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BEFORE THE PUBLIC UTILITIES COMMISSION OF '!HE S'IA'l'E' OF CALIFORNIA 

In the Matter of the Application of 
CALIFORNIA WATER SERVICE COMPANY,. a Application No. 51078 

(Filed May 16 7 1969) 

McCutchen, Doyle, Brown & Enersen 7 by 
A. Cr3wford Greene~ Jr., for applicant. 

Sergius i'1.. BO'ibin,. COunsel,. =d J'ean 
Ba1comb, for toe Co~ssion st~ 

OPINION 
-~ .... - ...... ----

Applicant California Water Service Company seeks authority 

to incre~se rctes for water service in its King City district. 

Public hearing was held before Examiner Catey in King City 

on September 29, 1969. Copies of the applic3tion had been served, 

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

published and posted, in ~ccordance with this Ccmmission's rules of 

proc<.!du:oe. '!'he m.lt::er was submitted on September 29, 1969 .. 
1/ 

Testimony on behalf of applicant- was presented by its 

vicc~p::esident: -'lud his assisUlnt and by its general um'Q,,~ger .. 

!ezti::tony on behalf of the City of Y..ing City was presented by :J. 

counCilman· of that city. f4ot •• ~ ,. 

The Commi$sion staff presentation was made 
thro~gb. t't>10 accountants and two cnginccA:'s. 

1/ Testimony relating to ovcr~ll Comp3Cy operations ~d been 
presented by witnesses for applicant ~nd the st~ff in 
Applic~tio~ Nos. S035l sod Sl07~ the Stockton and Dixon dis:=iet 
raee ?roeeedings. TAis testim~ny wes ineorporate~ by :efcrences 
in Application No. 51078. 
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Service Area and Water System 

Applicant owns and operates water systems in twenty-one 

districts in California. Its King City district includes the City 

of King City and unincorporated areas of MOnterey County adjacent 

to the city. The relatively flat area ranges from approximately 

300 to 340 feet above sea level. Total popu!ation served in the 

district is estimated at 3,200. 

The entire water supply for this district now is obtained 

from applicant's four wells. A fifth well is soon to be added. The 

distribution system includes about 16 miles of distribution mains, 

ranging in size up to l2-ineh. There are about 1,020 metered 

services, four private fire protection services and 89 public fire 

hydrants. Two booster stations and an elevated tank maintain system 

pressure in two separate zones and the tank provides storage for the 

entire system. Each well pump has an electric motor, and three of 

the well pumps have provision for emergency operation with auxiliary 

gas or gasoline engines. 

Serviee 

A field investigation of applicant's operatiOns, serviee • 

and facilities in its King City district was made by the Commission 

staff. The system was found to be well-constructed and well-maint~d 

and appeared to be providing good service. A staff engineer testified 

that only one informal complaint has been registered with the 

Commission during the past 4-1/2 years .. 

The one customer who testified at the hearing on behalf 

of the City of King City objeeted to applicant's practice of requir­

ing advanees in aid of construction frcm developers req~esti~g main 

extensions into newly annexed portiOns of the city. This practice is 
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permitted, in f~et required, by the water main extension rul~ 

prescribed by this Commission. The subdividers' advances for 

construction benefit applicant's customers i~smuch as those 

~clvances reduce the r~te base upon which applicant is entitled to 

cam a reasonable return. The witness stated that the City Council 

of King City feels that the rigid requirements of the main extension 

rule retard the growth of the cocmunity. We must point out, hO"Aever ~ 

t~t the investment of utility funds in specu:ative or uneconomic 

ext~nsions of mains would be clctrimental to existing. customers. 

Rates 

Applicant's present ~ariffs include schedules for general 

~ctered service, private fire protection service~ public fire hyerant 

service and service to company employees. The present general 

metered service rates became effective in 1965. 

Applicant proposes to increase its rates for general 

metered service. !here are no proposed changes in the other 

schedules. The following Table I presents a c~arison of 3ppli~ants 

present and proposed general metered service ra~~s and ~he ra~es 

authorized herein: 

Table I 

Comparison of Monthlv Rates , 

Authorized4fo 
Item - Present Prooosccl# Until l=i=71 After l2-~1-70 

Ccnernl ~'tered Service 

Service CJ:...arge'f: $1.,85 $3.20 $3.10 $3 .. 20 

Qt::.ntity Ra,te: 
All water delivered, 

..23 ?c= 100 cu. ft. .19 .24 

* Service charge for a 5/S z 3/4~ineh metc~~ A 
grad~ted scale of increased c~~rges i~ provided 
for larger meters. 

# Until the 10 percent surcharge to Federal income 
tax is removed~ bills computed under these rates 
to be increased by 3.55 percent. 
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Table 12-C of Exhibit No.7 shows that, for ~ 'typical 

commercial metered service customer with average monthly consumption 

of 2,400 cubic feet through a 518 x 3/4-inch meter~ the average 

monthly charge will increase 40 percent from $6.41 under present 

r~tes to $8.96 under the rates proposed by applicant and which will 

become effective in 1971. The temporary 3.55 percent surcharge 

authorized herein will add $0.32 to this average monthly charge. 

Under the rates authorized herein to be effective until 1971, the 

corresponding charge for 2,400 cubic feet of water ~Ai11 be $8.62, 

an increase of 35 percent over the charge under present rates, plus 

a temporary surcharge of $0.31. 

Results of Operation 

Witnesses for applicant and the Commission staff have 

analyzed and estimated applicant's operational results. Summarized 

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

No.9, are the estimated results of operation for the test year 1969, 

under present rates and ~der those proposed by applicant, before 

considering the addie10~1 expenses and offseeting revenue require­

ment resulting from ehe 10 percent surcharge to Federal income tax. 

For comparison, Table II also shows the corresponding resul~s of 

oper~tion modified as discussed hereinafter. 
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Table II 

Estimated Results of Operation 
Test: Year 1969 

~ A2211eant 

At 'Pl:'esent Rate:,; 

Operating Revenues-', $ 96,000 

Deductions 

Excl. Ineome Taxes 75,900 
Income Taxes 3~800 

Total ~'O~ 
Net Revenue 16,300 
Rate Base 433,000 
P..ate of Return 3".76% 

At Rates Proposed by Ap£lieent 

Operating Revenues 133,100 

Deductions 

Excl. Income Taxes 75,900 
Incorne Taxes 22 .. 900 

Total ~~m> 

Net Revenue 34,300 
Rate Base 433,.000 
Rate of Roturn 7.927. 

At Rntes Autnorized Herein Until 1971 

Operating Revenues 

Ded.uetions 

Excl. Income Taxes 
Income Taxes 

Total 

Net Revenue 
Rate Base 
Rate of Return 
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Staff Adg]2ted 

$ 96,200 $ 96,200 

75,300 75,300 
3 2800 3z800 

79,100 79,100 

17,100," 
438,.300 

" 17,100 
438,.300 

3.90% 3 .. 90% 

133,100 133,100 

75,300 
22 z900 
9~,206 

75,300 
22.t200 
~~,20~ 

34,900 34,900 
438,.300 438,300 

7.961. 7.96% , 

128,500 

75,300 
20~500" 
9-5;8t>~ 

32,700 
438,300 

7.461. 
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From !ab1e II it can be determined that, exclusive of the 

temporary increase due to the income tax surcharge, the increase in 

operating revenues will be 38 percent under applicant's proposed 

rates and 34 percent under the rates authorized herein until 1971. 

The estimates of applicant and the staff result in a 

difference of only 0.04 percent in rate of return under applic3nt's 

proposed r~tcs. Further, 3S discussed hereinafter, applicant's rate 

of return for 1971 will not be excessive even if the staff's higher 

estimate of the rate of return for the 1969 test year is used :is :l 

s~arting point. ~ower interim rates ~re authorized herein unti~ 

1971. Under these circumstances there is no need to discuss nor 

resolve the various differences in the two estimates. The staff 

cs:imates for the test year 1969 4re adopted for the purpo~e of this 

proceeding. 

Surcharge to Federal Income Tax 

A 10 percent surcharge to Federal income taxes was imposed 

by the Revenue and Expenditure Control Act of 1968. The surch.'lrge 

was retroactive for the full year 1968, expired June 30, 1969 but 

has been reinstated until DcceQbcr 31, 1969. A 3.55 percent surcharge 

on bil~s computed under the requested b~sic general metered service 

rates ~~ll be required to offset the effect of the ineo~ tax 

surc:bttrgc and produce the s~me net revenues i:ldicated hereinbefore'in 

... b- -:c .L..;':. J.C .J. .. This su=charge on applicant's bills w~ll offset only the 

future effect of the tax sureha:ge and is not designed to reco'~ ~y 

of. the increased ·tax~s on t'l.et revenue p:oduced prior to the effoQc'~ivc 

d~te of t~e inc=c~sed water rates autho=izcG in this proceeding. 

In the recent r~te proceeding involving applicant's Dixon 

district, the Commission foucd th~t an averag~ =ate of return of 

7 pcrcent over the next three to foe= years is reasonable for 
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applicant's opera~ious in that district. Applican~ asks tb4: r3~es 

be authorized for its King City district which will produce a 

7 percent rate of return over the next five years. 

The basis for the 7 percent return allowed in the Dixon 

proceeding was discussed in some detail in the decision thereon. 

The same evidence on cost of money and rate of return was p=eseneed 

in both the Dixon and King City proceedings. It thus appe4rs tC2t, 

for the Ki~~ City district, 3 7 percent retcru on applicant's rate 

base is ~easonable for the near future. With applicant's projected 

year-end capital structure for 1969, a 7 percent return on rate base 

in all of applicant's districts would provide a 10.5 percent return 

or .. equity. 

T:end in Rate of Return 

Applicant's estimates for the test years 1963 and 1969 

indicate au annual decline of 0.56 percent in rate of return at 

proposed r&tes. The staff's estimates show an annual decline of 

0.59 percent at proposed rates. 

The comparative rates of return for two successive test 

years, or for a series of recorded years, ar~ indicative of the 

f~ture trend in rate of return only if the rates of change of major 

indivi~ual components of revenues, expenses and rate base in the 

test y~~r$, Qr recorded years, are re8s~nab1y indicative of the 

fut~rc tr~d of those items. Distortions caused by abnormal, non­

:ecurring or 5?oradically recurring ch.anges in revenues, expenses, 

0= rate base items must be avoided ~o provide 3 valid b~sis for 

projection of the ~n:ieipateQ future trend in rate of r~tcrn. 

~ an indication of ~he re3s~~blcnes~ of the trend in 

rate of return derived fr.om the test years 1968 a~d 1969, applicant 

prepared Exhibit No.8, a. comprci!ensive analysis of the many changes 

in recorded items of reven~es) exp~nses and rate base during ehe 
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years 1962 through 1967. Applicant ar~lyzed and evaluated distortiODS 

during these years caused by such factors as changes in its water 

rates and changes in income tax rates and allowances. 

Exhibit No.8 shows that, eliminat,ing the effects of 

changes in water rates and changes in income tax rates and 

allowances, the average annual decline in rate of return during the 

period from 1962 through 1967 would have been 0.37 percent at 

applicant's present water rates and somewhat less at its proposed 

rates. This adjusted decline for the five-year period is lower than 

the 0.62 percent per year at present water rates projected by 

applicant and the 0.57 percent projected by the staff, primarily 

because the average annual increase in water use per customer during 

the five-year study period is greater than anticipated by applicant 

and the staff under the assumption of normal future climatic 

conditions. There is no reason to believe that the trend in rate 

of return at applicant's proposed water rates in the next few years 

will be ~ess than the 0.5 percent per year which applicant requests 

be consid~red for rate-making purposes. 

In most of the recent decisions ~ rate proceedings 

involving other districts of applicaDt where the indicated dowaward 

trend is not too great, the apparent future trend in rat~ of return 

has been offset by the authorization of a level of rates to remain 

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

over tnst period, the rate of return found reasonable. In Deeision 

No. 73686, dated February 6> 1968, in Application No. 4944S,involviug 

applicant's Hermosa-Redondo district, we stated that, when the 

indicated downward trend ,is quite steep, it is more appropriate to 

increase the rates in steps which should maintain, in each of the 

future years, the rate of return found reasonable. With the 
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uncertainty of/the final eosc of applicant's new well, we will 

project earnings only through the year 1971, a little over two 

years into the fu~ure. 

The rate increase authorized hereiu will not be in effect 

for about the first eleven monchs of the year 1969_ With the 

indicated future trend in rate of return, the 7.46 ~nd 7.96 percent 

return for the test year 1969, under the 'two levels of rates 

authorized herein should produce a rate of return of 7.0 percent 

for 1970 and 1971. 

Findings and Conclusion 

Tha Commission finds that: 

1. Applicant is in need of additional revenues. 

2. The adopted estimates, previously discussed herein, of 

operating revenues, oper4cing expenses and rate base for the test 

year 1969, and an annual decline of 0.5 percent in rate of return, 

reasonably indicate the probable range of results ofapplican:'s 

operations for the near future. 

3. A rate of return of 7.0 percent on applicant's rate base 

for 1970 and 1971 is reasonable. 

4. The increases iu rates and charges authorized herein are 

justified; the rates 3n6 charges authorized herein are reasonable; 

and ':he present rates and charges, insofar as they differ from 

those preseribed herei~, are for the future unjust and unreasonable. 

s. The surcharges requested by applicant ~nd authorized 

herein ar~ designed to provide only sufficient additional revenue to 

offset the future effect of the income tax surcharge which is not 

reflected in the basic rate sc~edulcs. 
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The Commission concludes that the application should be 

granted as provided by the following order. 

ORDER 
----~ ... -

IT IS ORDERED that: 

1. After the effective date of this order, applicant 

california Water Service Company is authorized to file for its 

Kicg City 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 

days after the date of filing. The revised schedule shall apply 

only to service rendered on and after the effective date thereof .. 

2.. Within fifteen days after the end of each month, until 

the new well in the King City district is completed and placed in 

operation, applicant shall file in this proceeding a progress 

report shOWing the cumulative net amounts expended for the new 

facilities.. The final such report shall show the date that the new 

well was placed in operation .. 

The effective date of this order shall be twenty days after 

the date hereof .. 

Dated at __ S:m-=-..;.Ftn.p.-::~££nciClQoWO ________ , California, this 

2:1: day of NOVEMBER , 1969. 

-10-



A. 51078 hjh 

APPLICABILITY 

APPENDIX A 

SchGdw.e No. KC-l 

GENERAL METERED SERVICE 

Appl£cable to all m~ered water oe%'V1ee. 

TER.1UTORY 

King City and vicinity, !o!onterey County. 

RATES 
Per M~er Per Month 

Unt.il 1-1-71. A1"t.er 12=31-70 

Service Charge: 

For 5/8 x ~/4-inCh metor .•••••• ~.10 
For 3/4-ineh ceter •••••• 3.40 
For l-inch meter •••••• 4.65 
For 1-1!2-ineh meter ....... 6.50 
Por 2-ineh meter ....... 8.40 
For 3-inch meter •••••• 15.50 
For 4-inch meter •••••• 21.00 
For 6-1neh meter ........ ~$.OO 
For S-ineh meter •••••• 52.00 
For 10-inch meter •••••• 65.00 

~t1ty Rate: 

For all water delivered, 
per 100 cu.1"t. . ..•...•••..... .23 

The Service Charge is a readine~~-to-~¢rve 
chArge applicable to- all metered water 
$orviee and t¢ which i:s to be added the 
monthly charge ecmputed at the Quantity Rate. 

SPECIAL CONDITION 

$).20 
~ .. 50 
4.SO 
6.70 
8.65 

l6.OO 
22.00 
36.00 
54..00 
67.00 

.. 24 

Until the 10% s'Urc'harge to Federal ineor:le taxes i3 removed, 
bill~ e¢mputod \m(\or thft. :\'bove t.ari!! w.ill 'be ind"ea.sed by 
3.55% .. 

(I) 
~ 

• 
\ 

! 
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