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Decision No. 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Mstter of the A~~licstion of ) 
CALIFORNIA WATER SERVICE COVJ.PANY, a ) 
corporation, for an order authoriz- ) 
ing it to i~crease rates charged ) 
for ~~ter service in the Hermosa- ) 
Redondo District. ) 
----------------------------) 

OPINION ~iIIIIIIIIf _____ _ 

Application No. 52055 
Petition for Y~d1£1cat1on 

(Filed July 22, 1971) 

• ... '.' 0lil 

1'~'l1s is s. request of the California We.ter S~rviee Company 
for modific3tion of DeciSion No. 78807 (A. 52055), da~ed June 22, 
1971, ~ich authorized the ep?licant to ~ncrease rates charged for 
water service in its Hcnnosa-Redondo D1ot'!:'ict. SI),id in\:re~ced rates 
bee~e e££ective for ~erv1ce on and after July 16, 1971. Applicant 
requestG said decision be modified to authorize fU='~!:ler inc:'ea:;es 
for T",-:o.ter s~rvice in e.:l.id district on January 1, 1972, a:l.d January 1, 
1973. Applics,!1t's srg".mlent being based cnJ.y on evidence now in the 
reco:'G ~nd on Commission deciSions, relief is requested ex perte. 

A?plicent :tates that in Decision No. 78S07 (the Decizion) 
a r~~~ of :,e:u=n of 7.55 percent on the adopted rate b~5e fo:, 1971 
.. ,.,.:.::: fou~e .~acon.:.1,):'e, 'thet ap?lico.nt neither take:; e;:.: ... .:~pt1on to 'that 
findins nor to ~ny other finding of the Commiscion in the deciSion, 
but that applicant does take exception to the Commission's f~i1ure 
to t~~e into eonsic~r3tion in establishing the existing schedules 
~~pli=~n~T~ ep~retion~l decline in rate of return which was demon-
s:=ctcd in the tectireony ~nd exhibits in this proceeding. 

Ap?lic~nt relies on Decision No. 76607 (A. 51077), dated 
Dec~be~ 23, 1969, which ~~ehorized a s~e?ped progression of in-
c~e~s~d rc~es in t:.p?~.iec.nt 1 c Selma District and on 18 cieeisions 
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preceding ~he S~lma deci~ion which included allowances for ~n oper.-
a~ional decline in the rate of return in various of applicant's 
districts. 

.. . ... . 

Applic~nt, in this ~pplicstion, initielly requested pe~1-
odic increases in rates which woulc compensate it for projected 
decline in the rate of retu~ bec~use of operational factors and 
because of prOjected financial decline ettributable. to increases in 
the eos~ of money. This request for modification of ~he Decision is 
concerned only withoperetional deeline, Or slippage, of the rate of 
return. 

Exclusive of the allowance for finsnciel decline, applicant 
requested initially in this proceedir.e a rate of ~etu~~ of 7.5 per-
cent in eech year through 1973. The ztaff recommenced a range in 
the rate of return between 7.25 and 7.55 percent. In the Decision 
the Commission found reasonable a rate of return of 7.55 percent for 
the test year 1971. 

In the Decision the Commission commented: 

ttIt appears that e.pplics.nt T s method of taaking 
expense es~im&tes, which it has used many years 
for budgets'cy and regulatory purposes, yields 
consi~tently inflatea results whiCh ~y be 
~pprop~iate for 4 budget but are not suffi-
ciently accur~te and indicative of future 
opereting e~~ectations to justify the use of the 
method es a oasis of fixing rctes to be paid by 
the public." 
In this proceeding ~pplicant has not convincingly demon-

str4~ed the reesonableness of its prOjected £uture operating results. 
Neve:-theless, in the DeciSion, the Commission found rea.sonable fo::-
the test year the upper limit of the renge of rate of return recom-
mended by the staff, which we found reezon.:able for the foreseeable 
future. Said rate of return c.c.kcs .adeq1ltlte alloowancc for 
speculative future decline! in the ra~e of retu'rn. The consolidation 
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of the rate of rct~r~ found re6~~n&ble for the test period and the 
allowance for decline in the r~turn r~sulted from the 1nfirmie1es 
of this record. To eliminate confusion, for the purpose of this pro-
ceeding, we ~ll separately state the reasonable rate of return and 
the reasonable &llowance for future decline in the rate of return. 
Findings and Conclusion 

We find thet: 
1. ApplicAnt has not conVincingly demonstrated the reasonable-

ness of its future operating results. 
2. A rate of return of 7.25 percent is reasonable for appli-

cant's oper4.tion in the test year and. 30 percent is a reasoMble ~. 
allowance for any decline in the rate of return in the near future. 

We conclude that applicant's request for step rates for 
the years 1972 and· 1973 should be denied. 

o R D E R -- .... ----
IT IS ORDERED that the request that Decision No. 78807 be 

modified to authorize increased rates in 1972 and 1973 for water 
service in the HermoS4~Redondo District of the California Water 
Service Company is denied. 

The effective date 
Dated 8. t Los AngcIea 

day of DECEMSfR I 197~. 

Comm.iss1oners 

.. 


