
Decision No. 80586 -----------------

In the matter of the Application ~ 
of the- SOOl'HERN CALIFORNIA WATER. 
COMPANY for an order authorizing 
it to iDcrease the rates for water ) 
service in its Bay District. ) 

Application·No:.. 530'69" 
(Filed December 22~ "'1971) 

O'Melveuy & Myers, by Donn B-. Miller, 
Attorney at I..aw~ for applicant. ' 

Cyril M. Saroyan, Attorney at Law" and 
JOM E. Brown, for the Commission staff. 

OPINION --------

J, : "." 

[," 

Applicant Southern California Water Company seeks authority 

to increase rates for water service in its Bay District. 
Public hearing was held before Examiner catey in Pittsburg, 

on July 18 and 19,.1972. Copies of the application had been served 
and notices of filing the application and oftbe hearing had been 
published, in accordance with this Commission t s Rules of p'J:oeedurl~ , 
Th.e tr.atter was submitted on July 19", 1972,. subject to reee:!:pt of 

two late-filed exhibits by July 28,. 1972. The exhibits have' been 
received, the hearing transcripts have been filed:. and' the matter 
is ~ow ready for decision. 

Applicant presented testimony of its board chairman. .. 

'J/,", 

Chief executive officer, its secretary-treasurer, its vice presidents 
, . 

in charge of revenue requirements and operations,. and its assistant 
secretary-assistant manager of the rate evalU3tion department:. The' 

Com:rission staff presenta~ioD. was made through. two aCCOl.!Zltan.ts and," . 
three engineers. ,'. 
Service Area and Water System 

Applicant owns and operates water systems 'in the Coo.ntie's; , 
of Contra Costa ,Imperial) Los Angeles, Orange) Sacrac.cnto:, san 
Bernardino and Ventura,. and au electric system in San Bernardino . 
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County. The Contra Costa County system is known as the 3<:ty District,. 
which serves about four squaxe miles of territory ,?-orthwest, of-
Pittsburg. . 

Tbe source of water for this system is the Contra Costa 
canal. After treatment and filtration, the water is pumped directly 
into the distribution system,. consisting of some 2t miles of mains,. 
r~nging in size up to lO-inch. A 500,.000-galloo. rescrvo~ and cwo 
tanks with a combined capacity of 650,000 gallc1o.s, maintain system 
pressures and provide storage for use during pe:a-k periods. of demand. 

I ' -

Tb.ere are about 2,.400 metered ser\Tl.ces supplying primarily residential 
- " 

and business customers, and 120 flat-rate fire protection -, services 
su?plying primarily public fire hydrants .. 
Service 

Staff Exhibit No. 6 states that there have been only two 
ioformal complaints received by the Cotmnission from Bay District,: 
customers since the beginning of 1971, and those related, to- b.iSb', 
water bills rather than any service problems. The staff ~ngineer 

who reviewed the service provided by applicant and discussed service 
quality with some of tbe customers during: his investigation conc~uded 
that the service in this district is generally satisfactory and t~t, 
customer complaints were resolved satisfactorily ~ Nocu8ee~rsappeared 

at tbe h~ring to testify concerning service. 
Rates 

Applicant's present tariffs for the Bay District include 
rates for general me'tered service 1 public fire hydrant service an~ 
private fire protection service. Company-wide schedules· for con­
struction and other temporary flat-rate. service and; for s~rv:[ce to. 
employees also apply_ 

Applicant proposes to increase its rates 'for general metered 
service by about 12 percent. No cbanges are proposed iritbe other: 
schedules.. The following Table I presents a comparisono£ applic~1'llt ,; 
present general metered service- rates, those rec;,uested by a.ppl,icant _ 
and those authorized herein: .. 

,.' , 
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TABLE I 

COMPAR!SON OF METERED SERVICE RATES 

Item 
Per Service Per Month' ,. 

- Present, ,Proposea: ' Aut60rized· 
Service Charge * $2.20 $2.60 $Z.35i " 

Q,uantity Rates 
First l~OOO c.f., per 100 c.f. 
Next 4,.000 c.f., per 100 c.f. 
Over S,OOO e~f., per 100 c.f. 

0.37 
0.32 
0.25 

0.38. 
0.3S:' 
0.295 

* Service ebaTge for a SIS x 3/4-ineb meter. 
A graduated scale of increased service' 
charges is provided for' larger meters. 

Results of Operation 

0.371 
0.371 
0.2& 

Witnesses for applicant an(l r.l,e r:~:i.s~ion, st.o.ff.h8ve 

analyzed and estimat:ed applicant's operational results. Summarized 
in Table II, from applic~nt!s Exhi.bit No.3 and from staff Exbibit 
No.6, are the est1I:latcd results of opernt1onfor the tes'Cyear 
1972, under present water rates Clnd under those proposed bY,applicant. 
For comparison, this table also shows the corresponding, re'sul'ts of. 

opera::io::l.S, adopted in this deCiSion, as discu$:$edhereiIl8fte:, and 
the corresponding adopted results under the-· water :atesauttl.orized. 
hexei::l. 

"~f· 
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Item -
At Pre~ent Rates 

TAJ3I.E II 

ESmrAl'EO RESm::rS OF OPERATION 
TES'!' YEAR 1m 

Applicant St.<lf.r Adopted' 

• ' • d," Opera:tillg .Revenues 

Operating Expenses 
Operat:ton. &: Ma:i..ntenanee 
Ad:l:in..,.Genfl & M1~eell. 
Ad ValOl:'e:ll& P&yl'OlJ. Taxe$ 
Depree1at1on 

$247,720; $247,720 $2.47~?00:. 

Alloea.tect, Common J::xp. 
Subtotal, Exel •. Taxes l3a:sed. 

Upon Revenue &. Ineome 
locaJ. Franehise Taxes ,. 
Income Taxes 

Tot.&.l Operating ~es 

N~ Revenuo " 
P.a.te Base 
Rate o£ Return 

At Applieantf"s hoposed Rat~ 
Operating. Revenues 

Operating. E?Cpensos . 
~el.Taxes Ba3ed.Upon Rev.& Ine. 
~ Franeh1se' Taxes 
Income Tax.es 

Total Oper. ~es 
Net Revenue 
Rate &"'0· 
Rate of Ret't:l"l:l 

At Rates Authorized Herein 
Operat1ng. Revenues 

9J?eratWExpenses . . 
ExeJ..Taxes Basect Upon Rev.&. Ine. 
~'Franeh1se' Taxes 
Ineome Taxes 

'.total. Oper. ~es 
Net Revenue 
:Ra~ ~ . 
Rat.e or Ret'Qrn 

-4-

94:..500.' . 
19,.100' 
27 600" , . 

31,120· '. 
10'.700· 

183,020 
3,,000· 

10,100 . 
. 196,120~ 

51,600 
819",439' ' 

6.)~ 

18>,020 
3,400 . 

25.2CO· . 
211 620" , . 

. 65,590 
819:.439" . 

8.00% 

-' 

94;600:. ' 
16,100. 

. 28:,900:: . 
"-:1'1'600" .., .T. .. 
10,300' 
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From Table II it can be determined that applicant"s 
reque~~ed rates would result in an increase of about 12 percent in 
operating revenues~ whereas the rates authorized: herein will produce' 
a 5 percent increase. The percentage increase for individual bills 
will vary somewhat) depending upon type of service and,level of use .. 
Operating Revenues and Expenses 

Independent cheeks by the Commission staff confirmed' 
applicant's estimates of revenues and local franchise taxes Under 
both present and proposed water rates'. Those estimates, roUnded, 
are adopted in table II. 

I ' 

There ar<l! several differences between the Bay District' 
operation and maintenance expense estimates presented by applican.t 
and those presented by the staff.. The net effect of those' differences, 
however, is only $150 in expenses., The staff estimates of' the:se ' 
expenses, rounded, which are based upon mOre recent information than, 
was available when applicant's, estimates were be:bl& prepared, D;re' 
adopted in Table II. 

Toe principal difference between the Bay Distriet·adminis­
tra~ive .::::nd general expense estimates presented by applicant and, 
those presented by the staff result from differences in estimates 
of average annual regul:ltory commission expense. Applicant' estimated 
$13 ~470 as the cost of a rate case such as the current preeeecling., 
and spread this cost over a three-year period to' arrive at an average 

, . 

annual cost. The staff estimated a total cost of $-7,781): spread' 
o,,'"e::·a five-year period. 

Applicant I S TNibes$. eoaceded that his personnel had' been 
able to effect unanticipated efficiencies in preparing the various 
studies and exhibits and tha::> as a result, his estit:JD.te of total' 
cost would now not be significantly greate:: than that developed by 
tbe Commission staff. Be still was of the opinion:,ho'Wever" tbat,' . 
:l three-ye:l~ recurrence of rate proceedings for this district was' 
mo:e li..<ely than a five-year recurrence.. He poin::ed out tb4t,' 
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although no probable future significant downward trend in rate of 
return was indicated by applicant's studie-s of the Bay District 

ope%3tions, some of the assumptions inherent in such studies tend 
to obscure .a probable future decline. For example, the studies ass\l1l1C" 

that rates for pu:cbased water,. purchased power, wages and' taxes will 
remain constant at the most recently determined levels'. The staff,,' s 
basis for assuming an average five-year period betWeen rat~ proceeding 

is the lack of any indication of attrition in Bay District earnings 
between the test years 1971 and'1972. 

Although only three years have elapsed since the previous 

Bay District rate proceeding, prospects ,now apPear better, for less 

fr~uent full-scale proceedings in this district. 'Even if,rates 
paid by applieant for purchased ,water, pureb.a.sed power,. wages and 

taxes increase in the near future, an application for offsettic.g 
rate relief sbould not require ,the detailed studies that are'prepared 

when district operations bave not been ,reviewed'recently~ Further, 

it is to be hoped that effo:rts on a national level t(> control inflation 
, , 

will at least slow down some of the increases in costs which: in ~be 

past have eroded earnings. Considering all of these circumStances,. 
we h3,".C' ac!opted in T.able II the staff" s est:tmo.te,. rounded" of,s,veragc' 

or norroal administrative and general expenses for this d:'str:tet. 

Waen ap:>lic.:nt 1 s and the staff r 
t; estimates 0: ad valorem 

taxes were being prepared, the 1972-1973 tax assessments had not been 
announced. Based upon the data available at the time, there was no 

significant difference between applicane' s and the s,taff's estimates 
of ad valorem taxes for the test year 1972. Actual assessments la,ter 
became available, indicating that the previous tax estimates' for, the' 
calendar ye.er 1972 were understated. In Table II we have' adopted the' 
originel staff estimate, rounded, plus the additionlll $1,300,effect 
of't!:le revised assessment testified toby a seaff eng,ineera 

'rae difference between epplic8nt r s and the staff's' estime'tes 
, , 

of dep=cciation expense is primarily due to the tr'eatment aecor<!eCl 
certain dep=eciable plant which was retired' in place prematurely.: efter , 

-6-



e 
A. 53069' .rR I jmd 

the creation in 1968 by the Navy of a ''buffer zone lt of unoccupied 
territory near the Port Chicago Ammunition Loading Dock. Tbe staff 
treated the residual unrefunded balance of advances for construction 
as though it were a contribution from the subdivider. This gives 
no consideration to the fact that the terms of three of the four 
main extension contracts involved require ultimate full refund of 
the advance if the main extension has ever served eighty percent: of 
the customers for whom it was designed. Under the Commission's 
applicable uniform system. of aceounts~ amortization of contributed 
plant reduces the amount of depreciation accrual chareed to operating 
expense. In Table II ~ the adopted deprec1a'tion expense is b4sed 
upon the staff's estimate l • adjusted to restore the depreciation 

, , 

expense of about $l~OOO erroneously deducted for tbethree main 
extensions where no contributions are involved.. The end result is 
higher than applicant's est1mate because the staff had available, 
the actual 1971 depreciable plant additions', which were somewhat 
higher than previously e$timated by applicant. 

Cer1:ain expenses related to applicant's overall operations 
are of so general a nature that they cannot be assigned directly 
to specific districts. Both applicant and the staff estimated those 
various common expenses and allocated a portion of tbe total to 
Bay District on a four-factor percentage which reasonably reflects 
the relative size and complexity of the operations in" the various 

, . 
diseriets. Although there were numerous .differences in the basic 
estimates, the net effect of those differences when prorated to 
the Bay District is only $400. Most of the differences iIi the' overall 
estimates :esult from the availability to the staff of more recent 
data on actual expenditures. Although the staff's estimate of 
electronic data processing (EDP) expense may be understated in. view' 
of the continuously increasing use of EDP by applicant, it is reason­
able to assume that efficiencies., higher productivity and other 
benefits of such expanded use will cover the additional payroll and 
other expenses related to programming additional'· EDP' functions.. The 
staff estimate of allocated common expense is adopted in Table II .. 
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The various differences between applicant's and the staff's 
est~~es of operating expenses result in differences in estimates 
O'f income taxes. The income taxes adopted in Table II are cons1s~ent 
with the revenues and expenses adO'pted in that table. Further; we 

have adjusted fortbe abnormal tax writeoff in 1969 related to' .the. 

abandoned plant.. We have included in toe income tax calculation 
$l~OOO per year for amortizatiO'n cf this. w.r:1teoffinsteado£ the 
lump sum actually written off co. 1969: returns. 

The difference between the rate base estimates of applicant 
and the staff relates. to' the pretDaturely retired plant mentioned 
hereinabove in the discussiO'n of depreciatiO'n expense. The staff 
incorrectly deducted centribution~ O'f$38,800 in determin!ngrate 

base. The end result, however, is nO' different from correctly· 
deduc'tinS $38,.800 O'f advances ..... Applicant's rate base· ·witnessconcedes 
that he incorrectly failed to' deduct either advances. or contributicns 
relating to' 'the $3S>800 unre£unded advances on abandoned plant. Other 
relatively mino:c differences between the rate base estimates result 
from. the more recent information on rate base components that was 
available by tbe time the staff estimates were being prepared. Tbe 

staff rate base estimate is adopted in Table II. 
Rate of Return 

Applicant originally requested a rate·of return of 8 percent 
on rat:e base fer tbis district. At tbe hearing,. applicant's ... ..litness·· 
on rate of return testified that he still consi:dered·· 8, percent tc). 

be a reasenable retUX'n bu~, in view of the Price Commission's regula~ 
tions for utili 'ties > now requests only a 7.61 percent return· on. rate, 
base. Assuming a year-end 1973 capitalization with a new issue of 

preferred stock~ this wO'uld result in an 11 .. 8 perc~nt re'turnon 
cotrlmOn equity. That is the return on equity found reasonable in 
Decision NO'. 79382, dtlted November 23-, 1971), in Application: No,. 52370, . 
involving applicant's Orange County District:. I'hecorresponding.. 
ret-.:rcIl on rate base found .easonable in that deeisionis 7.50'·pe~cent~' 
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The staff witness on rate of return also, was influenced 
by the Price Com:nission regulations. Instead of recommending a 
range in rate of return, he concluded' that the 7'.50 percent composite 
retu..-n on total capitz.l found reasonable in Decision No,. 79382' was 
within the range he would normally have rec01mI'J.ended.. His recommenda­
tion is based upon a yeer-end 1972 capitel1:ation wh:tch does not in­
elude applicllllt ' s plsnned preferred,stock icsue late in 1973. -On that 

baSis, a 7.5 percent return on total capitalization would result in 

an 11.8- percent return on common equity. 

A wieness for applicant t:estified that a 7. 54 percent recurn' 
on total capitalization at: year ... end 1972 would be required"tO" ,produce' 
an 11.8 percent return on equity, but he did not present the 
derivation of tba~ estimate. 

Rule 23.1 of tbe Commission's Rules of Procedu.recovers 
"Compliance with 'the Economic Stabilization Act of- 1970." Adoption 

of Rule 23.1 resulted in the granting to this Commission of a Certifi­
cate of Compliance by the Federal Price Commission .. 'Section (c) (3} 
(03) of Rule 23_1 states, in part: 

"In determining the appropriate rate of re:urn, 
the Co~ssion will consider the capital 
structure of the a??11cant at or near the 
date the a licant s increased rates wilt 

will be made ,in the capital structuxe J and in the costs of various 
1:ypeS of capital .... to reflect new finaucings which are knOw:l. to be 
imminent", we concur wit:h the staff financial witness' conclusion 
taat late 1973- is too far in the future to be considered 
"imminent." '!his is somewhat inconsistent witb. our treatment: of 
regulatory Commission expense, wherein we have assumed a fi~e-yea~ 
d-=ation of present rates and rates of return, but prognosticatioo:' 

of type and cost of late 1973 financing is too specu1a't:i.ve' at . tc1s . 
time. 

We • ... "il1 adopt the staff's recommendation of 7.50 percent. 
re:=n. en r~te base and 11~8 percent: retu.ru on common equity. 

-~-
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Findings and Conclusion 

!be Co==1ssion finds that: 
l.a.. Applicant is in need of .e.dd1t1onal revenues~ but the- rate's 

proposed by applicant are exessive. 

b. The adopted estimates 7 previously discussed berein> of 
operating revenues, operating. expenses and rate base for the test 
year 1972 reasonably indicate the results of applicant's·operat:(ons' 
for the near future. 

c. A rate of return of 7.5 percent on app11can:' srate base. 
for 1972,; 3t:d the corresponding 11.8 percent return on 'common eqUity, 
are rcasocable. 

d.. The increases in rates and charges authorized herein are 
justified; t:be rates and charges sutborized herein are reasonable'; 
and the present rates and charges, insofar as they differ from those 
prescribed herein, are for toe future unjust and', unreasonable. 

2.. In compliance with Rule 23.1 of the Commissiou's<:Rules of 
Procedure: 

a. Tile increased rates are expected to- provide 
an increase of $12 ,500 in applicant' s aonual. 
revenues. 

b. The rate of return on the herein adopted, rate 
base is expected to be 7.50 percent,. as compared 
with 6.75 percent at present rates. 

c. The increases are cost-justified and do-- not 
reflect future inflationary expectations; the 
increases are reduced to· reflect productivity 
gains; the increases are the minimum rates wr-.1ch 
are necessary to assure continued and adequate 
se::v!ce; there is no increase in the rate of 
return allowed. previously in Decision No .. 79382, 
dated November 23~ 1971) in Application No. 52370; 
and 7.50 percent is the ::U.Jlimum rate of return 
needed to attract capital at reasonable cost 
and which. will not impair .:l?plicant's credit. 

The COmmiss!on concludes that tbe application saouldbc' 
granted ~o the extent set forth in the' orde:: whicb follows:' 
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ORDER ..... _---
IT IS ORDERED that after the effective date oftbis order, 

applicant Southern California Water Company is authorized eo file 
for its Bay District the revised rate schedule attac:hed~ to the· 
order as Appendix A. Such filing shall complY'with General Order 

No. 96-A. the effective date of the revised schedules shall be 

four days after the date of filing. !be revised schedules shall 
apply only to service rendered ,on and after the effective date 
thereof. 

,'l'be effective date of this order shall be twenty days . 
after the date hereof. 

~ted at san ,Francisco , Californ:l.a, tb1& 
day of OCJOBER , 1972. 

'. 

.' ..... 
comDiisSIoners, .: 



APPUCABIUTY 

APPENDIX A 

Schedule No. BY-l 

&:r :ni~trict 

GENERAL ME'IV£RED SERVrCE 

Applicable- to all metered water :3crviee. 

TZRRITORY 

... . 

Portio~ of the City of' P1tt~burg and viCinity .. Contra. Co~ta County ... 

P..ATES 
. . ' 

. ~. " 

Quantity Rate:: 
Pe~Metor .. 
Pel"'> Month : .' 

F1r!It 5".000 cu.!t ... per 100 cu.tt. 
Over 5 .. 000 cu.tt. ... pel" 100 eu .. :t't. 

• *a _. __ ...... ..... ' ... ... ... -_ ............... .. 
~rviee Chsrge! 

For sis x 3/4-1:leh :meter ............................... ' $ iss' 
For 314-inch meter ......................... '." •• to .... 2';80' . 
For l";i.neh meter ...................... ' ••• :.. ...... .. .. ... 3; •. 40'<', ' 
For l~1nch meter ................. .............. 5,~25: 
For 2-inch meter ..................................... '. _0. • 8: •. 50 ' 
For' 3-ineh meter ••••• , ................... ,.: •• ~ ..... ,.' .17~OO:·' 
For 4-inch meter ............. ~ •••• ~............... 24~OO': 
For 6-ineh :meter ....... oo'.oo ................. ~'.' .... ~ to 48.00 
For S-inch meter- ........................... ,.' ••• '.... 68:.00," 

The Serv1c~ Charge 1~ a rea.diness-to--~~rve 
charge ~P:Pl1ea.ble to all metered. ~erv1ee .. 
and to- 'Which i~ to be ~d.d.ed. theq'lJantity 
chargo com~~ted At the ~tity Rate~. 

ex).'.,. 
.' 

(I) 


