:v1ce Company is authorized to file for 

its vT1llows distriet the revised rate sehedules attached to this order 

as Appendix A. Sueh filing shall comply with ~..eneral Order No. 96-A. 

The effeetive date of the revised sehedules shall be four days after 

the date of filing. The revised sehedules shall apply only to serviee 

rendered on and after the effeetive date thereof. 

The effective date of this order shall be twenty days after 

day of --__ ~AP""'R1w.'I.o_ ___ , 1969. 
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APPLICABILITY 

APPENDIX A 
Page 1 or 2 

Sched.w.e No. l-iL-l 

GENERAL ME'I'£RED SERVICE 

Applicable to all metered ~ter sorvice. 

'!'he C:ity ot 1-11lloW'Z and. vicinity, Glenn Cetlnty. 

RA!ES 

Service Charge: 

For 5/S x 3/4-inch meter ••••••••••••••••••••••••• 
For 3/4-1neh meter ... ~ .•...... ~ .....•...... 
For l-inch"meter ••••••••••.•••••• ~._ ••••. 
For li~1neh meter ••.••••••...•••.••.•••... 
For 2-inehmeter ••..•....•.••..•.•••. ~ .•. 
For 3~1neh meter ••.••..•.••.•••..••.•••.• 
For 4-ineh met.er .. III ... III ... III ••• III •••• '" •• III .... .. 

For 6-ineh metor III ........ III ...... • " •• III ....... '" 

For 8-inch meter .. '" III" •• '" ....... '" ......... ., ....... . 

For lQ-.in.eh meter .... __ ............ III . ., ....... ., .. '" ..... ,. 

Quantity Rate: 

For all water delivered, ~r 100 cu.!t ........... . 

Per Meter 
Per Month 

$ 3.00 
3.30 
4.50 
6.:30 
S.lO 

l5.oo 
20 .. 00 
:34.00 
50 .. 00 
62 .. 00 

(I) 
, 

i 
I 

. . 
$ 0.222 (I) 

The Service Charge is applicable to all :metered (T) 
service. It i~ A reoAinc:lS-!'or-3crvico charge to ! 
"-'hieh is added the chage, eom?Uted. a.t the Quantity 
Rate, tor ...m.ter used during the month. ('1') 

~ECIAL CO~TOIT!ON 

U:ltil the lO percent !lureha.rge to !'cd."X'.:l.1 :tneo~e toxos is removed? (N) 
bills eocputed \mder the above ta.r1:f."! 'Will bo i.."'ero~4;e4 by 2.93 percent. (N) 
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APPLICABIUTY 

APPENDIX A 
Polge 2 o£ 2 

Sehedule No. WL-2R 

RESIDENTIAl FLAT RJ..TE SERVICE --

Applicable to all residential wator ~erv1ce !urni:lhed on a !la.t 
rate basis. . 

'I'ERRITOfI:! 

The City or Willows and vicinity" Clenn CountY'. 

For a singlc-family residential unit" 
including premiscs having tho !'ollowing 
areas: 

6·,000 3q;.ft,.~ or le:..o. ................... . 
6,,001 to 10,,000 sq, •. !'t ................... .. 

10,,001 to 16,.000 sq, .. rt.. .. ................. .. 
16,001 to 25,OOO·sq.!'t ••••••••••••••.••• 

For each additioXlal single-family 
residential unit on the same premises 
and served. from the ~e service 

Per Service Connection 
Per Month 

; 6.35 
8.45 

10.60 
13.$0 

connect-ion ....... e ................. ., ...... It- • .. • s .. 00 

SPECIAl CONDITIONS 

1. The a.bove 1"lat rates apply to service connections not larger 
than one inch in t!iameter. 

2.. All service not covered "r.t;r the above classi!ieation -will be 
rurnished only on a metered. bolSi:5. 

3. Meters shill be installed it" either the utility or cu:::t.o:ner 
30 chooses !or a.bove classification, in which event service there
after shall be furnished on the basis or Schedule No. w'L-l,. General 
Metored Service. 

4. Until the 10 percent surcharge to fed.eral income taxes i~ 
removed, bills com.puted under the above t.a.:'i!1' will. be incroased: 

(N) 
I 
I . 
I , 
i 

I 
t 

f • 

by 2.93 percent. (N) 


