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Decision No. 85239 EGW@L

BIFORE THE PUB‘LIC UTILITIES CO"!MISSION OF THE STAIE OF CALJTORNIA.

In the Matter of the Appl:'.cat:ion )
of THE CAMPBELL WATER COMPANY, & ;
coxporation, for authority to

increase .its rates and charges : o o
for its water system serving the \ “Application No. 54706
City of Campbell, City of San L
Jose and: adjacent territory in a

Santa Cla:r.'a County. ' 5

OPINION ON DENIAL OF PETITION TO
REOPEN AND MODIFY DECISION NO. 83866

_ On July 3, 1975 applicant requested that it be authorized

to increasc its rates and charges for water service $6,131 annually.

Applicant preseated its showing in Appl:'.cation No. 54706;
on the basis that the investment tax credit estimated for the test
year 1974 would be flowed through to net income as a reductxon in
federal income taxes. Applicant now alleges it is not ‘eligible to
flow through the investment tax credit, and Decision No. 83866 nay
‘bave jeopardized its .ability to claim the investment. tax cred:.t on’
3 normalized basis to the extent it applies other ratemaking treat-
zeat. This situwation appears to have resulted from the failu'r:e of
appl:.cant's tax advisors to adequately advise it in 1971 of itg
election options under Internal Revenue Code Section 46(e)

Applicant now requests that its rates be fixed us:.n.g

normalization of the investment tax credit by hav:.ng the proceedmg - |

in Appl:.catn.on No. 54706 reopened and tha.t: Decis;Lon No. 83866 be so
‘modif T
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A. 54706 bw

Decision No. 83866 authorized applicant to increase its
rates and charges for water service. Applicant accepted the staff's
estirates for the purposes of the proceeding. The staff estimated
moTe Tevemue, expenses, net operating revenue, and rate base than
epplicant. Since the adopted staff's estimate of net operating
revenue was higher than applica.nt's, applicant was authorized a
greater revenue increase than was requested. However,’ the rates
authorized were lower than those xequested. Applicant argued for a
rate of return on common equity of more than 1l percent im 1975 and
proposed rates that would yield 8.7 percent rate of return aud 1l.5
percent return on common equity. The staff recommended a -rate of
return of 8.7 percent. We adopte_d'as reasonable a rate of return of
8.9 percent which results in a return on common equity of 11.5 percent.

Decision No. 83866 does mot discuss or mske any detérmina-é
tion of the basis on which applicant should pay its income: taxes
Nevertheless, out of an abundance of caution we. wn.ll clarify ou:c
holding in Decision No. 83866. We did not comsider income tax treat-
ment in Decision No. 83866 because it was not raised as an issue.

Now that applicant has raised this as an issue, it is appropriate for
this Commission to state that it has not made & "final determination
regarding applicant's available investment tax credit for the years
1972, 1973, and 1974, or for the benefits which may be available to
applicant, applying liberalized depreciation on a normalized bas:.s .
As a further consideration we have recomputed appl:.cant's results of
Operat:.ons for test year 1974 on the rate bage normalization’ method
for only—/ the investment tax credit using the summary of earm.ngs
found in Exhibit B of applicant's petition to reopen. Under the rate
base normalizartion method, applicant's :ca.te of return would be 8.70
percent, .20 percent below the 8.90 percent authorized in Decis:.on

. 83866, but well within the zone of reasonablemess. We seﬂ no

1/ Tor this calculation under the rate base normalization method we

have not included any benefits which may result from the use. of
liberalized depreciatl;on.‘ : :
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‘reason to grant the requested :.'ate increase of $6, 131 nor to reopen
this matter for further hearings. EHoweverx, appl::.cent should includ..
in its results of operations studies for any future rate proceed:'.n,g,. :
the then unamortized investmeat credit available to it for the years
1972, 1973, 1974, and subsequeat unamortized credits in the determi-
nation of its deferred investment credit reserve. Any differences
between applicant and staff regarding the reasonableness of th..s or
other tax estimates may then be determined. ‘

Furthexr Findings of Fact ‘ » -

1. We have not made a final detemina;tion of applicant’s
available investment credit in Decision No. 83866.

2. We have,as an alternative method,recomputed applicant's
sumary of earnings using the rate base normaln’.zationmethod as-set
forth in Exhibit B of applicant's petition to reopen and find that
this computation will still yield a reasonable rate of return for test
yeaxr 1974 operations without rate modification. S :

3. The rate of return of 8.70 petcent : is reasonable for tes.. |
year 1574 operations. ‘ o

4. No "final detem:.nation" regarding appa.:.cant s ava:.lable
irvestment credit for the years 1972, 1973 and 1974 i.s necessary or '
eoprop*mte at thzs time.,

5. No increase im rates 1is justified

The Commission concludes that a final determination has
not been made regarding applicant's 1974 test year investment cred:.x.
treatment, and for the puxpose of this petition we further comclude
that reasonable results would still result if appl:.cant’s 1974 test
yeax operations were computed on the rate base normal:.zation method
of treatment for the inves menc tax cred:!.t.. A publ:.e hear:.ng is not
. neccssaxy ‘ :




IT IS ORDERED thats
1. The petition to reopen Decision No. 83886 is denn.ed
2. A rate increase based upon results of operat:ions computed
on & rate base normalization method for- te.st year :Ls not Justif:.ed
at this time. | | : 2
, The effective date of this order shall be twenty days afte:
the date hereof.
Dated at Sen Franciseo Cala.fornia t:h:f.s l :!&
day of DECEMBER




